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PREFACE

Although economists spend a great deal of time studying, measuring,
and trying to understand economic growth, they still know little about
how to improve the quality of people’s lives in developing countries. What
strategies work best for improving access to education and health care?
How can people’s lives be made as long, healthy, and productive as
possible? The Human Development Race addresses these questions.

Some developing countries have succeeded in improving the human
development level of their population: Chile, Costa Rica, Singapore,
and South Korea, to name a few. But many others are still struggling
with widespread illiteracy, poor health care, and low incomes. To under-
stand why such wide differences in human development exist, Marc
Lindenberg examines the countries with the best human development
performance to see what the ingredients have been. Have they been
characterized by high or low state spending on social services? Have they
been the lucky beneficiaries of beneficial world economic cycles and well-
endowed with natural resources, or have policies been more important?
He looks not only at economic factors, but at political factors as well. Have
demccracies or authoritarian systems been more successful at stimulating
human development?

The most successful countries, Lindenberg discovers, are those that
have used their policy tools wisely over long periods of time to invest
in the well-being of their people. Such volicy commitments have been
possible only in countries that enjoy some measure of political stability.
His conclusions offer sobering lessons to the many countries now
attempting to pursue both economic and political liberalization.

If the true goal of development is not simply to raise growth rates
by several percentage points but rather to improve the lives of people,
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then the issues raised in this book are central to every student of economic
policy. The International Center for Economic Growth is pleased to
publish this important work.

Nicolas Ardito-Barletta
General Director
International Center for Economic Growth

Panama City, Panama
September 1993
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PART I

INTRODUCTION



The Human
Development Dilemma

The 1980s were bitter vears for most developing countries. The world
economy experienced its worst collapse since the Great Depression of
the 1930s. This global turmoil was accompanied by economic crisis and
political instability in much of the developing world.! The battle to raise
living standards through the economic medicine of industrial import
substitution and a strong interventionist state suffered dramatic setbacks.
According to the World Bank, living standards plummeted to the levels
of the early 1970s in much of Africa, South Asia, and Latin America.?
The life chances of an entire generation of the world’s population were
compromised along the way.?

At the same time a small group of developing countries—the four
Asian tigers, Singapore, Hong Kong, Korea, and Taiwan—-came to be
viewed as heros, first by a small group of academics?, later by the World
Bank, the International Monetary Fund (INF9), and the U.S. Agency for
International Development (USAID), and still later by a widening circle
of policy makers. Finally they, along with Japan, were clevated to the
status of folk heros by the media.®

According to those enamored with their performance, these little
dynamos adopted a different medicine—outwardly oriented, export-led
economie strategies—ar. * achieved sustained high levels of economic
growth accompanied by improved income distribution in the 1960s and
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1970s. They weathered the shocks of the 1980s with less economic
hardship and political turmoil than their unfortunate neighbors.*

Although there was considerable tactical diversity among the tigers,
the essential ingredients in their success were outwardly oriented policies
pursued in a consistent fashion over a twenty- to thirty-year period,
fostered by a state whose size decreased during the period but whose
dynamism did not. These were states that encouraged the development
of a strong private sector in an environment of political continuity.”

As the 1970s drew to a close, policy makers from crisis-plagued
developing countries as well as the World Bank and the IMF became
increasingly convinced that at least one part of the message—outwardly
oriented economic strategies like those employed by the tigers—might
provide the basis of economic recovery and takeoff in developing nations. ®
But because of the need for quick responses to the economic crisis in the
1980s and the popularization of the Asian tiger story, other essential
ingredients got lost in the shuffle. This complex and subtle story somehow
got translated into evidence for rapid, often simultaneous economic and
political liberalization with a drastically reduced role for the state. As a
result the 1980s and 1990s have become the decades of experimentation
with this new quick fix for underdevelopment.

[n Latin America some countries, like Mexico, Costa Rica, and Chile,
continued with relatively successful experiments to open their economies.
Costa Rica maintained its democratic traditions, while Chile edged toward
political opening after years of pursuing an outward economic orientation.
But Bolivia and twelve other Latin American countries began the more
difficult task of simultancous economic and political liberalization later
and with differing levels of success. By the end of the 1980s only a few
““museum pieces’’ like Paraguay and Panama continued under authori-
tarian rule.” As the 1990s began these countries started to liberalize as
well. Similar openings began in Asia, the fifteen republics of the former
Soviet Union, and Eastern Europe. In Africa the curtain rose on the
struggle for multipartv democracy.

Some observers view the rising tide of rapid economic and political
liberalization as an irreversible step along the path of human progress.
For example, Milovar. Djilas, a keen observer of and participant in post-
World War Il developments in Eastern Europe, commented recently:

The ruling class has been dissolving [in Eastern Europe]. It is no longer
capable of government by the old ideology and methods. . . . The
prolonged inefficicncy of monopolistic government and restricted freedom
of ownership have brought about the present situation. With the former
and without the latter, further development of the forces of production is
not possible.'
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Others who tend to popularize such ideas place liberalization on the
same plane as the smallpox vaccine. They treat the astonishing reversal
of economic and political strategy in countries like Hungary, Poland,
Nicaragua, Ghana, and Mozambique as confirmation of this viewpoint.
Politicians from the industrial countries frequently express these views,
For example, former U.S. president George Bush commented:

A new breeze of freedom is gaining strength around the world. In man’s
heart, if not in fact, the day of the dictator is over. The totalitarian cra is
passing, its old ideas blown awav like leaves from an ancient leatless tree.

Britain’s former prime minister was a bit more cautious:

Mrs. Thatcher told Commonwealth leaders that communism was in crisis.
But she warned that while the “secular religion’” of communism had been
discredited and had lost its inner faith it retained its outer power. Thus,
the West had to maintain sccure defenses.?

’e

More than fifty years ago Rudyard Kipling counseled even greater
caution to those inclined to jump too quickly onto the bandwagon with
politicians who look for simple solutions.

I could not dig: 1 dared not rob:
Theretore, [ lied to please the maob.
Now all my lies are proved untrue
And I must face the men T slew.
What tale shall serve me here among
Mine angry and defrauded voung?®

If we heed Kipling's warning, we might conclude that it is still carly
to draw conclusions about the implications of the wave of rapid economie
and political liberalization that took place in the 1980s for the developing
world. In a generation or two the plans for immediate. radical privatization
in the former Soviet Union may seem as naive as the rapid collectivization
of agriculture there after the Russian Revolution or the Great Leap
Forward in China. Developiaent is just not that casy. There is no quick fix.

Kipling's counsel might be to step back and take a more careful look
at the lessons of successful development performance from the past three
decades. Such a perspective brings new dilemmas into focus. For example,
one must look beyond the Asian tigers and ask what the other top
developing-country economic and social performers did to achieve their
progress. Perhaps there are deeper common threads that led to improved
human development—the process by which people expand their life
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choices by gaining greater access to economic resources, improving their
ability to acquire knowledge and increasing their chances of a long and
healthy life. Second, as I noted earlier, many politicians assume that rapid,
simultancous economic and political liberalization and a quick reduction
in the size of the state are indivisible parts of the remedy. Yet it is not at
all clear that the developing-country high performers took their medicine
exactly this way. Finally, those who see history as either cyclical or dialec-
tical remind us that today’s medicine often becomes tomorrow’s poison. ™
They argue that strong counterforces in most developing societies are
waiting in the wings for the first signs of failure to reverse the process.
One need only remember the drama of Tiananmen Square in the People’s
Republic of China, which was the first major illiberal counterrevolution
of the 1980s, the internal conflicts in the new republics of the former Soviet
Union, or the resilience of some of the African authoritarian regimes to
find evidence for the fragility of the new processes.' Instead of making
irreversible advances along the path of human progress, some nations
may tumble into a decade or two of real chaos.

The Search for Solutions

The search for strategies of development in poor countries in the 1990s
poses new problems tor scholars and policy makers alike, particularly
those who step back from the temptation of quick fixes and try to put
seveial decades of development experience in perspective. According to
some students of the subject, there is a growing consensus that well-
implemented policies have made a ditference in country performance. 't
Yet others suggest that policy makers in developing countries have been
no more than prisoners of world cconomic forees. 7 Still others argue that
country pertormance is paralyzed by internal factors such as small country
size and poor natural resource endowments. ™ What does recent develop-
ment experience tell us about the relative importance of good policies,
sound implementation, and strong social support, as opposed to other
factors? Finally, those charged with the responsibility of improving the
immediate well-being of their nation’s population rightfully ask, does the
post-World War Il experience tell us anvthing about potentially successful
development strategies for poor countries in the next twenty vears? If
s0, how might these insights be most effectively transmitted?

The Purpose of This Book

The primary objective of this book is to shed light on the key questions
about post-World War Il development. These questions are:
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1. What have been the characteristics of developing-country high
human development performers?

2. Is there evidence that policy choice and implementation have
been as important as external factors like world economic cycles
or internal contextual factors like size or natural resource
endowments in performance?

3. What role has the state played, and how important have regime
type and political and civil rights been in this process?

4. How much of a wave of rapid economic and political liberalization
has really taken place in developing countries in the 1980s?

5. Have countries that have ridden this wave achieved higher rates
of growth and performance or is it too soon to tell?

6. Finally, what lessons if any might be drawn for development
policy for the next decade?

A second important purpose of this book is to provide an integrative
methodology for studying development. The questions will be addressed
through two different research approaches: (1) an analysis of ninety
developing countries as a group and in cross sections, and (2) a dec per
historical study of six Central American countries. Each of these methods
can be thought of as a lens that permits a different focus—unfortunately,
at the expense of others.

Another objective is to help in the search for paths to development
in one grotp of small poor countries where I spent almost one quarter
of my life and about which I care deeply. Perhaps a greater understanding
of the options open to them will shed particular light on choices for other
small developing countries as well as for developing nations in general.
My final objective is to present the results in a way that is accessible to
policy makers. I have dropped as much technical discussion as possible
into notes and appendixes to emphasize readability.

The book is organized as follows. Part 11 (Chapters 2-4) provides a
global analysis of human development performance in developing
countries between 1965 and 1990, Part 11 (Chapters 5-7) looks at the same
issues in one region, Central America. Chapter 2 identifies high human
development performers and the factors underlying their achievements
between 1965 and 1987. It uses the first lens described earlier—cross-
sectional and longitudinal analysis of a large data set. Chapter 3 continues
with this lens to explore the role of political and institutional factors like
regime type in human development. It also assesses the performance of
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nations that attempted rapid economic and political liberalization in the
1980s. Chapter 4 concludes the global analysis with a look at the role of
overall governance structures and human development performance.
Chapters 5 and 6 treat the same issues using the second lens—deeper
but longer historical analysis—for six Central American countries from
1930 through 1988. Chapter 7 looks at the roots of differences in human
development performance among the Central American countries. The
final chapter briefly summarizes some of the lessons of human
development performance for development practitioners.



PART II

A GLOBAL VIEW OF
HUMAN DEVELOPMENT



Measuring Human Development

In 1965 the Republic of Korea and Liberia continued their race for economic
and social development in the middle of the pack. Korea ranked fifty-
sixth (US$687) and Liberia fifty-cighth (US$642) in per capita gross national
product (GNP) among the 120 countries for which the World Bank has
collected data since 1965.!

By 1987 Korea had become one of the world’s highest-performing
developing countries. Its average annual growth rates in per capita GNP
were among the highest in the world between 1965 and 1987. In 1987
both its GNP per capita (US$2,690) and its physical quality of life index
(a composite index of literacy, life expectancy, and infant mortality) placed
it among the forty most prosperous nations and in the top five developing-
country high performers.? Its score on the United Nations’” human devel-
opment index (a combination of real GNP per capita, literacy, and life
expectancy) placed it among the top thirty nations of the world.?

In contrast, Liberia’s performance plummeted between 1965 and 1987.
Its per capita GNP fell to US$450, and its relative position declined
from fifty-cighth to seventy-seventh. In the same two decades Liberia
became one of the world’s forty economically poorest nations. Its low
levels of literacy and life expectancy and high level of infant mortality
combined to place it on the social casualty list as well, among the thirty
countries with the lowest physical quality of life and human development
index scores.

11
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What accounts for such differences in performance? One might argue
that oil and mineral exporters have been among the highest developing-
country performers since 1965. This makes sense when one looks at the
advances of Saudi Arabia or Ecuador. Yet Korea's oil and mineral exports
dropped from 15 percent of its total exports in 1965 to less than 2 percent
in 1987, while Liberia’s stayed above 55 percent. So the relationship
between oil and mineral exports and development performance seems
inverse, at least in this case.

One might imagine a number of other explanations for these events,
Take ethnic diversity, for example. Was it much harder to mobilize
development in Liberia’s linguistically and ethnically diverse population
than in Korea’s more homogeneous citizenry? In fact, Korea had one of
the lowest scores on an important index of ethnic diversity (2) while
Liberia had one of the highest (83).% This seems logical, but consider a
counterexample. Cameroon had a higher score (89) than Liberia on the
index of ethaic diversity. Although its per capita GNP in 1965 (US$431)
was much lower than either Liberia’s or Korea’s, it turned out, along with
Korea, to be one of the top thirty developing-country high performers
during the 1965-1987 period.

Take another possible explanation—region, or more broadly, culture.
Some experts argue that cultural factors make it more difficult to promote
development in Africa than in Asia or Latin America.® While there are
differences in development performance by region, there are, however,
wide differences in performance within ecach continent as well.
Mauritania, an African country with a per capita GNP (US$481) higher
than that of Cameroon in 1965, had a much more homogencous
population than cither Cameroon or Liberia (33 on tie index of ethnic
diversity). Yet it turned out to be one of the poorest cconomic and social
performers betv.een 1965 and 1987,

Such differences are evident in other continents as well. For example,
in 1965 Costa Rica and Nicaragua were both middle-income developing
countries with similar export products and markets and low levels of
ethnic diversity (Nicaragua’s diversity index score was 18 and Costa Rica’s
7). Yet between 1965 and 1987 Costa Rica became a developing-country
high performer while Nicaragua’s performance was marginal.

Some people argue that Costa Rica’s more recently arrived, largely
European immigrant population was a key ingredient in its success. But
Argentina provides a counterexample. Its population is similar to that
of Costa Rica in its origins and ethnic mix, but it actually lost ground
among the top thirty global economic and social performers between 1965
and 1987, the same period in which Costa Rica did so well. By 1987
Argentina’s per capita gross domestic product (GDP) had dropped from
twenty-sixth to thirty-sixth of the 120 nations for which the World Bank
collects data—behind Korea, whose meteoric rise was astounding,
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So simple explanations turn out to be too simple. Can we assess the
relative importance of variables like cthnic diversity and region on
development performance, other things being equal? In this chapter I plan
to try. In fact, I will attempt to assess the relative importance of internal
contextual factors, policies, and external influences in what | call ““human
development performance.”

First we must unpack the idea of human development performance.
What do I mean by developing-country high economic and social
performance? Which countries were the high and low performers since
19657 Can we make any generalizations about salient characteristics of
high versus low performers? Or is each nation so unique that there are
no common threads? Iwill also look at the strengths and weaknesses of
the use of large data sets for cross-national comparisons. This chapter
addresses these issues.

Exploring the Labyrinth: Definitions of Human Development

The attempt to clarify the concept of human development has lasted for
decades and, like the exploration of a labyrinth, has often resulted in frus-
trations and reversals. One cannot begin a discussion of human develop-
ment performance in developing countries without referring to economic
growth.* Of course, because of different rates of population growth, eco-
nomic growth itselt is not necessarily associated with increases in per
capita income or improved income distribution, and none of these factors
necessarily insures better quality of life. In fact, rapid economic growth
may result in environmentally unsustainable development that risks the
livelihood of future generations.” At the same time excessive attention to
factors like income redistribution can stifle growth altogether. Thus, a
well-rounded definition of high performance should take many factors
into account.

Devising such a definition, however, is far from casy. First, there is
little agreement about how to measure some aspects of high performance,
like environmental sustainability or political and civil liberties, across
nations. While environmental sustainability, for example, is crucial to
world survival, it can sometimes become the subject of polemic discussion
on the one hand or disappear entirely from the agenda on the other.
Second, even where there is agreement on measurement instruments—
for example, the use of Gini coefficients for comparison of income
distribution across nations—few cross-national data may be available.
Thus, economists often fall back on measures of economic growth, for
which data are more readily available. Third, when cross-national data
do exist, they often cover only recent periods. The World Bank data
set, one of the most comprehensive available, gives data for 120 nations
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beginning in 1965.% This unfortunately limits detailed analysis of many
important carlier periods of development. Fourth, even the best cross-
national data sets exclude countries. For example, the World Bank
provides little information on the more than forty countries with fewer
than 1 million inhabitants. In fact, consistent data for the world’s tiniest
countries, as well as some of the poorest ones, are just beginning to be
compiled. Thus, the nations with the most daunting development
problems cannot be included.

If we agree to use per capita GNI as a surrogate for an individual’s
access to income, additional headaches turn up. For example, per capita
GNP is the easiest measure to use given the availability of data from
national income accounts. But it is not adjusted for real exchange rates
and inflation and thus tells little about people’s real purchasing power.

But even with more accurate economic and social measures, we can
only begin to speculate about the relationships between them. If we try
to use these economic and social indicators to construct a composite
human development index, we enter the “occult realm of ethical
metaphysics,”” in which we make judgments, for example, that a T percent
increase in per capita GNP is more or less important than a 1 percent
increase in a country’s literacy ralte.

In spite of the methodological problems of studying human develop-
ment, it would be artificial to treat economic growth, per capita GNP,
and social performance as independent of one another. They are in fact
interrelated in people’s lives. For example, without sutficient family
income it is ditficult to imagine nutritional levels adequate to allow people
to live long and healthy lives.

The definition of human development used by the United Nations
Development Programme (UNDPD) is an initially attractive way of putting
these concepts together. It describes human development as

a process of enlarging people’s choices. In principle these choices can be
infinite and change over time. But at ail levels of development, three
essential ones are for people to lead a long and healthy life, to acquire
knowledge: and to have access to resources needed for a decent standard
of living. If these essential choices are not available, many other oppor-
tunities remain inaccessible.®

Advances in social science are often incremental. New ideas are
usually built upon the earlier work of others. The UNDP’s definition of
human development is no exception. It is based on earlier refine-
ments of concepts and measurement of (1) access to economic resources,
(2) social performance, and (3) the integrated treatment of both economic
and social performance.
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Access to economic resources

Measuring people’s access to economic resources across nations is not
an casy task. Ideally one would like to compare individuals” incomes and
forms of wealth such as cash savings, land, and other assets and to
disaggregate national data by region, race, tribe, and gender.

Since there have been no practical ways of obtaining these data cross-
nationally, however, most students of the subject began with a concept
of unadijusted per capita GNP, These data became available after World
War Il when comparable national income accounts began to be collected.
This measure indicated, at least in theory, whether economic growth was
rapid enough to keep ahead of population growth. ™

But per capita GNP is not a very accurate measure of people’s
resources or purchasing power, since it is not adjusted for real exchange
rates or inflation. For this reason the World Bank created a way of
measuring per capita GNP, called the World Bank atlas method, that took
into account differences in individual country population and economic
data reporting procedures, made corrections in estimates, used a
conversion factor to reflect real exchange rates, and accounted for the
average annual rate of inflation, !

While the World Bank atlas method is a good one, it does not measure
the relative domestic purchasing power of currencies or place them on
an internationally comparable scale. An even better alternative, real per
capita GDP adjusted for purchasing-power parity (PPP), was developed
through the United Nations International Comparison Program (11°C),
which began in the 1960s.2 This measure, which uses purchasing-power
parities instead of exchange rates as conversion factors, is the basis of
one of the three indicators incorporated into the United Nations human
development index.”

Those who worked on the IPC project over the vears have done an
excellent job of refining the per capita income concept. Many students
of development, however, have been cither unwilling or hesitant to
broaden the discussion to include non-economic concepts or to mix them
with economic ones in a composite index. They believe they have sound
methodological reasons for not doing so.™

Social performance

The advances on social performance indicators therefore became the task
of others. Probably the best-known work in this area was Morris Morris’s
physical quality of life index (PQLI)." This composite measure, vith a
maximum score of 100, gives equal weight to the life expectancy of a popu-
lation, infant mortality (deaths of newborns up to one year of age per
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thousand live biiths), and literacy. The PQLI indirectly reflects the
effects of investments in health services, water and sewage systems,
quality of food and nutrition, housing, education, and changes in
income distribu:ion.

The PQLI helped redirect at*ontion in the late 1970s away from growth
and toward broader concepts of human development. It also helped show
that some countries without strong economic growth actually made more
substantial social gains than many high-growth countries. As a result of
such efforts, development professionals at many of the large international
development agencies gained new insights about how to target new
programs to improve social performance.

But the PQLIE was not without its problems as a human development
measure. For example, literacy statistics are collected only sporadically,
with different reporting procedures, and at uneven five- to ten-year
intervals. They are notoriously poor for cross-national comparison. The
PQLI appeared to give disproportionate attention to longevity, as well,
since two of its three components have to do with length of life—infant
mortality and life expectancy. Finally, Morris was  uncomtortable
combinu; i cconomic and social measures ina composite index. ' Instead
he presented them side by side. While the case for keeping economic and
social measures separate may be mnvmum,, it unhntunntcl\' continued
to dramatize an artificial dichotomy  between economic and social
development rather than encourage attention to their interrelationship.

Combining economic aid social performance
to monitor lunman developnent

In an effort to blend the two approaches, the United Nations Human
Development Report 1990 designed a human development index (HDI)
based on the equal weighting of three factors: (1) PPP-adjusted real per
capita GDP, (2) literacy, and (3) life expectancy.'” The HDI measures a
country’s human development on a scale of 0 to 100, where the top score
is the status attained by the best-performing industrial country in literacy
and life expectancy and the poverty-line income level of an average of nine
industrial countries. A nation's human development status is expressed
as a percentage of the top industrial-count: v human development perform-
ance. For example, Togo's HDI score of 20 for 1965 indicates that its human
development was one-fifth of the industri d-country standard.

The Human Development Report 1991 broadened the concept of literaey
to include educational attainment and gave more weight to industrial-
country improvements in PPP-adjusted real GDP above the poverty line. '

The human development index has many strengths. For example,
it focuses on three fundamental factors in people’s well-being: access to
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economic resources, a long life, and educational opportunity. It uses
the best conceptual formulations available, such as PPP-adjusted real
per capita GDP and educational attainment. The data it uses are also
relatively reliable. Furthermore, tlie HDI does not give disproportionate
weight to longevity, as the PQLI did. Finally, the index draws attention
to intcrrelated economic and social gains rather than to the tension
between them.

Any new measure has its weaknesses. The HDI is no exception, For
example, equally weighted interval scale wreatment of all index com-
ponents is artificial. Does it really make sense to say that a I-point scale
improvement generated from PPP-adjusted per capita GDP income gains
of x dollars is really equal to a 1-point scale improvement due to Yy months
of literacy gains? If interval scale assumptions are violated, how valid is
the index?

The HDI is also a blunt measure. It is good at measuring long-term
trends but insensitive to annual changes. For example, the 1987 HDI score
for Nicaragua seriously overstates that country’s human development
status, because the United Nations used overly optimistic literacy and
life expectancy survey statistics from the 1970s and carly 1980s, when
Nicaragua began its revolutionary literacy and health programs. There
is broad agreement that these HIDI gains were severely eroded by a
combination of war, mass migration, and cuts in social spending in the
last half of the 1980s. But Nicaragua’s HDI score will continue to be over-
estimated until new literacy and life expectancy surveys are conducted.

Another example of the FIDI's imprecision is that literacy and life
expectancy data are not collected in the same year. Thus we cannot talk
about annual gains for 120 countries, but rather gains from the mid-1960s
to the late 1980s.

The Human Development Concepts Used in This Book

The concepts

The United Nations’ concept of human development is as follows:

the process of expanding people’s choices through their access o economic
resources, [and their] ability to acquire knowledge and to live a healthy and
long life (as measured by ppp adjusted real GDP, educational attainment
and life expectancy).

Inspite of its limitations, the concept is an appropriate one for this book.
It gets to the heart of what many people in the world value for themselves
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and their children. It combines economic and social factors as people
actually do when they think about their own lives.

A modified version of the 1990 HDI provides baseline data on
human development for this study.® A country’s HDI scores for
1965 and 1987 are derived from its performance on three equally weighted
variables: (1) PPP-adjusted real per capita GDP, (2) literacy, and
(M life expectancy.

A country’s improvement in human development between 1965 and
1987 is measured by computing its HDI disparity reduction rate (DRR).*
The DRR, a measure developed by Morris, monitors the average annual
rate at which the gap between a country’s current and  possible
performance on a scale with a fived upper limit is being reduced over
time.2? For example, Malaysia’s HDI score in 1963 was 67. By 1987 its
score was 90. Its DRR was 5.01. This DRR score indicates that during the
twenty-two-vear period between 1965 and 1987 Malaysia reduced the gap
between its HDI status and that of the top industrial country by about
5 percent a vear.

The countries and the analysis

This chapter reviews human development performance for the 120 nations
for which the World Bank collected comprehensive data between 1965
and 1987, and in particular for the 90 developing coantries, by income
group, region, and country performance group.?* Then it identifies impor-
tant determinants ot high human development performance through
study of internal contextual factors, policies, and external influences.

Human Development Performance by Income
Group, Region, and Performance Group

YHuman development performance by income group

The 120 countries in this study were home to 91 percent of the world’s
3.2 billion people in 1965.7 The countries had an average population of
15 million inhabitants (when India and China are excluded) and an
average PPI-adjusted roal per capita GDP of US$2, 183,

Between 1965 and 1987 the quality of people’s lives in these countries
clearly improved (sce Table 2.1 ror detailed data). For example, in 1965
only half of the citizens of these countries could read, but by 1987 two-
thirds were literate. During this same twenty-two-year period lite
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TABLE 2.1 Economic and Social Performance of Countries by Income Greup, 1965-1987

IPP-adiuste
Status of PPP-adiusted

X real GDP Life
PPP-adjusted Average R ] . ) e
real per Number of populat‘inn, pL‘rUtssplm L]fsm‘:y expvc‘dam_\' I;‘b‘lr"[‘;‘ Average Average
capita GDP,  countries, 1965 (L53) rai (%) (years) (o) HDI DRR,  GDP growth,
1965 1965 (millions) 1965 1987 1965 1987 1755 1987 1965 1987 1965-87 (%) 1965-87 (%)
Very low 30 13.1 263 724 19 36 42 50 20 38 1.24 2.76
Low
Excluding
India and
China 28 12.1 746 1,876 34 50 49 38 36 55 1.90 4.44
Including
India and
China 30 51.2 740 1,857 34 50 49 58 37 56 1.93 4.52
Middle 30 11.8 1,784 4,385 57 76 58 66 60 79 3.62 5.47
High 30 23.8 5,221 10,328 87 92 68 73 88 93 4.00 3.31
Average
Excluding
India and
China 118 15.2 2,213 4,318 52 64 54 62 55 67 2.87 4.04
Including
India and
China 120 25.0 2,183 4272 52 63 54 62 55 h7 2.86 4.07

a. Analveis of va.ance shows that the four groups (very low, low, middle and high) have significantly different characteristics on all variables but population
size Ftests were signiticant at the 0001 level. Since data for an entire population are presented, the F values are shown only to provide a rough indication of
what the statisical significance might have been had there been an attempt to generalize from a sample to a population.

Sotkee: World Bank, Wornd Development Report 1989 (New York: Oxford University Press, 198v), PPP-adjusted real per capita GDI’ data from Robert Summers
and Alan Heston, A New Set of International Comparisons of Real Product and Prices for 130 Countries, 1950-85," The Revtew of Income and Wealth (Series 34,
no. 1), accompanving diskettes; HD! data are computed from U.N. statistics of health, Iiteracy, and life expectancy using formulas adapted from Human Development
Report 1990 See Appendix 1 of this book
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expectancy increased by eight years (from fifty-four to sixty-two years),
and individual purchasing power doubled (from US$2,183 to US$4,272).

Even though these global improvements in human development were
impressive, their pace slowed in the 1980s because of world recession,
major political upheavals, and economic resiructuring. For this reason
World Bank data are divided into two distinet periods: (1) 1965-1980,
a high-growth period when rises in GDP and PPP-adjusted real per
capita GDP averaged more than 4.5 percent a vear and (2) 1980-1987, a
period of major economic and political instability when GDP growth
slowed to 2.1 percent and PPP-adjusted real GDP growth plummeted to
only 1.6 percent. The data en literacy and life expectancy were not
collected frequently enough in the 1980s (o show the accompanying HDI
erosion. (Remember that the FIDL s still a blunt, imprecise instrument.)
But there is enough supporting data about, for example, the resurgence
of deaths from waterborne diseases like cholera in Latin America in the
1980s and the reappearance of malaria and increased levels of malnutrition
in Central America to speculate about the recults of cutbacks in global
social spending,.

Another interesting findiny is that a ration’s per capita GDP and its
levels of literacy and life expectancy are, i tact, closely related.®

Because countries” economic and social performance levels are so
interrelated, grouping countries by income or human development level
is a good way to represent a complex set of common country
characteristics, problems, and policy options.2* Countries within a very
low-income cluster, like Chad and Haiti, appear to have more in common
with cach other than with Costa Rica and Malaysia. The major causes
of death, for examwle, in these very low-income countries are more likely
to be sanitation-retated diseases like gastroenteritis than in the middle-
income ones. By implication, dev clnpmcnt programs like primary health
care expansion may be highly appropriate for countries in the very low-
income group but may have already had their impact in middle-income
countries like Costa Rica.

What else can be said about income groups and country performance?
For better or worse, a country’s per capita income and human
development level in 1965 was an important determinant of its HDI
performance between 1965 and 1987.%7 Apparently pre-1965 investments
in human development paid off in stronger HDI performance through
1987. Even within each country income group, those countries that had
attained higher levels of literacy and life expectancy by 1965 had signifi-
cantly higher GDP growth and made more rapid DI gains between 1965
and 1987 than countries in the same income groups that had not.? The
implication is that early investments in human capital provide a founda-
tion for later economic growth and human development achievement.
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Human development performance by region
N <

Location also influenced performance in the HDI race. Different geo-
graphic regions had significantly different initial baseline HDI levels and
performance rates (see Table 2.2). For example, Africa and South Asia
began the HDI race at the back of the pack in 1965 and were still there
in 1987. Although the Arrican countries doubled their literacy rates in that
twenty-two-year period, the HDI gains in other regions were even greater,

Latin America and the Carribean began at the top of the developing-
country pack in 1965 and made important gains by 1987, But their rate
of improvement slowed, particularly in the 1980s, because of an unhealthy
combination of debt, fiscal deficits, relatively closed economic policies,
and world economic crisis. As a result the Latin American countries lost
ground to the world’s highest developing-country performers—the East
and Southeast Asian nations,

By 1987 the Asian tigers and ““kittens” had overtaken the Latin
American “condors” and “‘quetzals”” in real PPP-adjusted per capita GDP
and had gained comparable levels of literacy and life expectancy. Their
more open economic policies probably helped them ride out the world
recessions of the 1980s with greater ease than the Latin Americans.

Finally, some regions like the Middle East started the human develop-
ment race in the middle of the pack and staved there. These countries
made impressive gains in real per capita GDP but did not convert them
into big improvements in cither literacy or lite expectancy.

Although the purpose of this book is not to look at industrial-country
performance, a brief comparison of Lastern and Western European
performance is enlightening. The picture of stagnant social conditions and
deteriorating purchasing power in Eastern Europe provides a sobering
message about why the seeds of discontent may have exploded in social
revolution in the 1990s. Both Eastern and Western Europe began the
mid-1960s with high HDI levels compared with their developing-country
neighbors. During the next twenty-two years each made gains in real per
capita GDP. But Fastern Europe’s real PPP-adjusted GDP dropped from
56 to 36 percent of its Western cousin’s real GDDP. In the 1980s the East’s
real per capita GDP plummeted, while growth continued in the West.
The East’s social performance during the period was at best marginally
improved, and at worst stagnant.

Human development performance by performance group

Grouping countries based on their actual HDI development performance
from 1965 to 1987 sheds light on factors partially hidden by regional or
income groupings® (Tables 2.3 and 2.4 provide lists of the top, middle, and
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TABLE 2.2 Economic and Social Performance of Countries by Region, 1965-1987 7

PPP-adjusted Life
Number of p(‘;:a\:lzé:?:n real per Literacy  expectancy ~ Average Average Average
’ R o, . [
countries, 1965 = @Pa GDP - rate (%) - (vears)  HDI(%) [ iFRRY o o0 growth,
Region 1963 (millions) 1965 1987 1965 1987 1965 1987 1965 1987 1965-1987 (%) 1965-1987 (%)
Sub-Saharan
Africa 36 7.1 626 91 19 410 43 51 25 11 1.41 3.43
South Asia 7 24.7° 681 1,142 28 34 47 56 36 47 1.63 3.52
East and South-
east Asia 12 27.1k 1,116 3,947 55 76 54 62 54 76 4.13 7.25
Caribbean 4 2.6 2,293 2,174 57 7 58 66 59 72 2.10 2.78
Latin America 17 13.4 2,150 3,289 65 79 57 66 63 79 2.96 3.93
Middle East and
North Africa 18 8.2 2,079 4328 36 52 51 63 47 65 2.38 5.55
Eastern Europe 4 20.0 2917 4500 93 96 68 71 8 92 2.31 4.70
Western Europe 19 325 5,217 12,560 95 98 71 7% 91 97 5.11 3.52
Oceania 3 5.3 599 805 99 77 62 68 94 82 3.92 3.57
Average 120 15.0 2,183 4,272 52 63 54 62 35 67 2.86 4.07

a. Population figure excludes India. With India’s population of 49%0.2 million added, the average is 91.2 million

b. Population figure excludes China. With China's population of 709.2 million included, the average 15 83,9 million.

Sotkce: World Bank, World Development Report 1989 (New York: Oxford University Press, 1989 PPP-adjusted real per capita GDP data from Robert Summers and
Alan Heston, A New Set of International Comparisons of Real Product and Prices for 130 Countries, 1950-85,"" The Review of Income and Wealth (Series 34, no. 1),
accompanying diskettes, HDI data are computed from U.N. statistics of health, literacy. and life expectancy using formulas adapted from Human Development
Repert 1990. See Appendix 1 of this book.




TABLE 2.3 Economic and Social Performance of Developing Countries by Human Development Performance
Group, 1965-1987 (listed from lowest annual DRR to highest)

1965 raw data for the index 1987 raw data for the index
Average

Human HDI PPP-adjusted Loy of PPP-adjusted Log of

development ) ~ DRR, _ real per PPP-adjusted Life real per PPP-adjusted Life Average HDI
performance  Number of  1963-1987  capita DI real per Literacy  expectancy  capita GDP real per Literacy  expectancy -
greup countries* %) (LUS%) capita GDP - rate (%) (vears) (LUSS) capita GDP rate (%) (vears) 1965 1987
Lowest 24 087 A7 273 18 12 738 2.84 31 51 21 372
Medium 24 207 1307 3.03 ) 52 2,271 34 62 61 54 649
Highest 23 395 1,437 308 54 s6 4.099 349 79 66 546 799
Average 71 227 1170 294 37 30 2,333 38 57 59 411 603

a. Within the group of 80 developing coontries, 19 could not be assigned to a performance group because of insufficient data. The 71 countries with sutficient data
were placed in equal-sized pertormance groups based on their DRR scores for 1965-1987.
SoLree: Same source as Table 1.1 and author’s calculations
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TABLE 2.4 Developing Country High, Medium, and Low Human Development Performers, 1965-1987
(listed from lowest annual DRR to highest)

1965 raw data tor the index 1987 raw data for the index
PPP-adiusted Log of PPP-adjusted Log of
real per PP-adjusted Life real per PPP-adjusted Life HDI

Average HDL - capita GDP real per Literacy expectaney capita GDP real per - Literacy  expectancy -

Country DRR (%) (LS) wpita GDI' - rate (%) tvears) (US%) capita GDP - rate (%) (vears) 1965 1987

Low HDI performers (lowest 33%)

Ghana 0.40 327 272 23 48 481 2.68 30 54 299 359
Chad (.50 46 2.70 5 37 00 260 17 16 147 237
Sterra Leone 0.51 411 2.6l 10 33 180 268 15 41 1.7 211
Senegal 0.58 LY 2.9 6 41 1.068 303 10 3 3.0 323
Ethiopia 0.63 320 251 5 13 4 2.66 18 7 149 26.0
Sudan 0.63 724 2.86 0 730 288 20 50 237 338
Congo (.66 841 292 5 S0 756 288 63 1Y 97 479
Niger 0.67 340 253 3 37 432 266 13 5 104 228
Central Atrican Rep. 0.67 463 2.67 15 11 391 277 20 50 204 315
Zambia 0.73 854 293 41 H 717 286 S 33 378 47.2
Nigeria 0.80 569 276 33 12 668 282 12 51 293 409
Zaire 0.84 303 2.8 25 H 20 M 35 32 20 354
Mauritania 0.93 527 272 3 37 840 292 17 d6 15.0 309
Haiti 0.9 381 276 10 15 7 2.84 23 55 242 388
Liberia 0.97 357 273 10 H 69 2% 2 e M4 377
Malawi 0.99 235 237 8 39 76 268 25 46 104 282
Uganda 1.03 333 232 25 5 511 271 32 18 4.0 396
Somalia 1.4 396 2.60 5 38 Lo 3.00 12 e 136 316
Cote d'lvoire 1.07 884 295 20 e 1,123 3.05 35 32 292 H3
Madagascar 110 614 2.79 33 13 634 2.80 53 Rt} 315 464
Nepal 113 7 20 8 11 2 18h 29 51 159 372
Pakistan 1.21 2 286 20 16 1,585 3.20 20 53 3.1 467
India 139 338 273 28 5 1,033 3.0 36 58 296 484
El Salvador 143 1290 311 19 ) 1.733 324 62 62 519 65.1
Average 0.87 b 273 18 2 758 284 31 51 244 372
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Medium HDI performers (muddle 33%)

Burma 1.51 3w 2.60 ol 48 732 288 bt ol) 396 369
Toge 153 530 274 B 42 o7t 283 43 53 204 435
Guatemala 1.59 1.303 34 35 49 1937 329 48 62 45.0 615
Rwanda 1ol 152 218 8 49 S71 276 47 49 135 397
Saudi Arabia 1.e2 56351 RIGH] 10 48 ¥,320 368 25 63 4.8 629
Honduras 1.62 824 2492 43 S0 1119 305 Sh (&) 429 603
Kenva 1.ov 453 266 23 7 794 24 30 38 27.7 305
Exvpt 1.75 -+ 281 R\ 44 1,377 313 H 6l 36 538
Nicaragua 1.79 2,217 RNCR 50 S0 2,209 33 b 63 545 695
Moroceo 1.83 K26 242 13 50 1,761 325 34 nl 319 349
Zimbabwe 1.87 031 281 20 18 Iisd 3407 R 38 306 544
Bolivia 214 L.o22 301 32 H 1,380 ERE PR 53 3.5 608
Tanzania 215 250 2.41 18 43 405 261 73 53 17.2 489
Iran 21s 221h 335 23 2 3,300 352 I8 63 b7 67.2
Gabon 218 1,28 KR 20 43 2.068 33 62 52 338 395
Dominican Rep. 228 uy2 300 63 56 1.750 324 7R 66 6.0 736
Philippines 238 LN 299 72 S6 1.878 327 88 63 38.2 755
Peru 245 2.1 332 ol 51 3.129 350 79 6l 382 734
Lruguay 25 3155 350 % o8 3,063 368 9l 71 849 913
Paraguav 258 1L.U72 3.03 o8 63 2,603 3482 S i 47 803
Tunisia 258 CAGY 297 30 51 2,741 3H 16 6A Y6 662
Irag 254 3173 i 20 52 2.0 338 n7 64 488 714
lamaica 26l 1,507 3.2k 74 63 2500 3.40 52 74 71.8 843
Argentina 2n3 3.470 3.54 91 66 4.647 367 w2 71 817 415

Average 2.07 1.507 3.03 40 52 227 324 t2 6l $H4 649

High HDI performers {upper 33%)

Sn Lanka 275 a7l 2.9 73 64 2,053 3.31 87 70 651 812
Cameroun 2.7 356 275 10 10 1,381 34 63 R 241 395
Algeria 280 124 3.9 15 30 2633 342 52 63 369 664
Lesotho RICH 310 249 i3 49 1.5385 3.20 73 Sh 293 636
South Africa 2.97 3,142 350 33 51 4,981 3.68 70 o) 535 762
Svria 29y 1,552 319 35 33 3.250 351 a0 b 478 734
China 306 812 2.91 30 57 2124 333 7 (] 300 749
Indonesia 312 461 2.66 43 H 1,660 322 72 o) 326 666

ftable continued on next page)
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I{‘,B,LF 24 ) antinqed

1965 raw data tor the index 1987 raw data for the index
PPP-adjusted Log of PPP-adjusted Log of
real per PPP-adjusted Life real per PPl-adjusted Life HDI
Average HDI  capita GDP real per Literacy  expectancy  capita GDP real per Literacy expectancy e
Countrv DRR (%) (LUSS) capita GDP - rate (%) (vears) (LSS) capita GDP rate (%) (vears) 1965 1987
Turkev 39 L4307 315 16 54 3.751 358 70 o4 513 768
Colombia 332 1,439 3.6 65 36 3524 355 80 66 399 81.1
Brazil 138 1,391 3 ol 57 4,307 363 76 b3 59.0 809
Thailand 34 833 292 70 56 2,576 341 89 o4 5.0 79.7
Ecuador 346 1.238 3.0 67 36 2,687 343 A 65 58.8 81.2
Botswana 376 330 272 20 18 2,49 340 71 54 286 695
Mauritius 1.00 1153 RALY) 60 ol 2617 342 Y4 67 397 837
Menico 454 2,575 341 65 6l 1,624 3.67 B 69 68.1 88.6
Panama 1.62 1.60H 321 73 63 4,009 360 87 72 68.9 89.1
Costa Rica 193 1,930 329 84 63 3.760 358 93 74 755 920
Chile 4.98 3347 is2 84 34 4,862 3.68 u2 72 768 92.6
Malavsia 5.01 1,309 KW 13 58 3.849 3.59 80 70 526 849
Singapcre 561 1.753 324 60 66 12,790 3.68 85 73 67.1 90.9
Korea 6.54 797 290 71 57 4,832 3.68 92 69 56.7 90.3
Hong bong 6.56 2704 343 71 68 13,906 3.68 % 76 765 948
Average 303 1437 308 4 56 4.099 349 79 66 546 799
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Developing countries with insutficient data to rank

Bhutan n.a. n.a n.a. n.a. 41 700 2.85 12 18 n.a.
Afghanistan n.a. 669 283 8§ n.a. 1,000 3.00 12 n.a. n.a.
Gninea n.a. 450 2.65 na. 33 500 2.70 8 42 n.a.
Yemen Arab Rep. n.a. n.a. n.a. n.a. 40 1,250 3.10 21 51 n.a.
Lebanon n.a. n.a. n.a. 86 62 2,250 3.35 75 n.a. n.a.
Yemen, PDR n.a. n.a. n.a n.a. 40 1,000 300 39 51 n.a.
Lao PDR n.a. n.a. n.a 15 n.a. IRV 3.0 11 418 n.a.
Burkina Faso n.a. n.a. n.a. n.a. 39 500 2.70 8 47 n.a.
Jordan n.a. 1,439 316 3 30 3,161 3.50 n.a. 66 453
Bangladesh n.a. n.a. n.a. n.a. 45 ¥83 295 33 51 n.a.
United Arab Emir. n.a. n.a. n.a. n.a. 57 12,141 3.68 S6 71 n.a.
Burundi n.a. n.a. n.a. n.a. H 450 263 3 49 n.a.
Benin n.a. n.a. n.a. n.a. 42 6635 282 2 47 n.a.
Papua New Guinea n.a. n.a. n.a. na. H 1,843 327 32 34 n.a.
Oman n.a. n.a. n.a n.a. 13 7,750 3.68 20 35 n.a.
Cambaodia n.a. n.a. n.a. n.a. 45 1,000 3.0 48 n.a. n.a.
Mozambigue n.a. n.a. n.a. n.a. 38 500 2.70 14 EY] n.a.
Mali n.a. 327 251 5 n.a. 543 273 17 45 n.a.
Viet Nam n.a. n.a. n.a 53 43 1,000 3.00 94 66 n.a.
n.a. = not available.

SOULRCE: Same source as Table 1.1 anc author’s calculations.
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bottom third ot HDI performers using the DRR). A quick look at Table 2.3
shows that between 1965 and 1987 the average developing country doubled
its PPP-adjusted per capita income, raised its literacy rate from less than
40 to almost 60 percent of the population, and increased the life expectancy
of its citizens by nine vears to fifty-nine vears of age. These gains can be
compared with those of cach of the three HDI performance groups.

One real benefit of dividing the developing countries into three equal-
sized performance groups is that it allows us to look bevond the traditional
well-known high and low performers. For example, nlthou;,h Hong Kong,
Korea, and Singapore top the list of high performers, how did African
nations like Botswana, Mauritius, and Cameroon make it into the top
third? Why would the People’s Republic of China be among the top
twenty-four developing-country HDI performers?

A second benefit is that a country’s performance can be compared
with its group average. For example, Tables 2.3 and 2.4 show that Chad
was one of the poorest performers in the low FIDI group. Between 1965
and 1987 the average member of the low HDI group improved its status
from 24 to 37 percent of the top industrial-country score. In contrast,
Chad’s improvement went from 14 to only 23 percent of the top score,
In other words by 1987 Chad’s DI score was the same as that of the
average low human development performer twentyv-two vears carlier,
Chad’s annual disparity reduction rate was about 0.5 percent a vear, while
the average for similar countries was almost double, or 0.87 percent. If
Chad’s HDI disparity reduction rate continued at this same slow pace
until the year 2005, resulting inan HDI score of 30, its HIDI status would
be only about a third of the level attained by the top industrial country
cighteen vears carlier in 1987 1ts performance in 2005 would still be well
below the HDI status that the low performers attained in 1987. This grim
picture indicates how important it is not to postpone major efforts to begin
the process of human development and how long they take even when
serious commitments are made.

A closer ook at the list reinforces the initial assertion that region is
an important predictor of subsequent development performance. For
example, nineteen of the twenty-four poorest development performers
are African nations. While the regions are better represented in the
twenty-four top performers, there is still a bias toward the East and
Southeast Asian nations.

Determinants of Human Development Performance

Until now [ have presented statistics about human  development
performance by income group, region, and country performance group,
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but I have said very little about the determinants of human development
performance. If, for example, we want to help Chad double its very slow
rate of annual HDI disparity reduction, we need to know more about the
internal, policy, and external influences that may affect its human devel-
opment performance. Since this chapter presents no preexisting theory
about the determinants of human development performance, its purpose
is to use a set of ordinary least squares regressions to generate hypotheses
about how human development improvements take place.

In this exploratory rather than confirmatory analysis, 1 will relax the
normal rules of hypothesis testing. I will use stepwise regressions first
to identify the variables that account for the largest proportion of variance
explained. Then Twill move from statistical to policy analysis to ask which
independent variables might be most casily altered, for exaple, through
policy changes, to get the largest and most cost-effective improvements
in human development performance.

Internal contextual factors and human development

Internal contextual factors are characteristics within a national geographic
boundary that are largely given. They remained relatively constant
between 1965 and 1987, Some of them, like mineral wealth or natural
resource base, come with the territory and as a resalt are difficult to
change. Others, like population size, religion, language, or tribal mix,
can in theory be altered by policy intervention, but changes usually take
place slowly. Stll others, such as institutional forms like political or
economic systems, evolved over hundreds of vears but can he altered
slowly through policy choice. The dominant natioral institutional forms
during the study period, however, were viewed as part of the interral
context. Explicit attempts to change these institutional arrangements are
considered in the section on policy intervention.
I will consider four categories of internal variables:

L. Natwral endotwoments. Examples include mineral production as a
percentage of exports, population size, and population density.

[

Cultural and cthuic endowments. Variables include ethnic, racial,
and religious diversity and region—surrogates for both natural
and cultural endowments. ™

3. Bascline human resource endotoments, These are conditions resulting,
from carlier social investments, such as initial levels of literacy,
life expectancy, and infant mortality as measured by the PQLI
and HD! in 1965,
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4. Political and cconomic institutional context and continuity. This refers
to the type of political regime and economic system. Long-term
continuity is measured, for example, by the percentage of the
time democratic regimes were in office and by measures of
political instability like nonprogrammed changes of presidents
or prime ministers as a percentag» of total changes of such
officials. !

The relation of these variables to developing-country HDI
performance from 1965 to 1987 was assessed largely through a set of
stepwise regressions.*

Which internal contextual factors mattered? Internal contextual factors did
influence the pace of nations” human development gains. In fact, five such
variables accounted for two-thirds of the total variance in the regression
of internal contextual variables on the speed of the HDI disparity reduction
rate between 1965 and 1987. (The share of total variance that these five
variables explained, known as their adjusted r squared, was 0.627; see
Table 2.5 for the findings.)

A developing country’s initiet human resource base and its
institutional context turned out to be far more important statistical
determinants of the HDI disparity reduction rate than cultural, ethnic,
or natural endowments. Of the contextual factors, the quality of the initial
human zesource base as measured by 1963 HDI status was most important
(r squared of 0.511).

Political and economic institutional factors took second place. Together
they had an incremental r squared of 0.074. Of these factors, long-term
political stability turned out to be critical (0.066 of the 0.074 incremental
r squared). Although the long-term presence of a market economy also
contributed to high HDI performance, its overall impact on the
incremental r squared was very small (0.008 of the 0.068 contributed by
institutional factors).

Natuaral, ethnic, and linguistic factors mattered but proved to have
the least impact on HDI performance. They contributed the final 0.042
incremental r squared. Among these factors, ethnic and linguistic
homogeneity were the most important statistically (0.030 of the 0.042
incremental r squared). Regional location (that is, East and Southeast Asia
compared with the rest of the world) explained the rest of the change.

Many internal contextual factors appeared to have little effect on the
pace of human development improvement. For example, the presence
or absence of oil and minerals and population size and density did
not matter. Democracies and dictatorships were distributed fairly
evenly among both high and low HDI performers. The specific high and
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TABLE 2.5 The Effects of Internal Contextual Factors on Human
Development and GDI’ Growth, 1965-1987
(stepwise regressions)

Effects on the human development index?

Incremental
Standard  Standard  Fto Adjusted  adjusted
Variable Value error value  remove rsquared  r squared
Intercept -2.150
1965 HDI status 0.728 0.115 0.611  40.237 (1511 0.511
Low political instability ~-0.233 0.101 -0.211 5.2 0577 0.066
Ethnic and linguistic
homogeneity ~(1.398 0.196 S0.93 4118 0,607 (.030
Location in Asia 035 0.215 0. 145 2576 0619 0.012
Capitalist economic system  (1.167 0.116 01260 2059 0.627 0.008
Effects on annual GDP growth rates®
Incremental
Standar¢ Standard  Fto Adjusted  adjusted
Variable Value error value  remove rsquared 1 osquared
intercept ~3.376
Low political instability ~-{.204 0.125 ~0.218 0 2660 0085 {1,095
Location in Asia 0.507 0.274 0.244 3418 0131 0.036
Ethnic and linguistic
homogeneity -(.384 0.221 -0.217 0 362l 0 led 0.033

4. Fhe regressionin the last step has ancadjusted + squared of 0627 and a standard error of 0 386 The
degrees of treedom are 3 tor the regression. 47 tor the residual. and 32 total DE The | test s 1842
and the Durban Watson statistic 1s 193 (ns) An £ score ot 2 or more s sipmibicant at the Uddevel Vanables
with § scores ot less than 2 were not entered 1 the regression

b The regresson in the last step has an adjusted rsquared of 0 Ind oo standard error of @ 449, The
degrees of treedom are 3 tor the regresstion. 31 tos the residual. and 54 total DE The | otest s 5 421
and the Durban Watson statistic is 1.6% (ns) An f score of 2 or more 15 sigiaticant at the U5 level Vasiables
with £ scares ot iess than 2 were not entered i the regression

Sotkei s Author's calculations

low HDI country performance group profiles mirror the results of the
\ &
broader analvsis.™

Internal contextual factors and GDP growth  Although many of these same
factors were also associated with more rapid GDP growth, internal
contextual factors were a less important determinant of economic growth
than of HDEimprovement. In fact the effect of contextual factors on growth
was minimal (0. 164 of the adjusted r squared) compared with their impact
on HDI performance (0.627 of the adjusted r squared). The major con-
textual factors that mattered in GDP growth were low political instability,
region, and ethnic status (see Table 2.5).

Why might internal factors matter?  Data analysis at this level of
aggregation sheds little light on why some internal contextual factors
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provided fertile soil for high rates of human development improvement.
In the absence of a theory, here are some hypotheses about how these
factors might have worked to stimulate the development process.

It might be argued that a healthier, better educated population
provided a more receptive fourdation for future development activity than
a sick, largely illiterate one. This higher HDI base may be an outward
manifestation of important cultural values that served as the fuel for past
cconomic and social advancement and might do so in the future. If a
nation’s more solid initial HDI base was the result of successtul ecarlier
policies, then this experience might have provided policy makers with
ineentives to continue in the same direction,

How might a stable political context supportive of a market cconomy
contribute to rapid HDI improvement? Political continuity may have
provided clear, consistent fong-term rules of the game for economic and
political action. Stable, predictable rules might have helped build national
confidence, attract investment, and keep talented citizens from becoming
exiles or fatalities in wars or disterbances. Continuity might have allowed
the necessary time for institutional capacity - building, and  policy
implementation. Linguistic and ethnic homogeneity might have provided
fertile soil in which such capacity could be nourished. Alf of this might
have combined to permit sufficient economic growth to keep PPP-adjusted
per capita GDP increasing,.

Policies aud hman development

If internal context was so important, what e did policies play in human
development performance? Before we can begin to answer this question
we need a definition of policies.

Policies carcbe thought of as levers or dials that dwe government can
adjust to influence human development outcomes. Policies include
guidelines, norms, laws, and procedures. While it would make sense to
compare these features across countries, it is difficult and costlv to get
consistent data for fong time periods. Thus, it is sometimes necessary to
fall back cither on indirect measures of policy commitment or on outcomes
usually associate d with particular policies. For example, the allocation of
resources for large health expenditures as a percentage of GDP s an
indirect measure of policy commitment to health compared with other
priorities, while a high 'evel of ecconomic openness might indicate that
export promotion policies are in place.

I will examine ten policy variables that can be divided into three
groups: ™

1. Economic policies. These are policies directly associated with an out-
wardly oriented economic strategy, such as real exchange rates,
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real interest rates, and low fiscal deficits, as well as less direct
measures of particular economic policies, such as greater open-
ness of the economy or greater product and market divers:fication.

2. Social policies. These are measured by the average annual
expenditures for health, education, and defense as a percentage
of GDP between 1965 and 1987,

3. Political and civil rights policies. These are measured by an average
annual score on the Gastil indexes of political and civil rights.

Which policies mattered?  Of the ten policy variavles studied, four
accounted for abiout a third of the adjusted r squared in the stepwise
regression of policy variables on human development performance
between 1965 and 1987 (0.343 of the adjusted r squared; see Table 2.6).%
Strong human development performers had higher levels of political
rights (0.178 incremental r squared), higher expenditures for health and
education as a percentage of GDP (0.080 incremental r squared), lower
fiscal deficits (0.068 incremental r squared), and higher levels of export
product diversification (0.017 incremental r squared). These results were
similar when the regressions were performed to predict the lists of top
thirty high performers. For the bottom thirty, however, only two variables
were significant: Tow political liberties and low social expenditures.

Policies and GDP growth — The policies studied here were more important
determinants of GDP growth (0.394 of the r squared) between 1965 and
1987 than they were of human development improvement (0.343 of the
rsauared).¥ Outwardly oriented economic policies like openness and real
exchange rates contributed about a quarter of the adjusted r squared.

[n addition, countries with high GDI growth also maintained lower
fiscal deficits than slower-growth countries. This additional cconomic
policy variable contributed another quarter of the r squared. The higher
growth countries also had higher military expenditures as a percentage
of GDP and medium or high levels of political rights. These last two
variables contributed the other half of the adjusted » squared.

While the importance of outwardly oriented economic policies for
GDP growth in the past thirty years is well documented in other studies,
the importance of military expenditures and political rights is not.™
Military expenditures may have been used for pump-priming activity.

Why might these policies matter? — Although 1 offer no preexisting theory
about the impact of policies on human development performance, some
questions emerge that must be examined in more detail later.
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TABLE 2.6  The Effects of Policies on Human Development and
GDP Growth, 1965-1987 (stepwise regressions)

Effects on the human development index?

Incremental
Standard  Standard  I'to Adjusted  adjusted

Variable Value  error value  remove rsquared 1 squared
Intercept -0.043
High political libertics 0.648  0.141 0.476 21100 0178 0.178
High health and

education spending 0.130  0.038 0.363 11.862 0.258 0.080
Low fiscal deficits 4.879 1.855 0.260 6.918 0.326 0.068
High export product

diversification 0.004 0003 0. 154 2587 0.343 0.017

Effects on annual GDPP growth rates”
Incremental
Standard Standard  Fto Adjusted  adjusted

Variable Value error value  remove s osquared 1 squared
Intercept 0.059
Low fiscal deficits 0.234 0.056 0.511 17.298 0119 0.119
High military

spending 0.005 0.001 0.438 12,147 0.213 (1.094
Real exchange rates -0.027 0.010 -0.273 7.279 0.306 0.093
High political libertics 0.013 0.005 0265 7.404 0.379 0.073
Open economy 9 643E-5 5. 859E-5 0 161 2.079 (.39.4 0.015

a. The regression in the last step has an adjusted + squared of 1343 and o standard error of 0 336
The degrees of freedom are 4 tor the regression, 60 tor the rest ftol, and 64 total DE. The § tost s 0 920,
and the Durban Watson statistic is 1791 (ns) An F score of 2 or more is siaticant at the 05 Jevel
Other varables entered i the equation did not have sigmifcant I scores

b. The regression in the last step has an adjusted 1 squared ot 0394, and 4 standard ertor ot 0 019
The degrees of freedom are 5 for the regression. 62 for the residual. and 67 total DE. The | test 1= 9 7249
and the Durban Watson statistic is 1.773 (ns). An | score of 2 or more i signticant at the 05 level
Other vanables entered in the equation did not have sipmticant § scores

Sourcr: Author’s calculations

First, why were economic policies (that is, high levels of export
product diversification and low fiscal deficits) responsible for as large a
proportion of the r squared in human development performance as social
program expenditures in the regressions? One explanation is that export-
led growth generates the per capita income increases that permit people
to feed and clothe themselves and improve the quality of their lives
directly rather than through government programs. Ranis and Fei's work
on export-led growth in Taiwan supports this hypothesis and adds that
income distribution improves dramatically because of the broad increases
in general employment, permitting the social gains to be widespread. ™

Second, one might have expected that governments with big 1DI
gains would have been more likely to run high fiscal deficits to pay for
social programs, but the reverse was true. A possible explanation is that
gains from a successful export strategy were contingent upon conservative
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fiscal policies as part of a package of more outwardly oriented economic
policies. This package might have permitted greater overall GDP growth
accompanied by less inflation.

Third, social expenditures matter but it is unclear why. At this level
of aggregation it is impossible to discriminate among investments in
particular kinds of programs, much less their cost-effectiveness. Such
analysis can only be done with fewer countries and in more depth.

Fourth, education expenditures appeared to have a far more important
eftect on human development performance than health expenditures.
Why? One plausible explanation is that education provides more than
simply literacy. It increases awareness of how to protect individual and
family health.

Finally, why did countries with medium and high levels ot political
rights appear to make greater human development gains between 1965
and 1987 than those with lower levels of rights? Here are some plausible
hypotheses. First, a government’s willingness to permit higher levels of
political rights might also indicate its willingness to promote human
development in other areas. Second, once citizens had minimal political
rights, they may have had channels for pressuring their government to
make investments in human development areas. Third, while medium
levels of political rights were not associated with democratic elections of
national leaders, they might have provided channels for more active
citizen participation at local levels and with the bureaucracy, perhaps
resulting in larger and more effective investments in social services.

External influences and human develo; ment

The analysis so far has shown that both a nation’s internal context and
its policies were important determinants of its ability to achieve human
development gains for its citizens. What about the role of external
influences? Did they serve as an impediment or stimulus to human
development performance?

External influences are defined as forces generated autside a nation’s
borders or beyvond its control that might affect its human development
performance. For example, poor human development performers might
have suffered from more natural disasters like droughts or floods, been
pillaged more frequently during outside military interventions, or been
victims of unfavorable terms of trade. The types of external influences
considered were

L. Natural disasters. These are measured by the number of earth-
quakes, volcanic eruptions, droughts, and floods, for example.
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2. External military interventions.

3. External economic influences. These are measured by changes in
the terms of trade, and export product and market concentration
at the start of the study period.

4. Access to foreign resource flows. This is measured by annual average
total debt as a percentage of GDP, average debt service as a
percentage of exports, and average aid as a percentage of GDP.

Which external influences mattered?  The data show that developing
countries were not prisoners of most external forces between 1965 and
1987 (see Table 2.7). High and low human development performers were
equally affected by changes in terms of trade, external economic shocks,
military interventions, and natural disasters. External influences were less
important than either policy or internal contextual variables. In fact they
accounted for only 0.192 of the adjusted r squared in the regressions on
human development performance.* The results were similar for country
groups with both high and low HDI disparity reduction rates.*!

TAriE 2.7 The Effects of External Influences on Human Development
and GDP Growth, 1965-1987 (stepwise regressions)

Effects on the human development index®

. Incremental
Standard  Standard  Fto Adjusted  adjusted
Variable Value error value  remove rsquared  r squared
Intercept 0.478
High debt service 2.406 0.660 0423 13.231 0.121 0.121
Low total debt as %
of GDP -0.871 0.345  -0.294  6.389 0.192 0.071
Effects on annual GDI* growth rates?
Incremental
Standard  Standard  Fto  Adjusted  adjusted
Variable Value  error value  remove rsquared  r squared
Intercept 0.059
High export product
diversification -2.14E-4 - 1LI54E-4 =230 3.443 0.045 0.045
High debt service -0.015 0.001  -0.163  1.893 0.057 0.012

a. The regression in the last step has an adjusted r squared of 0.192 and a standard error of 0,650, The
degrees of freedom are 2 for the regression, 60 for the residual, and 62 total DF. The § test is 8.369,
and the Durban Watson statistic 15 2.212 (ns). An F score of 2 or more is significant at the .05 level.
The other six variables were not entered into the equation because of low T values

b The regression in the last step has an adjusted r squared of 0,057 and a standard error ot 0.020), The
degrees of freedom ai » 2 for the regression, 66 for the residual, and 68 total DE. The F test is 3.06, and
the Durban Watson statistic 1s 2.333 (ns). an T score of 2 or more is significant at the .05 jevel. The
ather six variables were not entered into the equation because of low F values.

Soturer: Author's eal=ulations,
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High performers, however, did have less total debt as a share of GDP
and higher debt service as a share of exports than lower human
development performers. I'hese were the only two of the eight external
influences studied with significant T values. Here are some plausible
explanations. First, we have seen that high HDI performers had higher
levels of GDP growth than low performers. Thus, while they might have
continued to incur debt, their GDP growth rates might have insured that
the debt-to-GDP ratio remained low. At the same time they mav have
been less likely to default on debt service and more able to carry a higher
debt service load. Thus, debt service as a percentage of exports might
have stayed higher. A second plausible explanation is that the high-
performance countries might have needed fewer external resources for
their development efforts.

External influences and GDP growth  External influences had a lower
impact on GDP growth than policies or internal contextual factors,
accounting for only 0.057 of the adjusted r squared.® Countries with
higher GDP growth began the 1965-1987 period with a more diversified
export product mix and had higher debt service as a percentage of exports
during that period (see Table 2.7).

Common threads in human development performance

So far I have considered internal contextual factors, policies, and external
influences separately. But such treatment is artificial since context and
policies all interacted to produce an effect on human development during,
the past thirty yvears. Which factors proved to be most important when
all significant variables were considered??

Six common factors tie the high human development performers
together (see Table 2.8). First, these countries began the development race
in 1963 with a relatively high-quality initial human resource base. Second,
they were more likely to be in East and Southeast Asia. Third, thev were
less linguistically and ethnically diverse than their neighbors. Fourth, thev
had a highly stable internal political contest during the next twenty-two
years. Fifth, they pursued more outwardly oriented economic policies.
And sixth, they had higher levels of investment in education and health
programs. These threads accounted for 0.657 of the adjusted r squared
of human development performance.

The sane six variables were important when used to predict the list
of high- and low-performing countries, with one exception. ™ The top-
performing countries were more frequently Asian, while the bottom
performers were African,
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TaBLE 2.8 The Effects of Internal Contextual Factors, Policies, and
External Influences on Human Development and GDP
Growth, 1965-1987 (stepwise regressions)

Ettects on the human development indey?

Incremental
Standard  Standard I'to Adjusted adjusted

Variable Value error value remove  rsquared 1 sguared
Intercept - 1.737
High 1965 HDI

status 0.664 0113 (1.557 34.338 0.508 (1.508
Low political

instability -0.275 0. 106 -0.241 6.645 (1,587 0.079
Real exchange rates 0325 0.220 -0.136 2,180 0.623 0.036
Ethnic and linguistic

homogeneity -0.332 0.200 -0.170 3118 0.640 0.017
Location in Asia 0.360) 1213 0.152 2874 (632 0.012
High health and

cducation

spending, 0.034 0031 0.117 1.623 1.657 0.005

Effects on average annual GDP growth®

Incremental
Standard  Standard Fio Adjusted adjusted

Variable Value error value remove  rosquared  r squared
Intercept -3012
Real exchange rates = 1269 0261 -0l 23631 0.227 0.227
High 1965 HDI

status 0.336 0. 145 0.294 5.395 0.288 0.061
Low tiscal deficits 3743 1.878 0.246 3951 0.317 0.029
High oxport product

diversification = 0.006 0.003 -0.244 3.588 0.355 0.038

a. The regression i the last step has ancadjusted rsquared of 0637 and a standard error o 0 380 The
degrees of treedom are o tor the regression, 43 for the restdual, and 49 total DE. The Ftest s 16,068,
and the Durban Watson statistic 1~ 187 (ns) An f seore of 2 or more s signiticant at the 05 level
b The regression i the fast step has an adjusted » squared ot 0 333 and a standard error ot 0465 The
degrees of freedom are 3 tor the repression, 43 tor the residual. and 47 total DE. The ©test is 4.745,
and the Durban Watson statistic 1s 299 tns) An b oscore ol 2 or more is significant at the 05 level.
Varables with an | score ot fess than 2 were not induded

Sorker . Author's calculations

Common threads in GDP growth

Four factors seem to combine to help predict about 0.355 of the adjusted
r squared in high GDP growth between 1965 and 1987 (see Table 2.8).
Countries with high GDP growth were characterized by real exchange
rates, higher initial investments in human development, low fiscal deficits,
and higher levels of export product diversification,

It appeared that policies mattered more than overall context in GDP
growth in the 1965-1987 period. A combination of economic policies
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accounted for 92 percent of the shared r squared explained in the
regression. Internal contextual factors such as initial human development
status accounted for about 8 percent of the r squared.

Conclusions: The Fabric of Human Development Performance

Several conclusions emerge from the identification of these six common
threads. Developing countries, it turns out, were not prisoners of
contextual impediments to development, as is commonly assumed.
Human development performance between 1965 and 1987 was not
hindered by a nation’s initial natural resource endowments, natural
disasters, phvsical size, or population density. Some elements of the
internal context as defined in this study, however, turned out to be very
important. In fact, three of the less changeable internal contextual variables
accounted for 80 percent of the r squared in the regressions on human
development performance. They were high initial HDI status in 1965,
region, and initial ethnic and linguistic diversity.

Factors that could be altered by policy measures between 1965 and
1987 accounted for only 20 percent of the r squared. These included
exchange rates, expenditures on education and health, and pulitical
instability. But of the contextual factors studied here, only a country’s
mitial geographic location (for example, Africa or Asia) was an immutable
handicap or benefit to a nation, and region was responsible for only
2 percent of the total adjusted r squared. Contextual factors determined
more directly by past or current policies were responsible for 91 percent
of the r squared. For example, a nation’s HIDI status in 1965 was heavily
influenced by past economic and social policies. Thus, policies plaved
an important role not only in human development gains between 1965
and 1987 but also in shaping the initial national context in which change
touk place.

Optimism about the potential role of policy in improving people’s
lives must be tempered with the recognition that human development
improvements do not take place rapidly. Any such improvements made
by 1987 were heavily influenced by policy decisions made at least twenty
and probably thirty to fifty vears carlier. With this last conclusion comes
a warning to policy makers not to lose track of the importance of sustained
attention to investments in human development in their haste to overcome
the economic imbalances of the 1980s. They risk the well-being of more
than one generation of citizens.

Finally, there was no striking evidence that high human develop-
ment performers embarked on rapid, revolutionary, simultaneous
economic and political reform. Lather they had higher levels of long-term
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institutional continuity and lower levels of political instability than poor
performers. This finding raises doubts about the potential for success of
the shock-type economic reforms and democratic openings that are
currently in vogue. (The niext chapter will look at this issue in more depth.)

Interwoven elements: Statistical threads and policy threads

The threads [ have identified are composed of two elements: one is their
statistical importance in the explanation of human development
performance, and the other is their policy importance as levers that can
be moved to affect HDI status. While we now know which variables have
a statistically more  significant  impact on human development
performance, statistical importance should not be confused with policy
impact. For example, region (where a country is geographically located)
may explain a larger percentage of the rsquared in human development
performance than health and education expenditures. But policy makers
can hardly move Chad from Africa to Asia in hopes that its performance
will improve. They can, however, increase spending on health and
education with the hope of improving people’s lives. Sound exchange
rate policy may play a smaller statistical role in explaining improvements
in human development than linguistic homogeneity or political stability.
But we know more about making exchange rate policy choices than we
do about reducing political instability or promoting, cultural harmony.

[ will attempt to identity which variables might have more policy
offects compared with  statictical eftects on human  development
performance. A good way to proceed is with an example of potential
policy changes in one country—in this case, Chad. Chad turned out to
be one of the poorest human development performers between 1965 and
1987. As noted earlier, in 1965 Chad’s HDI status ot 117 placed it well
below the poor-country average ot 24 1. Its disparity reduction rate was
half a percent a year, while the poor country average was about 1 percent.
By 1987 Chad’s HDI status was 241, the average HDI level the poor
performance proup had achieved twentv-two years earlier,

What it we had been able to move any of the six threads that explain
human development performance improvements (statistically) during the
1965-1987 period from Chad’s very low level up to the average level for
developing countries tor that period? It we moved cach thread, one at
a time, while holding the others constant, which would give us the
greatest annual rate of disparity reduction and overall improvement in
Chad’s HDI status by 19872 Table 2.9 provides the data.

Chad would have achieved the greatest gains if it had been able to
raise its (965 FIDI score trom 14.7 to the developing-country average of
37.0. This change alone would have allowed Chad to reach an HDI status
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TaBLr 2.9 Chad’s 1987 Human Development Status Adjusted to Reflect Improvements up to the Poor-Country
Average on Each Critical Variable

Health and

education
spending Disparity
HDI status  Political  Ethnic diversity  Exchange  as % of GNP, reduction rate,  Unadjusted HDI
in 1963 mstability in 1963 rate 1963-1987 Asia 1965-1987 status in 1987
Developing-country
average 37.0 0.41 0.41 L.O5 3.93 1.84 58.5
Poor-country average 241 0.52 0.67 1.14 3.01 0.87 37.2
Chad average 4.7 0.86 0.83 L.10 3.23 0.50 23.7
Chad’s adjusted DRR rate? 1.19 0.7y 0.75 0.65 0.66 0.93 0.50
Chad’s HDI in 1987 when
variable is adjusted to
the average for develop-
ing countries” 51.0 28.36 2772 26.10 26.26 30.50 237

Blank cell indicates not apphcable.
A DRE adjusted by recomputing after bringing the kev variable to the developing-country average.

b Chad’s HDI status in 19587 adjusted by recomputing after bringing the Kev variable to the developing-country average.
SOtk Author's calculations,
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of 51.0 percent of the industrial country standard in 1987 instead of only
23.7 percent. If Chad had been located in Asia its HDI status would have
improved to 30.5 by 1987. Chad might have made bigger human
development gains between 1965 and 1987 if the ratio of coups to total
changes of government had been reduced from eight out of ten to the
developing-country average of four out of ten. In this case its HDI status
in 1987 would have been 28.36. If Chad’s overvalued exchange rate (1.10)
had been devalued to a level similar to that of the other developing
countries (1.05), it would have achieved a 1987 1HDI score of 26.1. Finally,
Chad would have gotten slightly more improvement by reducing its
language diversity (a 1987 HDI score of 27.72) than by increasing its
expenditures in education and health to the dev cloping-country averages
(a 1987 HDI score of 26.26). These HDI scores imply that Chad would
have needed to reduce the probability that two randomly selected citizens
wouid speak different languages from 83 percent to 40 percent over a
twenty-two-vear period, or it would have needed to increase expenditures
on education and health from 3.2 percent of GNP to the developing-
country average of 3.9 percent. Changing the level of education and health
spending would have been the more realistic choice.

Paradonically, the two factors that provide the biggest potential
performance impact as well as the biggest combined statistical impact are
least correctable with policy reform.** Policy makers cannot turn back the
clock and make a set of human development investments in Chad
between 1900 and 1965 to raise its 1965 HDI status. Nor can they put Chad
on a boat and move it from Africa to Southeast Asia. They can and must,
however, pay careful attention to human development policies in the
present since they have almost a multiplier effect on the human capital
base and future human development improvements. Postponing them
sacrifices the quality of life of several generations.

In contrast, policy makers have more control over two other threads,
the exchange rate and education and health expenditures. But changes
in these economic and social policies have less impact on overall human
development than reducing political instability or finding creative ways
to manage language and cultural diversity. Unfortunately, we know less
about reducing political instability than about increasing social expendi-
tures or devaluing the currency. We know even less about reducing
language diversity and managing complex cultural differences. But it
would be easier to experiment with political institution building and
innovative language and cultural policies than to move Chad out of Africa.

In summary, moving the threads that will have the largest effect on
human development (HDI status in 1965 and region) is least feasible.
Making the policy changes that are most feasible (exchange rates and social
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expenditures) will have the smallest effect on human development. In
the middle are areas of political and cultural policy that have intermediate
effects but about which we understand less.

Finally, even though the data show that changing exchange rate and
social investment policies to reflect developing country averages for the
1965-1987 period had less impact on human development than lowering
political instability or language diversity, it might have been reaiistic to
alter these policies even more. For example, by adjusting the tax basc,
altering the public expenditure mix, and secking additional donor grants,
it might have been possible to move Chad’s education and health
expenditures from 3.2 percent of GNP to above the 3.9 percent
developing-country average and get even more human development
improvement by 1987,

What big data set anatysis hides

While this analysis helped identify six common threads in human
development performance and clarify which ones have more policy
rather than statistical importance, there is much we still do not know.
In fact cross-sectional and longitudinal analvses of big data sets like this
one are more notable for what they do not tell us because of imprecise
measures, the absence ¢f accurate and timely data, and the trade-off of
analytical breadth for depth. Yet it is precisely by investigating the
questions that remain that we gain new insights into the secrets of
development. Here are some puzzles worth thinking about further,

How weas the mitial human capital base formed?  First, although big data
set analysis showed that the initial human capital base was one of the
most important determinants of future human development performance,
it told us nothing about the paths the strongest huraen development
performers took to build this base. Nor do we know why, for example,
outwardly oriented economic policies might have plaved a more important
role in increasing HDI status between 1965 and 1987 than direct
mvestments in education or health. Only a study of a smaller group of
countries might tell us more about the paths to human capital formation.
In Chapter 7 T will compare the social policies of Costa Rica and Guatemala
to get a better sens. of the differences.

What does region really mean? — This analysis confirmed that a nation’s
geographic location in Africa or East and Southeast Asia had an impor-
tant influence on its future human development performance. But we
learned little about what this influence really was. Region is probably a
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shorthand description of a complex set of cultural, linguistic, phvsical,
and other determinants. Its importance lends strong support to the
argument that regions and subregions should be studied separately.

Is political repression a necessary ingredient for human development Qains?
Low levels of political instability turned out to be fundamental in national
human development gains between 1965 and 1987, But we learned little
about the different paths through which this stability was achiceved. Was
it the result of high levels of repression that governments used to keep
their eitizens in line? The initial analysis indicates that this is not the case
and that in fact the countries with the lowest levels of political rights made
the slowest human development gains. But what was the relationship
between political rights and political stabilitv? Was there anv relation-
ship at all or were high levels of political stability achiev ed because
successtul economic strategies increased people’s material well- being?
Additional insight into these dvnamics can be gained only by further study
of a smaller group of countries.

Is regime type treelevant for hionan devcelopment performance?  The big data
set analysis showed that some highly successtul human development
performers used democratic forms to elect top leaders while others did
not. We might be tempted to conclude that regime type was irrelevant
in human development performance. But that conclusion might be
premature since different regime tvpes might have different governance
stvles that result in equally successful human development gains.
Furthermore, the best human development performers had medium or
high levels of political rights independent of regime tvpe. This implies
that they all relied on some forms of political participation even though
this did not mean necessarily the popular election of national leaders.
But what kinds of participation were involved, and what relationship did
these have to human development performance? These are questions the
blunt measures of big data set analysis cannot address.

Why were policies that prometed an outicard economic orientation important to
high hman development performance?  Policies that promoted an outward
economic orientation turned out to be important tor high human
development performance, but big data set analvsis tells us little about
why this might have been the case. Did thev help increase per capita
income for a broad segment of the population and thereby allow them
to help themselves directly, as Ranis and Fei suggest? Were there major
differences in the policy paths taken te promote export growth, or were
they more or less uniform? Did some paths lead to more rapid human
development gains than others? Was the general economic growth
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strategy really more important for human development gains than direct
investments in education or health? Only deeper analysis with a smaller
group of countries will help us understand these patterns,

What social investents really matter?  Finally, big data set analysis told
us that investments in education and health were important factors in
improving human development performance. But there were many
unanswered questions. Were they as important as the direct gains made
through cconomic strategics that increased per capita income? Were some
Kinds of investments more important than others? There was some
indication that investments in education explained a greater proportion
of the r squared for high human development performance than invest-
ments in health? \Why?

A Final Word

S0 cross-sectional and longitudinal analysis of ninety developing countries
between 1965 and 1987 helped to identify six threads that tied the past
two decades of human development performance together. We also saw
that if it were possible to pull some of the threads in particular directions—
tor example, to lower Jevels of political instability or increase social
investments—it might be possible to speed the rate at which developing,
countries reduced their human development disparities with the industrial
countries.

Much of this story, however, remained mvsterious. We can ferret out
additional clues about the myste by looking more deeply into the
development dmamics of a smaller set of countries with more similar
characteristics. Twill do this in the third part ot this book.

But tirst Iwill take a broad look at the role of regime tvpe, political
rights, and political instability m development, one of the threads
identified earlier. This is the task of the nest chapter.
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Regime Type and
Economic Performance

At the end of the previous chapter we were left with some unanswered
questions about the role of democracy in the economic and social
performance of developing countries. To the dissatisfaction of ideologues
of all persuasions, both democracies like Costa Rica and nondemocracios
like the: People’s Republic of China were well represented among the
ranks of top human development performers. In fact political regime type
was afar less important determinant of developing country performeace
than low Tevels of political instability and more general political sights.

Yet there continues to be serious controversy about the role of
democracy in fostering economic growth and turning ailing; cconomies
around. For national movements and newly formed governments
contemplating massive cconomic reform, the answer s hardly an
academic one. Its implications are enormous for the cuality of life of its
citizens, and perhaps the very survival of democracy,

Many continue to argue that authoritarian forms are far superior to
democracies in bringing about economic stability in developing nations.!
Thomas E. Skidmore’s work on Latin America is representative of this
viewpoint. He concludes that

governments in competitive political systems find it extremely difficult to
reduce inflation, once it has exceeded 20 percent, and they have paid very
high political costs for their offorts; . . . no such government has proved
able to pursue a successful anti-inflation effort; . . . all cases of successtul

47
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stabilization have been carried out by authoritarian (or one-party)
governments; and . . . even authoritarian governments must have a high
degree of internal consensus to carry through a successful stabilization.?

Critics respond that such findings are based on limited analyses of
a few Latin American and Asian cases.? For example, Remmer finds that

demagratic regimes have been no less likely to introduce stabilization
programs than authoritarian ones, no more likely to break down in response
to the political costs, and no less rigorous in their implementation of austerity
measures. If anvthing, the evidence suggested that the edge with respect
to program implementation was with the democracies.?

This chapter moves bevond the normal elements of the controversy
about democracy and economic management.” Its purpose is to look more
deeply at the role of regime type and economic performance, particularly
after controlling for external factors like economic shocks and the initial
level of gross domestic product (GDP). T'was unable to do this in Chapter
2 because of insufficient data for the 1965-1987 period, but I can do it
for the shorter 19731987 period.® A second purpose is to discover whether
democracies were as willing as nondemocracies to embark on economic
reform in the 1980s, particularly structural adjustment as opposed to
stabilization. Finally, T hope to evaluate the performance of countries that
embarked on ““double-shock  policies” in the  1980s—simultancous
economic reform and democratic opening. The specific questions 1 will
try to answer are:

1. Did the developing world become more democratic between 1960
and 1990?

2. Did democratic nations perform as well economically as their
nondemocratic counterparts?

3. Were democratic nations as likely as nondemocratic ones to
initiate and successfully implement economic adjustment pro-

grams, particularly in the 1980s?

4. How did countries implementing double shock  policies—
simultancous cconomic and political reform—perform?

The Growth of Democracy in the Developing World

Since 1960 not only have developing countries made increasing use of
democratic forms, such as competitive elections, but they have also
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expanded civil and political liberties.” For example, between 1973 and 1989
the proportion of developing countries holding competitive democratic
elections for top officials increased from 19 percent (of ninety-three
countries) to 41 percent (see Table 3.1). At the same time the number of
countries scoring medium or high on Gastil’s index of political and civil
liberties increased from 57 to 68 percent.

The use of democratic forms was significantly related to democratic
substance—that is, countries having democratic elections scored
significantly higher on the political and civil liberties index than those
that did not. Yet this correlation was not perfect. In fact, in 1989 only
50 percent of newly democratic nations and 61 percent of the more
established democracies had high rankings on Gastil’s index.*

Furthermore, while the world became more democratic, this change
did not take place uniformly across the globe. The most dramatic changes
occurred in Asia and Latin America, where the proportion of democratic
regimes grew from one-third in 1973 to more than two-thirds by 1989.
(In Latin America the most dramatic shift took place between 1980 and
1989, when the number of democratic regimes virtually doubled from 39
to 70 percent.) In Asia, the changes occurred more evenly across 1973-1980
and 1980-1989. Yet there was virtually no change in sub-Saharan African
nations and only moderate change in the Middle East and North Africa.
Changes in these latter did not really begin until the ecarly 1990s.

The regional differences were not important in 1973 but became
significant by 1989 after radical changes came to Latin America and Asia.
(See the results of the chi square measures reported in Table 3.1.)

Although the overall number of democratic regimes increased from
1973 t0 1989, there was no evidence to support the politicians’ contentions
that democracy had won the day ¥ For example, in the 1980s 18 percent
of all authoritarian regimes collapsed—a figure only slightly higher than
the 13 percent collapse rate for democratic regimes.' In the global figures,
the demise of democratic regimes in Africa helped cancel out the
statistically significant collapses of authoritarian regimes in Latin America
and Asia.

Economic Performance of Demaocratic
and Nondemocratic Nations

Regime type and economic performance

Of the years under consideration, the period of greatest world economic
crisis was 1982-1988. In this period democratic regimes grew more rapidly
and redressed their external imbalances more effectively than did their



TABLE 3.1 Poiitical Regime Type and Region, 1973, 1980, and 1989 (number of countries)

1973 1980" 1989¢
Region® Democracies Nondemocracies Democracies Nondemocracies Demucracies Nondemocracies
Latin America 6 15 9 14 16 7
Africa 3 35 7 31 5 33
Middle East 3 9 1 8 5 7
Asia 5 Y 8 8 10 6
Europe 0 4 2 2 2 2
Total 17 72 30 63 38 55
Percentage 19 81 33 67 11 39

Nar A regime was coded as democratic 181t came to power through competitive elections without accusations ot traud.

a0 No region was sgnihcanthy more democratic than any otherin 1973 (Chr square 10 83 po 260y 07 1980 (chi square 8 48 p 3D There were signiticant differences
i 198 (cht square 24 83 p (0D

b. By 1980 22 percent of the countries scored high on Gastil's index of political and dvil liberties, and 33 pereent scored medium, for a total of 57 percent.
<. By 1984 23 percent ot the countries scored higa on Gastil's index of political and aival liberties, and - percent scored medium, tor a total of 68 percent
Socker: Author's data coded based on Arthur Banks, Thomas Muller, Scan Phelar, and Flaine Talman, Politicad Handboob of the Wordd (Binghamton, N.Y .. CSA
Publications, State University ot New York)
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authoritarian counterparts. As shown in Table 3.2, they performed
significantly better on three of four measures of economic performance
and one of two measures of external balance, suggesting that they were
more resilient in adapting their economic strategies to the problems of
the 1980s than much of the literature indicates.

To be sure, a comparison of averages, or even nonparametric tests
for systematic patterns in two-way tables, does not tell us whether initial
factors other than regime type were responsible for the differential
performance of these two groups. For instance, they do not control for
differences in initial levels of GDP or other factors such as external
economic shocks that might have affected the regimes” GDP growth rates
ditferently. [was not able to control for these effects in Chapter 2 because
of a lack of data for the longer 1965-1987 time series.

To study the impact of these factors, I will turn to two sets of least-
squares regressions that cover the 1973-1988 period. In the first, [ estimate
a variant of a fized-effects model of GDP growth and regime type to
determine whether there is any systematic difference in either the level
or the growth rate of GDP between democratic and nondemocratic
regimes. ' Table 3.3 shows that while there is no significant difference
in GDP levels, there is a gap in growth rates: democratic regimes grew
seven-tenths of a percent faster than their nondemocratic counterparts
between 1973 and 1988,

The fixed-eftects model does not allow for the possibility that these
two groups of countries may have undergone different external shocks,
which may, in turn, have affected their performance. I'will turn, therefore,
to a control group approach, comparing the relative performance of the
two groups of countries between two subperiods, 1973-1982 and
1983-1988. My aim is to answer the question, Was the change in
democratic regimes” performance between the two periods superior to
that of nondemocratic ones, taking into account the change in the shocks
between these two periods???

Performance here is defined by four variables: GDP growth,
investment-to-GDP ratio, inflation, and the current account-to-GDP ratio.
The results show that the only variable in which democratic regimes
performed significantly better was GDP growth (see Table 3.4). This result
takes into account differences in the external shocks faced by the two sets
of countries. Furthermore, investment and current account variables—
which were significantly different in the nonparametric analysis above—
are no longer significant. The reason is that democratic regimes
experienced different shocks from those experienced by their authoritarian
counterparts. When these shocks are taken into account, their
performance in investment and current account reduction was not
significantly different from that of nondemocratic regimes.



TABLE 3.2 Regime Type and Economic Performance for 93 Developing Countries, 1973-1981 and 1982-1988

Indicator

Number of countries®
Growth
Average GDP growth (%)
Exports as % of GDP
Investments as % of GDP
Average export growth (%)
External balance
Real exchange rate
Current account deficit as % of GDP
Internal balance
Fiscal deficit as % of GDP
Inflation (%)
Debt burden
Debt s % of GDP
Debt service as % of exports

a. A country appeared in the democratic column if its government had competitive elect.ons without

1973-1981
Nondemocracies

69

N9
U b 01 e
NONS

-
a=
e

-4.3
241

27.8
14.9

The same statistics were calculated using the number of democratic regimes at the midp:
NoTE: A result was considered strongly significant (**) if the probability of its occurrence was less than 05 percent and weakly significant (*) between .06 and
-09 percent. For 1973-1981 significant F test scores were for exports as % of GDP (6.924), real exchange rate (3.793), and debt as % of GDP (4.22). For 1982-1988

significant F test scores were for GDP growth (2.768), exports as
Souree: Data set from Ricardo Faini. Jaime de Melo, Abde
Planning, and Research Working Paper 190 (Washington. D.C.

and Diemar Smith.

1 Senhadji-Semlali, and Julie Stanton,

Democracies

23

5.2
36.60
26.2

5.8

0.968°
-4.4

-6.1
14.8

19.2¢
11.3

1982-1988
Nondemocracies

59

N 9
o=
[T N N

1.174
-6.3

-55
55.2

61.9
219

Democracies
33

5.7*
36.5**
21.2
10.7*

1.005
-3.7**

-8.1
88.7

48.7
221

accusations of fraud for more than 50 percent of the period.
auts of the periods and the same measures were static tically significant.

% of GDP (5 432), average export growth (2.939), and current account deficit as % of GDP (4.326).
“"Macro Performance under Adjustment Lending,”* Policy,
 World Bank, 1989); authos’s regime coding completed with the assistance of Veronica Marseillan
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TABLE 3.3

Covefficient
BO

B1
B2

Differences in GDP Growth Rates of Democracies and
Nondemocracies, 1973-1988 (using a fixed-effects model)

Estimate T value
2146 57.70°
050 -0.69

$.0077 3.90°

Noete: The coetticient B represents the difference m the levels of GDP between demaocratic and
nondemucratic regimes. B2 represents difterences i the rate of growth

a Snificantly different from 0 at 99 percent oo nhidence level. Note that while the estimate for B2
s small, 0077, the £ value of 390 18 sigmificant'v ditterent trom 0.

Sotker: Author’s caleulations.,

TABLE 3.4 Economic Performance of Democracies and Nondemocracies Controlling for the Effects of External
Economic Shocks, 1973-1989 (using an error components framework)

Indicator
GDP growth

Investment-to-GDP ratio

Inflation

Previous period’s value

Investment-to-

GDP GDP ratio Current account-
growth (I'y)y-1 Inflation to-GDP ratio
-0.047° -0.005 0.005 0.007

0.411¢ -0.309: -0.041 0.164
-0.577 -0.074 -0.322° -0.280

0.072 0.041 0.008 -0.708"

Current aceount-to-GDP ratio

a. Signiticant at the 95 percent confidence

Sovkrce: Author's calculations

level. The results are significant only tor GDP growth.

Dummy
variable f{or
democracies

0.010°

0.004

0.009
-0.007

Shock
variable

-0.004
0.970
-0.120
0.037
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New and old democracies and economic performance

Until now | have ignored the distinction between new and old
democracies. Do new democracies, particularly those in transition during
the 1980s, show weaker economic performance than the ones that entered
this period with the experience of more than ten years of competitive
democratic rule? The data say yes (see Table 3.5).

In fact old democracies outperformed both new democracies and
nondemocracies. Their economic performance was significantly stronger
on seven of the ten economic measures used in this study.

The performance of new democracies was similar to, and at times
slightly weaker than, that of authoritarian regimes. For example, new
democracies showed significantly less investment as a percentage of GDP,
higher inflation, and higher debt service as a percentage of exports than
authoritarian governments.

Regime type, rights, and economic performance

Although regime type is a useful analytical variable for studying
differences in national economic performance in the 1980s, a closer look
at the economic, civil, and political rights associated with political regimes
provides a deeper understanding of which rights might be most important
(see Table 3.6).

Although the number of countries in each group is too small to permit
reliable statistical testing, there is some indication that countries with
market economies and more economic rights had the highest levels of
GDP growth. Older, more established democracies with market econo-
mies and high levels of economic rights outperformed all other nations.

Initiation of Economic Adjustment Programs in 1982-1988

Regime type, SAL initiation, and regime collapse

In the 1980s, democratic regimes were as likely as authoritarian ones to
take strong ecconomic medicine, such as participation in World Bank- and
IMF-backed adjustment programs (see Table 3.7)." Once adjustment
programs were started, democratic regimes were as likely to maintain
themselves in power as were authoritarian ones.

Participating in a structural adjustment loan (SAL) program, however,
appeared to be a little like open-heart surgery: it was significantly more
risky for regime stability than doing nothing. Yet it was no riskier for
democratic participants than for authoritarian ones (sce Table 3.7). For



TABLE 3.5 Economic Performance in New and Old Democracies, 1982-1988

Statistical

Indicator New democracies Old democracies  Nondemocracies  F test significance
Number of countries 13 23 533
Growth
Average annual GDP growth (%) 2.0 7.3 2.6 2.781 .067¢
Exports as % of GDP 21.0 43.4 256 7.143 .001¢
Investment as % of GDP 16.0 22.0 214 3.130 .0482
Average annual export growth (%) 3.8 14.1 4.2 2.305 .100*
External balance
Real exchange rate 1.152 1.001 1.179 0.418 .659
Current account deficit as % of GDP -39 -3.2 -6.5 3.111 .048¢
Internal balance
Fiscal deficit as % of GDP -7.8 -6.8 ~-59 0.356 .700
Inflation (%) 210.9 171 52.1 2.422 .094¢
Debt burden
Debt as Yo of GDP 19.0 16.7 66.3 1.771 .176
Debt service as % of exports 28.6 19.1 214 3.029 .053°

Nor: A country was coded as an old democracy ot it had competitive elections without accusations of fraud between 1973 and 1988, New demuocracies had
competitive clections wathout accusations of fraud less than 49 percent between 1973 and 1981 and more than 30 percent between 1982 and 1989, Other countries
were called nondemuocracies

a. A result was considered strongly significant if the probabihity ot its occurrence was less than 05 pereent and weakly sipruficant between (06 and .09 percent.
Soukers Data set trom Ricardo Famni, Jaime de Melo, Abdel Senhadp-Semlal, and Julie Stantan, “Macro Pertormance under Adjustment Lending,”" Policy,
Planning, and Research Working Paper 190 (Washmgton, D C: World Bank. 1959); author's regime coding completed with the assistance of Veronica Marseillan
and Diemar Smith.
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example, 27 percent (eight out of thirty) of political regimes that undertook
SALs collapsed during implementation of the program, compared with
only 9 percent of the regimes of non-SAL participants. "

Without detailed case-by-case analysis it is difficult to assess the extent
to which SAL implementation weakened governments” ability to remain
in power. It is plausible that those governments needing to initiate SAL
programs had already been weakened by economic collapse; otherwise,
they would not have been forced to take such measures in the first
place. It is also likely, of course, that SAL policies further croded their
political base.

TaBLr 3.6 GDP Growth Rates by Regime Type, Fconomic System
Type, and Economic, Civil, and Political Liberties, 1982-1988

Economic and political New Old Non
rights indexes aemocracies democracies democracies  Total
Econamic system tvpe

Capitalist

Number of countries 7 11 16 34
Annual GDP growth (%) 2.8 11.6 3.1 5.8
Noncapitalist
Number of countries ¢ 12 39 57
Annual GDP growth (%) 1.2 3.5 2.3 24
Economic rights mdey
High
Number of Countries 0 9 1 10
Annual GDP growth (%) n.a. 11.9 74 11.4
Medium
Number of countries 11 14 30 55
Annual GDP growth (%) 2.3 4.4 2.1 2.8
Low
Number of countries 2 0 24 26
Annual GDP growth (%) 0.1 n.a. 2.8 2.6
Civil'political rights index
High
Number of countries 7 14 1 22
Annual GDP growth (%) 1.5 3.6 1.8 2.8
Medium
Number of countries 6 9 25 40
Annual GDP growth (%) 25 11.2 2.6 5.0
Low
Numbcer of countries 0 0 29 29
Annual GDIP prowth (%) n.a, n.a. 25 25
n.a. = not avalable

Notis Regimes were chassitied as old democracies when thev had competitive elections between 1973
and 1987, new democracies when they had competitive elections vathout accusations of traad tor Jess
than 30 percent between 197 Vand 1981 and more than S0 percent between 1982 and 1989 Countres not
mieeting these citera were called nondemocracies Feonomic svstent dassitications appear on pp 70071
of Gastil and cconomie freedum scores tor 1982 on pp 78 83 0f the 1982 edition

Sotke s The mdex scores come from Gastil's ratings ot political and cwal liberties Treedom or the World
(New York. Freedom House, 1989) pp. 3t 61, High = 14-11, medium = 10 6, and low =5 1 on the index.
Regime dassitications coded by Veronea Marseillan and Diemar Smith
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TaBLE 3.7 Political Regime Tyvpe, SAL Participation, and Regime
Collapse, 1982-1988 (number of countries)

Regime collapse,

Regime tvpe in 1982 JOR2- V88
Nondemocracy Democracy Total? Yes  No Total®
SAL participation, 1982-1988
Yes 24 b 30 8 n ki
\o W 2 63 h 37 634
Total o3 30 a3 14 79 93

Netr Regimes were dassitied as democratic i they had competitive elections without accusations of
traud. A regime collapse was caded it regime tspe changed durmg: the vears noted

A Chr square value of 2273 not sigmiticant at 713

b Chisquare vatue of 3 260 conthcant at 1 e

¢ Democratic countries that pattiapated m SAL< were no manes bkely to collapse than nondemocratic

ones tchesquare M ot sentbeant 97 Among SAL pattiapants. 2 ot o democratic countries and

toob 24 nondemoctatic countnes collapsed

4 Democratic countries that did nat pariapate s SATS sere noomore likelv to collapse than
nondemeaatic enes (i sgquare 382 not snticant o) Among SAL nonpartiopants 1ot 24 democratic
counties and S ot W nondemaociatic cotintries collaprad

So Regime tpe dassitications were developed By the author eoath coding, assistance by Veronica
Marsedlan and Diemar Soeth based onuse ot country data trom World Bank, Peltcal Flandbook of the
Woernd Jasa i ashungton, 1Y O Tusgy

SAL participation and economic performance

Not surprisingly countries that chose to participate in World Bank- and
IMNMEF-sponsored adjustment programs had, as a group, suffered
significantly weaker economic performance in the prior cight-vear period
than those that did not (see Table 3.8). In particular, they showed weaker
export growth and GDP growth and larger current account deficits, fiscal
deticits, and debt service as a percentage of exports in 1973-1981 than
non-SAL participants,

The pertormance of SAL and non-SAL participants between 1982 and
1988 was generally comparable. Neither group recovered the GDP growth
rates it had exhibited in the carlier period. Their investment as a
percentage of GDP continued to deteriorate; fiscal deficits, inflation, and
debt burdens continued to grow. But exports grew more rapidlv than in
the previous period, both absolutelv and as a percentage of GDP,

An optimistic interpretation of these results is that adjustment lending
in the 1982- 1988 period helped stop the collapse of those countries that
had been the worst oft initially (see Table 3.7) and helped return them
to a par with the uneven, but less seriously deteriorated, performance
of the nonadjustment countries.

There were, however, a tew noticeable difterences in the performance
of SAL and non-SAL participants. SAL participants’ investments as a
pereentage of GDP dropped by more than that of nonparticipants, and
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TABLE 3.8 SAL Participation and Economic Performance for 93 Developing Countries, 1973-1981 and 1982-1988

Performance in 1973-1981, Performance in 1982-1988,
before SAL participation after SAL participation
No future SAL  Future SAL Statistical SAL Statistical

Indicator negotiated negotiatied  significance  Nonparticipant  participant significance
Number of countries 63 30 63 30
Growth

Average GDP growth (%) 5.2 3.8 .04 1.2 25

Exports as % of GDP 299 26.1 313 26.2

Investment as % of GDP 248 241 22.6 18.6 .02?

Average export growth (%) 6.7 3.7 .03¢ 7.4 5.0
External balance

Real exchange rate 1.006 1.067 1.021 1.346 .06°

Current account deficit as

Y% of GDP -1.5 ~-0.3 -56 -4.7

Internal balance

Fiscal deticit as % of GDP -38 -6.4 .012 -5.7 -7.6

Inflation (%) 20.3 23.6 50.8 103.6
Debt burden

Debt as %o of GDP 230 29.6 53.4 64.5

Debt service as % of

exports 11.2 19.1 .002° 20.2 255 .04

A A result was considered strongly siznibicant af ats probability was dess than 03 percent and w cakly sipmiticant between (6 and (09 percent. In 19731981 significant
Fscores wereaverage GDP growth (4320, average erport wronth (4,598 tiscal defiat (6 017), and debt service as Yo of erports (1L 185). In 1982-14988 they were
mvestment as Yo of GDP (3.229) reai exchanyge rate (3.461), and debt service as o ot evports (4 16)

Socker: Ricardo Fani farre de Melo, Abdel Senhadji-Semilalr, and Tulie Stanton, *'Macro Performance under Adjustment Lendimg,* Policy, Planning, and Research
Warking Paper 1% (Washington. D.C .- World Bank, 1989, Reyime coding by Veronmea Marseillan and Diemar Smith.
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the difference is significant. At the same time, SAL participants improved
their current account balances much more than did non-SAL participants.
A number of observers argue that SAL resources were simply substituted
for domestic resources to generate growth in GDP and exports and to
improve debt repayment capacity, instead of providing a basis for more
sustained growth.* Alternatively, SAL participants may have been
obliged to cut large investment projects—including some ‘‘white
elephants” —while nonparticipants continued with such investments.

SAL paricipation, regime type, and economic performance

The analysis so far has shown that democratic regimes were as willing
to initiate World Bank- and IMF-sponsored adjustment efforts as were
their authoritarian counterparts. Although such programs posed risks for
regime stability, both democratic and nondemocratic regimes survived
equally well during the implementation process. Democracies also
performed at least as well economically as did the authoritarian regimes
(sce Teble 3.9).

In fact, the democratic regimes that undertook SALs improved their
GDP, export growth, and external balance more than their nondemocratic
counterparts, although these differences were statistically significant in
only a few cases. Still their internal balance and debt burden deteriorated
to levels similar to those of their authoritarian SAL counterparts.

The poorest pericrmance in the 1982-1988 period was registered
largely by the thirtv-cight pondemocratic, non-SAL participants. They
grew the least and had the largest current account deficits and levels
of inflation of all developing countries. Their export performance
was weaker and their current account deficits were higher than the
democratic nonparticipants.

The twenty-four democratic non-SAL - participants showed  the
strongest economic performance of all groups between 1982 and 1988,
Their GDP growth and export performance were particularly impressive.
They had the best record of recovery of external balance, and while their
debt burden increased over the 19731981 period, it was still the smallest
increase of all of the countries studied.

Simultancous economic and political
liberalization aml econentic performance

Although it was frequently recommended to leaders in the Soviet Union,
Eastern Europe, and the developing world, simultaneous economic and
political opening turned out to be quite difficult to manage. The eight
countries involved in simultancous SAL implementation and political
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TABLE 3.9 Regime Type and Economic Performance for 93 Dcvclupin;;
Countries, 1973-1981 and 1982-1988

1973- 1981

Nondemocracies Demaocracios
indicator SAL 19821988 No SAL SAL 9821988 No SAL
Number of countries? 24 Ri 0 24
Growth

Average GDP growth (Yo) 4.0 5.0 27 5.5

Exports as % of GDP 3.0 70 R 6.2

nvestment as % of GDP 243 23.9 234 204

Average export srowth (Yo) 25.1 26.2 30.4 36.0
External balance

Real exchange rate 1.080 1.030 1.000 0,960

Current account deticit as e

ot LDP -6.0 ~4.0 -60 -3.0

Internal balance

Fiscal deticit as Yo ot GDP -7.0 -3.0 ~3.0 ~5.0%*

Intlation (o) 24.0 23.0 20.0 15.0
Debt burden

Debt as Yo of GDP? 3L0 26,0 20,0 18.0

Debt service as Pu ot evports 19.0 10.0 17.0 11.8**

[YR2 - [URH

Growth

Average GDP growth (%) 2.3 2.1 13 6.4

Exports as %o ot GDP? 1.0 4.0 7.3 13.1

[nvestment as Yo of GDP 18.8 224 18.0 23.0

Average export growth (Ya) 241 26.0 34.0 4.0
External balance

Real excharge rate 1.300 1.030 1.200 (0.949¢

Current account dehicit as %

ot GDP -4.0 -7.0 -4.0 -3.0"

Internal balance

Fiscal dehirt as Vo ot G -7.0 -5.0 -7.0 -6.0

Intlation %0 120.0 1.5 19.0 240
Debt burden

Debtas oot GDP 65.0 SK.() 61.0 430

Debt service as Mo ot exports 26.0 20.0 20 194

a0 A countny was coded as o democeaoy it s government had competitive elections wathout accusations
ot traud tor more than 30 percent of the period

Nt A result was stronghe siomiteant 00t the probabihte swas less than 5 percont and weakhy
sigiticant e hetweeen tooand o8 petcent

Scrbors Dota settrom Ricardo D foime de Melo tadp Semlah and fube Stanton Macro
Pediormence under Adjustment Tending [N crnung. and Rescarch Workig, Paper T
(Washingtan 0 Waorkd Bank 1989y repime codimyg by Veromca Marsedbancand Themar sonth

transition turned out to be poorer overall economic performers than
either SAL participants with no regime transitions or non-5SAL partici-
pants in general.
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The double-transition countries grew less and had significantly lower
levels of investment relative to GDP and somewhat lower export growth
than other comtries. Their budget deficits skvrocketed, and inflation
levels and debt service as a percentage of exports were significantly higher
than other countrices.

These results should be treated with caution, however, because of the
small number of cases involved and the short time period for judging post-
SAL performance.' Furtherinore, at this level of data aggregation, it is
difficult to determine whether the poor economic performance of these
double-transition countries is the result of prior economic deterioration that
may have been reversed after a regime transition began or conditions that
worsened after the transition was initiated. Longer time-series analysis
and a review of individual cases might help sort these matters out further,

Conclusions

This analysis of the problem of democracy and economic reform offers
cause for both hope and caution. Between 1960 and 1990 the developing
world did become more democratic, both in the tormal sense of democratic
clections and in terms of essential economic, civil, and political rights.
Yet this democratic ascendancy was somewhat localized until 1990,
embracing Latin America and parts of Asia but largely excluding Africa
and the Middle East.

The contention that a strong, authoritarian hand is needed to reverse
cconomic chaos has not been borne out. As noted in Chapter 2,
democracies in - developing countries performed  at least as well
cconomically as their authoritarian counterparts. Chapter 3 demonstrates
that deniocracies showed even stronger economic performance when the
data are controlled for economic shocks and initial economic conditions.

But new democracies did not have an easy time compared with the
older, more ectablished democratic regimes. While new democracies
performed at levels no worse than the existing nondemocratic regimes,
neither performed as well as the older democracies in the developing,
world. Finally, overall economic performance in the 1980s did not come
close to the pertormance of the 1960s and 1970s. The history of the 1980s
is about whao lost less,

In the struggle against eroding standards of living, democratic regimes
defied popular wisdom. They were as likely to administer strong economic
medicine--structural adjustment programs—as authoritarian regimes and
were no more likely to be overthrown as a result of their efforts. Their
economic recovery during adjustment was at least as strong as that of
nondemocratic regimes implementing similar policies.
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While democracies must contend with greater political vulnerability
than moie autheritarian forms of government, they may be bolstered by
greater resilience, superior flexibility, and broader political base, which
allow them to institute changes more readily.

What lessons can we learn from the short-run economic results of
countries that engaged in simultancous economic and political opening
in the period under study? Those who are contemplating a similar
initiative in their own countries should proceed with caution. There is
still much to be discovered about the sequencing of political and economic
reforms and their effects on economic performance.

But the discussion of the strengths of democratic regimes must be
tempered with the broader findings discussed carlier. While regime
type did make a difference for cconomic and human development
performance, it played a far less important role than low levels of
political instability, economic policies favoring exports, a high initial
human capital base, and significant human development investments
between 1965 and 1987. The positive news is that the more extensive
analysis provided here supported myv contention in Chapter 1 that
democracy was not an impediment as advocates of authoritarian rule have
argued and that in fact it played a constructive, but mysterious, role in
helping some countries outperform their nondemocratic counterparts
economically between 1965 and 1987, The mystery, however, remains,
particularly at this level of aggregation.

Perhaps democracy is a rough surrogate for a complex set of economic,
political, and civil rights that form part of the overall governance structure
in which individual confidence, economic growth, and restructuring
actually take place. It may be that regimes that were not formal democ-
racies but that were high human development performers also had
participative mechanisms that allowed them to adjust their policies based
on useful feedback from key elements of the population. Only by
understanding the more detailed dimensions of the governance structure
might we unlock some of the deeper secrets of successful human
development performance.’



Governance Structures and
Human Development

Advocates of democracy, reading earlier chapters of this book, should
have been pleased that countries using democratic forms, particularly
mature democracies, grew more rapidly than nondemocracies between
1973 and 1987. They should have been equally satisfied that democracies
were just as willing as nondemocracies to take strong economic medicine
in the 1980s and that they administered it just as effectively.

But they probably felt somc discomfort when 1 also concluded that
democratic forms were minor threads in the institutional fabric of the
societal governance structure in countries with strong human
development performance records.

Defining Governance Structures

Societal governance structures can be defined as a combination of
institutions and rules that manage the relationships vzithin and among
civil society, political society, and the state within a nation.' These
structures determine, tor example, on what basis individuals can organize
themselves in rivic life, how they will participate ir selecting political
leaders, and whether the public sector will be responsive to their wishes.

Before continuing the discussion, it is important to define some
additional components of governance structures, such as rivil society,

63



64 A GLOBAL VIEW

political society, and the state. Alfred Stepan’s conceptions of these
elements are particularly useful.? Stepan views civil society as the
arena where individuals organize to advance their social and civic
interests. Private citizens interact there to do business or to worship. But
they also form associations such as business chambers, labor unions, and
civic groups to promote their interests. Political society is the arena where
the right to govern is contested. The state can be thought of as the
mediating mechanism between the other two arenas. It includes ““the
continuous administrative, legal, burcaucratic and coercive system that
attempts not only to manage the state apparatus but to structure relations
between civil and public power and . . . many crucial relations within civil
and political society.””* The conception of governance structure [ will use
in this chapter is the overall set of relationships that Stepan’s ““state””
attempts to manage.

For the purposes of this discussion, 1 will distinguish among three
types of hypothetical governance structures—democratic, authoritarian,
and totalitarian—based on different roles and relationships within the
three arenas (see Table 4. 1) Where democratic governance structures exist
civil society, political society, and the ¢ ate are highly developed and
differentiated and have strong two-way communication channels. The
population has clearly defined, legally guaranteed space to carry out
civic activity. Political society has separate, well-developed institutions
that function according to stable, well-known rules. Citizens are free to
change their national leaders through agreed-upon representative
mechanisms. The state not only implements its citizens” policies based
on guidelines transmitted through their representatives, but is also
responsive to citizen pressure.

In contrast, in totalitarian societies the state, political society, and civil
society are fused. A single party directs political society and dominates
the state and civil society. Civil and political rights are denied. The state
monopolizes communication channels and asserts control by directing,
orders downward. Fear promotes compliance.

Authoritarian societies are hvbrids in which political society and the
state overlap but are not fused. A single party dominates. Minority
alternatives are permitted as long as they do not threaten the ruling party.
Civil space is permitted, particularly for business activity. The connection
between civil and political society is still controlled to assure continued
preeminence by the dominant group. But this group renounces its
monopoly of communication to permit some highly managed two-way
information flows. The channels serve as a pressure valve, which allows
the regime to adjust its economic and political strategy without losing
control. (See Figure 4.1 for a graphic representation of these structures.)
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TABLE 4.1
Characteristics
Who, what, and how
Who participates in selecting leaders
Civil liberties
Ideology in initial stage of
development
Ideology after initial stage of
development
Mass mobilization after initial stage
Relation of state and civil society
Kev institutions
Competitive parties
Opposition press
Nongovernment interest groups
Military
Police and security

Sotke: Based on Alfred Stepan’s categorizations in Rethiany Military Politics (Princeton: Princeton University Press, 1988)

Typology of Governance Structures

Totalitarian regime

Small group
Highly constrained

Very important

Very important
Very important
Fused

Eliminated
Eliminated
Eliminated
Subordinate to party
High coercive

Authoritarian regime

Small group
Constrained

Important

Less important
Less important
Blurred

Permitted but controlled
Permitted but controlled
Permitted but controlled
Often dominates
Coercive

Democracy

All sectors
Broad based

Important

Important
Somewhat important
Separate

Encouraged
Encouraged

Actively encouraged
Subordinate to civilians
Subordinate to civilians
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FIGURE 4.1  Civil and Political Relationships in the Three
Governance Structures

Democratic governance structure

* Civil and political

S
I oh.tlcal — society and the state
society are fully differentiated.
* Full civil and political
\ / guarantees exist.

* Strong two-way channels
of communication exist.

Authoritarian governance structure

* Boundaries between
state and civil society

. are blurred.

Political

society Some civil space exists.

¢ Limited civil and
political rights exist.

* Weak two-way channels
of communication exist.

Totalitarian governance structure

¢ State and political
society are fused; civil
society disappears.

Political
society /
the state

S Civil
society

et * Nocivil or political
rights exist.

¢ Communication is top-
down, one-way.

Source: Author, based on Alfred Stepan'’s typology in Rethinking Military Politics (Princeton: Princeton
University Press, 1988).
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These three hypothetical governance structures offer useful reference
points for comparing elements of governance among the high, medium,
and low human development performers.

Governance Structures and Human
Development Performance

The governance structures of high
human development performers

The governance structures of high, medium, and low human develop-
ment performers are quite different (see Table 4.2).* The high human
development performers had five enduring features that distinguished

TasLe 4.2 Developing Country Human Development Performance
and Governance Structures, 1965-1987
High HDI Medium HDI Low HDI

pcrfnrnwrs pvrfnrnwrs pcrformers
Number of countries 24 23 24
Political society
Democratic regime tvpe
(“0) 41 23 17
High or medium political
rights (%) 65 54 29
Low political instability (‘4) 77 58 52

Civil society
High or medium civil
rights (V) 73 70 54
The state
Regulator (0-20% of GNP)

(") 27 29 48
Promoter provider (21-30%

of GNP (%) 54 29 26
Producer (above 30% of

GNI) (") 18 42 26

Average annual education
and health expenditures

as % ot GNP 5 4 3
Economic policy
Market economy (%) 60 29 41
Average total trade as %
of GNP 48 32 36

Sotkrce: Author
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them from other countries. First, there were virtually no totalitarian states
in the high performance group. Almost all had relatively differentiated
political, civic, and state arenas. For example, 73 percent maintained
at least medium levels of civil rights with minimum guarantees of
free speech, association, and press, and private property. Second, while
fewer than half were democracies, two-thirds had some form of two-
way communication channel between political and civil society that
permitted corrective adjustments when there were problems. Some of
the nondemocracies had, for example, open, nonpartisan municipal
elections. Others permitted minority opposition parties even though they
were kept in a disadvantaged position. Third, the state in these high
human development performers was neither a weak and passive institu-
tion nor an immense, coercive, overly dominant producer state with an
enormous public enterprise sector. Instead the majority of the high human
development performers were active promoters of outwardly oriented,
trade-based economic strategies that relied heavily on market-oriented
economic institutions. Fourth, the state was not dormant in social policy
either. It was aleader in basic education, technical education, and primary
health delivery. These promoter states spent between 20 and 30 percent
of gross national product (GNP) for all activity and about 5 percent for
health and education. (None of this is meant to imply that all used
their resources as efficiently as they might have.) Fifth, while levels of
political and civil rights expanded during the period, this occurred
with lower levels of political instability and regime turnover than in the
medium and low performers.*

Why might this dvnamic governance structure have served as a
human development catalyst? The creation of civil space even within
authoritarian regimes provided an arena from which a dynamic private
sector could emerge. The long-term guarantee of at least some civil space
under relatively stable economic and political rules encouraged confidence
that permitted the private sector to expand. The presence of more than
minimal political rights provided channels for dissent and policy correction
even though it did not permit open competitive selection of national
leaders. The economic leadership of these promoter states encouraged
private initiative. The social investments built a human capital base, and
the political channels allowed an increasingly educated population to
pressure government for the main.enance of its social investments.
Finally, the requirements ef competing in a ' val economy reinforced
the continued growth of differentiated, interactive civil, political, and state
institutions. More specifically, competitive world-class enterprises needed
a stable environment with open, tHuid information, clear property rights,
free association, and corrective mechanisms when government policy was
not effective.
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The governance structures of medium
human development performers

The governance structures of the medium human development
performers looked quite different from those of the high performers.
Although medium-level human development performers had almost as
large a civil space as the high level human development performers, the
feedback channels between civil and political society were less developed
(see Table 4.2). Not only did these nations make less use of democratic
forms to elect national leaders (only 23 percent of the medium performers
used democracy compared with 41 percent of the high performers), but
they also permitted fewer general political liberties than the high
performers. The long-term rules of the game were far more uncertain.
More than 40 pereent of the top executive officials were changed through
coups in these countries between 1963 and 1987,

The medium-level performers also had a larger percentage of
interventionist producer states (see Table 4.2) than the high performers,
In 42 percent of these countries the state spent more than 30 percent of
GNP, These nations had larger public enterprise sectors. They also
pursued less outward-oriented, free market policies than their high-
performing counterparts.

One might argue that medium human development performers did
less well than the high performers because these states choked individual
mitiative, shiclded their citizens from competitive pressures, and closed
their ears te constructive policy criticism. Since their cconomic policies
were more internally focused, these countries would have been less
subject to international market forces. There may have been less incentive
to expand information channels between civil and political society. By
the time the 1980s arrived these countries were no longer capable of paving
for a governance structure of this size and had serious problems develop-
ing a new economic model. Many had to adopt painful stabilization and
structural adjustment programs.

The governance structures of low
human development performers

The low human development performers had governance structures that
hardly reached the large mass of their rural, subsistence agricultural
populations. They maintained tight controls, however, on the groups they
did reach. Within organized society governance took place through
nondemocratic forms and with low levels of paolitical and civil rights.

Although the governance structure of the low performers was
repressive, the state was small in size and weak in its management of
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the economy and social policy compared with medium or high human
development performers. These states might be thought of as regulators
rather than promoters or producers. They spent a smaller percentage of
GNP and invested less in social mfrastructure than their counterparts.

Even though the leaders ir these low-pertorming nations might have
wanted to dominate and direct the entire economy, they lacked the
resources or the talent base to do so. Thev did not have the dynamism
to penetrate the subsistonce sector and bring it into the market. Finally,
the fack of two-way communication among, civil society, the state, and
politicians severely limited the state’s ability to change its economic and
political strategies to respond to pressing societal problems. This might
explain why more than 50 percent of top national leaders were changed
through coups.

The Roots of ‘“Double Shock”’

The analvsis of the governance structures of high human development
performers reveals that their market-oriented economic strategies were
implemented within a relatively stable institutional and political context.
The institutions developed slowly and incrementaliy and were built upon
a human capital base that evolved even more stowly.

It seems strange then that ““double shock” —rapid, simultancous
cconomiv liberalication and democratization—became the treatment of
choice for underdevelopment in the 1980s and 1990s, in spite of the
evidence that no successtul high human development performer in this
study took such medicine while blazing its earlier path to high
perloimance. Double-shock ideas also run counter to important recent
studies by Samucel Huntington and Robert D, Putnam that conclude that
the development of democratic institutions and civic culture takes decades,
somelimes centuries ” Putnam arpues that today’s relatively effective
demucratic intrastructure in Northern Italy was built on a base of civic
culture that evolved over centuries. He believes that a lack of similiar
development in Southern Italy can be traced to the absence of this earlier
civic base.

Why then did such a prescription emerge? It would be tempting to
blame the international donors, particulasly the World Bank and the
international Monetary Fund (IMF), for the cconomic part of the recipe
and the United States and European policy: makers for the political
formula. But the answer is a great deal more complicated.

The origins of the rapid economic and political change: that brought
the twentieth century to a close ten years early can be found in the second
oil shoek in the late 1970s and the world recession in 1982, The
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international economic shocks touched every economy. They forced dynamic
readjustment in healthy economies and virtually imploded those that already
had imbalances exacerbated by heavy subsidies and large public sectors.
They heightened popular discontent and put special pressure on all
governments. Each continental transition had its own dynamics.

Latin American double shock

The first political transitions of the 1980s began in Latin America. In South
America they were regime led—not externally imposed—and were
probably triggered by a combination of external economic shocks and
international events. Circumstances, rather than a single donor or foreign
nation, led countries to self-administer double-shock medicine during the
carly Latin American transitions. The first countries to begin taking this
medicine were Argentina, Brazil, and Uruguav. In Argentina, for example,
the military elected to return to the barracks under extreme pressure from
reform elements. Elections were held in October 1983, and Radl Alfonsin
became president. No outside nation or donor institution forced political
reform on Argertina divectly. The military opted for reform after its defeat
i anunpopular war and its inability to solve the country’s economic crisis.
The economic side of the double-shock formula, Alfonsin’s Plan Austral,
emerged not because a donor imposed it, but rather because the nation
was reeling from economic collapse and hvperinflation. The ieas of the
World Bank ana IMF influenced Argentina’s policy makers, but these
ideas were not imposed through conditionality, at least in carly programs.

The second wave of Latin American political transitions, which took
place in the mid-1980s in Bolivia, Honduras, Guatemala, and Panama,
for example, was higgered by the same initial economic and political
forces. By this time, however, internation sl communications, donor pres-
sure to conform to specific stabilization and economic adjustment guide-
lines, and political pressure for democratization plaved a more important
role. By the mid-1980s the inteinational media had informed most Latin
Americans about the changes in the Southern Cone nations. The World
Bank and the IMF had developed explicit conditions for the stabilization
and structural adjustment loans that most nations needed. Bilateral donors
like the United States had become advocates of democratization.

The story in Nicaragua and El Salvador in the 1980s was somewhat
different than that in most of Latin America. While the same world
economic shocks weakened 2athoritarian regimes in Nicaragua and El
Salvador in the late 1970s, they contribiuted to societai rather than regime-
led political transitions. Popular revolutions with international support
helped overturn authoritarian governments. Furthermore, the economic
polices of these new governments in the carly 1980s were populist rather
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than liberal, and the political systems were either controlled or dominated
by one party.

The dominant Latin American double-shock medicine reached Central
America in the late 1980s. By this time the political side of double shock,
democratization, emerged as an antidote for battlefield stalernates, the
collapse of the tormer Soviet Union, United Nations and regional pressure
for peace, and bilateral pressure from the United States. Stabilization and
adjustment, the cconomic side of double shock, were the inevitable
response to hyperintlation and the collapse of the populist economic
models strained to the limits by war and instability. Even in these
circumstances, the first Nicaraguan stabilization progran was conseructed
by the Sandinistas rather than imposed by donors.

The Eastern European version of double shock

The transitions in the former Soviet Union and Eastern Lurope were
sparked and accelerated by the same worldwide recession that plagued
Latin America in the carly 1980s. There are a few initial parallels with
the dynamics of the Latin American transition. In both regions economic
reform was seen as a solution to a bankrupt economic model. In the
Eastern European and Soviet case, the centrally planned economies
exceeded their ability to generate coonomic growth successtully. In
both regions the initial reforms were regime led. In the former Soviet
Union glasnost and perestroika were President Gorbachevy's intiatives
to adapt his country’s cconomic and political systems to the new global
realities. In Eastern Europe embattled Communist parties negotiated
transitions with strong domestic oppuosition groups, like Solidarity and
the Catholic Church in Poland. Finally, neither donors nor outside nations
imposed the political or cconomic formulas in either Latin America or
Eastern Lurope,

The similarities, however, stop there. While the new regimes in
Eastern Europe and the former Soviet Union also took double-shock
medicine as an antidote for economic collapse and political unrest, the
results have been very different from those in Latin America. In former
socialist states with few entreprencurs and no capitalist institutions, the
short-term economic transition is slow, painful, and uncertain in the eves
of the population. There is no blueprint for the construction of markets
from the wreckage of a centrally planned economy.

The simultancous political opening has permitted  highly vocal
discontent. Certainly there nas been discontent in Latin America during,
the adjustment process. But the Eastern European and former Soviet
variant is a special brew because of the combination of a real lack of
sustained cconomic performance, the baggage of expectations from a
previous weltare state, and the absence of a culture of initiative. The result



GOVERNANCE STRUCTURES AND HUMAN DEVELCPMENT 73

is an environment of paralysis and suspicion that may make it difficult
to keep the economic transition moving,

Asian refjection of double shock

The response of East and Southeast Asia to the economic downturns of
the early 1980s has been to substitute double-shock with single-shock
policies where posgible. The more market-oriented Asian nations, such
as Korea and Taiwan, have fine tuned their ecconomic strategies while
turning single shock into controlled political opening. The goal of such
openings has been to open new channels for opposition while leaving
the dominant political parties in power. For example, Taiwan began efforts
at legalizing oppaosition political parties and guaranteecing broader civil
liberties between 1986 and 1990, But the new rules saake it ditficult for
the opposition to become more than a vocal minority.

The former centrally planned Asian nations, like China, Vietnam, and
Laos, have adopted a second variant of single shock, using phased
economic retorm with little political opening. When these countries have
considered political reform, it has been concentrated in the dominant party
structure. The brief adventures with double shaek were reversed quickly
after experiences tike Tiananmen Square in China.

African acquiescence to double shock

The Atrican version of the double shock story began in the late 1980s,
almost ten vears after the first Latin American experiments. It is more
a product ot international ripple effects and external pressures than the
story elsewhere mthe world. This region began with single-shock stabili-
zation policies in the early 1980s. After repeated false starts the impetus
tor double-shock policies grew because of donor discontent with African
government performance. The second part of double shock in Africa—
democratization—got a healthy boost from frustrated donors and powerful
nations who felt that governments were ignoring cconc.nic targets and
that corruption plagued the implementation process in many African nations.
For example, donor working groups informed Kenva that resources for
cconomic reform would not be forthcoming without changes in *“gover-
nance,”" the code word for reducing corruy tion and pursuing democratiza-
tion. Donors are now imposing double shock throughout Africa.

Double Shock: Performance Lessons from the |980s

Although the debate about the judiciousness of rapid economic and

political reformiin the 1980s continues, there is enough evidence about

country performance to begin to identify the initial effects of these reforms.
. 5 )
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Positive effects

First and foremost, stabilization programs helped contain economic crisis
by stopping hyperinflation in many countries. Hyperinflation is an ill
that no country can afford. It destrovs the average citizen’s purchas-
ing power, devastates people on fixed incomes, and undermines trust
in a country’s economic and political institutions. This is an important
and positive contribution. Adjustment policies also helped reverse
economic collapse in some nations.* Even though living standards eroded
in the developing world in the 1980s, it is not difficult to imagine what
might have happened had the economic collapse not been reversed.
Another benefit was that most countries began to restructure the state
to use their public resources more efficiently. This step reversed a long
period in which the public sector had become bloated and inefficient
and many of its public enterprises had become loss leaders. Further-
more, the pressure for competitiveness may have had an important
psychological impact on the population and policy makers. People may
have become more aware that there is no international ““free lunch,”’
and suck awareness may have helped create a more receptive climate
for new approaches to education, productivity in the workplace, and
national policy. Finally, the overall crisis provided many nations with
a chance to rethink their entire development strategy. In countries like
Mexico, Chile, and Costa Rica, this may have resulted in a political
and economic readjustment that will allow them to be competitive for
several decades.

The political openings also had their benetits. The foundations for
the two-way communication channels among citizens, politicians, and
governments that proved essential in the high human development
performers were constructed in many new settings. The evidence of these
changes is documented by the overall improvements in civil and political
liberty ratings in developing countries in the 1980s.

As this process continued, a new generation of citizens gained experi-
ence i shaping governmen! policy and managing, institutions. Greater
citizen responsiveness also led to reforms in judicial systems, social service
delivery, and the formation and professionalization of new political
parties, legislatures, and civic organizations. There is at least the hope that
these experiments will result in more service-oriented, responsive systems
that will provide the foundation for lasting democratic politicai institutions.

Problems

While many important gains took piace, the economic and political
reforms of the 1980s also generated problems that have yet to be resolved.
For example, while stabilization and adjustment might have been good
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recipes for stopping hyperinflation and reversing economic collapse, they
generally did not stimulate the deep-rooted changes in economic and
political institutions required to make the reforms sustainable. Further-
more, governments may have created unrealistic expectations by overselling
the benefits of double-shock policies. As improvements in living standards
have lagged, popular euphoria with democracy and market-oriented
adjustments has turned sour. Such disillusionment can result in a return
to military rule with popular support, as took place in Peru in 1992.

In addition, the indisciminate attack on the state may have left the
publi~ sector in many dev loping countries too weak to promote human
development at all. Talie 4.2 shows that there were no tiny, regulator
states among the ranks of the high human development performers in
the past thirty years. By implication the poorest nations today may actually
need the opposite medicine of that proposed in the 1980s—a slightly larger
and clearly more dynamic state.

Furthermore, cutting investments in human capital to reduce fiscal
deticits may have destroved the life chances of at least a generation of
citizens and weal oned the very foundation on which high human
development performance was baced earlier. In addition, economic
development based on resource-inter.sive production for the international
market assumed that countries can pursue such a strategy without
reaching global limits to environme atol sustainability. What if this turns
out to be a faulty assumption?

Finally, nations making a transition from totalitariar political systems
and centrally planned cconomies presented special problems for which
there are as vet no solutions. Introducing rapid market reforms in
environments with a long history of central planning proved to be like
pouring fertilizer on sand and expecting plants to grow. Neither citizens
nor institutions responded rapidly or effectively to the market forces
unleashed by macroeconomic reform. The short-term result was control
ot hyperintlation but with cconomic stagnation and high unemployiment.
The public backlash may turn out to be stronger than in most developing
countries, since the citizenry has long been accustomed to being taken
care of. One observer of the centrally planned economics argues that the
carly retirement age in those countries has produced an especially large
group ot pensioners who will vote to reverse reforms as their fixed
incomes are destroved.”

An Alternative View: Transforming Governance Structures
to Promote High Human Development Performance

Given the performance of politicai and economic reform in the 1980s,
policies must be adjusted in light of the lessons about the underlying
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conditions of high human development performance from earlier decades.
Some general lessons from earlier decades are the following;:

1. The high human development performers made ecarly, active
investments in social infrastructure that did not offer immediate
benefits but provided a strong human capital base.

2. The public sector was an active promoter of outwardly oriented
economic palicies within the context of a market economy.

3. The state was neither too small and weak nor too dominant,
production minded, and oppressive.

4. There was always room for more efficient public sector
performance.

9]

High human development performers were equally likely to
use democratic as nondemocratic forms for the selection of
national leaders but maintained medium to high levels of civil
and political rights.

6. Regime type was not as important as the two-way feedback mecha-
nisms betweer civil and political society that permitted dynamic
adjustments in economic and social policy and in institutions.

7. Performance gains in high human development performers
took place slowly and steadily during long periods of political
stability, with fairly consistent and well-kncwn rules of the game
rather than abrupt, shock-type changes in leaders, institutions,
and rules.

Policy makers should keep these lessons in mind, along with some
special insights based on the experience with policy reform in the 1980s.
For example,

1. Macroeconomic policy reform without simultancous efforts
at institutional capacity building may weaken the long-term
sustainability of the rerorm. This lesson is particularly critical
in systems moving away from totaliterian rule and central
economic planning,.

2. Itis risky to misicad the population into thinking that the quality
of their lives will improve dramatically in the short run from
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stabilization and adjustment programs. It might be wiser to
prepare them for losses first and then smaller gains during
adjustment.

3. The government must continue to make investments in the
human capital base of the society.

4. In an era of increasingly scarce resources, a focus on competi-
tiveness and links between incentives and performance may
be critical.

5. Promoting private initiative is vital, but slashing the state
indiscriminately may destroy one of the key elements of the
governance stracture that played a critical role in achieving high
human development performance clsewhere. An alternative
approach might be public sector reform that takes each nation’s
special circumstances into account and that treats different
clements of the public sector with ditferent approaches.

The last point about a more tailored approach to the transformation
of the public sector deserves special attention. For high pertormers like
Chile, Mexico, and Costa Rica, the message may be to fine tune,
restructure, and streamline the state in the 1990s. 1ny contrast, in a country
like Guatemala, where state expenditures for health and educa.ion have
traditionally been among the smallest in Latin America, the message may
be to collect more taxes and spend more to reduce illiteracy and improve
health status. In addition, reform strategies must be tailored to the special
state activities they address, such as (1) economic management (the
activities of the ministries that make and implement economic policy);
(2) public enterprises (electricity, water, and other activities); (3) social
sector management (for example, education and health); (4) defense,
security, and justice; and (5) decentralized activities of lower units of
government and new civic and political organizations.

Here are some examples of what tailored approaches to transtormation
of the state in the 1990s might look like in high, medium, and low human
development performers. They correspond to the typical profiles presented
in Table 4.2 and are meant to be general examples. Specific strategies will
have to be adapted to cach country’s individual circumstances.

Adapting the state in high woman developmert performers

If countries like Costa Rica and Mexico, Botswana and Cameroon, and
Korea and Thailand want to maintain their continued path of high human



78 A GLOBAL VIEW

development performance, they must make their public sectors smaller,
more dynamic in promoting private initiative, more client-oriented and
efficient, capable of competing in quality service delivery, and effective
in providing service to special groups others cannot reach successfully,
The specific reform agenda might include changes in a number of areas.

Economic management While high-performing developing countries
have done a better job than others in cconomic management, they must
still fine tune their policies, organizational structures, and processes.
They might:

® Build a deeper institutional capacity for defining and impie-
menting policies. Long-term and in-house training for key profes-
sionals and the development of stronger analytic staff units to
support policy makers are essential.

* Cut red tape. Current regulations and the systems that produce
them must be overhauled. A competitive environment with
consistent rules must be promoted.

* Modernize economic management ministries. Ministries should
update their methods of economic analysis.

* Improve revenue collection systems and implement tax reform.

* Bring public budgeting and control systems into the twentieth
century.

* Encourage public debate of economic policy. Public officials should
be comforiable meeting, with representatives of business and labor
to discuss cconomic policy. They should be capable of listening
to suggestions and incorperating them into their own agendas.
They need to be adept at negoticting and developing pacts with
the community,

Public enterprises Unlike the medium and low human development
performers, the public enterprise sector has not been immense in the high
human development performers. What is required is a combination of
privatization in some critical areas and restructuring in others. These
countries should:

¢ Withdraw from public production where private firms have been
traditionally successful. The high human development performers
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have been less involved in direct production than other nations,
but there are exceptions like the Costa Rican state cement
enterprises and the Panamanian public sugar refineries.

* Privatize banking, insurance, and foreign trade. In many high
human development performers, state monopolies in these areas
have impeded the development of private agricultural and indus-
trial enterprises that can compete on the international market.

* Restructure public utilities, transportation, and communications.
The high performers could make major efficiency gains through
full privatization of some enterprises, partial privatization of
others, and restructuring of still others.

* Use performance contracts and introduce competition  for
improved performance where public enterprises must  exist
because of perceptions of national interest.

* Do not trade public for private monopolies. Insure that the newly
privatized firms are subject to regulatory and market pressure
to compete.

Social sector management— The former high human  development
performers had more effective health and education delivery systems than
their medium- and  poor-performing counterparts. Budget  deficits,
however, make restructuring inevitable. These countries must:

* Reconsider universal coverage for elective health procedures, but
make sure that high-quality basic services in health and education
are maintained.

* Promote lower-cost alternatives in the delivery of education
and health services  Experiment with cost-sharing and cost-
recovery mechanisms.

* Improve the management of social security and pension funds.
Provide private alternatives where possible.

* Reorient educaton systems to help citizens adapt to a more
competitive global economy.

Defense, security, and justice These systems have lagged notoriously
behind others in the former high human development performers. They



80 A GroBAL VIEW

have been slow, arbitrary, corrupt, and coercive. Major reforms are
necessary. Policy makers should:

* Streamline slow, cumbersome police and judicial systems and
procedures and make them more transparent.

* Promote an independent judiciary, with better-paid judges who
are safe from intimidation.

¢ Experiment with model courts and judicial reform.

* Provide training and Hpportunities to reform police and security
organizations. Make police more subject to citizen oversight.

* Institutionalize civilian oversight of the military and keep the
military out of politics.

New civiland political actors and local govermments — The continued capacity
of high human development performers to adapt to economic and political
change mav depend upon the effective performance of new elements of
civil and political society. Policy makers therefore must:

* Strengthen the new legislative staffs through training,.

* Provide support services to improve management of new civic
organizations and nongovernmental organizations.

¢ Encourage the professionalization of new political parties, labor
unions, and business organizations.

* Promote dialogue among new civic groups and government.

* Decentralize funding, delivery, and control of key government
services to more local governments where possible.

Transforming the state in medium
human development performers

Public sector reform in the medium human development performers
requires transtormation rather than adaptation. The state must be
converted trom a heavy-handed, highly intrusive producer that spent far
more than 30 percent of GNP to a smaller, more efficient promoter of
economic and sacial activity., While the recommendations made for the
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former high human development performers also apply, some additional
special comments are necessary.

Economic management  Economic management in the typical medium
human development performers suffered from four serious problems.
First, the state choked creative private initiative with regulations and
procedures. Sccond, it created a culture of producer and consumer
dependence through subsidies. Third, it monopolized policy analysis
within the dominant party in government. Fourth, officials working in
such systems often developed attitudes of arrogance, suspicion, distrust,
and bureaucratic control. To break this vicious cycle, these countries must:

* Adjust macroeconomic policies to promote an outward
orientation.

® Streamline procedures and regulations,
4

* Promote alternative sources of policy analysis within business
chambers, labor unions, and politica! parties.

* Retrain economic policy makers and managers to be catalysts
rather than bureaucratic controllers.

* Develop a professional second-level analytical staff in the
ministries to provide continuity while political-level officials rotate.

Public enterprises Unlike the high human development performers, the
majority of medium human devclopment performers had immense public
enterprise sectors heavily involved in activities normally carried out by
the private sector. Policy makers must:

* Prepare careful portfolio analyses of the public enterprises and
decide which enterprises to close, restructure and keep,
restructure and sell, and simply sell.

* Eliminate the soft budget constraint for public enterprises and
impose efficiency criteria.

* Aggressively withdraw trom public production of goods that can
be produced efficiently by private sector enterprises,

Social sector management — In the social sectors mediun. human develop-
ment performers have misdirected spending and delivered services
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inefficientlv.  For example, a disproportionate share of education
expenditures in many of these countries went to support virtually free,
poor-quality university education with weak admissions standards. The
systems produced a mass of graduates, unaccustomed to performance
standards, who could not be absorbed into the job market. In health,
universal svstems were promised. But budget constraints prohibited
adequate staffing and provision of materials and supplies.

A revolution must take place in education and health that refocuses
resources on the human capital base necessary tor nations who must
compete in a global ecconomy. These countries must:

¢ Redirect educational expenditures to literacy, primary education,
and technical education and to primary and preventive health,

e Refocus cducation on the development of  problem-solving
capacity, attitades that promote performance and quality, and
participation in a democratic society.

e Raise tax revenues tor education and health, and cross-subsidize
where necessary to build the human capital base.

e Pressure emplovers to provide more health and education
opportunities for their workers.

Defense, securtty, and justice Whereas in the high human development
performers the goal is to make arbitrary systems conform to the letter
and spirit of the laws, in the ©edium performers the task is to develop
guarantees and transparent systems that did not exist previously. More
serious adjustment ot attitudes and longer-term insciutional capacity
building will also be necessary. These countries should:

o Study the problems insecarity, justice, and defense systems and
design major retorm plans,

o Promote dialogues and pacts that guarantee the time frames and
condiuons underwhich the military withdraws from politics and
in which transitions can take place peacetuliy.

e Aggressively recruit and train new otticials committed to a more
open, participative society.

¢ Encourage the retirement ot older officials who are less committed
to societal change.
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Civil society and decentralization  Probably the toughest task is expanding
civil space and opening channels of political participation where they did
not exist before. New initiatives should:

* Encourage special dialogues, pacts, negotiated settlements of
disputes, and other mechanisms for reaching social agreement
among, groups unaccustomed to talking rather than fighting.

* Provide legal guarantees for new civil and political organizations.

* Support training and education to develop analytical and
management capacity in new groups.

* Focus international media attention on government relations
with new organizations to help provide some protection from
repression.

Building basic public capacity in poor
human development performers

Low human development performers have proved incapable of sparking
human development at all. Officials are poorly trained, and services are
inetficient. Citizens, unprotected by political and civil guarantees, can
hardly be expected to pressure the state to be responsive. Furthermore,
because o a lack of resources and overall weak capacity, the public sector
has hardly touched the lives of the majority of the population, many of
whom survive through subsistence agriculture. Although the state could
not or did not reach these people, it served some other small but dominant
groups far too well and repressed others under its control.

If human development is to take place in these small, regulator states,
they must build basic capacity rather than dismantle it. This task requires
a different approach than the adaptations and transformations described
carlier. Three major reorientations must take place. First, the conditions
must be created that will transtorm the state’s allegiance from service to
a small group to service to the nation. This will not be easy. It requires
cither sutficient civil and political pluralism to keep countervailing
pressure on the bureaucracy or a well-indoctrinated elite of civil servants
who will serve the public even in the absence of pressure to do so. In
a world where monopolies have not proved to be responsive, it is hard
to imagine that government by disinterested mandarins will work. So
creating countervailing forces is essential. Second, a series of actions must
help change the public sector from a regulator or rent seeker to a catalyst
for development. This requires complicated institutional capacity building.
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It will take time. Third, scarce resources must be used efficiently to begin
to build the human capital base. Ironically all of these tasks may require
spending more public funds in education and health, for example, rather
than cutting back as the global recipe requires.

When resources are scarce, strong focus is required. Of the three
reorientations, we probably know most about how to deliver health and
education services to build human capital and how to build capacity for
economic policy making,. Perhaps initial efforts should begin here, based
on best demonstrated practices in these areas.

Lconomic nuanagement Basic economic management capacity must be
created where it did not exist betore. This requires investments in people
and Kev institutions. These countries should:

* Develop a small cadre of macrocconomic policy professionals who
will promote dynamic market-oriented initiatives and provide
paraprofessionals to support them.

* Encourage the design of macroeconomic policies that send general
signals rather than those that require lots of staff and complicated
procedures to implement.

¢ Build small, etficient, protessional institutions to perform the vital
functions of vconomic management.,

* Promote private enterprise support networks through small busi-
ness extension programs and education and training programs.

* Encourage pacts among diverse political groups that will allow
minimum consensus tor continuity in cconomic policy and the
development ot a cadre of professional economic managers who
can serve all government.

Public enterprises The greatest opportunity in the low  human
development performers that have not developed large public enterprise
sectors is the opportunity not to develop them in the areas of goods
production. Where public enterprises have been developed, the carlier
recommendations for privatizing, streamlining, and restructuring apply.
Public enterprises in water, electricity, and social infrastructure, however,
may be necessary and important.

* Stimulate the development of private systems to provide water,
electricity, and sewage treatment where possible. Where private
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alternatives cannot be used, develop small-scale, efficient public
or mixed enterprises.

Social sector management Basic investments in health and education are
necessary to begin to develop the humaii capital base. Accordingly, these
countries should:

* Refocus educational resources on programs in literacy, basic
education, and technical education rather than elite education.

o Target health resources for primary health care, health education,
and sanitation (water svstems) programs that have been shown
to have the greatest impact on health status.

* Make cost-2ffective education and health investments based on
best demonstrated practices in other parts of the world.

® Encourage as many community-based private services as is
feasible. Provide seed money for these organizations to improve
their delivery.

e Complement public services with donor programs and inter-
national voluntary programs.

Defense, justice, and security - These services have been among the worst
delivered. They have often been coercive, arbitrary, and corrupt. Long-
term capacity-building efforts must be undertaken to develop basic
systems, train people, and make organizations responsive. Countries
must:

* Reduce military spending and develop pacts with timetables to
get the military out of government.

® Develop basic laws for civil and political guarantees.

Follow the prescriptions discussed earlier to build responsive, fair
institutions.

Keep these svstems in the spotlight of the international media and
) 5
publicize abuses.

Political and civil society  The tasks in these areas are also massive and
long term. Low performers shoul :
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* Provide legal recognition to new civic organizations and
political parties.

* Promote organizational development through training and
education.

* Complement national efforts to strengthen local civic groups with
efforts assisted by donors and international voluntary
organizations.

* Publicize successes in civic organizations.

A special comment on Eastern Europe
and the former Soviet Union

For the former totalitarian societies with centrally planned economies,
there are special problems in the development of new structures of
governance. There is a long-term task of building institutions that respond
to market signals and ¢empowering people to solve problems in organi-
zations. Macroeconomic policy reform without long-term institutional
development is doomed to fail.

Part II' of this book has shown what can be concluded about high
human development performers from the study of a big data set over
a twenty-two-year period. In Part HI T will ask some of the same questions
with a smaller group of countries and look at the dynamics in more detail.
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Context, Policies, and Human
Development in Central America

Part Il of this book identified six features of developing-country high
human development performers between 1965 and 1987, They entered
the mid-1960s with a higher-quality human resource base and were not
likely to be in sub-Saharan Africa. They were highly stable politically «nd
pursued outwardly oriented economic policies. Their economies grew
more rapidly and their governments invested more in health and
education than the poorer-performing nations.

But the cross-sectional and longitudinal analysis of large data sets
presented in earlier chapters had two weaknesses. First, it showed little
about how policies and contest interacted to stimulate or impede human
development at the country level. Second, human  development
performance was sufficiently varied by geogrephic region to make global
comparisons of limited use.

Toover-ome these problems [will consider the same basic questions
discussed carlier, but this time in more depth in one subregion, Central
America. This chapter places Central American human development
performance in the contest of the global story presented carlier. It pays
particular attention to the role of content and its interaction with economic
and social policies.!
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Why Central America?

Six Central American countries (Costa Rica, El Salvador, Guatemala,
Honduras, Nicaragua, and Panama) have sufficient similarities to
make them an ideal subregion for the study of human development
performance.? Together they form a land bridge that links Mexico
with South America, populated by 25 million citizens of a similar
colonial, cultural, and racial heritage. The overwhelming bulk of the
population is Catholic and shares both cultural and political institutions
heavily influenced by Spanish colonial rule and a more recent North
American overlay.

Certainly there are ethnic and racial differences within Central
America. Fifty percent of the population is Ladino, a mixture of Spanish
and Indian ancestry, while more than 20 percent are Indians whose
primary language is not Spanish. Finally, there is a snuall English-speaking
black population along the region’s Atlantic coast. Differences in ethnic
diversity among the Central American countries, however, are not nearly
as great as those found in other regions of the world.?

Furthermore, the economic structure of these nations is remarkably
similar. All have been exporters of primary products like coffee, cotton,
cattle, sugar, and bananas. They have pursued similar economic policies
to promote these exports over time. In addition, they are mostly small
nations with between 3 and 5 million inhabitants in 1991 (with the
exception of Guatemala, with 9 million).

In spite of their similaritios these nations differ from one another in
an important way. They include two high human development per-
formers (Costa Rica and Panama), three medium performers (Honduras,
Guatemala, and Nicaragua), and one low performer (El Salvador). This
diversity mirrors the human development performance spread found in
the global analysis ir. Chapters 2, 3, and 4. Part of the purpose of this
chapter is to discuss how nations with so much in common could end
up with such widely different human development performance records.

Central America in a global context

Central America is a good surrogate for world human dc. " pment
irends. The region’s baseline characteristics in 1963 were similar to world
averages. For example, although the Central American nations had smaller
populations than the average nation (see Table 5.1), their initial human
development index (HDI) score in 1965 was 56 and the world average
was 55. Between 1965 and 1987 their human development and per capita
income gains were close to world averages. For example, Central
America’s annual HDI disparity reduction rate averaged about 2.6 percent
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TaBLE 5.1  Central American Human Development Performance and Global Trends, 1965-1987

1965 1987
A , HDI Average
Population.  PPP-adjusted Life PPP-adjusted Life score (%) Disparity  annual GDP
1965 percapita  Literacy enpeclaey  per capita Literacy  expectancy reduction growth
Region or country (millions) GDP (USS) (%) (vears) GDP (USS) %) (vears) 1965 1987  rate (%) (%)
Central America
Costa Rica 1.5 1,930 84 05 3760 93 74 76 92 493 5.1
El salvador 30 1,290 AU 54 1,733 62 62 32 65 1.43 3.1
Guatemala 4.5 1,365 38 49 1,957 48 62 45 61 1.539 4.2
Honduras 23 824 15 50 1119 56 64 360 1.62 1.1
Nicaragua 1.8 2297 50 50 2,209 6b 63 55 70 1.79 1.8
Panama 1.3 1,604 73 63 +.009 87 72 69 849 4.62 1.7
Average 2.4 1,538 56 35 2,464 68 66 5 7 2.66 38
World average 15.0 2,183 52 54 1,274 63 62 55 67 2.86 1.1
Developing-country
HD performance
group average
Lowest 8.6 577 18 2 758 31 51 24 37 0.87 25
Medium 12.0 1,507 40 52 2,274 62 61 H 64 2.07 4.9
Highest 17.2 1,437 54 56 4,099 79 66 55 80 3.95 6.0
Developing country
average 12.6 1,174 37 50 2,377 57 39 41 60 2.30 4.5

Soukce: Author’s data set.
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a year while the world averaged 2.8 percent. The region’s economy grew
at 3.8 percent while the global economy expanded at 4 percent a year.

Central America’s human development performance was above
average for the ninety developing countries included in this study (see
Table 5.1). In 1965 Central Americans enjoyed a level of human
development higher than that of citizens of Africa, South Asia, and the
Middle East; lower than that of citizens of the rest of Latin America and
the Caribbean; and about equal to that of citizens of Southeast Asia (see
Table 2.2). The Central American countries reduced their human
development index disparitics more than their African, South Asian,
Middle Eastern, Caribbean, and Eastern European neighbors.

Individual Central American countries were generally better off than
the average developing country in their specific human development
performance group (see Table 5.1). No Central American country was
as poor as the average African or South Asian country. For example, Costa
Rica and Panama were above the average for the global top human
development performers” group. El Salvador, in the low human
development group, performed far above the group average. The three
nations in the medium group, Guatemala, Honduras, and Nicaragua,
were fairly representative of that group.

Central America and global high
human development performers

Central American’s two high human development performers, Costa Rica
and Panama, had many of the same characteristics that distinguished
other high human development performers (see Table 5.2). For example,
they entered tlic mid-1960s with a much stronger human capital base than
their neighbors. Costa Rica, in particular, had substantially lower levels
of political instability than otber nations in the region. Both nations had
more open economies and greater annual gross domestic product (GDP)
and export growth. Finally, they invested substantially more in social
expenditures and spent far less on defense than their medium- and low-
performing Central American neighbors.

Conflicting Views on the Role of Context and Policies
in Central American Economic Performance

The pessimists: Central America as a
prisoner of world cconomic cycles

Although Part II of this book showed that external factors were not a great
impediment to high human development performance, pessimists might



TABLE 5.2

Index of ethnic
diversity

HDI score, 1965

% of nonprogrammed
changes in presidents

% of democratic
regimes, 1965-1987

Economic openness

Annual export growth

Annual GDP growth

Education spending as
% of GNP

Health spending as %
of GNP

Defense spending as %
of GNP

Detense spending as %
of education and
health spending

Annual disparity
reduction rate (%)

SoLrct: Author’s data set.

Costa Rica

0.07
75.53

0

100
0.69

51

0.61

7.30

193

El Salvador

Guatemala

0.64
15.00

71

22
0.42
1.8
4.2
1.60

0.83

46.70

1.59

Honduras

0.16
42.90

64

57
0.68
3.1
4.1
3.19
1.28

2.02

45.20

1.62

Nicaragua

Key Economic, Political, and Social Characteristics of Central American Countries

Panama

0.28
68.86

0.13

2.00

162

Central American
average

0.25
56.46

51

1.27

37.05

2.66
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predict that the Central American nations would be more sensitive to these
forces than the norm because of their small size and greater economic
openness.* The preliminary evidence provides support for the pessimists’
arguments. Figures 5.1 and 5.2 describe the relatively greater influence
of external shocks on the small, highly open Central American economies
compared with their large Latin American neighbors. Figure 5.1 shows
that the Central American recessions coincide closelv with global
recessions. (Total trade was used as a measure of economic activity from
1930 to 1982 since GDP data for the region exist only after 1950.)

In contrast, the business cvcles of the six largest Latin American
economies exhibit a greater degree of independence from fluctuations in
the global economy (see Figure 5.2). While the large economies of Latin
America were heavily affected by global recessions, particularly in 1975
and 1982-1983, there were other downturns in 1952, 1956, 1964, and 1972
that were not related to world economic recession.

Many factors coincide to make small nations much more sensitive to
world business cvcles than their large neighbors, and the Central
American countries are no exception.® First, dependence upon a small
number of export products that have a disproportionately large impact
on overall economic activity make the Central American economies highly
vulnerable. For example, in 1984 exports comprised almest one-third of
Central America’s economic activity but only 14 percent in the large Latin
American countries (see Table 5.3). At the same time the top ten export
products in Central America accounted for almost 50 percent of their total
exports. In contrast the top ten exports of the six largest Latin American
countries accounted for less than 30 of their total exports. Thus, Central
Americans fecl the effects of price fluctuations and changes in overall
world demand much more acutely than their neighbors.

Second, this problem is exacerbated by the kinds of products that
Central America exports: coffee, sugar, bananas, beef, and cotton. The
barriers to entry for production of these products are few, and as a result
world overproduction is great. At the same time substitutes for many of
these products, for example, high-fructose corn syrup as a replacement
for sugar, are becoming more abundant.

Third, in spite of the success of Central America’s regional common
market, its small size and the even smaller size of each country’s internal
market left the region with little to fall back on when there were problems
in the world economy. The average population of the Central American
countries in 1965 was only 2.5 million people and its common market of
25 million people compared unfavorably with the average population size
of the six largest Latin American countries of 49 million inhabitants. It
has been much easier for Mexico and Brazil to turn inward in their import
substitution phase than for El Salvador or Costa Rica. In addition,
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FIGURE 5.1  GDP Growth for the United States and the United
Kingdom and Growth Rates of Total Trade for Central
_America, 1930-1985

(constant 1970 prices)
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FIGURE 5.2 GDP Growth for the World and the Six Largest Latin
American Countries, 1950-1984

{constant 1970 prices)
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problems in implementing common tariff legislation and establishing
regional integration industries made the common market less effective
than had been hoped.

Other problems that normally inhibit the performance of small
economies are the limited human resource base, the lack of abil-
ity to generate technology, difficulty in developing products with
international brand-name recognitior, lack of resources to establish
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TABLE 5.3  Structural Comparison of Six Largest Latin American Countries with Central America

Contribution of 10
main products to

Population, Exports as % total exports, Agricultural sector Industrial sector
1984 of GDP, 1978-1984 as % of GDP, as % of GDP,
Country (millions) 1984 (%) 1981-1984 1981-1984
Central America
Costa Rica 2.4 39 60 20 21
El Salvador 4.7 21 66 26 17
Guatemala 7.7 15 47 25 15
Honduras 4.2 28 34 30 15
Nicaragua 3.1 18 60 23 24
Panama 2.1 41 32 10 9
Total* 24.2 27 49 23 16
Six largest Latin American countries
Argentina 30.0 14 16 15 23
Brazil 131.1 11 31 9 27
Chile 11.8 24 47 9 20
Colombia 28.4 13 54 22 21
Mexico 77.0 13 4 9 24
Venezuela 16.8 11 n.a. 6 18
Total® 295.1 14 30 12 22
n.a. = not availlable.

a. Unwenshted numerical averages.
Sotker: Inter-American Development Bank, Economic and Social Progress m Latin America: 1985 (Washington, D.C., 1986).
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marketing channels, and the inability to develop strong local banking and
insurance sectors.”

If the arguments of the pessimists are convincing, one would expect
Central American business cycles to closely mirror world cycles.
Furthermore, other external factors such as negative terms of trade and
downturns in specific commodity prices should affect the region a great
deal. The most extreme forms of the argument advanced by dependency
theorists in the past concluded that Cen*:al America was a prisoner to
world economic forces and that its domestic economic policy could do
little to change the situation.

The optimists: economic policies matter

Despite the arguments of the pessimists, if the global findings presented
earlier about the importance of policies in overcoming external constraints
to human development apply to Central America, we would expect the
high performers to have found effective strategies to reduce the risk of
economic downturn due to external shocks.

There are at least four potential strategies for lowering the risk of poor
performance because of such shocks. First, countries could increase
agricultural acreage, productivity, and quality, to maintain returns even
with deteriorating world prices. Second, they could diversify agricultural
products and expand into non-Central American markets. Third, they
could form regional common markets. And fourth, sectors like industry
or services might provide new sources of growth. A combination of all
four options might provide an economic strategy that would lower the
risk of being dependent on the world economy.

These strategies can be illustrated through the use of a payoft matrix
(see Figure 5.3). The y-axis has a continuum of low to high GDP growth
and the x-axis shows the level of risk due to external economic shocks.
The economic options with high payolf potential (high GDP growth) and
low risk due to fluctuations in the world economy appear in the upper
left-hand box of the matrix (labeled A). The options with low payoff
potential and low risk appear in the lower left-hand box of the matrix
(labeled B). High-payoff, high-risk strategies are in the upper right-hand
box of the matrix (labeled C), and high-risk, low-payoff strategies are in
the lower right-hand box (labeled D).

Export monoculture is a high-risk, variable-payoff strategy. It would
appear in box C during world commodity price booms and in box D during
bust periods. Strategies based on highly diversified products and markets
might appear in boxes A and B. These strategies might never produce
the phenomenal returns of export monoculture during commodity price
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FIGURE 5.3 __ Classification of Economic Strategies by Risl- and Payoff
Risk from external shocks
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booms. They would, however, never be subject to the total collapse that
is a result of dependence on a single product.

Few optimists would argue that world economic cycles, commodity
prices, and terms of trade do not matter. But if policies indeed make a
difference, one might expect a region like Central America to outperform
the world economy when its strategies are based on diverse products
and markets.

Now [ would like to use the region as a laboratory to study the
interaction of external factors like world economic cycles, commodity price
fluctuations, and changes in terms of trade, with policy responses like
getting greater productivity out of single products, diversifying products
and external markets, forming regional common markets, and adding
dynamic growth strategies in additional sectors like industry or services.
This can be done by identifying periods in the development of the world
economy and observing what happened simultaneously in Central
America. Four types of economic periods are distinguished: (1) major crisis
(which includes a strong contraction and the first two years of immediate
recovery), (2) minor crisis (which includes a weak contraction and the
first two years of immediate recovery), (3) weak sustained growth, and
(4) strong sustained growth.® [ shall review the trend periods first and
then discuss the interaction of context and policies.
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A Review of Central American Economic Cycles since 1930

Table 5.4 identifies eight trend periods in the world economy since 1930:
two major crises (1930-1934 and 1944-1949); three minor crises (1954-1961,
1974-1977, and 1978-1985); and three periods of strong sustained growth
(1935-1943, 1950-1953, and 1962-1973).° Ir. six of the eight periods, the
region’s expansions and contractions move in the same direction as the
world economy. In two of the eight periods, 1935-1943 and 1944-1949,
Central American economic cycles moved in the opposite direction of the
world trend, for reasons that will be explained shortly. 1 shall review the
specific history of each period briefly before returning to the discussion
of the role of context versus policies.

1930-1934: Major world crisis

Between 1930 and 1934 the world economy suffered the most serious
three-year contraction that it would experience for the next sixty years.
The combined rate of GDP growth of the United States and the United
Kingdom was -1.7 percent. Economic decline reached its trough in 1932,
and world recovery began with moderate average growth for 1933-1934
of 3.2 percent.

In Central America the rate of economic decline was sharper than
that of the world economy. World prices for the region’s key products,
coffee and bananas, plummeted, ending a product expansion phase
that began in 1900 (see Table 5.4). World coffee commodity stocks
increased and terms of trade moved against Central America. The 1930s
signaled a decline of the banana industry, which would continue until
well into the late 1940s (see Table 5.5). This decline had a particularly
severe impact on Honduras and Panama, since bananas were their
principal export product.

1935~1943: Strang sustained world growth and contraction in
Central America

Preparation for the series of wars between 1935 and 1943 helped stimulate
a healthy 7 percent annual GDP growth rate for the United States and
the United Kingdom. The combination of the Sino-Japanese War in
Manchuria, the Spanish Civil War, and finally World War Il reversed the
decline in commuodity prices, brought down inventory stocks, and helped
reverse terms of trade in Central America. The region’s growth for the
period was negative, however, because trade was reoriented away from
Europe, shipping was interrupted, and its principal wartime market, the
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TABLE 5.4 Perforinance Data for Key World and Central America Economic Trend Periods, 1930-1985

Strong Strong Strong
Major sustained Major sustained Minor sustained Minor Minor

Performance data crisis growth crisis growth crisis growth crisis crisis
classification 1930-1934 1935-1943 1944-1949 1950-1953 19%4-16p1 1962-1973 1974-1977 1978-1985
Average annual world GDP

grov.th? (%) -1.74 7.0 -19 1.56 4.12 5.06 3.29 25
Average annual Central

America GDI" growth® (%) -11.65 -0.35 8.10 5.08 +.13 5.97 4.80 0.9
Central American

outperformance or

underperformance of Under- Under- Out- Out- Equal Out- Out- Under-

world GDP performance performance performance performance performance performance performance performance
Central American terms of

trade® 90-69 50-62 66-90 114-117 144-90 92-95 B4-117 103-66
Central American export

price index¥ 292-198 131-33 37-74 87-108 126-85 86-121 151-271 254-237
Export product

diversification index

(100 - % share first 2

export products)* 14-20 19-29 32-26 20-22 20-29 32-43 46-41 40-14

(table continued on next page)
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TABLE 5.4 Continued

Strong Strong Strong,
Major sustained Major sustained Minor sustained Minor Minor

Performance data crisis growth crisis growth crisis growth crisis crisis
classification 1930-1934 1935-1943 1944-1949 1950-1953 1954-1961 1962-1973 1974-1977 1978-1985
Export market diversification

mdex (100 - % market

shar. of primary market)' 35-43 42-24 22-25 26-33 35-44 50-63 63-66 63-61
Annual zrowth ot agricultural

sector® (o) n.a. n.a. n.a. n.a. n.a. 3.3 2.8 2.1
Annual growth of industrial

sector” (No) n.a. n.a. n.a. n.a. n.a. 8.5 3.1 -1.3
Total exports sold in Central

America’ (%) 1.5 1.8 4.5 5.8 4 16.5 18.3 14
n.a. = not avatlable

a. Between 1930 and 1944, the world GDP growth rate tsed in the unweighted average of U.S. and U K. annual GDP growth 1s based on data from The Economist,
World Busmess Cucles (Londen, 19823 Atter 1950, it 15 world GDP growth from the same source.

b. Between 1930 and I'M9. the surrogate for Central Amencan GDP growth is the average annual rate of growth of total trade (imports and exports) at constant
prices that appears in Antonio Colindres, Marce Lindenbery, and Rodnigo Valverde, " Economic Trends i Central America and Panama since 1900 (INCAE technical
note. San Jose, 1980) Atter 1950 Central American annual GDP growth is the unweighted average of country GDP data from World Business Cycles.

¢ Central American terms ot trade were computed by INCAE trom an index which appears in Colindres, Lindenberg, and Valverde, “"Econonuce Trends in Central
America.”” Data are given for the first and last vear tor cach period

d. Ibid.

e. Ibid.

f. Ibid.

g Inter-American Development Bonk. Economic and Socual Progress i Latin Amerca: 1985 (Washington, D.C., 1986).
h. Ibid.

1. Colindres, Lindenberg, and Valverde, “Economic Trends in Central America.””
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TABLE 5.5 Output and Productivity Measures for Banana Production in Costa Rica, Honduras, Guatemala, and
Panama, 1900-1985

Volume of exports Hectares planted Productivity index Value of exports
Period (thousands of 40-1b. boxes) (thousands) (boxes per hectare) (thousands of USS)
1900-1230 8.2-43.3 n.a. n.a. n.a.
1930-1933 43.3-24.6° n.a. n.a. n.a.
1934-1943 24.6-27.1° n.a. n.a. n.a.
194+4-1949 63.7-58.8 65.9-66.3 966-877 94,815-103,800
1950-1953 55.8-54.2 62.7-70.3 888-771 107,440-116,030
1954-1961 49.5-53.8 62.9-35.9 779-962 106,248-96,118
1962-1973 17.6-143.9 52.9-65.9 901-2,183 97,368-275,882
1974-1977 124.5-129.2 63.7-59.7 1,953-2,163 258,462-354,302
1978-1985 n.a. n.a. n.a. n.a.

n.a. = not available.

Note: Data are given for the first and last vear for cach period

a. Betore 1944 banana ayports were measured in thousands of bunches; after 194 they were measured in 40-pound boves.

Sovker: Frank Ellis, Tronsnacionales del Banano en Centro Amévica (San josd: Editorial Universitario Centroamericano (EDUCAY), 1983); Richard Allen La Barge, 'A
Study of United Fruit Company Operations in Isthmian America”™ (Ph.D. dissertation, Duke University, 1960).
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United States, whose share of export trade from the region increased to
above 75 percent, imposed price controls (see Table 5.6).

The world economy’s expansion from 1935 to 1943 actually includes
two trend periods in Central America. From 1935 to 1937 terms of trade
and export prices recovered, and the cotfee-producing countrios in the
region showed substantial recovery. From 1938 to [943, however, wartime
dislocations brougit the region’s growth to a standstill. Costa Rica and
Guatemala suffered most from the problem of trade reorientation, since
50 and 40 percent of their exports went to Germany and England.
Although the region tried to compensate with new products like rubber,
lumber, gold, silver, and cacao and with some increases in the use of the
Central American market, real recovery did not take place until the next
trend period.

194:4-1949: World economic contraction and sustained economic
growth in Central America

While the post-World War I period signaled a contraction in the industrial
economies, Central America’s annual growth was 8 percent. The region
benefited from the lifting of price controls in the United States, the heavy
pent-up demand for commodities, and the slow reopening of European
markets. Coffee prices, for example ciimbed more than 300 percent in
the period. Inventory stocks began to drop, and terms ol trade moved
strongly in favor of commodity producers.

Although the region’s efforts at product diversitication actually slowed
down owing to excellent prices for traditional commodities, favorable
cotton prices in the late 1940s provided the incentive for product
experimentation in El Salvador. Cotton would prove to be a remarkable
new catalvst for both the Salvadoran and Nicaraguan economies in the
next two trend periods.

1950-1953: The Korean War boom and
strong Central American performance

While the Korean War is sometimes described as the turning point when
terms of trade and commodity prices began to shift against the
nonindustrial developing countries, Central America fared rather well.
The expanded world demand created by the war resulted in annual world
GDP growth of 4.5 percent. The region grew even more rapidly. Central
America’s export price index jumped 36 points, and terms of trade
remained moderately Lavorable (see Table 5.4). Export market
diversification efforts continued but still did not recover their pre-World
War 11 levels.
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TABLE 5.6 Central American Product and Market Diversification Indexes, 1930-1983

1930-1934 1935-1943 1944-1949 1950-1933 1954-1961 1962-1973 1974-1977  1978-1983
Tvpe of perind Major crisis  Strong sustained  Major crisis  Strong sustained  Minor crisis Strong sustained Minor Minor
growth growth growth crisis crisis
Average annual world
GDP growth 1.74 7.0 -1.9 4.56 112 5.06 329 2.50
Average annual Central
Amernican GDP growth ~11.65 =055 8.10 5.08 113 5.97 4.80 0.90
Export product
diversification index?
Costa Rica 10-13 20-19 24-31 15-14 17-23 19-47 50—+ H-48
El Salvador 13-14 11-22 16-11 7-8 6-23 22-10 26-27 15-36
Guatemala 9-5 7-24 2-13 18-9 10-31 29-56 58-42 43-59
Honduras 8-9 11-45 46-26 17-24 25-33 39-45 59-43 2-47
Nicaragua 28-25 24-28 27-50 207-45 3H-49 49-62 52-45 47-30
Parama l16-30 40-35 56-28 32-32 26-11 33-33 >1-41 4746
Centrai America 16-20 19-29 32-26 -22 20-29 32-43 16-41 10-4
Export market
divensification index”
Costa Rica H0-53 64-26 26-21 23-35 41-45 16-67 69-71 69-60
) Salvador 45-32 60-33 32-28 33-34 43-61 64 -81 69-70 69-67
Guatemala 41-48 59-40 10-27 31-35 36-33 52-69 69-70 73-69
Honduras 26-29 18-21 i5-24 24-24 26-43 12-46 54-32 H-16
Nicaragua S0-50 H-12 9-36 30-56 55-33 62-67 81-77 77-79
Panama 8-29 6-12 15-12 14-8 7-8 33-38 50-57 58-41
Central America 35-43 42-24 22225 26-33 3H-H 50-65 63-66 65-61

Notes Data are geven for the tirst and last vear for vach penod.

a. Product diversification index - 100 percentage of total exports share held by top two products.

b Market diversincation index = 10 percentage ot total wxport market share held by top market.

Soeree Antomo Colindres, Mare Lindenbery, and Redrgo Valverde, “Economic Trends in Central America and Panama since 19007 (San José: Central American
[nstitute of Business Adminustration (INCAF), 1986) tor preduct and market diversitication data and Central America GDP in 1930-1949. The Economist, World
Busmess Cucles tLondon, 1982) tor world and Central American GDP data
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Between 1950 and 1953 a shift took place in the product life cycles
of bananas and cotton in Central America. While the banana industry
reached a low point in productivity and acreage, cotton production took
hold in both Nicaragua and El Salvador. In Nicaragua, for example, cotton
acreage jumped from 24,000 to 60,000 manzanas, and the number of bales
per manzana rose from 3.93 to 1.6 (see Table 5.7).1

1954-1961: Mini recessions in the world economy
and trausition in Central America

The period from 1954 to 1961 marked a turning point in both the world
and the regional economy. At the world level two recessions punctuated
the shakedown period between the end of the Korean War and a remark-
able fifteen-year period of sustained global economic growth. In Central
America a transition took place between the last phases of a product and
market diversification strategy and a new, more dynamic mixed strategy
involving the industrial sector and the regional common market.

An interesting paradox emerged in Central America between 1954
and 1961, In spite of sharply declining export prices and terms of trade,
the region kept pace with world economic growth because of a mix of
acreage expansion in existing products, traditional product diversitication,
productivity gains, and market diversification. For example, coffee finally
reached its maximum acreage in Central America with its emergence as
an important export product in tlonduras. The banana industry recovered
thanks to new productivity gains. Cotton production and productivity
increased substantiallv in Nicaragua and El Saivador and began to take
on importance in Guatemala. Sugar emerged as a new product in
Nicaragua. Finally, the region’s export market diversification surpassed

TaBLE 5.7 Output and Productivity Measures for Cotton Production
in Nicaragua, 1950-1985

Arca planted

{thousands of Bales per
Period manzanas) Bales harvested per manzana
1950-1953 23.9-60.6 22.3-101.0 0.93-1.6
1954-1961 123.6-107.3 203.4-245.2 1.6-2.2
1962-1973 134.1-239.3 319.2-657 .8 2.3-25
1974-1977 254.3-310.8 535.4-540.0 2.1-1.7
1978-1985 248.1-160.6 498.9-309.4 2.0-19

Noti: A manzana is 0.8] hectares. A ctandard bale weighs 430 pounds. Data are given for the first and
last year for each period
Sovkcr: Enrique Bolanos, Nicaraguan Cotton Grower’s Associabion, 1986,
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the previous high point reached in 1934 owing to the reincorporation of
European markets and entrance into the Japanese market.

1962-1973: Strong sustained world and
Central American economic growth

Between 1962 and 1973 Central America outperformed world annual GDP
growth by almost 1 percent. The world economy grew at an impressive
5 percent per year, while the region grew at 5.9 percent. Central America’s
strong performance was the result of stable terms of trade, highly
improved export prices, and a new mixed economic strategy, which
included continued traditional product and market diversification,
industrial import substitution, and a regional common market. Among
traditional products, sugar appeared as an important export not only in
Nicaragua, but also in Guatemala, El Salvador, and Costa Rica. Beef
exports became important in Honduras, Guatemala, Nicaragua, and Costa
Rica. Cotton and bananas continued their acreage expansion and
registered their highest productivity gains. Coffee held its own. In addi-
tion, the industrial sector grew at over 8 percent per vear. Exports to the
Central American common market as a percentage of total exports grew
from 4 to more than 16 percent by 1973. Finally, foreign aid and capital
transfers as a result of the Alliance for Progress program increased overall
investment in the region.

1974-1977: The first oil shock, world contraction, and recovery

The first oil shock caused a decline in world average GDP growth of 0.5
percent for the 19741975 period, followed by a recovery of 5 percent
annually for 1976-1977. The drop and recovery hid a massive process of
adjustment that would turn the terms of trade against Central America,
raise the costs of industrial goods, and help set off a severe contraction
between 1978 and 1983 at the global level and in the region.

Central America rode an astronomical acceleration in export prices
that hid a series of structural problems with its mixed strategy . The region
grew annually at almost 5 percent, more than 1 percent faster than the
world economy. Terms of trade continued to favor Central America.
Market diversification stagnated, however, industrial and agricultural
growth began to slow down, and the percentage share of exports sold
within the common market stabilized. There was some evidence that
industrial import substitution was reaching its limits. At the same time
the indexes of product diversification actually decreased. Cotton acreage
and productivity continued to improve but at a slightly declining rate,
and banana production leveled off along with productivity.
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1978-1985: Crisis and coutraction

The second round of oil price hikes brought an end to the stability of the
economic relationships that began to take shape after the Korean War,
The world experienced four consecutive years of declining growth and
did not begin to recover until 1983. Average growth of world GDP was
below the level of world population growth for the first time since 1944,
Although Central America had grown faster than the world on an annual
basis since 1944, this trend reversed itself in 1978. World recession
coincided with declining terms of trade, poor export prices resulting in
the end of the product life cycle for three of five main export products
(bananas, sugar, and cotton), the end of the easy phase of industrial
import substitution, and the breakdown of the regional common market.

Each of the traditional agricultural export products encountered
special problems. The transnational banana producers withdrew from
Costa Rica, Panama, and Nicaragua after labor and cost difficulties.
Banana production in Honduras continued but was threatened by more
efficient operations in Ecuador. Sugar prices plummeted, the victim of
overproduction and new product substitutes. Cotton prices increased
because of reduced denand for oil-based svnthetic fibers. Revolution and
a reorganization ot the productive process in Nicaragua as well as guerrilla
activity in El Salvador reduced overall acreage to less than half of 1977
levels. The industrial sector began to operate at less than 30 percent
capacity. Without foreign exchange to cover currency imbalances in
intraregional trade, the common market broke down,

Central America’s economic decline bottomed out with -2 percent
growth in 1982 and began a slow process of recovery in 1983 and 1984
with 0.6 and 1.4 percent growth annually. The recovery has been slower
than the world recovery in general.

The Dynamic Interactions between
Context and Economic Strategy

This brief review of economic trend periods since 1930 suggests that
although the Central American economies are highly sensitive to
fluctuations in the world economy, they are not prisoners whose future
is totally determined by that economy. Policies do matter in their GDP
growth and human development performance, as they do for countries
in the larger data set from Part I1. In fact, the Central American countries
demonstrated considerable resilience in the alteration of their economic
strategies to respond to changes in worid economie conditions. These
changes normally began to take place during economic crisis periods when
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experimentation with product, market, and sectoral diversification was
initiated. Table 5.8 groups the data from earlier tables into periods of
Central American outperformance and underperformance of the world
economy. The number of trend periods is too small for adequate statistical
analysis (four periods of outperformance, three periods of under-
performance, and one period of equal performance), but the discussion
that follows supports the thesis that the region is not a passive prisoner
of international forces.

Terms of trade and export prices

The impact of external factors on the Central American economies is
undeniable. Between 1930 and 1985 Central America’s terms of trade and
export price indexes improved in all four periods of outperformance
and deteriorated in two of the three underperformance periods (see
Table 5.4). Average improvement in terms of trade was sixteen points
per outperformance period, and average deterioration in periods of

TaBLE 5.8 Differences in Central American Key Economic Variables
in Periods of Underperformance and Outperformance of the
World Economy, 1930-1984

Periods of Periods of

Variable underperformance outperformance
Number of periods 3 4
Terms of trade (average change

per period) - 15 +16
Export prices (average change

in index per period) -36 +53
Export product diversification

index (average per period) 27 35
Export market diversification

index (average per period) 43 45
Export participation in Central

American common market (%) 4 11
Industrial growth (average %

per period) ~-13 7
Agricultural growth (average %

per period) 2.1 4
Cotton productivity (average

bales per manzana per period) 1.9 1.7
Banana productivity (average

boves per hectare per period) 1,503 1,498

Sutkers 'repared by INCAE trom Fxhibits 5, 6, and 9 of Mare Lindenberg, Central America: Crisis amd
Lconomie Stratequ 1930-85. Lessons prom istory (San José: Central American Institute of Business

Administration (INCAF), 1986)
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underperformance was fifteen points. Average improvement in the export
price index was fifty-three points per outperformance period, and average
deterioration was thirty-six points in underperformance periods.

The dangers of the high-risk, high-pavotf strategy of export
monoculture (few products and few markets) in Central America are
highlighted by its sensitivity to fluctuations in export prices and terms
of trade. On the one hand, even while the world economy was in
contraction owing to the post-World War I slump, the region grew at
8 percent between 1944 and 1949 thanks to the pent-up demand for
commodities, the sudden access to shipping, and the lifting of price
controls. This growth occurred even though its only major export products
were coffee and bananas, almost 75 percent of which went to the United
States. On the other hand, falling prices and negative terms of trade with
the same monoculture strategy contributed to severe Central American
underperformance of the world economy during the Great Depression
(1930-1939) and World War 11 (1939-1945), even though the industrial
economies were growing rapidly during the latter period.

Product and market diversification

It appears that product and market diversification should have provided
small, open export cconomies with protection against fluctuations in the
world economy. As Part 11 of this book showed, product diversification
mattered in Central America between 1930 and 1984, but market
diversification did not. The export product diversification index averaged
35 in outperformance periods and 27 during periods of underperfor-
mance. In 1954-1961 product diversification through the introduction of
cotton and sugar helped counteract poor export prices and deteriorating
terms of trade. From 1962 to 1978 additional product diversification, with
the inclusion ot beef, cotton, and sugar, helped keep the region growing
much more rapidly than the world economy.

Market diversification did not seem to have any relationship to Central
America’s out- or underperformance of the world economy. The market
diversification index averaged 43 and 45 for periods of under- and
outperformance. Changes in the market diversification index scemed to
reswat more from the onset and aftermath of World War Il than from any
other factor. For example, in 1930 the index was at 35. 1t dropped to 22
during the war and then rose continuously between 1944 and 1978,

Productivity, product life cycle, and outperformance

While we might have expected productivity levels for Central America’s
export products to be higher when the region outperformed the world
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economy than when it underperformed, this was not the case; individual
product life cycles did not coincide with overall economic trends. For
example, of the three new traditional agricultural export products
introduced between 1930 and 1984, cotton, beet, and sugar, two took hold
during a period of Central American outperformance of the world
economy, 1950-1953, and one in a period with two world recessions,
1954-1961. In spite of the apparent lack of a general relationship between
productivity of export production and the region’s  economic
outpertormance of the world economy, when productivity gains coincided
with market and product diversification and good terms of trade and
prices, as they did in 1962-1978, thev contributed to the region’s
outperformance of the world economy.

Mixed strategies

The keys to a mixed strategy were to diversity products and markets and
to seek additional sources of growth and emplovment. In Central America
these sources were industrial import substitution and the regional
common market.

Since agriculture, industry, and the common markel were to be kev
internal catalysts for growth, it would be logical to expect higher growth
rates in outpertormance periods than in underperformance periods. This
is in fact the case. Industry averaged 8 and 5 percent growth in 1962-1973
and 1974-1978, respectively, and agriculture averaged 5.3 and 2.8 percent,

Finallv, the average percentage of total exports to the Central
American common market was higher in periods of outperformance than
in periods of underperformance. There appear to have been three trends
in the behavior of intraregional trade since 1930, First, between 1930 and
1943 exports to the regional market were less than 2 percent of total
exports. Second, from 1944 to 1961 the percentage of evports to the
regional market increased to around 5 percent, probably because of the
need to seek new markets during and after World War 1 Third, between
1961 and 1985 exports to the newly formed common market grew to 19
percent of total exports.

A Review of Central American Economic Strategies

External shocks, then, were a kev threat to sustained economic growth
and employment in small, open, export economies like those in Central
America. The fundamental policy challenge for the region was to find
economic strategies that reduced the threat and provided more stable
payoffs at lower levels of risk.
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Since 1930 Central America has tried three economic strategies:
(1) monoculture export agriculture, (2) product and market diversifi-
cation, and (3) the mixed strategy. Each strategy had a different risk
level and payoff potential (sce Figure 5.4 for a classification of strategies
and time periods by risk and payoff potential). In the matrix the arrows
that connect the strategies to each other show the order in which each
wes tried historically.

Export monoculture

The first strategy, export monoculture (1930-1933, 1934-1943, and
1944-1949), was a high-risk strategy with an extremely variable pay-
off. When it went well owing to favorable world prices and terms of
trade such as in 1944-1949, growth rates were phenomenal and the
region outperformed the world economy. When international export
prices were poor, however, and terms of trade moved against the
region, as during 1930-1934 and 1935-1943 (particularly from 1939 to
1943), the region suffered severe recessions and underperformed the
world economy.

Traditional agricultural product and market diversification

The second strategy, traditional agricultural product and market
diversification (1950-1953 and 1954-1961), helped to reduce the risk due
to external factors at the cost of slightly lower payoffs in GDP growth.
The addition of new traditional products like beef, cotton, and sugar and
the opening of European and Asian markets helped to diversity risk levels
ard reduce variability. In the 1954-1961 period the product and market
diversification strategy helped to counterbalance sharply deteriorating
export prices and terms of trade.

The mixed strategy: Product, market,
and sectoral diversification

The third strategy, the mixed strategy (1961-1973 and 1974-1978),
provided maximum diversification and solid payoffs with relatively low
risk. The Central American countries continued to diversify their products
and markets in the area of traditional agricultural exports and identified
new strategies for the internal and regional market such as industrial
import substitution. The mixed strategy provided the most protection
to the region and the most consistent positive rates of growth of any period
since the Great Depression.
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The crisis of 1979-1982: Return to a few
traditional agricultural products

Beginning in 1979 the region resumed its reliance on a few traditional
agricultural products because of problems with world oversupply of sugar,
difficulties in the banana and cotton industries, and the collapse of
industrial import substitution and the regional common market. It must
now find a way to readjust to new conditions in the world economy.

Conclusion

Central America’s economic performance was more strongly influenced
by external constraints than we might have predicted based on the global
analysis in Part II of this book. Yet this tiny region was not as trapped
by the constraints imposed by world economic cycles as the carly
dependency theorists might have suggested. Certainly external factors
likes terms of trade and prices for traditional export products helped shape
the parameters within which the Central American economies performed.
But within these parameters national policy makers and producers
experimented with different economic strategies to mitigate the worst
effects of external shocks. The most successful strategy, a mixed strategy
(1961-1987), relied on highly diverse products, markets, and sectors.

Viewing one region in greater depth provided a clearer picture of the
complex interactions between context and policies that were invisible at
the level of aggregation used in Part 11, The region’s economic perfor-
mance data, however, left some additional paradoxes. For example, while
all the Central American nations grew at above the developing-country
average between 1965 and 1987 and did so using similar economic
strategies, there were substantial differences in their human development
performance. To help explain this paradox, [ will look more closely at
how political instability, regime type, and governance structures affected
human development performance in Central America.



Regime Type, Political Instability,
and Human Development
in Central America

High political instability and low levels of political and civil rights turneu
out to be important signposts along the road to low human development
performance in the global analysis presented earlier.

If the global conclusions about the negative impact of political
instability on human development are valid for regions, then the Central
American nations should be poor human development performers. Since
1930 more than half of the region’s 126 presidents have been removed
from office through coups. The average length of a presidential term of
office has been less than 2.6 vears. Central Americans who turned sixty
in 1990 have lived through at least two extremely violent revolutionary
periods, 1930-1934 (Nicaragua and El Salvador) and 1978-1985 (Nicaragua,
El Salvador, and Guatemala). They have been witnesses to small wars
with their neighbors, like the soccer war between Honduras and El
Salvador in 1969, countless border disputes, invasions, and foreign
interventions. They have spent 20 percent of their lives under state of
emergency legislation that suspended bazic civil rights and 40 percent
of the time under military rule.

Yet in spite of high levels of political instability, the region has two
high human development performers, Costa Rica and PPanama; three
medium performers, Guatemala, Honduras, and Nicaragua; and just one
poor performer, El Salvador. Ironically, the two high performers have
the lowest (Costa Rica) as well as the highest (Panama) levels of
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nonprogrammed changes of presidents in the region. Does this mean that
other economic and social policies may be sufficiently strong to overcome
contextual problems like political instability?

This chapter will look more closely at the role of context and policies
in accelerating or inhibiting waves f political instability. It will also
document how political instability affected Central American governance
structures as well as their human development policies and performance.
Finally, it will subject the global conclusions to more focused scrutiny in
one region,

The Underpinnings of Central American Political Instability

In the previous chapter I referred to the extensive literature about the
impact of international forces on economic performance in the developing
world.! Some observers have focused on the effects of these same ferces
on developing countries” internal political dynamics. On the one hand,
theorists ot neo-imperialism argue that international capital imposes
externally rooted class structures on developing countries to maintain
social control of the population and extract surplus.? They contend that
this dependent relationship not only inhibits local capital formation, but
also heightens political instability as an increasingly impoverished popula-
tion challenges the dominance of local elites subservient to foreign interests.
In contrast, modernization theorists argue that political instability in develop-
ing countries is not the result of economic dependence, but rather the
consequence of the modernization process itselt * They assert that develop-
ment triggers instability as the population’s demands grow more rapidly
than the capacity of political and cconomic institutions to meet them.

Latin American scholars have provided substantial contributions to
this debate.* For example, the early works of Paul Baran and Andre
Gunder Frank established the foundations of Latin American dependency
theory with their discussion of ““metropolis-satellite” relationships.s
Fernando Henrique Cardoso and Enzo Faletto, as well as Bill Warren,
reformulated the dependercy argument in the 1970s to make it more
consistent with a Latin Amwerica where domestic investment, industrial
output, and national income actually increased.® They argued that in spite
of growth and capital accumulation, the Latin American nations were still
dependent because they had to import technology and capital goods and
that local political instability was still triggered by contradictions in the
international economy that pitted local elites aligned with foreigners
against other clements of the local ¢class structure.

Even though many prominent students of Latin America did not
subscribe to dependency theory, they still assigned an important role to
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international forces in triggering political instability.” For example,
Guillermo O’Donnell argued that the end of the stage of casy import
substitution helped produce economic stagnation, a breakdown of
alliances between governments and populist groups, increased social
discontent, and political instability ® New alliances among the military,
technocrats, and a iransnationalized bourgeoisie, created to maintain
social control, resulted in the emergence of the ““bureaucratic authoritarian
state.”” The work of David Becker, Jeff Frieden, Savre Schatz, and Richard
Sklar on post imperialism rejected dependency theory but focused on
the vital role of multinational capital in the formation of Latin American
class structure.”

Paradoxically, the small Central American countries, relegated to the
footnotes of most theoretical discussions, provide the most fertile testing
ground for such theories.! By the normal measures presented in
the last chapter, they should be among the most dependent in Latin
America and the developing world. Thev were small, highly open, and
susceptible to external shocks, and although they made strategic
adjustments to such forces, these adjustments were accompanied by
short-term political instability.

The key role of external economic shocks

By juxtaposing clements from the existing Marxist and non-Marxist
literature with empirical analysis, I will extend the analysis of the thesis
introduced in Chapter 5 that because the Central American economies
are so small and highly open, a world economic downturn helps to trigger
a cycle of internal destabilizing forces." These internal forees, always
latent, but ever present owing to continued population growth, high
unemployment, and social inequities, would accelerate Auring periods
of economic crisis. During such periods the region’s levels of living would
detericrate further. Discontent would grow.” Governments would lose
the political resources to maintain control, and political instability would
increase. Military governments would appear and disappear through
coups and countercoups until a stable military coalition would intervene,
usually with repressive measures to gain control.™

One might have expected that such a stable military coalition would
have emerged during the last phases of the economic crisis of the 1930s
and the beginnings of world and Central American economic recovery.
It would have presided over a reordering of the Central American
economic strategy and reestablishment of the same dominant social
coalitions although different individuals would govern. These periods of
relatively stable military rule would continue until the next world
economic crisis set off a new spiral of political collapse. '
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Other determinants of political instability

Althouy.. wve might expect the classic crisis and military rule cycles to
take place in the way just described, a number of factors might make
political erisis more or less intense. For example, political instability might
be less acute in crisis periods when the Central American economy was
outperforming the world cconomy, or when there was more product,
market, or sectoral diversification. Second, the influence of external
political actors might cither moderate or accentuate eveles of political
instability. For example, it might be argued that in the World War I period
the U.S. administration found supporting loval military governments in
Central America against Germany and Japan more important than the
undemocratic inclinations of those governments.'® It this were true it
would have been casier for military rulers in the region to consolidate
their power in spite of the cconomic downturns of the late 1930s. Third,
Nicaragua, I Salvador, and Guatemala have generally experienced more
violence and severe political instability in times of crisis than their
neighbors Costa Rica, Honduras, and Panama. It is possible that the
countries whose populations are denser or more ethnically diverse had
higher levels of instability in times of crisis than those countries with less
density or ethnic diversity." It may be that in countries with higher
pupulatmn density, like El Salvador and Guatemala, people have less
chance to go back to subsistence agriculture when there is 1 world
economic downturn. They must relv more heavily on their wages from
coffee, sugar, and exports. With family survival more threatened bv werld
economic cyeles and without the option of subsistence agriculture, their
discontent levels might be higher than in countries like Honduras, where
there is more access to land for subsistence. Another possibility is that
ethnic tensions explode more readily when there is a crisis. '™ If this were
true, then crisis would be more violent in Guatemala, Panama, and El
Salvador than, for example, in Costa Rica or Honduras. Fourth, it is
possible that differences in colonial settleraent patterns might have
determined the level of equity in some countries (higher in Costa Rica
and lower in Guatemala and El Salvador), as well as the type o regime
(authoritarian or democratic) that emerged by 1930, Some students of the
region believe that the differences in initial colonial settiement patterns
explain more about differences in levels of political instability than many
other factors.™ Finally, differences in income distribution and I.\nd]mldm;1
patterns might be important as well.** One might expect more social
discontent in countries with more unequal income  distribution or
landholding patterns.

The analysis that follows covers three arcas. First, it develops
definitions and describes how data were collected. Second, it reports the
findings. Finally, it imiates the discussion of the effects of political
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instability on governance structures and human development
performance that will continue in the following chapter.

Definitions and Data Collection Methods

To examine the dynamics of economic crisis and political instability in
Central America, 1 will use the information about world and Central
American economic cycles provided in Chapter 5, along with new data
about (1) Central American leadership instability, (2) regime instability,
(3) repression, (4) social discontent, (5) political mstablht_\', (6) populntmn
density, (7) ethnic populations, and (8) urbanization.

Leadership instability is defined as the president’s inability to maintain
him- or herself in office for the duration ot the pre-established term.?!
Leadership instability was measured by examining the official records in
each country to determine the percentage of nonprogrammed changes
of presidents per year (for example, coups, resignations, and
assassinations) out of total changes per vear and average number of
changes of presidents per vear. Leadership instability was distinguished
from government and regime instability.

Political repression is defined as a process in which a government
limits its people’s rights of life, free expression, and association through
the use of legal as well as extralegal procedures. The two measures of
repression used in this study are the number of davs in which
constitutional guarantees were suspended per country per vear and an
index of the number of repressive measures per vear that appeared in
the official government publications called Guzettas. **

Social discontent is defined as the overt manifestation of disagreement
by different population sectors with the actions and policies of the
government. Examples of such  disagreement might be  strikes,
demonstrations, protest marches, written manifestos, skirmishes, combat
incidents, and assassinations. Unfortunately, there are no systematic
records of social discontent in Central America since 1930, For this reason,
Iused content analysis of a sample from the major dailv newspaper in
each country between 1930 and 1987 to determine the frequency, intensity,
and origin of discontent in different time periods.?* The sample was drawn
in the following way. First, a major newspaper in each country whose
records were available for the study period was identified. Second, for
cach country researchers did content analysis of that newspaper for two
randomly selected days of every week from 1930 through 1983, based on
the procedures described in note 23.

Economic periods  accompanied by Central American  political
instability were defined as those with In;.,hur than average levels of social
discontent, repression, and leadership instability. High levels of
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leadership instability might certamly contribute to overall political
instability owing to the lack of policy continuity in a government whose
president might be changed as frequently as once every eleven months,

This chapter uses data already collected by official sources in each
country on population density (inhabitants per square kilometer), the ratio
of ethnic group population to total population, and the ratio of urban to
total population.®

Economic Cycles and Political Instability

World economic cycles and Central
American leadership instability

The data support the hypothesis that a world economice crisis helps set
off cycles of lcndcrs‘hip instability in Central America. Periods of world
economic ¢risis are accompanied by higher levels of leadership instability
in Central America than periods of economic growth (see Table 6.1).
Under normal circumstances, with six counries and a scheduled
presidential clection every four years, one couid expect about 1.5
presidential elections per vear in Central America. The average number
of changes of presidents per vear in the region during the five world
economic crisis periods is 2.6, and for the four periods of world economic
growth it is 1.6, The average share of nonprogrammed changes due to
coups and resignations during world cconomic crisis periods is 57.3
percent, and for periods of world economic growth it is 30.3 percent.
'residents with a militorv background ruled regardless of shether there
was an economic crisis (39 percent) or economic growth (40.9 percent).

Although in 1986-1988 the region experienced its first period of
demacratic opening since 1930, it is useful to separate the three periods
of economic growth with military rule from the 1986-1988 period of
democratic rule. While the average number of changes of presidents per
year is not much different between democratic rule {1.3) and military rule
(1.6), there are substantial differences in the percentage of
nonprogrammed changes during democratic rule (25 percent) and military
rule (37.5 percent). Finally, although military officers could have run for
president in the 1986-1988 period, as they have in other periods, they
did not do so, and as a result the percentage of military presidents during
the brief period of democratic rule is 0, whereas it is 45 percent during
periods of military rule.

There are even greater differences when | make three divisions in
the data: economic erisis, economic growth with military rule, and
economic growth with democratic rule. Crisis periods have the most
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TABLE 6.1 World Economic Cyeles and Central American Political
Instability, 1930-1988

Average number Share of
Number ot changes of nonprogrammed Share of military
of vears presidents changes of presidents  presidents in total

Period in period per vear! in total u‘h.\ngvsb (Vo) presidentst (%)
World economic crisis!

1930-1934 5 32 a3 43.8

19441949 o 3.0 06.7 333

1954~ [Y61 8 2o 0b.7 42.9

19741977 4 1.5 333 R3.3

1978- 1985 8 2.8 63.6 27.3

Summary 6.7 2.6 57.3 9.0
World cconomic growth with military rule in Central America®

19351943 9 1.3 117 133

1930- 1933 4 1.3 16.7 66.7

1962-1973 12 1.8 0.9 45.5

Summary v.3 1.6 375 45.0
World economic growth with democratic rule in Central America?

1U86- 198H 3 1.3 2.0 0.0

Summary 3 1.3 3.0 0.0
Total periods of world economic growth? imilitary and democratic rule)

Summary 7 16 3n.3 0.4

A Denved by analvars ot the otical country recornds o the length of term ot ecach Central American
president between 1930 and 1985 and the changes of prestdents dunny, each ccononie period.

b Nonprogrammed changes are changes that took plice tor reasons other than a scheduled electon,
suchoas a coup

¢ Based onthe ottiaal sting o the protessional background of each president

d Feonomie penods are detined based on Marc Lindenberg, ©Central Amenica Cnses and Eoonome
Strategyv 193083 Lessons trom History, * fowrad of Deselepory Areas 22 noo 2 (January 1988)

Sotkve o Author

changes in presidents per year, the highest percentage of nonprogrammed
changes, but an intermediate number of nuiitary presidents. Growth
periods with milite ry rule have an intermediate percentage of changes
of presidents per year and nonprogrammed changes but the highest
pereentage of military presidents. The democratic period clearly offers
the most political stability, with the smallest number of changes of
presidents per vear, the smallest share of nonprogrammed changes, and
no military presidents.

Central American economic cycles and leadership instability

The data on Central American economic cyeles also support the thesis
that once economic crisis periods begin within the region they are
accompanied by higher levels of leadership instability than are periods
of economic growth (see Table 6.2). In the four periods of loeal economic
crisis the average number of changes of presidents in the region per year
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TABLE 6.2 Central American Economic Cycles and Political Instability,

1930-1988
Average number Share of
Number of changes of nonprogrammed Share of military
of years presidents changes of presidents  presidents in total

Period in period per vear! in total changes® (%) presidentst (%)
Economic crisis*

1930-1934 5 32 313 13.7

1935-1943 Y 1.3 1.7 33

1954-1961 8 2.6 66.7 2.9

1978-1985 8 2.8 63.6 273

Summary 7.5 24 535 36.0
Economic growth with military ruled

1944- 1949 6 3.0 72.2 333

1950-1933 4 1.5 16.7 06.7

1962-1973 12 1.8 0.9 15.5

1974-1977 4 1.5 333 83.3

Summary 0.5 2.0 48.1 48.1
Economic growth with democratic rule!

1986- 1988 3 1.3 2B.0 0.0

Summary 3 1.3 25.0 0.0
Total periods of Central American economic ;;m\\'th" (military and democratic rule)

Summary 5.8 1.9 5.4 130

a. Denved by analysis of the ottical country record ot the iength of term ot each Central Amenican
president between 1930 and 1988 and the changes of presidents durmy each economie period

b. Nonprogrammed changes were changes that took place tor reasons other than a scheduled election,
such as a coup.

¢. Based on the otticial listing ot the protessional background ot each president.

d. Economic pertods are detined based on Marc Lindenbery, Central Amerca €osis and Foononie
Strategy 1930-83. Lessons trom bhstory 7 fowoad of Decetopie Areas 22 no 2 (lanuary 1988),
Sotrer: Author.

is 2.4, the share of nonprogrammed changes is 53.5 percent, and the share
of military presidents is 36 percent. In contrast, in the five periods of
Central American economic growth, the average number of changes
of presidents in the region per year is 1.9, the share of nonpro-
grammed changes is 45.4 percent and the share of military presidents
is 43.6 percent.

Different types of regimes also correspond with substantial differences
in leadership stability. Instability was generally lowest in periods of
Central American economic growth with demuocratic rule, higher in periods
of growth with military rule, and highest in economic crisis periods 2

Social discontent

Although the number of periods is too small for accurate statistical testing,
economic crisis periods appear to be accompanied by more violent expres-
sions of social discontent than nonerisis periods (see Table 6.3).27 The
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TaBLE 6.3 Central American Economic Cycles, Social Discontent, and
Repression, 1930-1986

Violent incidents  Rural incidents

as a Yo of as a % of Days of suspended  Number of repressive
total reported total reported  guarantees per year measures per vear

Period inadents? maidents® per country per country!
Economic crisis*

1930-1934 29 106 114 0.9

1935- 1943 I8 303 88 0.6

1954~ 1961 29 27 19 0.8

19781985 o3 319 124 1.5

Average 3k2 41.2 93.7 0.95
Economic growth with military rule®

1944- 1949 3 340 130 1.3

1950- 1933 15 M3 3 0.6

19621973 n KRN 12 0.4

1974 (977 KX 5.9 57 0.6

Average v RE 50.5 0.72

Not Data on types and orgins ot madents ot soaal discontent come from a 28 percent sample of
Central Amencan newspapers trom 9% 1o 1980 The new spapers are FI Cromsta, La Epoca. Diario
Comeraal LE D L Preble. and Ta Prevsa m Honduras, 11D Ta Drensa Gratwa, and Il Drarto de Hoy
i bEsalvador P mparcal and Ta Presisa Dibre in Guatemala H Diaro and L Nacion in Costa Rica; £1
Controameniano La Prensa Ta Notiow and D Nuevo Datrio i Na aragua

Davs ot suspended cvil puarantees were computed through anabysis of each country s official
povernment azette from 19306 1985 by timding the date of the titiation o legislation to begin as well
as end g punml ol suspenston ob guarantees
a Niolent reported madents were antides that reported acts of tertorsme or armed controntations
Nonviolent medents were <tithes and demonstrations
b Inadents were cassitied as 1ural urban or national 1 otigin
¢ Dave ot suspension were recorded by wsing the starting and endmg day and vear ot vmergency decrees
d Examples of tepressive measures sere censorship bives vutlowanyg proups contiscations, and jailings
of pohitical prisoners
¢ Feonnmic pertods are detined based on Mare | indenbery, Central Amernica Crms and Economic
Strategy 193085 Tessons trom History  Jonenad of Deseloprrg Areas 22 no 2 tlanuary 1988).
Sotker Autho

average number of violent expressions of discontent in relation to total
reported incidents of social discontent was 35.2 percent in crisis periods
and 25.7 percent in noncrisis periods. Rural violence tended to rise in
crisis periods as well. It averaged 41.2 percent of reported incidents in
crisis periods, as opposed to 34.8 percent in noncrisis periods. Rural
violence usually had its origins in conflicts in the banana plantations,
disputes over land, or armed confrontations between the government
and guerrillas,

Repression

Central American governments have resorted to repressive measures
more frequently during economic crisis periods than during periods of
economic growth and expansion. Table 6.3 also shows that the average
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number of days in which civil guarantees were suspended per country
per vear during crisis periods was almost double (93.7 davs) that of periods
of economic expansion (50.5 days). One possible explanation is that once
a new military regime consolidated itself and new economic expansion
took place, social discontent was reduced, making repression less neces-
sary for regime maintenance. In contrast, during times ot economic collapse,
social discontent and political instability might have been accentuated until
some new faction of the military .stcppod in and began a process of
restoring order that included suspension of guarantees and repression,

Cycles of econoniic crisis, discontent, and repression

Table 6.4 sheds light on the wav cveles of economic crisis, social
discontent, and repression function. It appears that even though less
violent discontent and repression generally took place in periods of
cconomic growth than in crisis periods, both violent social discontent and
repressive measures did occur in growth periods but were more frequent
in the second halt of those periods. One explanation is that toward the
end of a cvele of stable economic growth, violent expressions of social
discontent begin to build, forcing the government to resort to repression
to maintain itselt, until it is tinaliy toppled.

At the beginning of the crisis periods, instability became even greater
as manifested by continued high ievels of violent social discontent
(see Table 6.4). While repressive measures were used widely in crisis
periods, they were in fact used less strongly in the first half of crisis
periods than in the second halt. A possible explanation might be that
in the first part of the crisis period high levels of leadership rotation do
not leave governments in power long enough to implement their control
measures successfully.

Violent expressions of discontent appeared to drop in the second
half of crisis periods, while repressive measures appeared to rise (see
Table 6.4). This increase in repression appears to coincide with govern-
ment consolidation, which helps set the base for the new economic growth
cvcle with a new strategy, a more stable coalition, and less need to
suspend guarantees, at least during the tirst half of the next growth cycle.

A detailed cxample of how cycles worked

To get a clearer picture of how the cycles of discontent and repression
worked, fet us look at cach of the economic periods identified.

1930-1934 Between 1930 and 1934, a period of world and Central
American economic crisis, social discontent was quite violent and more
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TaLe 6.4 Central American Cvcles of Political Instability, Social Discontent, and Repression, 1930-1986

Discontent Repression
Average changes of % nonprogrammcd First half Second half First half Second half
Period presidents per vear to total changes of period of period of period of period
Economic crisis®
1930-1934 32 313 High Low Low High
1935-1943 1.3 41.7 High Low Low High
1954-1961 2.6 66.7 High Low High Low
1978-1985 2.8 63.6 High Low Low High
Average 2. 53.5 High Low Low High
Economic growth with military rule*
1944-1949 3.0 72.2 Low High Equal Equal
1950-1953 1.5 16.7 Low High Low High
1962-1973 1.8 10.9 Low High Equal Equal
1974-1977 1.5 33.3 Low High Low High
Average 2.0 18.1 Low High Low-equal High/equal

Netr Data on tvpes and ongins ot incidents of social discontent come trom a 28 percent sample of Central American newspag ers from 1930 to 1986, The newspapers
are Li Cronestas La Epoca, Do Comercaal. Bl Dia, EFl Pueble, and La Prensd o tonduras, Il D La Prensa Gratia, and Ef Dreono de Howin B Salvadors Ef Imparcial
and L Prense Librein Guatemala, £ Diarie and La Naceon in Costa Rica; K Controamercano, La Prensa, La Noticia, and £ uere Diano in Nicaragua.

Davs ot suspended avil guarantees were computed through analvas of cach countny's oftictal povernment gazette froey 1930 to 1985 by finding the date of
the mtiation ot legistation to bexin as well as end a period ot Suspension ot guarantees
a Denved trom ottiaal country records ot the length of term of cach Central American president between 1930 and 1987 & nd the changes of presidents durning
cach economic period
b. Nonprogrammed changes were changes that took place for reasons other than a scheduled election, such as a coup death in othice, or resignation.
¢. Each period was divided into two subperiods of equal fength and the number ot reported violent inadents trom the 25 pe.s ent content analyvsis survey of Central
Amencan newspapers was regrouped by the subpenods The subperiod with more incidents was marked high and the other Iow . In some cases the number was equal.
d. Each pentod was divided into two subperiods of equal fength and number of davs of suspended guarantees trom the eview of official povernment gazettes
between 1930 and 1983 was regrouped by the subperiods. The subperiod with more incidents was marked high and the other low . In some cases the number was equal.
e. Economic periods are defined based on Mare Lindenberg, “*Central America: Crisis and Economic Strategy 1930-85, Less vas from History, ™ Jourmal of Developing
Areas 22, no. 2 (January 1988).
Sourer: Author.
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rural in its origins than in most other periods (sce Tables 6.3 and 6.4).
Violent discontent was particularly high at the beginning of the period.
For example, in Nicaragua the government and the U.S. Marines battled
Augusto Cesar Sandino, who refused to give up his arms after a peace
agreement was negotiated between warring Liberals and Conservatives.
In Honduras advocates of the National and Liberal parties fought for the
presidency, and strikes took place in the banana plantation areas.
In El Salvador in 1932 the troops of General Maximiliano Herndndez
Martinez are reported to have Killed more than 10,000 Salvadoran peasants
after an uprising led by Farabundo Marti.

Many governments suspended all civil guarantees, particularly in the
second half of this period, as part of their struggle against rural-based
insurgencies and their attempts to cleanse the national universities of what
were perceived to be radical elements. For example, El Salvador lived
under martial law for almost four of the five years of the period (see
Table 6.5). In 1930 meetings of “communist-inspired groups” were banned
entirely?* The government fought to purge communist influence from the
university, which it saw as a tocal point tor svmpathy as well as the base
for leadership of the peasant uprisings. In 1932 it dissolved the university
governance statutes and appointed a subsecretary of public instruction
to ensure public order in the university. Possession of communist literature
became a crime. A nationwide svstem of mandatory identity cards for
citizens was established, and the police were reorganized.

Nicaragua relied on the simple suspension of civil guarantees in its
various departments, and occasionally on a national level, rather than
on press censorship or other measures. ™ A state of siege was declared
in parts of Honduras for almost halt of this period in Jaaro, Colon, Cortés,
and  Atlintida.? In December 1932 a special decree prohibited
communication and passage to the Port of Amapala where an uprising
touk place. By the end of 1934, three military dictators emerged: Generals
Hernandez Martinez in EI Salvador, Ubico in Guatemala, and Carias
Andino in Honduras. Joined in 1936 by General Anastasio Somoza Gareia
of Nicaragua, these military officers would rule their countries until the
end of World War 1.

1935-1944 By the beginning of the next period, 1935-1944, the new
military regimes had consolidated themselves and contained the region’s
revolutionary impulses. The level of violent expressions of social
discontent dropped from 29 percent in the previous period to 18 percent
(see Table 6.3). Overt levels of repression dropped substantially until
1940 when all of the countries reinstated state of siege legislation in
response to World War 1. Typical of this period were declarations of
war against Germany, Japan, and Italy;® prohibition of the sale and



TABLE 6.5  Central American Political Instability by Country, 1930-1985

Total vears of

suspended

suarantees Average length of % of nonprogrammed % of violent
Country Years: Yo presidential term?® changes of presidents® social discontent
Panama n.a. n.a. 2.11 64 n.a.
El Salvador 20.1 36 2,57 57 48
Nicaragua 16.8 30 3.11 33 31
Guatemala 7.7 14 2.81 57 39
Honduras 7.6 13 3.11 47 27
Costa Rica 1.5 3 3.69 6 16
Central American average 10.7 19 2.81 50 33

noa not avaable

a0 Dave o suspended guarantees were computed through analvsis ot cach tountry's otticaal government gazette trom 1930 to 1983 by tindiny the date of the
imtiatien ot dewslation to beem as well as end the period

b Length ot prestidentol terms and programmed and nenprogrammed changes come trom othicial country records

¢ Percentage of vielent sodal discontent data come trom the 28 percent sample of the regon’s newspapers an 1930- 1985 by Mare Lindenbery and Maria
lndqum.z Larrasz de Quant
SoiRci . Author
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possession of arms by private individuals;* the confiscation of property
of German, Japanese, and lItalian citizens;* and the seizure of
communications systems.*

1944-1949  Between 1944 and 1949 social discontent held in check by
wartime measures reemerged strongly as new, urban-based groups
struggled for wage and salary increases not possible during the war. They
also fought to bring down three of the region’s military strongmen. U.S.
foreign policy favored this brief democratic opening in the euphoria of
anticolonial spirit that emerged at the end of World War I1. As state of
siege measures were lifted, urban-based groups began to exercise their
right to organize. Urban discontent rose to 67 percent of all reported
incidents and did not drop substantially again until 1978. In Guatemala
urban groups like teachers and new unions were particularly active.

Measures of repression were high for the period. Wartime restrictions
dominated the early years. Repression remained high in the latter part
of the 1940s, however, as new military and civilian factions struggled first
to wrest control from Ubico, Herndndez, and Carias Andino and then
quarreled among themselves. The Costa Rican revolution of 1948 was one
of the few times when that country had emergency legislation and
suspended civil guarantees. Typical measures during the 194-1949 period
included scizure of the properties and dismissal of public employees
connected with previous dictatorial regimes; ™ nationalization of public
utilities, banks, and insurance companies;* and temporary suspension
of radio station licenses. ™

The 1944-1949 period represents the beginning of the only attempt
at democratic opening until 1986, In Guatemala Juan José Arevalo
successfully completed his six-year term as a civilian president and passed
the presidency to General Jacobo Arbenz through what was generally
judged to be an election without fraud. In Panama longtime candidate
Anulfo Arias took the presidency after the death in office of the incum-
bent, and in Costa Rica the revolutionary junta sponsored an electoral
process that resulted in a return to civilian rule under Utillio Ulate. By
1949, however, new military leaders emerged in El Salvador (Osorio) and
Honduras (Galvez), while in Nicaragua General Anastasio Somoza
maintained his control through a carefully “managed”” electoral process.

1950-1953  The 1950-1953 period was one of cconomic growth for both
Central America and the world, and it was a quict one by Central
American political standards. The four militarv leaders and two civilians
who emerged from the previous crisis period attempted to consolidate
their governments. Violent expressions of social discontent were at an
all-time low for the region (15 percent). Only one president, Anulfo Arias
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of Panama, was removed through a coup ¢’état. The only country with
a state of siege briefly in place was El Salvador. Toward the end of the
period, however, both discontent and repressive measures began to rise
(see Table 6.5). For example, in Guatemala both landowners and the U.S.-
based United Fruit Company became increasingly preoccupied with what
they perceived to be ““socialist”” policies of President Jacobo Arbene.

1954-1961  The period from 1954 to 1961 was one of both world and
Central American economic crisis and high levels of Central American
political instability. Incidents of violent discontent rose from 15 percent
in 1950-1933 to 29 percent in this period. The region averaged 2.6 presi-
dential changes per year, and 66 percent were by coup d'état. The Central
American economic strategy collapsed with the depressed banana and
coffee industries, and by 1961 there was discussion of a new strategy based
on product and market diversification and a regional common market.

The Cuban Revolution, which took place in 1959, had a profound
impact on the region and on U.S. forcign policy. The United States
initiated the Alliance for Progress in an effort to stimulate Eatin American
cconomies and to provide a non-Marxist option. In Central America the
period was accompanied by the installation of new military governments.
The most prominent reversal took place in Guatemala where a coup
supported by the U.S. Central Intelligence Agenev (CIA) forced President
Jacobo Arbenz from power. At the same time leadership changed hands
through coups almost every other vear in Honduras and El Salvador,
Costa Rica repelled an invasion of the Calderonistas launched from
Nicaragua. Worker discontent in the Costa Rican, Honduran, and
Guatemalan banana plantations was high, and urban discontent grew
as well. The country with the most davs of civil guarantees suspended
was Honduras. Typical legislation included outlawing the Communist
party,* strengthening the military, " and controlling strikers in the banana
plantations.*! In Guatemala the new military government reversed the
slide to the left that had taken place during the Arbenz period.#? For
example, legislation abolished workers’ and farmers’ organizations,
returned land to those who had lost it during land reform, closed
progressive nc Lpapers, and prohibited trade with socialist countries.
The period ended with the beginning world and Central American
economic recovery and the consolidation of largely new military leaders.

1962-1973  The years 1962-1973 were characterized by the most rapid
economic growth and greatest political stability ot the sisty-year period
of this study. The world economy boomed. The Central American regional
common market flourished and the region’s cconomies reached their peak
in product and market diversification.  Although military leaders
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predominated, presidents in each country changed on the average of
every three to four years, through elections rather than through coups.+
The region averaged very low levels of suspension of civil guarantees and
repressive measures (see Tables 6.2, 6.4, and 6.5). Where such measures
were used, they included censorship of Marxist magazines, deregistration
of political parties with *“Marxist leanings,”” and *he closing and restructur-
ing of universities.* Social discontent did not begin to revive until the
end of the period.

1974-1977  Between 1974 and 1977 both world and Central American
growth slackened. The region continued its period of stable military rule,
with few nonprogrammed changes of presidents but with increasing
tension that culminated in the next period with revolutions in Nicaragua
and El Salvador and instability in Guatemala. With the exception of
Nicaragua, where armed struggle against General Somoza accelerated
from 1975 on, governments did nat find it necessary to suspend civil
guarantees. Although Costa Rica did not declore national emergencies,
it established special emergency zones in both Golfito and 1.imon because
of strikes in the banana plantations, land scizures, and tensions between
the Atlantic Coast population and outsiders,

1978-1985  Between 1978 and 1985 a world and Central American
economic collapse combined to produce one of the most serious periods
of political instability and realignment since the Great Depression and the
post-World War Il period. Armed insurrections resulted in the overthrow
of General Anastasio Sonioza Debayle in Nicaragua and General Carlos
Romero in El Salvador. Coups and countercoups took place in Honduras
and Guatemala. More than 65 percent of the reported incidents of
discontent in the media concerned terrorist actions, skirmishes, or battles.
Rural discontent increased from 36 to 52 percent of reported incidents.

Civil guarantees were suspended not only by regimes trying to
maintain themselves during revolutions but also by new revolutionary
juntas seeking to establish control. Typical legislation used by those trying
to maintain themselves against the revolutionaries included censorship,
denial of rights of assembly and organization, and martial law.¥
Guatemala, for example, created military zones and special military
commands and units, abolished its political parties, started its own
munitions factories when it had trouble importing arms, and established
popular militias.* In Costa Rica, where social discontent was due to
eroding living standards, the government declared emergencies in the
banana areas in Golfito.* In 1983 and after, the governments of Costa
Rica, Honduras, and Guatemala began a series of economic reforms
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aimed initially at stabilization and later at structural adjustment and the
stimulation of nontraditional exports outside of the region.
The legislation of the postrevolutionary period in Nicaragua and El
Salvador reflected increased state intervention and attempts to improve
incom. inequality while keeping tight social control. State of emergency
lc;,lslatmn was in place in Nicaragua and Fl Salvador for almost seven
of the eight vears of this period. Tyvpical legislation included nationali-
zation of thc banking scector, mining, and foreign trade;™ land reform;™!
confiscation of property of those connecied with the old regimes;?
contiscation of unused land and property due to absentecism; creation
of popular militias and people’s tribunals; and suspension of the right
to strike.™ Later the governments were forced to begin economic
stabi¥zation programs owing to their own difticult cconomic situations.

1980-1992 The instability and consolidation of the 1980s laid the basis
for a series of weak democratic openings between 1986 and 1988, This
period has been one of weak cconomic growth and recovery in three
countries—Costa Rica, Honduras, and  Guatemala—and  continued
economic deterioration in Panama, El Salvador, and Nicaragaa. It is, at
the same time, the only period of predominantly civilian rule with only
one nonprogrammed <hange of president (in Panama) and the lowest
levels of changes of presidents per vear in the history of the region. The
period has one of the highest registered levels of social discontent,
probably because the newly elected governments, tirst in Guatemala and
Honduras and later in El Salvador and Nicaragua, titted states of
emergency and censorship and permitted freedom of assembly and
expression by opposition groups. The political openings were
accompanied by high violence Jevels as armed struggles continued
between governments and guerrillas, In 1988 the Arias Peace Plan
attempted to reduce violence and consolidate democratic processes in cach
country thmugh commissions of reconciliation, amnesty, talks between
a country’s government and opposition groups, abolition of press
u:nsmshlp recognition of rights to orpanize and pmtlupntc in clections,
and a series of other measures.™ In 1989 tensions in the region began
to case, except in Panama.

The changes between 1990 and 1992 in the region were unprecedented
in their importance. Internationally, the Soviet Union disintegrated, and
with its demise support to guerrilla movements in the region was reduced
to a trickle. More important, Central Amcrican leftist parties and guerrilla
movements were faced with ideotogical crisis. Tensions were substantially
cased ia the three most conflict-ridden environments. Internationally
monitored elections in Nicaragua resulted in the Sandinista government’s
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being voted out of power. The elections established the basis for
negotiated transition agreements between the Sandinistas and their
opposition. I= Panama a LS. military intervention forced General Manuel
Noriega out of power after two coup attempts failed to remove him. The
intervention established the basis for a transition to democratic
government. Finally, the government of El Salvador reached a negotiated
agreement with the revolutionary group FMLN, and a transition to
democratic government was begun there as well.

Other Factors and Political Instability

Global and regional economic instability were far more important
determinants of political instability in Centrai America than any of the
other factors considered, with the exception of one—a country’s regime
tvpe (democratic or authoritarian) at the beginning of the study period.®
The role of initial regime type leads to an extremely important finding,
World and Central American economic crises were necessary but not
sutficient torces to exacerbate cveles of higher leadership turnover and
political instobility in all countries.

Dnitial regime type

Although all of the countries in the region had higher levels of social
discontent during periods of economic crisis than during periodgs of
cconomic growth, Costa Rica's levels of leadersbip instability, repression,
and political instability were much lower than the other countiies (see
Table 6.5). Since 1930 Costa Rica managed sociai discontent with less
repression and fewer unprogrammed changes in leaderanip than the
other countries.

It appears that once peacetul and routine procedures for the transfer
of political power were established, they were sufficient to help one of
the six countries weather ecconomic chaos in a manner quite different from
the other tive authoritarian regimes.

Political instability, regime type, and
human development peyformance

The global findings about regime type and human development
performance are supported by the regional data. The tour Central
American medium and low human development performers used
predominantly authoritarian governance structures. The two high human
development performers showed no predominant regime type. Costa Rica
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maintained democratic institutions, while in Panama authoritarian regimes
dominated for forty of the sixty years after 1930.

The discussion of political instability and human development
performance left us with some unanswered questions. In five of the six
Central American nations, there was a clear relationship between high
political instability and low human development performance. Panama,
however, one of the two high human development performers, suffered
high political instability during the sivty-vear period but still managed
to make major human development gains.

The origins of these differences and their relationship to the
governance structure, chass structure, values, and human development
performance will be discussed in the next chapter of this book.

Zonclusions

since the 1930s Central America has been highly sensitive to external
economic shocks. There is general evidence to support the thesis that
world economic crises have helped set off cyeles of Centrai American
economic crisis and political instability. While the effects of these shocks
have been mitigated by changes in economic strategy, the shocks have
been a more important determinant of political instability than any other
factor like population density or ethic composition of the population with
the exception of initial regime type.

The region’s periods of instability triggered by economic shocks have
been accompanied by high levels of leadership rotation, social discontent,
and repression, which have added up to political instability in five of the
six countries. Usually these conditions have ended after a new set of
military rulers has taken control of the government. In the military periods
that have followed, new economic strategics have generally helped the
region adapt to the new cyele of world economic growth and have resulted
in Central American economic growth. This growth, however, in virtually
all countries but Costa Rica and Panama has not been accompaniced with
conscious attempts to improve income distribution  or develop
mechanisms for the peaceful transter of power from one group of rulers
to another. Thus, the sceds of discontent for the nest crisis cvele have
been planted during the period of stable military rule.

During the periods of cconomic growth with military rule, external
manifestations of social discontent have diminished or been otherwise
controlled. Eventually repressive measures have been lifted. These periods
have usually lasted until the next world economic collapse helps to set
off a new cycle of Central American economic and political instability.
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How might such cvcles be broken? First, if periods of economic growth
in the region have coincided with less political instability, social discontent,
and repression than periods of economic crisis, then figuring out how
to make the Central American economies less sensitive to external shocks
may be a useful first step. As we saw carlier, the region was more
cconomically independent and at times actually outperformed the world
economy when its markets and products were more diversified. It also
outperformed the world economy when the prices offered for its products
were high and when terms of trade for the region were increasing. The
implication for policy is that sensitivity to external shocks can be reduced
by diversifving the region’s sources of inputs as well as the mix of its
products, as noted in the last chapter. The region would gain as well from
worldwide agreements to stabilize the prices of key products. Tt would
benefit from reopening its common market as well as from an outward
orientation to a variety of world markets. Central American countries
would benefit from a concentration on both traditional and nontraditional
exports as part of this process.

Economic performance alone, however, has not been enough to
guarantee high levels of investment in human capital, lowes levels of social
discontent, and the absence of political instability. Violence levels, coups,
and levels of repression staved high even in periods of economic growth
in most countries. They simplv became even higher in crisis periods. Why
some governments opted for social investments and peaceful participation
mechanisms for managing citizen demands while others did not still
remains a mystery. How and why two countries, Panama and Costa Rica,
chose a path of high human development while the others did not is the
topic of the next chapter.



Historical Roots of Human
Development Performance
in Central America

Although the countries of Central America all underwent strong external
economic shocks and countered those shocks with similar economic
policies, their human development performances were substantially
different. Costa Rica and Panama were among the top thirty human
development performers between 1965 and 1967; Nicaragua, Honduras,
and Guatemala were middle-level human development performers; and
El Salvador was one of the thirty poorest performers.

What accounts for these differences? Did the region’s high human
development performers somehow manage the double-shock transitions
of "he 1980s more cffectively than their neighbors? To answer these
questions, T will compare some of the underlying characteristics of the
two highest Central American human development performers, Costa
Rica and Panama, with those of the two lowest pertormers, Guatemala
and El Salvador.!

What Accounts for the Human Development Performance
Differences among Central American Nations?

Differences in human development performance can be viewed on three
levels. First, the Central American nations made different policy choices.
Second, these choices were the results of different underlying governance
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structures. Finally, the governance structures were founded on different
prevailing policy values, political coalitions, and implementing
institutions. Each of these levels is worth exploring.

Policy choices

The simplest reason the Central American nations had radically different
human development performances is that they chose fundamentally
different approaches to social policy. Costa Rica and Panama made
important investments before 1965 that had helped build a much stronger
human capital base by that vear. Between 1965 and 1987 they continued
this different pattern, in which their expenditures in health and education
almost doubled those of their medium- and low-performing neighbors.

Tables 7.1, 7.2, and 7.3 help illustrate these differences. By 1930 both
Panama and Costa Rica had made important investments in primary
education that resulted in higher rates of literacy. In contrast, according
to most sources their infant mortality rates in the 19305, at more than 180
infant deaths per 1,000 live births, were not much different from those
of Guatemala and El Salvador, probably because less was known at that
time about how to make major reductions in mortality rates. But between
1930 and 1990 both Panama and Costa Rica pursued policies that led to
major reductions in infant mortality and increases in life expectancy. By
1970 adult mortality had fallen substantially and urban health was greatly
improved. Both nations made major advances in rural health and the
reduction of infant mortality between 1970 and 1980, Such a reduction
did not take place in either Guatemala or El Salvador.

Frealth policies, 1930-1990 A comparison of Costa Rican and Guatemalan
health policy between 1930 and 1990 helps to highlight what each nation
did (see Tables 7.2 and 7.3).% From the 1930s through 1960s, Costa Rica
developed a legal framework for its public health outreach svstem and
an institutional infrastructure to deliver critical services. It made major
investments in urben water and sewage systems; antimalaria, vaccination,
and inoculation campaigns with broad coverage; and health education
programs. In its 1942 campaign against hookworm, the government
distributed 250,000 pairs of shoes, reaching virtually all of the population
under fifteen years of age.! The revolution of 1948 in Costa Rica resulted
in a more concrete commitment to improved national health. Spinoffs
included a social security system that covered 80 percent of the population
by 1980. By the 1960s the country had virtually climinated malaria and
tuberculosis and eradicated most diseases that are controllable with
vaccinations, like polio.
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TABLE 7.1

Year
1950
1960
1965
1970
1980
1987
1990

Year
1950
1960
1965
1970)
1980
1987
1990

Year
1950)
1960
1965
1970
1980
1987
1990

n.a

Infant
mortality

95
80
72
6l
21
18
15

Infant
mortality
195
147
123
100
78
69
64

Infant
mortality

140
119
107
95
70
59

62

= not available

56
63
64

Honduras

Life
expectancy

42
48
50
54
62
64

05

Guatemala

Life
expectancy

42
17
49
54
39
62

63

Literacy

79
82
84
89
90
93
93

Literacy

35

Literacy

29
32
38
46
48
§

I
=

‘N

Infant
mortality

93

21

Infant
mortality

167
130
121
100
88
62

65

Infant
mortality

151
122
110

99

77
9
3

Jrn

Top two human development performers
Costa Rica
Life

expectancy

Panama
Life
expectancy

58
62
61
66
71
72
73

Middle two human development performers
Nicaragua
Life

expectancy

42
48
51
55
60
63

65

Bottom two human development performers
El Salvador

Life
expectancy

15
32
56
59
57
62
64

Infant Mortality, Life Expectancy, and Literacy Levels for
Centrai Amuiica, 1930-1990

Literacy

70
77
72
81
85
87
88

Literacy

38
50
50
59
n.a.
66
65

Literacy

38
45
49
58
62
n.a.
73

Not Intant mortality s given m number ot deaths per thousand hve birthe: fe expectancy s grven
movears, and literacy 1o given as a percentage
Seotkck For Costa Rice data trom 1930 1980 are from Teonardo Mata and Luis Rosers, Nattonal Health

sand Socral Develupment or Costa Rica (Washington, D ¢

Ifan Amenican Health Orpanization, 1988), pp. 31

and 8, data trom T98C 1987 are trom World Bank. World Development Report 1991 (New York: Ondord
University Pross, 1991) For the otYier countries data trom 1930- 1980 come from £ AL Statistial Yeashook
o Lator Amerrca amd the Cartbbean (New York. FCLA, 1989), pp 1345 and 30, Data for 1965, 1987, and
10 are from World Bani, World Development Report 1997 (New York- Osford University Press, 1991).
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TaBLE 7.2 Hrealth Status and Health Policies in Corsta Rica, 192071990
1950-1960

Variable 1920-1940
Health status
Life expectancy (vears) 12
Infant mortality” 156
Urban intant mortalitv® 120

Deaths from public
health-related

diseases (%) 60
Literacy (%) 67
Women completing

primary school (%) 12

Heaith resources
Social security

coverage (%) 0
Piped water (%) n.a.

Urban n.a.

Rural n.a.
Sewage (%) n.a.
Rural population with

health post (%) 0
Doctors per 10,000

pevple 25
Health expenditures’

GNP (%) n.a.

1940-1950

6
130
89

58
73

14

Bo

2.7

©

s

35
87
56

16
79

1960-1970

62
76
49

35
82

N
~

TRAJAG S

~ bt
oo (=1

by
o

1970-1980

65
61
36

sS88eH &

3

7.8

7.4 (1980)
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Variable

Major diseases reduced

Health policies

n.a. = not available.

1920- 1940

Malaria
Tuberculosis

Health protection law
passed, 1923

Health Ministry
established, 1927

Compulsory municipal
heaith budgets of 15%

Hookworm campaign

Antimalaria campaign

Antituberculosis
campaign

Food and drug controls

adopted

a. Deaths per thousand live births.
b. DPT = diphtheria, pertussis, tetanus.

Soukrces: Luis Rosero and Caamano, “‘Tables de vida de Costa Rica,

1940-1950

Malana

Tuberculosis

Discases reduced
with immunizations

Parasites

Social secunty
institute
established, 1942

Urban water and
sewage svstems built

Shoes distributed to
250,000 children

Vaccination campaign

Antibiotics adopted

New antimalana
spraving campaigns

1930-1980

Malaria
Tuberculosis
Diseases reduced
with immunizations
Parasites
WHO founded
Social security
expanded
1940s programs
expanded
Child nutrition
centers started

1960-1970

Modest reductions

Medical school
founded, 1961
DPT vaccine
campaign®
Agueduct Institute
established, 1961
Family planning
introduced

1970-1980

Diarrheal discases
Respiratory illness

Major rural health
seTvice expansion

Preventive rural
health campaigns

Universal social
security

Hospital transfer to
social security

Health Ministry
pursues
preventive
health and rural
outreach

Campaign for
community
participation

1980-1990

Major budget cuts
and reductions in
health services

Experiments in
privatization

1900-1980,"" in Mortalidad y Fecundidad en Costa Rica (San José: Asociacion Demografica).
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TABLE 7.3
Variable

Health status

Life expectancy (vears)

Infant mortality*

Urban infant
mortality*

Deaths from public
health-related
diseases (%)

Literacy (%)

Women completing
primary school (%)

Health resources

Social serurity coverage

Piped water (%)
LUrban
Rural

Sewage (%)

Rural population with
health post (%)

Doctors per 10,000
people

Health expenditures/
GNP (%)

1920-1940

n.a.
n.a.

n.a.
n.a.

n.a.
n.a.
n.a.
n.a.

n.a.

n.a.

1940-1950

n.a,
n.a.

n.a.
n.a.

n.a.
n.a.
n.a.
n.a.

n.a.

n.a.

Health Status qnd Health Policies in‘Guatema]a, 1920—!990

1950-1960

42
140

n.a.

na.
29

10
n.a.
35

29

190-1970

7
119

n.a.

70
2

n.a.

1970-1980

16
na

1
B

2.0

14
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Variable 1920-1940

Malaria and
tuberculosis reduced
but not eradicated

Major diseases reduced

Health code under
Ubico adminustration,
1932

Antimalaria campaign
in banana plantations
runded b_\' Rocketeller
Foundation

Health policies

n.a. = not available
a. Deaths per thousand live births.

1940-1930

Some diseases
reduced with
immunizations

Social security
Institute
established. 19460

Urban water and
SUWAZe sVstems

Ministry of Health
tounded

1950-1960

WHO founded

Social security
expanded

19405 programs
vypanded but
primarily urban
tocus

1960-1970

Modest reductions

Rural health
technicians
program
introduced at
San Carlos
University

1970-1980 1980-1990

Some rural health
servICe expansion

Lrban water and
sewage svstems
improyed

Major budget cuts
and reductions in
health services

Sourees: ECLA, Statistual Yearbook for Lator America and the Cantbbean (New York' ECLAL 1959), Nolina, “‘Pohticas de Salud de Guatemala,” Revista Centroamericana

de Administracion Pubirca. no. 13 (July December 1988), pp 319 Jose Romulo Sanches,
de Ciencias de la Salud (Mav August 1976), PP 37121

“Consideraciones Generales de la Salud en Guatemala,”” Revista Centroainericana
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The situation in Guatemala was much different. In the period from
1930 to 1965 Guatemala developed the legal and institutional basis for
urban health coverage but did not follow through with major health
investments or key programs. The country established a social security
institute in the 1940s and made anideological commitment to improved
national health during the Arevalo and Arbens administrations. But the
coup that overthrew Arbenz in 1954 signaled a policy reversal, and the
new leadership failed to invest the resources necessary to turn the vision
of improved national health into a reality. Investments in urban water
and sewage systems vielded some benefits, but Guatemala’s poor health
performance between 1930 and 1965 reflects a poliey largely of neglect.

In the 1970s Costa Rica shifted its focus from urban to rural health.
It made major new investments to extend rural primary health services
and water and sanitation systems. Costa Rica’s health expenditures as
a percentage of gross national product (GNP) doubled in the 1970s. These
changes were accompanied by dramatic increases in the percentage of
women completing primary school, resulting trom reforms in the 1970s,
Many Costa Rican health policy experts argue that the substantial increase
in women’s educational tevels trom 1970 to 1990 as well as general
economic development during the bonanza of the 1970s ensured that the
population would be receptive ta the health practices promoted through
the new rural health infrastructure. Oral rehvdration programs, health
education, and preventive health practices helped to reduce deaths from
gastrointestinal discases substantiallv. The results for Costa Rica were
greatly reduced infant mortality and an impressive narrowing of the gap
between urban and rural health between 1970 and 1990,

In Guatemala investments in rural health infrastructure and
preventive health programs simply did not take place. As the country
entered the 1980s, therefore, deaths from major public health-related
diseases remained high (see Table 7.3).

In their analysis of the impact of policies on health performance in
Costa Rica, Leonardo Mata and Luis Rosero argue that the most important
factors in overall health improvement between 1930 and 1990 were general
economic development, the increasing education of women, and the
primary health care syvstem, including programs of health education,
vaccinations, rural water supply, and sewage treatment.* They attribute
41 percent of the reduction in infant mortality between 1970 and 1980 to
primary health care, 32 percent to secondary health care, 22 percent to
general socioeconomic progress, and 5 pereent to a decline in fertility.®

Education policies, 19301990 The educational achievements of top
performers and bottom  performers also differed substantially (see
Table 7.4)." By 1980 Guatemala still had not achieved the 60 percent
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TABLE 7.4 Education Performance in Costa Rica and Guatemala,
1960-1987

Variable 1960 1965 1970 1980 1987
Costa Rica
Literacy (%) 67 n.a. 88 92 94
Males n.a. n.a. n.a. Y2 n.a.
Females n.a. n.a. n.a. 92 n.a.
% enrolled in
primary school 96 106 106 108 100
Males 97 107 n.a. 109 101
Females Y5 105 n.a. 106 99
% who completed
primary schouol n.a. n.a. n.a. 75 n.a.
Education spending
as a % of GNP n.a. n.a. 4.5 4.5 n.a.
Guattennila
Literacy (%) 32 n.a. 44 52 n.a.
Males n.a. n.a. n.a. 60 n.a.
Females n.a. n.a. n.a. 44 n.a.
o enrolled in
primary school 45 50 52 69 77
Males 50 n.a. n.a. 74 n.a.
Females 39 45 n.a. 63 70
%o who completed
primary school n.a. n.a. n.a. 3o n.a.
Education spending
as a % of GNP n.a. n.a. 1.4 1.8 n.a.
na not av.alable
Sovker Waorld Bank s World Decelopment Report (New York: Oxtord University Press, 1981 1992); United

Nattons Humwor Decelopoent Report (New York: United Nations Development Program, 1990 [9492),

literacy goal attained by Costa Rica in 1930, As late as 1980 only half of
Guatemala’s adults could read, while more than 90 percent of the Costa
Rican population was literate. In that vear less than half of Guatemala's
eligible primary school population attended school and two-thirds of those
who attended did not graduate. In contrast, 80 percent of Costa Rica’s
eligible primary school population was enrolled and more than 75 percent
completed school. Finally, in 1980 Costa Rica’s men and women had equal
levels of literacy. In Guatemala 0 percent of men could read while only
40 percent of women could do -0,

Earlier chapters showed that high human development performers
had already built a strong human capital base by 1963, [n Costa Rica four
out of five adults could read as carly as 1963, while only one of two
Guatemalans could do so. What policies and practices might have led
to these differences?
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While both nations haua established tree, universal, compulsory
primary education in their constitutions by 1880, successive generations
of Costa Ricans allocated resources to implement these programs while
the Guatemalans did not (see Table 7.5). Between 1869 and 1882, Costa

TABLE 7.5 Education Policies in Costa Rica and Guatemala, 1965-1985

Costa Rican education policies

Betore 1963

1869: Free universal, compulsory
primary education decreed
1869 1882 Munidipalities given
responsibility for primary education
[882- 1887 Retorms mstituted by
Mauro Fernandes included:

1. natienal coordination

20 improved primary education

3 closing ot the university

[915: Ideas of the French active school

movement adopted
1940: University reopened
1948- 1965 New plans lead to
L. more rural coverage
2. curricalum revision
> better secondary education
4. technical education

After [965

1970: Education retorms lead to:

. extension of rural primary
cducation to remote areas
better links between rural primary
and secondary education
3. better secondary educaiion

2%

1970-1985: More private universities
open and more technical education
available

Guatenalan education policies

Before 1963

1869: Free, universal, compulsory
education decreed; little extension ot
rural primary education

1944-1954: Fducation reforms
promoted by Presidents Arevalo and
Arbene
Lorural primary education
2. compulsory schools i rural
enterprises with more than 100
emplovees
3. teacher training

1958 Retorms end with coup against
President Arbeny

1963: Little progress to this date

After 1965

1972-1978: National education plan
lead to:
1. expanded coverage for primary
vducation
. Airst cvele of middle school made
compulsory
. teacher training,
. aurricutum revision
EBR rural adult education
6. PENEM middle school
improvement
7. PMED primary education
improvement

ra

—d

‘N

1976: Earthquake forces change of
focus awav from plan

19805: Few resources -vailable to
continue with plan

SOLRC .. See note 6 tor this chapter for sources on education policy
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Rica gave responsibility for primary education to the municipalities, with
a mandated portion of local budgets allocated for this function.” State
religious education was replaced with more practical, empirically based
topics. Between 1882 and 1887 President Mauro Fernandez directed a
major educational reform.* The central government assumed
responsibility for coordinating national primary education. Fernandes and
others believed that Costa Rica should not devote resources to secondary
or university education until it had high-quality, universal primary
education. As a result Fernandez closed Costa Rica’s only university (the
University of San Tomas) and advocated spending more resources on
primary education. From the 1880s to the 1920s education based on
positivismi and empiricism was strengthened, the quality and geographic
coverage of primary education improved, and teacher training was
expanded. In 1915 currents in French education were incorporated into
the Costa Rican school system through the “active school movement,”’
which attempted to make education relevant to national economic
development.” In 1940 the university was reopened.

After Costa Ricy's revolution of 1948 the government drew up a new
plan to improve the quality and coverage of the education svstem and
to make the curriculum relevant to the revolutionary goals of cconomic
development and economic and social justice. The new plan emphasized
turther rural coverage for primary education, curriculum revision in and
improvement of secondary education, and the beginnings of special
technical education at the university level. Between 1960 and 1985 Costa
Ricans spent more than 4 percent of their GNP annually on education.

The education and skills of Costa Ricans improved further with
education reforms in the 1970s. The gous in that decade were to

raise the education level of the population, espediallv in poor and aeglected
areas, to achieve nationwide integration and ensure for all citizens better
living conditions. and thus to contribute to the socioeconomic development
of the country, to modernize the system, and to maintain its current budget
share without harm to the quality and quantity of education, '

Among the practical results of the new policy were strenathened links
between primary and secondary education in rural arcas. As a result many
more rural students had a chance to complete secondary education and
to continue to the university. In the 19705 and 19805 private universities
and primary 2iud secondary schools proliferated. The Costa Rican educa-
tiii system improved until the carly 1980s, when the nation’s economic
collapse forced budget reductions. Today another education reform is in
the making to help students adapt to the increasingly competitive world
economy, but fewer resources are available for education,
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Guatemalan policies between 1840 and 1990 provide a stark contrast.
Although Guatemala introduced liberal reform plans similar to those of
Costa Rica, it allocated insufficient resources to put them into practice
on a large scale, particularly for the majority rural, non-Spanish-speaking
communities. Furthermore, in Guatemala the rcform periods alternated
with even longer periods of reversal by the conservatives, who resisted
change and upheld traditional values.

The Guatemalan education svstem was established during the colonial
period primarily for the education of sons of urban Spanish and Creole
elites and propertied families." Primary education as well as education
at the University of San Carlos, the oldest university in Central America,
was mainly religious. The typical primary school curriculunm included
elementary reading, catechism, Christian morals and ethics, Christian
doctrine, writing, and basic arithmetic.

Immediately aiter independence in 1821 President Galvez attempted
to introduce a more positivist, empirically based curriculum into the
schools, but the reforms were reversed by the conservative dictator Ratael
Carerra (1839-1865). Carerra himselt could not read or write. The Catholic
Church regained control of education. The Pavon Law passed in
Guatemala in 1832 reestablished the colonial era’s religious-based primary
school curriculum described above. Even during this peric 4, however,
liberal education reform was promoted by groups of intellectuals like those
who founded the Sociedad Econdomica de Amigos del Pais de Guatemala.

A major attempt at education reform took place atter Liberal dictator
Justo Rufino Barrios (1863~ 1885) scized power. Barrios expelled the Jesuits
and removed the Church from the education process. He promoted
curriculum reform and encouraged education with three objectives:
“progress, liberty, and scientific spirit.”" He set up the Ministry of Public
Instruction in 1873 and mandated free universat education for all children
between the ages of six and fourteen. He encouraged the strengthening,
of primary school education and doubled primary school attendance
from 8,074 (around 5 percent of the total population) in 1866 to 20,528
in 1874 Barrios iitially provided resources for teacher training but
his budget did not stretch tar enough to expand rural education to the
Indian population. Instead his reforms had more of an impact on urban
Ladino communities.

Barrios’s reforms in education were short-lived. At the very time
Costa Rica’s primary education system was being expanded under the
reform program of Mauro Fernandez, Guatemala’s new dictator Estrado
Cabrerra (1898-1920) abolished wages tor teachers and let the education
budget deteriorate.

The next impetus for education reform came in the auministration
of José Maria Orellana in the 1920s. Orellana promoted the normal school
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movement, in which Indian teachers were trained to teach primary
education in their villages. This effort fell into neglect during the Ubico
administration (1931-1944). As a result, by the end of World War Il rural
educational infrastructure was still largely nonexistent and illiteracy
was the norm.

Education reform again became a critical part of the Guatemalan
agenda during the Arevalo and Arbenz administrations between 1944 and
1954. Dr. Arevalo, Guatemala’s first freely elected president, was an
educator who placed priority on what he called Guatemala’s two orphans,
“education and agriculture.”’'> His successor, President Arbenz, suc-
ceeded in convincing the legislature to pass revolutionary legislation in
Article 103 of the Organic Law on National Education, which decreed that

every private enterprise of more than 100 employees that recruits scasonal
workers is bound to provide education for children accompanving their
parents, in schools functicning on the property of the enterprise concerned. 16

Arbenz allocated resources for rural primary education, teacher training
schools, and curriculum reform. The reforms stopped when Arbenz was
overthrown in a counterrevolution partially financed by the CIA. As a
result little changed in either the resource allocation or curriculum in
nationwide education until the 1970s. In Latin America only Haiti spent
less of its GNP on education between 1965 and 1980 than Guatemala.

The national plan for 1972-1978 again presented education reforms. 17
In Guatemala, as in many countries of the region, additional resources
were potentially available as a result of the economic boom of the 1960s
and 1970s described in Chapters 5 and 6. The education minister at that
time proposed

complete coverage of primary education, to make the first cvele of middle-
level education compulsory, to give clear priority to adult education, to make
use of new concepts and techniques for out-of-school education, to introduce
polvvalent middle-level education in which there would be a wide range
of specializations, to improve teaching by making use of a standard
curriculum, to plan the development of human resources before the
development of economic resources, to regard education not only as a
government responsibility but also as a process involving the entire society,
and last to stimulate lifclong cducation, ™

As aresult of the plan the government initiated three new programs:
PEMEP, to improve primary education; EBR, to improve basic education
for rural adults; and PEMEM, to improve middle-school education.
All three were financed with funds from external donors. All were
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experimental and limited in scope. In 1974 these programs were reinforced
with a continuing education program for school dropouts and illiterate
adults and with more attention to distributing resources equitably among
rural areas. Guatemala’s 1976 earthquake, however, brought an end to
the emphasis on these programs when the government turned its atten-
tion to refugee relietf and reconstruction. As a result the progress initially
made in the programs slowed.

The economic crisis of the 1980s made it even more difficult for
governments to invest in education. Although Venicio Cerezo and Jorge
Surrano Elias, the first two freely elected presidents since the davs of
Arevalo and Arbenz, had an active interest in education reform, they
had neither the resources nor the political support to bring such reforms
to fruition. The Guatemalan public education svstem continues to be
starved for resources while the Costa Ricans move ahead in an uncertain
economic situation.

Underlying governance structures

Clearly the adoption of active policies to improve the health and
educational status of the citizens of Costa Rica and Panama made a
difference in the quality of their human capital base, particularly when
compared with Guatemala and EI Salvador. But to say that human
development performance was different because social policies were
different still does not explain why six nations with so much in common
made such different choices. The ditferent policies are in fact a reflection
of differences in those nation’s governance structures between 1965 and
1987. Thee o differences are a reflection of the global differences we
encountered carlier (see Table 7.6).

The high hunwn development performers: Costa Rica and Panama  The
governance structures of Costa Rica and Panama are similar to the two
types displayed in other global high performers. Costa Rica, like about
a third of the high human development performers, maintained an
established democracy with high levels of politicel and civil rights.
Panama, like two-thirds of the high human development performers,
rarely used democratic forms to select top leaders, particularly between
1965 and 1987 but maintained at least medium tevels of political and civil
rights, which provided some avenues for other levels of popular feedback
and participation. In these two governance structures the formal regime
type—dictatorship or democracv—at the national level did not matter so
much as the presence of at feast medium levels of civil and political rights
that permitted participatory mechanisms at the subnational level and
guaranteed feedback to government.
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TABLE 76 Governance Structures of the Central American Countries

High human

development performers

Costa Rica

Democratic regime tvpe (%) 100
Political rights® 1

Political instability (%) 0
Civil rights? 1
Government

spending GNP (%) 22
Health and

education GNP (%) 8.3
Military‘health and

education (%) 1
Fiscal deficit (%) 3
Debt/GNP (%) 50
Debt service/exports (%) 27
Market economy Yes
Openness (%) 45
Export growth (%) 6

a. High political or civil rights 1-2, medium 3-5, low -7,
Source: Compiled by the author based on data set

Panama

N '\J
da YD
J

61
26
No
55
7

61
33

29
2.8

25
7.4

1
6
56
27
Split
50

7

Medium human

development performers

Summary  Honduras Nicaragua  Summary  Guatemala E! Salvador Summary

51 0 26
4.1 5.1 4.6
64 62 63
3 1.6 3.8
17 27 2
4.8 2.5 3.7
45 86 66
3 13 8
39 85 62
18 17 18
Yes No Split
45 51 48
3 2 3

Low human
development performers

22 18 20
4.1 3.8 4.0
71 52 62
4.2 4 4.1
11 14 13
23 4.1 3.2
46 37 42
2 2 2
11 19 15
11 13 12
Yes Yes Yes
28 42 35
5 2 4
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Panama’s initial commitment to a formal democratic process in the
early 1900s was strengthened by the Panamanian leaders’ distaste for the
brutal warfare of Colombia’s Liberal and Conservative parties.?’ The
strong U.S. influence on Panama that began when Panama broke with
Colombia and continues today supported that commitment by providing
external pressure for at least formal participative traditions. Even under
the military government of General Torrijos, and particularly after 1975,
major reforms included open municipal elections and mechanisms of local
participation in government problem solving,.

Like other high human development performers, Costa Rica and
Panama remained ““promoter’” rather than “producer” states; they spent
20-30 percent of GNP on public activities and plaved an active role in
stimulating private sector initiative for much of the 1965-1987 period.
Compared with their lower-performing neighbors, both pursued more
export-promoting cconomic policies; maintained more open, market-
oriented economies; and spent larger percentages of GNP on health and
education, at least until the late 1970s.

These two nations, however, alse had some important differences
from other global high performers. Because neither country maintained
high levels of defense spending, they were able to allocate more resources
to social expenditures. Costa Rica disbuanded its army in 1948. Panama
abolished its military in 1904. Its national defense force was redeveloped,
but spending was fow compared with other nations because the U.S.
military had assumed much of the respopsibility for Panama’s defense.

A second important difference was that Panama, particularly between
1965 and 1987, was not as politically stable as most of the global high
human development performers. if it had followed the trends of other
politically unstable nations, it would have stayed among the ranks of
medium or low human development performers. It escaped low
performance probably because it had several long periods of stability, in
the early 1900s and between 1950 and 1968, when human development
performance accelerated. Furthermore, major human development
advances occurred during Torrijos’s administration in the 1970s, a time
of stable authoritarian continuity.

Finally, although both countries were promoter rather than provider
states, both edged toward provider status in the late 1970s with disastrous
consequences. Between 1975 and 1980 both countries raised government
spending. As economic growth deteriorated and economic strategies in
both countries became obsolete, cach tried to maintain employment and
social spending through borrowing and heightened fiscal deficits, While
Costa Rica was able to reverse this process in the 1980s, Panama began
to take on many of the worst vices of a producer state. Between 1975 and
1980 it expanded its public enterprise sector. Its government expenditures
reached 35 percent of GNP. It provided wage and pension benefits and
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job security far in excess of the other Central American nations and
developed large subsidies for its business community as well. One of
Panama’s many dilemmas in the 1990s will be how to restructure its state.

The low human development performers: Ll Salvador and Guatemala The
governance structures of El Salvador and Guatemala mirrored many of
the characteristics of other low human development performers, They
rarely used democratic forms for governance. They had lower levels
of political and civil rights than their neighbors and few mechanisms
for popular participation, even at lower levels of government. The levels
of repression and violence in these nations were among the highest in
the region,

They did maintain market ecconomies and attain high levels of GDP
growth for much of the period, but thev operated small regulator states
whose public spending averaged 11-14 percent of GNP, They spent little
on health and education and, as described earlier, made little effort to
reach their rural populations with services. Parcof the profile of a regulator
state included low fiscal deficits and low debt and debt-service levels.

Although both cconomies were open and export oriented, of the six
nations Guatemala was the least open to international trade, primarily
because of its large rural, indigenous subsistence sector. Because of
the high population density and the scarcity of land in tiny El Salvador,
the rural population was intimately connected to the export cconomy
as plantation labor but tied to a system that made few social invest-
ments. This situation left labor and the poor highly vulnerable to world
economic cycles.

The medivm human development performers: Honduras and Nicaragua - The
governance structures of Honduras and Nicaragua demonstrated many
of the characteristics of medium human development performers. They
used democratic forms less often than high performers and had substantial
political instability. They maintained medium levels of political and civil
rights but lower levels than their high-performing neighbors. The state
in both nations was a regulator-promoter. After the 1979 Nicaraguan
revolution, however, Sandinista policies established a provider state that
spent more than 50 percent of GNI'. This move gave Nicaragua much
in common with other medium human development performers in the
1980s whose provider states acquired structural rigidities from which they
are still trying to recover.

The Foundations of Governance Structures

It is not enough to say that the Central American high human develop-
ment performers were more successful because they had different
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policies or that they had different policies because they had different
governance structures. High human development performance depends
on three factors:

¢ articulated human development policy values that have been
translated into programs

* strong coalitions that emerge through changes in the social
structure to provide support tor the initial policy choices, resource
allocation, and sustained commitment

* a solid institutional infrastructure for implementation

Building the foundation of governance tor high human development
performance is similar to nurturing a strong healthy plant. Policy ideas
are the seeds that can germinate to produce strong performance. The
institutional network provides the soil and nutrients to stimulate growth.
The coalitions provide a lattice of support networks on which policies and
programs can take hold and climb. Without these elements working
together, high human development performance will not take place.

By 1965 these critical elements were in place in both Costa Rica and
Panama but not in El Salvador, Guatemala, Honduras, or Nicaragua. A
brief historical comparison of these elements in Costa Rica, one of the
region’s highest human development pertormers, and Guatemala, one
of the lowest in the region (with occasional reference to Panama and El
Salvador), helps provide possible explanations.

Policy values, coalitions, and institutions vefore 1840

Although all six of the Central American nations had a common Spanish
cotonial cultural heritage, the role of each nation within the empire
produced different initial settlement patterns that resulted in important
differences in policy values and norms, in the social structures that
led to certain coalitions, and in the institutions that carry out policy.?!
I will examine how these foundations have emerged in Cost Rica and
Guatemala since colonial times.

Costa Rica  If the Spanish settlers came to Costa Rica with visions of
religious, political, and economic domination they must have been sorely
disappointed. The province had few Indians to enslave or convert and
no gold or minerals. If there were any soldiers, nobles, or passionate
clerics, they must have left quickly, because only those willing to work
hard for a living stayed alive. As a result there were only 330 Spanish
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immigrants (mostly from Andalusia) out of 17,479 inhabitants of that
nation in 1611,

One prominent scholar suggests many of the original settlers were
not passionate Catholics but rather were converted members of the
Andalusian Sephardic Jewish community who fled the Inquisition .22 He
notes that the bishop of Nicaragua criticized the Costa Rican population
in the carly 1700s, saving that most tried to live as far away from towns
with churches as they possibly could.

Even if the original settlers had been passionately committed to the
policy values of political and religious  domination and economic
exploitation, the requirements of their physical survival forced them
to develop a radically different social structure from that of their neigh-
bors in other countries. The following excerpts from Spanish Governor
Don Diego de la Haya Fernandez to the king of Spain in 1719 shed light
on this social structure:

The capital [Cartago] has a church, a convent, two hermitages, and seventy
adobe houses with tile roots. Interspersed are about 300 houses of poorer
families. These are made of straw. . . . On the outskirts of town are Indian
villages with perhaps 14 families who have practicallv no clothes. In the
city there is no barber, surgeon, doctor, or pharmacy. Nothing is sold in
the streets or plazas, There are no simall shops to get provisions. For this
reason evervone including the Governor [Don Diego was referring to
himselt] must grow evervthing he wants to consume during the vear.
Anyone who does not do this will starve. . .. The money used here is the
cocoa bean, no one uses Spanish silver reales. .. L 1 cannot understand
why they call this place Costa Rica [Rich Coast] since it is so totally
poor. .. . In the middle of this total poverty which I have come to know,
Iconfess that I find Costa Rica’s inhabitants to be quarrelsome, rebellious,
and independent.?

As the quote reveals, there was little stratification among Spanish
officials and between large and small landholders. There were virtually
no tradesmen. A military caste is not in evidence, because there was little
to conquer in this poor region.

Because of the absence of cheap Indian labor, settlers had to work
the land themselves. As a result landholdings were smaller, and all
citizens had to work hard to survive. Since it took more than three months
for letters to reach Costa Rica from Guatemala, the Spanish administrative
capital, citizens had to solve their problems on their own. Cooperative
labor was necessary for roads and basic infrastructure. According to
Spanish law trade had to be conducted through Panama or Peru. But the
remoteness of Costa Rica from actual Spanish authority structures left
room for contraband trade and promoted a certain disrespect for the rules
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of the empire. By 1800 Costa Rica had 50,000 inhabitants who were
relatively homogencous: about 70 percent mestizo; 10 percent Spanish;
and the rest a combination of mulatto, Indian, and black. As late as 1800
the social structure was remarkably unstratified and homogencous
compared with the rest of Central America.

These economic conditions and the resulting social structure probably
helped transform initial values of dominance and economic extraction to
those of egalitarianism and independence moderated by necessary
cooperation. The circumstances also gave rise to traditions of local self-
governance and horizontal as opposed to vertical structures.

In contrast to other countries in Central America, Costa Rica’s
institutions were smaller, weaker, and more decentralized and partici-
pative. Instead of the haciendas of Guatemala, one found individual small
or medium-sized fincas. In contrast to Guatemala, the seat of the Spanish
Central American empire, Costa Rica’s capital Cartago had a rudimentary
colonial administration with virtually no budget or tax base. Just as in
Guatemala, one of the chiet institutions was the church. But it was far
from the central authority structure.

Central America declared independence from Spain in 1821, 1t brietly
became part of Mexico (with the exception of Panama, which was part
of Colombia), then formed a federation that collapsed in 1838, leaving

each nation to follow its own path.”

Guatemala— The Guatemalan experience before independence provides
a dramatic contrast to the pattern of values, social structure, and insti-
tutions exhibited in Costa Rica. In Guatemala, Fl Salvador, Honduras,
and Nicaragua a traditional hacienda-based society, founded on the
policy values of religious and political domination and estraction of
economic resources, developed during Spanish colonial rule. According
to one scholar:

The colonizers came principally from Spain and Portugal. They considered
manual labor or any form of menial emplovment beneath them. Before
colonizing the Americas Spain and Portugal had tought during cight
centuries against the Moors, and as a result had ploritied the soldier and
priest and had looked down upon commercial and fimancial activities
frequently in the hands of Jews and Muslims. Under these drcumstances
it was logical that there would be the constant pressure of a militant
Catholic Church to christianize pagan pupulations, the necessity to morally
justify the domination of inferior populations. It was nataral to develop
a mentality of rapid acquisition of wealth by the conquistadores. This was
reinforced by efforts to discover sources of gold and precious metals and
by the creation of latifundios as a predominant form of cconomic, social
and political organization.



Historicar Roors or HUMAN DEVELOPMENT 155

Political domination was accomplished through the force of superior
military technology and organization. The process is reflected in the lotters
of Pedro de Alvarado, one of the Guatemalan conquistadores:

They [the Indians] hid in the bush and we had no way to damage them
except to burn their village. Then | sent messangers to them and told
them that it they gave obedience to our king, and to me in his name, they
could return and cultivate their land. They returned and became vassals
to our king.**

After the initial conquest the Spaniards set up more stable government
institutions such as a tribunal, a mint, a post office, and a military, to
insure the continuation of this domination.

Political domination permitted the development of institutions for
economic domination and extraction of wealth., According to one Indian
chronicle, upon conguest

we began to pay tribute. . During that vear they imposed terrible
burdens. They forced tribute of gold. . - They forced us to send four
hundred men and women to go and wash [mine] gold. All of them
wanted pold

In Guatemala, where gold and minerals were scarce, other means of
economic extraction needed to be found. The subjugation of the local
population permitted the Spanish Crown to assign Spanish settlers large
tracts of land called haciendas. Since labor was needed to work in the
haciendas, economic institutions were developed to provide a continued
source of such labor. Simple slavery ot the Indians was replaced by more
sophisticated svstems like encomienda (service and tribute). Encomienda was
cheaper than slavery because the Indians had to support themselves
through subsistence agriculture as well as supply labor to the Spanish
hacienda owners. Later the svstem was replaced with an even more
sophisticated systemy called repartimiento, which assigned Indians to
specific tasks, usually public works. This system, with its abuses, became
an equivalent to forced labor,

The strong church infrastructure pursucd religious domination. At
First the priests made forced conversions. Religious domination swas rein-
torced through church control of the formal education system and school
curriculum for the sons of the Spanish and Creole population. Although
a limited number of people learned to read, write, and do basic arithmetic,
education was predominately religious. Educators thought it unnecessary
to teach the Indians anything but simple concepts of Catholicism.
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The values and institutions described initially stimulated and later
reflected a highly stratitied social structure based economig, political, and
ideological function. It was strongly reinforced in Guatemala by language
and racial differences between Indians and Spanish colonial settlers. ™ At
the top were Spanisii-born bureaucrats, representatives of the church,
and landowners. They shared top positions with the Central American-
born pure-blooded descendants of the conquistadores called Creoles. In
the middle was a tiny but growing group of Ladinos, frowned upon by
the Spaniards because of their mined blood. They served as merchants
and tradesmen, and some had haciendas as well. Indians constituted the
fower class and supplied labor. By 1800 Europeans were no more than
4 percent of the popnlation of the region; 63 percent was Indian, and about
31 percent was Ladino.

Until independence the resources held by the tiny Furopean coalition
at the pinnacle of this social structure were sufficient to permit them to
maintain the initial policy values of political and religious dominance and
the extraction ot wealth.

Policy values, coalitions, and institutions, 1840-1900

Atter independence important cconomic, social, and  political
developments produced major changes in the region’s social structure.
Coftee became Central America’s major export. The Spanish, Creole, and
indipenous populations were increasingly mined. Aad the contlict
between the political ideologies of liberalism, which advocated ranid
cconomic development and social change, and conservatism, which
attempted to slow the pace of development and maintain traditional
values, dominated the political sphere ™

Between 1821 and 1838 the liberals held sway. They were imbued
with the ideals of the American and French Revolutions. They attempted
to establish free trade, abolish slavery, limit the powers of the Catholic
Church, and integrate the Indians into mainstream Central American
culture. They championed the ideals of public education, judicial reform,
economic innovation, and investment in intrastructure. To carry out their
programs thev relied on the support o the emerging middle- and aspiring
upper-class Ladinos and elements of the military. They rode to power
in the backlash against the traditional elites connected with old Spanish
colonial interests. The peneral population, largely mestizo - some
countries, were a key element in the coalition that was responsive to these
ideas in the timmediate postindependence period.

The liberal programs required higher taxes and worked best during,
cconomic expansion. But the liberals made enemies of the Spanish-
oriented upper class. Since resources were scarce and institutional
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infrastructure in the public sector was weak, their reforms were never
far-reaching. Thus, their ideas were never fully translated into action, and
a reservoir of frustration was left among the peasantry and lower class.
In periods of economic downturn violent popular discontent rose and
was normally squelched by mo-e conservative elements of the military.

During cne such period aiter 1838 the conservatives held sway.
They rolled back the reforms, reestablished more traditional Spanish
institutions, restored the church to its former preeminence, spoke out
against foreign dominance, and pursued o more subsistence-oriented
cconomic policy.

Costa Rica Since coffee sales financed Costa Rica’s human development
achievements in the nineteenth and twentieth centuries, it is necessary
to understand how tiis product system developed, affected social
structure, and provided tertite soil for the flowering of human develop-
ment policy values and the institutions to promote them,

Inlight of Governor Don Dicgo de la Hava Fernandes’s description
of Costa Rica’s poverty and backwardness in the 1700s, it is hard to
imagine how the inhabitants of this small nation developed  the
innovations that made coffee the region’s major export tor the net century
and a halt. |t is also ironic that Costa Rica’s practices and svstems would
be copied by other Central Americans, who had previously made Costa
Ricans the butt of jokes and derision.

But this i fact happened. Between independence and the mid-1850s
Costa Ricans, driven by economic stagnation and the continued threat
of poverty, found methods for growing and harvesting coffee plants on
alarge scale that altered their social structure and government institutional
network. They overcame major bottlenecks in the production system, like
poor infrastructure, unreliable trarsportation, and inadequate credit. They
established direct links with European markets, formed key alliances with
European banks and marketing channels, and became the largest exporter
of coffee in the region. And thev laid the groundwork for major
improvements in education that would torm the foundation of later
human development achievements.

The values reflected i this process of change are instructive.
interdependence and cooperation among: producers continued. Later
national initiatives favored the gener.ad population. The state actively
encouraged  private initiative, even in the  colonial period, and
experimental entreprencurial responses. For example, the initial impetus
for experimentation with coffee came from Costa Rican municipalities
scarching for an escape from poverty and stagnation.™ The municipality
of San José gave coffee plants to farmers in the 1820s, The municipality
of Cartago encouraged people to grow coffee as well. The governor
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authorized tax holidays for those who experimented with a number of
products, including coffec. Finally, in 1831 those cultivating products such
as coffee on state lands were given the land free, and others who were
willing to try coffee and other product experiments on state land for five
years would receive title to that fand.

A brief digression into the origins of coffee production in Costa Rica
is useful. The first successtul production and export of coffee to Chile
was arranged in 1832 by Jorge Stipel, a German immigrant married to
a Costa Rican.™ By 1839 a growing group of Costa Rican farmers was
following otipel’s lead.

The exports to Chile left the Costa Ricans at a real disadvantage. The
transportation between Puntarenas, Costa Rica, and Chile was sporadic,
and transport costs were high. Merchants in Chile then reexported the
coffee as a Chilean product and made large profits. A major breakthrough
took place in 1843 when an English ship put into Puntarenas for repairs.
The captain

took a mule and made the long and difficult trip [from Puntarenas to San
José). He was put in touch with Don Santiago Hidalgo, one of the principal
cotfee producers of that time. The captain offered to buy Don Santiago’s
coffec and take it directly to London at a good price. Unfortunately the
captain did not have the money with him to pay Don Santiago. But because
the coffee business was going so badly, Don Santiago let him take the coffee
and that of many neighbers [whose losses he would reimburse if the captain
did not return] on the promise that he would return and pav them. .. The
captain in fact returned after a highly profitable venture and the direct link
in the coffee trade between London and Costa Rica began. ™

There are many possible explanations for why a new product system
developed first in Costa Rica. The nation’s poverty may have placed
special pressure on its government and on individuals to search for
productive new options. Another possibility was that neither the govern-
ment nor the citizens were bound by the rigid traditions or structures
that were found in Guatemala. Some scholars argue that individual coffee
farmers had more potential tor innovation because they worked their land
directly owing to labor shortages. ' Thus, they were more inclined than
the Guatemalans to experiment and learn fron the results, Finally, some
argue that the Costa Kicons” metivation to prove themselves came with
being the most unsuccessful of the region’s nations. ™

The requirements of the new coffee production system resulted in
greater social stratitication amony, Costa Rica’s racially homogeneous
population. The increased demand for coffee motivated farmers to
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increase acreage and resulted in a new group of relatively large farmers,
Because of labor shortages, however, there were limits to the size of farms.
Although the coffee farms never grew to the size of Guatemala’s
haciendas, large coffee farmers did evolve into a new social group. At
the same time the production of smaller farmers was needed to meet
dermand. Thus, the smaller farmers grew and prospered as well. Finally,
some farmers who did not do well and could not repay their credits lost
their land and became peons who provided labor for the others. Since
certain technology and engineering were needed to maintain machinery
in the coffee-processing arcas and to build roads, a small class of
protessionals and technical people sprang up as well.™

While the social structure so eloquently described by Don Fernando
in 1711 became more stratified in the 1800s as the result ot coffee
production, labor shortages helped to reinforce rather than destrov many
of the previous values of interdependence and egalitarianism. Large
farmers could hardly use threats, compulsion, or svstems like encomienda
to force peons to pick coffee. Thus, relations were based not only on wages
but also on interpersonal relations, mutal obligations, and eventually
the delivery of education and health programs. Small farmers were
necessary to help Costa Rica keep its coffee production levels up and
provide the economies of scale to make processing plants and
transportation activities viable. Credit nmechanisms had to be developed
to reach both large and small farmers.

Labor shortages were sufficiently great that even large Costa Rican
coffee farmers worked directly in their production as well as in other
activities. As aresult, they knew more about the problems of their workers
than Guatemalan landowners. They also involved themselves directly in
politics and civic organizations.

The new social structure that emerged under the expansion of the
coffee product system continued to reinforee egalitarian values and mutual
interdependence not because these were attractive abstract ideas, but
rather because they were necessary for the production system to succeed.
Since coffee production in Costa Rica was dependent on an outward trade
orientation and harmonious interdependent class relations, it is easy to
see why liberalisin and positivism became casily acer 7 Lalues for the
policy agenda. Positivism and empirical experimeni icnt well with the
practical trial and error efforts necessary to keep the coffee production
system moving. Liberalism, with its ideas of free trade and state stimulus,
was a natural ideology for expanding coffee trade.

Coffee production could not have expanded without a healthy,
motivated labor pool. Nor could it have functioned without small farmers
who had enough education to manage their coffee operations. They
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needed not only agricultural skills but also basic literacy and math ability.
It is not surprising therefore that legislators approved policies to improve
primary edrcation.

The policy values of economic development and liberal education and
social reform benefited from the support of strong coalitions between 1870
and the carly 1900s. These values were developed and refired by a
generation of Costa Rican intellectuals and innovators called the Olympiad
of 1888. The governments of that period took the first steps to consolidate
national instituticns that could build roads, improve ports, and deliver
extensive primary school education. They provided sufficient state
resources to turn the ideas into programs with functioning delivery
systems. Their actions provided much of the initial stimulus that made
Costa Rica’s health and education policies and human capital base so
different from Guatemala’s by 1965.

Guatemala  The development of coffee production altered Guatemala’s
socivl structure, as it had in Costa Rica. In Guatemala, however, it served
only to reinforce social stratification and the values of dominance and
economic extraction that had prevailed earlier.’” While liberal reforms
helped benefit the growing Ladino popiilation, they left the indigenous
population relatively untouched.

The process of the introduction of coffee and its initial support by
the Guatemalan government is similar to that which had begun twenty
years earlier in Costa Rica. Although some tarmers had cultivated coffee
in Guatemala during the colonial period on a very small scale, the first
serious proposal for large-scale coffee production appeared in a pamphlet
by Manuel Aguilar in 1845.% Aguilar, a Guatemalan, visited Costa Rica
and was tremendously impressed with the impact of coftee production
on overali economic development. His pamphlet describes the technical
details of planting, harvesting, and processing coffee. Aguilar’s initial
suggestions were disseminated by the Sociedad Econdmica de Amigos
del Pais de Guatemala.™ In 1855 the Guatemalan government established
experimental tarms to show growers how to grow coffee and offered
incentives, like free plants, tax holidays, and technical assistance, to get
the process started. In that vear Guatemala exported 95 quintals of coffec.
In contrast Costa Rice had alrcadv exported 29,000 quintals i 1843. But
by 1880 Guatemala exported more than 325,000 quintals, which made up
92 percent of its total export carnings.

Since Guatemala’s coffee production system was grafted nnto the
existing hacienda structure, it served to reinforce existing class divisions.
There was no reason for hacienda owners to change their pattern of
detachment from production. Their role was to hire finca administrators
who could copy a successful production system. As with other crops, the
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Indian population was left to pursue subsistence agriculture for most of
the year and then hired as a source of labor at harvest time. But labor
shortages began to appear.

The Guatemalans’ reaction to labor shortages was different from that
of the Costa Ricans. Instead of relving on smaller fincas and cooperative
strategies among larger and smaller farmers and laborers, the Guatemalan
landowners and the government found new wavs of extracting more
cheap labor from the indigenous population.

At the suggestion of coffee growers, the administration of President
Justo Rufino Barrios passed the Debt Peonage Act of 1877 and the
Vagrancy Law of 187841 Under the first law any debtor could be required
to provide physical labor on the plantations for the value of his
debts. A father’s debts were transterable to his family. The second law
allowed officials to assign people with no steady work to plantation
activity  These two laws were used as a new means to extract labor from
the Indian population.

Just as in Costa Rica, liberalism provided Guatemala with an ideology
consistent with social reform and with the expansion of coffee produc-
tion and international trade. During the Barrios administration the
state provided incentives tor economic production and improved the infra-
structure. The ports were developed, a railroad was introduced, and roads
were improved. Barrios and Cabrerra also made educational reforms
described carlier.

In contrast to the situation in Costa Rica, however, the social reforms
in Guatemala never attracted the political coalitions necessary to allocate
enough resources for real national impact during periods of liberal rule.
Then, in the periods of conservative rule, the policy ideas were reversed.

Policy values, coalitions, and institutions, 1900-1965

Costa Rica By 1900 Costa Rica’s peculiar dvnamics of coffee production
and its series of liberal administrations had strongly reinforced cooperative
and egalitarian traditions. These values were translated into the key
elements of a national democratic political svstem in the first half of
the 1900s. In 1898 Costa Rica had its first free indirect presidential
elections. Political retorms such as secret Lallot, women's suffrage, direct
elections, and the civil code followed. With two brief exceptions the
country has maintained a demaocratic electoral process for the selection
of national leaders.

At the same time some new elements in the international economy
and political system stratitied the social system. For example, the growth
of foreign investment in the banana plantations created a new set of
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worker-foreign owner relationships based more on conflict than on
collaboration. New unions for public workers and teachers also emerged.

Downturns in the international economy and the more competitive
international coffee market made it more difficult for the system to produce
sufficient benefits for peons as well as for small and large farmer-owners.
With these new economic conditions and the Great Depression of the
1930s, new ideologies like socialism and communism became more attractive.

These circumstances helped to produce the crisis of 1944-1948, when
the government of Rafael Angel Calderon Guardia allied itself with the
Communist party and the church and pushed for a program of radical
social reform. In 1948 the Calderon government refused to cede power
after it had apparently lost the election.

The response was the Costa Rican revolution of 1948, led by José Figuerez
Ferrer. Figuerez abolished the army and ceded power to the elected president.
He himself was elected in 1953. Although Figuerez’s coalition included
large coffee growers, it adopted many of the social reforms proposed by
Calderon’s group and expanded the role of the state through its social
democratic National Liberation party. It moved to limit further social strati-
fication based on wealth through nationalization of the banking and insurance
systems and promoted more equitable allocation of credit to both large
and small farmers. It championed both the ceducation reforms and
improvements in the health system already described. Finally, it substantially
increased the state’s role in economic as well as social development.

The Figuerez government allocated resources to develop new
institutions to carry out such policies, including the social security insti-
tute, the electric company, the national petroleum company, the national
banking system, and the insurance institute. The health and education
ministries were sirengthened considerably.

The new trends in social equity were sufficiently accepted by Costa
Ricans that both the National Liberation party and 1its opposition agreed
that human development policies would continue. They differcd only on
which policies to pursue and how much money to allocate for them.*

Guatemala By the 1900s the goverping coalitions and policy initiatives
that had emerged in El Salvador, Guatemala, lHonduras, and Nicaragua
were substantially different from those in Costa Rica and Panama. In the
first four countries government was controlled by traditional landowning
families in alliance with key military leaders. The military was the best-
organized institution in those nations, and its major function was not so
much national defense as social control.

As shown in carlier chapters, shifts in leadership in Guatemala
oceurred in periods of economic collapse and social discoritent. While
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these shifts were usually nothing more than realignments within the
military and traditional upper class, they often signaled ideological shifts
between the liberals and conservatives. Regardless of liberal or
conservative dominance, however, there was insufficient commitment
to democratizing the society or making major social investments. Thus,
public delivery systems remained woefully inadequate while private
systems functioned effectively for the small traditional elites.

In the early 1900s many of the same economic pressures that Costa
Rica experienced helped to stratify Guatemala’s social structure further.
The government gave major concessions to the United Fruit Company,
which began banana production. A new groro of rural workers sprang
up. Urban workers unions and professional associations were formed.
Socialist and communist ideologies became more attractive. Political
instability mounted at the beginning of the Great Depression.

G eral Jorge Ubico (1931-1944) stepped into the vacuum and
proviae d a typical realignment of landowners, the military, and foreign
investors, a new element in the system. His economic policies were
progressive.* He promoted private sector development. His fiscal policies
were conservative. As a result he did not spend on substantial
improvements in education or health. e abolished debt peonage but
maintained the vagrancy laws under which every Indian had to work for
wages 150 days a year. He maintained press censorship and prohibited
union organization.

A combination of social pressure and U.S. support for anticolonialism
and emerging democracies at the end of World War Il permitted a new
social coalition to form, resulting in the revolution of 1944, A postwar
economic downturn made social grievances more acute. A coalition of
young army officers, students, urban professionals, and trade unionists
helped bring Ubico down when he refused to hold elections. A coup
followed, a new constitution was drawn up in 1945, elections were held,
and Dr. Juan José Arevalo was elected.

This new coalition promoted the health and education policies
described earlier during both the Arevalo and Arbenz administrations.
Arbenz followed more nationalist policies than his predecessor. He
nationalized the United Fruit Company’s railway and plantations. He
passed a land reform act and promised a series of additional reforms.
His domestic opponents as well as the United States feared what they
believed was communist infiltration in the hemisphere during the height
of the new cold war with the Soviet Union. As a result the CIA backed
a coup led by Castillo Armas in 1954.% Armas and his successors steered
a course of economic development with few social investments, which
continued until the late 1960s.
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Policy values, coalitions, and performance
in Central America, 1965-1978

While the Central American nations all followed the new highly successful
strategy for economic growth described in Chapters 5 and 6, which
included export product diversification, industrial import substitution,
and the development of a regional common market in the 1960s and 1970s,
they adopted radically different social policies, expanding the gap between
the high and low Central American human development performers. As
we saw earlier, Costa Rica and Panama made major commitments to
expanding rural primary health care and improving rural health and
education conditions. They allocated additional resources from the eco-
nomic boom of the 1960s and 1970s to do so. The Costa Rican social
democrats during the administration of Daniel Oduber had the coalitions
to permit this. In Panama Torrijos’s administration and his Democratic
Revolutionary party (PRD) favored the improvement of rural conditions.
His government therefore had the coalitions to support progressive social
policy. The existence of adequate political support in each country assured
the passage of the Costa Rican Social Development Law and the design
of the Panamanian health expansien program. Both nations substantially
increased the health budget, built rural health infrastructure, and
strengthened the ministries whose work would be essential to deliver the
services. During the 1970s Panama doubled the number of its teachers
and extended its rural education system as well. The improvements in
human development performance in both nations are documented in
Tables 7.1 through 7.5.

Guatemala also taade formal commitments to new health and
education policies. El Salvador actually developed an educational reform
strategy. But the Guatemalan process was halted by the diversion of
resources owing to the carthquake of 1976, and in El Salvador the
revolution, coups, and countercoups brought the process to a halt.

So El Salvador, Guatemala, Honduras, and Nicaragua entered the
late 1970s without the three clements necessary to ensure high human
development performance—articulated policy values, sustained coalitions
to support them, and strong human development implementing
institutions. My final task is to examine whether the 1980s have changed
anything fundamental in these nations,

Central American Double-Shock Transitions in the 1980s

In 1978 a new transition period began in Central America. Triggered by
the worst world recession since the Great Depression of the 1930s, it was
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accompanied by tremendous violence and disruption in all nations.
Revolutions took place in El Salvador and Nicaragua, and the U.S. military
invaded Panama to overthrow General Manuel Noriega. Guatemala
undertook a political opening while fighting a counterinsurgency war,
and Honduras began a democratic transition with less violence. Eventually
all Central American governments responded with double-shock policies
of economic adjustment and political opening, which were very ditti-
cult to implement. Were these upheavals simply another stage for
rotating elites in the region (Costa Rica excluded) or did a more protound
shift in the foundations for human development governance structures
take place?

An assessment of the transitions of the 1980s leads one to cautious
optimism that four of the six Central American nations—Costa Rica,
El Salvador, Nicaragua, and Panama—may have crossed the threshold
where stronger, more lasting human development governance struc-
tures can be put into place (if, of course, appropriate actions continue
to take place).

A closer examination shows  three patterns of transition  (see
Figure 7.1). The first type of transition, a regime-led one with a high
degree of social consensus, was begun in Costa Rica. Its challenge is to
further define a successful new economic strategy and to modernize Costa

FIGURE 7.1 Central American Regime 'I'mnsitiiuns, 1978-1990
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Soueer: Author’s summary of participant perceptions, Harvard conference on Central American
transitions sponsored by the Warld Peace Foundation, 1991,
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Rica’s model of democratic participation. This modernization, however,
continues to take place on a solid foundation forged particularly after the
1948 revoiution.

In Nicaragua and El Salvador new governance structures emerged
through negotiated agreements among key coalitions representing a
relatively broad spectrum of ideologies and social groups. Societal-led
movements overturned carlier governments, but no single internal group
proved capable of imposing its will on the others. Power relations were
altered preciselv because these military stalemates led to negotiated
political settlements with broad support. Property relations were
substantially changed because of land reform. Finally, the Guatemalan
and Honduran transitions were military regime-led  adjustments
negotiated with a narrow spectrum of groups, which left elements of the
traditional business, civil elite in a predominant position. These transitions
may do nothing more than repeat the old cvele ot Central American
mlhtan and civil realignment. For example, key participants in the
Guatemalan transition of the 1980s lament that their nation again
postponed a social realigninent that would allow for more power and
participation from below.*” Former Honduran and Guatemalan military
leaders warn of the continued independence of the armed forces in their
societies. ™ Let us look at these transitions in more detail.

Costa Rica: Fine tuning a transition in process

The Costa Ricans have made major headway in the economic and political
transition that began in 1982, Their nation has achieved successful
economic stabilization and several phases of an adjustment program. The
basic parameters of the outwardly oriented strategy were accepted by both
political parties and the general population. Although  there was
disagreement about the speed of this transition, broader corisensus nad
been built through intensive dialogue among government, business, labor,
and community groups. As a result the basic direction of economic policy
remained unchanged even when the National Liberation party was
replaced by the Social Christian party in the clections of - 1988,
Furthermore, the nation survived the temptation to restrict basic rights
and drastically increase its police budget during the heightened tensions
with Nicaragua and Panama.

The two biggest challenges to Costa Rica’s continued transition are
consolidating the cutwardhv oriented economic growth and fine tuning
the democratic process. There are five barriers to consolidating the new
outwardly oriented cconomic model. First, vested economic interests still
pose weak resistance to opening the economy. Members of business
chambers and community groups continue to fight the reduction of
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specific subsidies. A second threat is the reaction of low-income groups
to perceived losses in their real wages as a result of the new policies.
A third barrier is the slow pace of the transformation of the state into
a smaller, more dynamic catalyst of economic and social activity. This
change implies a reduction in the role of public enterprises and a search
for new private or mixed alternatives in banking and insurance. But
such systems have proved extremely ditficult to dismantle. A fourth
dilemma is to how protect Costa Rica’s human capital base during the
adjustment process. The Costa Ricans want to maintain quality health
and education programs without large fiscal deficits. Finally, according
to leaders in both major political parties, the education system will need
to be completely reoriented to help citizens work in a competitive
environment and to help public sector emplovees change from a
bureaucratic to a service-oriented mentality.

The Costa Ricans’ second major challenge is remedying the ““vices””
of democracy. This requires creative responses to four basic problems.
First, many Costa Ricans decry the eacessive time and attention both
parties gave to political campaigning as opposed to governing effectively.
Often candidates begin campaigning within a year of the last election.
Second, both political parties need to overhaul their internal rules to
permit more democratic control and participation  Third, the older
generation of political feaders who plaved important roics in the revolution
of 1948 are reluctant to surrender ke positions to the vounger generation,
Finally, opinion polls show that the public believes there has been a
serious increase in corruption in both public and private life. This may
heighten cynicism about the value of democratic government.

El Salvador, Nicaragua, and Panama: Consolidating
fragile but important beginnings

Salvadorans, Nicaraguans, and Panamanians express optimism about
the transition process. They point to the negotiated agreements between
the Sandinistas and the gove snment of Violeta Chamorro and between
the FMLN and the Cristiani government as first steps in setting tentative
new rules of the game. Important new institutions and political parties
have emerged, but political consolidation and the dey lopment of dynamic
new institutions are important unfinished tasks.

The barriers to economic reform are formidable. In contrast w Costa
Rica, which began its economic stabilization in 1982, these three nations
were beginning such efforts ten vears later and after a series of aborted
attempts. Furthermore, unlike Costa Rica none has vet found a model
that provides growth, emplovment, and substantial investments in human
capital to help overcome major problems of health and education.
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This has been a major factor in the region’s past political instability.
Panama appears to have taken larger strides in achieving an outward
orientation and in achieving this balance. But its interoceanic canal
provides an extra economic motor that neither El Salvador nor
Nicaragua has.

Another barrier to economic reform is that strong vested interests
oppose adjustments. Nicaraguan observers differ about whether the
traditional business community presents as much of a barrier to efficient
outwardly oriented production as Sandinista unions and new economic
groups accused of enriching themselves through the “pinata’ in the last
days of Sandinista rule. (The pinata, say critics, was the process through
which friends of the Sandinistas received property betore the Sandinistas
left power. The Sandinistas argue that there was no pinata.) An additional
threat is the thinness of expertise in economic policy making in new
political parties, in government, and in civic groups. Furthermore,
attempting to resuriect ecconomies on a base of poverty, after war, with
minimal external resources is no casy task under any circumstances.
Finally, modernizing the state and making it an efficient promoter of
economic and social development will take decades.

Strengthening the new democracies will not be possible without
further work on the rules of the game. New legislation, pact ., and
dialogues will be needed to provide the social glue to hold the transitions
together, Nicaraguans lament the sporadic outbreaks of violence by what
they ealled recontra and recompa groups (demobilized former contra and
Sandinista soldiers) dissatisfied with the outcomes of the transition and
backed by political extremists on both ends of the spectrum. New formal
government institutions like legislatures, executive statfs, and judiciary
must build competent statt and sound procedures. The new political
parties, unions, civic organizations, and business chambers need
considerable strengthening to represent their constituents effectivelv. A
deep change in political culture through massive education and by the
example of efficient, fair government is needed if democracy is to have
a chance. Finally, the boundaries between military and the new civilians
in government remain ambiguous. For example, the minister of defense
in the new Chamorro government in Nicaragua continued to be Humberto
Ortega, one of the nine Sandinista commanders and the brother of former
president Daniel Ortega. In El Salvador it is not clear how well the
agreements for establishing a new police force and civilian control of the
military will actuallv work. While the abolition of Panama’s National
Guard provides a real opportunity for a new organization under civilian
control, the task of developing such a new group is not casy.

In summary the Salvadoran, Nicaraguan, and Panamanian transitions
demand further articulation of human development policy values and
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consolidation of new institutions on a fragile but important foundation
of radically changed political coalitions.

Guatemala and Honduras: Initiating a morc lasting transition

Most of the threats to the transitions in El Salvador, Nicaragua, and
Panama also plague Guatemala and Honduras. But there are two
additional serious concerns. First, the reassertion of power by traditional
Broups may again po.tpone needed social transformation. For example,
the former Guatemalan defense minister stated that busmess pressure
groups i Guatemala almost brought the Cerezo gevernment down over
the issue of increased taxation and social expenditures. They not only
protested, he said, but encouraged clements within the military to try
two unsuccesstul coups. The postponement of social transformation mav
lead to a bloodicer transition later.

Finally, in the absence of real countervailing pressures, the military
will keep its predominant role. The Honduran military still maintains a
high level of formal, structural independence from civilian control.
Although Guatemala’s new constitution permits executive oversight,
civilians have been unwilling and afraid to take the reins.

Is Speeding Up Transition Processes for High Human
Development Performance Really Feasible?

At the end of Part 1T of this book, T offered an optimistic message: |
said that policies did make a difference in human development perfor-
mance and that nations could at least loosen their contextual bonds to
promote human development performance. A closer examination of the
Central American nations reveals a more somber message. In fact high-
performance human development governance structures are built upon
values, caalitions, and institutions that take vears, and even centuries,
to form. Some of the most perceptive students of democratic transitions
believe that the process is an evolutionary one that may be impossible
to rush. For example, Robert T Putnam argues that today’s relatively
effective democratic infrastructure in Northern ftaly was built apon a base
of civic organizations formed cenivtries carlier.™ The lack of a similar
ntrastructure in Southern Italy, he believes, can be traced to the absence
of this carlier civic base. Samuel Huntington argues that democratiza
tion is intimately related to a more complex, long-term process of eco-
nomic development and modernization.™ More recent work (including
Chapters 3 and 4 of this book) on the management of simultancous
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economic transition and political opening in the 1980s provides evidence
on the difficulties of speeding up managed change.®

For better or worse Central America and the world are in the midst
of important economic and political transitions. Policy makers cannot
afford to wait while scholars sort out exactly what might help consolidate
the transition process. Recent work by the World Bank and other
institutions shows convincingly that policies do matter and that economic
change can be accelerated.™ While acknowledging how little is known
about consolidating democratic transitions, Graham Allison and others
have attempted to identity Kev interventions to promote democracy ™
Although there are no rules for speeding up transitions, one can at least
identifv the barriers and suggest the policy interventions that might help
overcome them. Each nation, however, must identify its own problems
and craft solutions based on its own situation.

Barriers to transition

Although my analvsis in this chapter shows that every nation has a
different set of barriers to transition, it is possible to cluster them into
five arcas based on their origin in (1) the institutional context; (2) civic
organizations; (3) political parties; () legislative, executive, or judicial
institutions; or (3) the ministries and government policies (see Figure 7.2).
Such an organizirg framework is useful because it helps identify where
reform programs might be more specitically directed even though cach
nation must find its own road to transition.

Barrivrs in the institutional context  The institutional context mav be
thought of as the cluster of complex rules that govern the inleractions
among civil society, political society, and the state. Nonexistent or
imprecise rules of the game continue to be a serious barrier to transition,
The presence of formal rights and the absence of real, enforceable civil,
political, and economic rights result in low levels of confidence. For
example, unclear property rights after a decade of revolution and reform
in Nicaragua made it difficult to attract toreign investors and to convince
Nicaraguans to invest as well. In addition the lack of experience with
dialogue and negotiation as opposed to violence, confrontation, and
repression made consolidating the transitions a real problem.

Barriers in civil society — Although civil society did not tlourish in Central
America under authoritarian rule, citizens were permitted to form
business, labor, and private associations to promote their civic interests.
The state permitted nongovernment media to operate as well. The terms
under which civic groups were permitted to function fluctuated.
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Sometimes groups were permitted to operate freely, but when
governments felt threatened they generally imposed press censorship and
states of emergency.

Liberalization in the 1980s permitted an expansion of civil society,
but not without some serious problems. First, when the government
restricted opposition political parties, civic organizations like business
chambers tilled the vacuum. They not only defended specific sectoral
interests, but also engaged in broad-based political action. With the
opening of political lite, leaders ot these civic groups had difficulty
accepting a more restricted role and a less confrontational stvle. In
addition, civil society had been strongly dominated by powerful business
chambers. Their resources and expertise put new labor and civic groups
at an extreme disadvantage. Furthermore, new organizations lack the
skills and experience to develop strategies, structures, and processes to
allow them to be self-sustaining and to have real impact. Most groups,
including the business pressure groups, have yet to serve as a source of
policy ideas, legislation, and debate.

Barriers in political society— The new democratic transformations permitted
an expanded role tor political parties but created a riew set of problems.
In societies where a strong political party, like the National Sandinista
Liberation Front (FSLN) in Nicaragua or the Democratic Revolutionary
party (PRD) in Panama, dominated political life for a decade, it was hard
for new parties to compete on a level plaving field. In addition, many
ot the old political groups like the National Liberation Movement (MLN) or
the Democractic Institutional party (P1D) in Guatemala had been parties
of notables that really functioned only at election time. Still others were
totally dependent upon a single charismatic figure. Modernizing old
parties has been @ major bottleneck in the transition.

Old minority parties and new parties have special problems building
professional organizations capable of contesting power and then staffing
an effective government. The Christian Democrats in El Salvador,
Guatemala, and Panama, for example, had operated under severe legal
restrictions in the past. Their leaders were under constant threat, and in
El Salvador and Guatemala assassinations were not infrequent. One
Guatemalan participant noted that his party had had to spend so much
etfort simply mounting a successtful election campaign that they had little
chance to think seriously of what policies they wouid pursue if they won.
He added that they had problems even stafting ihe new government with
talented people. A final problem for all parties was the democratization
of internal procedures and the development of a professional staff capable
of developing policy positions.
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Barriers within the state: New legislatures, cxecutive branches, and judicial
mstitutions  The assignment of more dynamic roles to legislatures and
the judiciary put tremendaous strains on these antiquated institutions. For
example, many newly elected officials had virtually no experience in the
legislative process, critical analysis of national priorities, or evaluation of
programs and budgets. Furthermore,  procedures  for conducting
government business had to be invented as democratization advanced.
One Panamanian leader noted that in the first public legislative budget
hearings neither the legislators nor the executive officials knew quite what
to do. In addition, there was no tradition of legislative staff work on policy
issues. The vice president of the Salvadoran Assembly said he had no
staff for policy analysis. He felt it had been casier to operate clandestinely
than as a key player in a legislative assembly. Finally, many Central
Americans noted that the pressures of guarantecing a fair, open civil and
political process put special strains on the judiciary. Systems were
cumbersome. adges were paid poorfy and were susceptible to threats,
intimidation, and corruption.

Barvicrs within the state: The moustres and government provrams - The
transitions will only be as successtul as the ability of new governments
to define coherent plans for ccoromic and political development and to
carry them out etficiently and fairly. With the exception of Costa Rica,
new governments have not been ettective in defining an cconomic strategy
to generate growth, employment, and more equal income distribution,
Key ministries did not have the talent to pertorm: policy analysis or
implement programs effectively. The ministries had ambiguous objectives.
They were overstatfed with underpaid and unmotivated officials. Finally,
the lack of clear rules for civil-military relationships left the door open
tor the return of ““a firm hand in government”” should the civilians prove
incapable of providing effective goverament.

Policies for strengthening transitions

Each nation faces ditferent problems in its transition process, and no single
set of actions will consolidate the transitions in every country. It is
possible, however, to tatk about the potential ways that particular barriers
can be overcome. The list that follows is meant as a device to stimulate
leaders and policy makers who believe their nations have particular
transition problems (see Figure 7.3). They are motivated by the spirit that
one should not mention problems without being willing at least to think
about solutions. Each nation, however, must cratt its own solutions based
on its particular situation.,
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Lustitutional context

[

Complete the constitutional reforms that establish the separation
of powers and the basic rules for democratic government.

Formalize the guarantee of pasic civil, political, and economic
rights.

Insure the legal recognition of new civie and political groups.

Promote the resolution of conflicts through pacts, dialogue, and
discussion rather than through violent conflict.

Keep international attention focused on regional advances and
also on abuses.

Use the United Nations and regional organizations to help
monitor peace agreements and the transition process.

Promote education reforms that favor proolem solving and
awareness of basic rights. Promote basic education.

Civil socicty and civic orqanizations

|2

jo=)

Stimulate the formation of new  civic organizations and
community-based problem solving,

Provide training and technical assistance to help new organiza-
tions define strategy and programs and to build their capacity
to be dvnamic, sclf-sufficient organizations.

Encourage avic organizations to put pressure on government to
be responsive.

Stimulate civic and private organizations to provide programs that
force government to be competitive and more service oriented.

Political society and political parties

1.

Support clectoral laws that make the election process clear,
transparent, and cfficient. Rely on international experience and
monitoring when fairness may be an issue.
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(28]

. Encourage redistricting to ensure fair representation of citizens
by politicians.

W

. Promote the professionalization of political parties. Rely on world
experience in party development.

4. Provide technical assistance to build capacity within the parties
to define policy options and debate these options publicly.

The state: New legislatures, executive staffs, and the judiciary

i. Use best demonstrated world practices to design executive,
legislative, and judicial procedures.

(3]

. Provide training in p.licv design, nudgeting, program evaluation,
and the legislative process to newly elected officials.

w

. Promote the establishment of professional analytical executive
and legislative staffs.

V39

. Support an independent judiciary. Protect judges from
intimidation.

5. Combat corruption.

The state: Ministries and government programs

1. Encourage the search for economic strategies that stimulate
balanced growth, generate employment, and invest in the human
capital base.

2. Promote public sector reform to help develop a smaller but more
dynamic client-responsive public sector.

3. Strengthen civilian control of the military.

4. Identify and implement the best demonstrated practices in social
service delivery systems.

While there is no road map for successful transitions, adoption of
some of these proposals, where they apply to specific country situations,
might increase the probability of reaching the destination.
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Conclusions

We have seen that the roots of human development performance
differences in one region, Central America, lie deep beneath the actual
differences in fiealth and education policies and the governance structures
that helped produce them. These governance structures are built on a
foundation of slowly evolving policy values, key political coalitions, and
implementing institutions built over centuries. In spite of the almost
glacial evolution of these foundations, it is possible to identify critical
periods like the transition periods of the 1980s and 1990s when large
irreversible changes take place and when it is possible to help speed
the transitions along and consolidate them with sound policies to promote
human development.



PART IV

CONCLUSION



Lessons for Achieving High
Human Development

I'have invited readers to watch the race for human development that took
place between 1965 and 1987. The race can be better described as the
struggle of developing nations to improve their citizens’ chances to lead
a long and healthy life, to acquire knowledge, and to gain access to
resources needed for a decent level of living,.

As ninety developing countries crossed the finish line readers were
asked to consider a basic dilemma. Why might two countries, such as
South Korea and Liberia, which began the race in the middle of the pack
with relatively similar per capita incomes, achieve such fundamentally
different performances? Korea won the silver medal. It had the second-
highest level of human development improvement. In contrast, iberia
actualiy lost ground and finished in the bottom twelve.

[have attempted to identify the special characteristics of nations that
finished the human development race at the top of the pack., Specifically,
the book asked six questions:

L. What were the characteristics of the developing countries that
showed high human development performance?

2. Did policies play as important a role in high human development

performance as contextual factors like exterial economic shocks,
size, and natural resource endowment?
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3. What role did the state play in mobilizing high human
development performance, and how important were regime type
and basic political and civil rights in attaining high performance?

4. How and why did the wave of rapid economic and political
liberalization take place in the 1980s?

5. Did countries that rode this wave improve their performance
substantially during the human development race?

6. What lessons might be drawn for development policy for the
next decade?

Readers were asked w obierve the development race with two
different sets of field glasses. The tirst set permitted a general view of
all ninety developing country participants. The second set allowed a
more penetrating focus on six Central American nations. The basic
conclusions follow.

What Were the Characteristics of the Developing Countries
That Showed High Human Development Performance?

The high human developrnent performers shared six important character-
istics. They began the human development race in 1965 with a relatively
high-quality human resource base. They were more likely to be in East
or Southeast Asia. They were less linguistically and ethnically diverse
than their neighbors. During the actual race (1965-1987) they were more
politically stable. They used more outwardly oriented economic policies.
They spent substantially more on health and education as a percentage
of gross national product (GNP) than low and medium performers.

Did Policies Play as Important a Role in High Humun
Development Performance as Contextual Factors Like External
Economic Shocks, Size, and Natural Resource Endowment?

Developing countries were not prisoners of their context. High performers
in the human development race proved to be no more handicapped than
low performers by contextual constraints like population density, natural
resource endowment, or external shocks.

Appropriate economic and social policies were a key ingredient in
high human development verformance. The economic and social policy
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choices of the winners of the human development improvement race were
quite different from those of the losers. For example, high human
development performers spent an average of 1.7 percent more of their
GNP per vear on education and health than low performers every vear
between 1965 and 1987,

Although it is impossible to establish clear causality, there is strong
evidence of the relationship between policy choice and improvements in
human development status. For example, Costa Rican and Panamanian
investments in rural health, education, water, and intrastructure programs
coincide with the disappearance of intestinal parasites from the list of the
top five causes of death in those nations by the mid-1970s. This same
disease remains a major killer even in the 19905 in Fl Salvador and
Guatemala, where similar investinents were not made.

S0 policy choices provided a substantial part of the explanation
tor achieving high human development status. In fact of the sis key
characteristics of high human development performance, only a country’s
seographic location is not subject to policy intervention. As already noted,
there is no way to move Chad to Asia. If region is a surrogate for important
but little understood cultural characteristics, however, then it may one
day be possible to learn more about how to speed human development
by sing Key elements of local culture.

Optimism about the role of policy in human development must
be tempered with a heavy dose of realism. Paradovically, the factors
most easily subject to policy intervention like exchange rates and social
spending provided less human development disparity reduction per
unit than factors like political instability « linguisiic diversity. Unfor-
tunately less is known about how to <trengthen political institutions
and increase cthnic harmony than about devaluing currencies ind
increasing social spending. Furthermore, the tactors that were least subject
to policy intervention, like a country’s location or previous human
development status, at least in theory, would have vielded the largest
human development gains per unit of change had it been possible to
influence them. But no one can turn back the clock, tor example, to
1950 and increase Chad’s education and health sperding so that its
population enters the th » development race in 1963 with a stronger human
capital base.

Although policies matter, the process ot policy reform is much slower
than optimists would hope. Stable political environments and consistent
long-term policy commitments proved to be much more mmpaortant than
quich doses of cconomic and social retorm. For example, Coasta Rica’s high
human development status by 1987 was strongly dependent on past
policies to build the human capital base, which can be traced back to at
least the 1880s.
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These general findings were reinforced by o more focused look
through the stronger lens at the Central American high and low human
development pertormers. This lens enabled us to pinpoint interactions
between context and policies that were invisible at a more general level.
We could see, for example, how external shocks created waves of political
instability and set the stage for leadership rotation through coups. We
uncovered a complex and messy process of change in which new leaders
established key coalitions, experimented with new economic strategies
to diversify products, markets, and sectors and searched for appropriate

social policies.

What Role Did the State Play in Mobilizing High Human
Development Performance, and How Important Were
Regime Type and Basic Political and Civil Rights in
Attaining High Human Development Performance?

The search tor the underpinnings ot high human  development
performance described above began with an exploration of the role of
regime type in mobilizing these achievements. To the disappointment
of ideologues of all persuasions, the list of high performers gives no edge
to either formal demuocracies or nondemocracies. The economies of formal
democracies, however, grew seven-tenths of a percent faster annually
between 1973 and 1987, But such growth was no guarantee that
governments would allocate more resources for human development.

While the fornal existence ot democracy or nondemocracy at a
national level did not matter much - high human development
performance, the winners and losers in the human development race had
substantially difterent underlving governance structures. Governance
structures were defined as “the combination of institutions and rules that
manage the relations within and amony ivil society, political society, and
the state.”’

The governance structures ot most high human development
performers showed certain similaritios. They were active promoter states
(as opposed to producer or regulator states) that pursued outwardly
oriented growth based on market mechanisms. They had strong
leadership and high levels of resource commitment and innovation in the
arca of social policy. Their government spending was between 20 and
30 percent of GNP, They had at least medium levels of political and civil
rights regardless of regime tvpe. They promoted mechanisms for two-
way communication between citizens and governments even when formal
democracy did not exist. Finally, they had high policy continuity and low
political instability for long periods of time.



LESSONS FOR HIUNMAN DIVETOPMENT 185

Medium human development performers tvpically had larger, more
mterventionist producer states with lower levels of political and civil rights.
Low human development performers had smaller regulator states that left
large segments of the population out uf their sphere entirelv. They used
rigid, top-down mechanisms with low levels of aivil and political rights
to dominate the population within their reach. This governance stvle helped
contribute to high levels of political instability and regime turnover.

At the core of high performance governance structures swere a triangle
of prevailing policy values, kev political coalitions. and implementing,
institutions. This core, however, evolved over decades. A ook, for
example, at the origins of the critical triangle i Central America requires
a journey back to the colonial period. Cooperation was necessary for
human survival in Costa Rica in the 13005, while in Guatemala a bier-
archical, authoritarian culture emerged based on political, cconomic, and
religious domination. These initial structures helped condition the reac-
tions of kev groups to the organization ot new product svstems, the choice
of economic stratepy, and the witlingness to make social mvestments.,

How and Why Did the Wave of Rapid Economic and Political
Liberalization Take Place in the 1980s?

[n light of the evidence that high human development pertormers
implemented consistent policies over a longer period of time, under condi-
tions of low political instability and relativelv clear rules of the game, it
is hard to imagine why the push for rapid political and economic liberali-
sation became popular in the 1980s It is cqually hard to understand what
double-shock policies have to do with the human development story,

Yet the discussion of double shock s a key element in the human
development race because it was a policy response to the strong external
shocks caused by the second ol price hike ot 1978 and the global recession
ot 1982, These shocks affected the conditions under which the last ten vears
ot the human development race under revies here was run. Ever runner
had to adjust its strategyv in the last laps ot the race to these new conditions.

The wave was not anillusion crcated by the miedia or politicians, but
rather a tidal wave with three different currents: pohtical liberalization,
economic reform, and double shock—simultancous cconomic and palitical
reform. As o result of the tirst current, political tiberalization, the number
of democratic regimes in developing countries grew from seventeen of
ninety (19 percent) in 1973 to thirtv-cight (11 percent) by 1989, Further-
more, the number of countries with at least medium levels of civil and
political rights (measured by the Gastil index) increased trom 57 percent
In 1980 to 68 percent in 1989,



186 CONCLUSION

As a result of the second current, cconomic liberalization, thirty
nations participated in World Bank-sponsored structural adjustment loans
between 1982 and 1989. Swept along by the third current, double shoek,
all of the Eastern European nations began a ditficult process of political
liberalization and economic transition to the market. Furthermore,
between 1982 and 1988 at least thirteen developing nations took double-
shock medicine as well—cight with assistance from the World Bank and
five without. In the 1980s the number of developing countries adopting
double-shock policies was more than thirty.

Although it is tempting to blame aid donors for imposing double
shock, in reality many countries acted far in advance of the donors to
correct serious imbalances exacerbated by the external shocks described
earlier. The wave began in ditferent wavs in cach region. For example,
in Latin .axmeric carly double-shock policies in Argenting, Brazil, and
Uruguay were regime led, not externally imposed, and heterodon in their
application of cconomic theories. These adjustments were triggered by a
combination of shocks, international events like the Falklands War, and the
popular rejection of authoritarian regimes that had presided over economic
and political collapse. The shape of the second wave in the mid- 19805
in Bolivia, Costa Rica, and Guatemala was more orthodox. It was formed
through a combination ¢t internal responses to donor pressure, learning
based on vbservation of other processes ot reform, and political pressure
for democratization from the United States. The Eastern European variant
began in the later 19805, It accelerated not because of pressure from the
International Monetary Fund (IMFE) and the World Bank, but because of
the inability of totalitarian regimes to stave off cconomic collapse. It was
carved out of the political space ceded to the opposition by Moscow's
policies of glasnost and perestroika. In Asia the market-oriented nations
substituted single- tor double-shock policies. Thev streamlined  their
economies and engaged in controlled political openings, for example, in
Taiwan and Korea. The formerly centrally planned economies in Asia like
China and Vietnam also tried single-shock economic reform without major
political transition. Finally, the Atrican version of double shock began
in the late 1980, almost ten vears after the first Latin American experiments.
It was brought on by international ripple effects and donor pressure.

Did Countries That Rode This Wave Improve Their
Performance Substantially During the Human
Development Race?

Few nations were able to maintain t™+ pace of their human development
improvements in the 1980s. The worla recession of 1982 and the oil price
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shocks of 1978 changed the nature of the human development race. Every
runner had to slow down and make corrections. The struggle was about
who lost less ground.

The healthier runners made the corrections more easily. For example,
the Asian nations whose imbalances were less serious could afford to
embark on single-shock policies. They restructured their economies and
streamlined their public sectors. In Latin America some countries used
single shock as well. For example, Chile’s carlier economic restructuring
allowed it to concentrate on political opening. Costa Rica, whose demo-
cratic political institutions were quite healthy, was able to focus on economic
restructusing. The weaker runners who developed serious imbalances during
the race, like Bolivia and Argenting, were forced to consider double-shock
policies. Finally, the slowest runners like Ethiopia, Chad, and Somalia
stumbled under the burdens of war and political instability.

There is astrong indication that high human development performers
found it less necessary to take double-shock medicine in the final phase
of the human development race. In tact only 23 percent of the high human
development performers used double-stock policies, while 50 percent of
the medium and 60 percent of the low performers had to do so.

Although the 19865 were a somber period, those who embarked on
cconomic and political reform did achivve some positive results. Countries
that adopted World Bank adjustment programs did reverse serious
cconomic collapse. Manv nations like Bolivia, Nicaragua, and Mexico
brought hyperintlation under control. Others reduced the size of the state
and made it more efticient. A tew nations made the transition from
stabilization to adjustment. They changed the composition of their export
base through diversitication of products, markets, and sectors. On the
political side new feedback channels were opened and mechanisms other
than coups were developed for changing top leadership.

Unfortunately the single- and doubleshock policies also had their
negative consequences. Some nations stopped inflation by wrenching
their cconomies into deep cecession from which thev have vet to recover,
Most managed effective stabilization without fostering a real structural
adjustment. Narrow-minded policy advisers sometimes led an indiscrimi-
nate attack on the state that lett it too weak to promote cither adjustment
or human development. Imitial studies by the U.N. Educational, Scientific,
and Cultural Organization (UNFSCO) indicated that the social costs
of djustment on high-risk groups like voung children and pregnaat
women were hivh.

Although the data on soaal pertormance in the late 19805 are not yet
available, there o anindication that education and health levels in
developing countries deterorated. For example, Costa Rica, whose data
base is quite good, reports a rise inintant mortality in the early 1990s.
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Reduced expenditures for health eoineide with a resurgence of malaria,
tuberculosis, and other diseases that had been under control. In former
socialist economies macroeconomic policy now provides market signals
in a vacuum chamber. Few individuals and institutions know how to
respond to them. Adjustment fatigue has led to the potential for backlash.
Finally, the disinvestment in education and health may sacrifice several
generations ot people and slow down future human development
improvement decades from now.

While circumstances forced many nations to adopt double-shock
policies in the 19805, performance improvements have been slow in
coming. New democracies are not as economically strong as old ones.
The cconomic performance track record of the thirteen double-shock
nations I could identify in the 1982-1988 period was worse than the other
nations in the sample.

It is too carly to sav exactly who lost less in the 1980s. The list of
countries reputed to have achieved successtul economic or political
adjustment in this difficult period, however, has a disproportionate
namber of high human development achievers from the 1965- 1980 period.
Perhaps they were more capable of living off the social margins created
by their carlier high human development policies.

What Lessons Might Be Drawn for Development
Policy for the Next Decade?

Policy makers facing the next decade might ponder the following
summary conclusions. First, developing nations are not prisoners of
their context.

Second, cconomic and social poiicies and policy makers do make a
difference in the human development race. There are plenty of specific
policy lessons to learn trom countries that have reduced infant mortality,
increased literacy, and restructured their economies successtully.

Third, policies to reduce political instability and cultural impediments
to development have the potential to vield great benefits if they can be
designed realisticallv. Policies must, however, be crafted based on
individual circumstances,

Fourth, the postponement of human development investments has
serious consequences tor human development performance decades in
the tuture.

Fitth, behind the successtul human development performers in
the past were high-performance governance structures that included
clements like active promoter rather than producer states, outwardly
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oriented economic strategies within a market context, an active role in
social policy, at least medium levels of political and civil rights, and low
levels of political instability. It is worthwhile to consider how such
structures might be built elsewhere.

Sixth, beware of simple recipes like liberalizing or reducing the role
of the state. In cases where the state has been a weak regulator it will
be necessary to strengthen its capacity. Tailor solutions based on current
human development status, governance structure, and the existing
barriers to reform.

And tinally, achieving high human development performance takes
time and patience. Double-shock policies have not normally been part
of the portfolio of high human development performers. Instead the
process from which high human development policies have emerged was
a gradual one, often involving decades. It included both the managed
as wellas evolutionary formation of a triangle of values, coalitions, and
institutions that tormed the foundation of high performance governance
structures. These structures, in turn, proved capable of selecting and
implementing creative human development policies.

This last conclusion is meant to serve as a warning tor those enamored
of quick fixes and rapid policy impact. This book shows convincingly that
policies cannat even reach the agenda for approvalwithout solid political
caalitions that have a strong commitment to human development policy
values. They cannot be successfully implemented without the institutional
infrastructure necessary to make them work. In Central Ame rica these
foundations emerged through a slow evolutionary process over the course
ot centuries.

Thus, the economist’s idea as expressed in repression analvsis that
for every increment in v opolicy vou got an increment of ¥ human
development performance is simplistic. Underneath these transformations
are Iiving and breathing human beings who form coalitions, CXPress
values, and develop institutional infrastructures that can take generations
to fall into place.

This tinal conclusion has two serious implications for development
professionals. First, the failure to consider the institutional fondations
of developnieat can lead to some gross, humaniv costly miscalculations
about strategies for policy reform. This is the biggest risk tor those who
think that getting macroeconomic policy right is the exclusive leading-
edge solution to the development dilemma. This view is evident in many
who provide policy advice to governments in Fastern Lurope and the
tormer Soviet Union, as well as i the developing world. They often fail
to see the texture of the institutional fabric completely and the complex
threads of interactions that must be woven together underncath to make
policies work.
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190 CONCLUSION

Blind macroeconomic policy proponents appear surprised when
people and institutions do not respond, for example, to the market forces
supposedly unleashed by their reforms. They are even more surprised
when citizens throw the reform governments they advised out of office.
These advisers often blame everyone but themselves when their nolicies
do not work. They need to incorporate a greater emphasis on instirutional
reform and political coalition building into their approach to change.
They should not mislead themselves or others into thinking that social
change is easy.

The second unfortunate response to the insights in this book would
be extreme pessimism. Pessimists would argue that since successful
reforms are so deeply imbedded in the glacially slow, evolutionary
development of civic culture and governance structures, nothing can
be speeded up. They ignore the evidence that between 1965 ana 1987
and before, many successful governments did in fact think systematically
about how to overcome barriers to more rapid change and that they
built upon their understanding of their cultural and institutional context
to speed reforms. While macroeconomic and social policy changes such
as adjustments in exchange rate policy or increases in social spending
had less potential impact on human development performance than
immutable factors and than we might have hoped, they still can and do
make an important difference.

The pessimists need to learn more about successful mobilization of
policy to promote change. They should focus on the triangle of values,
coalitions, and institutions that provide the foundations of high-
performance governance struciures. They can identify the barriers to
change and suggest how to overcome them, as [ began to do in Chapter
6 and as many policy makers and citizens in developing countries are
doing todav. Such an approach attempts to build upon context and culture
to increase the p:ubability that policy reform will be more successful. We
have the capacity and the responsibility to use what we know to help
improve people’s life chances.



APPENDIX 1

Calculating the Modified
Human Development Index

This book uses a modified version of the 1990 UNDP human development
index to construct country baseline data.® A country’s human develop-
ment index (HDI) score (between 0 and 100) is based on its performance on
three equally weighted variables: (1) PPP-adjusted real GDP, (2) literacy,
and (3) life expectancy. The index expresses a country’s human develop-
ment status as a percentage of the best industrial-country human devel-
opment perfermance. In other words Chad’s 1987 HDI score of 23 was
about a quarter of that achieved by the best industrial country in that year.

The score is computed in four steps. First, a deprivation scale range
is defined for each variable based on the lowest and highest attainable
score ot any country. Second, a formula is used to convert a country’s
raw score to a deprivation index score between 0 and 100. Third, the
country’s deprivation scores on each variable are given equal weight and
averaged. Fourth, the average deprivation score is subtracted from 1 so
that high HDI scores indicate high performance. The UNDP’s 1990
method is modified, however, to make 1965 and 1987 data comparable
within a 0 to 100 range. The modification is achieved by setting parameters
using the lowest and highest scores for whole 1965-1987 data set, not
just for the year to be measured. Thus, no index scores are greater than
100 or less than 0.

Here are the steps for computing HDI:

191
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Step 1:

Step 2:

Step 3:

Step 4:

Upper and lower limits are determined from the data set
(based on 1965-1987 raw scores).

A country deprivation score is computed for each indicator,
where

life expectancy = X1
literacy = X2
log of real GDP per capita = X3

(max Xij — Xij)
Lj = j

(max Xij — min Xij)
/ i

A simple average is taken of the three indicators (the
indicators have equal weight).

3
=Y li
=1

The human development index (HDI) is 1 minus the average
deprivation index.

(HDD)j = (1 - 1))

To compute an HDI score for Liberia, the following steps are taken:

Step 1:

Determine upper and lower scale limits.

Maximum life expectancy: 78.4 (Japan 1987)

Minimum life expectancy: 33 (Ethiopia 1965)

Maximum literacy rate: 100.0 (Norway 1987)

Minimum literacy rate: 3.0 (Niger 1965)

Maximum PPP-adjusted real GDP log: 3.68
(log of average official “poverty line’’ income of nine
industrial countries—Australia, Canada, Federal Republic
of Germany, Japan, Norway, Sweden, Switzerland,
United Kingdom, and United States—adjusted by
purchasing-power parities, of US$4,861)

Minimum PPP-adjusted real GDP log: 1.54 (log of Bhutan’s
1965 PPP-adjusted real GDP of US$35)
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Liberia’s life expectancy in 1965: 44
Liberia’s literacy in 1965: 10.0
Liberia’s real GDP per capita (log) in 1965: 2.75

Step 2: Compute individual deprivation scores.

Liberia’s life expectancy deprivation score
(78.4 — 44)/(78.4 - 33) = .757

Liberia’s literacy deprivation score
(100 - 10.0)/(100 - 3.0) = .927

Liberia’s GDP deprivation score
(3.68 — 2.75)/(3.68 - 1.54) = .434

Step 3: Average Liberia’s deprivation scores.
(.757 + 927 + 434)/3 = .706

Step 4: Find Liberia’s human development index (HDI).
1 -~ .706 = .294

Although the United Nations modified its 1991 index to differentiate
more effectively among, the very highest HDI performers, I have not used
these modifications for two reasons. First, missing data in my time series,
particularly for 1965, do not permit me to use the new measure called
educational attainment (a combination of literacy and years of schooling).
Second, the new UNPP adjusted income measure, which provides refined
discrimination among the thirty industrial countries, is not necessary since
my topic is the ninety developing countries.
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APPENDIX 2

Calculating the Disparity
Reduction Rate

There are many ways to measure human development improvements
between 1965 and 1987. One can study, for example, (1) absolute ircre-
ments of change, (2) average annual rates of change, or (3) disparity
reduction rates. As Tables A2.1 and A2.2 show, each method leads to
a very different interpretation of high and low HDI performance.

The Human Development Report 1991 uses the first method—absolute
increments of change. The problem with the use of absolute gains is that
they are considered equally easy to meake regardless of whether

TABLE A2.1  Three Methods for Calculating HDI Change, 1970-1985

HDI (%
) Absolute  Average annual  Average annual

Country 1970 1985 change (%) change (%) DRR (%)
Costa Rica 759 86.5 10.6 0.9 38
Nigeria 189 243 10.4 37 0.46
Niger 54 158 10.4 12.8 0.8
Soviet Union  82.1 925 10.4 0.8 5.6

Sotrer: HDI seores and absolute change data come from U.N. Development Programme, Human
Development Report 1991 (New York: Oxford University Press, 1991) pp. 96-97. Average annual change
and DRR calculations were made with methods deseribed by James Grant, Dispantty Reduction Rates n
Secial budcators, Overseas Development Council, Monograph no. 11 (Washington, 1.C.: 1978), pp. 11-X);
and Morris Morris, Measuring the Comdition of the World's Peor (New York: Pergamon Press, 1978)
pp. 74-78 and 121.
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TaBLE A2.2  Graphic Presentation of Three Methods for Calculating
HDI Change

A B C
5.4% 10.4% 84.2%

Niger 0% 100%

Soviet Union 0% | RGO h e P 100%
A B C
82.1% 10.4% 7.5%
Measure
Average annual Average annual
rate of HDI disparity
Absolute change HDI change rate reduction
Formula B (R 1in {{ICIB + O)) - 1} UUn
Problem Gives equal importance  Overstates the Has some bias toward
to all equal absolute importance of initial high HDI
increments of change annual change performers and may
anvwhere in the scale where initial HDI - overstate DRR pains
scores are low as a country nears

the 100% target

A = 1970 HDI score.
B = absolute increase in the score between 1970 and 1985,
A + B = 1985 HIDI score.
C = the disparity between the 1985 HDI score (A + B) and a perfect scale score.
B + C = the disparity between the 1970 HDE score (A) and perfect scale score.
n = number of vears.

Souret: Author's calculations

countries have high or low initial HDI scores. This is like assuming that
arunner will find it as easy to jump three-foot hurdles on the top of Mount
Everest as at sea level. In fact, it may be easier for Niger to improve its
very low HDI score (5.4) by ten percentage points, than for Costa Rica
to make the same ten-point HDI gain from its relatively high initial HDI
score of 75.9. This would be the case if, for example, public health
investments for countries like Niger, with low levels of life expectancy,
yield quicker absolute improvements than for countries like Costa Rica
which already have relatively high levels of life expectancy.

One escape from the dilemma of absolute increments might be to com-
pare annual rates of change in the HDI. But as can be seen in Table A2.1
this second method also understates the importance of change for coun-
tries like the former Soviet Union with higher initial HDI scores. For
example, although both Niger and the former Soviet Union jump the same
10.4 percent absolute HDI hurdle between 1970 and 1985, Niger, with an
initial HDI score of 5.4, shows a giant 12.8 percent rate of average annual
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improvement since it did not jump HDI hurdles well before, and the
former Soviet Union shows only a tiny 0.8 percent gain because of the
mechanics of the calculation method.!

A third method, called the disparity reduction rate (DRR), treats
percentage rates of change among high and low initial performers in a
more uniform fashion. It is the method of choice in this book. The DER,
developed by Morris Morris for tracking improvements in the physical
quality of life, measurer the rate at which the disparity between a
country’s current and possible performance is reduced over time. Possible
performance is equivalent to that of a typical industrial country. The DRR
helps reduce the distortions in the average annual percentage changes
between lower initial HDI performers like Niger and higher initial HDI
performers like the former Soviet Union, even though the absolute
increment of improvement is the same for these two countries.

The formula for calculating the DRR is

(t + n) B <.rt + n> 1
o B Xt/ on

where x is the disparity between social indicator performance in time ¢
and 100 and time t + n and 100. This calculation yields a negative rate
when the disparity is being reduced. For ease of exposition Grant and
Morris recommend that this rate be expressed as a rate of gap reduction.?
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33. The resalts did not differ substantiallv from those presented here.

34. These policies are considered more short term in nature than some of
the contextual institutional factors,

35. Because of the large number of policy variables, a two-step process was
used for developing the regressions. First, all ten policy variables were added
to an OLS multiple regression. Then the variables with the highest t values
significant at the .05 level scores were kept for a second regression. At this second
stage a stepwise regression was run to look at the incremental r squared
contributed by each variable.

The correlation matrix for all variables vielded no evidence of multicollinearity.
Problems related to non-normal distributions of data in average military, health, and
education expenditures as a percentage of 1965-1987 GDI? were reduced by using
log data. Distributions for the other variables showed no serious abnormalities.

The high Durban Watson statistics indicated that there were no serious
problems of autocorrelation. Examination of scatterplots of the residuals in initial
regressions showed no serious problems. The regressions on the variables reported
here produced statistically significant ] and ¢ statistics.

36. For the high human development performers four variables—political
liberty, export growth, higher education end health expenditures, and lower fiscal
deficits—accounted for 0.218 of the adjusted rsquared. The I and f statistics were
significant at the (001 level, and the Durban Watson statistic of 1.79 indicated
no serious autocorrelation. For the low human development performers only two
variables proved to be significant: political liberty and health and education
expenditures. They combined to predict about 0,199 of the adjusted r squared.

37. The same procedure described in note 35 was used in the regressions
of policy variables :n GDP growth. The results were significant; the correlation
matrices and the Durban Watson statistics indicated no serious anomalies.
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38. See, for example, World Bank, World Devetopment Report 1990,

39. John Fei, Shirley Kuo, and Gustav Ranis, The Taiwan Success Story (Boulder,
Colo.: Westview Press, 1981).

40. The same procedure described in note 35 was used in the regressions
of external intluences on human development performance. The results were
significant; the correlation matrices and the Durban Watson statistics indicated
no serious anomalies.,

41 The results for high and low performers were similar to those
reported here.

42. The same procedure described in note 35 was used in the regressions
of external influences on GDP growth. The results were significant; the correlation
matrices and the Durban Watson statistics indicated no serious anomalies.

43. Because of the large number of variables, a twosstep process was used
for developing the regressions. First, all significant internal, eaternal, and policy
variables were added to an OLS multiple regression. Then the variables with the
highest  values significant at the .05 level scores woere kept for a second regression.
At this second stage a step-wise regression was run to look at the incremental
rsquared contributed by cach variable.

The correlation matrix for all variables yielded no evidence of multicollinearitv,
Problems related to non-normal distributions of data in average military, health, and
education expenditures as a percentage of 1965-1987 GDIP were reduced by using
log data. Distributions for the other variables showed no serious abnormalities,

The high Durban Watson statistics indicated that there were no serious
problems of autocorrelation. Examination of scatterplots of the residuals in initial
regressions showed no serious problems. The regressions on the variables reported
here produced statisticallv significant £ and 1 statistics.

44 For the top third of human development performers there are four
significant variables that entered the stepwise regression with significant £ values.
They predicted 34 percent of the adjusted r squared. The Durban Watson statistic
of 196 showed no evidence of autocorrelation among variables. The variables
that entered the equation were nonprogrammed change of presidents (3.45F »
squared 0.203), HIDILin 1965 (9. 141F » squared 0.288), export product diversification
in 1965-1987 (2.678F r squared 0.318), and location in Asia (2.712] r squared 1.340).

For the lower thisd of human development performers there are four
significant variables that entered the stepwise regression with significant f values.
They predicted 44 percent of the adjusted r squared. The Durban Watson statistic
of 2.004 showed no evidence of autocorrelation among variables. The variables
that entered the equation were nonprogrammed change of presidents (4.42F ¢
squared 0.346), HDLin 1965 (6.435F r squared 0.390), log of health and education
expenditures in GNP in 1965-1987 (51711 r squared 0.420), and location in Africa
(2.792F r squared 0.440).

45. Table 1.9 helps show that statistically significant effects on human
development performance do not always produce the same level of policy eftects.
For example, exchange rate policies contributed 0.030 in incremental r squared
to the statistical explanation of the HDI disparity reduction rate. Social policies
(education and health expenditures) contributed onlv 0.005 in incremental r
squared. However, moving Chad’s policy performance in each of these areas to
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the developing country average produced a slightly larger human development
gain from the social expenditure policy change (1987 HDI of 26.26) than from the
exchange rate policy change (1987 HDI of 26.10).

Chapter 3, ‘‘Regime Type and Economic Performance’’

A shorter presentation of the ideas in this chapter appears in Mare Lindenberg,
and Shantavana Devarajan, “'Prescribing Strong Economic Medicine,”” Comparative
Politics 25, no. 2 (January 1993), Forrest Colburn, Jorge Dominguez, Robert
Klitgaard, Jack Montgomery, Dwight Perkins, and Dani Roderik contributed
helpful comments. The data analysis could not have been completed without the
assistance of Veronica Marseillan, Diemar Smith, and Julie Stanton and the help
of a grant (rom the Ford Foundation.

1. See for example, Barbara Stallings and Robert R, Kautman, eds., Debt and
Dentocracy in Latin America (Boulder, Colo.: Westview Press, 1989); Thomas E.
Skidmore, “The Politics of Economic Stabilization in Postwar Latin America,”’
in James M. Mallov, ed., Authoritarianisir and Corporatism in Latin: America
(Pittsburgh: University of Pittsburgh Press, 1977), pp. 149-90; Robert R, Kaufman
“Democratic and Authoritarian Responses to the Debt lssue: Argenting, Brazil
and Mevico,” International Qrganization 39 (Summer 1983), pp. 473-503; and James
M. Mallov and Mitchell AL Seligson, eds., Authoritarians amd Democrats: Regime
Transition i Latin America (Pittsburgh: University of Pittsburgh Press, 1987).

2. Skidmore, “The Palitics of Economic Stabilization in Postwar Latin
America,”” p. 181

3. 5ee Joan Nelsonand contributaors, Fragile Coalitions: The Politics of Economic
Adjustment (New Brunswick, N.J.: Transaction Books, 1989); Stephan Haggard,
“The Politics of Stabilization: Lessons from the IME's Extended Fund Facility,”
in Miles Kahler, ed., The Politics of International Debt (Ithaca, N.Y.: Cornell
University Press, 1983), pp. 157-86; Karen Remmer, ““The Politics of Economic
Stabilization: IMF Standby Programs in Latin America, 1954-84,"" Comparative
Politics 19, no. 1(October 1986), pp. 1-24; idem, “"Demaocracy and Economic Crisis:
The Latin American Experience,”” World Politics 42, no. 3 (April 1990), pp. 315-35.

4. Remmer, “Democracy and Economic Crisis,”” p. 318, This artidle has an
excellent discussion of the literature and the kev issues.

5. While the research driving this debate is much more comprehensive today
than in the past, recent studics are still incomplete. First, economic performance
is defined with relatively few variables. For example, Remmer provides a sound
foundation but does not offer the more comprehensive econoraic analysis using
measures of growth, iwernal and eaternal balance, and debt burden provided,
for example, by Ricardo Faini, Jaime de Melo, Abudel Senhadji-Semlali, and Julie
Stanton, “Macro Pertormance under Adjustment Lending. " Policy, Planning, and
Rescarch Working Paper 190 (Washinglon, D.C.: World Bank, 1989). Second, reform
is limited largely to stabilization rather than structural adjustment, which
dominated the ecoromic efforts of the 1980s. Haggard and Remmer, for example,
concern themselves almost entirely with stabilization. Nelson initiates an
interesting discussion of the politics of adjustment rather than simply stabilization,
Haggard’s most reeent work continues these discussions in “The Politics of
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Stabilization and Structural Adjustment,” in J. Sachs, ed., Developing Country Debt
and Economic Performance (Chicago: University of Chicago Press, 1989). Third, most
of the published research does not yet assess the experience of the 1980s. Fourth,
the few studies that have been completed on simultancous economic and political
liberalization during the 1980s kave focused principally on Latin America, since
the nuajority of political openings in the decade oceurred there. Finally, regime
type has been crudely defined, often considering, only democratic forms—that
is, whether or not the government permits regular competitive elections. Other
important variables, such as the presence or absence of basic political, civil, and
economic rights, have been neglected.

6. Faini, de Melo, Senhadji-Semlali, and Stanton were kind cnough to share
their extensive data base and their measures.

7. There are many ways to classify regime tvpes. For example, see D. Berg-
Schlosser, “African Political Systems: Tvpology and Performance, ™ Contpurative
Political Studies 5, no. 2 (1984), p. 17; or K. Rollen, “*Dimensions of Democracy,”
American Sociological Revicie 46 (1981). Preference, however, was given to main-
taining consistency with the most recent studies of reaime type and economic
performance, particularly with Remmer, “Democracy and Economic Crisis,”
p. 322. To summarize the method, regimes are coded as democratic it they came
to power on the basis of popular and competitive elections as noted in Arthur
Banks, Thoraas Muller, Sean Phelar, and Elaine Talman, Political Handbook of the
World (Binghamton, N.Y.: CSA Publications, State University of New York, 1991),
The discussion was broadened to include the country scores on Gastil’s indexes
of civil, political, and economic rights from 1973 to 1989, Wright's index of eco-
nomic rights, and Gastil's economic system classifications, all of which appear
in Raymond D. Gastil, Freedom in the World: Political Rights and Cioil Libertics, 1982
(Westport, Conn.: Greenwood Press, 1982), particularly pp. 9-48 and 51-8Y, and
Freedom in the World: Political Rights amd Credl Liberties, 1988-1939 (New York:
Freedom House, [989).

8. A country was considered an established democracy if it had a score of
5lon the percentage democratic rule measure for both 1973- 1981 and 1982- 988,
It was considered newly democratic for 1982-1988 if it had a score of less than
50 percent between 1973 and 1981 and greater than 50 percent between 1982
and 1988,

9. George Bush, ““Remarks to Citizens of Hamtramck, Michigan, April 17,
1989, Presidential Dociments (Washington, D.C.: Government Printing Office,
1989), p. 563.

10. When the countries are placed in a two-by-two matrix with ““democratic”’
and “other”” on one axis and “regime collapse’ (ves or no) on the other, the
chi square value for the period 1973-1980 is 3.563, significant at the .16 level, In
the 1981-1989 period the chi square value of 0,917 is significant at the .63 level.

1. The equation used, based on an crror-components framework, is

Yit = BO + BIDi + B2DiF + Uit

where:
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Yit = the logarithim of GDP of country i in year !
D1 = dummy variable which equals 0 if country i is authoritarian and 1 if
it is democratic
T = time trend
Uit = composed error term

12. We estimate the following equation to control for the effects of shocks
using a control group framework:

Yij = aoj + Xi'ai + SHia2j + a3jDi + Eij

where:
Yij = performance indicator j for country
Xi = lagged values of these indicators for country i

SHi = changes in the country ['s external environment
D = dummy variable (0 if authoritarian and 1 if democratic)

13. Although the raw numbers show that about 20 percent of the democratic
regimes and 33 percent of the nondemocratic ones initiated structural adjustment
loan (SAL) programs, the chi square value of 2.273 (.13 probability level) shows
no signiticant difterence in SAL initiation by democratic and authoritarian regimes.
Onee programs are initiated, the chi square value of 001 (91 probability level)
shows no ditference in collapse rates by regime type.

. The SAL-participating countries undergoing regime collapse or transition
were Bolivia, Brazil, Nigeria, Panama, the Philippines, Sudan, Turkey, and
Uruguay. Non-SAL countiies undergoing regime collapse or transition in the same
period were Argenting, Bangladesh, Burma, El Salvador, Fiji, and Guatemala.

15, See Faini, de Melo, Senhadji-Semlali, and Stanton, ““Macro Performance
under Adjustment Lending.”

16, There are three serious limitations to comparing the economic performance
of the SAL and non-SAL participants engaged in simultancous regime transitions
in the 1980s. First, only a small number—cight of the thirty SAL participants and six
of the sixty-three non-SAL participants—were involved in simultaneous transi-
tions. Statistical testing is of limited utility with such small numbers. Second,
owing ta the use of period averages rather than time-series data geared to the actual
phasing of transitions, it is impossible to determine whether economic results
deteriorated before regime transition and continued to do so during the transition
or whether performance improved once the transition began. A third problem
is that the aggregate statistics group a number of dissimilar transitions together,
For some regimes like the Philippines, the process of simultaneous transition was
neither intentional nor orderly. President Ferdinand Marcos had noe intention of
surrendering power but was thrown out of office by a broad-based popular
movement. In other transitions, such as in Guatemala, the process was led by
the regime itself during worsening economic conditions but not total collapse.

17. See, for example, Gerald W, Scully, “The Institutional Framework
and Fconomic Development,” Journal of Political Economy 96, no. 3 (1988),
pp. 652-62.
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Chapter 4, “Governance Structures and Human Development”

1. Governance structures may be thought of as specitic encompassing
relationships by which people organize themselves for collective life. The origins
of the idea can be found in Aristotle, The Politics, bk. 1, ch. 1, sec. 6-7. The broad
definition is useful because it permits a better discussion of the relation of elements
of the polity like civil society, the state, and political society. The narrower
definitions recently used by donor agencies—for example, ““the management of
a country’s economic and social resources for development’” (World Bank,
“Managing Development: The Governance Dimension,” Discussion paper,
Washington, D.C., 1991), p. 1—do not specifically highlight the potential
relationships between citizens and political institutions.

2. Alfred Stepan, Rethinking Military Politics (Princeton: Princeton University
Press, 1988), pp. 3-12.

3. Ibid.

4. There are many more complicated and varied categorizations of these
structures, but for the purposes of this argument they will not be discussed.

5. The time-series data at this level of aggregation are not good enough to
establish which features of the governance structure developed in what order or
how they interacted with overall economic development. Samuel Huntington
explores these interrelationships in The Third Ware: Democratization in the Late
Twentietl Century (Norman: University of Oklahoma Press, 1991). More detailed
empirical treatment of the phasing of institutional development will have to be
continued by others.

6. There were differences in the styles of the democratic and nondemocratic
regimes. The cight democratic regimes had higher levels of political and civil rights
than the fifteen nondemocratic ones. They also had larger public sectors than their
nondemocratic counterparts. But both maintained medium or high levels of
political and civil rights.

7. Sece, for example, Huntington, 7he Thind Wazre, and Robert . Putnam with
Robert Leonardi and Ratfelia Nanetti, Democracy and the Civie Community: Tradition
and Change in an Italian Experiment (Princeton: Princeton University Press, 1992).
For a more optimistic vision, see Graham Allison and Robert Beschel, ““Can the
United States Promote Democracy?”” Political Science Quarterly 106, no. 4, (1991-92).

8. Ricardo Faini, Jaime de Melo, Abdel Senhadiji-Semlali, and Julie Stanton,
“‘Macro Performance under Adjustment Lending, Policy, Planning, and Research
Working Paper 190 (Washington, D.C.: World Bank, 1989),

9. Michael Bruno, **Stabilization and Reform in Fastern Europe: A Preliminary
Evaluation”” (iscussion paper presented at a Harvard seminar series on transitions
in Eastern Europe and the former Soviet Union organized by Janos Kornai, Faculty
Club, March 1992). Bruno’s insights about this problem came out in the uestion-
and-answer session after he delivered his paper.

Chapter 5, “Context, Policies, and Human Development in Central America”

1. These findings are partially reported in Mare Lindenberg, “'Central
America: Crisis and Economic Strategy: Lessons from History,”" Journal of
Developing Areas 22, no. 2 (January 1988) pp. 155-78.
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2. Belize is not included because it is a former British colony normally thought
of as having more in common with the English-speaking countries.

3. Of the nine regions of the world, only three have ethnic diversity index
scores lower than Central America’s 0.25. They are the Middle East 0.22, Europe
0.21, and the Caribbean 0.16. When Guatemala is excluded, Central America’s
low ethnic diversity index is second only to the Caribbean.

4. A number of authors have treated the problem of external shocks and small
economies. See, for example, Nathaniel Leff and Kazuo Sate, ““Macroeconomic
Adjustment in Developing Countries: Instability, Short-run Growth and External
Dependency,”” Review of Economics and Statistics 62, na. 2 (May 1980). Also see
B. F. Massell, ““Export Instability and Economic Structure,” American Economic
Revicw 60, no. 4 (September 1970); and G. K. Helleiner, “Balance of Payments
Problems and Macro-economic Policy in Small Economies,”” in B, Jalan, ed., Problems
and Policies in Small Economies (London: Croom Helm, 1982). pp. 165-85. See also
S. Kuznets, ““The Economic Growth of Small Nations,” in E. A. G. Robinson,
ed., Economic Consequences of Size of Nations (London: Macmillan, 1960): Boris
Blazic-Metzner and Helen Hughes, “Growth Experience of Small Economies,”’
in B. Jalan, ed., Problems and Policies in Small Economies (London: Croom Helm,
1982), pp. 85-103; and "“Islands,”” World Development 8, no. 12 (December 1980;.

5. See Antonio Colindres, Mare Lindenberg, and Rodrigo Valverde, *'Eco-
nomic Trends in Central America and Panama since 1900, INCAE Technical Note
(San José: Instituto Centroamericano de Administracion de Empresas (INCAE),
1986). Because GDP data for Central America were not collected before 1950, data
on the pereentage growth and decline of total trade amports plus exports) were
used as a surrogate for 19301930 GDI growth rates. For an interestir , discussion
of Central American economic history and business cveles, see Hector P $rez Brignoli,
“Growth and Crisis in the Central American Economies 1950-80" Journal of Latin
American Studies 15, no. 2 (November 1983), pp. 365-98. Some of the mest complete
and creative work is that of Victor Bulmer-Thomas. Bulmer-Thomas has built some
of the best time-series GDI” data. His insights on trend periods and economic
strategy are particularly useful as a cross check on my work. See, for example,
“’Central American Integration, Trade Diversification and the World Market,”” in
George Irvin and Xavier Gorostiaga. eds., Towards an Alternative for Central America
and the Caribbearn {London: George Allen and Unwin, 1985), pp. 194-213; “'Central
America in the Inter-War Period,”” in Rosemary Thorp, ed., Latin America in the
1930’s (London: Macmillan, 1984), pp. 279-314; and *'‘World Recession and Central
American Depression: Lessons from the 19305 for the 19805, in Esperanza Duran,
ed., Latin America and Hie Worlit Recesston (Cambridge: Cambridge University Press,
1983), pp. 130-51. Also see John Weeks, ““An Interpretation of the Central American
Crisis,”” Latin American Research Reviewe 21, no. 3 (September 1986), pp. 31-53.

6. For a good discussion of the typical problemis of small economies, see
Percy Selwyn, “*Smallness and Islandness,”” World Development 5, no. 12 (December
1980), pp. 945-31.

7. Ibid.

8. For the purposes of this study, five kinds of economic periods were
identified: (1) a strong contraction is defined as either three consecutive years of
declining GDP growth in which each year has a rate of growth of less than
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3 percent annually or three years of nonconsecutive declining growth but where
each year the growth rate is negative; (2) a weak contraction is defined as cither
three years of nonconsecutive declining growth with annual averages of between
2 and 3 percent per year or one to two years where growth drops from one year
to the next by more than 3 percent and under the total of 3 percent per year;
(3) a recorery is defined as the first two consecutive years of positive growth after
a period of strong or weak contraction; (4) mild sustained growth is defined as the
period of two or more years after recovery of average growth between 0.1 and
3.9 percent; and (5) strony sustained growth is defined as the period of two or more
years after recovery where GDP growth on an annual basis is above 4.0 percent.

Since I am interested in how Central America responds to contractions and
recovery, I have regrouped these five trend periods into four for analytical
purposes: major crisis, which combines a strong contraction and its recovery period;
minor crisis, which combines a weak contraction and its recovery period; weak
sustained groweth; and strong sustained growth.

Y. For an excellent discussion of these and other historical periods in the
world economy, see W. W. Rostow, The World Economy: History and Prospect
(Austin: University of Texas Press, 1978).

10. See Pedro Belli, " An Inquiry Concerning the Growth of Cotton Farming
in Nicaragua” (Ph.D. dissertation, University of California at Berkeley, 1966).

Chapter 6, “'Regime Type, Political Instability and Human
Development in Central America”’

A summary of the results presented in this chapter appear in Marc Lindenberg,
“World Economic Cveles and Central American Political Instability,"” World Politics
42, no. 3 (April 1990), pp. 397-421.

1. Ekhart Zimmerman, Political Violence, Crises and Revolution (New York:
Schenkman, 1983) provides an extensive review of the literature on causes of
political instability. Four perspectives of particular interest are modernization
theory, psychological theories of relative deprivation, perspectives derived from
Marxist political ecconomy, and those derived from more conventional economics.
For an explanation of modernization theory, see Samuel Huntington, Political Order
in Changing Societies (New Haven: Yale University Press, 1968). Examples of the
psychological approach are I. Feicrabend and R. Feierabend, “Systemic Conditions
of Political Aggression: An Application of Frustration-Aggression Theory,” in L.
Feieraben, R. Feierabend, and T. Gurr, eds., Anger, Violence and Politics (Englewood
Cliffs, N.J.: Prentice Hall, 1972), 136-83; and T. Gurr, Why Men Rebel (Princeton:
Princeton University Press, 1970). Representative presentations of the Marxist
perspective can be found in Samir Amin, Accimudation on a Worid Scale, vols. 1
and 2 (New York: Monthly Review Press, 1974); and Immanuel Wallerstein, The
Modern World Systent (New York: Academic Press, 1974). For a more conventional
approach see Gunnar Mvrdal, Rich Lands and Poor (New York: Harper, 1958); and
Albert O. Hirschman, The Strategy of Economic Development (New Haven: Yale
University Press, 1962).

2. See, for example, Amin, Accumulation on a World Scale, and Wallerstein,
The Modern World Systent.
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3. For an explanation of modernization theory, see Huntington, Political Onder
in Chanying Societies,

4. Examples of contributions from a Marxist perspective are Paul Baran, The
Political Economy of Growth (New York: Monthly Review Press, 1957). Baran’s work
was further developed by Andre Gunder Frank, Latin America: Underdeveloprient
or Revolutton (New York: Monthiv Review Press, 1969). See also Celso Furtado,
Economic Development of Latin Amervica: A Survey prom Colomal Times to the Cubun
Revolution (London: Cambridge University Press, 1970). One of the most
interesting reformulations of dependency theory is Fernando Henrique Cardoso
and Enzo Faletto, Dependency and Development in Latin America (Berkeley: Uni-
versity of California Press, 1979). For non-Marxist perspectives see Guillermo
O'Donnell’s Modernization and - Bureaucratic-Authoritarianism,  Institute  of
International Studies, Politics of Modernization Series, no. 9 (Berkelev: University
of California Press, [973), pp. 291-493; David Collier, ed., The New Authoritarianism
in Latin America (Princeton: Princeton University Press, 1979); and David Becker,
Jeff Frieden, Savre Schats, and Richard Sklar, Postimperialism (Boulder, Colo.:
Lvnne Rienner, 1987).

5. The word dependency is derived from the Spanish word dependencia,
Advocates of this viewpoint see dependenca not as a theory but rather as a world
view that asserts that the economic growth of peripheral economies is conditioned
by the tluctuations and gro'vth of the dominant industrial economies. The historic
development of dependencin is discussed in Ronald Chileote and Joel Edelstein,
Latin America: Capitalist and Socualist Perspectives of Development and Underdevelopment
(Boulder, Colo.: Westview Press, 1986), ch. 3 and 4; and Juan Eugenio Corradi,
“Cultural Dependence and the Sociology of Knowledge: The Latin American
Case,”" in June Nash, Juan Corradi, and Hobart Spalding, Tr., eds., [deology and
Social Chanye in Latoi America (New York: Gordon and Breach, 1977), pp. 7-30.
For specitic works see Baran, The Political Economy of Growoth, and Frank, latin
America: Undendevelopment or Revolution,

6. Cardoso and Faletto, Dependency and Development i Latin: America. See
also Bill Warren, Imperalisin, Pioneer of Captalisin (London: New Lett Books, 1980).

7. See, for example, Guillermo O'Daonnell, Philippe Schmitter, and Laurence
Whitehead, Transitions from Authoritarian Rude (Baltimore: Johns Hopkins University
Press, 1986), or Altred Stepan, Rethmking Military Politics (Princeton: Princeton
University Press, 1988). See also Mvrdal, Riclr Lands and Poor, and Hirschman,
The Strateyy of Leonomie Development.

8. The concept of bureaucratic authoritarianism was first presented in
O'Donnell, Modernization and Bureaucratic-Authoritarinism. See also O'Donnell,
“Reflections on Patterns of Change in the Bureaucratic-Authoritarian State,”” Latin
American Research Revwie 13, noo 1 (1984, pp. 3-38, and “"Tensions in the
Bureaucratic-Authoritarian State and the Question of Democracy,”” in David
Collier, ed., The Newe Authorttaruousm in Latn America (Princeton: Princeton
University Press, 1979), pp. 285-318. For a critique see Karen Remmer and Gilbert
Merky, “Burcaucratic-Authoritarianismy Revisited,” Latin American Research Revtew
17, no. 2 (1982), pp. 3-40.

9. See Becker, Frieden, Schatz, and Sklar, Postimperialism.
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10. O’Donnell, Modeniization and Bureaucratic-Authoritarianism, p. 11. O’Donnell
specifically excludes Central America from his analysis and focuses on the larger
economies. The closest he comes to discussing regime types in the smaller Latin
American states is to classify them as traditional authoritarian (p- 114). Cardoso
and Faletto, in Dependency and Development in Latin America, pp. 122-24, also provide
no more than a brief analysis of the effects of international economic forces on
class relations in Central America. They argue that the system continues to be
based on dominance by traditional agricultural exporters, enclave foreign interests,
and the military. They make no attempt to trace the dynamics of change in those
relationships and treat the region as a unit.

IL. This part of the thesis most closely parallels the discussions of global
economic forces in Frank, Latin America: Lindendevelopment or Revolution, and
Cardoso and Faletto, Dependency and Development in Latin America; the regional
discussions in Daniel Camacho and Rafael Menjivar, Movinientos Populares en
Centro América (San José: Editorial Universitario Centroamericano (EDUCA), 1985);
and Robert G. Williams, Export Agricultire and the Crisis in Contral America (Chapel
Hill: University of North Carolina Press, 1986); and the country analysis, for
example, in Rafael Monjivar, Formaciin vy Lucha del Proletariado ndustrial Salvadoreio
{San Salvador: UCA, 1979); or Rene Poitevin, FI Proceso de Industrializacion en
Guatemala (San José: Editorial Universitario Centroamericano (EDUCA), 1977).

12. External economic crisis can be thought of here as the element that
stimulates frustration, setting off the dynamics of aggression and social discontent
described in Feierabend and Feierabend, “Systemic Conditions of Political
Aggression,” and Gurr, Why Men Rebel,

13. This argument runs counter to Huntington’s modernization theory in
Political Order in Chanying Societies, It fits O'Donnell’s general idea that economie
stagnation initiates a cyele ot discontent that results in repression. According to
O’Donnell, however, for the large Latin American countries the source of
stagnation is the end of the casy stage of industrial import substitution. In small,
highly open, export economies like those found in Contral America, the source
is more clearly international economic tnstability. O'Donncll, Modernization and
Bureavcratio-Autivitarianism,

14, This part of the thesis builds upon Cardoso and Faletto's contention that
in Central America in the twenticth century there has been no regime change
but only leadership or government change as the coalition of military, traditional
agricultural, and enclave torces reestablish themselves. It supparts O'Donnell’s
general contention that until the 1980s at least five of the Central American
countries might be classitied as traditional authoritarian regimes.

15. One interesting hypothesis that will have to be eaplored elsewhere is that
the 1986- 1989 period can be viewed as a unigue change from traditional authori-
tarian to democratic regimes as opposed to stmply the continued unprogrammed
rotation of military leaders and governments. This shift may be due to the demands
of the larger urban middle and working classes that developed as a result of import
substitution stimulated through Central America’s common markot between 1960
and 1978. Certainly levels of urbanization increased from 1965 (37.5 percent) to
1983 (45 percent).



214 NOTES TO PAGES 118-19

16. See, for example, Daniel Rapport, *’American Foreign Policy in Central
America: A Method of Analysis and Results”” (John F. Kennedy School of
Government, Harvard University, 1988, unpublished paper).

17. For discussions of the problems of popalation density and ethnic diversity
on political discontent and repression, see Richard Adams and Michael Stone,
“Memorandum on Relations between Native Americans and the State in Central
America’” (paper prepared for the International Commission for Central American
Recovery and Development, April 1988). Specific country eaamples are ““‘Los
Pueblos Indigenas ante el Mundo,”” Revista de la Escuela Nazional de Antropologia
¢ Historia 1, no. 1 (June 1980), pp. 2-5; Mexico and CIDCA, Development Study
Unit, “Ethnic Groups and the Nation State: The Case of the atlantic Coast in
Nicaragua’* (Department of Anthropology, University of Stockhelm, 1987). For
more general sources see Cepal Fao On, Tenencia de In Tierra y Desarrollo Rural
en Centroamerica {San José: Editorial Universitario Centroamericano (EDUCA),
1980); and Tom Barry, Roots of Rebellion: Land amd Hunger in Central America (Boston:
South End Press, 1987). For excellent treatment ¢ the development of the ¢lass
structures in Guatemala and Costa Rica and the different treatment of indigenous
groups, see Severo Martinez Pelaez, La Patria del Criollo: Ensayo de [nterpretacion
de la Realidad Colonial Guatemalateca (San José: EDUCA, 1985); and Samuel Stone,
La Dinastia Jde los Conquistadores (San José: EDUCA, 1982).

18. The accentuated effects of economic crisis on countries with dense
population and indigenous groups whose traditional relationship to the land has
been broken is noted by Menjivar, Formacién y Lucha del Proletariado Industrial
Salvadoreno.

19. See notes 17 and 18.

20. Although these two factors are extremely important, it was difficult to get
accurate regionwide data. The best recent source in this matter is the International
Commission for Central American Reconstruction and Development at Duke
University. See the background papers to the commission forthcoming from Duke
University Press.

21. Leadership instability is distinguished here from government, regime,
and political instability. [elptul definitions of terms can be found in David
Sanders, Patterns of Political Instabilitu (New York: St. Martin's, 1981), pp. 49-69;
J. Blondel, An Introduction to Comparative Government (London: Weidenfeld and
Nicholson, 1968); and David Easton, The Political System (New York: Knopf, 1953).
Using Sanders’s definitions, leadership instability refers to higher than normal
levels of nonprogrammed changes of the chief executive; government instability,
to high levels of nonprogrammed changes of the chief executive and cabinet.
Regime instability refers to high levels of nonprogrammed changes in goals,
norms, and authority structures—for example, moving from oligarchie to demo-
cratic participation in clections or decisions. Political instability might be defined
as higher than normal levels ot peacetul or violent social discontent that challenges
or replaces presidents, governments, or regimes.

22. Governments engage in official repression through formal decrees of
censorship, suspension of the right to strike, suspension of constitutional
guarantees, denial of rights of assembly, states of emergency, martial law, a=d
war. In addition to studying formal decrees, 1 could have looked at the number
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of political prisoners, deaths by torture, or arrests and injuries in confrontations
with government security forces. The latter measures are so difficult to document
that I confined this study to formal measures of government repression—decrees
that appear in the official government records called Gazettus, which have been
published since the early 1900s. The index is grouped in five categories: censorship,
interventions and nationalization, militarization, limits on organizational meetings
and assembly, and others. The governments” stated reasons for each repressive
measure taken paint a fascinating historical picture of the formal justification for
their actions and the individuals, groups, and social classes against which the
measures were directed. The data on repression that appear in this book are
based on a review of all Gazettas for all Central American countries and Panama
since 1930.

23. The intensity of social discontent might be measured by the number of
people involved or the frequency or seriousness of their actions. It is equally useful
to try to establish the source of such discontent, which may be rural or urban,
orupper, middle, or lower elass in its origins, It may come as well from mainstream
or from ethnic minorities, from men or from women. The data on social discontent
since the 1930s are among the hardest to amass for Central America. There are
no accurate records of the number of strikes, confrontations, combats, and deaths
and no systematic evidence about the origins of social action. [n addition to using
traditional historical sources, this study developed a random sample of 28 percent
of Central American newspapers between 1930 and 1983, Researchers selected two
papers per week per country for every week in the study period and then analyzed
their contents to identify the numbers of stories, cditorials, and opinion articles
about strikes, demonstrations, sabotage, armed confrontations, and combats, Each
action was classified according to its sector of origin (such as, urban or rural) and
by the kind of group involved (such as, political party, interest group, or
paramilitary group).

Of all the data sources developed, the newspaper material on social discontent
is the weakest. The newspaper data required the most time and etfort and netted
the fewest results, because of the problems of censorship and changes in the
formats of the newspapers themselves during the study period. Precisely when
historical sources indicate that discontent is highest, evidence on the volume of
that discontent disappears in countries whose newspapers are censored. While
data on discontent are higher in crisis periods than in periods ot military rule,
the data appear to understate the volume and intensity of that discontent. The
newspaper data are a better source to establish who was protesting or fighting
and what their social origin was.

24. Nonprogrammed presidential turnover is a building block in Sanders’s
definitions of government instability and regime instability; see Sanders, Patterns
of Political Instability, chapter 3 and p. 62.

25. One potential problem in using the population density data over a fifty-
year period is that country ranks may change. For example, Honduras could be
less dense than Costa Rica in 1940 but more dense in 1980, An analvsis of
population data since 1950 shows that rankings for Central American countries
did not change. El Salvador and Guatemala retain the highest densities, Costa
Rica and Honduras medium, and Nicaragua and Panana low.
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Central American ethnic populations are of two types: Indians of Mayan and
other stock who populate northern Guatemala, parts of El Salvador, and Honduras
and Panama, including its islands, and Negro groups that settled the east coast
areas of Central America.

Data on urbanization are from World Bank, World Development Report 1985
(New York: Oxford University Press, 1983), p. 216.

26. Daniel Rapport’s unpublished paper “* American Foreign Policy in Central
America: A Method of Analysis and Results” generates some interesting
hypotheses about why Central American economic cveles appeared to be more
weakly related to political instability than to world economic cveles. Rapport’s
content analysis of Central American cable traffic, which appears in Foreien Relations
of the United States between 1930-49, indicates that shifts in U.S. policy toward
Central American governments might have been sufficient cither to override
political instability that normally accompanied economic crisis (1934-1943) or to
exacerbate political instability in spite of economic growth (1944-1949). For
example, between 1934 and 1943, a period of economic collapse in Central America,
U.5. diplomatic recognition of Central American military governments was more
lenient than in the previous or subsequent periods. It recognized all new
governments without hesitation, whereas in 1930-1934 it recognized onlv 18
percent without hesitation and in 1944-1949 onlv 30 percent. The United States
might have been more concerned with reliable Central American allies against
the Avis powers in World War I than with the tendencies of Central Americans
toward dictatorship. In late 1944 the United States altered its criteria for recognition
of new governments in Latin America. Cable traffic reflected active support for
democratic openings and clections, new svmpathy in U.S. palicy circles for the
end of colonialism, and a new policy of U.S. recognition of newly independent,
democratic governments.

27. Although it would have been useful to look at accurate data on the volume
of overt expressions of social discontent in the 28 percent sample of Central
American newspapers, the data proved to be unreliable because of changes in
newspaper format and reporting style. Earlier newspapers report fewer total
incidents than later newspapers. The volume of discontent in newspaper accounts
often falls in crisis periods because of censorship laws. The data on the tvpes and
origins of discontent (violent or less violent, rural or urban), however, appear
to show a consistent pattern related to crisis.

28. El Salvador, Gazetta Ofictal, August 22, 1930,

29. Ibid., February 2, 1932; February 25, 1932; July 25, 1932; July 30, 1932;
and July 29, 1933

30 See, for example, Nicaragua, Gazetta Oficial, November 3, 1931, on the
state of siepe in Litoral Atlantico, Nueva Segovia, Jinotega, Esteli, and Matagalpa;
and November 25, 1931, on the state of siege in Leon and Chinandega.

31 Honduras, Gazetta Ofictal, December 31, 1932, and December 14, 1932,

32, El Salvador, Gazetta Oficul, December 5, 1941; Guatemala, Gazetla Oficial,
December 8, 1941; Nicaragua, Gazetta Oficial, December 23, 1941,

33. For example, Costa Rica, Gazetta Oficial, December 18, 1941,

34 For example, El Salvador, Gazetta Oficial, August 9, 1941; and Guatemala,
Gazetta Oficial, December 12, 1941,
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35. Costa Rica, Gazetta Oficial, December 11, 1941; and Honduras, Gazetta
Oficial, June 10, 1943,

36. For example, in Costa Rica public servants affiliated with the Calderonistas
or communists were dismissed; Gazetta Oficial, December 17, 1948, In Guatemala
the goods of ex-president Ubico and functionaries of his government were seized;
Guazetta Oficial, November 28, 1944,

37. In Guatemala Aero-vias was nationalized; Gazetta Oficial, February 6, 1945,
In Costa Rica the banks were nationalized; Gazetta Oficial, June 21, 1948,

38. Costa Rica, Gazetta Oficial, March 12, 1948.

39. Honduras, Gazetta Oficial, February 3, 1956,

40. Ibid., January 5, 1960. In El Salvador the military school was founded;
Gazetta Oficial, June 24, 1955,

41. Costa Rica, Gazetta Oficial, January 6, 1960.

42. Guatemala, Gazetta Oficial, all of 1954 and 1955.

A3 Ibid., July 16, 1954, August 20, 1954, September 11, 1954, September 30,
1954, and June 6, 1935,

4. The only notable exception was the 1968 coup by Omar Torrijos in Panama.
He then controlled that country for fifteen years.

45. Costa Rica, Gazetta Oficial, October 29, 1962, and Octaber 26, 1962;
Guatemala, Gazetta Oficial, November 10, 1963,

46. Costa Rica, Gazetta Oficial, June 10, 1974,

47. Nicaragua, Gazetta Oficiai, October 16, 1978, and September 19, 1978,

48. Guatemala, Gazetta Oficial, April 4, 1983, Julv 3, 1982, March 25, 1982,
October 7, 1981, and November 12, 1982,

49. Costa Rica, Gazefta Oficial, November 12, 1982,

50. On nationalization of the banking system, see El Salvador, Gazetta Oficial,
March 7, 1980; and Nicaragua, Gazetta Oficial, August 24, 1979, On other
nationalizations, see Nicaragua, Gazetta Ojicial, November 3, 1979,

51. El Salvador, Gazetta Oftcial, March 3, 1980; and Nicaragua, Gazetta Oficial,
August 21, 1981,

52. Nicaragua, Gazefta Oficial, August 22, 1979, and July 22, 1981,

53. Ibid., July 22, 1981, February 21, 1980, Apnl 12, 1983, and December 22, 1981,

54. The Arias Peace Plan was signed by the Central American presidents on
August 7, 1987, The complete text appears in La Naciin, San José, Costa Rica,
August 8, 1987, p. 1.

55. Rank order correlations between the percentage ot indigenous population,
population density, the percentage of urban poputation, and political instability,
repression, and social discontent were all statistically insignificant with one exception.,
There was a positive (.80) rank order correlation between the percentage of indigenous
population and social discontent during economic crisis. The lack of consistent
income and land distribution data prohibited their inclusion in the analysis.

Chapter 7, *“Historical Roots of Human Development Performance
in Central America’’

1. Guatemala’s performance was similar enough to the group of poorest
performers that I will treat it here as a low performer along with El Salvador.
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2. Some of the best sources on corcparative health policy are Leonardo Mata
and Luis Rosero, National [ealth and Social Development in Costa Rica (Washington,
D.C.: Pan American Health Organization, 1988); Pan American Health Organiza-
tion, Health Conditions in the Americas (Washington, D.C., 1980-1990); ]. Jaramillo,
Los Problemas de la Salud en Costa Rica - San José: Litografia Ambar, 1983); B. Castro,
P. Jiménez, L. Mata, M. Vives, and M. E. Garcia, ““Estudio de Puriscal, Morbilidad
Infecciosa de Nino,”" Revista Medico Hospital Nacinento de Nivos (Costa Rica) 17
(January 1984), pp. 49-56; L. Mata, The Chiliven of Santa Maria Cawgue: A Prospective
Field Study of Health and Growoth (Cambridge, Mass.: MIT Press, 1978); “Politicas
Publicas de Salud en Centro America,”” Revista Centroamertcana de Administ racion
Puiblica, no. 15 (special edition, June/December 1978); José Romulo Sdnchez Lopuz,
“Seguridad Social en Guatemala, ™" Revista Centroumericana de Ciencias de la Saliad,
no. 15 (January-April 1980), pp. 103-20; José Romulo Sanchez, “Consideraciones
Generales de la Salud en Guatemala, ™ Rezista Centromericana de Ciencus de la Salud,
no. 4 (Mav-August 1976), pp. 97-120; Ludwig Guendell, “Entoque sobre el
Anadlisis de las Politicas iZstales de Salud,”” Revista Centroamericana de Admnistracion
Publica, no. 17 (1978), pp. 5-27 and 105 14; Dierdri Strachan, “Marketing an
Unpopular Idea: Rural Health Technicians in Guatemala,” in Mare Lindenbery,
and Benjamin Crosby, eds., Managing Development: The Political Dinension (New
Brunswick, N.J.: Kumarian Press and Transaction Books, [980), pp. 109-44,

3. Mata and Rosero, Natiomal Health aod Social Development i Costa Rica, p. 74,

4. Ibid., pp. 138-64.

5. Ibid.

6. For the most usetul sources comparing educational policy in Costa Rica
and Guatemala, see Svlvain Lourte, Cdvcation aid Decelopmient: Strategies amd
Decisions in Central America (Stohe on Trent, Englend: Trendham Books, 1639);
Conferencia sobre la Familia, la Infancia v la Juveniud de Centroamérica v Panama,
Las Soctedades Centroamericanas Actuades (Guatemala Citv: Editorial fose de Pineda
Ibarra, 1972); Primera Conferencia Regional sobre Educacion v Desarrollo,
Coordinacton Educativa Centroamericann (Guatemala € itv: Editorial Jose de Pineda
Ibarra, 1977); A. Gutticrez-Renon, La Desegualidad de Opportunidides dicativas de
la Nivez Guatemalteca (Guatemala City: UNESCQO, 1977); Severo Martines Pelaey,
La Patria del Criollo (San Jose: Editorial Universitaria Centroamericana (FDUCA),
1976); A. Guttierez-Renon, Informe Final sobre la Miston: Proyecto de Apoyoal Pin
de Desarroilo Educativo de Guatenale (Guatemala Citv: United Nations Development
Programme (UNDDPYUNESCQ, [978); Oticina de Plancamicnio Integral de la
Educacion, Plan Nacional de Educacion para la Repriblica de Guatemala, 1972-78
(Guatemala City, 1973); Monica Toussaint, Guatemala: Textos de fa Historia de Centro
Amdérica y el Caribe (Guadalajara: Universidad de Guadalajara, 1988), pp. 602-7Y;
L. Alfaro Monge and F. Rivas Rios, La Lducacton: Pragua de o Democracia (San
José: Editorial Universidad de Costa Rica, 1978); 1. F. Azolicta, Don Mauro
Fe, ndndez: Teoria y Prictica de Su Reforma Educativa (San Jose: Editorial Ferndndez
Arce, 1975); Ministerio de Educacton Pablica, Plizieamiento del Desarrofo Educatioa,
Vol. 1, (San José: Diadonisto, 1971).

7. Alfaro Monge and Rivas Rios, La Lducacion, p. 15.

8. Lourie, Education and Developmient.

9. Azofiefa, Don Mauro Fermindez.
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10. Minristerio de Educacion Publica, Plancamiento i'el Desarrollo Educativa, p. 25.

1. Lourie, Education and Development.

12. Carlos Gonzdlez Orellana, “Retrocecion de la Educacion durante el
Regimen Conservador de los 30 Afos,”” in Toussaint, Guatennla, p. 610,

13. Toussaint, Guatemala, p. 603,

4. Ibid  pp. 613-14,

15. Tourie, Education and Development.

16. Guatemala, Organic Lawe on National Education, Article 103 (1950).

17. Oficina de Planeamiento Integral de la Educacion, Plan Nacional de Educacion
para la Repuiblica de Guatemala, p. 5.

18, Ibid.

19. Lourie, Education and Development, pp. 139-50.

200 For a discussion of the origins of Panama’s governance structures, see
the chapters by Nicolds Ardito-Barletta and Eduardo Vallarine in Mare Lindenberg
and forge Dominguez, ods., Central American Transitions of the 19805 (Boulder,
Colo.: Westview Press, 1993),

21 For discussions of the origins of Central American social structure, see
Tom Barry, Roots of Rebellion: Land and Hunger i Central America (Boston: South
End Press, 1957); Victor Bulmer-Thomas, Stiudies i the Leonomics of Central America
(New York: St Martin's Press, 1988); Mare Lindenberg, “World Economic Cycles
and Central American Political Instability,”" World Politics 42, no. 3 (April 1990),
pp- 397421 Ratael NMenjivar, Formacion v Lucha del Prol-taviado Industrial Salvadorerio
(San Salvador: UCA Editores, 1979: Fred Weaver, Political Economy of Devetopment
in Central America (Boulder, Colo: Westviow Press, 1993); and Robert G, Williams,
Export Agviculture wnd the Crisis in Central America (Chapel Hill: University of North
Carolina Press, 1986y,

22 Samuel Stone, La Dinastia de fos Congrarstadores (San [osé: FDUCA, 1982),
has an excellent treatment ot the origing ot Costa Rican social structure. Sce
particalarly pp.e8-71 for his discussion of the possible Jewish origins of the original
settlers.,

23, Leon Fernandes Bonilla, Doctonentos para la Historw e Costa Rica, Vol. §
(Paris, 1886), pp. 475-97.

2L Panema’s social structure developed matially around its role as a goods
transshipment point (from Pera and the Orient to Mesico and Spain) rather than
around a hacienda structure, Until independence Panama’s elites were urban-
based commercial tamilies with rural landholdings. Althou sh thev did not espouse
democratic values, thev were outwardly focused and more open to information
about international commerce than other Central Americans,

25, Sevmour Martin Lipset. “Elites, Education and Fntreprencurship,”” in
Sevmour Martin Lipset and Aldo Solari, eds., Lites and Dezel pment mLatine America
(Buenas Aires: Paido, 1971y, p. 25

26, Francisco Andonio de Fuentes voGuzman, Leordacion Florida, Discirso
Historical v Demonstracion Material, Muitar u Politica del Reyno de Guatemala, Vo,
2 (Guatemala City: La Sociedad de Geografia v Historia de Guatemala, Tipografia
Nacional de Guatemala, 1932, p. 227.

27.5evero Martines Palacz, La Patria del Criolio (San Jose: Editorial Universi-
tario Centroamericano (EDUCA), 1983), p. 33
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28. See Jorge Dominguez and Mare Lindenberg, Central America: Current Crisis
asd Fubre Prospects (Washington, D.C.: U.S. Foreign Policy Association, 1984).

29. For a more detailed discussion of the historical roots of policy values in
the region, see Ralph Lee Woodward, Ir., Central America: A Nation Divided, 2nd
ed. (New York: Onxford University Press, 1983); and Dominguez and Lindenberg,
Central America: Current Crisis and Future Prospects,

30, Stone, La Dinastia de los Conyuistudores, is an excellent source on the
development of coffee and its implications for Costa Rican social structure.

31. Ibid.

32 Ibid.

33. Costa Rica, Archivos Nacionales, Seccion Hacienda, No. 66538, 1843,

34, Stone, La Dinastia de los Conquistadores.

35. Ibid.

36. Between 1870 and 1890 the military was also a factor in the Costa Rican
social structure. There were three military presidents, the first of whom seized
power after contlicts between civitian leaders proved impossible to settle. These
presidents, Tomas Guardia Gutierrez, Prospera Fernindez Oreamuno, and
Bernardo Soto Alfaro, came from the upper class and had income from coffee
fincas and cattle, unlike the military leaders in the rest of the region. They had
fess professional military training than those of other nations. They were steeped
in the values of liberalism and supported major improvements in education and
commerce. They paved the way for civilian, democratic government at the turn
of the century.

37. Some of the best sources on this period in Guatemala are Miguel Angel
Austurias, Guateralan Sociology (Tempe: Arizona State Unis ersity, 1977); Monica
Toussaint, Guatenula, A Short History (Guadalajara: Universidad de “uadalajara,
1988); Maonica Toussaint, Guatenala: Texvtos de la Historia de Centro Amériea y el Caribe
{Guadalajara: Universidad de Guadalajara, 1988); Garca Laguardia, LT Pensamiento
Liberal de Guatemala (San José: EDUCA, 1977); and fohn Dombrowski, Elinor
Betters, Howard Blutstein, Lyvnne Cox, and Elery Zehner, Area Hanibook for
Guatenmala  (Washmgton, D.C ULS. Government Printing, Otfice, 1968).

38, Toussaint, Guatenmala, A Short History,

39, Sam A, Mosk, “Economia Cafetalera de Guatemala durante el Periodo
1850-1918,"" in Jorge Lujan Munos, ed.. Feenomia de Guatemala 1750~ 1940: Antologia
de Lecturas y Materials, vol. 1 (Guatemala Citv: Universidad de San Carlos, 1980),
pp. 347-606. The original pamphlet was prepared by Licer “ado Don Manuel
Aguilar and printed by the Consulado de Comercio de Gue.emala, Guatemala
City, 1845, [t appears in the Archivo General del Gobierno de Guatem ', Various
pamphlets, 1845-1847.

40, In FI Salvador, because of land scarcity, the emergence of coffee as a
potentially profitable crop increased sociel stratification even more. The pressure
to increase the size of haciendas drove the raral small farm and subsistence
pupulation off the land and converted a large group into a rural prolateriat. See
Eduardo Colindres, Fundwmentos {conomicos de o Bureuesia: Salvadorena (San
Salvador: UCh Editores, 1977).

A1, Revista, Periodico Sendanuario de la Sociedad Leondmica de Amigos del Estado
de Guatemale 10, no. 2, (December 10, 1846), pp. 6-7.
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42. Stone, La Dinastia de los Conquistadores.

43. In Panama the foundations for successful human development policy
emerged in the 1900s as well. At the time of independence from Colombia in 1903,
Panamanian liberal and conservative leaders

wary of the violent conflicts of Colombia’s past, decided to accept the
c«istence of diversity in unitv and to that extent institutionalize some erucial
aspect of democratic procedure. In this case it was the peacefully contested
sharing of power. Habituation to the working of those rules was made
possible through the disbanding of the army in 1904 and the country’s focus
on a new priority. the building of the Panama canal. (Eduardo Vallarino,
“Panama,”" in Lindenberg and Dominguez, eds., Central Amevican Transitions
of the 1980s).

The development of the canal and further commeree allowed for more growth
of the middle class and aided the transition from oligarchy to polarchy, or a
government based on mubtiple groups. From 1903 to 1968 the Panamanian
government was selected through periodic clections. While there were accusations
of fraud on more than one occasion, power was often transferred from one freely
elected government to another. This transition was reinforced by strong U.S.
influence through the canal zone. The United States helped subsidize general
education and health programs.

H. Dombrowski et al., Avea Hundbook for Guatemala, and Toussaint, Guatemala:
Textos de ta Historia de Centro América y el Carie.

45. Ihid.

46. North American Congress on Latin America (NACLA), Guatemala (New
York, 1984).

47. Comments of Rodolfo aiz, ninmister of finance during the Venicio Cerezo
government in Guatemala, Harvard Central American Transitions Workshop
discussion notes, 1991,

48. Comments of General Hector Gramajo, minister of defense during the
Venicio Cerezo government in Guatemala, and General Walter Lopez, former
minister of defense of Honduras, Harvard Central American Transitions Workshop
discussion notes, 1991,

49. Robert T. Putnam with Robert [eonardi and Raffella Nanetti, Democracy
and the Civic Community: Tradition and Change o an Italian Uxperiment (Princeton:
Princeton University Press, 1992).

50. Samuel Huntington, The Third Wave: Democratization in the Late Twenticth
Century (Norman: University of Oklahoma Press, 1991).

51 Mare Lindenberg and Shantavana Devarajan, “Prescribing Strong
Economic Medicine: Revisiting the Myths about Structural Adjustment,
Democracy, and Economic Performance in Developing Nations,” Comparative
Politics 25, no. 2 (January 1993),

52, World Bank, Workd Development Report 1992 (New York: Oxford University
Press, 1992).

53. Graham Allison and Robert Beschel, “*Can the U.S. Promote Democracy?”
Political Science Quarterly 106, no. 4 (March 1991-92),
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Appendix 1, “’Calculating the Modified Human Development Index’’

1. See U.N. Development Programme, Human Development Report 1990 (New
York: Oxford University Press, 1991), pp. 108-9.

Appendix 2, “‘Calculating the Disparity Reduction Rate’’

1. Because the Soviet Union begins with a relatively high HDI (82.1), the
relatively large size of that score (the denominator in the percentage calculation)
in relation to the smaller increment of change (10.4—the numerator in the
caleulation) means that the actual average percentage improvement is quite small
in contrast to Niger, whose low initial HDI score results in a small denominator
(4.6) relative to the large numerator (10.4) in the same calculation,

2. James Grant, Disparity Reduction Rates in Social Indicators, Monograph 11
(Washington, D.C.: Overseas Development Counil, 1978), p. 12.
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