
*1 

4 

~­

4. / 7. 

~ 

I' 

-. jf \*\ 

'I?') 

I C 

~ 

.. f 1' 

4 .. C,' */ ft 

I,. ~../ 

I. 



PA-N S-L[ 1
 

THEHUMANDEVELOPMENTRACE
 



Since 1985 the International Center for Economic Growth, a nonprofit interna­
tional policy institute, has contributed to economic growth and human devel­
opment in developing and post-socialist countries by strengthening the capacity 
of indigenous research institutes to provide leadership in policy debates. To 
accomplish this the Center sponsors a wide range of programas-including re­
search, publications, conferences, seminars, and special projects advising gov­
ernments-through a network of over 250 correspondent institutes worldwide. 

The Center is affiliated with the Institute for Contemporary Studies and is 
headquartered in Panama with the administrative office in San Francisco, 
California. 

For further information, please contact the International Center for Economic 
Growth, 720 Market Street, San Francisco, California 94102, USA. Phone (415) 
981-5353; fax (415) 986-4878. 

ICEG Board of Overseers 
Y. Seyyid Abdulai 	 Woo-Choong Kim 

OPEC Fundfor International Daeu'oo Corp., Korea
 
Development, Nigeria Adalbert Krieger Vasena
 

Abdalatif Al-Hamad 	 Argentina 
Arab Fund for Economic and Social rnPat aitPedroDeocopmKu en 	 Pablo KuczynskiDevelopment, Kuwait Pr 

Nicolis Ardito-Barletta 
Chairman, ICEG, Panawa Agustin Legorreta 

Roy Ash Inverlat, S.A., Mexico 

Ash Capital Partnership,USA Sol Linowitz 
Bruce Babbitt (on leave) Coudert Brothers, USA 

USA J.W. Marriott, Jr. 
Raymond Barre Marriot Corporation, USA 

France Jorge Mejia Salazar 
William Brock Colombia 

The Brock Group, USA TomAs Pastoriza 
Roberto Campos Banco de DesarrolloDominicano, S.A., 

National Senator, Brazil Dominican Republic 
Carlos Manuel Castillo 	 John Petty 

Costa Rica 	 Amnerican Czech & Slovak Enterprise 
A. 	Lawrence Chickering Fund, USA 

ICEG, LISA William Ryrie 
Gustavo Cisneros InternationalFinance Corporation, USA 

Organizaci6nCisneros, Venezuela Mohammad Sadli 
Roberto Civita Indonesia 

EditoraAlril, Brazil Terry Sanford 
A.W. 	Clausen USA 

BankAmnerica Corp., USA Stephan Schmidheiny 
Pierre 	Claver Damiba Anova A.G., Switzerland 

African Capacity Building Foundation, Hari Shankar Singhania
Zimbatine I.K. Organization,India 

Antonio Garrigues Walker Anthony M. Solomon 
I & A Garr~ges, Spain Institute for East-West Securitu Studies, 

Toyoo Gyohten USA 
The Bank of Tok.o, Ltd., Japan Ernest Stern 

Mahbub ul-Haq World Batnk, USA 
Pakistan 

Robert B. Hawkins, Jr. 	 J. J. Vallarino 
Institutefor ContemntporaryStudies, Consejo Interamericanode Comercio y 
USA Producci6n, Panama 

Ivan Head 	 Amnuay Viravan 
University of British Columbia, Canada Bangkok Bank, Ltd., Thailand 

Robert Kasten 	 Paul A. Volcker 
USA 	 James D. Wolfensohn, Inc., USA 



THE HUMAN DEVELOPMENT RACE
 
IMPROVING THE QUALITY OF LIFE
 

IN DEVELOPING COUNTRIES
 

Marc M. Lindenberg 

An International Center for Economic Growth Publication 

IE PRESS 
San Francisco, California 

.4i
 



© 1993 Marc M. Lindenberg 

Printed in the United States of America. All rights reserved. No part of this 
book may be used or reproduced in any manner without written permission 
except in the case of brief quotations in critical articles and reviews. 

Publication signifies that the International Center for Economic Growth be­
lieves a work to be a competent treatment worthy of public cons!deration. The 
findings, interpretations, and conclusions of a work are entirely those of the 
author and should not be attributed to ICEG, its affiliated organizations, its 
Board of Overseers, or organizations that support ICEG. 

Inquiries, book orders, and catalog requests should be addressed to ICS Press, 
Institute for Contemporary Studies, 720 Market Street, San Francisco, Califor­
nia 94102. Telephone: (415) 981-5353; fax (415) 986-4878; book orders within 
the continental United States: (800) 326-0263. 

Publication of this book was made possible by support from the Ford Founda­
tion, the William and Flora Hewlett Foundation, and the Starr Foundation. 

Editor: Heidi Fritschel; Indexer: Shirley Kesel 
Cover designer: Ben Santora 
Cover photos courtesy of CARE 

098765432 

Library of Congress Cataloging-in-Publication Data
 
Lindenberg, Marc M.
 

The human development race: improving the quality of life
 
in developing countries / Marc M. Lindenberg.
 

p. cm. 
"An International Center for Economic Growth publication." 
Includes bibliographical references and index. 
ISBN 1-55815-277-6 (cloth). - ISBN 1-55815-278-4 (pbk.) 
1. Quality of life-Developing countries. 2. Developing 

countries-Economic policy. 3. developing countries-Social
 
policy.
 
4. Economic development-Social aspects. I. Title. 
HN980.L54 	 1993 

93-14619 

( , 



To Cathy, Robbie, and Anni,
 
whose patience and supportiveness
 

during this long process
 
I have greatly appreciated
 



CONTENTS
 

Preface ix
 
Acknowledgmients xi
 

Part I 	 Introduction 1
 

Chapter I The Human Development Dilemma 3
 

Part II A Global View of Human Development 9
 

Chapter 2 Measuring Human Development 11
 

Chapter 3 Regime Type and Economic Performance 47
 

Chapter 4 Governance Structures and lurnan
 
Development 63
 

Part III 	 Human Development in Central America 87
 

Chapter 5 	 Context, Policies, and Human Development
 
in Central America 89
 

Chapter 6 	 Regime Type, Political Instability, and
 
Hluman Development in Central America 115
 

Chapter 7 	 Historical Roots of Human Development
 
Performance in Central Arnerica 135
 

vii 



viii CON [ENTS 

Part IV 	 Conclusion 179
 

Chapter 8 	 Lessons for Achieving High Human
 
Development 181
 

Appendix 1 	 Calculating the Modified Human
 
Development Index 191
 

Appendix 2 	 Calculating the Disparity Reduction Rate 195
 

Notes 	 199
 
Index 	 223
 
About the Author 	 233
 



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 Huuiian Develpnnt 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 
democracies 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 policy 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, 

ix 



x PREFACE 

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. 

Nicolis Ardito-Barletta 
General Director 
International Center for Economic Growth 

Panama City, Panama 
September 1993 
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THE HUMAN DEVELOPMENT RACE
 



PART I
 

INTRODUCTION
 



The Human
 
Development Dilemma
 

The 1980s were bitter years for most developing countries. The world 
econonIV 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 tile economic medicine of industrial import 
substitution and a strong interventionist state suffLered 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 Anerica. 
The life chances of an entire generation of the world's population were 
compromised along the way.3 

Ai the same time a small group of developing countries-the four 
Asian tigers, Singapore, Ilong 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 (lIiF), and the U.S. Agencv for 
International Development t.USAI)), and still later LN a widening circle 
of policy makers. Finall' they, along with Japan, were elevated 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 
economic strategies-arn ' achieved sustained high levels of economic 
growth accompanied by improved income distribution in the 1960s and 

3 
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1970s. They weathered the shocks of the 1980s with less economic 
hardship and political turmoil than their unfortunate neighbors. 6 

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 %%,hose 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 the Worldas Bank and the IMF became 
increasingly convinced that at least one part of the message-outwardly 
orientd 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 fo, underdevelopment. 

In 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 simultaneous 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 19 90s 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 multiparty 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 II developments in Eastern Europe, commented recently: 

The ruling class has been dissolving [in Fastern Europe]. It is no longer 
capable of government by the old ideology and methods ....The 
prolonged inefficiency 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 Ilungar', Poland, 
Nicaragua, Ghana, and Mozambique as confirmation of this viewpoint. 
Politicians from the industrial cotn trios frequently express these views. 
For example, former U.S. president George 13ush 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. [he totalitarian era is 
passing, its old ideas blown away like leaves from an ancient leafless 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 secure defenses.12 

More than fifty ),ears 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: I dared not rob:
 
Therefore, I lied to please the mob.
 
Now all my lies are pro\ed untrue
 
And I must face the men I slew.
 
What tale shall serve me here among
 
Mine angry and defrauded young?"
 

If we heed Kipling's warning, we might conclude that it is still early 
to draw conclusions about the implications of the wave of rapid economic 
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. Development is just not that easy. 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 

http:defenses.12
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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, 
simultaneous 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. 14 

They argue that strong coup.,erforces 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, tle 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 tile 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 for scholars and policy makers alike, particularly 
those who step back from the temptation of quick fixes and try to put 
sevci al 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 difference in country performance.6 
Yet others suggest that policy makers in d. 'velopingcountries have been 
no more than prisoners of world economic forces. 17Still others argue that 
country performance is paralyzed by internal factors such1 as small country 
size and poor natural resource endowments. '8 What does recent develop­
ment experience tell us about the relative importance of good policies, 
sound ilplementation, 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 II e\perience tell us any\thing about poltentially successful 
development strategies for poor countries in the next twenty 'ears? If 
so, 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 11development. 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 studyving development. The questions will be addressed 
through two different research approaches: (1) an analysis of ninetv 
developing countries as a group and in cross sections, and (2) a de( 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 group of small poor countries where I spent almost one quarter
of my, life and about which I care deeply. lerhaps 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 Ill (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 d,,ta 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-eighth (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. 2 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-eighth 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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12 A GLOBAL VIEW 

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 staved 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 e\planations 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 ethnic 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 each 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 homogeneous 
population than either Cameroon or Liberia (33 on the index of ethnic 
diversity). Yet it turned out to be one of the poorest econonlic 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. 3ut 
Argentina provides a couinterexample. 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 tile 
relative importance of variables like ethnic diversity and region ol 
development performance, other things being equal? In this chapter Iplan 
to try. In fact, I will attempt to assess the relative importance of internal 
contextual factors, policies, and external influences in what I 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 
1965? 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? I will also look -t 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 itself 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 easy. First, there is 
little agreement about how to measure sonle aspects of high performance, 
like environmental sustainability or political and civil liberties, across 
nations. While environmental sustainabilitv, 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 1965.8 This unfortunately limits detailed analysis of many 
important earlier 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 GNP 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 then. 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 1 percent 
increase in per capita GNP is more or less important than a 1 percent 
increase in a countrv's literacy rate. 

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. The' are in fact 
interrelated in people's lives. For example, without sufficient family 
income it is difficult 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 (UNDP) 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 all levels of development, three 
essential ones are for people to lead a long and healthy life, to acquire 
knowledge2 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 across nations is notresources 
an easy 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 unadjusted per capita GNP. These data became available after World 
War Itwhen 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 tile World Bank created a way of 
measuring per capita GNP, called the World Bank atlas method, that took 
into account differences in individual countrV 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 internationall, comparable scale. An even better alternative, real per 
capita GDP adjusted for purchasing-power parity (PITl), was developed
through the United Nations International Comlparison IProgram (IPC),
vhich began in the l960s. 12This measure, which Uses purchasin1,-poVer 

parities instead of exchange rates as conversion factors, is the basis of 
one of the three indicators incorporated ino the United Nations human 
development inde\. 

Those who worked on the IPC project over the \ears have done an 
excellent job of refining the per capita income concept. Many students 
of development, however, have been either Uinwilling 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 (I'QL).I This composite measure, with 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 bi;ths), 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 distribution. 

The PQLI helped redirect aiontion in the late 1970s away from growth 
and toward broader concepts of human development. It also helped show 
that some countries without strong economic grovth actually made more 
substantial social gains thao 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 ti) improve social performance. 

But the PQIlI was not without its problems as a human development 
me.stI . For example, literacy statistics are collected only sporadically, 
wi:h different reporting procedures, and at uneven five- to ten-year 
intervals. They are notoriously poor for cross-national comparison. The 
PQI.I appeared to give disproportionate attention to longevity, as well, 
since two of its three comlponents have to do with length of life-infant 
mortlity and life expectancy. Finally, Morris \\'as uncomforLble 
comlbinig and social measures in a composite index. ", Insteadl-.',ioic 
he presented them side by side. While the case for keeping economic and 
social measures separate mav be convincing, it unfortunately continued 
to dramatize an artificial dichotomv between economic and social 
development rather than encourage attention to their interrelationship. 

Combining economic and social performance 
to monitor human devle'lopnnelt 

In an effort to blend the two approaches, the United Nations tluman 
De',elopm'it Rtport 1990 designed a human development index (IHIDI) 
based on the equal weighting of three factors: (1) PlI)l-adjusted real per 
capita ,IV, (2) literacy, and (3) life expectancy.17 The IIDI measures a 
countrv's human development on a scale of 0 to 100, where the top score 
is the status attained b\' 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, logo's [ III score of 20 ft r 1965 indicates that its human 
development was one-fifth of the ind ustri il-country standard. 

The I human DL',chIpnntt Rct;ort 1991 bro,.dened the concept of literacy 
to include educational attainment and gave more weight to industrial­
country improvements in llPl'-adjusted real ()1P 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 

http:expectancy.17
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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, the HDI does not give disproportionate 
weight to longevity, as the PQLI did. Finally, the index draws attention 
to intc-related 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 treatment of all index corn­
ponents is artificial. Does it really make sense to say that a I-point scale 
improvement generated from PEP-adjusted per capita GDP income gains 
of x dollars is really equal to a 1-point scale improvement due to z,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 t IDI score 
for Nicaragua seriously overstates that country's human development 
status, because the United Nations used overl, optimistic literacy and 
life expectancy survey statistics from the 1970s and earlk, 1980s, when 
Nicaragua began its revolutionary literacy and health programs. There 
is broad agreement that these IIDI gain3 ",,ere severely eroded by a 
combination of war, mass migration, and cuts ini social spending in the 
last half of the 1980s. But Nicaragua's I-DI score will continue to be over­
estimated until new literacy and life expectancy surveys are conducted. 

Another example of the -IDI'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 to economic 
resources, [and their] abili!y to acquire knowledge and to live a healthy and 
long life (as measured by ppp adjusted real GI)I', educational attainment 
and life expectancy). '9 

In spite 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 [IDI provides baseline data on 
human development for this study. 2-' A country's t-IDI scores for 
1965 and 1987 are derived from its perforn.nce on three equally weighted 
variables: (1)l''l)-adjusted real per capita GDP, (2) literacy, and 
(? life e\pcctancv. 

A country's improvement in human development between 1965 and 

1987 is measured by computing its lI)L disparity reduction rate (DRR). 2 1 

The DiR, a measure developed by Morris, monitors the average annual 
rate at which the gap between a countrv's current and possiblo 
performance 0n a scale with a fixed upper limit is being reduced over 
time.22 -For example, Nlalay\sia's I IDI score in 1905 was 67. By 1987 its 
score was 90. Its I)RR was 5.01. This DRR score indicates that during the 
twenty-two-year period between 1965 and 1987 Malaysia reduced the gap 
between its II)1 status and that of the top industrial country by about 
5 percent a year. 

The countttries mid the analysis 

This chapter reviews human development pcrformace for the 121) nations 
for which the \Vorld Bank cOllected comprehensive data between 1965 
and 1987, and in particular for the 90 developing cc.antries, by income 
group, legion, and country performance group.2' Then it identfies impor­
tant deterninant,, ot high human development performanc through 
study of internal contextual factors, policies, and external inflolences. 

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

'Ignan devteloinient ptrf'Orntamcetlb inconme grotly 

The 120 countries in this study were home to 91 percent of the world's 
3.2 billion people in 1965.24 The countrie.S had an averag,: population of 
15 million inhabitants (when India and China are excluded) and an 
average PPl-adjusted r'2al per capita (DP of US52,183. 

Between 1965 and 19}87 the quality of people's live,; ilthese countries 
clearly improved (see Table 2.1 for 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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TAI IE2.1 Economic and Social Performance of Countries by Income Group, 1965-1987 

Status of PIlTadiusted 
PPP-adjusted Average real GDP Life 
real per Number ot population per capit, Literacv expectancy, Average
capita GDP, countries 1965" (USS) r.i,; t9%) (y'ears) HDI DRR, GDP growth,HDI (%) Average Average

1965 (millions) 1965 11W47 1965 1987 i"5 1987 1965 1987 1965-87 (%) 1965-87 (%) 
30 13.1 33 724 19 36 42 20 38 1.24 2.76 

28 12.1 746 1,876 34 50 49 58 36 55 1.90 4.44 

30 51.2 740 1,857 34 50 49 58 37 56 1.93 4.52
30 11.8 1,784 4,385 57 76 58 66 60 79 3.62 5.47
30 23.8 5,221 10,328 87 92 68 73 88 93 4.00 3.31 

118 15.2 2,213 4,318 52 64 54 62 55 67 2.87 4.04 

120 25.0 2,183 4,272 52 63 54 62 55 67 2.86 4.07 
'.hows that the four groups (ver low, low, middle and high) have .ignificantly different characteristics on all variables but populationsize I tests V.ere 'igniticant at the (1I01level Since data for an entire population are presented, the F values are show n only to provide a rough indication ofwhat the 'tatistical significance might have been had there been an attempt to generalize from a sample to a population.

W\o-rl:odd Bank. lV,,t D','t'l;mnt R,.lhsrt 19S9 (New "iirk: Oxtord Uriversitv Press, 19-*), PPP-adiusted real per capita GDP data from Robert Summersand Alan ie,ton, "A New Set of International Comparisons of Real Product and Prices for 1-30Countries, 1950-85 The Ritiiwi of Inrnc and Wealth (Series 34,no. 1)accompanying diskettes, IDIdata are computed from U.N.s.tatistics of health. literacy, and life expectancy using formulas adapted from Human Dez-.lopnient
Riq7rt 1990 See Appendix I 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 polinicll Upheavals, and economic resilructuring. For this reason 
World Bank data are divided into two distinct periods: (1) 1965-1980, 
a high-growth period when rises in GDP ind Pl'-adjusted real per 
capita CDP averaged more than 4.5 percent a year and (2) 1980-1987, a 
period of major economic and political instability when GDI' growth 
slowed to 2.1 percent and lPlT-adjusted real GDP growth plummeted to 
only 1.6 pe'rce'nt. The data on literacy and life expectancy were not 
collected frequently enough in the 1980s o show tile acconlpanying -IDI 
erosion. (Remember that the IIDI is still a blunt, impreci.-,e 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 tile reappearance of malaria and increased levels of malnutrition 
in Central America to speculate about the reults of cutbacks in global 
social spending. 

Another interesting finding is that a ntion 's per capita GDP and its 
levels of literacy and life expectancy are, i,,tact, closely related.2 

Because countries' economic and social performance levels are so 
interrelated, grouping countries by incomle or human development level 
is a good \ay. to represent a complex set of common country 

' characteristics, problems, and policy options." Countries within a very 
low-income cluster, like Chad and I laiti, appear to have more in common 
with each other than with Costa Rica and Nalaysia. The major causes 
of death, for exaiole, in these very low-income countries are more likely 
to be sanitation-related diseases like gastroenteritis than in the middle­
income ones. By implication, development programs like primary health 
care expansion may be highly appropriate for countries in tile 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 groutps 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 1987.2 Apparently pre-1965 investments 
in hunan development paid off in stronger ItIDI 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 (;DP' growth and made more rapid I IDI gains between 1965 

8and 1987 than countries in the same income groups that had not. 2 The 
implication is that early investments in human capital provide a founda­
tion fo, later economic growth and human development achievement. 
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Human development performance by region 

Location also influenced performance in the IlIDI race. Different geo­
graphic regions had significantly different initial baseline 11D 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 Af.ican countries doubled their literacy rates in that 
twenty-two-year period, the IIDI 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 L187. 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 r'esult 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 lPl'l'-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 Last started the human develop­
ment race in the middle of the pack and staved there. These countries 
made impressive gains in real per capita GlDPl but did not convert them 
into big improvements in either literacy or life expectancy. 

Althotigh the purpose of this book is not to look at industrial-country 
performance, a brief comparison of Eastern and Western European 
performance is enlightening. Fhe picture of stagnant social conditions and 
deteriorating purchasing power in Eastern -urope 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 i IDI levels compared with their developing-country 
neighbors. l)uring the next twenty-two y'ears each made gains in real per 
capita GDP. But Eastern El-urope's real PIlPl-adjusted GDIP dropped from 
56 to 36 percent of its Western cousin's real GDP. In the 1980s the East's 
real per capita GI)P 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 Iheir actual 1-IDI 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 



TABLE 2.2 Economic and Social Performance of Countries by Region, 1965-1987 

Average PPP-adjusted Life
real per Literacy expectancy Averagecapita GDP rate (o%) (years) HDI (%) Average Averagecountries, 1965Region 1965 (millions) 1965 1987 1965 1987 1965 HDI DRR, GDP growth,1987 1965 1987 1965-1987 (%) 1965-1987 (%) 

Sub-Saharan 
Africa 36 7.1 626 951 19 40 43 51 25 41 1.41 3.43South Asia 7 24.7' 681 1,142 28 34 47 56 36 47 1.63 3.52 

East and South­
east Asia 12 27.1 1,116 3,947 55 76 54 62 54 76 4.13 7.25rQ Caribbean 4 2.6 2,293 2,174 57 70 58 66 59 72 2.10 2.78Latin 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 4,328 36 52 51 63 47 65 2.38 5.55Eastern Europe 4 20.0 2,917 4,500 93 96 68 71 85 92 2.31 4.70Western Europe 19 32.5 5,217 12,560 95 98 71 76 91 97 5.11 3.52Oceania 3 5.3 5,990 8,055 99 77 62 68 94 82 3.92 3.57Average 120 15.0 2,183 4,272 52 63 54 62 55 67 2.86 4.07 

a Population figure excludes India. With India's population of 4kk.2 million added, tF.,average is91.2 million.b. Population figure excludes China. With China's population of 7092 million included, the average is S3.4 million.
SoL K t. World Bank. h',rldDLvehopnent Rehrt 1989 (New 
"ork: Oxford Universxitv Press, 198); l'PPT-adjusted real per capita GDP data from Robert Summers andAlan Heston, "'ANew Set of International Comparisons of Real Product and l'rices for 13) Countries, 1930-85,. The Rti'cii', f Inc,,me and Wealth (Series 34, no. 1),accompanying diskettes IIDI data are computed from U.N. statistics of health. literacy, and life expectancy using formulas adapted from Huntan Dt-'elopment
Rt7ort 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) 

1%5 raw data for the index 1087 raw data for the index
Average

Human !tDI Pl'I-adjusted Log; of PPI-adiu,ted Log of
development DRR, real per PPI'-adu,ted Life real per PPl'-adiusted Life Average HDI
performance Number of 1965-1487 capita (DI' real per Literacy expectancN capita GDP real per Literacy expectancy 
group countries' %) US) capita GDP rate (%) (,'ears) USS) capita GDP rate (%) (years) 1965 1987 
Lowest 24 087 "7 2 73 18 42 758 2.84 31 51 24.1 37.2
Medium 24 2.o)7 1:07 3.)3 -t) 52 2,274 3.24 o2 61 45 4 64.9Hiighest 2 3.A5 1,437 34)8 :4 'h 4,099 3.49 7Q 66 i4.6 79.9
Average 71 2.27 1.170 2.04 37 50 2,353 3.18 57 59 41.1 60.3 
a. .\ ithin the group of W4developing .,,,ntrie,., 14 co.uld not be assigned to a performance group because of insufficient data. The 71 countries with sufficient data 
,ere placed in equal-sized pertornmance groups based on their DRR scores for 1965-1987. 
SOLRce-: Same source as Table ].I and author's calculations 



TABLE 2.4 Developing Country High, Medium, and Low Human Development Performers, 1965-1987 
(listed from lowest annual DRR to highest) 

19n- raw data tor the index 1987 raw data for the index 

Countrv 
Average I IDI 

DRR "o) 

Pl'l'-adlusted 
real per 

capita GI)l' 

log of 
Pl'l'-adljuted 

real per 
cLSScapita GI)I' 

Life 
Literacv epectancy 
rate ("io I earsj 

Il'Pl-adjus-ted 
real per 

capita GDP 
(USSi 

Log of 
Pl'P-adjusted 

real per 
capita GDI' 

Literacy 
rate (") 

Life 
expectancy 

(vears1 

HDI 
- -

1965 1987 

Low HDI performers (lowest 33%)
Ghana 0-40 
Chad 0.5() 
Sierra Leone 051 
Senegal 0.58 
Ethiopia 063 
Sudan 0.03 
Congo 0.(,
Niger 0.67 
Central African Rep. 0.67 
Zambia 0.73 
Nigeria 0.80 
Zaire 0.84 
Mauritania 0.03 
Haiti 0.% 
Libena 0.97 
Malawi 0.90Uganda 1.03: 

d.3.3 
Somalia 1'04 
Cote d'Ivoire 1.07 
Madagascar 1.10 
Nepal 1.1; 
Pakistan 1.21 
India 1.39 
El Salvador 1.43 

Average 0.87 

2 
44 
411 
SW. 
320 
720 
81 
340 
4n3 
854 
360 

30" 
,27 

581 
557 
235 

3% 
880 
614 
507 
72-2 
".S 

1,24) 
577 

2.72 
2.70 
2.,I 
2.) 
2.51 
2.86 
2.92 
2.53 
2.67 
2.93 
2.76 
2.48 
2.72 
2.76 
2.75 
2.37' 

2.60 
2.93 
2.79 
2 71 
2.86 
2.73 
3.11 
2.73 

23 
5 

10 
6 
5 

13 
35 
3 
1; 
41 
33 
25' 
3 

10 
10 
8 

2-1 

20 
35 
8 

20 
28 
49 
18 

48 
37 
33 
41 
43 
40 
50 
37 
41 
44 
42 
44 
37 
45 
44 
39 
45 
38 
42 
43 
41 
46 
45 
54 
42 

481 
41W) 
480 

1,068 
454 
750 
756 
452 
591 
717 
668 
220 
840 
775 
6% 
476 
511 

1,0, 
1,123 
t,34 
722 

1,585 
1.053 
1,733 

758 

2.o8 
260 
2.68 
3.03 
2.f6h 
2.88 
2.88 
2 , 
2 77 
2.8 
2.82 
2.34 
2.L2 
2.80 
2.4 
2.,8 
271 
3(X1 
3.05 
2.S0 
2.8h 
3.20 
3.02 
3.24 
2.84 

30 
17 
15 
10 
18 
20 

3 
13 
20 
54 
42 

17 
23 
25 
25;t2 

12 
35 
53 
21 
26, 
3( 
62 
31 

54 
46 
41 
48 
47 
50 
49 
45 
50 
;3 
51 
;2 
46 

55 
54 
48 
48 
47 
52 
54 
51 

58 
62 
51 

29.9 35.9 
14.7 23.7 
11.7 21.1 
23.0 32.3 
14.9 26.0 
23.7 33.8 
39.7 47.9 
10.4 22.8 
20.4 31.5 
37.8 47.2 
29.3 40.9 
22.0 35.4 
1;.0 30.9 
24.2 38.8 
29.4 37.7 
10.4 28.2 
24.0 39.6 
13.h 31.6 
292 44.3 
31.5 46.4 
18.9 37.2 
30.1 46.7 
29,6 48.4 
51.9 65.1 
24.4 37.2 



Medium tlDI pertormers 
Burma 
Togo 
Guatemala 
R%%anda 
Saudi Arabia 
Hondura, 
Kenya 
F.,%pt 
Nicaragua 

olerocct 
Zimbab;, e 
Bolivia 
Tanzania 

middle 33% 
1.51 
1.53 
1.5'4 
I t1 
L.,2 
1.62 

6 

1.7; 
1 79 
1.83 
187 
2.14 
2.15 

36 

850 
1.,3I 

1;2 
,;1-1 
S24 

;433 
44 

2,217 
8
2o 
0,I 

1.022 
2. 

2r,N) 
2.74 
3 14 
2.1S 
3.Ms 
2 .2 
2.n 
2.81 
3.33 
2.02 
2.8! 
3.01 
2.41 

N) 
8 

38 
S 
101 
43 
23 
30 
3t 
13 
20 
32 
1s 

48 
42 
49 
4L) 
4S 
31I 
47 
49 
;0 
50 
48 
44 
43 

7. 
tT,0 

1O-7 
571 

S,32) 
1.116 
7'44 

1,3"7 
2,21)9 
1,76l 
1,184 
1,380 
40; 

2.8, 
2.83 
329 
2 7t, 
3.68 
3.(5 
2 LA) 
3.13 
3.,34 
3.25 
3.07 
3.14 
2.61 

6, 

4; 
48 
47 
25 
-5 
510 
44 
W, 
3,,4 

78 
7-

6) 

;3 
62 
4L) 
,3 

64 
"8 
tl 
63 
o1 
;8-8 
"3 
53 

39.6 
20.4 
45.0 
13.5 
4h.8 
42.9 
27.7 
34.6 
54.5 
31.9 
30.6 
. 

17.2 

56.9 
43.5 
61.5 
39.7 
62.9 
60.3 
50.5 
55.8 
69.5 
34.9 
54.4 
60.8 
48.9 

Iran 2.1t 
Gabon 218 
Dominican ep. 22S 
Philippine 238 
Peru 2.4 
Lruguay 2.54 
'aragua% 28 

Tuni.ia 2.'8 
Iraq 2.56 
lamaica 2.1,1 
Argenthna 2 h3 

Average 2.07 
High f11 performers iupper 33%) 

2.21 
1.28, 

672 
2..10 
3. 1;" 
1'(172 
6g 

3.173 
1,S)7 
3,470 
1.307 

3.33 
3.11 
3) 
2991, 
3.2 
3.)0 
3.03 
..9, 

3 5i 
32r, 
3.;4 
.03 

23 
20 
6 
72 
61 
91 
Ns 
30 
20 
74 
91 
40 

32 
43 
36 
3o 
51 
68 
03 
51 
;2 
6; 
66 

2 

3,30 
2.0o, 
1.750 
1.878 
3.12 
,)63 
2,N)3 
2.741 
2.,401) 
2-,O 
4.647 
2274 

3.52 
3.32 
3.24 
3.27 
3.3) 
3.68 
3.42 
3.44 
3.38 
3.4(1 
3 67 
3.24 

48 
t2 
78 
S8 
7L, 
41 
4 

4t 
f,7 
82 
U2 
n2 

h63 
;2 
66 
63 
t1 
71 
67 
6: 
4 
74 
71 
,1 

46.7 67.2 
33,8 ;9.5 
;6.0 73.6 
58.2 7.35 
38.2 75.9 
84.9 91.5 
04.7 80.3 
39.6, 66.2 
48.8 71.4 
71.8 84.3 
847 91.5 
4S.4 64.9 

Sri Lanka 
Cameroon 
Algeria 

2.73 
2.7w 
2.M0 

071 
3, 

1,244 

2,9Q 
2.75 
310) 

75 
10 
15 

64 
4b 
30 

2.)53 
1,381 
2.633 

3.31 
3.14 
3.42 

S7 
h5 
52 

71) 
56 
63 

65.1 
24.1 
.. 

81.2 
59.5 
66.4 

Lesotho 
South Africa 
Svri, 
China 
Indonesia 

2.94 
2.L17 
2 99 
3.06 
3.12 

311 
3,142 
1,552 

812 
4b1 

2.49 
3.50 
3.19 
2.91 
266 

33 
35 
33 
30 
43 

49 
51 
53 
57 
44 

1.385 
4,081 
3,250 
2124 
1,660 

3.2) 
3.68 
3.31 
3.33 
3" 

73 
71 
60 
7 
72 

56 
H) 
6h 

6) 

203 63.6 
33.3 76.2 
47.S 73.4 
50.) 74. 
32.6 66.6 

ltabie continued oi neitljue) 



TABLE 2.4 Continued 
1965 raw data for the index 1987 raw data for the index 

Countrv 
Average ID 

DRR (%/ 

PPP-adjusted 
real per 

capita GDI 
(LSS) 

Log ot 
PPP-ad;usted 
realper 

capita tJDP 
Literacy 
rate (") 

Life 
expectancy 

(ears) 

PPP-adjusted 
real per 

capita GDP 
LS$) 

Log of 
PPP-adjusted 

real per
capita DI'La 

Literacy 
rate 

Life 
expectanc

(years) 

HDI 
.... 
1965 1987 

Turkey 
Colombia 
Brazil 
Thailand 
Ecuador 
Botswana 
.Mauritiu, 
Mexico 
Panama 
Costa Rica 
Chile 
Malavsi 
Singapt re 
Korea 
Hiong long 

A%erage 

3.2 
3,32 
3 38 
3.41 
3.4h 
3.76 
4.00 
4.54 
4.62 
4.93 
4.98 
5.01 
5.61 
6.34 
6.56 
305 

1407 
1,43 
1,1 

S.33 
1.23S 

-30 
1,1; 
2,;7; 
160-4 
1,930 
3_347 
1,3IN 
1.753 

797 
2.704 
1,437 

3 15 
3. lt, 
3 14 

3.N 
2.72 
3.t65 
3.41 
321 
3.29 
3.52 
3.12 
3.24 
2.90 
3.43 
3.(8 

46 
nS 
61 
7 
67 
20 
60 
65 
73 
84 
84 
43 
60 
71 
71 
54 

54 
56 
57 
56 
56 
4S 
61 
60 
63 
65 
59 
58 
66 
57 
68 
56 

3.781 
3,524 
4,307 
2,576 
2,687 
2,49h 
2,617 
4,624 
4,00 
3.760 
4,862 
3,84Q 
12,790 
4,832 

13,906 
4.09$ 

358 
3h 
3.63 
341 
3.43 
3.40 
342 
3.t,7 
3.60 
3.58 
368 
3.59 
3.68 
3.68 
3.68 
349 

70 
60 
76 
89 
90 
71 
44 
8, 
87 
93 
42 
8O 
85 
92 
90 
79 

64 
66 
68 
6,.4 
65 
;w 
67 
69 
72 
74 
72 
70 
73 
69 
76 
66 

51.3 
59.9 
59.0 
56.0 
58.8 
28.6 
59.7 
68.1 
68.9 
75.5 
76.8 
52.6 
67.1 
56.7 
76.5 
5:4.6 

76.8 
81.1 
80.9 
79.7 
81.2 
69.5 
83.7 
88.6 
89.1 
92.0 
92.6 
84.9 
90.9 
90.3 
94.8 
79.9 



Developing countries with imutficient data to rank
Bhutan 
Afghanistan 
Ginva 

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

n.a 
661) 
450 

n a, 
2.83 
2.o5 

Yemen Arab Rep. n.a. n.a. n.a. 
Lebanon n.a. n.a. na. 
) emen. PDR n.a. n.a. n.a 
Lao I'DR 
Burkina Faso 

n.a. 
n.a. 

n.a. 
n.a. 

n.a. 
n.a. 

lordan 
Bangladesh 

n.a. 
n.a. 

1,459 
n.a. 

3 1t6 
n.a. 

United Arab Fmir. n.a. n.a. n.a. 
Burund, n.a. n.a. n.a 
Benin n.a. n.a. n.a. 
Papua New Guinea n.a. n.a. n.a. 
Oman n.a. n.a. n.a 

Mambodian.a. n.a. n.a. 
Mozambique n.j. n.a. n.a. 
Mal na. 327 2.51 
Viet Nam n.a. n.a. n.a 

nha. = not available. 
's-ILK: Same source as Table 1.1 anc author's calculations. 

n.a. 
8 

n.a. 
n.j. 

86 
n.a. 

15 
n.a. 

35 
n.a. 
n.a. 
n.a. 
n.a. 
n a. 
na. 
n.a. 
n.a. 

5 
55 


41 
n.a. 

35 
40 
t2 
40 

n.a. 
39 

) 
45 
7 


44 
42 
44 
43 
45 
38 

n.a. 
43 

700 
1,000 

500 
1,250 
2,25)0 
1,00( 
1,01) 

500X 
3,161 

883 
12, I1 

45(1 
665 

1,843 

7,750 

1,000 


500 

543 

1,000 

2.85 
3.W 
2.70 
3.10 
3.35 
3.00 
3.18) 
2.701 
3.50 
2,95 
3.n8 
2. , 


2.82 
3 27 
3.68 
3.00 
2.70 
2.73 
3.00 

12 
12 
48 
21 
75 
39 
41 
8 

n.a. 
33 
56 
30 
27 
32 
21 
48 
14 
17 
94 

48 
n.a. 

42 
51 

n.j. 
51 
48 
47 
66 
51 
71 
49 
47 
54 
55 

n.a. 
48 
45 
66 

n.a. 28.9 
n.a. n.a. 
n.a. 33.6 
n.a. 39.8 
n.a. n.a. 
n.a. 43.8 
n.a. 42.3 
n.a. 23.5 
45.3 n.a. 
n.a. 40.5 
n.a. 79.4 
n.a. 31.5 
n.a. 32.8 
n.a. 49.5 
na. 55.3 
n.a. n.a. 
na. 26.3 
n.a. 26.0 
n.a. 73.7 
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bottom third of 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 incom11e, raised its literacy rate from less than 
40 to almost 60 percent of tile population, and increased tile life expectancy 
of its citizens by nine \'ears to fiftv-nine 'ears Of age. These gains can be 
compared with those of each ot the three I11)1 pe1formance gr'-oups. 

One real benefit of dividing the developing countries into three equal­
sized performance groups is that it allo\Vs us to look beyond the traditional 
well-known high and low performers. For exanmple, although Ilong Kong, 
Korea, and Singapore top the list of high performers, how did African 
nations like Botswana, Nau ritius, and Cameroo n make it into the top 
third? Why' would the People's Republic of China be amlong the top 
twentv-four developing-countrv I lI performers? 

A second benefit is that a conuntrv's performance call be compared 
with its grlup average. For" example, Tables 2.3 and 2.4 show that Chad 
vas onu of the poore-t performrs in the low IIl grou p. Between lI'95 

and 1987 tile average member Of the low II)Igroup improved its status 
from 24 to 37 perceln of tile top industrial-count rv score. In contrast, 
Chad's improvement went tIrom 14 to only 23 percent Of the top score. 
In other words by 11)87 (had's I DI score was the same as that of the 
average IOw hu,man developmenIt perforller tw'ent v-two years earlier. 
Chad's annual disparity reduction rate Was about 0.5 percent a year, while 
the average for similar c Untries was aImost donble, Or 1). 87 percent. If 
Chad's II Dl disprit\ reduct ion rate continued at this same slow pace 
until the year 201i)5, resulting in an II) score of 31, its I11)1 status would 
be only about a third of the level attained by the top industrial country 
eighteen years earlier in 19)87. Its performance in 2005 VolIld still be well 
below the I IDIstatus that the low performers attained in 1987. This grim 
picture indicates hov.' important it is not to postpone major efforts to begin 
the process of human development and how long they take even whllen 
serious comInllitllents arIe Made. 

A closer look at the list reinforces the initial assertion that region is 
an important predictor of subseqIuent devehlopment performance. For 
example, nineteen of tile twetyl-four pootrest development pelformn1er'S 
are African nations. \Vhile the regions are better represented in the 
twenty,-four top perfo rmers, there is still a bias toward the East and 
Southeast Asian natiols. 

Determinants of Human Development Performance 

Until now I have presented statistics about human development 
performance by income group, region, and conntry performance group, 
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but Ihave 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 H]DI 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, I will relax the 
normal rules of hypothesis testing. I will use stepwvise regressions first 
to identify the variables that account for the largest proportion of variance 
explained. Then I will move from statistical to policy analysis to ask which 
independent variables might be most easily altered, for exa; nple, through 
policy changes, to get the largest and most cost-effective improvements 
ilhuman development performance. 

Internal contextual factors and human dez'elopment 

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 naturalor 
resource base, come with the territory and as a result are difficult to 
change. Others, like population size, religion, language, or tribal mix, 
can in theorv be altered by policy intervention, but changes usually take 
place slowV. Still others, such as institItional forms like political or 
economic systems, evolved over hundreds of vears but _i-" he altered 
slowly through policy choice. The dominant national institutional forms 
during the stud' period, however, were viewed ispart of the interlal 
context. Explicit attempts to change these institutional arrangements are 
considered in the section on policy intervention. 

I will consider four categories of internal variables: 

1 Nathtral (,'mhwwcts. Examples include mineral production as a 
percentage of exports, population size, and population density. 

2. 	 Culhiat and cthnic en'm,nents. Variables include ethnic, racial, 
and religious diversity and regionl-surrogates for both natural 
and cultural endowments.," 

3. Baselin, hunIman resourne endmoiments. These are conditions resulting 
from earlier social investments, such as initial levels of literacy, 
life expectancy, and infant mortality as measured by the I'QLI 
and HDI in 1965. 
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4. 	 Political and economic institutionalcontext 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."1 

The relation of these variables to developing-country HDI 
performance from 1965 to 1987 was assessed largely through a set of 
stepwise regressions. 2-

Which internalcontextual flactors miatterd? 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 IDI 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 initiai human resource base and its 
institutional context turned out to be far more important statistical 
determinants of the I IDI disparity reduction rate than cultural, ethnic, 
or natural endowments. Of the contextual factors, the quality of the initial 
human :esource base as measured b' 1965 IIDI 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 allso 
contributed to high IDI performance, its overall impact on the 
incremental r squared was very small (0.008 of the 0.068 contributed by 
institutional factors). 

Natdral, ethnic, and linguistic factors mattered but proved to have 
the least impact on I IDI 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, Fast 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 Iluman 
Development and GDIP Growth, 1965-1987 
(stepwise regressions) 

Effects cn the tu man develipment indev' 

Incremental 

Variable Value 
Standard 

error 
Standard 

value 
I to 

rermove 
AdLu sted 
r squared 

adju sted 
r squared 

Intercept -2.1 50 
1965 tlDI status 0.728 0.115 0.611 40.237 0.511 0.511 
Low political instability -0.233 0.101 -0.211 5.342 0.577 0.066 
Ethnic and lingu istic 

homogeneity - 0.398 0.196 -0.193 4.118 11.607 0.030 
Location in Asia 
Capitalist ecoonic system 

0 345 
1.167 

(..215 
0.116 

0.145 
o.126 

2.57t 
2.(5) 

01.619 
0 627 

(1.012 
0.008 

Effects on annual GDP grvth rates" 

Increne ntal 
Standard Standard I to Adjusted adiusted 

Variable Value error value remove F,quared i squared 

Intercept -3.376 
Low political instability -0.204 o, 125 -1.218 2.w II );5 11.05 
Location n Asia 0.507 0.274 0.21.1 3 418 0 I11 0.036 
Ethnic and linguistic 

homogeneity -0.38- 11.221 -11.217 3.o21 I ](A 01133 

. Iille regr.'io. nIn Ow Ii ,In ,Iailt 01i~r,27 i .,tantlaid lit',tt'p ll d P i I - trr,,r of i 38t, 
dtlgrcn S AI Irl't'd,, 11,rt, ; lor the regrcs"ion 47 Ior ti' r'ij1th1l Int ,2 tolal I t, I tt is ( 42 
,ind the I )urhlaI Watsin iaiitic is 1 113 il1) An F sri ,I 2 or nort ig tii l l,o e \ ' ,i il i , le '' ,riblte\ 
i t tI -ircs i I ita,1n 2 1cr,r iot clitVIr'dt in the rcgiws ioii 

S&' rgre.-i; ;itI li, stvp ha, ,idtu r irtd 1)h- I tndart c rMll it 4-1 ielt an td squ. it .it' a. 
di-r,-ei, ill trct,do.n art, I tor the re ressin -,I to the rcesidtiil nt 4 hi l li : lhe I t'-t is S.423. 
,Ind the I lrbttl o st%\ti1 I,i1 .nI s An I cort, il 2or more is igiikant i the i7 Is i V&hablet 
i\ iih I sr o i 

, 
i-s than 2 i%vre not t'Dert'd it the i't-gr'ssiiii 

% iFi i Autlhor (clitil, tlwnl 

low HDI country performance group profiles nirror the results of the 
broader analysis. 1 

it'rnal colt'xtual factors and GDP growth Although many of these same 
factors were also associated with more rapid GDIP growth, internal 
contextual factors were a less important determinant of econonic growth 
than of ItDl improvement. In fact the effect of contextual factors on growth 
was ninimal (0. 1- of the adjusted r squared) compared with their impact 
on HlDI 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). 

Wh 1 ight internal factors inatter? 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 f..uiiation for future develOpment activity than 
a sick, largely illiterate one. This higher III)l base may be an outward 
manifestation of important cultural values that served as tile fuel for past 
economic and social advancement and Might do so in the future. If a 
nation's more solid initial IIl base was the result of successful earlier 
policies, then this experience might have provid,,d policy makers with 
incentives to continue in the same di'ection. 

low might a stable political context supportive of a market ecoIntomyv 
contribute to rapid 11)l impr'vement? I tol itic,ll continilit ' may have 
provided clear, consist 'n long-term rules of thle game for economic and 
political action. Stable, predictable riles might have helped build national 
confidence, attract ilvestlent, and keep talented citi/ens f'oml becoling 
exiles or fatalities in wars or disturbances. Contmtinuit might have allowed 
the necessary time for institutional capacitx building and policy 
implementation. linguistic and ethnic homogeneity might have provided 
fertile soil in which such capacily could be nourished. Al of this might 
have combined to permit sufficient economic growth to keep PIT-adjusted 
per capita ()P increasing. 

Policies a.d hiemin ,loeitlent 

If internal context was so important, what ,-'e did policies play il human 
development performance? Before we can beqn to answer tlh.is question 
we need a definition of policies. 

Policies can be thought of as levers or dials that L ,c government can 
adjust to influence hunman development Outcomes. Policies include 
guidelines, norms, laws, and procedures. While it would make sense to 
compare these featuIINres iCln)ss u uz nt ries, it is difficu lt and LostlV to get 
consistent data flr long tile, p'iod s. lh us, it is s )mLetilles necessary to 
fall back either oi indirect measul'es Of policy' c\CMllitinlent 01r on outcomes 
usually associat, d with particular policies. For ealple, the allocation of 
resources for large halth expendit ures as a percentage of GDIP is an 
indirect measure of policy commitment to health compared with other 
priorities, while a high !evel of econm1lic openness might indicate that 
export promot ion policies are in place. 

I will examine ten policy variables that call be divided into three 
groups: 1) 

1. 	 tcou'mic 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. 	 Politicaland civil ri,,hts policies. These are measured by an average 
annual score on the Gastil indexes of political and civil rights. 

Which policies 11iattered? Of the ten policy variables studied, four 
accounted for ab,)ut a third of the adjusted r squared in the stepwise 
regression of policy variables Oi human development performance 
between 1965 and 1987 (0.343 of the adjusted r squared; see Fable 2.6).11 
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 (0.08) incremental r squired), lower 
fiscal deficits (0.068 incremental r squared), and higher levels of export 
product diversification (0.017 incremental r squ,ared). [hese results were 
similar when the regressions were perforimed to predict the lists of top 
thirty high performers. For the bottom thirty, however, only two variables 
were significant: low political liberties and low social expenditu res. 1 

Policies and GDl1,,rowth 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 ((.343 of the 
r squared). 7 Outwardly oriented economic policies like openness and real 
exchange rates contributed about a quarter of the adjusted r squared. 

In addition, countries with high GDP growth also maintained lower 
fiscal deficits than slower-giowth cownties. This additional economic 
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 r 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. I 
Military expenditures may have been used for pu,mp-priming activity. 

Why might these policies matter? Although I offer no preexi,;ting 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' 

Increnlental 
Standard Standard l to Adjusted adjusted

Variable Value error value renlove I squared r squared 

Intercept -0.0,13
 
High political liberties 0.648 0.141 0.4'6 21.100 0I 178 0.178
 
High health and
 

education spending 0.130 0.038 0.33 11.862 (.258 0.080
 
Low fiscal deficits 
 4.871) 1.855 0.2W0 6.918 0.32t6 0068
 
High export product
 

diversification 0.004 0.1103 0.164 
 2,587 0.343 0.017 

Effects on annual ()DP growth rates' 

Ilcremental 
Standard Standard I'to Adjusted adjlste'd

Variable Value error value remove i squared ? squared 

Intercept 0.054L 
Low fiscal deficits 0.234 0.056 0.- I1 17.298 0. 1l1) 0. 111)
High military 

spending 0.005 0.001 0.38 12.117 0.213 0.094
 
Real exchange rates -0.027 0.010 -(1.273 7.271) (.306 0.0-)3

ligh political liberties 0.013 0(1.105 0 21)5 7.-404 0.37 ) (1.173

Open economy 9 643FE-5 5.8591E-5 (1161 2.071) 011.3-1 0.)15
 
a. The regression ii thel ist stVIp IaW a11didirtrd ? ,kilArtd illI0 341 0id A suLIrdard iroi ,1 0 ;il
The degrees oflreedoi n are 4 for titrtgrt"siir i. Wllforthe ret ii.a 1 I tI al )I1 Ih 1Itt't11" "2t 
and the r rtrieiir, th 0,

Other %. ,11hs el-ntered iIn e CtlI enllon 


ltirbar W atson statitic I 1 70l(ns) ,.\n I Stl i ct 2 is sinitilatc It I t,%tI 
did In l'.t.s I1111t.11lt 1 101ll 

b.The regression I11tt last sepl111s ar1adlrulted ?"rtiurecd of 0 10.4, ad a tidaidt or it I IlS 
The degrees offreedom ,rt- e rgressi rr il rteidiiil ant 7 tr, lI N I[(In I le't i,1 7205 or t .u2 
and tIe Duran 'dtsorr Ntatistic is 1773 (ns). Ali I siore ilt2 ilr irrrrl is signlntlil at lit'W;Iht-Il 
Other variables eiitered in th e uatiodid not hare sigrnowrcint I scirts 
SoirmI: Author's cilculatiirns 

First, why were economic policies (that is, high levels of export 
product diversification and low f'scal deficits) responsible for ;s large a
 
proportion of the r squared in human development performance as swcial 
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 -ei'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 toIbe widespread. V 

Second, one might have expected that governments with big I IDI 
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 anmong investments in 
particular kinds of programs, much less tlhwir cot.t-effecti\eness. Such 
analysis can only be done with fewer countries and inmore depth. 

Fourth, education e\penditures appeared to have a far more important 
effect on human development performance than health e\penditures. 
Why? One plausible explanation is that education provides more than 
simply literacy. It increases awareness of ho to protect individual and 
familv health. 

Finally, wh' did countries with medium and high leVels ot political 
rights appear to make greater lumanr development gains between 1905 
and 1987 than those with lower levels of rights? 1lere are some plausible 
hypotheses. First, a govel'rInmetl's wlli'n',nss 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 m11a,'have had channels for pressuring their gov'ernm(ient to 
make investments in human development areas. Third, while medium 
levels of political rights were not associated with democratic elections of 
national leaders, tile\' might hoae pr'vided cha nnels 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 (InIl hunmn dez-elo; ,'nt 

File 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 in impediment Or stimulIs to hunan 
development performace? 

External influences are defined as forces gelerated Outside a nation's 
borders or beyond its Control that might affect its htl1mn development 
performa nce. For example, poor humanl de\eltopment perforlers Might 
have suffered from more natural disasters like droughts or floods, been 
pillaged more frequently during outside military interventions, or been 
victinIs of u nfaVorable terms of trade. The types of external influences 
considered were 

1. 	Natural disasters. These are measured by the number of earth­
quakes, volcanic eruptions, droughts, and floods, for example. 



36 A GLOBAL VIEW 

2. 	 External militaitl 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 resourceflows. 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 HIDI disparity reduction rates." 

TAF.;E 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 F to Adjusted adjusted

Variable Value error value remove r squared r squared 

Intercept 0.478 
High debt service 2.406 0.660 0.423 13.231 0.121 0.121 
Low total debt as % 

of GDP -0.871 0.345 -0.294 6.389 0.192 0.071 
tEffects on annual ,DI growth rates

Incremental 
Standard Standard F to Adjusted adjusted

Variable Value error value remove r squared r squared 

Intercept 0.059 
Sligh export product 

diversification - 2.14E-4 - 1.154E-4 -2.30 3.443 0.045 0.045 
I ligh debt service -0.015 0.001 -0.163 1.893 0.057 0.112 

a. The regreSsiin inl the last Step has ,in adiusted r Squared if 0. l92 and a standard error of 0.650. The 
degrees of freedom are 2 for the regressior, 60 for the residUal, and 62 total 1)]. The I test is 8.360, 
and the l)urban Watson statistic is 2 212 (ns). An r score if 2 or more is Signiticant at the .15 level. 
The other sis variables were not entered into the equation because of lowi" values 
b. The regression in the last step has an adjusted r squared oft 1)1)57and a standard error ot 0.0210. The 
degrees if freedOmli a; 2 fir the regression, 66 for the residunal, and 68 total DF1 The F test is 3.16, ai 
the Durban WIatson statist!c is 2,33 (ns). An I Score of 2 or more is significant at the .OSlevel. The 
other six variables were not entered into the equation because (ifo lo I values. 
SoLtR i: Author's calculations. 
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High performers, however, did have less total debt as a share of GDP 
and higher debt service a- a share of exports than loVer human 
development performers. Ihese were the only two of the eight external 
influences studied with significant 7'values. Here are some plausible 
explanations. First, we have seen that high I IDI performers had higher
levels of GDP growth than low performers. Thus, while they might have 
COIltiiiued to incur debt, their GDP growth rates might have insured that 
the debt-to-GDP ratio remained low. At the same time they may 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 staved higher. A second plausible explanation is that the high­
performance countries might have needed fewer external resources for 
their development efforts. 

External i lflui'c('s atd GDP growth External influences had a lower 
impact on GDIP growth than policies or internal contextual factors, 
accounting for only 0.057 of the adjusted r squared. -2 Countries with 
higher GDP glo'vth 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). 

Conmon threads in human dLvelop'ment performnance 

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 'ears. Which factors proved to be most important when 
all significant variables were considered?4 

Six common factors tie the high human development performers 
together (see Table 2.8). First, these countries began the development race 
in 1965 with a relatively high-quality initial human resource base. Second, 
they were more likely to be in Fast and Southeast Asia. Third, the\' were 
less linguistically and ethnically diverse than their neighbors. Fourth, they 
had a highly stable internal political context during the next twent'-two 
years. Fifth, they pursued meore outwardy, oriented economic policies. 
And sixth, the\, had higher levels Of investment in education and health 
programs. These threads accounted for 0.657 (of the adjusted r Sqluared 
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. 4 The top­
performing countries were more frequently Asian, while the bottom 
performers ivere African. 
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TAnBIE 2.8 	 The Effects of Internal Contextual Factors, Policies, and 
External Influences on Iluman Development and GDP 
Growth, 1965-1987 (stepwise regressions) 

Itht oS tht' uWma develipm,.'l itdeV'\ 

Variable Value, 
St,dard 

e0rror 
. t, nilard 

valte 
I to 

remove 
Adjusted 

sSqllared 

Incremental 
adjusted 
r squared 

Intercept 
1ligh 1%5 111I1 

status 
Low political 

instabilitv 
Real e'Chalge rates 
t'tllic anid Inguistic 

h0niog-eteitv 
Location in Asia 
I ligh health and 

educatioll 

-1 .737 

0.664 

-0.277 
- 0. 325 

- o.3;2 
11.360 

I). 113 

0. 116 
0.220 

0.2t0 
1.213 

0.7,57 

-0.241 

-0.13 

-0.170 
0.152 

34.338 

1.04 

2. 180 

3.118 
2.87.1 

0.1908 

10.587 

0.t123 

(.04t1 
(,652 

0.508 

0.07) 

0.030 

(1.017 
0.112 

spending 0.131) 001)31 10.117 1.623 o.1)57 01.11005 

II:flects on aVVel,lgV, nnual ( ;)' growth' 

Incremental 

Variable \'alue 
St,11id,nid) 

error 
tan dard 
value 

t to 
remove 

Ad isted 
r squared 

adjuste d 
r squared 

Intercept 
Real echange rates 
Iligh NW; I IN 

status 
LoW tiscal deLicits 

- .1.012 
- I 2w)( 

(.33h 
3.713 

0,21 

0. 1-15 
1.878 

-0.tl 1 

t.294 
1.241t 

23.631 

3L5 
3.51 

0.227 

(0.288 
0.317 

0.227 

0.0)61 
0.112L) 

I ligh eport priidUtt 
Liversiticatiotu -. 1l0, 01.00)3 -10.24-1 3.588 0.355 0.038 

-rv,.T li, errora lhi, r e n Itn lat sh() Itls in piluistt'd Pt,quirtd Oft i17 and a stanitard it0 311. lhtI 
dtegreest t itnil I, r t Iw tTi .1 liT the rtidthii. I,) tot, Il:. Fit' i test is)t tr)Tt a ic t wgti .. ,iit I5)6.o 
and the Llill \(\,lts,iil t, ,lt 1,I 7 irns An I sor I t 2 oi ire is signiticant at tIh ((i level 
Iv 1 h 'gr",'sltt in th l it lc ' 11,1tl - 1)ids sli. , sU1t ii'd I ,ii.d0 t,lmdard .rror AW1.455llhe 
,ttegr e,OI Ireidin ,rv -I h, theIt egT isi i, 45 h tner re",idual inld 47 lt,il IF, 1lhe I test is 4745. 
dihi the I)turban i l 'l t 11i,,I 2 0IN (11,1 An I "or'. t 2 or Teri' i. signilikant at the .10"level. 
Variabl is ,ill , i I s t i Il' titii 2 N irt hnlt induhned 

'I i Ii Author' t, 	 llathn 

Connon threads in GDP grn'tlt 

Four factors seem to combine to help predict about 0.355 of the adjusted 
r squared in high (;[DP growth betveen 1965 and 1987 (see Table 2.8). 
Countries with high GI)P 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 nattered 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 inexplained tile 
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, physical 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 I1DI 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 r squared.of the These included 
exchange rates, expenditures on education and health, and political
instability. But of the contextual factors studied here, only a country's
initial 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 detei mined 
more directly by past or current policies were responsible for 91 percent
of the r squared. For example, a nation's I IDI status in 1965 was heavily
influenced by past economic and social policies. Thus, policies played 
an important role not only in human development gains between 1965 
and 1987 but also in shaping the initial national context in which change 
took 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 twentv 
and probably thirty to fifty years earlier. 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. The\, risk the well-being of more 
than one generation of citizens. 

Finally, there w,.is thatno striking evidence high human develop­
ment performers embarked on rapid, revoltionarv, simultaneous 
economic and political reform. lFather 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 next chapter will look at this issue in more depth.) 

Interwov'en elements: Statistical threads and jiolicy threads 

The threads Ihave identified are composed of twVo elements: one is their 
statistical importance in the explanation of human development 
performance, and the other is their policy importance as levers that cal 
be moved to affect I INstatus. While we now know which variables have 
a statistically more significant impact on human development 
performance, statistical importance should not be contused with policy 
impact. For example, region (where a ctntry is geographically located) 
may explain a larger percentage of tile r sIJared in hll n develpmlent 
performance than health and educLation expenditures. But policv makers 
can hardly move (had from Africa to Asia in hopes that its perfoirmance 
will improve. They ca, ho\Vever, increase spending on health and 
educatiotl with tilhe ho ot improving peopl's liXes. boo nd exchange 
rate policy may play a smaller statisticI rotle in explaining improvements 
in huLan development than linguistic hollogelleity or political stability. 
But we know more about making exchange rate policy choices than we 
do about reducing politic,1l instability or promot1ting culturl, hIarmonyV. 

I will attempt to identity which x'a riables might have mor01e policy 
effects compared with stati!,'tical effects on hl n development 
performance. A good waV to proceed is with an examphl Cof potential 
policy changes in one country-in this case, (had. Chad tournei out to 
be one of tilt, poorest houman developmenlt perom mers between I965 and 
1987. As noted earlier, ill 1965 (had's I I) status ot 1-1.7 placed it well 
below tile poor-Ciitrnt rV Iverag, of 2-1. I. Its disparity red uct ion rate was 
half a percent a year, while tile poor country average was about I percent. 
By 1987 Chad's III)I stat us was 24. I, the aver,ige I11)1 level tile poor 
performance group had achieved twenty-t\o years earlier. 

What if we had beTn able to move aY Ot tilt SixtIthrealds thlat explain 
human development performance ilprOTenients (statistically) iuring tilt' 
1965-1987 period fr, Chadi's very low leVel t11 to the level for 
developing countries ftor that period? It We llovid each thread, One at 
a tinle, while holding the others constant, w\hich w\ould give us the 
greatest annual rate if disparitv reduction and overall i In provement in 
Chad's 111)1 status by 1I)87? '[able 2.9 provides the data. 

Chad would have achieved the greatest gains if it had been able to 
raise its 1965 1 I) score from 14.7 to the deveoping-country average of 
37.0. This change alone would have allowed Chad to reach an I IN)status 



TABLE 2.9 Chad's 1987 Human Development Status Adjusted to Reflect Improvements up to the Poor-Country
Average on Each Critical Variable 

adiut.<d b%reornputing a*ter bringing the kev variable to the developing-country 

Health and 
education 

tHDI status 
in 19)6; 

Political 
instabilitv 

IEthnic diveritY 
in 1qfi: 

['\Change
ralte 

spending 
as% ot GNP,

1965-1987 Asia 

Disparity 
reduction rate,

1965-1987 
Unadjusted HDI 

status in 1987 
Developing-country 

average 
Poor-country average 
Chad average 
Chad'- adjusted DRR rate' 
Chad's I INl in 1087 when 

37.0 
24.1 
14.7 
1.19 

0.41 
0.52 
4.86 
11.74 

0.41 
0.67 
0.83 
0.75 

1.05 
1.14 
1.10 
0.65 

3.43 
3.01 
3.23 
0.66 0.93 

1.84 
0.87 
0.50 
0.50 

58.5 
37.2 
23.7 

variable i. adjusted to 
the average tor develop­ing countries " 

51.0) 28.36 2772 26.10 26.26 30.50 23.7 
Blank eI-11Indlc- te. 
a DRt. 

i t app I able.-
..average.b, Lhad'. ItDI -tatli III NS7 adluited by rcomputing aftter bringing the keY variable to the developing-country average.

S. i I.I AUt iO r, calJ It,in . 
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of 51.0 percent of the industrial country standard in 1987 instead of only 
23.7 percent. IfChad 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 I IDI 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 11 DI score of 26. 1. Finally, 
Chad would have gotten slightly more improvement by reducing its 
language diversity (a 1987 1IDI score of 27.72) than by increasing its 
expenditures in education and health to the developing-country averages 
(a 1987 1IDI score of 26.26). These I1DI scores imply that Chad would 
have needed to reduce the probability that two randomly selected citizens 
would speak different languages from 83 percent to 4) percent over a 
twenty-two-year 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.) percent. Changing the level of education and health 
spending would have been the more realistic choice. 

Paradoxically, 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 tie 
clock and make a set of human development investments in Chad 
between 1900 and I165 to raise its 1965 1 l)l 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 humlan 
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 cultul al policies than to move (had out of Africa. 

In summary, moving the threads that will have the largest effect on 
human development (IlDIstatus in 1965 and region) is least feasible. 
Making tile 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 loweringpolitical instability or language diversity, it might have been realistic to 

alter these policies even more. For example, by adjusting the tax 1,,sc, 
altering the public expenditure mix, and seeking 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 bi, data set analysis 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 knowx'. 
In fact cross-sectional and longitudinal analyses 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 insightsnew into the secrets of 
development. I lere are some puzzIles worth thinking about further. 

Hoaw was the initil hunan capital bast l rned? First, although big data 
set analysis showed that the initial human capital base was one of the 
most important determinants of future human d,'velopment performance, 
it told us nothing about the paths the strongest Iur,.n development 
pertormers took to build this base. Nor do we know wly, for example, 
outwardly oriented economic policies might have played a more important 
role in increasing It)I1 status between I)65 and 1987 than direct 
investments 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 1will compare the soial policies of Costa Rica and Guatemala 
to get a better sens,- of the differences. 

What does regio, reall' mean? This analysis confirmed that a nation's 
geographic location in Africa or Fast and Southeast Asia had impor­an 
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, phy,,sical, 
and other determinants. Its importance lends strong support to tile 
argument that regions and subregions should be studied separately. 

Is political repression a lic'cts'50nI/ iingiviiciit /iwhinla, d'l 'oz, t 'aiis?i o'nl,i 
Low levels of political instabilitV turned out to be fundamental in national 
human development gains between 195 and 1987. But we learned little 
about the different paths through which this stability as achieved. Was 
it the result of high levels of repression that gove'llments used to keep 
their citizens in line? The initial anal'sis indicates that thi, 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 stability? Was there any relation­
ship at all or were high levels of political stability achieved because 
successful economic strategies increased people's material Well-being? 
Additional insight into these dynamics can be gained only by further stud' 
of a smaller group of countries. 

Is re'ginin t The big datab/llirrclc'lotfor Imi:nan itvl'o'hnciit;erforrnance? 
set anal\ysis showed that some highly successful 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 inight be 
premature since different regime types might have different governance 
styles that result in equallv successful human development gains. 
Furthermore, the best human development performers had mediu in or 
high levels of political rights independent of regime type. This implies 
that they all relied on sone forms if 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 
tI ese have to hunan development performance? These are questions the 
blunt measures Of bi; data set analysis cannot address. 

w're polici's that prnn ot'ltl timIoult 
t1t1hu 'hvlpincit Iwe? 
MYil iid ccollonlic orint'ui til iillortiitto 

l dcl ertliu,i Policies that proloted an out\ward 
economic orientation turned out to be important for high humanl 
development performance, but big data set analysis tells us little about 
why this might have been the case. )id they help increase per capita 
income for a broad segment of the population and thereb' allow them 
to help themselves directly, as Ranis and Fei suggest? Were there major 
differences in the policy paths taken to promote e\port growvth, or were 
they more or less uniform? Did some paths lead to more rapid human 
dLvelopment gains than others? Was the general economic growth 
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strategy really more important for huLan developmenwt gains than direct 
investments in education or health? Only deeper analvsis with a smaller 
group of countries will hl, p us L,nderstand these patterns. 

10 1t sotilll itU'zC(t,,1.C ts rellh/ mIatt'r? Finalhy, big ddt,I s't a1n1l,\'Sis told 
us that invest, in an1d he,lth \wre,i lN 1,tments edLu',tion rta nt factors in 
improving human developeneit per'torlin te. 131ut there were mn, 
ulanls\Tre~d (lIeStions. WLTre they a S importalnt aS the, direct gains made 
through economic strategis that incr',ed per calt income? Were sOme 
kinds Of inxVestImnts more. import at thai ot her,? [here \was some 
indication that investments illeducation L'plaited a greater FprOportion 
of the r sq uared for high hI lan than invest­develop.ment perforH1,1n1e 

ments in health? Wh?
 

A Final Word 

So cross-sectional and longitudinal malysis of ninety devloping countries 
between 19)(5 and 1987 helped to identif,' i\ threads that tit'd the past 
two decides of hmtllia development pe,'!L)rlnce' togetheCr. \We also sa\ 
tht if it were, sible to pull some1 Of theC threads il particulr"directions­
tort"ple, to low'r leve'ls of political iISt,bility Or illcra.se social 
investments---it in ighllt be posible to sped th, rae at which dlop\t1Oilg 
cotittries, Iedued their human develop1 meLnt disa,,:-itie,, with th' itnduistrial 
countrietS. 

NlIuCl Of this sto r\, liOwvr, relldinlted reV,ios. We cdr terret out 
,ldditiinil kt,1tS about the ms\'et byloo king mORe deeply into the 
deve'lpnIenI t 0 0n1ics 4f smnaflle,r Set of CO1imIttries withIMore similar 
carateristics. 1 will do this in the third pat ot thi- book. 

But first I will take ibroad look at I,the rtole of regile, type p.olitical 
rights, dltd politio.l instabilit\ Il de'VelopnItnt, one Of the threads 
idetitified earlier. This is the task Of the next chapter. 

http:illcra.se
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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 economniL and social 
performance of developing countries. To I',iedissatisfaction of ideologues
of all persuasions, both democracies likt Costa Rica and nondemocracies 
like th< People's Republic of China were well represented among the 
ranks of top Ihman development performers. In fact political regime typ ­
was afar lss important determinant of develop:ng couotrv perfrm ceCC

than low levels of political instability and more general political "Ights.

Yet there continues to be serioLS cOIltI'ovL'rSV aboLt the role of
democracy in fostering economic growth and turning ailins; economies 
around. For nIat.nll olv'ilentsllti |ollmednewl, f, gOverlnlents
contemplating massive economic reform, the answ'r is hardlV all 
academic one. Its implications are enormous for tlie :Lal its' of life of its 
citizens, and perhaps the very surv'ival of democr, cv. 

Mainv continue to argue that autholritarian forms are far superior to 
democracies in bringing about economic stabilit,, in developing nations.,
Thomas E. Skidmore's work oi Latin America is representative of this 
viewpoint. He concludes that 

governments imncompetitive political sN'wrens find it extremely difficult to
reduce inflation, once it has e\ceeded .4.0percent, and they ha'e paid very

high political costs for their efforts; 
...no such goVernmlent has proved

able to pursue a sLccessfLl anlti-infl.tiOll eff,rt; .all cases of successful
..
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stabilization have been carried out by authoritarian (or one-party) 
governmnents; and.., even authoritarian governments must have a high

2 
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, Remmrner finds that 

democratic 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. Ifanything, the evidence suggested that the edge with respect 
to 	program implementatitm was with the democracies.4 

This chapter moves beyond the normal elements of the controversy 
about democracy and economic marnagenlent. ' 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). I 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 1973-1987 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, I hope to evaluate the performance of countries that 
embarked on "double-shock policies" in the 1980s-sinmltaneous 
economic reform and democratic opening. I[he specific questions I will 
try to answer are: 

I. 	 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. 	Htow did countries implementing double shock policies­
simultaneous economic 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
thmt 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.8 

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 virtuallv doubled from 39 
to 70 percent.) In Asia, the changes occurred more evenlv 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 early 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 to 1989, there was no evidence to support the politicians' contentions 
that democracy had won the day.1 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."I 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 Democratic 
and Nondemocratic Nations 

Regime type and econonic 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 Political Regime Type and Region, 1973, 1980, and 1989 (number of countr;es) 

1973 1980 1989c 

Region' Democracies Nondemocracies Democracies Nondemocracies Democracies Nondemocracies 

Latin America h 15 9 14 16 7 
Africa 3 35 7 31 5 33 
Middle East 3 9 4 8 5 7 
Asia 5 9 8 8 10 6 
Europe 0 4 2 2 2 2 
Total 17 72 30 63 38 55 
Percentage 1L 81 33 67 41 59 

,
Noi A reginie i, o'ded a,1.dmkcrat i it it came to p i ter th onuh conpvtitne election, without acusationi ot traud 
a. No rvrion %- lgniit antlx more domr cr,it, than .i,ithi.r in tl'7, (,hi -quare 10 '53p 2n) 1"Stt (khi s.4LuatV S 4S p 31) There ierevsigniicant d ifference, 
in IS' (kill i-quart24 S, ph (MI)

t 
b B l1 22 percent ,t the ountri, scirid high ,i (Ia-tlI', index it political and 'iniI ihberties, and 3; percent ored mediumn, fora to talof 57 percent. 
c. B l'"S't 24 per t i-t th. ,untrie sci rvd hln in (Ia-t S ir,d.s it plitical and civillibertit-s and 44 pret-nt scored niedium, tor a total it M , percent 
L',tLR l. Authir"s data c-ded based 'n Arthur Bink, Ihorma, Phcan it lannMt,'ii, N.Y.:Muller. lhelar, and [laine raiin, LItZIag ,, the Word (Binghamtuin. CSA 
Publication,. State L nixersitv it Nes 'rk) 
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authoritarian counterparts. As shown in Table 3.2, the), 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 tile regimes' GDP growth rates 
differently. I was not able to control for thc3e 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 tile first, I estimate 
a variant of a fixed-effects model of GDP growth and regime type to 
determine whether there is any systematic difference in either tile level 
or the growth rate of GDP between democratic and nondemocratic 
regimes. '' Table 3.3 shows that while there is no significant difference 
in GDIP levels, there is a gap in growth rates: democratic regimes grew 
seven-tenths of a percent faster than thfcir nondemocratic counterparts 
between 1973 and 1988. 

The fixed-effects 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 betwe. n two subperiods, 1973-1982 and 
1983-1988. Mv aim is to answer the question, Was the change in 
demoL.ratic regimes' performan. : between the two periods superior to 
that of nondemocratic ones, taking into account the change in the shocks 
between these two periods? 2 

Performance here is defined by four variables: GDP growth, 
investment-to-GlIl 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 
1973-1981 
 1982-1988
 

Indicator Nondemocracies Democracies Nondemocracies Democracies 

Number of countries" 	 69 23 59 	 33
 
Growth 

Average GDP growth (%) 4.6 5.2 2.5 5.7* 
Exports as % of GDP 25.7 36.62 25.6 	 36.5**
Investments as % of GDP 	 24.0 26.2 21.4 21.2
 
Average export growth %)5.5 	 5.8 4.2 	 10.7* 

External 	balance 
Real exchange rate 1.049 0.968" 1.174 

Current account deficit as % of GDP -5.4 	 -4.4 -6.3 -3.7** 

Internal balance 
Fiscal deficit as % of GDP -4.3 -6.1 -5.5 -8.1 
Inflation (%) 24.1 14.8 55.2 88.7
 

Debt burden 
Debt ,s % of GDP 27.8 19 .2

b 
61.9 48.7 

Debt service as % of exports 	 14.9 11.3 21.9 22.1 
a. A country appeared in the democratic column if its government had competitive elect.ons withiout accusations of fraud for more than 50 percent of the period.The same statistics sere calculated using the number of democratic regimes at the midp .uits of the periods and the same measures were sta!;.
-itallv' significant.Nont: A result %,asconsidered strongly significant l') if the probability of its occurrence xas less than .05percent and weakly significant (*)between .06 and
.09 percent. For 1973- 1981 significant F test scores were for exports as %i,of GD' (6.924. real exchange rate (3 793), and debt a,% of GDP (4.22). For 1982-1988significant F test scores %ere for GDP growth (2.768),exports as % of GDP (;432), average export growth (2.959), and current account deficit as % of GDP (4.326).Sottit: Data set from Ricardo Faini, Jaime de Melo, Abdel Senhadji-Semlali, and Julie ,tanton, -.Macro Performance under Adjustment Lending," Policy.Planning, and Research Working Paper 190 (Washington. D.C.: World Bank, 1989); autho.'s regime coding completed with the assistance of Veronica Marseillan 
and Diemar Smith. 

1.005 



TABLE 3.3 	 Differences in GDP Growth Rates of Democracies and 
Nondemocracies, 1973-1988 (using a fixed-effects model) 

Coefficient 	 Estimate T value 
BO 
 24.46 57.70" 
1I - I 51) -0.69
B2 13.0077 3.90" 
Nott: The coelticivnt BI represents the dite wie in the level, it (11V between dem .cratic and 
nondemoicratic regimes B2 represents. diteren :es in ihe rate (t gri Ith 
a SigniicantIv different fnrm 0 at 01) percent c( nidence level. Note that %%hilethe estimate forB2 
is small, W -1",the t value ot 3 "t is significant v ditterent trum 0I. 
S iLRi Author's talculations 

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

Previous period's value 
Investment-to- Dummy

GDP GDP ratio Current account- variable for ShockIndicator 	 growth (I Y)- I Inflation to-GDP ratio democracies variable 
GDP growth -0.047" - 0.005 0.005 0.007 0.010" -0.004Investment-to-GDP ratio 0.411" -0.309, -0.041 0.164 0.004 	 0.970Inflation - 0.577 -0.074 - 0.322a - 0.280 0.009 -0.120
Current account-to-GDP ratio 0.072 0.044 0.008 	 -0.708" -0.007 0.037 
a. Signittcant at the ';percent confidence level. The results are ,igniticant oniy torGOP growth. 
SOLRi Author's calculations 
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New and old democracies and economic performance 

Until now I 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 y'ears 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 economic 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 (see Table 3.7). For 



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

StatisticalIndicator New democracies Old democracies Nondemocracies F test significance 
Number of countries 13 23 53 
Growth 

Average annual GDP growth (%) 2.0 	 7.3 2.6 2.781 .067'
Exports as % of GDP 	 21.0 43.4 25.6 7.143 .001,
Investment as % of GDP 	 16.0 22.0 21.4 3.130 .048'
Average annual export growth (%) 3.8 14.1 	 4.2 2.305 .100,

External balance 
Real echange rate 1.152 1.001 1.179 0.418 .659
Current account deficit as % of GDP -3.9 -3.2 -6.5 3.111 .048' 

Internal balance 
Fiscal deficit as % of GDP -7.8 -6.8 -5.9 0.356 .700
Inflation (0o) 	 210.9 17.1 52.1 2.422 .094" 

Debt 	burden 
Debt as 0 of GDP 49.0 46.7 66.3 1.771 .176
Debt service as % of exports 	 28.6 19.1 21.4 3.029 .053" 

Non:, Aountr%\-i, coded is an old derncracv it it had Lon; tit, c ,Ii"vIt'non, %,ithoutacu~.tln n 
, 

,t traud bt,'en 1'473, and 158I, Nv%,duemoracies had
competitiie cu.ction- \,thiut ac-, atiuin, ot fraud less than 44 p,-rc,-nt hetse n 1473 and !Ias i and mre, than ;0 percent betseen lQS2 and 1489. Other countries 
%%erecalled nondemvuiracies 
a. A result s,%,sco nsidered tronglv ignificant if the probabhil ti .i it, 'currence %a,s Ic-, than t); per,.ent and useaklv significant betNeen .06 and .09 percent.
Si R( Data set trunu Ricardo Fani. Jaime de Melt). Abdel Senhadi-Smlahv and ulieiitanton Macr'i lertrmnance under Adjustment Lending." Policv.Planning, and Re.earch Wiorking Paper 11) tWahington, I) (: Wi'rd Bank. lqSi; auth,,r' rcu umuve-ding cimp!vetd with the a.,ustancc, t 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 governlents' ability to remain
 
in power. It is plausible that those governments needing to initiate SAL
 
programs had already been weakencd 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 eroded their
 
political base.
 

TA.F 3.6 	 GDP Growth Rates by Regime Type, lconomic System
 
Type, and Economic, Civil, and Political Liberties, 1982-1988
 

I:cnmOImc ,Id pOlitica New Old Non
 
InIC ratiL's rdLins ra
rights hldtxCus U tIc i dlt'I ot,lC s Thtal 

Economic ,,sttn t(p 
Capitalist 

Number (itctuntrim,, 7 11 16 34 
:.knntuafl (11' g twth (%) 2.8 11.6 3.1 5.8 

Nonicapitalist 
Number OicWuntrits 12 39 57 
Annual (;)' grtwth ("o) 1.2 3.5 2.3 2.4 

etmconnm1c rights 	 ili\ 
Sligh
 

NunIber itt (tntrie.. 01 9 1 10 
,\nnual( AT n.a. 7.4 11.4)1' grtth (o) 	 11.9 

\ledium
 
NUmlb.r tit t utIn, I1 14 30 55 
,\nnuall GI' ,tIh (") 2.3 4.4 2.1 2.8 

Number titcittmtrie", 2 0 24 26 
Annual ( ;I)'grnwth C") 0).I n.a. 2.8 2.6 

Civil politi ,il rights, indt-x 
I igh 

Number iii tountries 7 14 1 22 
Annual (;)' grtotth (") 1.5 3.6 1.8 2.8 

Mediun 
Nutbetr Of iLmItneri, 6 9 25 41 
Annual (I)1' gtl t (') 2.5 11.2 2.6 5.0 

Number ut t tuLntri.,s 0 0 29 29
 
Annuld (;)l grolt (() n., n.l. 2.i 2.;
 

& ~ a;lll+vatll.1it.
 

\ UltL' I 1',ll lt ~~llllsItl.
N tll I~'llltIL t IIshrILII C[ l11itVI%\hUlltilt,' 	 ~~iI19lItllp~73
 
,,

.lind0I8,NTntl d~t-llt rallit %N,htn I~l' h d , )llll t.tlill 'h'llI %.ItlhOil t11 11,llh 1.1111 1rllhvv vit - I n t io Iv,, 

lh~~~~~~~ln~~~%1 tT I Nc vn b h\ evin ]1102midt ILIS')t 111111ll ,lnirtllitt\itl I l ,]t mlort,thanl 7;11petrtl~l i ( 
,,

Invtingll~ ItllrimrhI 'll' I 11h1CLI VIII kI lt InLh I\shI ltm I ,-tl it ihnI .1, 1 Jil1117(l 71IIh", II I 'l IL t itt	 l~,-,11 

i ( ,I, tlilIrd L-I.1t1llllIrv,tq~tlmn ,t it m 1i1),42 o~n 111, 78 83 ,t flitv 1 1S2 vitlliio 

I,, t r, I ; hIII dt\ tilte 
, 

will'.:r imn (,a.i il' ra!tilpI i ltldli,Il anld iII,11 Ilbet'tlle'I IIIJ,.III,t lh" d'<l 

(N 'w )trmk. I rt'TLI(InD thOuIt, 1981)) p11 hi)( IH igh ­ 1.1 1 I.Illt.,1l1ll1- IIIf, ,andIII% I On i,lllIndI ' . 

[Regimt' A ,ilica,ti l d I,%i Ve'imlnita ,ltarm-'lll,lnand I )Ililiai"111i11 
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TABIil: 3.7 Political Regime Type, SAL Participation, and Regime 
Collapse, 1982-1988 (number of countries) 

Regi nt cullapse, 
Regimt type inl IU82 1I082- 1988 

Nondvmnci, , D)emlucacv "l(ital' Ie. Nil Tltat,i 

SAL. part icipat on., I82-I988 
2. 30 8 22 30' 
92- 3 57 63" 

Ttal 13 lQ3 7L) 9330 1.1 
X, I I v, m c,'~ll \I t' I'ill I't a d cm , Itk hitll Vlll 1' %hllilR ' It tIlt'\ Il.id llh (I IIIIS \ libt ,Ikkilldtill', of 

traiid A inw t)Iip C, \\ al dt It illt% 11k luring N\varsrv 1 111 Il' ,1hui td tit itttd 

J t Iu llt l ' i l 271 not i ni tianl it I ti t 
SI ( h u ,titi ol I hI floll 11 (it, rihlth/.1o 
No 1 T.Itl si Ilti o n i1 td that Ill h s \o i Io r Itk te ,In, ol lno t andn 
Olllt , kI ll ' (]i~Ilt Ill l t Iillltli, l 1' ')i I \Illhlli \1 11,10 1kIpiATlt 2 ill I, dct ~rt'llilt ioutiel ts aild111 ', 

,l ? '.I I1lnd lll~il",1,01, - 1111llt' , ip , 

d I N) l ', k ,tollli-l'I I ' h ltmid , s, oiu i e hdlp rgrtm aI- ufellr 

hanM1111l-,ho lse (th I i'not.11 ll e 3III n cw m I 2-4d eir atIL1,0t 1 ' .8I)lil! \pri r, it i lln 
lllt' r t owd it al I Att , w I a- (1lT1'11-Pgr ad l r1,1tded 

,lllts I 
I I 111 111 klll'd ol t'kill' l ltI ,ll 

I 
u d , 

defii R' a de]iSl1 dtl t I'e Vadtas 'prcent'd llr of I, i tIllIt nt 973-] 1gv8 t, ha l 
M ol~~lll ,I / '-Illllh i O llI H A It,l '11 i 1, .1, 1 [Iililk, P, ;Ili,, II~ ,,, h 

nSAl rticipatiipand ectsl. i 'forniall 

Not Surprtrimi1 'contries that C oS to participatsi World 9ank-and 
1IF-Sponsored pithgl',irll; had, ISer g(,t sgfferedgenradlIutnrbl 
rtsial tly WiLtt n1hctpit iodthe prior eight-yetr phCan i ritlielrnpe iad 
lhanl lhIOSI that did 110t (SILT Table 3.8). Ili pairticular, they shlowed weaker 

prceut glh of o'n)\tnell fIscatiil iccoin deficits, fiscal(A W dei'gte 
debitCits rdnd debIt i 01rt 'rewtrS ire 1r73-1981 thanue to putetp 
tpl-vAlu pelrcticipiato. 

The982P l'l8rl, 01 Al e-AL patiCipoftsbutr(tie 182 andhelped tIt 
had8 was ewoalrs co imtrall. Neither group7)Man Veiledt ( )rngOWth
rates it had ex'hibite'. ill the~tCddru period. Theft" inVOt'slnlnt ,as d 

perC ntag th th! C ltinn ,btId to le i tu'Jt,; fiscal det icit , inflation, and 
Ci'hi bur11dens, L-tllji t'd tO gilMV. BLt Ct\[ i'tS ;IVeW 11101-1k rapidly thanl ill 

.theU preVious peliiod, [b()lh a',S()luiehd and .1 .,I p~tu agi~le of GDPl

All optimis'tic ill teiprttlonllo these ' esulltl iS that IdjI1tlnlCnt lending 

inl the 19)82 -- 19 CIJArild h1Llpt'd 14lil' I,0'1,11I)SC t it 1SC CtLtili'it,S that 
had been OIL' worst oft initiailly (sec Fable 3.7) dnd hlpe1)d rtiurn1 them 
to a par1 With tlilt >lnt'It, n, but lessl SerioltiSlv' LeterIiou'attd, PLt'f~rnmance 

of the inoniad1justmenl coLluntri's. 
There were, howvrVtu, A fO noWetw ticeable differences in the performn1ance 

of SAL and non-SAL participants. SAl. participants' investments as a 
percentage of (DP 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
Indicatot negotiated negotiatied significance Nonparticipant participant significance 
Number of countries 63 30 63 30 
Growth
 

Average GDP growth (%) 
 5.2 3.8 .04" 4.2 2.5
Exports as % of GDP 29.9 26.1 31.3 26.2Investment as % of GDP 24.8 24.1 22.6 18.6 .02 a 
Average e\port growth (%) 6.7 3.7 .03' 7.4 5.0 

External balance 
Un Real exchange rate 1.006 1.067 1.021 1.346 .06"Current account deficit as 

% of GDP 	 -4.5 --6.3 -5.6 -4.7
 
Internal balance
 

Fiscal deficit as % of GDP -3.8 -6.4 
 .01" -5.7 -7.6
Inflation (%) 	 20.3 23.6 50.8 103.6 

Debt burden
 
Debt as % of GDP 
 23.0 29.6 53.4 64.5 
Debt 	service as "o of
 

exports 
 11.2 19.1 .002' 20.2 25.5 .04" 
a 	 .-r,..u ! ,xa , r cred .rnJ 4 3 2 I ..Cclt'.x t,ia 'rai.e (.1)l' ,gnnxth 1

infinmcant it it, probabiflt% t h,j Ih pcrtent and ,Cakiv agniticant b,.tscn (i and .1. di\ctrait, t'porI gr xh 4 a'-, t,.a! dc4,ct (h. 	 4 percent. In 1W73-ILSI significantf117,and debt .vrvt, a.. ,. ,t e.pirt.. (1{.1lS9). In 1JS2- lq55,they ;'.ere 
IM lV.stret d' 0 i. '! 

1 
2 rva i ichang.4 rata0 46I), and dvbt irxicv ", of t\port.(.4 Is)c 

", ;z,f. Ricairdo Fini. v , e .bdel ,t'dnhadpi- . i. i itanton,%iacroI',N-'mla and ute 
 irmanfj under Ad u.-tmne! Lending,- I'icv, Ilanning, and ResearchWorking Paper Li) 'ashingttn. 1),( , Ar ld Bank. I'- Reginic ding 1b\Vuroi ca Marcillan and )ienar .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 t)ari cipation, rL'ihnte 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 curing the implementation prooess. Democracies also 
perftormed at least as well econlomically as did the authoritarian regimes 
(see Table 3.)). 

In fact, the democratic regimes that undertook SAILs improved their 
GDI, e\port growth, and e\ternal balance more than their nondemocratic 
colinterparts, aIlthough these d ifferetces were statistically significant in 
olyi' a few cases. Still their internal balance and debt burden deteriorated 
to levels similar to those of their authoritarian SAL comunterparts. 

The poorest pericilmalnce ilnthe 1982-1988 period was registered
largely by the thirtY-eight inondemocratic, non-Si\L participants. They 
grew the least alnd had the largest current accoIunt deficits and levels 
of inflatioln of all developing ctountries. Their export performance 
was Weaker and their current accOulit deficits were higher than the 
democratic nonparticipants.
 

The twV'ent'-ftour democratic niin-LiAL participants sho\ved the
 
strongest economic performatlice of all groups between 1982 and 1988.
 
Their ;DI' growth and e\port pertirIIance were particularly impressive. 
They had the best rcotrd of recoverv of external balance, and while their 
debt burden increased over the 1973-1981 period, it was still the smallest 
increase of all Of the coLo ntries studied. 

Sintultaneots economnic ali political 
liberalization and ecotio! , ti'rformnanci 
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 simultaneous SAL implementation and political 
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TAI\I.E 3.) 	 Regime Type and Economic lPerformance for 93 Developing 
Countries, 1973-1981 and 1982-1988 
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transition ttlIed out to be potorer overall tconom ic ptrlftlrnm,ers thar, 
either SAL. participants with nt regime trnsitions or"nto-l-SAl 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 co :itries. Their budget deficits skyrocketed, and inflation 
levels and debt service as a percentage of exports were significantly higher 
than other countries. 

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 performa nce. Furtlhe rnore, 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 n0re democratic, both in the tormal sense of democratic 
elections and 'n terms of essential economic, civil, and political rights. 
Yet this democratic ascendancy was somewhat localized until 1990, 
embracing L.atin America and parts of Asia but largely excluding Africa 
and thL' NIiddle FEast.

[he content ion that a strong', au,tlloritarial hand is needed to reverse 
econlmic ch,1os haOS not been borne out. As noted ill Chapter 2, 
detcracies in dCevehlping coItitries performed at least as Well 
ec0,ni micallv a, their authoritaria n counterparts. Chapter 3 demonstrates 
that dlen Crac',,s showed even stronger economic performance whel the 
data are controllei0 for economic shocks and initial economic conditions. 

But new democracies did not have an easy' time compared with the 
1der, e democratic regimes. While new democraciesm1or1e abl shed 

prfnt0ned at levels no woIrse thanI the existing nondemocratic regimes, 
neither perfi irmed as well as the older denilocracies in the developing 
world. Finally, overall economic performance in thel'1980s did not come 
close to the pertormncC of the II)s and 197(s. The history of tht 1980s 
is about who lost less. 

In tIh strtggle against eroding standlrdS of living, democratic regimes 
defied poptI lar wisdom. They were as likely to administer strong economic 
medicine--structUral adjustment prgrams--as aut horitarian regimes and 
were no nmre likely to be overthrown as a result of their efforts. Their 
economic recovery during adjustlent was at least as strong as that of 
nondenocratic regimes implementing similar policies. 
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While democracies must contend with greater political vulnerability 
than moie authoritarian 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 lealn from tile short-run economic results of 
countries that engaged in simultaneous 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 tile strengths of democratic regimes must be 
tempered with the broader findings discussed earlier. While regime 
type did make a difference for economic 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 my 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 airough suw rogate 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. 17 



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 I 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 i combination of 
institutions and rules that manage the relationships within and among 
civil society, political society, and the state within a nation.' These 
shIuctures determine, for example, on what basis individuals can organize 
themselves in civic 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 civil society, 
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political society, and the state. Alfred Stepan's conceptions of these 
elements are particularly useful.2 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 %%here 
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, bureaucratic 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 I Will use 
in this chapter is the overall set of relationships that Stepan's "state" 
attempts to manage. 

For the purposes of this discussion, I 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. l)' Where democratic governance structures exist 
civil society, political society, and the s'ate are highly developed and 
differentiated and ha'e strong two-way communication channels. The 
population has clearly defined, legally guaranteed space to cart\' 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. Feat promotes compliance. 

Authoritarian societies are hybrids 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. Fhe channels serve as a pressure valve, which allows 
the regime to adjust its economic and political strategy without losing 
control. (See Figure 4. 1for a graphic representation of these structures.) 



TABLE 4.1 Typology of Governance Structures 
Characteristics Totalitarian regime Authoritarian regime Democracy 
Who, what, and how 

Who participates in selecting leaders Small group Small group All sectors

Civil liberties Htighly constrained Constrained Broad based
 
Ideology in initial stage of
 

development Very important Important 
 Important
Ideology after initial stage of
 

development Very important Less important Important
Mass mobilization after initial stage Very important Less important Somewhat 
important
Relation of state and civil society Fused Blurred Separate

Key institutions 
Competitive parties Eliminated Permitted but controlled Encouraged
Opposition press Eliminated Permitted but controlled Encouraged
Nongovernment interest groups Eliminated 
 Permitted but controlled Activelh encouraged
Military Subordinate to party Often dominates Subordinate to civiliansPolice and security H-igh coercive Coercive Subordinate to civilians 

SOLN,i Bawd on Alfred Stepan's categoriwatins n Rethm ' .,;htaru P'I,tc (Princeton: Princeton L'niversitv Pres,. 1488) 



66 A GLOBAL VIEW 

FIGURE 4.1 	 Civil and Political Relationships in the Three
 
Governance Structures
 

Democratic governance structure 

P a C* Civil and politicalPolitca Cioily 	 society and the state 
are fully differentiated. 

* 	Full civil and political 
guarantees exist. 

• 	Strong two-way channels 
The of communication exist. 
state) 

Authoritarian governance structure 

* 	 Boundaries between 
civtl state and civil society 

P society are blurred. 

society e Some civil space exists. 

The * Limited civil and 
state political rights exist. 

° Weak two-way channels 
of communication exist. 

Totalitarian governance structure 

Political Civil , State and political
society! society society are fused; civil 
the state society disappears. 

S... " ° No civil or political 
rights exist. 

* 	Comniunication is top­
down, one-way. 

SOURCE:Author, based on Alfred Stepan's typology in Re'thmAin, Miitia I' ,hts(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 
hunuin development perforners 

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 

T.,\imIEii 4.2 Developing Country tIluman 
and Governance Structures, 

I ligh I MI 
perlormers 

Number of countries 24 
Political society 

Democratic regime type 
(%) 41 

I ligh or medium political 
rights ("o) 65 

Low political instability ('/o) 77 
(ivil society 

I ligh or mediuni civil 
rights (%) 73 

The state 
Regulator ((-20% of GNP) 

(%) 27 
promoter provider (21-301%i 

of GNIP) (%) 54 
Producer (above 30% of 

GN1U) (%) 18 
Average annual education 

and health ependitures 
as% of GNP 5 

Economic policy 
Market economy (%) 60 
Average total trade as ( 

of GNU 48 
51 III F! *\tllhur 

Development Performance 
1905-1987 

Medium 
performers 

I )1 Low IIDI 
performers 

23 24 

23 17 

54 29 
58 52 

70 54 

29 48 

29 26 

42 26 

4 3 

29 41 

32 36 
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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 a leader in basic education, technical education, and primary 
health delivery. These promoter states spent between 2(0 and 30 percent 
of gross national prniuct (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 
mcdium and low perforlers." 

Why might this dynamic governance structure have served as a 
human developmelt catalyst? The creation of civil space even within 
authoritarian regimes provided an arena trom 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 of competing in a bbal 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, tluid information, clear property rights, 
free association, and corrective mechanisms when government policy was 
not effective. 
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The governance structures of medium 
hunian 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 percent of tile top executive officials were, changed through 
coups in these countries between 1905 and 1)87. 

The medium-level performers also had a larger percentage of 
interventionist producer states (see Table -!.2) than the high performners. 
In 42 percent of these countries the st-Ite 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
pertorming counterparts. 

One might argue that medium hu,mali developmenl performers did 
less well thai tile high performers because these states-choked individual 
initiative, shielded their citi/ens frorii conpeluiti'e pressuIres, and closed 
their c.irs t,,censtructive policy criticism. Since their ecLonomic plicis 
were more internally focusei, tiese nt ries wot ld have beeIinco less
 
subject to internationial market tlrces. There ma1,V have beeii less iceiltive
 
to expand information channels betweel civil and political societ'. 1I\' 
the time the I980s arrived these conuntries were no longer capable ot paying 
for a governance structire of thi, sie aiid had seriotis problems develop­
ing a iiew economic imodel. Many had to adopt painful stabilization and 
structural adjustmnt programs. 

The go'ernantce structures of low 
human development performers 

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

Although the governance structure of the low performers was 
repressive, tile state was small insize and weak inits management of 
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the econony, 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 socia! infrastructure than their counterparts. 

Even though the leaders iir these low-performing nations might have 
wanted to dominate and d'rect the entire economy, they lacked the 
resources or the talent basv, to do so. They did not have the dynanism 
to penetrate the subsist,:,ce sector and bring it into the market. Finally, 
the lack of two-was' communication among civil society, tile state, and 
politicians severely limited te state's ability to change its economic and 
political strategies to respond to presslig societal problems. This might 
explain why more than 50 percent of top national leaders wvere changed 
through coups. 

The Roots of "Double Shock" 

The analysis of the governance structures of high hunan development 
performers reveals that their market-oriented economic strategies were 
implemented within a relat ivev stable institutional and political context. 
The institutions diveloph[ed slowly and incremlly and were built upon 
a Iitu man capital bae tihat evolved even m0'e sil\. 

It -'ILlS Stlangt' then that 'double shock'-rapid, simultaneous 
econolic liberali.'ation and the treatment ofteiltocrati/ation-betime 
choice tor tlndtdeveloplmLellt il the IUs and 1990s, in spite of the 
evidence that IMStUccessttu] I h Iiumani developenlt perfornlier in this 
study took such mid icik:ie while bla,,ing its earlier path to high 
pe rltilnlune. [)ouble-shock ideas also run cou nter to important recent 
studies b-' LItt I ltuntilgtol and Robert 1). Putllnmt that conclude that 
the development tf democratii initutions and civic culture take; decades, 
sometimes CentlUrit' '- Iult naru 11);ULes that todav's relatively effective 
dem,,crati, intr,struclture in NoIrthern Italy was built Oin a base of civic 
cUlture that evolved over c-nturies. IIe believes that a lack of similiar 
develotment ill -ui'tthemn l, can be traced to tile absence of tlhi; earlier 
civic base. 

Wh\' then did suchl a prescription emerge? It would be tempting to 
blane the international donors, pa rticu I.;ly t Ie World Iank and the 
internatioial Monctary Fund (IIF), f'r the ,caonic part of the recipe 
and the United 5t.!Cs aUidl turopean policy makers for the political 
formula. But hIe 1inswer is a gre-it deal more coinpfic.,-d. 

hFileigins of tile rapid :; that broughtt 'Ct lntlllic aid political chang 
the twentieth century to a close tell Vears early can be found in the second 
oil shock in the late 1970~s and the world recession in 1982. The 
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international economi,: shocks touched even, economy. They' forced dynamic
readjustment in healthy economlies 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 tie 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 
early Latin American transitions. The first countries to begin taking this 
medicine were Argentina, Brazil, and Uruguy. 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 Ratil Alfonsin 
became president. No outside nation m-donor institution forced political 
reform on ArLei tkna directly. The military opted for reform after its defeat 
in an unpopular %%ar and its inability to solve the country's econonli,: crisis. 
The economic side of the double-shock formula, Afonsin 's P1a Austral, 
emerged not because a donor imposed it, but rather because the nation 
was reeling from economllic cOtlapse and hyperinflation. The iieas of the 
World Hank ano INIF influenced IArgentina's policy makers, but these 
ideas were n(t imposeid through conditionalits., at least in earl, programs. 

The second wav,, of L.atin American political transitions, which took 
place in the mid- 19 8{s in Bolivia, I tonduras, Guatemala, and Panama, 
for example, was hi ggered by the same initial economic and political 
forces. By this time, however, int'rnatii, .1 communications, dlonor pres­
sure to c0torm to specific stabili/ation and econllli' adjust ment guiide-
Itles, and political pressure for democrati/ation played a more important
role. By the mid- 19 80s the intei national media had informt11ed Most latin 
Americans about tHI change:, in the Southern Cone nations. The World 
Bank and the IHF had developed explicit conditions for the stabilization 
and structur,'1 adjustment loans that most nations needed, Bilateral donors 
like th, United States had become advocates of democratization. 

The story in Nicaragua anitd El Salvador in the 1980s was somewhat 
different than that in most of Latin America. While the same world 
economic shocks weakened .0thoritarian regimes in Nicaragua and El 
Salvador in the late 1970S, they contributed to societai rather than regime­
led political transitions. Popular revolu tionIs with intrnational support
helped overturn authoritarian governments. Furthermore, the econonlic 
polices of these new governments in the early 1980s were populist rather 
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than liberal, andt the political systems were either controlled or dominated 
by one party. 

The dominant Latin American double-shock medicine reached Central 
America in tho late 1980s. By this time the political side of double shock, 
democratization, emerged as an antidote for battlefield stalernates, the 
collapse of the former Soviet Union, United Nations and regional pressure 
for peace, and bilateral pressure from the United Staltes. Stabilization and 
adjustment, theI'olmltlic side ol double shock, were tlu' inevitable 
response to livhperntnlat ion and the collapse of tile pIOpuili t economlic 
models strained to the limits by war and instability. E:.ven in these 
circumstances, the first Nica raguan stabili/ation progran va, consructed 
by tile Sandinistas rather than imposed by donors. 

The Eastern Eurlyean vtersion of doubl' shock 

The transitions il the fornler Soviet Union aind Eastern Europe were 
sparked and accelerated by tile same worldwide recession that plagued 
Latin America in the earl v I)80s. TIhere are a lew initial parallels with 
the dynamics of the LI.atin Amen0trican transitiol. In both regions econolic 

reftorm was s,2enaIs I solultion to I bankrupt tecLnomic Model. In tile 
Eastern EIuropean and Soviet case, tle ie flralhlplanned economnies 
exceeded their abilitv to generate c, momic growthI successfuLiI'. In 

both r iIt initial rfIris were regime ld. In the fornler Soviet 
Union glasnost and perestroika wire IresidenIt ( orbachlIv's ilitiatives 
to adapt hlis coilrv"s economic and political syst'lems to the new glohdal 
realities. In Eastern 1Europe embattled (oinmunist parlies niegotiatL'd 
transitions with strong dlmestic opposition groups, like Solidarity and 
the Catholic Church in Poland. 'iniall', neither donlOrS nor outside latioins 
imposed the pollitical Or ec ilnoni foLrumlas ill eilther l.atin Anerica or 
Eastern Europe. 

The siiiiilarities, ho\eve.,r, step there. While the new regimes in 
Eastern Europe anIL the fOrnIle r Soviet Union also took double-shOck 
medicine as ani antidote for economic collapse and political unrest, the 
results have been veryidfferent from those in l.a tin America. In ftorner 
socialist states with few entrepreieurs aid no capitalist institutions, tie 
short-term econtomicic trausition is slow, painul I, andil iiiCertihl in the eyes 
of the poplatioi. There is no bhluCprint fur tie conslructioll of mairktts 
from tile wrtckag' Of a cel tra lh planineil ect i mllII\'. 

The simultaneoLus political opeling his permittei highly 'toc-al 
discontent. Certainly thetre has been iiscontent in latin America during 
the adjustment prtocess. lut tile E'astii ltpeali andill orer Soviet 
variant is a special brew because of the combinaltion Of d real lack of 
sustained econonlic perforia iitce, the baggage of expecthltioiis 1-rtu1 a 
previous welfare state, and tie clbsUnCe of a cultlure L f initiative. The result 
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is an environment of paralysis and suspicion that may make it difficult 
to keep the economlic transition moving. 

Asian rejection (f doubhle shock 

The response of Fast and Southeast Asia to the economic downturns of 
the earixy 1980s has been to substitute double-shock with single-shock 
policies where po':sible. The more market-oriented Asian nations, such 
as Korea and Taiwan, ha\Ve fine tuned their economic 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 opposition political parties and guaranteeing broader civil 
liberties between I080 an1 1990. But the new rules ahake it difficult for 
the Opposition to become more tha ii a vocal minority. 

The former centrall" planned Asian nations, like China, Vietnam, and 
Laos, have adopted a secOlld variant Otfsingle shock, using phased
eConlOrnic reform with little p litical opening. When these countries ha\ve 
considered Political Ref rm, it has been concentrated in the dominant party 
structure. The brief advent ures with double shock were reversed quickly, 
after experiences like Tid1a ln meI1qt.hae in) China. 

African acquiesce'nce to double shock 

The African version of the double shock story began in the late 98t)0s, 
almost ten years after the first I atin :\mericaIi experiments. It is more 
a product Of ilt' national ripple effects and e\ternal pressures than the 
,torv elsewhere in the world. This region began with single-shock stabili­
zation policies in the earl' V IL)(ls. After repeated false starts the impetus 
tor double-shock policies grew because of donor discontent with African 
government perftormance. The second part of double shock in Africa­
de nocrati/ation - t a healthy bo)os t froml fru strated donloirs and powerful 
nations wi felt that governments were ignoring econc-iic targets and 
that cotlUption plagued the implementation process in many Afrcan nations. 
For example, donor working groups informed Kenya that resources for 
ec. ml winwould not be fOrt hCOming wittthot changes ill "gover­nic ret'll 
na nce," the code word for reducing corru"p ion lIldpursuing deinocratiza­
tion. )onors are now imposing double shock throughout Africa. 

Double Shock: Performance Lessons from the 1980s 

Although the debate about the uildicioMsness of rapid economic and 
political reform in the l980s continues, there is enough evidence about 
countr\y perlormance to begin to identify the initial effects of these reforms. 



74 A GLOBAL VIEW 

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 htlped 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 rever,ed 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, tile pressure for competitiveness may have had an important 
psychological impact on the population and policy makers. lPeople mav 
have become more aware that there is no international "free lunch, ' 
and sucl" awareness m,,v have helped create a more receptive climate 
for newv approaches to education, productivity in the workplace, and 
national policy. Finally, the overall crisis provided many nations with 
a chance t(,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 beneIt its. The fou ndations for 
the two-way communication channels among citizens, politicians, and 
governments that proved essential in the high hunan development 
performers were constructed in many\ new settings. The evidence of these 
changes is documented by the overall improvements in cicil and political 
liberty ratings in developilg 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 wsult in more service-oriented, responsive systems 
that will provide the foundation for lasting democratic politica: institutions. 

Problems 

While many important gains took place, 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-slock 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 Pert in 1992. 

In addition, the indisc.-iminate attack on the state may have left the 
pub;,- sector in many d,. 'ping countries too weak to promote human 
development at all. "F,.i • 4.2 shows that there were no tiny, regulator 
states amtong the ranks of the high human development performers in 
the past thirty years. By implication the poorest nations today max' actudlly 
need the opposite medicine of that proposed in the 1980s-a slightly larger 
and clearly more dynamic state. 

Furthermore, cutting investments in hunan capital to reduce fiscal 
defiCit; ma have destroyed the life chances of at least a generation of 
cilizens and weal ,'ned the very' foundation on which high human 
development performance was ba-,d earlier. In addition, economic 
development based on resource-intei.ive production for the international 
market assuned that countries can pursue such a strategy without 
reaching global limits to environmla, atal sustainability. What if this turns 
out to be a faulty asSumption? 

Finlily, nation.; making a transition fron toi:.litaria' political systems 
and centrally planned economies presented special problems for which 
there are as vet no solutions. Introducing rapid market rforns 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 imacroeClonmic reform"). Tile short-ternm result t \as control 
of hvperinflation but with econonlic stagnation and high unemlployment. 
The public backlash max' 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 plan ned economies argues that the 
early retirement age ill those countries has produced an especially large 
group of pensioners who will vote to reverse reforms as their fixed 
incom1es are destrox'ed." 

An Alternative View Transforming Governance Structures 
to Promote High luman Development Performance 

Given the performance of politicci and economic reform in tile 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 ate the following: 

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

2. 	 The public sector was an active promoter of outwardly oriented 
economic policies 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. 

5. 	 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 betweel. civil and political society that permitted dynamic 
adjustments in economic and social policy and in institutions. 

7. 	 Performance gains in high human developnlent performers 
took place slowly and steadily during long periods of political 
stability, with fairly consistent and well-kn(,wn rules of the game 
rather than abrupt, shock-type changes in lclders, 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, 

J. 	 Macroeconomic policy reform without simultaneous efforts 
at institutional capacity building may weak, n the long-term 
sustainability of the reiorm. Ihis lesson is particularly critical 
in systems moving away from totalitarian rule and central 
economic planning. 

2. 	 It is risky to misiead the population into thinking that the quality 
of their lives w.l 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 
adjutist men t. 

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 structure that played a critical role in achieving high
human development performance elsewhere. An alternative 
approach might be publk ;ector reform that takes each nation's 
special circumstances into account and that treats different 
elements of the public sector with different approaches. 

The last point about a more tailored approach to the transformation 
of the public sector deserves special attention. For high performers like 
Chile, Mexico, and Costa Rica, the message may be to fine tune, 
restructure, and streamline the state in the Il99)s. Ill contrast, in a country
like Guatemala, where state expenditures for health and eduIca.ion have 
traditionallh been among the smallest in Latin America, the message may
be t collect nirwe taxes and spend more to reduce illiteracy and improve
health status. In addition, reform strategies must be tailored to the special 

t-,ate activities they address, such as (I) econoinc management (the
activities of tle ministries that make anrid implement econoniic policy);
(2) public enterprises (electricity, water, and other activities); (3) social 
sector managenent (for exam ple, education and health); (4) defense, 
security, and justice; and (5) decentrali/ed activities of lower units of 
government and new civic aid political orga nizations. 

I lere are s one exaiples of what taih'ed apprachies to transformation 
of the state in the l990s miiight look like in high, niClediulll, andC]| low hunian 
development performers. They crrespond to the typical profiles presented
in Table 4,2 and are meant to be general examples. Specific strategies will 
have to be adapted to each country's individual circumnstances. 

udapting the state in high 'imlan develoipnevt performers 

If countries like Costa Rica and Mexico, Botswana and Cameroon, and 
Korea and Thailand want to mainlain Iheir continued path of high human 
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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 successfu-llv. 
The specific reform agenda might include changes in a number of areas. 

Ecowomic manae?,mwt Vhile high-performing developing countries 
have done a better job than others in economic management, they must 
still fine tune their policies, organizational structures, and processes. 
They might: 

" 	Build a deeper institutional capacity for defining and impte­
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 comfortable meeting with representatives of business and labor 
to discuss economic policy. They should be capable of listening 
to suggestions and incorporating them into their own agendas. 
They need to be adept at negoti<.ting an,, developing pacts with 
the community. 

Public tih';,ris's Unlike the medium and lOW human development 
performers, the public enterprise sector has not been immense in the high 
human developnent performers. What is required is a combination of 
privatization in some critical areas and restructuring in others. These 
countries Slhould: 

* 	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 natiuns, 
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 
hunan development performers, state monopolies in these areas 
have impeded the development of private agricultural and indus­
trial enterprises that can compete onl the international market. 

" Restructure public utilities, transportation, and colnli icat ions. 
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 mono11polies. Insure that the newly 
privatized firms ire subject to regulatory and market pressure 
to compete. 

Social sctor' IffnaoiucnCcnt The former high hLan development 
performers had more effective health and ediucatin delivery systems than 
ther nlediu in - and pOOr-perforining cotunterparts. Budget deficits, 
however, make restructuring inevitable. These cou ntries nust: 

" 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 ,ervices Experiment with cost-sharing and cost­
recovery mechanisms. 

" 	Improve the management of social security and pension funds. 
IProvidh plivate ..alternatives where possible. 

" 	Reorient educat.,<n systems to help citizens adapt to a more 
cOmpetitive global economy. 

Def'nst, sccuri'i, urmjustict, These systems hav'e lagged notoriously 
behind others in the former high human development performers. They 
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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 then 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 )pportunities to reform police and security 
organizations. Nake police more subject to citizen oversight. 

* 	Institutionalize civilian over: ight of the military and keep the 
military out of politics. 

N'wicil and political cirs aw ilcal P,'enmci The continued capacityits 
of high hman development performers to adapt to economic and political 
change may depend upon tile effective performance of new elements of 
civil and political society. Policy mikers therefore Must: 

* 	Strengthen the new legislative staffs through training. 

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

* 	Encourage the professi, mnalization of new political parties, labor 
unions, and business organi/ations. 

* 	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 uedium 
hlunan IideoelumptnI performers 

Public sector reform in the iedium human development performers 
requires transtwormation rather than adaptation. The state must be 
converted trom a leav'-handed, highly intrusive prodLc:,r that spent fat 
more than 30 percent of GNP to a smaller, more efficient promoter of 
economic and so-cial 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. Second, 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. 

" 	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 oitcrprists 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 mnanagelielnt In the social sectors mediun, human develop­
ment performers have misdirected spending and delivered services 
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inefficiently. For example, a disproportionate share of education 
expenditures in many of these countries went to support virtually free, 
poor-quality universitv 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 systems were promised. But budget constraints prohibited 
adequate staffing and provision ot materials and supplies. 

A revolution must take place in education and health that refocuses 
resources on the human capital base necessary for nations who Must 
compete in a global econoiv. 'hIese countries mu1tlst: 

" 	Redirect educational e\pend itores to literacy, prilary education, 
and technical education and th primarv and preventive health. 

* 	Refocus education on th developlent ot problem-solving 
capacity, attitudes that pron1te perloralnce and quality, and 
participation in a dten cratic- soCietv. 

* 	Raise tax revenues tor education and health, nd cross-subsidize 
where necessary to build the houman capital base. 

* 	Pressure e lploYerS to provide more health and education 
opportu nities hr tleir workers. 

Urtii, iMl 1 \heCReas in the0 high human development 
perforner ti, "a11 is t make arbitrary svstels collforll to the letter 
and spirit (i the laws, in the 'eind performers the task is to develop 

Defense, t'C( tlct' 

, 
guaralltites and tia nsparent sy"te'mlll' that did lnt e\ist previously. More 
serious adiustncn otf attitudt, and longer-term ini:tltional capacity 
building will ails bt, net esar , Ihe Ltlldtit rie ' lId:sh 

* 	Stud' the problems in stit v, tIsi.e, and defense sv'tenls and 

design majo r retlmrm pans. 

* 	Prolte dialgtes and paLt that guoranet the time frames and 
colndiwions uinder whikh the militav withdraws from politics and 
in which transit itl can take place peact llV. 

" 	Aggressively ncrtmit aild Ira i, new tticials cmmiitted to a more 

open, participtlive s(- mit\'. 

" Encourage the retire,nlent iof 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 fhr 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. 

lhihlinhg basic public capacity in poor 
liunan dh'velopment performers 

Low human development performers have proved incapable of sparking 
human development at all. Officials are poorly trained, and services are 
inefficient. Citizens, unprotected by political and civil guarantees, can 
hardly be e\pected to pressure the state to be responsive. Furthermore, 
because of 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 we!l and repressed others under its control. 

If human development is to take place in these small, regulator states, 
thev must bitild basic capacity rather than dismantle it. This task requires 
a different approach than the adaptations and transformations described 
earlier. Three major reorientations must take place. First, the conditions 
must be created that will transform the state's allegiance from service to 
a small group to service to the nation. This will not be easy. It requires 
either sufficient 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 disintere:;ted 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 tile global recipe requires. 

When resources are scarce, strong focus is requ,ired. Of the three 
ieorientations, we probably knt w most about how to deliver health and 
education services to build hii man capital and how to build capacity for 
economic policy making. Perhaps initial efforts should begin here, based 
ol best denion stratLhd practices in tlt'se leas. 

Ect'ollllic 1hllIa\'tM'0t Basic eclllOlllic managelment capacity must be 
created where it did not exist before. This requires investments in people 
and key institutions. These cou ntries should: 

* Develop a small cadre tlLmacroeconomic policy professionals wvho 
will promote dy'namic inarket-orie nted initiatives and provide 
paraprofessionals to support them. 

" Entlourage te design o t tleclolllic policies that send general 
signals rather than those tlhat rquire lots of stilf ald complicated 
procedures to ilplement. 

* 	Build small, etficieii, prltessional institutions to perform the vital 
fullCtions (it eLonom11ic manl1agemllenltt. 

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

* Encourage pacts illM g diverse political groups that will allow 
minimum consensu , for continuity, in economic policy and tile 
development of a cadle of professional eCoOllliC managers who 
call serve, all g;oVt,ll(ernet. 

PJ',l ('?lh'rllrsc> Th grealtest Opport, n ity in the low human 
developnent p,,rf trners that have not developed large public enterprise 
sectors is the opportunitv not to develop tlL'll ill tile areas of goods 
production. \\'here publc enlerprises have been ieveloped, the earlier 
recommendations for privatizing, streamlining, and restructuring apply. 
Public enterprises in water, ehectricitv, and social infrastructure, however, 
milay be necessary and illortilant. 

* 	 tilate tile developinent of private systems to provide water, 
el'ctricity, 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 ?anaxe'mcut Basic investments in health and education are 
necessary to begin to develop the humai, capital base. Accordingly, these 
countries should: 

" 	Refocus educational resources on programs in literacy, b.1sic 
education, and technical education rather than elite education. 

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

• 	 Make cost-.,'fective education and health investments based on 
best demonstrated practices in ,ther parts of the world. 

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

* 	Complement public services with donor programs and inter­
national voluntary programs. 

Dee,'s', justice, anid sicrithI 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. 

s 	 Keep these systems in the spotlight of the international media and 
publicize abuses. 

Politicaland civil so(ictI/ 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 ompowering 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 Ill I 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 II of this book identified six features of devAoping-coutitry high 
human development performers between 1965 and 1987. They entered 
the mid-1960)s with a higher-quality human resource base and were not 
likely to be in sub-Saharan Africa. 'Ihey were highly stable politically I.nd 
pursued outwardlV oriented econornic policies. Their eclonmlies grew 
nore rapidly and thieir governlents invested nor in health and 
education than the poorer-peTrfIOrnling nations. 

But ite crols-s.tion,ll and longitudinal anal'si, od large data Sets 
pre!s'nte-d ill earlilr cha pter,s had tWo we'akness.es. First, it showed little 
about h 0w p icies and conlt'\t interacted to stinu late or impede h unlan 
development at tht countr' leveI. 'ecCOnd, ni mnu dvelopiment 
pertornance was sitficik:itlv varied by gCgr,1pllic r'gioll t inake global 
comlipar-isons of linited use. 

'1 ,.) over. olme tle's' prl blems I will Cilnsider the same basic lueStil'lns 
discussed earlier, but this tille in more depti inllone subregion, Central 
America. This chapter pacens ttral Anmerican ltiman development 
pertfornance in the cLnte\tof0Ithe global story presenlted earlier. It pays 
particular attention to the role of context and its interiction with econonlic 
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. 2 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 snall English-speaking 
black population along the region's Atlantic coast. Differences in ethnic 
diversity among the CentrI American countries, however, are not nearly 
as great as those found in other regions of the world. 1 

Furthermore, the economic structLure 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 similarit.,,s 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 it. 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 hu man development performance records. 

CentralAmerica in a global context 

Central America is a good surrogate for world human d., * pment 
trends. The region's baseline characteristics in 1965 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 (HIDI) 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 



TABLE 5.1 Central American Human Development Performance and Global Trends, 1965-1987 
1965 1987 

Region or country 

Population.
165 

(millions) 

PP-adjusted 
per capita 

GDP (USS) 
Literacy 

(%) " 

Life 
epeco,,ncV 

Ivears) 

Itl-adjusted 
per Uapita 

GDI' (USS) 
Literacy 

(0,0 

Life 
espectancy 

(vears) 

P p o [Average 
core Disparity annual GDP 

s (") reduction growth 
1965 1987 rate %) (%) 

Central America 
Costa Rica 
El Salvador 
Guatemala 
Honduras 
Nicaragua 
Panama 
Average 

World average 

1.5 
3.0 
4.5 
2.3 
1.8 
1.3 
2.4 

15.0 

1,930 
1,290 
1,365 

824 
2,217 
1,604 
1,538 
2,183 

,94 
49 
38 
45 
50 
73 
56 
52 

o5 
54 
40 
50 
50 
63 
55 
54 

3 76t, 
1,733 
1,057 
1,111) 
2,209 
4,039 
2,464 
4,274 

)3 
62 
48 
5(, 
60 
67 
68 
63 

74 
62 
t)2 
64 
63 
72 
66 
62 

76 
52 
45 
43 
55 
69 
56 
55 

92 
65 
61 
60 
70 
89 
73 
67 

4.93 
1.43 
1.59 
1.62 
1 79 
4.62 
2.66 
2.86 

5.1 
3.1 
4.2 
4.1 
1.8 
4.7 
3.8 
4.1 

Developing-country 
HD performance 
group average

Lowest 
Medium 
Highest 

8.6 
12.0 
17.2 

577 
1,507 
1,437 

18 
40 
54 

42 
52 
56 

758 
2,274 
4,099 

31 
62 
79 

51 
61 
66 

24 
45 
55 

37 
64 
80 

0.87 
2.07 
3.95 

2.5 
4.9 
6.0 

Developing country 
average 12.6 1,174 37 50 2,377 57 59 41 60 2.30 4.5 

SouRcF: 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 ex-anded 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 disparities 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, Ilonduras, 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 the mid-196k0s with a much stronger human capital base than 
their neighbors. Costa Rica, in particular, had substantially lower levels 
of political instability than other 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 economic 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 Key Economic, Political, and Social Characteristics of Central American Countries 

Central AmericanCosta Rica El Salvador Guatemala Honduras Nicaragua Panama average
 
Index of ethnic 

diversity 0.07 0.18 0.64 0.16 0.18 0.28 0.25HDI score, 1965 75.53 51.91 45.00 42.90 54.54 68.86 56.46
 
% of nonprogrammed 

changes in presidents 0 54 71 64 62 57 51
 
% of democratic 

regimes, 1965-1987 100 18 22 57 0 22 37

Economic openness 0.69 0.64 0.42 0.68 0.62 0.84 0.65Annual export growth 7.0 2.4 4.8 3.1 2.3 5.8 4.2Annual GDP growth 5.1 3.1 4.2 4.1 1.8 4.7 3.8 
Education spending as 

% of GNP 5.20 2.86 1.60 3.19 1.43 3.30 2.93 
Health 	spending as % 

of GNP 3.10 1.31 0.83 1.28 1.13 3.14 1.80 
Defense spending as %

of GNP 0.61 1.56 1.13 2.02 2.15 0.13 1.27 
Detense 	spending as % 

of education and 
health spending 7.30 37.50 46.70 45.20 83.60 
 2.00 37.05
 

Annual disparity
reduction rate (%) 4.93 1.43 1.59 1.62 1.79 4.62 
 2.66 

SoL t:Author's data set. 
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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. 4 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 ,\merican neighbors. Figure 5. 1shows 
that the Central American recessions coincide closely with global 
recessions. (Total trade was used as a measure of economic activity from 
1930 to 1982 since GDP data for the region exist on!\' after 1950.) 

In contrast, the business cycles of the six largest Latin Americ,:n 
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 1¢)52, 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 cycles 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 Fable 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 feel 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 man\, 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. 'Fileaverage 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 
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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 recognition, lack of resources to establish 



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 available.
 
& Ut'meghted nunerical averages.
 
SILR(I: Inter-American Development Bank. ELcPn ic,
aid S,xzal Progres i Latin Arnenca: 19S5 (Washington. D.C., 1986). 
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marketing channels, and the inability to develop strong local banking and
7insurance 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. 

te optimists: economic policies natter 

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 tile 
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 econony. 

These strategies can be illustrated through tile use of a payoff matrix 
(see Figure 5.3). The i-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 payoff 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 tile matrix 
(labeled B). IHigh-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 
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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 I 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." I 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).9 In 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 tile 
world trend, for reasons that will be explained shortly. I 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: Strong 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 II reversed the 
decline in commodity 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 



TABLE 5.4 Performance Data for Key World and Central America Economic Trend Periods, 1930-1985 
Strong Strong StrongMajor sustained Major sustained MinorPerformance data crisis growth sustained Minor Minorcrisis growth crisis growthclassification crisis crisis1930-1934 1935-1943 1944-1949 1950-1953 19-,-
-1Col 1962-1973 1974-1977 1978-1985 

Average annual world GDPgrowt h a (%) -1.74 7.0 -1.9 4.5t 4.12 5.06 3.29 2.5Average annual Central
America GDP growthb (%) -11.6"; -0.55 8.10 5.08 4.13 5.97 4.80 0.9Central American 
outperformance orunderperformance of Under- Under- Out- Out- Equalworld GDP performance performance performance performance 

Out- Out- Under­
ptrformance performance performance performance

Central American terms oftrade' 90-69 50-62 66-90 114-117 144-90 92-95 84-117 103-66
Central American exportprice indexd 292-198 131-33 37-74 87-108 126-85 86-121 151-271 254-237
Export product 

diversification index 
(100 - share first 20o 
export products) ' 14-20 19-29 32-26 20-22 20-29 32-43 46-41 40-44 

(table continued on next page) 



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 1930-19-4 1935-1943 1944-1949 1950-1953 1954-1961 1962-1973 1974-1977 1978-1985 

Eport market diversification 
ind,\ (100 - " market 
shar. of primary market) 35-43 42-24 22-25 26-33 35-44 50-65 65-66 65-61 

Annual .rowth of agricultural 
sectora k%) n.a. n.a. n.a. n.a. n.a. 5.3 2.8 2.1 

Annual growth of industrial 
sectorh ("at n.a. n.a. n.a. n.a. n.a. 8.5 5.1 -1.3 

Total e\ports solo in Central 
America' i) 1.5 1.8 4.5 5.8 4 16.5 18.3 14 

n.a - not availabh, 
I lett1.en 1040. the orid (G1)Pgro'sth rate utd in the un' eighted a'ei age otU.S. and U.K.annual GDI'gros th is based on data from The Economist, I'a.'A)a1i .

'U Bl-,t:--C!_iA.- I ,d. n.IlS2). After 197o, it i,world ( '1D' grs-%'th from the same source.
 

b. Bet.. t'en I'01 and P14t the surrgate for Central American GDP gris-th is the aserage annual rate ifgrowlth of total trade (imports and eports) at constant 
price-that appear- in Antnio Colindres, Marc lindenberg, and Rodrigo Vii rde, 'Economic Trends fit Central America and Panama since 19M" tINCAE technical 
note, San lo-e. lI4t,).Ater I tlJ-Central American ithis thtun %seighteda.erage litcountrv G) data from W1ord Busiir's, Cicl.hs.- annual (GDPgri 
c Central American term- o trade vere computed bv lNCA- from an index %shich appears in (ohndre-, Lindenberg, and Valverde, "Econonic Trends in Central 
America." Data are gi%en forthe tirst and last %tearforeach period 
d. lbid. 
e. Ibid. 
f. Ibid. 
g. Inter-American Desel.,pment 13-nk. LEcotoint,aid Sitti I t'ro'gres. i Li America: 1985 (Washington. D.C., 1986). 
h. Ibid. 
i.Colindres. Lindenberg, and Valverde, 'Economic Trends inCentral America.* 



TABLE 5.5 Output and Productivity Measures for Banana Production in Costa Rica, Honduras, Guatemala, and 
Panama, 1900-1985 

Volurne of exports Hectares planted
Period (thousands of 40-lb. boxes) (thousands) 
1900-1930 8.2-43.3 n.a. 
1930-1933 43.3-24.6" n.a. 
1934-1943 24,6-27.1" n.a.
1944-1949 63.7-58.8 65.9-66.3 
1950-1953 55.8-54.2 62.7-70.3 
1954-1961 49.5-53.8 62.9-55.9 
1962-1973 47.6-143.9 52.9-65.9 
1974-197/7 124.5-129.2 63.7-59.7 
1978-1985 n.a. n.a. 
na - not aj ailaile, 
NoI : Iata are'given torthe firstand iat vear for each period
a. Betlore 1944 banana e \ports %%eremeasur.d in thouands of bunche,; after 1944 the,

i:
So _Rt Frank F is, B.ia,, cii CiiiirA ,-t-a(San w e:l, Editorial Univer'itario Centroamericano tEDUCA), 1983);StudN' of United Fruit Conpan' Operations in Isthmian America" Wlh.D. dissertation, Duke University, 960). 

Productivity index 
(boxes per hectare) 

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

966-877 
888-771 
779-962 
901-2,183 

1,q53-2,163 
n.a. 

were measured in 40t-pound boes. 

Value of exports 
(thousands of US$) 

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

94,815-103,800
 
107,440-116,030
 
106,248-96,118
 
97,368-275,882
 

258,462-354,302
 
n.a. 

Richard Allen La Barge, "'A 
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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 coffee-producing cou ntris in the 
region showed substantial recovery. From 1938 to 1943, however, wartime 
dislocations brought the region's gro\wtl to a standstill. Costa Rica and 
Guatemala suffcred most from the problem of trade reorientation, since 
50 and 40 percent of their exports vent to GermanN, and England. 
Altlough the region tried to comapensate 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. 

1944-1949: World economic contraction anld sustainedecononic 
grow71th in Central America 

While the post-World War 1Iperiod signaled a contraction in the industrial 
economies, Central America's annual growth was 8 percent. Tihe region 
benefited from the lifting ot' price controls in the United States, the heavy 
pent-up demand for commodities, and the slow reopening of -uropean 
markets. Coffee prices, for example cliiibed more than 300 percent in 
tile period. Ie~tory' Stocks began to drop. and terms of trade moved 
strongly in favor of coM modity prod ucers. 

Altlough the region's efforts at product diversification actually s!owed 
down owing to excellent prices for traditional co nondities, favorable 
cotton prices in the late 1940s provided the incentive for product 
experimentation in El Salvador. Cotton would prove to be a remarkable 
new catalyst for both the Salvadoran and Nicaraguan economies in the 
next two trend periods. 

1950-1953: Tie Korean War boom and 
strong Central Amnerican performance 

While the Korean War is sometimes described as the turning point when 
terms of trade and comnioditv prices began to shift against the 
nonindustrial developing countries, Central America fared rather well. 
The expanded w,'ld demand created by the war resulted in annul, world 
GDP growth of 4.5 percent. The region gre\' even 1nr0'e rapidly. Central 
America's export price index jumped 36 points, and terms of trade 
remained moderately .avorable (see T,lble 5.4). Export market 
diversification efforts continued but still did not recover their pre--World 
War II levels. 



TABLE 5.6 Central American Product and Market Diversification Indexes, 1930-1983 
1930-1934 1935-1943 1944-1949 1950-1953 1954-1961 1962-1973 1974-1977 1978-1983 

Type of period Major crisis Strong sustained Major crisis Strong sustained Minor crisis Strong sustained Minor Minor 
Average annual world 

growth
got 

gro,.th growth crisis crisis 
GDl growth 

Averagve annual Centra! 
1.74 7.0 - 1.9 4.56 4.12 5.0n 3.29 2.50 

American GDP growth 
tport product

diversification inde\' 
Costa Rica 
El Salvador 
Guatemala 
Ilnduras 
Nicaragua 
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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).") 

1954-1961: Mini recessions in the z'orlt econonIy 
and transitionin Central America 

The period from 1954 to 1961 marked a turning point in both the world 
and the regional econiony. 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 diversification, 
productivity gains, and market diversification. For example, coffee finally 
reached its m1aximum acreage in Central America with its emergence as 
an important export product in ilonduras. The banana industry recovered 
thanks to new productivity gains. Cotton production and productivity 
increased substantially in Nicaragua and El Salvador 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 

Area planted 
(thousands Of Bales per 

Period manzanuas) Bales harvested per manana 

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 134.1-259.3 319.2-657.8 2.3-2.5 
1974-1977 254.3-310.8 535.4-54).0 2.1-1.7 
1978-1985 248.1- 160,6 498.L)-309.4 2.0-1.9 

w,ig,,hgh s I)ka,Irgiven itr tht first 
last year foreach ipriord 

SoURti: hirique IIlao(),, ( ,tt,,n (.rower's A,,,(iatIn, 

Noll: A manf/an , 81 h,Ltirt, .\ ,.tandard hale i ptnd,. 	 and 

Nicaragu, 	 198h 
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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 Anerican economic growth 

Between 1962 and 1973 Central America outperformed world annual GDP 
growth by almost I 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 -londuras, Guatemala, Nicaragua, and Costa 
Rica. Cotton and bananas continued their acreage e\pansion and 
registered their highest productivity gains. Coffee held its own. In addi­
tion, the industrial sector grew at over 8 percent per year. 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 GDI' growth of 0.5 
percent for the 1974- 1975 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 I 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 pioductivity 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 contraction 

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 oilan 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 Nitaragua 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 demand for oil-based synthetic fibers. Revolution and 
a reorganization of 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 50 percent 
capacity. Without foreign exchange to cover currency imbalanc s 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 II. In fact, the Central American countries 
demonstrated considerable resilience in the alteration of their economic 
strategies to respond to changes in world economic conditions. These 
changes normally began to take place during economic crisis periods when 
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experimentation waswith product, market, and sectoral diversification 
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 adeqtate 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 eXt/ort 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 outperfornmance
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 

TA\-_ 5.8 Differences in Central American Kev Economic Variables 
in Periods of Underperformance and Outperformance of the 
World Economy', 1930- 1984 

Variable 
Periods of 

underperformance 
periods of 

outperformance 
Number of periods 
Terms of trade (average change 

per period) 

3 

- 15 

4 

+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 
:\port participation In Central 
American common market (%) 4 11 

InLu strial growth (average ( 
per period) -1.3 7 

Agricultural growth (average 
per period) 2.1 4 

Cottin prdUc it (average
bales per mran/ana per period) 1.9 1.7 

Banana productiVitV (average
boxes per hectare per period) 1,503 1,498 

Sot i i 'repared kv IN( At In m I xhibis , h, and o1uf Narc t.indenberg, Centralt /lneria:Crisisand1 o' n1 S1ith 19 30-S,. 1,1 .n n i Ih-,lhr (San iost: Central American Institute tf Business 
Administration IIN AIF), 1t9iM) 
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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-payoff 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 econony was in 
contraction owing to the post-World Var 11slump, the region grew at 
8 percent between 194-1 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 nonoculture 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 ant market diVersificatio 

It appears that product and market diversification should have provided 
small, open export economies with protection against fluctuations in the 
world econony. As Part II 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 outperforrnance 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 of beef, cotton, and sugar, helped keep the region growing 
much more rapidly than the world econtomyv. 

Market diversification did not seem to have an\, 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 seemed to 
resut more from the onset and aftermath of World War I1than from any 
other factor. For example, in 1930 the index was at 35. It dropped to 22 
during the war and then rose continuuLsly between 1944 and 1978. 

Productivity, product life cycle, and outp,'rfornitlcte 

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 19841, cotton, beef, 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 tile regiol's economic 
outperformance of the world economy, wrhen productivity gains coincided 
with market and product diversification and good teris of trade and 
prices, as they did in 1962-1978, they contributed to the region's
outperformance of tile world economy. 

Mixed strategies 

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

Since agriculture, industryT, and the common market were to be key
internal catalysts for growth, it would be logical to e\pect higher growth
rates in outperformance periods than in underpertnormance periods. This 
is in fact the case. Industry averaged 8 and 5 percent g'oVth in 192- 1973 
and 1974- 1978, respectively, and agriculture averaged 5.3 and 2.8 percent.

Finally, the average percentage f total e\ports to tile Central 
American comnmon market was higher in periods Of otlt perfonl'illilce than 
in periods Of underperfornance. There appear to have been three trends 
in the behavior of intraregional lrade since 1930. First, bet ween 1930 and 
1943 eports to the market lessregional were than 2 percent of total 
exports. Second, fron 1944 to I1961 the percentage of expot's to tile 
regional market increased to around :5percent, probably because of the 
need to seek new markets during and after World War 11.Third, between 
1961 and 1985 exports to the newly formed cennon market grew to 19 
percent of total exports. 

A Review of Central American Economic Strategies 

External shocks, then, were a key threat to sustained economic growth
and employment in small, open, export economies like those in Central 
Am,_'rica. Tile fundamental policy challenge for the region was to find 
economic strategies that reduced tile 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 (see Figure 5.4 for a classification of strategies 
and time periods by risk and payoff potential). In the matrix the arrows 
that connect tile strategies to each other show the order in which each 
was tried historically. 

Export mnonoculture 

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 econolv. 

Traditionailagriculturalproduct and market diversification 

The second strategy, traditional agricultural product and market 
diversification (1950- 1953 and 1954-1961), helped to reduce tile risk due 
to external factors at the cost ot 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 diversify risk levels 
and reduce variability. In tile 1954-1961 period the product and market 
diversification strategy helped to counterbalance sharply deteriorating 
export prices and ternis 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 tile most consistent positive rates of growth of any period 
since tile Great Depression. 
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The crisis of 1979-1982: Return to a fe7w 
traditionalagriculturalproducts 

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 11of this book. Yet this tiny region was not as trapped 

by the constraints imposed by world economic cycles as the early 

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 Ii. 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, I 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 turne,. 
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.- years. Central Americans who turned sixty 
in 1990 have lived through at least two evtremely 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 Ilonduras 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 ba-ic 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 Panama; three 
medium performers, Guatemala, I1onduras, 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 .,fpolitical instability. It will also 
document how political instability affected Central American govern,,nce 
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. ISome observers have focused on the effects of these same forces 
on developing countries' internal political dynamics. On the one hand, 
theorists of neO-i I perial ism argue that international capital imposes 
externally rooted class structures on developing cou ntries to maintain 
social control of the population and extrct surplus. 2 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 nmode,'nization process itself) They assert that develop­
ment triggers instability as the population's demands grow more rapidly 
than the capacity of political and economic 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. 5 

Fernando I lenrique CCardoso and I-nzo Faletto, as well as Bill Warren, 
reformulated the dependePcV argument in the 1970s to make it more 
consistent with a Latin America 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 hloal political instability was still triggered by contradictions in the 
international economy that pitted local elites aligned with foreigners 
against other elements 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. 7 For example, 
Guillermo O'Donnell argued that the end of the stage of easy 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, Sayre Schatz, and Richard 
Sklar on post imperialism rejected dependency theory but focused on 
the vital role of multinational capital in the formation of I-atin 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, thev should be among tie most dependent in Latin 
America and the developing world. File\, 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 instabilitv. 

The key role Of e'xterlal economic shocks 

By juxtaposing elements from the txisting 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 forces, always 
latent, but ever present owing to continued population growth, high 
unemployment, and social inequities, would accelerate ru ring periods 
of economic crisis. During such periods the region's levels of living would 
deteriorate further. Discontent would grow.,_2 Governments would lose 
the political resources to maintain control, and political iastabilit' would 
increase."' Military governments would appear and Jisappear 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 instabilit! 

AIthou,,. ,%T might expect the classic crisis and military rule cycles to 
take place in the way just described, a number of factors might make 
political crisis more or less intense. For example, political instability might 
be less acute in crisis periods when the Central American economy was 
OutperfOIng the world eConomy, when there was product,or more 
market, or sectoral diversification. Second, the influence of external 
political actors might either moderate or accentuate c'cles of political 
instabilit"'. For exaIple, it might be argued that in tile World War II period 
the U.S. administration found su pporting loyal military governments in 
Central America against Germany and Japant more important than the 
undemocratic inclinations of those governments. ' If this were true it 
would have been easier for militarv rulers in tile region to coisolidate 
their power in spite of the economic downturns of the late I9 30s. Third, 
Nicaragua, 1: Salldor, lad (uatemala have generallyV experienced more 
violence and Seere political instability in times of crisis than their 
neighbors Cost a Rica, II ondu ras, and Panama. It is possible that the 
coi nt ries whose populat ions are denser Or More et licallv diverse had 
higher levels of instabilitv in timnes of crisis than those countries with less 

'density or ethfinic di\versity. It may be that in co1unitries with higher 
popu~lationi density', like 1:l SalVador and ;uatenala, people have less 
chance to go back to subsistence 1gricoIlture when there is 1 ,orld 
economic downturn. TIhey must rely more heaily' on their wages .rom 
coffee, sugar, and exports. With famil' survival more threatened by w.rld 
economic cycles ani wit hoot the option of subsistence agricultur'e, their 
discontent levels might be higher than ilcounltries like I londuras, where 
there is more access to land for subsistence. Another possibility is that 

"
ethnic ten'sions explode more readily when there is a crisis. ' If this Were 
true, then crisis would be more violent ill G;uatemala, IPanama, and tIl 
Salvador than, for exalple, ill('osta Rica or Ilonduras. Fourth, it is 
possible that differences in colonial settlement patterns might have 
determined the level 0' eu someqity'in countries (higher in Costa Rica 
and lower in (;uatemala and Fl Salvador), as well as the type ,regime 
(althoritaria n or democratic) that emerged by I)30. Some students of t'ie 
region believe that the differences in initial colonial settlement pattern 
explain more ,,bout differences in levels of political instability than many 
other factors.' Finally, dilferences in income distribution and landholding 
patterns might be iilpo,'taniit as well.-' One inight expect more social 
discon tent in cotluntries With more Ineqilual incomne distribution or 
landholing patterns. 

The analysis that followvs covers three areas. First, it develops 
definitions and describes how data were collected. Second, it reports the 
findings. Finally, it inmiiates the diiscussion of the effects of political 
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instability on governance structures and humran development 
performance that will continue ill the following chapter. 

Definitions and Data Collection Methods 

To examine the dynamics of economic crisis and political instability in 
Central America, I 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 instability, (6) population 
density, (7) ethnic populations, and (8) urbanization. 

Leadership 	instability is defined as the president's inability to maintain 
i 2­him- or herself in office for the duration of tile pre-established term. 

Leadership instability was measured by examiiiing the official records ill 
each country to determine the percentage of nonprogrammed 	changes 
of presidents per year (for example, coups, resignations, and 
assassinatiOns) out of total changes per year and average notuliber of 
changes of presid,._nts per year. Leadership instability was distinguished 
from government and regime instability. 

Political repression is defined as a process in which a gotvernmlent 
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 numbei of days in which 
constitutional guarcintees were suspended per country per year and an 
index of the number of repressive measures per 'ear that appeared in 
the official government publications called (-a.hZLetts. 22 

Social disconitent is defined as the overt manifestationl of disagreement 
by different population sectors with the actions and policies of the 
government. Examples of such disagreement mnight be strikes, 
demonstrations, protest marches, written manifestos, skirmishes, combat 
incidents, and assassinations. Unfortunately, there are no systematic 
records of social discontent in (ientral America since I31). For this reason, 
I used content analysis of a sample from the major daily newspaper in 
each country between 1930 and 1987 to determile tile frejitlency, intensity, 
and origin of discontent in different time periods.2 The saiph was drawvn 
in the following way. First, a major newspaper in each coutry whose 
records were available for tile study period was identified. Second, for 
each countrv researchers did content anal'sis of that newspaper for two 
randomly selected days of every week from I1)30 through 1985, based on 
the procedures described in niote 23. 

Economic periods accompanied by Central American political 
instability were defined as those with higher than average levels of social 
discontent, repression, and leadership instability. Iligh levels of 
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leadership instability might certainly contribute to overall political 
instability owing to the lack of policy continuity in a government whose 

4president might be changed as frequently as once every eleven months. 2

This chapter use,; data already collected by official sources in each 
country on popt:lation density (inhabitants per square kilometer), the ratio 
of ethnic group population to total population, and the ratio of urban to 
total population. 2 

Economic Cycles and Political Instability 

World econoimc cycles and Central 
American leadership instability 

The data support the hypothesis that a world economic crisis helps set 
off cycles of leadership instability in Central America. Periods of world 
economic crisis are accompanied by higher levels of !eadership instability 
in Central America than periods of economiic growth (see 'Table 6. I). 
Under normal circumstances, with sIx coun' ries and a scheduled 
presidential election every four years, one cotud expect about 1.5 
presidential election!; per year in Central Aie'ica. The average number 
tfchanges of presidents per year in the region during the five world 

economic crisis periods is 2.0, and for the four periods Of World economLliC 
growth it is 1.6. The average share of nonprogrammed changes due to 
coups and resignations during, world economic crisis periods is 57.3 
percent, and for periods of world economic growth it is 30 .3 percent. 
Presidents with a milit.'ry background ruled regardless of whether there 
was an economic crisis (39 percent) or economic growth (40.9 percent). 

Although in 1986-1988 the region experienced its first period of 
democratic 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 1980- 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 I make three divisions in 
the data: economic crisis, economic growth with military rule, and 
economic grvth with democratic rule. Crisis periods have the most 
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TABLE 6.1 	 World Economic Cycles and Central American Political 
Instability, 1930-1988 

Average number Share 0ll 
Number of changes of nonprogrammed Share of military'
of \'ears presidents changes of presidents presidents in total 

aPeriod in 	period per year in ttal chaLngeJ (%) presidentS' (I ) 

World economic 	crisisd 

1930-1034 5 3.2 31.3 43.8
 
1.4.1- 1I(4.9 h 3.0 66.7 33.3
 
I'54- IbL) 8 2, i 
 06.7 42.1)-1i7-1 1077 4 1.5 33.3 83.3
 
1978- 1985 8 2.8 63.6 27.3
 
summarv o.7 2.0 57.3 
 39.0
 

World econlomic growth with militarv rule in Central A mericad
 
19i35 19.13 t) 1.3 41.7 33.3
 
19501- I53 - 1.5 16.7 6(.7
 
1%2- 1073 12 1.8 40.1) 45.5
 
Sumnmarv .3 1.6 37.5 45.0
 

World ecofl nmic griowth with democratic rule in Central ..\merica d
 

-1118 1988 3 1.3 25.11 0.0 
SummarY 3 1.3 25.11 	 0.0 

tl'otal period'. ot world 1contlllimigrowtvhi (Iilitlrv 11n1,dllIOCI tI rule)
 
I111ini r, 7 I ')t3,3 411.0
 

-teatr% ,IIilstdhgI'd I'\ re1iNII't er tchrd , percth onot l Ammeri.dl 
opre sdt ',, e n I'p0 m ad10 r ndit tiat' lli t S(t I)tR-lth'llt durra+ \,at cwnw, pcriod.

b Nom rot oi,,h tia aty, .11 wit the'tI, I ts hcbercI of
, h ltt'e n - o c hane 

t , , t 1,t
 
dIt -d I,!) thl'. It), h,1 lt~tlrlli Il' I t" j It"It ' m 1'., kt;Iim lld Md 1',1, 11 piI, ilt
~l] 

d I I 111 1 r111111dW I' IIN I wt III IIll , I I.imhIIltlll i11- ltd Itl I I tI' (41-iltld \Il*H~, llld lll 
',trat,+;i,, I lot H-, I tc -onll Ihw ll I 1h1," \ [ i+,llf' 1l'<,ll 1,, -a22 :w IIIl I'I r I l,S8 

I,' , l hI.,t Ir 

changes in presidents per year, te highest percentage of non prpgramcaned 
changes, but n intermediate nus.ber of military presidents. Growth 
periods with ilit, r rule have in inwer itdite reg f chyages 
of presidents per l'eaandeln prOgrahnbed cialiges but tile highest 
percentage of militar presidents. The democratic period clearly offers 
tile most Political Stabilithe, wit tie Smallest number of changes of
presidents per y'ear, the smallest share Of 11011prOgrd Il Ied changes, and 
no militar\, Presidents. 

Central American e'cononic cycles and hattershilyinstabilitYl 

Thie data on Central American economic cy~cles also support the thesis 
that once ectoonic crisis periods beiginl withinl tile region tile), are 
aIccomlpanieid by higher Ilevels Of leadersh"Ilip instability than ,are periods 
of economic growth (see TFable 6+.2). Ill tie four periods of local econoilic 
crisis tihe average number o~f changes of presidents in the region per"year 

http:Ammeri.dl
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TABLE 6.2 Central American Economic Cycles and Political Instability, 
1930-1988 

Average number Share of 
Number of changes of nonprograninied Share of military 
of Years presidents changes of presidents presidetl. in tolal 

Period 	 in period per year" n Iotal changes' ) presidents' ("o) 

Economic crisisd
 
1930-1934 5 3.2 31.3 43.7
 
1935-1943 9 1.3 41.7 33.3
 
1954-1%1 8 2.6t)ti.7 42.4
 
1978-1985 8 2.8 t3.6 27.3
 
Summary 7.5 2.4 53.5 3h.0
 

Economic growth with military ruled
 
1944-1949 0 3.o 72.2 33.3
 
1950- 1953 .1 1.5 1,.7 66.7
 
1962-1973 12 1.8 40.4 45.5
 
1974-1977 .1 1.5 33.3 83.3
 
Summary 6.5 2.0 48.1 48.1
 

Economic growth with democratic rult"
 
1986-1988 3 1.3 25.0 0.0
 
Sunmarv 3 1.3 25.0l 0. 0
 

Total periods of Central American ecoloillic grioitll (militar ,and demoicratic rule) 
Summary 5.8 1.9 45.-4 43. 

a. Derived bv atnilv,' , ,it t, oit iiai,i ol ntr I ord titt t w it'lili ti 'rtii ii it I (t. itral Alliwrlk,.l1 
president 	betwi en 15130 and hisS and the hali . it preldteIis dlin1g V.111h iiiiiiiitcL p'rlod
 

itn er tihat look pIlt t.on tittI nlll a .ItWduIlId tletI tIt,
b. Nonproigr.in d ichnge.. t l- is . hr I[ I r I 

such as a Cou p. 
c. Based oil li.titig te ki itill1 t vaihthe ,tticia it pwiu-Ional kl >t pri'.iti'iit. 

d. Economi . perid. art-ae detIt'd li'd- 1 14) Mar I illdl'llht'fl t i l [ .\llltll.1 .i.rlA1r i I illl clll,
Strategy lGt l8-. [ .t i. t ill t ih.ttl ' i'' .l Y2 ii;'l'N I'I .. 22 2 1iIailllll1 1 lI,55V 
Sor t t Ilhr. 

is 2.4, the share of lonprograrmed 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.A perce amd 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 democratic rule, higher in periods 
of growth with military rule, and highest in economic crisis periods.-

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 noncrisis periods (see Table 6.3).27 The 

http:Nonproigr.in
http:Alliwrlk,.l1
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TABLE 6.3 Central American Economic Cycles, Social Discontent, and 
Repression, 1930-1986 

Violent incidents Rural incidents 
as a ",, as a %oof of suspendediavs Number of repressiveof 


total reported tital reported guarantees per year measures per %'ear
Period iiLldent"' HildenLtSi per countr' per countrlrd 

Economic crisis' -1)3t 11134 2L) 40th 114 0.9 
1935- Lx413 18 30.3 88 0.o

1L)54-1t, I 24 32 7 49 0.8
 
1078- I)85 f'; ; I.t) 124 1.5

Average 33.2 41.2 
 93.7 0.95 

Fconomic growth wiith military rule"
 
1044-II 44 23 34.0) 130
-
 1.3-
it50 1953 1 34.3 3 0.6 
1%2- 11)73 32 35. 1 12 0.4 
I7-l- 1977 33 35.) 57 0.6 
Avtrage, 2;,7 3-1.8 50.5 (.72 

N,,I it). I t p,., idx Origin, it in teid[it,x it ,mahl 1tt ontent come frotnI2S percent sample of 
( eitri I lieltx ix, n x - ' , ix t ,r. Ir I Ilt I hiI l, h l I lt,\,..pajpwrs are I 'xnift. t Ai I'ssx 1i. [)wxrtxxt I I 
tI'M0mc , I la II I Pii.,,,, I/alHo 'i,,' I l,'It tl x;' t , n tI I I xI 0 Il0 

lIIt ' I1 l .i# I 

ti II t lx11i' 
,lI ti. I W I, I .1 , I &),'Ix11 ( Ixhxtt'llillt anx, I IIIII II i ',1x II (xPstil tRica, I

I ,I,Oft.'xt'ri~x~xt 1ji1'i. lltckd [I, \', , I l td it, IIguxa. ctidtDa\,xxi ..xx.pxt'xxtxt 1 , . 1lait \hl,t'~ mid 11' .N . tit NmigllA ir~~iI\I;lxxhixtx'!. xx Ilxxitx~ sl f V kh nt%', fcaxxx xxxrrx tilllptlh'it Lo ox,xhx xi. t t'Ii~ xxillxtr,xi +, xxiicll 

go%x riill tit gad t/otI.h,I i iIhI , tII S h,, fitilit lth[ ' il''Ittill'i ith II il lt ll it lpxldti t'iin .1 well
J1 ('111IR I 111thI O 1Pl lp'' ) 1t1 11I lltl~rjfIt'v, 

d Vlolx ti xx' t Id lii. ' i ltI t I xI tt i Id Illt Ix xsxIi Iit i a rixt t . 
x i.iil\' ii liidi,.iin %\-it i mihdkd.iitIl iq n, 

x xtril)xxi l w l trtxlxlxollx 

kil i .IS I xtxIxiIll I hI1 l It H %xri* klas I.ih't I i h I I l 11.II x It I I l11 
t I 1,1 • Ixif i r' xIiI h\ i l Ix 11xxl ix xt 1,1% lilt%i, i wr th-d lxx iPiiil. I 1 

I x Of vinix 'xrgen'ix,N tecree, 

d I \,1111"tvl .,lin,tdxilx" l itl Ixt k x \Ixixt txlxxrxixlD' . xx l xixilxt' xii iilil x xixtix,x}'xxxxxxxxs .l,. ,i andrxis t ],xxxilxiiiii 
v. I Otrwiiiitpl'rhtti i,-ld cld ]i,od tOllM a,h I Itndenllh,-r,. VIllII \l lI ( ril. isan F{ttollnmA[ 

'tritxlx 1O1* 17,I . .. O xP'x,thlIhx. i i ljxlxh .'tI l i. 22 ill 2 ilixarx tQx8).
 
xx'Ii.. I .\u lloxt
 

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. Rt'ral violence tended to rise in 
crisis periods as well. It aveIraged -1.2 percent of reporter 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 year during crisis periods was almost double (93.7 days) 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 of economic collapse, 
social discontent and political instability might have been accentuated until 
some new faction of the military stepped in and began a process of 
restoring order that included suspension of guarantees and repression. 

Circles of economnic crisis, discontent, and repression 

Table 6.4 sheds light on tile way cycles of economic crisis, social 
discontent, and repression function. It appears that even thIoutgh less 
violent discontent and repression generally took place il periods of 
economic growth than in crisis periods, both violent social discontent and 
repressive measures did occur in growth periods but were more frequent 
in the second half of those periods. One explanation is that toward the 
enld of a cvcle of stable ecOmOlm ic gro\tI. 0iolet expressions of social 
discontent begin to build, forcilng the governmet to resort 1o repression 
to maintain itself, until it is finaall' topph'd. 

At the beginning of the crisis periods, instability becamle even greater 
as manifested by, continuted high ievels of violent social discontent 
(see Table 6.4). While r'epressi\T, measu res were used widelh in crisis 
periods, the\' were in tact used less stronglv in the first half of crisis 
periods than in the second ialf. 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). Fhis increase in repression appears to coincide with govern­
ment consolidation, which helps set the base for the new economic growth 
cycle with a new strat'gy, a more stable coalition, and less need to 
SuSp.end guarantees, at least during tile first half of the next growth cycle. 

A dehtaih'd exale/di of oV cych's worked 

To get a clearer picture of brow the cycles of discontent and repression 
worked, let us look at each 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 



TABLE 6.4 Central American Cycles 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 year' to total changes of period of period of period of period 
Economic crisis,

1930-1934 3.2 31.3 High Low Low High
1935-1943 1.3 41.7 High Low Low High1954-1961 2.6 66.7 High Low High Low1978-1985 2.8 63.6 High Low Low HighAverage 2.4 53.5 High Low Low High

Economic growth with military rule"
1944-1949 3.0 72.2 Low High Equal Equal1950-1953 1.5 16.7 Low High Low High1962-1973 1.8 40.9 Low H-igh Equal Equal1974-1977 1.5 33.3 Low High Low HighAverage 2.0 48.1 Low High Low equal High/equal 

No ,atiin repc.,. and ,rigin.. ot incidents ut 'a'cial nttome-trin a 25 percent sanple i(.ttlntral Americain eis.pai ernf oim 1' to iq56 The newspapersdi,.nit,n

-V Li i,-tul:1 a. Dlar, C ,',:a! I Dua. and Li I't'w,t nlI P:uth,, ftondura,, a.i l I-i .i-'Ca,. d'Hi,,,and I- I'rr,.a i.l, 

and El Dr. -w in I- Salvador; El Impircialin (,uLatemila; I ia and La %aL i1 in (tita Rica. IJ c'ntriw,,rrati .LZ l',cni.a,Li .N'otia and E Irz'I)as it su fan, in Nicaragua.pendid civil g.uarantee uscrv ciom puted through analvsis oif ,each co untr', oficial gou ernmcnitlt gazt te trri I-'W4 tois b% finding the date oftill'Initiation It eg.I.latllon itbegin as well isend a period it ti.penion it guarante..a Derned from ottcual countr% record, otthe length tii term ofcacti, rCltral .nnerican president betlxeI.n 11)1Iand IY nd the change, it presidents dunng
each eLotnomi,period

1, \onprogra nined cha nge, usere lhange, that took plate forreasons other thtan a -cheduled elect ion, sLch as a toup death in otce, ir resignationc ach period %ia di%idd intoti ..ubperiod,Ameican neusspape.rs tit equal length and the number of repo rted x ittllntwas regruuuped by thet suhpenud. incidents from the 28 pe, ent contetiihesubpenud with niire incident.. was niarked high and the , ther Ili analv.s survev (t CentralIn ..iut casecsthe number, was eqtual.
d Each pe.:id uas divided into tsiubperiods it equal length and number ot days of suspended guarantees tromu the eview iffficial government gazettesll) 0en was regrTouped by the subperiodsand 114S5 The subpenod with more incident, wa, marked high and the other loise. Economic periods are defined based in Marc Lindenberg. "Central America: Crisis and FEcunuimic Strategv 1930-8I, 

In some cases the number was equal. 
Less ,is trom I listor-," jounal ofDi'uelopin,

Areas 22, no. 2 ilanuary luSS) 
SiOLtR t. Author. 
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rural in its origins than in most other periods (see 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 LIp 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 I lernindez 
Martinez are reported to have killed more than 10,000 Salvadoran peasants 
after an uprising led by Farabundo larti. 

Many govermlents 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 y'ears of the period (see 
Table 6.5). In 1930 meetings of "communist-inspired groups" were banned 

8entirely. 2 Fhe government fought to purge communist influence from the 
university, which it saw as a focal point for sympathy 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 elsire public order in the universitV'. I ossession 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 I londuras for almost halt of this period in Jaaro, Colon, Cort6s, 
and Atlaintida. ' In December 1932 a special decree prohibited 
communication and passage to the Port of Amapala where an uprising 
took place. By the end of 1934, three military dictators emerged: Generals 
l-ternfindez Martine/ in El Salvador, Ubico in Guatemala, and Carias 
Andino in I londuras. loined in 1936 by General Anastasio Somoza Garcia 
of Nicaragua, these military officers would rule their countries until the 
end of World War I1. 

1935-1944 B' 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 11. Typical of this period were declarations of 
war against Germany, Japan, and Italy;12 prohibition of the sale and 



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

Total years of 
slispended 
guarantees Average length of 9'oof nonprogrammed % of violent 

"Country Itears presidential termn changes of presidentsb social discontent 
Panama 11.a. n .a. 2.11 64 n.a.
El Salvador 20.1 3t 2.57 57 48
Nicaragua 16.8 30 3.11 53 31
Guatemala 7.7 14 2.81 57 39
ftonduras 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 
l ,i nl t .1 %. u , i q 

171,1%, , 1t:LP'ndvd L4uarantv %%cr. 'ntiputt.d through ana i, )t raii t ountrx ' iticial gi vrnmn nt ga/vtte trn tI LI( to 198: L. tinding tii. date of the 
nt1!th'trIl h t" t bv ul a1, %ItTl I-n d the periId

b I -nIth rti tivi! ant.d p ,granlnied and nnprgrrmttnt d h . .rti trim1 Ottl'IJI Cuntr%rstcrd,-ir 

nt.,.1 . SP, n . -,.l.11 
 d -s,n Cnt data tmnt, tr, mi the 2S percent arn ph. i1 th rtigin ,. ne"sspa ,rs in 1430--1w-55 by Marc Lindenberg and Maria 
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possession of arms by private individuals; 3 the confiscation of property 
of German, Japanese, and Italian citizens;34 and the seizure of 

mcommunications 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 strongnmen. U.S. 
foreign policy favored this brief democratic opening in the euphoria of 
anticolonial spirit that emerged at the end of World War 11.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. Repressio remained high in the latter part 
of the 1940s, however, as new military and civilian factions struggled first 
to wrest control from Ubico, Iternmindez, 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 1944-1949 period 
included seizure of the properties and dismissal of public employees 
connected with previous dictatorial regimes;"' nationalization of public 
utilities, banks, and insurance companies;3 r 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 Jos6 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 revolutionar, junta sponsored an electoral 
process that resulted in a return to civilian rule under Utillio Ulate. Bv 
1949, however, new military leaders eierged in Fl Salvador (Osorio) and 
H-tonduras (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 economic growth for both 
Central America and the world, and it was a quiet one by Central 
American political standards. The fourr military' 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 ('6tat. 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 I Jnited Fruit Company became increasingly preoccupied with what 
they perceived to be "socialist" policies of President Jacobo Arbenz. 

1954-1961 Tile 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 1950-1953 to 29 percent in this period. The region averaged 2.6 presi­
dential changes per year, and 66 percent were by coup d'ttat. The Central 
American economic strategy collapsed with the depressed banana an(' 
coffee industries, and byv 1961 there w'as discussion of a new strategy based 
on product and market diversification and a regional co1mm market. 

The Cuban Revolution, which took place in 1959, had a profound 
impact ol the region and on U.-S. foreign policy. The United States 
initiated the Alliance for Progress in an etfort to stimulate Iatin Anerican 
economies and to provide a non-Marxist option. In Central America tile 
period was accompanied bv tile installation of new military governments. 
The most prominent reversal took place ill GutmallaMa where, a coup 
supported by the U.S. Central Intelligence Agency (CIA) forced President 
Jacobo Arbenz from power. At tile same tinne leadership changed hands 
through coups alm1oSt every' other Vear in I londu ras and 1l ,alvador. 
Costa Rica repelled an invasion of tihe C'alderonsts lainched from 
Nicaragua. Worker discontent in tile Costa Rican, I londuran, '.! 
Guatemalan banana plantations was high, and urban discont lnt grew 
as well. The country' with the most ddVS of civil ,.lalantees suLspended 
was Ihlnduras. Typical legislation included outlawing tile Commu nist 
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 Arben/ period.2 For 
example, legislation abolished workers' and farmer's' organizations, 
returned land to those who had lost it diiring 1aid reforim, closed 
progressive nc .,papers, and prthibited trade with socialist ccuntries.'' 
The period ended with tile beginning world and Central American 
economic recover' and tile consolidation of la rgelV new nrilita ry leaders. 

1962-1973 The years 1962- 1973 were clharacteri/ed b' the most rapid 
economic growth and greatest political stabilit\' ot the sixty-year period 
of this study,. The world economiy boomed. The 'entral An'mrican regional 
common market flourished and the region's t'co nomies reached their peak 
in product and market diversification. Although military leaders 
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predominated, presidents in each country changed on tile 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.4 Social discontent did not begin to revive until tile 
end of the period. 

1974-1977 Between 1974 and 1977 both world and Central American 
growth slackened. The region continued its period of -;table 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 n,)t find it necessary to suspend civil 
guarantees. Although Costa Rica did not declare national emergencies, 
it established special emergency zones in both Golfito and 1iimon because 
of strikes in the banana plantations, land seizures, and tensions between 

'the Atlantic Coast population and outsiders. 

1978-1985 Between 1918 and 1985 a world and ( entral 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 I1period. 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 Ilonduras 
and Guatemala. More than 65 percent of the reported incidents of 
discontent in tile 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 r.-volutionary 
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. 4 7 

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. 4 In Costa Rica, where social discontent was due to 
eroding living standards, the government declared emergencies in tile 
banana areas in Golfito.' In 1983 and after, the governments of Costa 
Rica, Honduras, and Guatemala began a series of economic reforms 



aimed initially at stabilization and later at struct Urd] adjtistminent and the 
stimulation of nontraditional eports outside of the region. 

The legislation of the postrevolutionarV period in Nicaragua and El 
Salvador reflected increased state intervention and attempts to improve 
inConk' incquality while keeping tiglht Social control. State of emergeIncy 
legislation was in plate in Nicaragua and 1 Salvador for almost seven 
of the eight years of this period. Tvpical legislation included nationali­
zation of the banking sctor, mining, and foreign trade; land retorm; 
confiscatiol of p iuprtv of those connected with the tld regimes; 2 

contiscation of unused land and property due to absen teeis in; creation 
of popular nilitias and people's tribtlinaIs; and sospCnsioniI Of the right 

-to strike. Iater the goVernnitCots Were forced to tein contomiC 
stabil; 'ation proi rns owing to their own ditticult ec'ononlic 'itutions. 

19so-1992 The instability and cos.l'tOid,ltionl of the l'980s laid the basis 
for a series Ot weak delocratic opClin s betwCt'n I18(, and IL),S-..T'his
 
period has been One 4 weakc onoml0ic" t'twth a FttidecoverV illthree
 
cotintrie --(.Ojtst Ri'a, I [tndhiras, inl ( tiite'11,il,---llt ctitintied
 
ecolnolic dtetCrioration ln11 n Fnl1,I1 aV,Iador, LtI Nicara;tia. It is, at
 
the same time, the Onhv period of pr'domilillanlv civilian rule with only
 
One non0'prOgranit'd hat' ,0f president (in PIanam1a) anti the Iowcst
Ill 

levels of changes of presidents per *'V0r in the historV of the I'gion. I110
 
period has out1 of the highest registtred level Of,sociaI discontent,
 
p'obbll\l)b ,'ti' IhC ewl' ctt'd gtVtllm * ot t'm d andt,lltir in ( 
i lolduras and later in I ilvador aind icaragua. iifted Qdat', Otf 
emergency and censorshi p adLIp.'rillttt'd fret'dtoIll iofaslv\ and 
etpre'sion b1Y opposition grOip-. The political opeings wert 
,cctl nitd by high violence lh'xIS IsarmCd stligglesc tcontinued 
betwCen govMernmlents and gtierilas. In 1988 tihe \rias I'tCte Ilan 
attempIted to Ir'LIUiCe Violt'nct' a11l closI itte tlet ltcrat ic po'ie-sss inl cwh 
ctuntrv through Colmmin issiolls Of tt uc1Lilialion, 1ilnt'Stv, talks between 
a ct)tiitr 'Vsgovernment aInd Opposition roups, abolititl of pri'ss 
censo'ship, rcognition Otf riglt; to ornie anti participate AntIcctions, 
and a series of other mieastr's.7" Ill 198) tCnsions in thi'region began 
to ease, t't'pLt in It ,llnama. 

The changt's bt'twe'n 19)9 and 1)92 in the region wert' uipreceteinted 
in their importance. Internationallv, the .oviet Union disintegratetl, and 
with its demise ;liypport to uerrilla nlovIllits illthe region was retlCed 
to Itrickle. More important, (entral illlt'riCain leltist partiCs and g irrilla 
llotveIllent wet' faced with ideV'IOgiCJI cr'isis. Tt'nsiOnVs wire StubstatntialIN' 
eased i.lthe three most contlit-ridden t'iirtnmi'n ts. In tt'it ioally,, 
monitored electio ns in Nicarag a resulted in the Sanitldi nist, govi'rnmlent'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 U.S. military intervention forced General Manuel 
Noriega otut of power after two coup attempts tailed to remove him. The 
intervention established the basis for I transition to democratic 
government. Finall,. , tile government of El Salvador reached a negotiated 
aoreement with the revo'lutio!Iirv 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 e\ception of one-a country's regime 
type (denmicratic or authoritarian) at the beginning of tile study period." 
The role of initial regime type leads to aln e\tremely important finding. 
World and Central American ecoiomic crises were necessary but not 
sufficient torce5 to e\acerbate cycles of higher leadership turnover and 
political instalilitv in all countries. 

Initial re'gim tle 

Although all of the countries in the region had higher levels of social 
discontent during periods of* economic crisis than during periods ,of 
ectonomic growth, (CostaRica's levels of leade-',ip instability, repres:,ion, 
and political iistability were much lower than 'he other couni-ies (see 
Table 6.5). Since 1930 Costa Rica managed social disconte'it with less 
repression and fewer unprogrammed changes in lea,'';hip than tile 
other coLntries. 

It appears that once peaceful ,1nd routine procedures for the transfer 
Of political power w\er established, the\, were sufficient to help one of 
the si\ countries weather economic chaos in a manner quite different from 
the )ther five authoritarian regimes. 

l~olitical instabilit,, regimne tylpe, at 
h)umall'developmIentt /J'iornctiwc' 

The global findings about regime type and huniti development 
performance aIrv, supported by the regional data. The to'ur Central 
American medium ald low human development performers used 
predominantly authoritarian governance structures. Trhe 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 instabilitV and human deveh~pmlent 
performance left us with some unanswered questions. II five of the six 
Central American natmns, there was a clear relationship between high
political instabilith and low hu man dev'ehlpment perlformi,'e. I'anama, 
however, one of the two high human developnent perftorlers, su ffered 
high political instability during the sixty-year period but still managed 
to make major human development gains. 

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

Conclusions 

Since the 1930s Central America has been highly sensitive to external
 
economic shocks. There is general evidence 
to support the thesis that
 
world econornic crises have helped 
 set off cycles of Central American 
economic crisis and political instability. While the effects of these shocks
 
have been mitigated by changes in economic stl'ateg', 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 trigger'ed by econonlic shocks have 
been accomlpanied by high levels of leadership rotation, social discontent,
and repressim, which have added up to political instability in five of tile 
six countries. Ustally these conditions have ended after a ne,w set of 
military rulers has taken conthrol of the gov/ernme,nt. In the militarV perio ds 
that have followed, new economic strategies have generally helped the 
region adapt to tile new cycle of world e'onomic growth and ha, resullted 
in Central American ecIionmic giowth. This growlth, however, in virtually
all countries but Costd Rica and Panama has not been ,accOMnplnied with 
consciois aitemptls to improve income distributlion or develop 
mechanisms for the peaceful transfer of power fromll onIle gl'olup o 'liers 
to another. lhus, the seeds of discontent for thie next crisis c'cle have 
been planted during the period of stable military rule. 

During the periods of economic gro\'th with Illilita\' rule, external 
manifestations of social discontent lave 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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low might such cycles 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 earlier, the region Was more 
economically 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 diversifying the region's sources of inputs as well os 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. It would 
benefit from reopening its common market as well as from an outh\ ard 
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, Iowei 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. TIhe\ simply became e'en 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 nstery. I tow 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 Panana were amiong the top thirty humal 
development performers between 1965 and 19V7; Nicaragua, I londuras,
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 solehow manage the double-shock transitions 
of he 19 80s more effectively than their neighbors? To answer these 
questions, I will compare some of the underlyinr char,.cteric: , of the
 
two highest Central 
American human developnent pertormers, Costa 
Rica and Panama, with those of the two lowest performers, 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 year. Between 1965 and 1)87 the' 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. Bx' 1930 both 
Panama and Costa Rica had made important investments illprimary 
educationl that resulted in higher rates of literacy. In contrast, according 
to most sources their in fant mortalit' rates in the l19 30s, at more than 180 

infant deaths per 1,000 live births, were not much difterent from those 
of Guatemala and El Salvador, probably because less was known at that 
time about how to make major reductions in nmrtal ity rates. But between 
1930 and 199)0 both P'anama and Costa Rica pursued policies that led to 
maijor reductions in infant mort,'lity' 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 197() and 1980. Such a reduction 
did not take place in either (;uatemla Or El Salvador. 

th'alth policies, 1930-199(0 A comparison of Costa Rican and Guatemalan 
health policy between 19)30 and 199) helps to highlight what each nation 
did (see Tables 7.2 and 7.3).2 From the 1930s through 1960s, Costa Rica 
developed a legal framework for its public health outreach system and 
an institutional infrastructure to deliver critical services. It made major 
investments in urbon water and sewage systems; antimalaria, vaccination, 
and inoculation campaignIs with broad coverage; and health education 
programs. In its 19,12 campaign against hookworm, the government 
distributed 250,000 pairs of shoes, reaching virtually all of the population 
under fifteen years of age. ' The revolti lon of 1948 in Costa Rica resulted 
in a more concrete commitment to improved national health. Spinoffs 
included a social scurity system that covered 80 percent of the population 
by 1980. By the 1960s the country had virtually eliminated malaria and 
tuberculosis and eradicated most diseases that are controllable with 
vaccinations, like polio. 
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TABLE 7.1 	 Infant Mortality, Life Expectancy, and Literacy Levels for 
Central Amc, "ca, 1950-1990 

Top two h uman development performers 

Costa Rica Panama 
Infant Life Infant Life 

Year mortality expectancy Literacy mortality expectancy Literacy 
1950 95 56 79 93 58 70 
1960 80 63 82 63 62 77 
1965 72 64 84 51 64 73 
1970 61 65 89 43 66 81 
1980 21 73 90 25 71 85 
1987 
1990 

18 
15 

74 
75 

93 
93 

23 
21 

72 
73 

87 
88 

Middle two human development performers 

I[onduras Nicaragua 

Infant Life Infant Life 
Year mortality expectancy Literacy mortality e\pectancy' Literacy 
1950 195 42 35 167 42 38 
1960 147 48 45 130 48 50 
1965 123 50 n.a. 121 51 50 
1970 
1980 

100 
78 

54 
62 

57 
59 

100 
88 

55 
60 

59 
n.a. 

1987 69 64 n.a. 62 63 66 
1990 64 65 73 65 65 65 

Bottom two hunan development performers 

Guatemala El Salvador 

Year 
Infant 

mortality 
Life 

expectancy Literacy 
Infant 

mortality 
Life 

expectancy Literacy 
1950 140 42 29 151 45 38 
1960 119 47 32 122 52 45 
1965 107 49 38 110 56 49 
1970 95 54 46 99 59 58 
1980 
1987 

70 
59 

59 
62 

48 
56 

77 
59 

57 
62 

62 
na. 

1990 62 63 55 53 64 73 

, 
lirth u\p;'ut4- v 1 gil',1

N, i Intuit ,rtajit'is niilnu mbtr ot dvali, s 11ur thou sanund l,' rtdl.,. 
,Ii \',at, indl litri\ i t n Is i perttnttg

L, r, I II r ( ota 1i6 dati troth 1t1;11IOSbOirv tro I utuouhrdt %1,11,1jilt Iit, I ,-s urOt, N'aitz ,Il III',ulth
1n ,, l, 10: ,' , t t'- Rl. a (".'A I lgton I)Cii I 1%1ri t ,er a n I IvathIl rguni,,v tui , ) p. II
undl'A. data trol I98 1u0(87art hoi \V. rlfd Hank. Word I 1 

''l/,lu ul Rq.lo it 91 (Net, ork klohrd 
t i, rtty Pre,. 1t1) I or ti t uoter twu nuitrui da, 	 truon ]t);il lt!,iRwtmtult nll i ( I.A tlt 	 .l ,/ I ',ll
h,, /aut Amuota andI th, ( rytn ,'ir Nit,'v 't rk I ( I A, )utt)t pp 	 ­t I1, 4;, id it, IIthl huur Itlh 5, 1987, indl

in rin World tiln. it R,,,t 11iWl(Niut tork-W , l, I ),'',' 	 Puhqp O\Iord Uni\eruitv Pies,, 1t091). 



TABLE 7.2 Health Status and Health Policies in Costa Rica, 1920-1990 
Variable 1920-1940 1940-1930 1950-1960 1960-1970 1970-1980 1980-1990 

Health status 
Life expectancy (vtars) 42 46 55 62 65 72 
Infant mortality' 1-56 130 87 76 61 22 
Urban infant mortality" 120 89 56 49 36 19 
Deaths from public

health-related 
diseases (%) 60 58 46 35 30 7 

Literacy (0) 67 73 79 82 89 93 
Women completing 

pnmary school (%) 12 14 22 27 43 65 
Health resources 

Social securitv 
coverage (.%) 0 0 8 15 39 78 

Piped water (% n.a. 25 53 65 75 84 
Urban n.a. n.a. n.a. 77 97 99 
Rural n.a. n.a. n.a. 36 60 80 

Sewage n.a. 25 48 69 86 93 
Rural population with 

health post (%) 0 0 2 10 60 70 
Doctors per 10,000 

people 2.5 2.7 3.1 2.8 5.6 7.8 
Health expenditures' 

GNP {%) n.a. n.a. 2.2 3.0 5.6 7.4 (1980) 



Variable 1920-1940 1040-1950 190-19N) 1960-1970 1970-1980 1980-1990 
Major diseases reduced Malaria Malaria Malaria Modest reductions Diarrhea diseases

Tuberculosis Tuberculosis -uberculosis Respiratory illness 
Diseases reduced Diseases reduced 

with immunizat:ons ,vith immunizations 

Health policies 

n.a. = not available. 

Htealth
protection law 
passed, 1923 

Health Ministry 
established, i927 

Compulsory municipal 
health budgets of 15% 

Hookworm campaign 
Antimalaria campaign 
Antituberculosis 

campaign 
Food and drug controls 

adopted 

Parasites 
Social securit. 

institute 
established, 1942 

Urban water and 
sc . age systems built 

Shoes distiibuted to 
27-0,000 children 

Vaccination campaign 
Antibiotics adopted 
New antimalaria 

spraying campaigns 

Parasites 
WHO founded Medical school Major rural health Major budget cuts 
Social security founded, 1961 service expansion and reductions in 
expanded DPT vaccine Preventive rural health services

1940s programs campaignh health campaigns Experiments in 
expanded Aqueduct Institute Universal social privatization

Child nutrition established, 1961 securitv' 
centers started Family planning Hospital'transfer to 

introduced social security 
Health Ministrn, 

pursues 
preventive 
health and rural 
outreach 

Campaign for 
community 
participation 

a. Deaths per thousand live births. 
b. DPT = diphtheria, pertussis, tetanus.
Sot.RcEs: Luis Rosero and Caamano, "Tables de vida de Costa Rica, 1900-1980." in AIortalidad Y Fecundidad en Costa Rica (San los:: Asociaci6n Demogrifica). 



TABLE 7.3 Health Status and Health Policies in Guatemala, 1920-1990 
Variable 1920-1940 1940-1950 1950- 1Q0 " 1960-1970 1970-1980 1980-1990 

Health status 
Life expectancy, (years) 
Infant mortality' 

n.a. 
n.a. 

n.a. 
n.a. 

42 
140 

47 
119 

54 
95 

59 
70 

Urban infant 
mOrtalitv n.a. n.a. n.a. n.a. n.a. n.a. 

Deaths from public 
health- related 
diseases (001 

.iterac. %) 
n.a. 
n.a. 

n.a. 
n.a. 

n.a. 
29 

70 
32 

63 
46 

51 
48 

Women completing
primar " school (%) n.a. n.a. n.a. n.a. n.a. n.a. 

Health resources 
Social security coverage 
Piped water (%) 

Urban 
Rural 

Sewage ('0) 

0 
n.a. 
n.a. 
n.a. 
n.a. 

6 
n.a. 
n.a. 
n.a. 
n.a. 

10 
n.a. 

35 
4 

2 

10 
n.a. 
42 
8 

38 

16 
n a 
86 
11 
45 

20 
n.a. 
88 
20 
50 

Rural population with 
health post i%) n.a. n.a. n.a. n.a. 20 22 

Doctors per 10,000 
people n.a. n.a. n.a. 1.8 2.0 2.4 

Health expenditures/ 
GNP (%) n.a. n.a. 1 1.2 1.4 1.5 



Variable 1020-1 Q40 1940- 1 50 I9"0i-19nI0 1)o)-197) 1970-1980 19m)-1990 
Major diseases reduced Malaria and Modest reductions 

tuberculosis reduced Some di.eases 
but not eradicated reduced with 

immunization,Health policies lealth code under Social security 11O founded Rural health Some rural health Major budget cutsL'bico admimntration, institute Social security technicians service e\pansion and reductions in1032 etablished. I 4n epanded program Urban water and health serxicesAntimalaria campaign Lrban %ater and !L40.,programs introduced at seiwage systems
in banana plantation, sen%age '. t..TP e'\panded but San Carlos irnprox ed 
runded bv.Rockefeller Mini'tr\ of I tealth primarily urban Universitv 
Foundation tounded tocu. 

n.a. = not available 
a. Deaths per thousand iye birth.
 
SO s.ts ECLA, Stattual )t'a 'o,, , an .4,h'1 i I (1a'IN/,,IcanNet, *i rk E( I.A.I
iLBI 

0 

"Politias 
; l,lose Romulo 5anche,. "(onsidera:ionesi,AtrirntsracainPublica. no 15OJulkDecember lOISS)pp 

\111 1oi1na, de Salud de Guatemala." R-'vista Centroa,'rzcana
Generalts de a Salud en Guatemala," R'zista Ceuttroamricana

.1, Ciencias de laSalud (May August tO7o, pp 37 121 
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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 an ideological commitment to improved 
national health during the Arevalo and Arben/ administrations. But the 
coup that overthrew Arbenz in 1-54 signaled a policy reversal, and the 
new leadership failed to invest the resources necessar\y to turn the vision 
or improved national health into a reality. Investments in urban water 
and sewage s\'stLems yielded sotme benefits, but Guatemala's poor health 
performance between 1930 and 1965 reflects a policy largely of neglect. 

In the IL)70s Costa Rica shifted its ftoCuS fro ' rban to rural health. 
It made major new in'estments to e\tend rural primary health services 
and water and sanitation systems. Costa Rica's health e\penditures as 
a percentage of gross national product (GNP) doubled in the 1970s. These 
changes were accompanied by dramatic increases in the percentage ot 
wOm11enl completing primary school, resultin, rom reforms in the 1970s;. 
Man\' Costa Rica n heal h policy e\perts ,argl' that the substantial increase 
in women's educationaI from 970 199) well generallevels I to as as 
economIic developentLll during the bon1,ia Of theI 1970s ensulred that the 
population would be receptive to the health practic'es promoted tlhrough 
the new rural health ill fraslt ructure. 0ral rehvdration programs, health 
education, and pr'Cenltive health pracltices helped to reduce deaths from 
gastrointestinal diseases substantially. The results for Costa Rica were 
greatly reduced infant inOrtality and an impressive narrowing of the gap 
between urban and rural health between 1)71 and I99l). 

In Guatci invest ments rural health infrastruct Lire andLlal in 
preventive health programs simply did not take place. As the cOintry 
entered the 198)s, therefore, deaths from major public health-related 
diseases remained high (see Table 7.3). 

In their analysis of the iIpact of policies in health performance in 
Costa Rica, Leonardo aala and luis ROsert argue that tihe nmist important 
factors in overall health improvemlent between 1930 and 1990 were general 
econolllic development, the increasing education of wonlen, and the 
primary health care system, including prOgrals olf health education, 
vaccinations, rural water supply, and sewage treatnent.1 They attribute 
41 percent of the red ucltion in infant mnortalitN' between 19-)70 and 1980 to 
primary health care, 32 percent to secondary health care, 22 percent to 
general socioeconomlic progress, and . percent to a decline in fertility." 

Education policies, 1930-1990 The educational aclhievemets of top 
performers and bottom performers also differed substantially (see 
Table 7.4)." By 198(0 Guatemala still had not achieved the 60 percent 
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TAILE 7.4 Education Performance in Costa Rica and Guatemala, 
1960-1987 

Variable 1960 1905 197() 1980 1187 

Costa Rica 
Literacv (U) 67 n.a. 88 92 99 

al, na. na. na. 92 Fl.a. 
Females n. a. 1.. rn.a. 92 n.0, 

%)enrolled in 
primary school 96 106 10 108 100 

Males 97 107 n1.a. 109 1)I
Felmals 95 105 na. 106 99 

U who Completed 
primary school n.a. n.a. n.a. 75 na. 

LIducat io1 spending 
as a '0 ot GNII n.a. n.a. 4.5 4.5 na.C atIn nlh 

Literacv (,,) 32 n.a. 44 52 
Males n.a. n.a. n.a. 60 na. 
Femlales n.a. n.a. n.a. 44 na. 

"0 e'n l(eCd in 
primary school 45 50 52 69 77 

MaLS 50 na. n.a. 74 n.a. 
Femals 39 45 ra. 63 70 
Who c'itnlplteted
 

primary school n1.a. n.a. n.a. 36 
 n.a. 
F[ducatioll spending 

Is a o Ot GNI" n.a. n.1. 1.4 1.8 na. 

, II llikl , [ 1;'' h',, l R'It (New "'orktIliord , L nir iiv I'-v..t . I I2); Lniled
N~dhli .~vi/iiii 'pltI , ! A ,New lork: Unite-d Nation, Ovi'eiopmnlt t hog, ramll. q l- )iI k,,l 

literacy goal attained by Costa Rica in 1930. ,\s late as 198(0 only half of 
(luatenanla's adIlts could read, while more thani)() percenlt Of tle Costa 
Rican populafilon was literate. In that year less thani half of (;tialkmald's 
eligible primiarv ,chool population attended sChool alnd two-thir'ds olOfthose 
who atitended did n1t gradualt,. In conitrist , 81 percent ol (osta Rica's 
eligible prinarN school populiltion w.s enrolMl and more than 75 percent 
completed schoOL Finally, in 19810 Costa Rica s menVII and WOIMtn had equal 
levels of literacv. In (6;0alal, () e n Inlell CulIld read while only 
40 percent of. women could do -,o. 

Earlier chapters showed thati high himian develhpment performers 
had already built a strong human capital base by IL)f. In ota Rica four 
ollt of five adlilts could read Is edrh' as 19065, while o1ly one of tWo 
GLatenalans could do SO. What policies lud practices might have led 
to these differences? 
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While both riatio0ns hal established free, universal, compulsory 
primary education in their constitutiotns by 1880, successive generations 
of Costa Ricans allocated resources to imaplemnt these programs while 
the Guatemalans did not (see Table 7.5). Between 1869 and 1882, Costa 

TAtiiI 7.5; Elducatioll 	 Olicies in Otsta Rica lld (Uatemlla, 1965- 1985 

( 0";tIRicI edUCatiOll [0liti6s1

Itore 1105 	 ,Aftt r 1i6 

1lt 9 : Frtt ulniivr ,,l, t uipi lorv 19701: F"ducation rettuntis lead to:
 
p rimitarI ediit ilitn dcrIeedt] t\ti'nsll if ural primary
I. ittf 


IO L) 18,2: % kijilit iplijitt< i,,l il - t'dtiiition to Ivtit ti, a ta.
rt, ponsi2:ilitv for 1,i1'ljtt1v t dutaiio 2. htti links betweeCn rural primary 
reoiii nir dild .secondarv iLucaitin 

Riltitiu 11'.ittl 3. ,ettlindilrY kdltcaoll
 
Maii' ]:erinitlt,' niettted:
 
1882 ISS7: l 	 by better 

1. 	ild lu ,il tOit dill,ititn lQ7i- 1198:;: Niore privitt, universities 
It P fi IilI 111t01r,teChnical i,d lCnltion12. in1 rt vtd pri I i rv id Ii tLt iti n 

3. ehting ti the iiivertsitv' available 

It~l): Ile0a,, it thelIenlth active school
 
lmltltl te ttil'ttt
 

-I !-Ih Iti,: , ftl tdltl It'id to: 

1. 110 11 ril t verAit 
2. inurriculunm eLiLitI 

bet, ire ii t itmli,t~i ntarvilV 

4. tec 1litiial tCiUiii n 

Gtateialan education policies 

lttr' IL(, 	 After 1965 

1896: FrT, tin iVt <I, cuniLsitry I1J72-1978: Nationald ducatitin plan 
tedneation dtieeed; little e\te!lsitn tit lead to: 
rural primary, ltICatin I. e\panleid COvtrage for primary 

-Ilt4 115.1: [tttltion rttr, 	 educiatiotn 

prmotted 11bI'I'siiltnt, Are\, MLd 2. firSt 	cycle tt Miidle school made 
pCPIkOItrArben'.etim 

3 . t tcht r tra in in g
r.uirli pI I rx t ilt ti t 

4. titrricl Ititrevision2. cutm ipuilsttrv t ltt' it-, rral 
FBR rural adtilt educatiotnintiriIt IA itl1 mireL than 100 

,. I'NFM niiddle sCh10il 
imtprovement

3. lt,ichter training 7. IMNiII primaryN eiduication 

195-1: RetOIins eld iIth citip IgainSt iiprottViiLlt 
tresidenlt Arni 197Ir: arlthquaketitorces change if 

ltt0 : Little prgrvss to this dilt, 	 ItuS dWaY fritm plan 

I980. : Ftw resotirce' -vailable to 
continne with plan 

tLO 14l .. 'tv lnolt t 0 l i this iw hltr lo i pi vs'l, onl vi 'l 6ll l 	 polit.% 
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Rica gave responsibility for primary education to the ltnicip,llities, %\'itlh 
a mandated portion of local budgets allocted tot" this 1t.u1'tion.1' State
religious education was replaced with more practical, empirically based 
topics. Between 1882 and 1887 President NMluro Fernlndez directed a 
rajor educational rctorm. The central governmenl assumed 
responsibility for coordinating national primary education. Fernande, and 
others believed that Costa Rica should not devote resources to secolndLrv 
or university ed ucation Until it had high-quallitV, tk'i\ersalI primariy
education. As a resIlt Fernmindez closed Costa Rica sonlV uni\iversit V(the
University of San "lomlas) and advocated spending mo101V retSilrCeS oil
 
primary education. From tile 1880s to the 1920s education based on 
positivism and empiricism was sti engthened, the qualitv nd geographic 
coverage o1 primary educ,tion improved, and te,lcher training was 
expanded. In 19!5 currents in French education were incorpOr,lted into
the Costa Rican school system through the ''activ' scho1t1l Inovement,

which attempted to make ed ucatiion relevant to 
 natitmaI economic 
development." In 194) thie Iniversit\ was ietpeued. 

After CostL Ric )'s rtvolutioll If19-18 the goVeLnmnlt drle up llneV 
plan to ilpro\ve the qualit " a id coverage, Of the ldutlatiOl s (stenland 
to make the curriculhulnli relevant to [te re'oItollltiorllv gV,lls (t ecotmlllic 
development and economic and social iustice. The, new pJln e'nphasi/d
further rural cov'erage for primary education, curriculun revision in and
 
improvement of secondary eduac'atoln, a11d 1te befgin ins of speVcial

technical educat ion at the uIn iversit y level. Betweeni 
 I90 aInd I1)85 (osta

Ricans spent More than 4 percent of their (NI annuallV tin educatioln.
 

The ed ucation and skills of (ost a Rica ns inprtoved further with
 
education reforms in the 1970s. The go,.s in thadt decade 
were to 

raise the education level ot the popultion, espeC all ill p0or and .glected 
areas, to achieve nationwid, integration ,ind esurt hlr all citi/,ns bhtter 
living CtOnditilnIs, and tihis thcotitribUth to the sOCioetcuntmi- detk,0ilpnt l 
of the ctuntrv, to m d'.rli/ e the svsth'l, an1d to illliiil its cuiT t budgelt 
share without harm t the qualiV ald luantitv (11edutaLtioll. " 

Aniong the practical results Of the new policy wire strenthe,ned links 
between primary and secondary eiucatiolln in rlral areas. As 1 result nlV 
more rural students had ichance to complete secondary eil ualtion ,and
to Continueto tItile University. In the 1I97)s aid I198t)s private universities 
and primary 1,1d secolndar' schools proliteraitd. The Ci sta Rican edcaI­
t]toin ;',steni improvtd until the early IViOu, When the nation's ctCinliC 
collapse forced budget reiductions. LLtda'another edutcation reform is in 
the making to help studCnts adlapt to tile increaJsingly lcompetitive world 
economy, but fewer resources are available for education. 
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Guatemalan policies between 18,10 and 1990 provide a stark contrast. 
Although Guatemala introdulcd 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 rur,1, non-Spanish-speaking 
communities. Furthermre, in Guatemala tile rt (orm periods alternated 
with even longer periods of reversal by the conservatives, whoI resisted 
change and upheld traditional values. 

The Guatemalan education system was established during the colonial 
period primarily fhr the education of sons of urban Spanish and Creole 
elites and propertied families.'' Primarv education as well as education 
at the University of San (arlos, tl'i,. oldest u niversity in Central America, 
was mainly religious. The tvypical primary school curriculum included 
elementary reading, catechin, Christia n morals andi ethics, Christian 
doctrine, writing, and basic arithmetic.12 

Immediatelv after independence in 1821 President Galvez attempted 
to i it'oduce a more positivist, empirically based curriculuin into tile 
scho, ls, but the reforms were reversed by tile conservative dictator Rafael 
Carerra (1839- 1865). Carerra himself could not read or write. The Catholic 
Church regained control of education. The Pavon ILaw passed in 
Guatemala in 1852 reestablished the colonial era's religiotis-based primary 
school curriculum described above. Even diring this petit A, however, 
liberal education reform was promoted by groups of intellectuals like those 
Wx'o founded the Sociedad Econimica de dmigo,l'aistel ieGuatemala. 

A major attempt at ediucation reform took place after liberal dictator 
Justo Rufino Barrios (1865-- 1885) se iied power. Barios expelleti the Jesuits 
and removed tile Chirch f'o' the education process, I le promoted 
curriculum reform and encouraged education with three objectives:
"progress, liberty, and scientific spirit.'' I Ie set tip the tf Publicoinistry 
Instruction in 1873 andi manla ted fret' universal ed ucation for all children 
between the ages of si\ and fourteen. le encuragetd the strengthening 
of primary school education and dioubled pri mary schotol attendance 
from 8,074 (arotu nd 5 percent oft ilt'total population) in 1866 to 20,528 
in 1874.11 Barrios initially providedi resources for teacher training but 
his budget did not stretcIl far enotIgh to expand rural education to tile 
Indian population. Insteatd his reftIrmns had more Of an impact ol urban 
Ladino communities. 

Barrios's reforms in eduIcatiOIn Were short-lived. At the very time 
Costa Rica's primary education sy'stem was being expanded under tile 
reform program of NMauro FeG,inde,, ,uatemala's new dictator Estrado 
Cabrerra (1898-1920) abolished wages for teache's and let the education 
budget deteriorate. 

The next impetus for education reform came in the auministration 
of Jos6 Maria Orellana in the 1920s. Orellana promoted the nomal school 

http:arithmetic.12
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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 UHco 
administration (1931-1944). As a result, by the end of World War II 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 priv'ate enterprise of more than I0)0 employees that recruits seasonal 
workers is bound to provide education for children accompanying their 
parents, in schools functioning on the property of the enterprise concorned. '1 

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 Ilaiti spent
less of its GNP onl 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 cycle of middle­
level education compulsory, to give clear priority to adult education, to make 
use of new concepts and techniques for ouit-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 econonic resources, to regard education not only as a 
government responsibility but also as a process involving the entire society, 
and last to stimulate lifelong education." 

As a result 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.1 9 

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 prtogram for school dropouts and illiterate 
adults and with more attention to distributing resources equitably afiong 
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 relief 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 educattion. Although Venicio (ierezo and Jorge 
%r:'rano Elias, the first two freely elected presidents since the days of 
Arevalo and Arbenz, had an active interest in education reform, the, 
had neither the resources nor the political support to bring such reforms 
to fruition. lhe Guatemalan public education system continues to be 
starved for resources while the Costa Ricans move ahead in an uncertain 
economic situation. 

Underlying gov'rnance 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 El Salvador. But to say that human 
development performaie was different because social policies \ere 
different still does not explain why si\ natiolns With so much in common 
made such different choices. The ditflerent policies are in fact a reflection 
of differences in those nation's gov'ernance structures between 1965 and 
1987. Tlhe' 2 differences are a reflection of the global differences we 
encountered earlier (see Table 7.6). 

'Flu' hcit, I htan ,;lpmeit tiertan'mcs: Costa Rica and Pmama 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, maintainied an 
established d'mocracy with high levels of politic,1l 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 levels of political and civil 
rights, which provided some avenues for other levels of popular feedback 
and participation. In these two governance st ructuores the formal regime 
type-dictatorship or democracy-at the national level did not matter so 
much as the presence of at least medium levels of civil and political rights 
that permitted participatory mechanisms at the subnational level and 
guaranteed feedback to government. 



TABLE 7.6 Governance Structures of the Central American Countries 
High human Medium human Low humandevelopment performers development performers development performers 

Costa Rica Panama Summary Honduras Nicaragua Summary Guatemala El Salvador Summary
Democratic regime type (%) 100 22 61 51 0 26 22 18 20 ..... 
Political rights' 1 5.5 3.3 4.1 5.' 4.6 4.1 3.8 4.0Political instability (%) 0 57 29 64 62 63 71 52 62Civil rights' 1 4.5 2.8 3 4.6 3.8 4.2 4 4.1
Government 

spending GNP (%) 22 28 25 17 27 22 11 14 13
Health and

education GNP (%) 8.3 6.4 7.4 4.8 2.5 3.7 2.3 4.1 3.2
Militarv'health andeducation (%) 1 1 1 45 86 66 46 37 42Fiscal deficit (%) 4 7 6 3 13 8 2Debt, GNP (%) 50 61 56 39 85 

2 2 
62 11 19 15Debt servicelexports (%) 27 26 27 18 17 18 11 13 12Market economy Yes No Split Yes No Split Yes YesOpenness (%) 45 55 50 45 51 

Yes 
48 28 42 35Export growth (%) 6 7 7 3 2 3 5 2 4 

a. High political or civil rights 1-2, medium 3-5, low t,-7. 
SotRsc: Compiled by the author based on data set. 
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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.2" 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 played an active role in 
stimulating private sector initiative for much of the 1965-1987 period. 
Compared ,vith their lower-performing neighbors, both pursued more 
export-promoting economic 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, also 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 disbainded its army in 1948. Panama 
abolished its military in 1904. Its nainal defense force was redeveloped, 
but spending was low compared with other nations because the U.S. 
military had assumed much of the responsibility for Panama's defense. 

A second important difference was that Panama, particularly between 
1965 and 1987, was not as politica]y stable as most of the global high 
human development perforniev. if ithad followed the trends of other 
politically unstable nations, it would have stayed among the ranks of 
medium or low human dev lopment performers. It escaped low 
performance probably because it had several long periods of stability, in 
the early 19 00s 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, each 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 huian developient perf r I Sahai,,r antd Gualeniala The'Oers: 
governance structures of El Salvador and Guatenala 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. Fhe levels 
of repression and violence in these nations were among the highest in 
the region. 

They did maintain market economies and attain high levels of GDP 
growth for much of the period, but the\, 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. Pai (of the profile of a regulator 
state included low fiscal deficits and low debt and debt-service levels. 

Although both conomies 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 economy 
as plantation labor but tied to a s\,stem that made few social invest­
ments. This situation left labor and the poor highly vulnerable to world 
economic cycles. 

Th, edini hunman dc' vhimintperornrs:Iheidwas aini Nic'ara,.na The 
governance structures of Ilonduras 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 nedium 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 



152 HUMAN DI.oI'Mu T IN CFNIAI. A.%ii.It'A 

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 for the initial policy choices, resource 
allocation, and sustained commitment 

* a solid institutional infrastructure for implementation 

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

By 1965 these critical elements were in place in both Costa Rica and 
Panama but not in El Salvador, Guatemala, I londuras, or Nicaragua. A 
brief historical comparison of these elements in C'osta Rica, one of the 
region's highest human development performers, and Guatemala, one 
of the lowest in the region (with occa,;ional reference to Panama and El 
Salvador), helps provide possible explanations. 

Policy values, coalitions, and institutionsbefore 1840 

Although all six of the Central American nations had a common Spanish 
colonial 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. 2n 

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 therc were only 330 Spanish 
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immigrants (mostly from Andalusia) out of 17,47) 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.2 2 I le 

notes that the bishop of Nicaragua criticized the Costa Rican population 
in the early 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 ecolomic 
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 ile la [ lava Fernandez to the king of Spain in 1711) shed light 
on this social structure: 

The capital [CartagoI has a church, a convent, two hermitages, and seventy 
adobe houses with tilc roots. Interspersed are about 30(1 houses of poorer 
families. These are made of straw.... On the oLtskirtS of town are Indian 
villages with perhaps 114 families who have practically no clothes. In tile 
city there is no barber, surgeon, doctor, or pharmacy. Nothing is sold in 
the streets or plias. There are no small shops to get provisions. For this 
reason everyone including tile (Governor IDon Diego was referring to 
himself] must grow everything he Wants to conlSumle dtl ring the \ear. 
Anyone who does not do this will starve.... he motnv used here is the 
cocoa beali, no on use's Spanish silver reahes. I cannoti Understand 
why they call this place Costa Rica IRich (oastl since it is so totally 
poor .... In the middle of this total povert which I have cone to know, 
I confess that I find Costa Rica's inhabitants to be Lluarrelsoune, 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 resLlt landholdings were smaller, and all 
citizens had to work hard to survi\ve. Since it took inore than three months 
for letters to reach Costa Rica from Guatenala, the panish administrative, 
capital, citizens had to solve thehr problems oi their own. Cooperative 
labor was necessary for roads and basic infrastructure. According to 
Spanish law trade had to be conducted through Pararna or Peru. But tle 
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 homogeneous: 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 homogeneous 
compared with the rest of Central America. 

These economic conditions and the resulting social Structure probably 
helped transform initial values of dominance and economic exttraction to 
those of egalitarianism and independence inodera ted by necessary 
cooperation. The circumstances also gave rise to traditions of local sell­
governance and horizontal as opp sed to vertical structures. 

In contrast to other cotuntries in CLentta Atuerica, (.'osta Rica's 
institutions were smaller, weaker, and m1,(edecentralized and part ici­
pative. Instead of the haciendas of (L atetnala, 0ne f0ud ind ivid ual small 
or medium-sized fincas. In ctntrast to ( ;tCatemal, the seat of the S panIIish 
Central American empire, Costa Rica's capital Cartago had a rttdi menltary 
colonial administration with 1irt.tallY no bttdget or ta\ base. Just as in 
Guatemala, one of the chic, institutiotns waS the chlrch . But it was far 
from the central atthoritV strUtcture. 

Central America declared iIdepetIdence from '-pain in 1821. It briefly 
became part of Mexico (with tlie excepti n tOf Jana, which was part 
of Colombia), then formled a1fetdert, ion that cdllapsed in 1838, leaving 
each nation to follow its own path.21 

Guatemala The ( uatemaIan experience bete indepetIdence provides 
a dramatic contrast to the pattern of values, social strltcture, and insti­
tutions exhibited in Costa Rica. I (ti1tetnld, IloudF] Salvado, It ras, 
and Nicaragua a traditional hacienda-based society, ton ided on the 
policy values of religious and political doniatiton and extractioti of 
economic resources, developed dtring, Spanish cltiial r1le. According 
to one scholar: 

'rhe colniers came principally r Spain and P'riti1gal. cotmideredn Iht'\V 
manual labor oti inv form of menial 0n1IpIO\'n+'1tt ,enealth thtnl. BLlore 
colonizing the Aterica&, Spain and 'tIrtgl had fouh,lt during eight 
centuries against the Nloors, and as a ve-,nlt had ),1ritied the SOldier and 
priest and had looked down tilpon cInmt'lkh1 and inancial activities 
frequentlv in hi hatids 41lews and MLusdims. L'nder theW ( irctumstanceS 
it was logical that there \vould be tlht cmnt'lnt pre'ssl, ti a militant 
Catholic Church to christianize paganI ppttLatioIS, the n'ces.sit' moIrallyto) 
justify the dominatioti of interior ptptlalitiu s,.It was natural to de'velop 
a mentality of rapid acqutiition of wealth 1y the cit(t istldores. This was 
reinforced by efforts to discover sources togold and precious metals aid 
by the creation of latifundios as a predominint torn of economic, social 
and political organizatioti.2 
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Political domination was accomplished through the force of superior
military technology and organization. The process is reflected in the letters 
of Pedro de Alvarado, one of the Guatemalan conquistadores: 

They jt1e Indians I hid in the hush and we had no way to damage them 
e\cept to burn their village. Ihen I sent 1e ,sa ngers to them and told 
them that it they gave obediene to our king, and to me in his name, the%,
could return and culti',Le their 1,ld. hey 'eturned and became vassals 
to our king.2 

After the initial conquest the Spaniards set up morLe stable government
institutio,.s such as a tribunal, a mint, a post office, and a military, to 
insure the continuationl of this domination. 

Political domilnation permitted the development of institutions for 
economic dominat ion and e\traction of wealth. According to one Indian 
chronicle, Upon C MI]tiest 

WO begdll p,' tribute... During that year they inposed terrible 
burdens'. They o'rced tribute of gold.. They forccd us to send four 
hun11dr-td 11'01 an1d W0111011 to go alld iash [nminel gold. All of them 
wanted godt.-' 

In Guatemala, where gold and minerals were scarce, other means of 
e1CotUnlic e\traction 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 
hacie ndas, economic instituti.l Inswere deveh iped to provide a continued 
source of such labor. Simple slavery ot the Indians was replaced by more
 
sophisticated systems like 
 'om'ii'noa (service and tribute). l'nCwOuMiuila was
 
cheaper than slavery' because 
 the Indians had to support themselves 
through subsistele agriCuIlture as well as supplv labor t the Spanish
hacienda owners. Later ithe system was replaced with cn even more 
sophisticated s'stem calhld ii, oiMiC1t , vhich assigned Indians to 
specific tasks, usuall public works. This sVstell, with its abuses, became 
an equivalent to folrced labor. 

The strong Cltllh infrastructure pulrsued religious domination. At 
first tile priests llade forced conversi ins. Reli;;iotus domination wxas rein­
forced through chui rch tntr ] if the ft rllal education system and school 
c1r'iCthim folr the son's of tile Splnisl an1d ( reole poptilation. Although 
a limited inum111ber f( people learned to Read, write, and do basic arithmetic, 
education Was predilnlinatelV religious. Iiticaltors 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 stratified socidal structure based economic, political, and 

ideological function. It was strongly reinforced in Guatemala by language 

and racial differences between Indians and 'Spanish colonial settlers. 28 At 

the top were Spa-msh-born bureaucrats, representatives of the church, 

and landowners. The' shared top positions with the Central American­

born pure-blooded descendants of tihe contiistadores called Creoles. In 

the middle was a tiroy but g,'owing grou p of [.adinlos, frowned upon by 

the Spaniards because of their mi\ed blood. Tlley served as merchants 

and tradesmen, a1nd sone had haciendas as well. Indians constituted the 
' 1i 1urpeans no than 

4 percent of the popIIhIt ion of the regiol; 0:) perct'nt was Indian, and abotut 

31 percent was Ladinio. 
Until indepentdelce the Rtesources held bv tilt, 

lower class and supplied labolr. t80 were more 

tiny ltropeani coalition 

at the pin nacle of tii sO cial structurC Were ;ufficient to permit them to 

maintain the initial policv values of political and religious dominance and 

the e\tractiiin of wealthI. 

Policy values, coalitions, and institutions, 1840-1900 

After independenlce ilportant economic, social, and political 

develVpmntlts prodLced maIor changes iltile region's social structure. 
Coffee became Central America 's major export. Tie Spanish, Creole, and 

ildigenoLs pouations iIcra,-ngly- . !hew'ere inlixedN A.,ld cotflicl 

between the political ideoltogies Of liberalism, which advoci o,'d r'ipn 

economic development and social change, and Conservatism, which 

attempted to slow the pac' 0f develomlnltt and maintain traditional 

valiues, dolinlteCd the political spliere.-' 

Between 1821 mid 183S thie libierls held sw,. [hey were ilbued 

with the idealIs of the Anl,eiical i1d I:rtnC-h [ev l titioins. Iley atteimpted 

to establish frTe td, 'd,lTl'V, lilllit otfthe Catholic,ibolishi the powlers 
Iliitis iiainstrdai 

culture. They chanipioned tliLidCals of p)ublic eCducltioln, judicial reformn, 

ec~lonlic inlol tion, and inves nt iillirtttir. To ctarrv out their 

programs they relid on thle su pp tll Middle- and aspiring 

(Chuirch, aild inltegrt,lt tilt' ilto Central AltricI 

of tle emelirn ' 


Ipper-clas',S [.tilla 1i d e'lemeIlnts of the lilitarv. TlhlV'V rtdedt to 


in t'e backlash again,,t the trditional elites conncted with old Spanish 

cololial inlteresls. tl, gneral population, large llesti/o in sOle 

counfries, were i key elenlt'l! il tHie coalitiiln that was respol sive t| these 

ideas in the intmediaft, pOstli ndepeidenct period. 
The liberal prograrn ,rTtiuired higher taMes aid woirked best during 

ecoilonlic expaitsion. But the libera Is lade enemi-iie; of the Spa nish­

oriented tipper class. Since resoLur-ces were scarce aid institilutiolal 
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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 cod lower class. 
In periods of economic downturn violent popular discontent rose and 
was normaly, squelched by no-e conservative elements of the military. 

During ene such period aiter 1838 the conservatives held sway.
They rolled back the reftorms, reestablished more traditional Spanish 
institutions, restored the church to its former preeminence, spoke out 
agailst foreign donillance, and pt:rsued a more subsistence-oriented 
ecornomic policy. 

Costa Rica Since coffee sales financed Costa Rica's human development 
achievernents in tilt nineteenth and twxvent ieth centuries, it is necessary 
to understand how tkis product system developed, affected social 
structui e, and provided t,,rie soil for the flowering of hu man develop­
ment policy val:es and tile institutions to prolote them.1o 

In light of ( ;overnor I' ) Diego de' Ia I lava Fe,'rnnde/'s description
of Costa Rica's povert \'lda backwardness in the 170t)s, it is hard to 
ila"gine h1ow the inhabitants Of this small nation developed tile 
innovations that mad, cofHee the 'egion's Imajor export for the next century
and a half. It is also ironic that (Costa Rica's practices and systems would 
be copied by Otiler (.enLtral America ns, who had previously made Costa 
Ricans the butt of ji kes and dterision. 

But this ill fact happ1r1eled. B1etweell independence and the mid-1850s 
('osta R<icans, driven b' eIni- stgllatioll and the continued threat 
of pi ,et,i't', foundIlnethods for 'I Ving and harvesting coffee plants on 
a large,g scale that altered their social structure and government institutional 
network. The iveicanle ajiur b/ittlenecks in the0 prIoduction system, like 
pool' infrastrucuire, unreliable transportation, and in,idequate credit. They
established direct links with i1i1pea nlalkeLts, formed key alliances witil 
Iuripean banks and mai keting chann1els, and became tilt, largest exporter
of coffee iil He rgionl. A\nd the' laid tilie 'rolundwork for major 
iIllprovenients ill educationl I, it would forn the foundation of later
liilan deve'lpmlent achievemlents. 

The values reflected in this process of change ar' instructive. 
hnterdependence and coL'peration amon0gV prodtlcers continued. Later 
naltiolal initiatives fa R'ed th gener.;l populaltion. The state actively 
enc iiuraged privat initiative, eVx''n in the colonial period, and 
experimentl en'teprenetiriaI respoliiss. Fo r exlPIe, the initial inipetus
for cxIi:nlenltaiiili with clffee Ca11me froi0 Costi Rican m1unicipalities 
searching for a1 escape fI I'm pxe tv and stagnation. t The municipality
of 'an Jo)st" gave coffee plints to farnier's in the 182)s. 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 coffee. Finally, ill 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 land. 

A brief digression into the origins of coffee production in Costa Rica 
is useful. The first successful production and export of coffee to Chile 
was arranged in 1832 by Jorge Stipel, a German immigrant married to 

' - a Costa Rican. I 183"9 a growing group of Costa Rican farmers was 
following ",tipel's lead. 

The excports to Chile left the Costa Ricans at a real disadvantage. The 
transportation between 'luntarenas, 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 18-13 when an Elnglish ship put into luntarenas for repairs. 
The captain 

took a mule and made the long and difficult trip [from Pu ntarenas to San 
Jost]. I le was put in touch with [)iol Santiiago Ilidalgo, One of tihe principal 
coffee producers of that time. 110 captain offered to buy Don Santiago's 
cofee and take it directl' to lo0ndonl1 It a good price. Unfortunately tile 
captain did not have the nlOey\- with him to pay IOi Santiago. But because 
the cofffee busi ness was goiig sO baIdl V, IDon Santiago let him take the coffee 
and that of many ie,ighbt 0, [wh'os' losses It would reimburse i tihe captain 
ciid m t return] il the prtunis ' thi lhe \tW tlind return aid pay t inlhe. .. .. 
captain in fact returned after a highly profitable venltur' and the direct link 
in tile coffee trade 1't weli I tLdon ,iniadCosti Rica begll. 

There are man' possible eplanations for why a new product system 
developed first in Costa Rica. The nation's povtert\' may have placed 

special pressure on its goTernment and oil individuals to search for 
productive new options. Alnother posSibility was that neither the govern­

ment nor the citi/ens were bound by the rigid traditions or structures 

that were fOiUnd in (;uatemala. Some sclholars argue that individual coffee 
farmers had more potential for innovation because they worked their land 
directly owing to labor shortages." Thus, they were more inclined than 

the G uaten,ans to epenrimen t n-id lern from the results. Finally, some 

argue that tile ( -OSt,d i\I. s' n1t1'atiol to prove themselves canie with 
being the most unsuccessful (if le regin 's nations." 

The requirements of the new coffee productionl system resulted in 
greater social stratification among Costa Rica's racially homogeneous 
populatioln. 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 siue of Guatemala's 
haciendas, large coffee farmers did evolve into a ne%\ social group. At 
the same tinw the production of smaller farmers was needed to meet 
demand. TIhus, 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 
ccrtain technology and engineering were needed to maintain machinery 
in the coffee-processing areas and to build roads, a small class of 
professionals 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 of coffee 
production, labor shortages helped to reillorce rather than destroy manv 
of the previous values of interdependence and egalitarianisml. Large 
farmers could hardly use threats, compulsion, or svstels like ,unoemitula 
to force peons to pick coffee. Thus, relations were based not onhl on wages 
but also on interpersonal relations, mutual obligations, and eventual lV 
the delivery of education and health prt grams. 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 mechanisms 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 product ion as well as in other 
activities. As a result, they knew more about the proenis of their workers 
than Guatemalan landowners. TlheV also ilvolved themlselves directly in 
politics ,and civic organizations. 

The new social structure that emerged under tile expalnsion of the 
coffee product system continued to reinforce egalitarian valLes 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 %\asdependent on an outward trade 
orientation and h,.rmonious interdependent class relatiois, it is easy to 
see why liberalism and positivism became eoil\' at, I .,lues for the 
policy agenda. 'sitivism an17 empirical experinment ,ii well with the 
practical trial and error efforts necessary to keep the coffee production 
system moving. Liberalism, with its ideas of free t'ade and state stirno hls, 
was a natural ideology for LxpadLfillg coffee trade. 

Coffee prod uction could not haVe expanded without a healthy, 
motivated labor pool. Nor could it have functioned withoult small farmers 
who had enough education to managc 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 edi'cition. 
The poli, values of economic development and liberal education and 

social reform benefited from the support of strong coalitions between 1870 
and the early 1900s. These values were developed and r.fined 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 institutiens 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 165. 

Guatemala The development of coffee production altered Guatemala's 
soc'i., 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. - 7 While liberal reforms 
helped benefit the growing Ladino population, 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 farmers had cultivated coffee 
in Guatemala during the colonial period on a very small scale, the first 
serious proposal for large-scale coffee product ion appeared in a pamphlet 
by Manuel Aguilar it,1845.11 Aguilar, a Guatemalan, visited Costa Rica 
and was tremendously impressed with the impact of coftee production, 
on overali economic development. Ilis p'amphlet describes the technical 
details of planting, harvesting, and processing coffee. Aguilar's initial 
suggestions were disseminated by the Sociedad Econ6mica de Amigos 
del Pais de Guatemala. N In 1855 the Guatemalan government established 
experimental farms to show growers how to grow coffee and offered 
incentive!, like free plants, tax holidays, and technical assistance, to get 
the process started. In that y'ear Guatemala exported 95 quintals of coffee. 
In contrast (tosta I i., !tad already exported 29,000 qluintals it! 1843. But 
by 1880) Guatemala exported more than 325,000 (lintals, which made up 
92 percent of its total export earnings. 

Since Guatemala's coffee production system was grafted into the 
existing hacienda structure, it served to reinforce existing class divisions.40 
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 

http:divisions.40
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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 relying oilsmaller fincas and cooperative 
strategies among larger and smaller farmers and laborers, t'le Guatemalan 
landowners and the government found new ways of extracting more 
cheap labor from tile indigenous population. 

At the suggestion of coffee gr:.wers, the administration of President 
Justo Rufino Barrios passed the Debt leonage At of 1877 and the 
Vagrancy Law of 1878.11 Under tie first law an\ debtor could be required 
to provide physical labor oilthe plantations for tile value of his 
debts. A father's debts were transferable 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 (Guatemalawith all ideology 
consistent with social reform and with the expansion of ctoffee produc­
tion and international trade. During tile Barrios adlinistration the 
state provided incentives for 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 earlier. 

In contrast to the situatiol in (osta Rica, hw'evever, tile social reforms 
illGuatemala never attracted the poditical colitions necessar\' to allocate 
enough re, ourccs for real national impact during periods of liberal rule. 
Then, in the periods of conservative rule, the policy ideas were reversed. 

Polici values, coalitions, and institutions, 1900-1965 

Costa Rica 1\' 1)0(0 Costa Rica's peculiar dynamics of coffee production 
and its series of liberal admini'traticns had strongly reinforced cooperative 
and egalitarian traditions. These values wVere translated into the key 
elemenrts ,fa national democratic politital systel in tile first half of 
the 1900ls. In 1898 Costa Rica had its first free indirect presidential 
elect ions. l'olitical reforms such as steret l 1allot, W'onllen's suffrage, direct 
elections, and the civil code, followtd. With tw,) brief exceptions the 
country has maintai ned a democratic electoral process for the selection 
of national leaders. 

At the sam1t' time some neCw elements in the international ecolli, 
and political system sthatified the social systen. Lor 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 programu of radical 
social reform. In 1948 the Calderon government refused to cede power 
after it had apparently lost the election.42 

The response was the Costa Rican revolution of 1948, led by Jos, Figuerez
Ferrer. Figuerez abolished the anny and ceded power to the elected president. 
He himself was elected in 1953. AlthoughlFiguerez'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 part,. 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 education 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 p&,roleunm company, the national 
banking system, and the insurance institute. The health and education 
ministries were srengthened considerably. 

The new trends in social equity were sufficiently accepted by Costa 
Ricans that both the National Liberation party and its opposition agreed
that human development policies would continue. They differed only on 
which policies to pursue and how much money to allocate for them. 43 

Guatemala 13y the 1900s the goverming coalitions and policy initiatives 
that had emerged in El Salvador, Guatemala, I1tonduras, 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 earlier chapters, shifts in leadership in Guatemala 
occurred in periods of economic collapse and social discontent. 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 tile early 1900s many of the same economic pressures that Costa 
Rica experienced helped to stratify Guatemala's social structure further.44 

The government gave major concessions to the United Fruit Company, 
which began banana production. A new groim' 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 ;.ral Jorge Ubico (1931-1944) stepped into the vacuum and 
provict, J a typical realignment of landowners, the military, and foreign 
investors, a new element in the system. 1is economic policies were 
progressive. 5 He promoted private sector development. Iis fiscal policies 
were conservative. As a result he did not spend on substantial 
improvements in education or health, lie abolished debt peonage but 
maintained the vagrancy laws under which every Indian had to work for 
wages 150 days a year. Hie 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 II 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 Joso5 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 tile CIA backed 
a coup led by Castillo Armas in 1954.1" Armas and his successors steered 
a course of economic development with few social investments, which 
continued until the late 1960s. 

http:further.44
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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 econonic growth described in Chapters 5 and 6, which 
included export product diversification, indUstrial import substitution, 
and the development of a regional conmon 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 l960s 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 )emocratic 
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 ioade 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 owilng to the earthquake of 197b, and in El Salvador the 
revolution, coups, and countercoups brought the process to a halt. 

So El Salvador, Guatemala, I londuras, and Nicaragua entered the 
late 1970s without the three elements necessary to ensure high human 
development performance-articulated policy values, sustained coalitions 
to support thlm, 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. Eventualy
all Central American governments responded with double-shock policies
of economic adjustment and political opening, which were very diffi­
cult to implement. Were these upheavals simply another stage for
rotating elites in the region (Costa Rica excluded) or did a more prototund
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-osta Rica,
El Salvador, Nicaragua, and Panama-mav have crossed the threshold 
where stronger, more lasting human deVxelopme,nt gov'ernance 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 

Fi(.uri 7.1 Central American Regime Transitions, 1978-1990 

Breadth of L.eading group in the transition 
agreement External forces Society Regime 

Narrow 

Panama Guatemala 
Honduras 

El Salvador ----------.. . . 
Medium Nicaragua 

- -. ­ - -. ­ - - -.. . . . . . . . . . . . . . ... 

Costa Rica 

Broad --------------


Sowi!: Author's sumrnary of participant percept ions, I conference onHarvard (totral Anwricantransitions sponsored by the World Peace FoUndation, I991. 
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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 revolution. 

In Nicaragua and 1 Salvador new governance structures emerged 
through negotiated agreements among ke' coalitions representing a 

relatively broad spectrum of ideologies and social groups. Societal-led 
movements overturned earlier governments, but no single internal group 

proved capable of imposing its will on the others. Power relations were 

altered precisely because these military stalemates led to negotiated 
political settlements with broad support. Property relations were 

substantially changed bec.ause of land reform. Finally, the ;uatemahan 
and Ilonduran transitions were military regime-led adjustments 
negotiated with a narrow spectrum1 of grou ps, which left elements of the 

traditional business, .ivil elite in a predominant position. These transitions 
may do nothing more than repeat the old cycle of Central American 
military and civil realignment. For e\ample, key participants in the 

Guatemalan transition of the 198s lament that their nation again 
postponed a social realigInent that would allow for more power and 
participation from below . Former I ionduran and Gutatemalan military 
leaders warn of the continued independence of the armed forces in their 
societies."' Let uIs look at these transitions in '10e detail. 

Costa Rica: I'im' tning a transition in process 

The Costa Ricans have made major headway in the economic and political 
transition that bgan in 1982. Their nltion has achieved successful 
econoic stabili/atiim and several phases of an adjustment program. The 
basic parameters Of the outtwaI'dly oriented strat,.gy e e accepted by both 
political part ies and the general population. Although there was 
disagreement abiOlt the speed of this transition, broader coti,ensus iad 

been built through intensive dialogue amllolg government, business, labor, 
and communiti v gr tOtps. As a restIlt the basic direction of economic policy 
remained unchlng'd even when the National Liberation party was 
replaced by the Social Christian party in the elections Of 1988. 
Furthermore, the natiol survived the temptation to restrict basic rights 
and drastichllv increSe its police htudget dIuring the heightened tensions 
with Nic.r,ua and Panama. 

The two biggest chalh ges to (*sta. ic,a's continued transition are 
conIsolidating the otwa'dly*riented ecomlic 1rowthand tine tuning 

the demiocratic pr 't,.,ss.I ti vi ctni solidating the newhere are barrier-, to 
outvardly orited conomit mtodel. First, vested economic interests still 

pose veak resistance toopening the eCOn)V. Members otf business 

chambers and commut, nity groups continue to fight the reduction of 

http:strat,.gy
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specific subsidies. A second threat is the reaction of low-incone 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, dynamic catalyst of economic and social activity. Thismore 
change implies a reduction in the role of public enterprises and a search 
for new private or mied alternatives in bnking and insurance. But 
such systems have proved extremely difficult 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 .jualitv health 
and education programs without large fiscal deficits. Finallh, according 
to leaders in both major political parties, the ei ucation s\ystem Will need 
to be completely reoricnted to help cititens work in a competitive 
environment and to help public sector employees change troi a 
bureaucratic to a service-oriented mentality. 

The Costa Ricans' second major challenge is remedying the "vices" 
of democracy. This reluires creative responses to four basic problems. 
First, manv Costa Ricans decry the excessive time and attention both 
parties gave to political campaigning as opposed to governing effectively. 
Often candidates begin campaigning with in a y'ear of the last election. 
Second, both political parties need to OVerhauIl their intlerlal rules to 
permit more democratic control and participation Third, the older 
generation of political leaders who played important rit in the re\'olution 
of 1948 are reluctant to surrender key positions tothe younger generation. 
Finally, opinion polls show that the public belie\Ves there has been a 
serious increase in corruption in bi t h pulblic and priva te life. This may' 
heighten cynicism about the vale of deniocrat ic government. 

El Salvador, Nicaragua, and Panama:Consolidating 
fragile but important begin,ings 

Salvadorans, Nicaraguans, and lPandumanians express optimism about 
the transition process. They point to the negotiated agreements between 
the Sandinistas and the govt "'nment ot Violeta (hamorro and between 
the FNILN 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 dev lopment of dynamic 
new institutions are important unlinished tasks. 

The barriers to economic reform are forniidable. In contrast to Costa 
Rica, which began its economic stabili/ation in 1982, these three nations 
were beginning such efforts ten years later and After a series of aborted 
attempts. Furthermore, unlike CostL Rica none has vet found a model 
that provides growth, emphlyment, 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 all 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 tile 
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 "pifiata" in the last 
days of Sandinista rule. (The pifiata, say critics, was the process through 
which friends of the Sandinistas received property before the Sandinistas 
left power. The Sandinistas argue that there was no piinat-.) 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 resurrect economies on a base of poverty, after war, with 
minimal external resources is m, easy task Under any circumstances. 
Finally, moderni/ing tile state and making it an efficient promoter" of 
economic and social devehltment 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 gllue to hold the tra lsitions 
together. NicaraguanIs lament the sporadic outbreaks of violence by what 
,Cey,called eo<i(mtr and n'VOMm groups (de,1o1bili/ed former contra and 
Sandinista soldiers) dissatisfied with the outcomes of the transition and 
backed by political extremists oin both ends of the slctrulll. New formal 
government institutions like legislatures, eWcutiVe staffs, and judiciary 
must build competent staff and sound procedur'es. The new politica! 
parties, UniOns, civic or!;aniations, and business chambers need 
considerable strengthening to represent their constituents effectivelh. A 
deep change in political culture through massive education and by the 
example of efficient, fair government is needed it democracy is to have 
a chance. Finally, the bou ndaries between militaryv and the new civilians 
in government remain ambiguous. For example, the minister of defense 
in the new Chamorro government in Nicaragua continted to be I11mbertoI 
Ortega, one of the nine Sandinista commanders and the brother of former 
president Daniel Ortega. In [lI Salvaidor it is not clear how well the 
agreements for establishing a new police force and civilian control of the 
military will actually work. While the abolition of Panama's National 
GuLard provides a real tpportunity for a new organi/ation Under civilian 
control, the task of developing such a new group is not easy. 

In surmmarv the Salvadoran, Nicaraguan, and Panamanian transitions 
demand further articulatiol 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. 

Guatm'alaand Honduras: Inifiating a ior lasting transition 

Most of the threats to the transitions ;n El Salvador, Nicaragua, and 
Panama also plague Guatemala and I londura;. 13ut there are two 
additional serious concerns. First, the reassertion of power b\ traditional 
groups may again po-tpone needed social transformation. For exa mple,
the former G(uatemalan defense minister stated that bu1sness pressure 
groups ill Guatemala almost brought the C'ereio gi,vernment down over 
the issue of increased taxation aid social expenditures. They not o11 
protested, he said, but encouraged elements with in the nilitar\' to try' 
two unSLICCeSSftl coups. Tle postponemet of social transtlrmation max' 
lead to a bloodier transition later. 

FinallV, in the absence of real coutintervailing pressures, the militar\, 
will keep its predominant role. The I (nduran military still maintains a 
high level 01 formal, structturall inld ependence from civilian Control. 
Although Guiatenala's new constitutiot n permits executive oversight, 
civilians have been unwilling and afraid to take tile reins. 

Is Speeding Up Transition Processes for High Human
 
Development Performance Really Feasible?
 

At the end of Part 11of this book, I offered an optimistic message: I 
said that policies did make a difference in human development perfor­

,mlince and that llation could at least loosen their conte\tual bonds to 
promo1t0e hllm1anl developllenlt p-lfoaInlIce. A clser exllinatioll of the 
Central American nation; reveals a n1t0'e som ber message. Ill fact lligh­
lerfOrladlce hunman developmlnt governanct, structutires are built upon

values, coalitions, and institutions that take v'ears, and even1 centuries, 
to form. SoMe Of tile m1ost perceptiVe students of denm1cratic transitions 
believe that tile process is a1i eVt lUt itmar\' one that ma\' be impossible 
to rush. Ior example, Robert -'. Put na m argiues that today's relatively 
effective democratic infrastructuire in No rthern Italy was built upol a base 
of civic orgni/atitns formed ceilf',rit's earlier." ; T'le lack of a similar 
infrastructu re in Son her Italy, he b ieVes, can be traced to the absence 

ltligoll 
tion is intimately related to a more coiplex, long-term p:'Ocess 

of this earlier civic base. Sanliuel I u drglS that democraticZ, 
of eco­

nomic development and modernizatiol. More recent work (including
Chapters 3 and 4 of this book) on the management of simultaneous 
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econonic transition and political opening in the 1980s provides evidence 
on the difficulties of speeding up managed change.5' 

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.' 2 While acknowledging how little is knovn 
about consolidating democratic transitions, Graham Allison and others 
have attempted to identify key inter\'entions to promote democracy.' I 

Although there are no Rihs for speeding tip transitions, one can at least 
identify the barriers and suggest the policy interventions that might help 
overcome them. Each naton, however, must ident ify its own problems 
and craft solutions based on its own situation. 

Barriers to transition 

Although my analysis in this chapter shows that every nation has a 
different set of barriers to transition, it is possible to cluster them into 
five areas based on their origin in (I) the institutional context; (2) civic 
organizations; (3) political partie.,; (4) legislative, executive, or judicial 
institutions; or (5)the Inllnistlies ,xld g.1vernillnt policies (see ligure 7.2). 
Such iianOrgani/ir g fralewVork is IseftiU because it helps identify where 
reform programs might be mnloe speciticallv directed even though each 
nation mu,st find its own road to transitiol. 

Barriers inthe instit0itiml c utitI The institutional context may be 
thought of as the cluster ot comple\ rules that govern the in ,eractions 
among civil society, political society, anJ the state. Nonexistent or 
imprecise rules Of the game continue to be a serious barrier to transition. 
The presence Ot formal rights and the absence of real, enforceable civil, 
political, and economic rights reult in low levels of confidence. For 
example, unclear property rights after a decade of revolution and reform 
in Nicaragua made it difficu ltto attract foreign investors ad to convince 
Nicaraguanus to as I the !a,:k of experienceinvest Iel.addition with 
dialogue and negotiationl as Opposed to violence, confrontation, and 
repression made consolidating the transitions d real problem. 

Barriers in ciil socictu Alth,,iugh civil society did not flourish in Central 
America under anlh ritariali rule, citi/enS were permitted to form 
business, labor, and private associations to promote their civic interests. 
The state permitted nongovernment miedia to operate as well. The terms 
under which civic groups were permitted to function fluctuated. 
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SOm.etimles groups vere permitt,-d to operate freely, but when 
governments felt threatened the\' generally imposed press censorship and 
states of enernency. 

Liberalization in the I980s 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 filled the vacum. They not only defended specific sectoral 
interests, but also engaged in broad-based political action. With the 
opening Of political lile, leaders Ot these civic groups had difficulty 
accepting a nlmle restricted role and d less confrontatitnal styIe. 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. Ft rt hermore, new orga niiitions lack the 
skills and experience to develop strategies, structures, and processes to 
allow them to be self-susta ining and to have real impact. Most grlu ps, 
including the business pressure groups, have vet to serve as a source of 
policy ideas, legislationl, and debate. 

Bharriersinl political ;(Cif'tft The new demt)cratic transformations permitted 
anl expanded role tor political parties but created a new set of problems. 
In societies where a strong political party, like the National Sandinista 
Liberation Front (FSLN) in Nicaragua ofr the l)entocratic RevolutionarV 
party (IPR D) in I'anatna, doni inated pr0itiCal life for a decade, it was bard 
for new parties to cIt pete Oil a level playing field. In addition, man\' 
Of thie old political groups like the Nat i al liberation Mtvement (MIIN) or 
the Deniocractic Institlittintlal pIarty (I'll)) in G;Itteni ,-t had been parties 
of notables that really finctioneid only at election time. Sqtill others were 
totally depenident upol a single charismaatic figure. ,NIodernizing old 
parties has been a major bottleneck in the t ransition. 

Old minority parties and new parties have special problems building 
professional organizations capable of contesting power and then staffing 
an effective government. Fli'e Christian I)enlocrats in L Salvador, 
G(uateIala, and Plainata, tor 'xmpli', haid operatei u.1-der severe legal 
restridtions in the past. Their leaders were tunder constant threat, and in 
El Salvador and Cliatemala ssaSsiintioIn',' ire not ilnfreiquent. One 
Guatemalan participant noted that his party' had had to spend sO much 
effort simply iournting a successful eliction cain paign that they had little 
chance to think seriously of what policies thi' w iUpursue if they won. 
lie added that they had problems even staffing din' nc' government xxith 
talented people. A final prblei'I for all parties was the democratization 
of internal procedures and thie development of a professional staff capable 
of developing policy positions. 
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Barriers within tie stat: New h',(islatlrs, 'AectiZuT1t, IChes, aid judicial 
institutions The assignmelt of more d\'namic roles to legislatures and 
the judiciary put tremendous strains on these antiquated institLtions. For 
example, many newly elected officials had virttllV no eNperience in the 
legislative process, critical analysis of national priorities, or evaluation of 
programs and budgets. Furtheriore, procedures for conducting 
government blsiness had to be invented as denocratizatioi advanced. 
One lanamanian leader not'd that in the fi rst public legislative budget
hearings neither the legislators nor the e\ecutive officials knew quite what 
to do. In additiotn, there was no tradition of legislative :taff work on policy
issues. The vice president Of' tile Salvad Iran Asselmbly said he had no 
staff for policy analysis. I le felt it had been easier to operate clandestinely
than as a kcy player in ,I legislative assembly. Finally, maiy Centra l 
/\mericans nioted thb.t the pressures ,tguaranteeing a fail, open civil and 
plitical process put special strains on the judiciarv. Systems were 
cuoIbersmle.Il'g. s were paid poorlY ,ind Were susceptible to threats, 
intimidation, and corruptiol. 

i/h' 111i1srIlarricrs within tht st1tc: c 1s c,,'rmilvllt / 1ro\'r1ns The 
transitions will only be as successful is the abilit' 1It new governellts 
to define coherent plans for ecoltmllIiL. ,ilad poitical devehIllellt an1d to 
carry theln out elficielntlv and fairly. With the e\ceptioll of Costa Rica, 
new governmlents IWve not been effective in detfiniing an wconcimic strat' gy'
to generate growth, empl i ment, and mor1'e eqnal incone distribuliti1. 
KeV linistrits did not halve the talent to ptfornil policY analvsis or 
ilmplement prograls effectively. [he ministries had aurbig.uItlos, ibje ctives. 
They were overstaffed with underpaid and unmI1otivated Officials. Finally, 
the lack (If clear rules for civil-militarv relationships left the door open
for theiret1u i (If ''a firm hand in governnleint'" should the civilians prove 
incapable of pro\iding effective government. 

Policies for stt'engthelntil transitions 

lEach nation faces different problems in its transition process, and no single 
set of actions will cuisolidate the transittions in every cOu litr'. It is 
possible, however, to talk about the potential ways that par'ticularIbarriers 
can be overcome. The list that follows is meant as a device to stimulate 
leaders and policy makers who believe their nations have paiticular
transitiom poblelis (see Figure 7.3). The' moItivated by the spirit thatare 
Oile shOtild lot mention problens without beillg willing at least to think 
aboIut solutions. Each nation, however, must craft its own solutions based 
on its particular situation. 
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!hstitutionalcontext 

1. 	Complete the constitutional reforms that establish the separation
of powers and the basic rules for democratic government. 

2. 	 l ormalize the guaralntee ,' basic civil, political, and economic 
rights. 

3. 	 Insure the legal recognition of new civic and political groups. 

4. 	 Promote the resoltiton of conflicts through pacts, diah igue, and 
discussion rather than through violent conflict. 

5. 	 Keep international attention focused On regiornal advances and 
also on abuses. 

6. 	 Use the United Nations and regional olgani/ations to help 
monitor peace agreenents and the transition process. 

7. 	 Promote education reforms that favor problem solving and 
awareness of basic rights. Pronmte basic education. 

Civil societiI and cizic oi iizii-tjiws 

1. 	Stimulate tile formation of new civic organizations and 
community-based problem solving. 

2. 	 Provide training and technical assistance to help new organiza­
tions define strategy and programs and to build their capacity 
to be dynanic, sell-su fficie nt oIrgaiii/,tions. 

3. 	 L ncoutrage civic rga ni/a toins to put prtessulre nl g \vernllment to 
be responsive. 

4. 	 Stimulate civic and private organi/ations to provide programs that 
force government to be cipetitive ad more service oriented. 

Political soCiet0l and politicat ;arties 

1. Support electoral laws that make the election process clear, 
transparent, and efficient. Rely on international experience and 
monitoring when fairness may be an issue. 
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2. 	 Encourage redistricting to ensure fair representation of citizens 
by politicians. 

3. 	 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: Neu' heislatures, executiVe stalls, and the jtldiciani 

i. 	 Use best demonstrated world practices to design executive, 
legislative, and judicial procedures. 

2. 	 Provide training in p, !icy design, rudgeting, program evaluation, 
and the legislative process to newly elected officials. 

3. 	 Promote the establishment of professional analytical executive 
and legislative staffs. 

4. 	 Support an independent judiciary Protect judges from 
intimidation. 

5. 	 Combat corruption. 

The state: Ministries and ,govermnent proWraIs 

1. 	Encourage the search for economic strategies that stimulate 
balanced growth, generate employment, and invest in the human 
capital L,,se. 

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 succesisful transitions, adoption of 
some of these proposals, where they apply to specific country situations, 
might increase the probabiFty 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 h-ealth 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 wh en 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
 

Ihave 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 miight 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, Liberia 
actually lost ground and finished in the bottom twelve. 

I 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: 

1. 	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 external econonic 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 to, ,;erve the development race with two 
different sets of field glasses. The first et 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 development 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 ((,NP) than low and medium performers. 

Did Policies Play as Important a Role in High Human 
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 oerformance. The economic and social policy 



183 LiSONs Wl I It \\ )1 \ II t)l\l NI1 

choices of the winners of the human development ilprovement race vere 
quite different from those of the losers. FOr examtple, high human 
development performers spent an average of 1.7 percent more tif their 
GNP per year on education and lhealth than low performers every year 
between 1965 and 1987. 

Although it is impossible to establish clear causalitv, there is strong 
evidence of the relationship bet ween policy choice and improvements in 
human development status. For eCanlple, C osta Rican and Panamanian 
investments in rural health, educLation, water, and inrastructo re prograls 
coincide with the disappearance of int.,,tinl para,ite's f m 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 I1 -lls in 1:1 Salvador and 
Gutlemnala, where similar investments Were not ilade. 

So policy choices provided a substhaultil part of the explnation 
for achieving high huIman developnment ,tatls. In fact of the six key 
characteristics of high hlmln developlent pe1rrmance,, oly1V a counlltlry',s 
geographic location is no0t subject to policy intervention. As already noted, 
there is no way to mlov\e Chad to Asia. If I'gion is a surllgte for ilportant 
but litll., cuItural characteristics, howvT,;er, then it 111aV oneuinderstoltLd 
day be possible to learn more about how to speed htlunian devthplllop llt 
bv ,sin,; key elements Of local culture. 

Optimism about the role of pollc' in l mai devehll plen t ltLst 
be tempe-ed With iahealvv dose of reallism P>iradoLxicallv, th, factors 
illst easily subject to policy intervTntion like excdllnge rates and social 
spending provided less hun dveloplenlt disparity reductiol per 
unit than factor: like politicl in(sta ilit linguisciiC diversitv. Unfor­
tunately less is knoiwn about Iolw to .trengtllln poiiticaI institutions
 
and increase ethnic thlin iabLt devllui ng ctilrtnti, nd
harmon v ha 
increasing social spending. Furthermore, the tactor, that were hLast subject 
to policy intervention, like a countrv',s lotion or human 
development status, 1t,,let yielded th largestat in theorv, \wOuld hIve 
human development gains per uiit tf had itbeen tochange possible 
infllence tl1hm. But no0 Cnec,111turn back tihe clock, for exaplll[le, to 
1930 and increase Chad's ed uCalion ind health spenldinlg o illsatits 
populltioiu enters the th .' dL'.TlOpnwent rice in llh-mwith a ,stroi ger hulnan 
capital base. 

AlthoIugh policies matter, tlie pr cess, otf rmrnrl c,,liC\ ismcLIh slower 
than optimists woiuld hope. Stable political enlvironmnlit, aid cnIsistent 
long-term policy commitmients prv(l to b-e Ili re, imlpmrt,1iit than 
quick doses of ccnnlmic aind social retorni. For eItln.It, ( .stl Rica's high 
hliinil developmeit status bv 1987 was strongly depeiident on past 
policies to build the hunln capital base, which can be traced back to at 
least the !8801s. 

http:eItln.It
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These general findings were reinforced by a more focused look 
tnrough the stronger lens at the Central American high and low human 
development performers. This lens enabled us to pinpoint interactions 
between conte\t and policies that were invisible at a more general level. 
We could see, for e\ample, how e\ternal shocks created waves of political 
instability and set the stage for leadership rotation through cou ps. We 
ulnco\'ered a comple\ and mses pocess Of challge illwhich new leaders 
established key coalitions, experinmented with new ecotnmlic strategies 
to diversify products, markets, and sectors and sedrched 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 for the underpinnin gs ot high human development 
performance described abl ve began with an e-\ploration of the role of 
regime type in mobilizing tlese achieveients. To the disapp)ointment 
of ideologues of all perstait ns, the list )t high perforlers gives no edge 
to either formal denwtcracies or nondemcies. ]he econoInlie,s Of forml 
democracies, hoLwever, grew seven-tentI s Of a percent faster aInitlallv 
Oetween 1973 and 1987. Ihut such gr11wt0 was no guarantee that 
governments would ahOL 11t V "e lrces for- htUm,1i1 deve]oplent.nI re-,si 

While the fMnri ecxistence (0 delckraLy'V i noiildencracv at a 
national level did not matter muchl il high human development 
performance, the w\inner, and Oser', in the huma devethpIeiit race had 
substantially diftierent unLerlyiNi; governanllce stIUctur es. (.overnancl'e
struictures wvere defined as''thl~e combinationa of institutio n, and rule~s that 

manage the relationls w'itlhin and anmong Livil society, political society, and 
the state.'' 

The goTverll,ce structumre' Ofd mS IiIl h11an1i develhplllent 
performers showed certain sini ilarities. [hey were actiVe promoter states 
(as opposed to producer or regulator states thait pursued outwardl 
oriented growth based on muarket iech,uwisms. IhcvI had strong 
leadership and high levels Of I-CsOUrce cOm1itmuenl and iniIovatioI in the 
area of social policy, Their gi )veriinle4It s1ending4 was bet ween 20) and 
30 percent of GN'l.They had ,itleast ediu levels ot politicaland civil 
rights regardles,, of regimeltpe. lh v pr nnoted mnechaii sinstor twi­
%vayconmntiCiicatiil betve'n citi/eIs and g v'erlllnients even wlen formal 
democrac ' did n Ot e\ist. inally, t hey had high policy continuitV and low 
political instability for long periods o,f time. 
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Medium human deveopment porformers typically had larger, nOre 
interventionist producer states with lower lvels tit politlical aId civil rights. 
LoW human development performers had small r regulator StaLes ,thatleft 
large segment, of the population out Ot their sphere entirelh. They used 
rigid, top-down mechaiiisms with IOW levels Off iv'il and political rights 
to dominate tile populatiolln with in their reach. I his gi LTenae stvie helped 
contribute to high levels Of political instabilitV aInd regim,1e tiirnuix Cr. 

At the core iOfhigh performarict gytII lance Itrtiturt'"1 xtil a trianhgl' 
Oft prevailing policy values, kev plitical coalition,. and IIllpheiilLiitiug 
instituitns. his core, h.owever ', evvd oVer ctO\ale A IOk toir 
e\ample, at the Origins of the critical triangl, in Central .(\m i i a rttitll. 
a iourney back to tile colonial period. (oo[peraItioNdw l 'i,,ec1aWtor 
hu llnsurvival in Costa Rica in th, 1;(0), whilte in ( uiattinallla a bier­
archical, uthoritarillan cultureC emertugted basid oil politiall. i,onlovlc ,andt 
religious dominatiol. These initial -trIictir. h,'lIped o.IitiOri thiC rWac­
tions of key groLups to the )rgall,tioil Ot ne('w%prIdutk t ,,\ ,teini1, tIt choitce 
of eLnolillc strategy, and the willingnes, to malk' 10 al IM'. tineints.i 

How and Why Did the Wave of Rapid Economic and Political 
Liberalization Take Place in the 1980s? 

In light of tile evidence that hih humlan de\velopmLent performers 
implenIlented coiuistent pi liciesLiver ,La]iiger peril d Lit time, tinder condi­
tions of hmv political instability aid relativelV c10,ir rlies of tile galelt, it 
is lard to) im1agine, why the pulsh for rapid political and eciioinlim liberali­
atiolln became, p0pu1tr ill tilte )S. i t i, tually hard to understan1d what 

double-shOLk poIicies haveito di with it 'liuiai devlpnet stolry. 
'et tle of ditible shck is i key element in tlilt' llmail 

developnent race becalSe it was a pol icc rVsp-lie to hlie Itrilng iternal 
shlcks caused b the sCld Oil price hike lti N178 ald tle glh il recessill 
of l1)82. These shocks affected the coiidittilns 1ilnder l ii 11thle lat ten vears 
of the lllan deveiipin tl race ullder retVIt,, here \, as 'i l. Iver' rUlii her 
had to adjuslt its SlatLegv in the last lap 1 the rat hi theseil'w ci ililioli. 

The wave wa',s i t ar illusiin clt ated bv the m-,edia or pilitil,1 but 
rather i tidal wave with three different curretls: p"litical liberaliatiur, 

.ettllliIic reqilill, antd dOlibi, shuck -- illil tallie ecoullonlic ,1tl pilitical 
reform. A,, a result iif tll' first cuiret, piilitical libirali,til, the num1ber 
if iiliocrati: regillt nils g rill sItVe'ut'il tiii devehi ipiiig ciitinutr, 
ninety (11) percent) in 19)73 to thirty-i iglt (.11 ptrtenit) b IV191). Further­
iore, tile ilulber iOif uiltries with al hit me'diu in evil, tit civil and 
piolitical rights (mLeasured b' the . *astil ide'\) increaett in :7 percentl ' 
in 1981) to (i8 percent in 19)89). 
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As a result of the second current, econtOmic liberalization, thirtv 
nations participated in World Bank-sponsored structural adjustment loans 
between 1982 and 1989. Swept along by the third Current, double shock, 
all of the Eastern European nations beganii a difficult process Of political 
liberalization and economic trai. ition to the market. F.rthermtore, 
between 1982 and 1988 at hlast thirleen de,'ltTping; nations ttok double­
shock medicine as well-eight with IsSistdlhe fr0i tile \Vold lBaik and 
five without. In the 1980s the ntiinber 0t developin, ctlintrie, adopting 
double-shock policies was more than thirt . 

Although it is tempting to blanme aid do0ntt, tot imlposing double 
shock, in reality many countries acted tar in ,dVdlie tt the donorM.s to 
correct serious imbalalces e\,Lerbalted bv tlie e\teriI ,llocks described 
earlier. The wve bega ii in dithLtee ntways in each :.r illpie,1tegit t 0'xa 
in Latin .\meric- earl' dontbe-shock policies ill .rgentinad razil, nd 
Uruguay \ere regi me led, ntt e\terntliv i i pt sed, a 1d hetert dtO\ ill their 
application Of e.o0n ic t leories. liese djust ients were triggered by a 
combination of shockkS, in rnat itial events like thel, ,klards \War, an1d the 
popular rejectim of authoritarian regiesll thait lad presided ovTr eCLitmlllic 
and political co0la pse. 1h shipe ot1l11ect rid Wave ill the 1)8{}Sniid-
in Boliiia, C(osta Nica, i1d ( ,utl11da 11m ),ritlillIo\. It was lorniled 
through a comn0 ation iltenall Vto. [opressue.-, learningt.t r'e'sponses donrt ­
based on observation oIf other proceses ot 1 litic,eorn1, d1id p presure 
for democratization fromithe Unitedlt a terti Iluropean variant 
began in the later !8( )s. It a1ccelera ted 1i0 bec,i ii se Ot pressuiVre trtm tile 
International MonetarV 11und (IIF) ,ad the World ,lank, but becaLse Of 
the inability of totalitarian egim111 to ,aVe Ott econolic collapse. It was 
carved out of the political space ceded to the oppt sitiou bv MOscow's,' 
policies of glasnost and perestroika. In Asia the imarket- triented nat ions 
substituted single- for double-sIh{ck policies. I-hey st reainIi ned their 
economies and en',aged ill con tr lled poli ica Opeti rigs, fttr eanMphe, in 
Taiwan and Korea. 'File frmerlv ceiitral lV planiod eC.LOiiiies in Asia like 
China and Vietnlm 1ls( tried single-shock ect ltntmlic ret rn without major 
political transition. Finally, the Atri(,m versitli i t double shock began 
in the late 1980Is, al'iiost ten years altL the first ILatii Alierricin e\periilients. 
It was brought oi by iitern atitnal ripple ef'cts and dono0r pressure. 

Did Countries That Rode This Wave Improve Their 
Performance Substantially i)uring the Htuman 
Development Race? 

Fev nations -were able to maintain t.," pace Of their human development 
improvements ill the 1980s. The World recession of 1982 and the oil price 
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shocks of 1978 changed the nature of the huIman 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-shi ick policies. The\' restructured their economies and 
stremlined their pu hI ic sectors. In Latin America some Cotntries used 
single shock as well. l:or e\,tnplh,.Chile's earlier economic restructuring
allowed it to concentIrate in political opening. Costa Rica, whose demo­
cratic .olitical institutions. were uite healthy, was able to focus on economic 
restructtrh-irig. The weak'" runners hoLdeveloped seliOus inbalances during
the race, like BHolivia and A,,rgentiln, were forced to consider double-shock 
p(icieC,. Finalh', thi shivest runner, like Ethiopia, Chad, and Somalia 
stumbled Ii of wartl'r the bu rden'ris and political instability. 

There is a strong indication that high human development performers
founid it le ss ni'ce'V to thke doLuble-shock medicine in the final phase 
of the himan development I'dte. hi tact mnlh' 25 percent of the high human 
deelpment perftimil, llsed uLourl-sl.ock policies, while 50 percent of 
tile ie1d itll ,lld (1)piC'let it the IMw perkorrners had to do so. 

\lthlrrgh the I 1V per 'iod, thost't' a '~l,01ri l" 
ecimmic ari plitical i1irm1n did 1ichve sI ne pisitive results. Countries 
that adopted \ Id aillk adjLi,tnlIent programs did reverse serious 
'conorlmlic collaps.e . NIanV niat ioi' like Bolivia, Nicaragua, and Mexico 

ught hy\pei n tatin)i1 UdIr 

\ 0H( w\'ho embarked on 

rl ,ntmll. Ot)hems red uced the size of tile state 
and aide it mllire itt ic ent . :\ hAte nat tins made the transition from 
stalbili/atioIi to tljt lt.i Hytk l1ged the composition of their exportadL ' 

base tl 0iver'.lttl priOdllt malrkets, alld sectors. On the
hri ngh itti) is, 
poIiticalI side 'w eel baLk chaIIWls %xre i pied a id lnecha nisms other 

i 

L'ntotundtelv the '.i;li'- anod diible-'lI ick policies also had their
1nC, ;atIv\0 tLOiIIelllen' C,, 14)111t, nll t (.,d iOn by'wrenching
 

than i,ups were deviL il~Cd thicliarigi rg top leadership. 

t~ll ill 


thil t'c0iinlilthtith dOeP ect'siiii t()ir Which they have Vet to recover. 
hit ninniled ettkctive ltahili/,itioIl \withoult Ilstering a real structural 

aulljn'trin! N irrow-iil , p iilt ,iil'i.'l'. '.i)iln'tiineS led an indiscrimi­
nate attack on the .itt ihil i'l'-,hi p dtistnent' 'tIttilo to )nitit,eite 
tir hman uhevlihiplir. lriiil 'ituuli',' by the :.N. Iducational, Scientific, 
,aid ( 1tiU il o,4 an1ii/it'ill (-'NI )( ( ))indiChtd thiat tile social Co.;ts 
(! .iu'.t mint on hiluh-i-k g itups like viling children and pregna-it 

Althin,ulh the dli t)ii ,. i,lpid'riiriniuuc in the late 1980s are not ye.
,avail,ibl h irr ''- tw iiindcit iI tlhit eic'Icatitin and health levels in 

e'vi'hiipiri ui l tii,' d(t'tiiri-tuild. hQ-r'\dilpleI, Cista Rica, whose data 
base is il1n' iC !.ripi ' ,i it inl intitnt riourtalitv in tile early 1990s. 
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Reduced expenditures for health coincide 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 max' sacrifice several 
generations of people and slow down future human development 
ilprovelllent decades from nowv. 

While circu msta nces forced manv nat ions to adopt double-sh' ck 
policies in tile 198(s, performance improvements have been slow in 
coming. New denocracies are not Isecolnomically strong as old ones. 
The economic perlormiance track record of tile thirteen double-shock 
nations I couiId identifv in the 1982- 1988 period was worse than the other 
nations in the sample. 

It is too early to say e\actlv who lost less in theil198s. The list of 
countries repu ted i iave achieved slUccesSfll economic or political 
adjust ment in this difficult period, however, has a disproportionate 
number of high human development achievers from tI e 1905-1980 period. 
Perhaps they\Were more capable of living off the social margins created 
by their earlier high human development policies. 

What Lessons Might Be Drawn for Development 
Policy for the Next Decade? 

Policy makers facing the ne\t decade might ponder the following 
Sumlniaix' conclusio,. First, developing nations are not prisoners of 
their collte\t. 

.- econd, ecnnL0in and social p,,iicies and policy lakers do make a 
difference ill lman deveh pmlent rlce. There aretilt' plenty of specific 
policy lesson" to learn Irom countries that have reduced infant mortality', 
increased literacy, and re'tructu red their ec 'noniies successfull\'. 

fhird, pOlicie , to reduce political instabilit\' and cultural impediments 
to development have the potentil to yield glaIt benefits if tley,' can be 
designed realiticallv. Ilfltic ies i ust, however, be cr,. ted based on 
individialt irctianct . 

iourth, the poWstpomenlct of huan developmlent investllents has 
seriotl,1 s1.e1teinct hr h iLai dev'lOpnllllt perfriimance decades ill 
tilt' future. 

Fifth, behind the 1ucc'sslu limani devehlpineIt perfornlers in 
tiltpast were high-perf(inance governalnce strticiures that incltiuded 
elements like activ, pr nloter 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 k<orthwhile to consider how such 
structures might be built elsewhere. 

Sixth, beware of simple recipes like liberali/ing Or reducing the role 
of the state. In wherecases the state has been a weak regulator it Will 
be necessar\ to strengthen its ca pacity. Tailor solutions based on current 
hunan deveopnwrept status, governance structure, and tile existing 
barriers to refrItn. 

And finallv, achievingl high human development performance takes 
time and patience. DoLuble-shock policies hlave ntot normally been part
of the port fr rIio Of high hurnan development performers. Instead the 
process fl'tml which high human development policies have emerged was 
a gradual one, ot ten involving decades. It incluued both the managed 
as well as evtolutionary formation of triangle of values, coalitions, anda 

institutions that termed the toMtrdation 
of high perormnrce go'ernlan1ce 
structures. Che.estrrctures, ill tIIin, proved capable of selecting and 
in pIenmen ti ng creative h u mani ileve pnierit policies. 

[1ris last cocllu]lioll is lllmIlt to se've aS a warning for those enamored 
011uick Iixeis aid rapid policy impurct. Iris book shows convincingly that
policies cannot even ac h til agenda for approval without solid political
coalitions that have a strOne ctlmitlinent to inman developient policy
vdlts. lhev i',Iin rt be successfu llV illl[+ellented without the institutional 
inlrastrutcttre ncessary mto ake tv nl \Vel'work. li (entral Amt rica these 
foutndahons enme,rged tlirutl;li a slo. evotlionary pit)Ccess ov'jr the course 
o t t ries. 

ThuIs, the ecOiOniSt'S idea Is expre-sed ill rereSioll analysis that
 
tor everv increment ill I policy vI gt' a1 iCicrllelt t 1/Iht/lman

des ehrpment pt' tr'nce, is si i pl ic. ' Lndernea t Ii thise trausorlationis
 
are living and bretlhing liti ,ria beirigs Wh thIrll ctalitions, express 
V,'alte", ard develo) inistitutionrial iIrr,rstrlutttres, that cn take generations 
th tlll into place. 

[I1is fiial conclst'io has twO serious iniplcatitois for devehoprneiit
prtes'Smioils. First, thilrelilrrre to cMsider the ilititMtiial hrrrirtLatiins 
(It developnx.it tro ,"can :(aI grIoss, ]tlnlnani\' ktld]\V miscalculations 
abtot strateei,s tIll polic' rlorm. Thii is the bigge t risk tor those who 
think that ;Cttr llrcldeT&kornMrci poility right is the e\clusive leaing­
edge strhItitln to the dvlth p r ileiirn,1. Ihis view is evidenl ill many
,,vh iprovide pit V id\ ILt, to Ittvriierll a,stern Furrope and the 
Itrrnier S(tviet Linimi. I , \tl a, il tll' devel,,pjlg world. Th'e rtften fail 
to See ttteuret ilrtituiriirr tabrit coMpleel aId the comlexthe tht 
tlhrerts of iiterrctitnls thIr must be1!Wveill together uinderneati to make 
policies w ork, 

http:developnx.it
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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 governnents they advised out of office. 
These advisers often blame everyone but themselves when their ,olicies 
do not work. They need to incorporate a greater emphasis on institutional 
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 and 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 unde-tanding 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 tile barriers to 
change and suggest how to overcome them, as I began to do in Chapter 
6 and as many policy makers and citizens in developing countries are 
doing today. Such an approach attempts to build upon context and culture 
to increase the p, .,bability 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 performance. 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 for 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 I 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: 
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Step 1: 	 Upper and lower limits are determined from the data set 
(based on 1965-1987 raw scores). 

Step 2: 	 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)Jij= _ 

(max Xij - min Xij) 

I i 
Step 3: 	 A simple average is taken of the three indicators (the 

indicators have equal weight). 

3 

I] Ii] 
i=1 

Step 4: 	 The human development index (HDI) is 1 minus the average 
deprivation index. 

(HDI)j = (1 - /j) 

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 (-IDI). 
I - .706 = .294 

Although the United Nations modified its 1991 index to differentiate 
more effectively among the very highest HDI performers, I have r-t 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 UNDP adjusted income measure, which provides refined 
discrimination among the thirty industrial countries, is not necessary since 
my topic is the ninety developing countries. 

http:2.75)/(3.68


APPENDIX 2 

Calculating the Disparity 
Reduction Rate 

There are man' 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 make regardless of whether 

TABLE A2.1 Three Methods for Calculating IDI Change, 1970-1985 

HDI () Absolute Average annual Average annual 

Country 1970 1985 change (%) change (%) DRR (%) 

Costa Rica 75.9 86.5 10.6 0.9 3.8 
Nigeria 18.9 24.3 10.4 3.7 0.46 
Niger 5.4 15.8 10.4 12.8 0.8 
Soviet Union 82.1 92.5 10.4 0.8 5.6 
SOLR(I: HID sto), and aboltte change lata come from U.N. Develoipment 'rogramme, Ituonra 

evrelopimnil Rel r 1991 (New York Oxford L imevrsit " I're . 1991) pp. ')9- 97 Average anonal change 
and DRR calculations were made with methods described bY lames (;rant, O)i, art, Rcduiton Rates m 
S,'ll) IFd'caItor, Overseas Development ( ouncil, %lono'graph no 11 (Washington, D.C. 1978), pp. 11- 3); 
and Morris Morris, Measuring the Coihtion (it Ir Woh's l',r (New Yoi'k 'erganmon 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% 1 100% 

Soviet Union 0% F 100% 
A B C 

82.1Po 	 10.490 7.591 

Measure 

Average annual Average annual 
rate ot I tDI disparity 

Absolute change I IDI change rate reduction 

Formula B (B;A)I/ {lCi(B + C) - 1} lfn 
Problem Gives equal importance Overstates the Ilas some bias toward 

to all equal absolute importance of initial high IlDI 
increments of change annual change performers and may 
anywhere in the scale where initial IIDI overstate DIRR gains 

scores are low as a countr\, nears 
tile100% target 

A = 1970 t1DI score. 
B = absolute increase in the score betweenL970 and 1985. 

A + B = 1985 II1)1score. 
C = the disparity between the 1985 1 I)1score (A + 1?)and a perfect scale score. 

B + C = the 1970 III)1 (A)and i perfect scale score.the disparity between score 
ii = number ot 'ears. 

,
SOcR i : Author's ctalatioun 

countries have high or low initial HDI scores. This is like assuming that 
a runner 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 1 iDI. 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 [IDI 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 DIR, 
developed by Morris Morris for tracking improvements in the physical 
quality of life, measure, the rate at which the disparity betveen 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 I IDI 
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 

where x is the disparity between social indicator performance in time t 
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.2 
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23. Analysis b' country performance .Alows those with methodological 
objections to the IIDI as a composite interval scale index to analyze performance 
based on more stringent assumptions of ranked performance groups. Special 
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(Washington. D.C., It)71,), p. 866. Although the United Nations statistics include 
more countries, their economic data are not as complete. The world population 
in 1989 was 5.2 billion according to the U.S. I)epartiment Commerce, Statistical 
Abstract of the iltcl States (Washington, D.C., 1990), p. 831. 
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careful and interesting treatment of the same problem in Measuring ti'l Conlitiou
of tit' World's Poor, pp. 52-56. ltenoted that there was little direct relationship
between a country's per capita GDP and its PQLI in any given y'ear. For example,
Sri Lanka might have a higher PQLI (69) than Brazil (52) in a given \,ear like 1965
but a lower per capita GDP (US$157 compared with US5229). Ile argued that
GNP and G)'measures did not account for either improved income distribution 
or social investments that could be made independent of a country's per capita
income level. The current data for 1965, 1980, and 1Q87 partiall' support his initial 
conclusion I lowever, they also support an anal'sis that Morris did not attempt
showing tI at early 'PQIIand I I) status may be a key indicator of future economic
and soci.d performance and status and that growth is necessary 1o ha'e reson rtes 
to ust' for social investments. 

26. Since I am dealing with population rather than sample data, statistical 
treatment uSing analysis of variance is unnecessary. I lowever, the 1'scores and
probability val,'s are given so that the reader can see what [hey would have been
like had I been t,'ing to generalize from a sample to a population. The anal'sis 
of variance data ii. .able 2.1 shows that the four income groups have significantly
different levels of literacy, life expectancy, and I I Dl pelormance.

27. See note 26 for a discussion of the limitations of using analysis of 
variance here. 

28. See note 26 f( .-the limitations of using anal'sis of l-tests here. Within
each income group the countries wereidivided into tlboA' with lower and higher
I IDI scores for 1905. TI-tests Were rutn to look at differences with in each income 
group between those conntries with higher and those Wvith lower 1965 1II l scores 
over the period 1965-I 087: (IDP growth, growth in 'l'I '-adj usted real per capita
GIAW, literacy DRR gain, life expectancv DIR gain, and III)1 )DRR gain. For the 
very low-inconie group the higher initial I ID countries p2i formed significantly
better (at the .001 level) on all measures except literacy (where there was no
difference). For the low-income conuntries those with higher initial I1DI scores
performed significantlv better (at the .001 level) on GIP growth, life expectancy,
and IIDI. Fhe results were not significant for literac' or I'l'l'-adjusted real per

capita GDI'. For the medium-income group, the higher I IDI countries performed

significantly better (at the .01 
 level) in all cases exc'pt I'll'-adjusted real per

capita GDP.
 

29. Developing-country performance groups were selected by dividing the

niety developing countries into three equal groups based on 
their I965--1987 1-DI
DRP score. There is little difference in the final list of countries in each performance
category when an alternative selection method based (m1countrv ranks on each 
of the Ohree IIN components was used. 

3ecaUse of insufficient data for some countries, thte perftiilance groups have
Only twenty-four countries each. The problem of missing data is greatest in the
countries with very low per c.pita GIM like Afghanistan, Bhutan, and L.aos, largely
because ot a lack of 1965 baseline data to computt an index. The countries affected 
are mainly in Asia and the Middle Fast, causing the African countries to be over­
represented. Since many of the very poorest countries witlli the weakest 1965- 1)87
development performance have been excluded, the differences between the very
low GDI' income group and the other country groups may be understated. Thus, 
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if the group differences are still statistically significant when the weakest per­
formers are excluded, we can be fairly comfortable with tilestrength of these 
differences. 

30. Ethnic scale data come from Taylor and Hludson, World Handbook of Political 
and Social ludicators. 

31. Gastil's inde-es of political and economic context are described in 
Raymond Gastil, Freedom in th' World (Westport, Conn.: Greenwood Press, 1983), 
pp. 3-9 and 51-90. 

32. File correlation matrix for all contextual v iriables yielded no evidence of 
multicollinearitv. Problems related to non-normal distribUtions of data in 1965 
IIDI status and l%65- 1987 1IDI disparity performance were reduced by using log 
data. Distributions for the other variables showed no serio,s abnormalities. 

The high [)urban Watson statistics indicated that there were no serious 
problems of auitocorrelation. a inination of scatterplots of the residuals in initial 
regressions showed some problems in overpredicting IIDI performance of African 
countries and underpredicting the performance of some key East and SLoltheast 
Asian nations. The risk of heteroskedastit, due to these prediction areas was 
reduced by introducing dunioy variables for Africa and for Fast and Southeast 
Asian nations. "he regressions on the variables reported here produced statistically 
significant F:and t statistics. 

33. The results did not differ substantiallh' 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 vtriables, a two-step process was 

used for developing the regressions. First, all ten policy variables were added 
to an OLS multiple regression. Then the valiables with the highest tvalues 
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 yielded 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 GI' were reduced by using 
log data. Distributions for the other variables showed no serious abnormalities. 

The high [)urban Watson statistics indicated that there were no serious 
problems of autocorrelation. Fxamination of scatterplots of the residuals in initial 
regressions showed no serious problems. The regressions on the variables reported 
here produced statistically significant F and tstatistics. 

36. For the high luman development performers four variables-political 
liberty, export growth, higher education Ond health expenditures, and lower fiscal 
deficits--accounted for 0.218 of the adjusted r squared. The I and tstatistics were 
significant at the .101 level, and the l)urban Watson statistic of 1.79 indicated 
no serious atltoc(irrelation. For the low hIiman develo p lent performers only two 
variables proved to be significant: political liberty and health and education 
expenditures. They combined to predict about (). r squared.109 of the adjusted 

37. The same procedure described ill note 35 was used in the regressions 
of policy variables .rGDIP growth. results were significant; the correlationhFile 

matrices and the Durban Watson statistics indicated no serious anomalies. 



Nor'ls TO I;ias 33-42 205 

38. See, for example, World Bank, World Devclo;'petnif Report 1990. 
39. John Fei, Shirley Kuo, and Gustav Ranis, "TeTnllVIaI SucCess Slon1 (Boulder,

Colo.: Westview Press, 1981).
40. The same procedure described in note 35 was used in the regressions

of external influences on human development performance. The results were
significant; the correlation matrices and the Durban Watson statistics indicated 
110 serious anomalies. 

41. 'lie 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 Oin GDP gro.'th. 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 two-step process was used
for developing the regressions. First, all significant internal, external, and policy
variables were added to an OLH 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 step-wise regression was run to look at the incremental 
r squared contributed bv each variable. 

"File correlation matrix for all variables vielded no evidence of multicollinearitv. 
Problems related to non-normal distributions of data in average military, health, and
edLcation expenditures as a percentage of 1965--1)87 G[ )p were reduced by using
log data. )istributions for the other variables showed no serious abnormali ies.

The high l)urban Watson statistics indicated that there were no serious
problems Of autocorrelation. Examination of scatterplots of tile residuals ill initial
regressions showed no serious problems. The regressions on the variables reported
here produced statistically significant F and I statistics. 

44. For the top third of human development performers there are four
significant variables that entered the stepwise regres. ioni with significant t values.
The'v predicted 34 percent of the adjusted r squared. Ilk Durban Watson statistic 
of 1.96 showed no evidence Of altocorr('lation amiong variables. Tlt variables 
that entered the equation were nonprogramined change of presidents (3.45t: r
sqiared 0.205), 1Ii)l ill 1965 (). 1411 r squared 0.288), exp. rt product diVersification
in 1965-1987 (2.678F r squared 0.318), and location in Asia (2.7171" r squared 0)340).

For the lower thl:'d of humlan development performers there are four

significant variables that entered tile stepwise regression with significant t values.
 
They predicted 44 percent of the adjusted r squared. 'File I)urban 
 Vatson statistic
of 2.004 showed no1evidence of autocorrelation among variables. The variables 
that entered the equation were nolpr{Ogrammed change of presidents (4.42F r
squared 0.346), 1 DI in 1965 (6.4351' r sqiared 0.39(0), log of health and educatioll
expenditures il GNP in 1965-1987 (5. 1711' r squlared 0.420), and location in Africa 
(2.792F r squared 0.440)).

45. 'Fable 1.9 ielps show that statistically significant effects oil ilurnan
development performance do not always produce the same level of policy eftects.
For example, exchange rate policies contributed 0.0301 ill incremental r squared
to tile statistical explanation of the IIDI disparity reduction rate. Social policies
(education and health expenditures) contributed only (.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 fron the social expenditure policy change (1987 IDI of 26.26) than from the 
,exchange rate policy change (1987 tIDI of 26.10). 

Chapter 3, "Regime Type and Economic Performancc" 

A shorter presentation of the ideas in this chapter appears in Marc Lindenberg 
and Shantaana Devarajan, "'Prescribing Strong Economic Medicine," Comnparative 
Politics 25, no. 2 (Jlanuay11)1)3). Forrest Colburn, Jorge I)oininguez, Robert 
Klitgaard, Jack NMontgomerv, 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 Irom the Ford Foundation. 

. ee for exalple, Barbara Stallings and Robert R. Kaufman, eds., Dl)t and 
Dio0''llin Latin Autt'rict'1 (Boulder,Colo.: \Vestview Pres-s, 19)8)); Trhoni0as I'. 
Skidmore, "The Politics ot Ectmonlic Stabilization in Postwar Latin America," 
in James NI. NMalhoV, ed., Al thoraihlriisu, and Corpiatisnt in Latin Alnt'rica 
(Pittsburgh: Universit' ot Pittsburgh Press, 1)77), pp. 141)-90; Robert R. Kau fman 
"D1eincratic .11nd Authoritarian Responses, to the Debt Issue: Argentina, Brazil 
and Nle\to,' Itt'rational )r,aizationt31) kSunin ier 1)85), pp. 473-503; and lanmes 
M. Mallo\ and Mitchell A. Seligson, eds., Authoritarianisaid l)ctocrats: Rt'gini' 
Tlausition on latil Anwrica (Pittsburgh: University of Pittsburgh Press, 1987). 

2. Skidmore, ' The l'itics Of Economic Stabilization in Postwar Latin 
America,' p. 181. 

3. See loan Nelso1 an 1 c ntributors, I'ra\il' Coalitiit.,: Il(,' Po ilics oflIco,)iii c 
Adjittn'tt (New Binunswick, N.J.: T'ransaction Books, 1989); Stephan I laggard, 
"'The Politics of Stabiliation: Lessons tronithe INIF's Extended Fund Facility," 
in Miles Kahler. ed., llh' Politics oft Intrnational lc'!lt (Ithaca, N.Y.: Cornell 
University 'ress, 108;), " [he Politics of E.colnmticpp. l;7.-8; Karen lenmellllt'r,
Stlabilization: INIF -tandby I'rogranis in l.atin America, 195-1-84,'' Coiiiarativ'e 

PIilics It,no. I (October 190), pp. 1-24; iden, "DemLocracy and Econonic Crisis: 
The I.atin American E\pe1ience',"''Wrh Politics 42, no. 3 (April 10)0), pp. 315-35. 

4. Reienmel, "l)enicra,' and Economlic Crisis," p. 318. This articl' has an 
e'xcellent tliscnssiiin Of tileliterature and the key issuts. 

5'.\Vhih'tilere'Sarch driving this debate is much more coinprehensive today 
than in tilt'past, recent studies are still incomplete. First, economic perforrmance 
is defined with relatively few variables. For e',ample, Renm-fer provides a sound 
foundation but does not otfer th, morL'corlle.,.hensive ectonomlilic analysis using 
measures of growth, i;iiternal and e1rnal balante,. and debt burden provided, 
or exaMpI, bv Ricardo Faini, laim Lie Melo, Abtiel Senhadji-Semlali, and Julie 

Sitantom, '' l I'rot rmance ndlied d ini P' ',Plainl, ', anda, r Adjustill't I.e ,, ,lic 
RcscahItV rkit.:,' Pap'r 190 (Washingt on, I).C.: World lBank, 1989). Second, reform 
is limited largely to stabilization rather than structural adjustment, which 
donminated the ecor' 'mic efforts ot the I980s. I laggard and Remmrner, for example, 
concern themselves almost entirtl\' with stabilization. Nelson initiates an 
interesting discussion oif the politics of adjustment rather than simply stabilization. 
Ilaggard's nost recent work continu,es tlivse discussions in "'lhe Politics of 
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Stabilization and Structural Adjustment, - in J.Sachs, ed., Dvto 1 ing Coimtnh1t Dlt 
am Economic Perfonnanc' (Chicago: University of Chicago Press, I989). Third, most 
of the published research does not yet assess the experience of the l980Js. Fourth,
the few studies that have been completed on simtultaneous economic and political 
liberalization during the 1980s have focused principally on Latin America, since 
the majority of political openings in the decade occurred there. Finall', regime 
type has been crudely defined, often considering onh' democratic forims-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 NI'elo, Senhadji-Semlli, and Itantoii were kind enough to share 
their extensive data base and their measures. 

7. There are many ways to classify regime types. For example, see 1). Berg-
Schlosser, "African Political Systems: Typology' and Perfo rmance,- Comparative
Political Studies 5, no. 2 (1984), p. 17; or K. !Aollen, 'Dimensions of Demrocracy, 
Amerioimi Sociological Revi' w 46 (I881). 'reference, however, wvas given to main­
taining consistency with the most recent studies of reime type and economic 
performance, part;cularly with Rernmer, "DenmcracY' and Fconomic (risis," 
p. 322. To sutmmarize the method, regimes are coded as democratic it they cale 
to power on the basis of popular and competitive elections as noted in Arthur 
Banks, Thomas Muller, Sean lhielar, and llaine Talman, Political tamtuIoI'hA tht' 
World (Binghamton, N.Y.: CSA Publications, State University of NeW, York, 199!).
The discussion was broadened to include the countrv scores on Gastil's inde\es 
of civil, political, and economic rights from 19)73 to 11)8L), Wright's index of eco­
nomic rights, and Gastil's economic system clar:sificationas, all of Which appear
in Raymond D. Gastil, l're'dom i teit World: PoliticalRigh tsand Civil l-ilt,'rti's, 1982 
(Westport, Conn. : Greenwotid Press, 1982), particularly pp. 9-48 and 51 -S9,and 
Fr,'t'dom i thit World: Political Ri, hts i l Civil l il,,'rirs, 1988-1989 (New York: 
Freedom House, 1989). 

8. A country wvas considered an established democracv if it had a score of 
51 on the percentage democratic rule measure for both 1973 - 1981 and 1982- 1988. 
It was considered newly democratic for 1982-1)88 if it had a score of less than 
50 percent between 1973 and 1981 and grvater than 5t)percent between 1982 
and 1988. 

9. George Bush, "Remarks to Citizens oif I lamtranick, Michigan, April 17,

1989," Prt'sidetlialDociiot'its (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" (yes or no) on the other, the 
chi square value for the period 1973-1980 is 3.565, significant at the .16 level. In 
the 1981-1989 period the chi square value tf 0.t17 is significant at the .63 level. 

11. Tie equation used, based on an error-comlponents framework, is 

Yit = 10 + BIDi + 132 DiI + L+i 

where: 
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YIt = the logarithm of GDP of country i in year t 
DI = dummy variable which equals 0 if country i is authoritarian and I if 

it is democratic 
T = time trend 

lit = 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 

%%,here: 

Yij = performance indicator j for country i
 
Xi = lagged values of these indicators for country i
 

Slli = changes in the country i's external environment
 
D = dummy variab, (0if authoritarian and I 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 (SA.L) programs, the chi square value of 2.273 (. 13 probability level) shows 
no significant difference in SAL initiation by democratic and authoritarian regimes. 
Once programs are initiated, the chi square \Iltue of .001 (.91 probability level) 
shows no diterence in colla pse rates b' regime type. 

14. File SA. -part icipat ig countries uldergoing regime collapse or transition 
vere Bolivia, Blrail, Nigeria, Panama, the Philippines, Sudan, Turkey, and 
Liruguay. Non-SAIL co-unt;lie undergoing regime collapse or transition in the same 
period were Argentina, Bangladesh, Burma. 1lSalvador, Fiji, and Guatemala. 

1S. See Faini, Lie N elo, Senhadji'e"lali, and Stanton, "'Macro Performance 
under AdjustmInt lI.ending." 

10. lhere are three serious limitations to comparing the economic performance 
of the SAl- and non-SAl. participants engaged in simultaneous regime transitions 
in tile]J,)s. First, only a smallnt,tuber-eight of the thirty SAL participants and six 
of the si\t \-three nton--SAl. participants-were involved in simultaneous tran!;i­
tions. 'S-tatistical testing is of limited utility with such small numbers. Second, 
owing to 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 iltentional nor orderl\,. I'resident Ferdinand NMarcos had no intention of 
surrendering power but was thrown out of office by a broad-based popular 
movement. In other transitios, 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 
anid E on otinic Devel op metIt,- Journal of Political Eninomz! 96, no. 3 (1988), 
pp. 6 2-62. 
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Chapter 4, "Governance Structures and Human Development" 

1. Governance structures may be thought of as specific encompassing
relationships by which people organize themselves for collective life. The origins
of the idea can be found in Aristotle, The Politics, bk. I, 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 l)imension," DiscussiOl paper,
Washington, D.C., 1991), p. I-do not specifically highlight the potential
relationships between citizens and political institutions. 

2. Alfred Stepan, Rethink,ing,Milital Politics(Princeton: Princeton Universitv 
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 argunnt 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 I luntington
explores these interrelationships in Th Init': il the' LateThint lDt'D nmocratizationt 

Tw'enti'th Ceturil (Norman: University of Oklahoma Press, I' 
 1))).More detailed 
empirical treatment of the phasing of institutional development will have to be 
continued bv others. 

6. There were differences in the stvI's of the democratic and nondemocratic 
regimes. The eight democratic regimes had higher levels of political and civil rights
than the fifteen nondemocratic ones, The\y also had larger public sectors than their 
nondemocratic counterparts. But both maintained nediuinl or high levels of 
political and civil rights. 

7. See, for example, I luntington, The ThilI WII', and Robert 1). Putnal with 
Robert Leo ardi and RaffelIa Na netti, D)'n cta olt t-t'lt, t'Cici llllitili: Traditiou 
anid Clnm,' ill illItalian Ext'rint't (Princettn: IPri nceton _ni versitv Press, 1992).
For a more optimistic vision, see Graham Allison and Robert Besclhel, "Can the 
United Sttes Promote Demoncracy?"''olitical Sti'ct Qiarttrlli 10(, no. 4, (1991-92).

8. Ricardo Faini, JaiIne tie MelO, Abdel Senhadji-Semlali, and Juli Stanton,

"Macro Performance inder Adjustment Lending," Policy, Planning, and Research
 
Working Paper 190 (Washington, D.C.: W,torld Bank, N81).

9. Michoel 3runo, 'Stabilization and Reftrm in Fastern l'iurope: A Preliminary
Evaluation' (Discussion paper preenled at a I larvard seminar series till transitions 
in Eastern Europe and the former Soviet Union organized bv Janos Kornai, Faculty
Club, March 1992). Bruno's insights about this problem colme tiut in tile questiun­
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 Marc L.indenberg, "Central 
America: Crisis and Economic Strategy: Lessons from Ilistory," lournal 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 Sato, "Macroeconomic 
Adjustment in Developing Countries: Instability, Short-run Grovth and External 
Dependency," Reuiea, of Ecoiinics and Statistics 62, no. 2 (May 1980). Also see 
B. F. Massell, "Export Instability and Economic Structure," American Economic 
Review 60, no. 4 (September 1970); and G. K. I lelleiner, "Balance of Payments 
Problems and Macro-economic Policv in Small Fconomies," in B.Jalan, ed., ProNeltms 
and Policiesin Small Economni's (London: Croon I elim, 1982). pp. 165-85. See also 
S. Kuznets, "'The Economic Growth of Small Nations," in E. A. G. Robinson, 
ed., Ecomnmic Consequ,'nees of Size of Nations (London: Macmillan, 1960): Boris 
Blazic-Metzner and I lelen Ilughes, ''Growth Experience of Small -cononies." 
in B. jalan, ed., Problems and Policies in Siall Fcmii's (London: Crooi I eln, 
1982), pp. 85-103; and "Islands,'' World D'ehloim'nt 8, no. 12 (December 1980). 

5. See t\ntonio Colindres, Marc 1,indenberg, and Rodrigo Valverde, 'Fco­
nomic Trends in Central America and Panama since 1900," INCA E Technical Note 
(San Jos0: Instituto Centroamericano de ,.\dministraciin de E-mpresas (INCAF), 
1986). Because GIP data for Central America were not collected before 1950, data 
on the percentag', growth and decline of total trade (imports plus exports) were 
used as a surrogate for 1930- 150 (I)IPgrowth rates. For an interestir,_, discussion 
of Central American economic history and business cycles, see Ilector P ;rez Brignoli, 
"Growth and Crisis in the Central American -conomies 1950-80'' Journalof Latin 
American Studits 15, no. 2 (November 1983), pp. 365-98. Some of the most complete 
and creative work is that of Victor Bunmer-Thomias. Bulmer-Thomas has built some 
of the best time-series GDP data. I itsinsights 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., Th'wards an Alternatiz'e for Central America 
and the Cariblbean(London: George Allen and Unwin, 1985), pp. 194-213; "Central 
America in the Inter-War Period,'' in Rosemary Thorp, ed., Litin America in the 

1930's (London: Macmillan, 1984), pp. 279-314; and "World Recession and Central 
American Depression: Lessons from the 1930s for the 1980s," in Esperanza Duran, 
ed., Latin Aimrica and the Wilt R,'c'ssion (Cambridge: Cambridge University Press, 
1985), pp. 130-51. Also see John Weeks, ''An Interpretation of the Central American 
Crisis," Latin American Research Revie'w 21, no. 3 (September 1986), pp. 31-53. 

6. For a good discussion of the typical problems of small economies, see 
Percy Selwyn, "Smallness and Islandness,.' Woh lPi''elmment 5, no. 12 (December 
1980), pp. 945-51. 

7. Ibid. 
8. For the purposes of this study, five kinds of econoinic periods were 

identified: (1) a strong,, co tnctin 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 either 
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 percen, and under tile total of 3 percent per year;
(3) a recovery is defined as the first two consecutive years of positive growth after 
a period of strong or weak contraction; (4) ihtid sustainedgro1th is defined as the 
period of two or more years after recovery of average growth between 0.1 and 
3.9 percent; and (5) strong 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: majorcrisis, which combines a strong contraction and its recovery period;

ininor crisis, which combines a weak contraction and its recovery period; weak 
sustained rrowth; and stron, sustained ,'roivt/. 

9. For an excellent discussion of these and other historical periods in the 
world economy, see W. W. Rostow, T/u World Econonizy: History and Prospect 
(Austin: University of Texas Press, 1978). 

10. See Pedro Ielli, "An Inquiry Concerning the Growth of Cotton Farming
in Nicaragua" (Ph.D. dissertation, University of California at Berkeley, !966). 

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 Cycles and Central American Political Instability,' World Politics 
42, no. 3 (April 1990), pp. 397421. 

1. F.khart Ziin erm an, lPolitical Violence, Crises and Revolutijn (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 ot relative deprivation, perspectives derived from 
Marxist political economy, and those derived from more conventional economics. 
For an explanation of modernization theory, see Samuel I luntington, Political Or1er 
in Clianging Societies (New Ilaven: Yale University Press, 1968). Examples of the 
psychological approach are I. Feierabend and R. Feierabend, "Systernic Conditions 
of Political Aggression: An Application of Frustration-Aggressioni Theory," in I. 
Feieraben, R. Feierabend, and T. Gurr, eds., Anger, Violence and Politics(Englewood
Cliffs, N.J.: Prentice I lall, 1972), 136-83; and T. Gurr, Whyl Men Rebel (Princeton:
Princeton University Press, 1970). Representative presentations of the Marxist 
perspective call be found in Samir Ainin, Accumulation on a lWorid Scale, vols. 1 
and 2 (New York: Monthly Review Press, 1974); and Immanuel Wallerstein, The 
Modern World Sisteni (New York: Academic Press, 1974). For a more conventional 
approach see Gunnar Myrdal, Rich Lands and Poor(New York: Ilarper, 1958); and 
Albert 0. 1Iirschrnan, Thre Strat, y of Economic Dev'elopinent (New Ilaven: Yale 
University Press, 1962). 

2. See, for example, Amin, Accumulation on a World Scale, and Wallerstein, 
Tile Modern World Systen. 
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3. For an explanation of modernization theory, see I intington, PoliticalOrder 
in Changing Societies. 

4. Examples of conltributions from a Marxist perspective are Paul Baran, The 
Political Economit of Growth (New York: Monthly Review Press, 1957). Baran 's work 
was further developed by Andre Gunder Frank, Latin Anerica: lht'rdci'ehopnicnt 
or Revolution (New York: Nrlonthl\V Review Press, See also CelsoI19609). :urtado, 
Economic Developn'nt of latin Aint'ria: A Survey/ fiitn Colonial TIlics to the Cuban 
Revolution (London: Cambridge University Press, 1970). One of the most 
interesting reformulations of depenldelncy theor\ is Fernando I lenrique (.ardoso 
and FEnzo Faletto, Dflicndep'tit and )ieehlipent in latin ,imca(Berk'ley': Uni­
versity of California Press, 1)7t)). For non-Mar\ist perspectives see Guillermo 
O'Donnell's AModlrni-ation and it~ureaurti-Altlhtritlranisnt, Institute of 
International Studies, Politics of Modernization Series, no. 1)(Berkeley: University 
of California Press, 1073), pp. 2L Il-93; )avid Collier, ed., The Nc', Authoritarianism 
in Lat in Ametitil (Princeton: IPrinceton University Press, I979); and David Becker, 
Jeff Frieden, Savre Schati, and Richard Sklar, Po.lnnIPirilisM(Boulder, Colo.: 
Lvnne Rienner, 1087). 

5.The word dependenc' is derived from the Spanish word d'ped'encia. 
Advocates (if this viewpoint see l,,ih'nto not as a thetory but rather as a world 
view that asserts that tileeconomic growth of peripheral ecolnoies is conditioned 
by the flUctnat it ns and grou , tit cCo nies. The historicOf the do in i alt iidt,strial 
development of /i'p-ind'ntiais discussed in Ronald Chilcote and loel Edelstein, 
Latin Anit'rita: ciapitalitaml Socialist ersl~'ct'two,olDi'v'elotnent and Unt'rdet'lopmnt 
(Boulder, Colo.: Westvieiv Press, 198(1), ch. 3 and 4; and Juan liugenio Corradi, 
"'Cult Ural Dependence and the Si citology of Knowledge: l'he Latin American 
Case," in Ine Na,,h, Corradi, and I lobart Spalding, Jr., Ih'olo'it andattan eds., 
Social Chani' inilatin ,.n'rit,a (New 'Nork: Gordon and Breach, 1977), pp. 7-30. 
For specific works see lil' tChtt if IatinBarail I thill on 6lrowth, an d Frank,
Anit'rnca: Linder'iil'hiuut or Rio'o/iitit'i. 

6i. ( ardoso and Faletto, I )ct'do'iti,and l)'ut'loppin'it ill latin America. See 
also Bill Warren, hnit-rialiint.PIiottr of Caitiism(London: New Left Books, 1980). 

7. See, for example, iilh'rm O' Il)onnell, Philippe Schmitter, and Laurence 
Whitehead, lransitiows trm Atlhiontimn Ruh' (Baltimore: lohns I lopkins Universitv 
Press, 1986), or Alfred Stepan, Rclhnkm Militant Politics (Princetin: Princeton 
University Press, 1)88). See also MvLrdal, Ri(h l.tinlh, and Poor, and I lirschman, 
I'lt, strattw/it ollolllt Pen.''loI)Mltl'lt.I-t 


8. [lhe concept of bureaucratic authoritarianisnl was first presented in 
O')onnell, Alderii:atioiiald fllraucrtlic-Auhorilirlnun.See also O'Donnell, 
"Reflectioil on Patterns of C(hatnge in tlihe Bn reilcra tic-At hoaritarian State," iatin 
Anierican Re'svoich Rcuw'i', 13, nl. I (198-1), pp. 3-38, and "Tensions in the 
Bureaucratic-.,\thtliritariaiii State and the Question of I)emocracy'," in David 
Collier, ed., Doi' N'' Aithoitttarnimsni in latin Ainirica (Princeton: Princeton 
University I'ress, 1979), pp. 285-318. For a critique see Karen Remner and Gilbert 
Merkx, '"Bureaticratic-A tithiritarianisl Revisited," latim Aniericot Research ReviCw 
17, no. 2 (1982), pp. 3-40. 

9.See Becker, Frieden, Schatz, and Sklar, Postimperialism. 
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10. O'Donnell, Modernization and Bureaucratic-A uthoritatiailisn,, 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 Depolenc/ and Development in 1atin 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. The%, 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. 

11.This part of the thesis most closely parallels the discussions of global
economic forces in Frank, Latitn A merica: Linlerdet'cit or Revolution, and
Cardoso and Faletto, V)ep emtecy am Developient in Latin America; the regional
discussions in Daniel Camacho and Rafael Menjivar, Aftwniietos Po'ulares en 
Centro Amynrica (San Jose: Editorial Universitario Centroamericano (EDUCA), 1985);
and Robert G. Williams, Export Ariclture imid the Crisis in C-n"rIAnwrica (Chapel
I ill: University of North Carolina Press, 1980); and the country anal'sis, for
example, in Rafael N'? jivar, Ff'rmtaciin Luchia del Priolettiri,to Industrial Salva,!,rcio
(San Salvador: UCA, 1979); or Rene I'oitevin, l Proeso tit, Itust rializaci~i0 el
Guateiala (San Josd: Editorial Universitario Centroamericano (ElDUC'A), 1977).

12. E\ternal economic crisis call be thought of here as tile element that
stimulates frustration, setting off the dvnamics of aggression and social discontent 
described in FCierabend and Feierabend, Systemic (onditions of Political 
Aggression," and (;urr, Wit/ Meni R'beil. 

13. 'his argument runs counter to I huntington's rnodernization theory in 
Political O)rder in C/,,iigi Soci'ties. It fits O'Donnell's general idea that econo mic
stagnation initiates acycle ot discontent that results iii repression. According to
O'Donnell, however, for the large L[atin Aiericanii countries tie ofsource 
stagnation is the end of the easy stage Of industrial import substitution. Insmall,
highly open, e\port econtniliCs like those found in Central Aminerica, the source
is more clearly international economic instabilitv. O'li)nicll, Modtierniziatiol amil 
Bit reatucratic-Aihoritarianisni 

14. This part of the thesis builds upon Cardoso and Faletto's contention that

in Central America in the twentieth century' there has been no regime change

but only leadership or government change as the coalition of militarv, traditional
agricultural, and enclave forces reestablish themselves. It su pports (ODonnell's
general contention that until the 1980s at least five of the Central American 
countries might be classified as traditional authoritarian regimes. 

I5.One interesting hvpothesis that will have to be esplored elsewhere is that
the 1986- 1981) period can be viewed as a unique change frti01m traditional authori­
tarian to democratic regimes as op))osed to siriiply the cont inued Unprogrammed
rotation of military leaders and governments. [his shift may be due to the demands 
of the larger urban middle and wtorking classes that dev'eloped as sresult of import
substitution stimulated througlh Central America's common market between 1960 
and 1978. Certainly levels of urbanization increased from 1965 (37.5 percent) to 
1983 (45 percent). 
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16. See, for example, Daniel Rapport, "American Foreign Policy in Central 
America: A Method of Analysis and Results" (John F. Kennedy School of 
Government, Ilarvard 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 [)evelopment, April 1988). Specific country t'Aamples are "Los 
Pueblos Indigenas ante el Mundo," Revista d AntropologcialaEscuela Naional ,It' 
v tlistoria 1, no. I (June 1980), pp. 2-5; Mexico and CIDCA, Development Study 
Unit, "Ethn;c Groups and the Nation State: The Case of the mtlantic Coast in 
Nicaragua' (Department of Anthropology, University of Stockholm, 1987). For 
more general sources see Cepal Fao Ort, Teencia te la Tierra '/Desarrollo Rural 
en Centroatnerica(San lose: Editorial Universitario Centroamericano (EDUCA), 
1980); and Torn Barry, Roots of Rebelion: Livd and I tn,'er in CentralAnzerica (Boston: 
South End Press, 1987). For excellent treatment G' the development of the class 
structures in Guatemala and Costa Rica and the different treatment of indigenous 
groups, see Severo Martinez Pelaez, La Patriadel Criollo: Ensay/o de InterprclaciOn 
dt laRealidad ColonialGuatenalahteca (San jos: EDUCA, 1985); and Samuel Stone, 
La Dinastia ,de los Conquistadores (San Jose: 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 no0ted by NIenjivar, I rnnaciin I/ Licha ttlProletariadoIndustrial 
Sahador-o. 

19. See note, 17 and 18. 
20. Although these two factors are extremely important, it was difficult to ge! 

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 frorn government, regime, 
and political instability. I lelpful definitions of terms can be found in David 
Sanders, Patterns of Political Instalilitii (New York: St. Martin's, 1981), pp. 49-69; 
.Blondel, i1n Ju t tiittion to ConparativeGo'ertinint (London: Weidenfeld and 

Nicholson, 1%8); and 1)avid Easton, 'The Political Systeoi (New York: Knopf, 1953). 
Using Sanders's definitions, leadership instability refers to higher than normal 
levels of nonprogramnied changes of the chief executive; government instability, 
to high levels of nornprogrmnmed changes of the chief executive and cabinet. 
Regime instability reters to high levels of nonprogramnied changes in goals, 
norms, and alithority structures-for example, moving from oligarchic to deno­
cratic participation inelections or decisions. Political instability might be defined 
as higher than normal levels of peaceful or violent social discontent that challenges 
or replaces presidents, governments, or regimes. 

22. Governients 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, i.7j 
war. In addition to studying formal decrees, I 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 Iconfined this stud), to formal measures of government repression-decrees 
that appear in the official government records called Gazettas, 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. File 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 Gaz'ettas for all Central American countries and Panama 
since 1930. 

23. The intensity of social discontent might be measured bY the n,mber 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, 
or upper, middle, or lower class 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 193t)s 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. InI addition to using 
traditional historical sources, this study developed a randoml sample of 28 percent
of Central American newspapers between 1930 and 1985. Researchers selected two 
papers per week per country for every week in the study' period aod then analyzed 
their contents to identify the numbers of stories, editorials, and opinion articles 
about strikes, demonstrations, sabotage, armed confrntations, and combats. Fach 
action was classified according to its sector of origin (sucth 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 tiue and etfort and netted 
the fewest results, because of the problems of censorship and changes in the 
formats of the newspapers themselves during the st ldLv period. l'reciselV when 
historical sources indicate that discontent is highest, evidence Ol the Volume ot 
that discontent disappears in countries Whose newspapers are censored. While 
data on discontent are higher in crisis periods than in perio ds ot military rule, 
the data appear to understate the volu1me and intensity (f that discontent. The 
newspaper data are a better source to establish wVho was protesting or fighting 
and what their social origin was. 

24. Nonprogrammed presidential turnover is a building bock in Sanders's 
definitions of government instability and regime instability; seeO Landers, Path'rns 
of Political Iostaliilifll, 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 e\ample, Ilouduras could be 
less dense than Costa Rica in I94t)0 but more dense in 1980. An anal'sis of 
population data since 1950 shows that rankings for Central American cmuntries 
did not change. El Salvador and Guatemala retain the highest densities, Costa 
Rica and Honduras medium, and Nicaragua and Panama 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 Ilonduras 
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, 1985), 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 ectonlic cycles appeared to be more 
weakly related to political instabilitv than to world econonic cycles. Rapport's 
content anahsis of Central American cable traffic, which appears in I'mc'pi Relations 
Of I/it' LUite States beitw'een 19.30-49, indicates that shifts in U.S. policy toward 
Central American governments might have been suIfficient either to override 
political instability that normally accompanied ecmonmic crisis (1934-1943) or to 
exacerbate political instability in spite oft economic growth (1944--1949). For 
example, between 1934 and 1943, a period of economic collapse in Central America, 
U.S. diplomatic recognition of Central American military governments was more 
lenient than in the previous or subsequent periolds. It recogniZed all new 
goveruments without hesitation, wher,as in 1930-11934 it recognized onIl 18 
percent withotit h1esitation and in 19)44-- IQ)49 only 50 percent. The United States 
might have been more toncerned with reliable C'elltlal American llies against 
the A;is towers in World War II than with the tendencies of Central Americans 
toward dictatorship. In late 19-14 the United States altered its criteria for recognition 
of new governments in Latin America. Cable traftic reflected active support for 
democratic openings and elections, new sympathy in U.S. policy circles for the 
end of colonialism, and a new policy tf U.S". recognition Otfnewly independent, 
democratic governments. 

27. Although it would have been usefu to look at accurate data on the volule 
of overt expressions Of scial discontent in the 28 percent sample of Central 
American newspapers, the data proved to be unreliable because of changes in 
newspaper f)rmat and reporting style. -arlier newspapers report fewer total 
incidents than later newspapers. TIhe volu,me Of discontent in newspaper accounts 
often falls in crisis periods beca, se Ot ceLnsolrship laws. The data on the types and 
origins of discontent (violent or less violent, rural or urban), however, appear 
to show a consistent pattern related to crisis. 

28. El Salvador, (;a.zetl ()ticial. August 22, 1930. 
29. Ibid., Februiary 2, 1932; February 25, 1932; July 25, 1932; July 30, 1932; 

and July 29, 1933. 
30. See, for example, Nicaragua, (,azet to ( )ficial, N'ember 3, 1931, on the 

state of siege in l.itoral Atlintico, Nueva Segovia, linotega, Fsteli, and Mataalpa; 
and November 25, 1931, on the state of siege in Le6n and Chinandega. 

31. I londuras, tjazetla ()fital, I)ecember 31, 1932, and )ecember 14, 1932. 
32. El1Salvador, L;azelta ()icwl, IDecem1ber 5, l).l1; Guatemala, Gazt-tta Oficial, 

December 8, 1941; Nicaragua, ,a.cllta ( )fttal, I)ecember 23, 1941. 
33. For exanple, Costa Rica, G;azelta (lical, December 18, 1941. 
34. For example, ll Salvador, Glaz(elt )ficial, August 9, 194 1; and Guatemala, 

Gazett Oficial, December 12, 1941. 
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35. Costa Rica, Gazetta Oficial, December II, 1941; and Ionduras, Gazetta 
Oficial, June 10, 19,13. 

36. For example, illCosta 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; 
Gazetta 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. 1londuras, Gazetta Oticial, Februarv 3, 1)56. 
40. Ibid., January 5, 19).)() In El Salvador the military school was founded; 

Gazetta Oficial, June 24, 1955. 
41. Costa Rica, Gazetta Oficial, January 6, 1960. 
42. Guatemala, Gazetta Ojicial, all of 1954 and 1955. 
43. Ibid., July 16, 1954, August 20, 1954, September 1I,1954, September 30, 

1954, and June 6, 1955. 
44. The only notable exception was tile1968 coup by Omar Torrijos in Panama. 

Fie then controlled that country for fifteen years. 
45. Costa Rica, Gazetta Oficial, October 29, 1962, and October 26, 1962; 

Guatemala, Gazetta Oficial, November 10, 1963. 
46. Costa Rica, Gazetta Oficial, June 10, 1974. 
47. Nicaragua, Gazetla Oliciai, October l0, 1978, and September 19, 1978. 
48. Guatemala, Gazetta Oficial, April 4, 1983, July 5, 1982, March 25, 1982, 

October 7, 11)81, and November 12, 182. 
49. Costa Rica, Gazetla ()fical, November 12, 1982. 
50. On nationalization of tilebanking system, see HlSalvador, Gazeta Oficial, 

March 7, 1980; and Nicaragula, GaeCtt!1 Oficial, \ugust 24, 1971). On other 
nationalizations, see Nicaragua, Gazetta (O)cial,November 3, 197k. 

51. El Salvador, Gazetta (Olicial,March 5, 1980; and Nicaragua, Gazetla Oficial, 
August 21, 1981. 

52. Nicaragua, Gazctla Olicial, August 22, 1979, and Iuly 22, 1981, 
53. Ibid., July 22, 1981, February 21, !980,April 12, 1983, and I)ecember 22, 1981. 
54. The Arias Peace Plan was signed by the Central American presidents on 

August 7, 11)87. The complete text appears in 1,aNainp, San Ios6, Costa Rica, 
August 8, 1987, p. I. 

55. Rank order correlations between tilepercentage (t indigenous population, 
population density, the percentage olurban population, and political instability, 
repression, and social discontent were all statistically insignificant with one exception. 
There was a positive (.81) rank order correlation between the percentage of indigenous 
population and social discontent durin,,economil crisis. The lack of consistent 
income and land distribution data prohibited their inclusion in tileanalysis. 

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 cohw parative health policy are Leonardo Mata 
and Luis Rosero, Nationa IHealth oid Social D'h,pmeitnl ipi Costa Rica (Washington,
 
D.C.: Pan American I tealth Organization, 1988); Pan American I iealth Organiza­
tion, Health Conilitions in the Aimericas (Washington, D.C., 1980- 1990); J. Jaramillo,
 
Los Problnlasdi Ia SalhL en Costa Rica .Sanlos0': l.itografia Ainbar, 19183); B.Castro,
 
P. Jimt6nez, L. Mata, M. ViVes, and NM.F..Garcia, "ListUdio de l'uriscal, Morbilidad 
In fecciosa LieNifio," 'Ruista MclicoIHospital Nacinitno illI Nios (Csta Rica) 17 
(January 1984), pp.49-56; L. NaLita, Till, Chihit'i Soll llIl A 'iCon It A iCalii: lrospi 

Field Study of lhalth and Growth (Ciambridge, Mass.: NIlF PIress, I178); 'Politicas
 
Piiblicas de Sah,den Ctentro America,''Risho C'iiti an de .'ldninistraCiidn
 
Piblica, no. 15 (special edition, June"December 1978); Iose Rinmn LSJnchez 1-6pez,
 
"Seguridad Social e ( ;utemla, - Rc'uista ('iitroamtinri do (iiow, d'
fit, l Salul, 
no. 15 (Januy-April 1980), pp. 103--20; Iose Rimuho .,iei, "(l sideraciones 
Generales de laSalt d en (;Uat emInala, Rcz 'isto ii,'l deIi'jiit00h 1et i, dubto Silnd, 
no. 4 (May-August 1071), pp. 47- 120; .ilwig (uienidel l,"lith)Ilue stibre el
An~ilisis dielas Politicas Fstales de Saltd ,"'Rovistit UCoiitroicrii ,ii do ,'lnumiiistraiin 

Pidlica, no. 17 (1078), pp. 5-27 mid 105- 11;I)ierdri Strachan, 'Marketing an 
Unpopular Idea: Rural I lealth lechnicians ill( atemal,' in Marc Iindenberg 
and Benjamin Crosbv, eds., Alaplitn\'i,, l),'l,,ii,'iIn l it': i l I )oiiijii (Now 
Brunswick, N.J.: Kunmariaii and lranmsiction Ii80), pp. 10 ) 44.l're.-, Bo.iks, 

3. Mata and Roserto, NOticuu Iilth i,! S,'idl ) ot'i'wut Il L'osI Rita, p. 74. 
4. Ibid., pp. 138-64. 
5. Ibid. 

6. For the inost USefnl SOlI'C'. t-i(u1pariC eh ai,1nal poilic' ill ('O,iSt Rica 
and Guatemala, Svlvain l, iid) ''l I toltdsee hluie 1lti1o1I Ii: ltploit!: StrhIt:'s 
Decisions in Contral A wuoit(tioke Inglnd: Bhook,,, I9'8ti);on [rent, Trt'ndhunu 
Conferencia sobre laFamilia, lahntaucia V a lu v:;iud di' tr'nt,, rica v 'anaui., 
Las Socildifimlh's C'Itontttitnii AL tuih'C, (( iutenuild ( itv: lditcriil ,i',t' Ie l'ielda 
lbarra, 1972); Primera (ti'rentia Reg inal "Oibre ldUcacitmi v I), sarrolho, 
Coordinaci6bi L ucati'a C'cntroanirliima (( ;uatei'ala 6.it, diti'ial nedaor 1,i10['i 
Ibarra, 1977); A. (;uttiereZ-l -IleIn , l.a l)oC,''-a'lill tl ' ( tiaia's 11(hotiil[,Id tivis dLI, 
laNihcz Glaltemaltcca ((;"UatMala,1 1077); ,MXartme/ Potlake/,Cit V: fiNFIt, 'vero 

La Patria del Criollo (San lose: Fditiirial Luivert.iari ('iutrii.uh ericaina (IFI)U(A), 
1976); A. Guttierez-Renoin, hilomi I mllil .obrt'll.\lsl.tiol: I'ou,'ti (i ,.lloulo Ill Walli 
de Desarroilo ELilLcatioit, Guat'mala ((nahtt'malIi ( it v: U nited Natiiins I)evehopment 
Programme (UNIDI') UNI-SCO, l97 i); ()licini tIe( l'lanint,i to Integral Lie Ia 
Educacion, Plan Naitioal d, LLuAliOiul /,N, lo 1i'lIlt Wl a il (G;Iluitmiaili, 11)172-78 
(Guatemala Cit', 1973); Minici lIOUs',aiint, IIth'nWImli: t I itrill icCltrholCt> ,' IC/ 
Anerioi y t'ICat ( ;nualirai: iUniveridadtt,t (uidalaiira, 1988), pp. 6012-71); 
L. Alfaro N-nge aiild F, Rivas RiOs, l Iu,,'LiAaoIu: IraqjiIL'di 1,1 I),'IoriruI (i,an 
Jos6: Editorial Universidad it ( osta Rica, 1978); I.. F. ,'ioliela, IPon Ahltio, 
Fe, adndIez: Tuoria 1!lrhictca ,,' S R,'fo,,, LI ti'i (San1IIL .:Eltitorial Fern,inlLdez 
Arce, 1975); Ministerio tIe Eutlcatioin l'tiblica, I'li:LLiitLLh ),sorn lhi LhIiatiu', 
Vol. 1, (San Jos6: Diadonisto, 11971). 

7. Alfaro Mo nge and Riva, Rios, 1.11t'dtICIton'II,p. 1I5. 
8. Lourie, Education i nl Dc,'lopmiu. 
9. Azofiefa, DollMauro Ff'rminlez. 
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10. Miristerio de Educaci6n Puiblica, Plaeiamiento i.el Desarrollo Educativa, p.25. 
11. Lourie, Education and Dt'ielopment.
12. Carlos Gonzilez Orellana, "Retroceci6n de Ia Educaci6n durante el

Regimen Conservador de los 30 Afios," in Toussaint, Guatemala, p. 610. 
13. Toussaint. Guatemala, p. 603. 
14. Ibid pp. 613-1-1. 
15. 1ourie, tlcttat ion ind lci'chlpilcnu. 
16. Guatemala, Orga ic Law oiiNatioi:al Education, Article 103 (1950).
17. (ficina de Planeamiento lntegral te IaFducacion, Plan Nacional tie Eduacitin 

pant a Reptilita II IGuattcmala, p. 5. 
18. Ibid. 
1). Lourie, I daiiltj an! i'lo'po',it. pp. 139-50. 
20. F I,IdiscLssiiOn (1 the origins of Pa na ma's governance structures, see

the chapeli-i
b Nicolis Ardito-Iarletta and IidhLIrdo Vallarint in Marc Lindenberg
and 0irge lIning ti, edCs , (ltral Atrican lTalsitio s of tht 1980s (Boulder, 
Colo.: \Vestview Press, 1i993).

21. For discussions ifthe origin, of (i'ntrail Am1erican social structure, see 
[on BarrY. Rot ,of Rclychow: IaW i tilI,/ IIt'iCoittlro ,,licriti(Boston: South 
End Pres'., Iti7); Victor ltilnit'r- lion1s, Stud', Illlil' If-(o tl'tof Lt'llt l Amt'rca
(New ork: SLt.Mlartin's iL'res, lt88): Marc IV 'World"nWtnbergE-conomic Cycles
and Central ,\nierican Political Instability'," ol olitis -12, no. 3 (April 1490),P 
pp. 397
 -421; Raal.\l Menjivar, l,,imiait oilih/r I ., lIduliralSal'adorcho
(San S'dalvador: U(A Ildit re'-,lI)7)); Fred \V'eaver, P)hthaljIA'01o10n1/ )cot'mtt'nt 

Cental Alcriill (tllitLer,( lo.: \VestViey PIresS, l 03); and R )bert G.Williams,
Elort A rittnni' tn ti' Crisis itol itlial AMIIIa (Chapel I fill: UniversitY of North 
(arolinla P'ress, l()80)

22. "am1uel St' e I )ttlai, f l' Ith,C,N,,Iilistilor's (Sin lose: IjDU(A, 1982),
has111n e',\cel'nllt treatmn('n the origins ot ( ost,i Rican social structure. See 
partictularly pp. 8 -71 fo his tlisct1,sion of the' possible Jewish origins of the original 
settlers. 

23. [lAn ]:ernll, iioiilla Ik01t'nt1 s ;0hia'tI listri, 'Ic Ci'ta Rica, Vol. 5 
(Paris, e8),pp.-175-t7.
 

24..Pan,"na's Social -trItcirt' dehvoped 1itiallv 11o0tld its role as Igoods
transshipment point (from Per 0ld tlhe ( )ritIlt tolt'\ico and Spain) rather than

around a hacie nda 'tructure. Until iitlep1eLiden(-e Pa1a'1i's0, elitles were urban­
based com mercial families with ruraIlalaiidoldiiIgS. AIthnIn 11they.did not espouse

democratic vales, they vere ult\'dl\' ft,uI(seldmiti lmtoie open to information 
about international ctin'el' thiwn other i.ennhral Americans. 

25. Sevn- mtr Martiln lip.t. 'Flit's, FdItCaCition an1d EIntreIpreneurship,' in
Sey'mour Nlatin l.ip'.et antd AIdo 1tlari, I'd., I lit'> tuld I) y'n'Iln'tllatllnAmerica 
(BuntIo S Aires: laido, 1'i71, 2!.p.

20. Francisco And0tnii de l:leitle V (FtI/llnhll,v.t lta'ldil Florilda, Disctrso 
Historicl i I )'ll,th i \ liatial, \ llitairi Pl ticaI'! Ill(, I' ( ;uat'mla, Vol
2(Gutemla ( it': l.A Sciedatd de ( et1,ldfl V I fisthria (it' ( ;uatemala, Fipografia
Nacionil dIV (;ti,it'nla,, 1932), p. 227. 

27. Sevemo Nart ine I'dlae, L.a latna del Crioli, (San Ios.: Editorial Universi­
tario CentroIanricanto (II)LJ(IA), 1983), p. 33. 
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28. See Jorge Dominguez and Marc Lindenberg, Central America: Current Crisis 
.'li ture Prospects (Washington, D.C.: U.S. Foreign Policy Association, 1984). 

29. For a more detailed discussiol of the historical roots of policy values in 
the region, see Ralph Lee Woodward, Jr., Cenitra America: A Nation Divided, 2nd 
ed. (New York: O\ford University Press, 1985); anid Dom'linguez and Lindenberg, 
Central America: Current Crisis and tulture Prospects. 

30. Stone, I.1 Dilastia ildls Ct nquistalot's, is in e\cellent source ol tihe 
development of coffee and its implications for Costa Rican social structure. 

31. Ibid. 
32. Ibid. 
33. Costa Rica, Archivos Nacionales, Seccion I lacienda, No. 6658, 1843. 
34. Stone, 1,11Dilistia tIl'his Conluistalor's. 
35. Ibid. 
30. Between 1871 and 189(1 tile military was also a factor in the Costa Rican 

social structure. There were three military presidents, tile first of whom seized 
power after conflicts between civilian leaders proved impossible to settle. These 
presidents, lotras (uardia GItierrez, Prospero Fernahndez Oreamuno, and 
Bernardo Soto Allaro, caletroll tile upptr class and had income from coffee 
fincas and cattle, unlike the military leaders in the rest ot the region. They had 
less professional militr\' training than those if other nations. They were steeped 
in tile values Of liberalism and Supp rted major ilmprOV'ements ill educatioTn and 
con merce. Thev paved the way for civilian, democratic g OVm'elllMent at the turn 
of the century. 

37. SOme1t oif the best stUCC onll tllhis period in ( uatemala are Miguel Angel 
Aust rias, (ula'tnalan Si cio i, illpe: A\ri/tna State Uit' orst\ ,qt( I1)77); Monica 

Toussaint, (tattala.A .ho liistIi1 (G;tadalaijua: ULniversidad die' :'iiadalajiara, 
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Appendix 1, "Calculating the Modified Human Development Index" 

1. See U.N. l)evelopment Programme, I-tuma Development Report 1990 (New 
York: Oxford Univ'ersity Press, 191), pp. 108-9. 

Appendix 2, "Calculating the Disparity Reduction Rate" 

1. Because the Soviet Union begins with a relatively high IDI (82. I), 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 
calculation) means that the actual average percentage improvement is quite small 
in contrast to Niger, whose low initial 111)1 score results in a small denominator 
(4.6) relative to the large numerator (10.4) in the same calculation. 

2. Janies Grant, Dis'arityReduction Rat's in Social Idicators, MNonograph 11 
(Washington, D.C.: Overseas 1Development Council, 1978), p. 12. 
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