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Foreword

We enter the new millennium with great hopes. For the first time in human history, we have
the possibility of eradicating global poverty in our lifetime. One hundred and eighty heads
of state signed the Millennium Declaration in October 2000, pledging the world to meeting
the Millennium Development Goals by 2015. In Monterrey, Mexico, in the spring of 2002,
the world’s nations established a partnership for increasing external assistance, expanding
world trade, and deepening policy and institutional reforms to reach these goals. Foreign
aid, which declined during the 1990s, has begun to increase again.

But the first few years of the 21st century bring heightened challenges. HIV/AIDS and
other diseases, illiteracy, and unclean water threaten to dash the hopes of millions, possibly
billions, of people that they might escape poverty. Tragically, conflict has undermined devel-
opment in many countries. Peace and development go hand in hand. And even as we learn
how to make development assistance more effective, aid continues to be criticized for not
being effective enough.

This year’s World Development Report, the 26th in the World Bank’s flagship series, helps
to re-ignite and reinforce our hopes by confronting these challenges. Development is not
just about money or even about numerical targets to be achieved by 2015, as important as
those are. It is about people. The WDR focuses on basic services, particularly health, educa-
tion, water, and sanitation, seeking ways of making them work for poor people. Too often,
services fail poor people. These failures may be less spectacular than financial crises, but
their effects are continuing and deep nonetheless. The report shows that there are powerful
examples of services working for poor people. Services work when they include all the peo-
ple, when girls are encouraged to go to school, when pupils and parents participate in the
schooling process, when communities take charge of their own sanitation. They work when
societies can curtail corruption—which hurts poor people more than it hurts the better
off—particularly when it hits basic health services, which poor people need desperately.
They work when we take a comprehensive view of development—recognizing that a
mother’s education will help her baby’s health, that building a road or a bridge will enable
children to go to school.

Services work especially well when we recognize that resources and their effective use are
inseparable. More effective use makes additional resources more productive—and the argu-
ment for aid more persuasive. External resources can provide strong support for changes in
policy and practice that can bring more effective use. This is how we can scale up to achieve
the Millennium Development Goals.

To improve service delivery, the WDR recommends institutional changes that will
strengthen relationships of accountability—between policymakers, providers, and citizens.
These changes will not come overnight. Solutions must be tailored not to some imaginary
“best practice” but to the realities of the country or the town or the village. One size will not

Xv
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fit all. But I am convinced that this new way of thinking about service delivery, and indeed
about development effectiveness, will bear fruit, particularly when matched with adequate
resources and a desire to assess what works and what does not, and to decide what must be
scaled up and, indeed, what must be scaled down.

In short, this year’s WDR is central to the World Bank’s two-pronged strategy for devel-
opment—investing in and empowering people, and improving the climate for investment.
Next year’s WDR will focus on the second of these. Together, these reports form part of the
World Bank’s contribution to meeting the challenge the global community has set for
itself—to eradicate poverty in our lifetime.

M

James D. Wolfensohn



I go to collect water four times a
day, in a 20-litre clay jar. It’s hard
work! . .. I've never been to school
as I have to help my mother with
her washing work so we can earn
enough money. . .. Our house
doesn’t have a bathroom. . .. If I
could alter my life, I would really
like to go to school and have more
clothes.

Elma Kassa, a 13-year-old girl
from Addis Ababa, Ethiopia

Overview

oo often, services fail poor

people—in access, in quantity, in

quality. But the fact that there are

strong examples where services do
work means governments and citizens can
do better. How? By putting poor people at
the center of service provision: by enabling
them to monitor and discipline service
providers, by amplifying their voice in poli-
cymaking, and by strengthening the incen-
tives for providers to serve the poor.

Freedom from illness and freedom from
illiteracy—two of the most important ways
poor people can escape poverty—remain
elusive to many. To accelerate progress in
human development, economic growth is,
of course, necessary. But it is not enough.
Scaling up will require both a substantial
increase in external resources and more
effective use of all resources, internal and
external. As resources become more produc-
tive, the argument for additional resources
becomes more persuasive. And external
resources can provide strong support for
changes in practice and policy to bring
about more effective use. The two are com-
plementary—that is the essence of the
development partnership that was cemented
in Monterrey in the spring of 2002.

This Report builds an analytical and
practical framework for using resources,
whether internal or external, more effec-
tively by making services work for poor
people. We focus on those services that
have the most direct link with human
development—education, health, water,
sanitation, and electricity.

Governments and citizens use a variety
of methods of delivering these services—
central government provision, contracting
out to the private sector and nongovern-
mental organizations (NGO)s, decentral-

ization to local governments, community
participation, and direct transfers to house-
holds. There have been spectacular suc-
cesses and miserable failures. Both point to
the need to strengthen accountability in
three key relationships in the service deliv-
ery chain: between poor people and
providers, between poor people and policy-
makers, and between policymakers and
providers. Foreign-aid donors should rein-
force the accountability in these relation-
ships, not undermine it.

Increasing poor clients’ choice and partic-
ipation in service delivery will help them
monitor and discipline providers. Raising
poor citizens’ voice, through the ballot box
and widely available information, can
increase their influence with policymakers—
and reduce the diversion of public services to
the non-poor for political patronage. By
rewarding the effective delivery of services
and penalizing the ineffective, policymakers
can get providers to serve poor people better.

Innovating with service delivery arrange-
ments will not be enough. Societies should
learn from their innovations by systemati-
cally evaluating and disseminating informa-
tion about what works and what doesn’t.
Only then can the innovations be scaled up
to improve the lives of poor people around
the world.

The challenge is formidable, because
making services work for poor people
involves changing not only service delivery
arrangements but also public sector institu-
tions. It also involves changing the way much
foreign aid is transferred. As governments,
citizens, and donors create incentives for
these changes, they should be selective in the
problems they choose to address. They
should be realistic about implementation
difficulties. And they should be patient.
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Figure 1 Progress in human
development: off track

People living on less than $1 a day

Percent
30

20

/

0

1990 1995 2000 2005 2010 2015

Primary school completion rate

Percent
100
90
80
70
1990 1995 2000 2005 2010 2015

Ratio of girls to boys in primary and
secondary school

Girls as a percent of boys

100
95
90
85
80
1990 1995 2000 2005

Under-five mortality rate

Deaths per 1,000 live births
100

80
60

40

//

20

0
1990 1995 2000 2005 2010 2015
Note: Blue line is the trend line to reach the
Millenium Development Goal. The red line
shows the actual progress to date.
Source:www.developmentgoals.org.

The problem

Poverty has many dimensions. In addition to
low income (living on less than $1 a day),
illiteracy, ill health, gender inequality, and
environmental degradation are all aspects of
being poor. This is reflected in the Millen-
nium Development Goals, the international
community’s unprecedented agreement on
the goals for reducing poverty (box 1). The
multidimensional nature of poverty is also
reflected in the World Bank’s two-pronged
strategy for development—investing in peo-
ple and improving the investment climate.
That five of the eight goals and one of the two
prongs of the strategy for development con-
cern health and education signals how central
human development is to human welfare.
But progress in human development has
lagged behind that in reducing income
poverty (figure 1). The world as a whole is
on track to achieve the first goal—reducing
by half the proportion of people living on
less than $1 a day—thanks mainly to rapid
economic growth in India and China, where
many of the world’s poor live." But the

world is off track in reaching the goals for
primary education, gender equality, and
child mortality.

To reach all of these goals, economic
growth is essential. But it will not be
enough. The projected growth in per capita
GDP will by itself enable five of the world’s
six developing regions to reach the goal for
reducing income poverty (table 1). But that
growth will enable only two of the regions to
achieve the primary enrollment goal and
none of them to reach the child mortality
goal. If the economic growth projected for
Africa doubles, the region will reach the
income poverty goal—but still fall short of
the health and education goals. In Uganda,
despite average annual per capita GDP
growth of 3.9 percent in the past decade,
child mortality is stagnating—and only
partly due to the AIDS epidemic.”

Because growth alone will not be enough
to reach the goals, the international com-
munity has committed itself—in a series of
recent meetings in Monterrey, Doha, and
Johannesburg—to greater resource trans-

With starting points in 1990, each goal is to be
reached by 2015:
1. Eradicate extreme poverty and hunger

Halve the proportion of people living on less
than one dollar a day.

Halve the proportion of people who suffer from
hunger.

2. Achieve universal primary education

Ensure that boys and girls alike complete
primary schooling.

3. Promote gender equality and empower
women

Eliminate gender disparity at all levels of educa-
tion.

4. Reduce child mortality

Reduce by two-thirds the under-five mortality
rate.

remains important.

BoX 1 The eight Millennium Development Goals

5. Improve maternal health

6. Combat HIV/AIDS, malaria, and other diseases

7. Ensure environmental sustainability

8. Develop a global partnership for

Three points about the Millennium Development Goals: First, to be enduring, success in reaching the goals
must be based on systemwide reforms to support progress. Second, focusing on these outcomes does not
imply focusing on education and health services alone. Health and education outcomes depend on too many
other factors for that to work—everything from parents’knowledge and behavior, to the ease and safety of
reaching a health clinic or school, or the technology available for producing outcomes (see crate 1.1).Third, in
countries that have already achieved universal primary completion or low infant and maternal mortality rates,
the spirit of the Millennium Development Goals—time-bound, outcome-based targets to focus strategies—

Reduce by three-quarters the maternal mortality
ratio.

Reverse the spread of HIV/AIDS.

Integrate sustainable development into country
policies and reverse loss of environmental
resources.

Halve the proportion of people without access
to potable water.

Significantly improve the lives of at least 100 mil-
lion slum dwellers.

development
Raise official development assistance.
Expand market access.
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Table1 Economic growth alone is not enough to reach all the Millennium Development Goals
People living on less than
$1 a day Primary school completion rate Under-five mortality
Annual average Target 2015 growth Target 2015 growth Target 2015 growth
GDP per capita (percent) alone (percent) (percent) alone (percent) (per 1,000 alone (per
growth births) 1,000 births)
2000-2015*
(percent per
year)
East Asia 5.4 14 4 100 100 19 26
Europe and Central Asia 36 1 1 100 100 15 26
Latin American and the
Caribbean 1.8 8 8 100 95 17 30
Middle East and North Africa 1.4 1 1 100 96 25 4
South Asia 3.8 22 15 100 99 43 69
Africa 1.2 24 35 100 56 59 151

*GDP growth projections from World Bank (2003a).

Note: Elasticity assumed between growth and poverty is —1.5; primary completion rate is 0.62; under-five mortality is —0.48.

Sources: World Bank (2003a), Devarajan (2002).

fers by developed countries and better poli-
cies and institutions in developing coun-
tries. The level of resource transfers is diffi-
cult to calculate precisely. Some estimates
are converging around a figure of $40 bil-
lion to $60 billion a year in additional for-
eign aid—so long as the money is accompa-
nied by policy and institutional reforms to
enhance the productivity of domestic and
external resources.’

Focusing on the human development
goals, this Report describes the reforms in
services needed to achieve them. Ensuring
basic health and education outcomes is the
responsibility of the state (box 2). But many
governments are falling short on their oblig-
ation, especially to poor people. In Armenia
and Cambodia, child mortality rates for the
poorest fifth of the population are two to
three times those for the richest fifth. Only
about 60 percent of the adolescents in the
poorest fifth of the population in the Arab
Republic of Egypt and Peru have completed
primary school, while all those from the
richest fifth have.

To meet this responsibility, governments
and citizens need to make the services that
contribute to health and education—water,
sanitation, energy, transport, health, and edu-
cation—work for poor people. Too often,
these services are failing. Sometimes, they are
failing everybody—except the rich, who can
opt out of the public system. But at other
times, they are clearly failing poor people.

Services are failing poor people

in four ways

How do we know that these services are fail-
ing poor people? First, while governments
devote about a third of their budgets to
health and education, they spend very little of
it on poor people—that is, on the services
poor people need to improve their health and
education. Public spending on health and
education is typically enjoyed by the non-
poor (figure 2). In Nepal 46 percent of educa-
tion spending accrues to the richest fifth, only
11 percent to the poorest. In India the richest
fifth receives three times the curative health
care subsidy of the poorest fifth.* Even
though clean water is critical to health out-
comes, in Morocco only 11 percent of the
poorest fifth of the population has access to

BOoX 2 Services—a public responsibility

By financing, providing, or regulating the
services that contribute to health and edu-
cation outcomes, governments around the
world demonstrate their responsibility for
the health and education of their people.
Why? First, these services are replete with
market failures—with externalities, as when
an infected child spreads a disease to play-
mates or a farmer benefits from a
neighbor’s ability to read. So the private sec-
tor, left to its devices, will not achieve the
level of health and education that society
desires. Second, basic health and basic edu-
cation are considered fundamental human

rights. The Universal Declaration of Human
Rights asserts an individual’s right to“a stan-
dard of living adequate for the health and
well-being of himself and of his family,
including ...medical care ...[and a right to
education that is] ... free, at least in the ele-
mentary and fundamental stages.”No mat-
ter how daunting the problems of delivery
may be, the public sector cannot walk away
from health and education.The challenge is
to see how the government—in collabora-
tion with the private sector, communities,
and outside partners—can meet this funda-
mental responsibility.
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Figure 2 More public spending for the rich than for the poor
Share of public spending that accrues to the richest and poorest fifths
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safe water, while everybody in the richest fifth
does (figure 3).

Second, even when public spending can
be reallocated toward poor people—say, by
shifting to primary schools and clinics—the
money does not always reach the frontline
service provider. In the early 1990s in
Uganda the share of nonsalary spending on
primary education that actually reached
primary schools was 13 percent. This was
the average: poorer schools received well
below the average.’

Third, even if this share is increased—as
the Ugandans have done—teachers must be
present and effective at their jobs, just as doc-
tors and nurses must provide the care that
patients need. But they are often mired in a
system where the incentives for effective ser-
vice delivery are weak, wages may not be
paid, corruption is rife, and political patron-
age is a way of life. Highly trained doctors sel-
dom wish to serve in remote rural areas.
Since those who do serve there are rarely
monitored, the penalties for not being at
work are low. A survey of primary health care
facilities in Bangladesh found the absentee
rate among doctors to be 74 percent.” When
present, some service providers treat poor
people badly. “They treat us like animals,”
says a patient in West Africa.”
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By no means do all frontline service
providers behave this way. Many, often the
majority, are driven by an intrinsic motivation
to serve. Be it through professional pride or a
genuine commitment to help poor people (or
both), many teachers and health workers
deliver timely, efficient, and courteous ser-
vices, often in difficult circumstances—
collapsing buildings, overflowing latrines—
and with few resources—clinics without
drugs, classes without textbooks.® The chal-
lenge is to reinforce this experience—to repli-
cate the professional ethics, intrinsic motiva-
tion, and other incentives of these providers
in the rest of the service work force.

The fourth way services fail poor people is
the lack of demand. Poor people often don’t
send their children to school or take them to a
clinic. In Bolivia 60 percent of the children
who died before age five had not seen a for-
mal provider during the illness culminating
in their death. Sometimes the reason is the
poor quality of the service—missing materi-
als, absent workers, abusive treatment. At
other times it is because they are poor. Even
when the services are free, many poor rural
families cannot afford the time it takes to
travel the nearly 8 kilometers to the nearest
primary school in Mali or the 23 kilometers
to the nearest medical facility in Chad.’



Weak demand can also be due to cultural
factors, notably gender. Some parents refuse
to send their daughters to school. Husbands
have been known to prevent their wives from
going to clinics—even for deliveries. And the
social distance between poor people and ser-
vice providers (70 percent of nurses and mid-
wives in rural Niger had been raised in the
city) is often a deterrent.

Alternative service delivery
arrangements

Ensuring access to basic services such as
health, education, water, energy, and sanitation
is a public responsibility today, but it has not
always been. Nor do governments discharge
this responsibility solely through central-
government provision. Throughout history
and around the world, societies have tried dif-
ferent arrangements—with mixed results.

e Some governments contract services
out—to the private sector, to NGOs,
even to other public agencies. In the
aftermath of a civil war Cambodia in-
troduced two forms of contracting for
the delivery of primary health care
(“contracting out” whole services and
“contracting in” some services). Ran-
domly assigning the arrangements
across 12 districts (to avoid systematic
bias), it found that health indicators, as
well as use by the poor, increased most in
the districts contracting out.'"” Whether
this can be scaled up beyond 12 districts
in Cambodia is worth exploring.

e Governments also sell concessions to the
private sector—in water, transport, elec-
tricity—with some very good and some
very bad results. Privatizing water in
Cartagena, Colombia, improved services
and access for the poor. A similar sale in
Tucuman, Argentina, led to riots in the
streets and a reversal of the concession.

e Some societies transfer responsibility
(for financing, provision, and regula-
tion) to lower tiers of government.
Again, the record has varied—with
potentially weaker capacity and greater
political patronage at the local level and
the reduced scope for redistribution
sometimes outweighing the benefits
from greater local participation. Local-

Figure 3 Water, water everywhere, nor any drop to
drink
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source (selected countries)
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government delivery of infrastructure in
South Africa improved service provision
in a short time."" But decentralizing
social assistance in Romania weakened
the ability and incentives of local coun-
cils to deliver cash transfers to the poor.'?
The program is now being recentralized.

e Responsibility is sometimes transferred to
communities—or to the clients themselves.
El Salvador’s Community-Managed Schools
Program (Educo) gives parents’ associations
the right to hire and fire teachers. That, plus
the monthly visits to the schools by the par-
ents’ associations, has reduced teacher—and
student—absenteeism, improving student
performance.

o Still other programs transfer resources and
responsibility to the household. Mexico’s
Education, Health, and Nutrition Program
(Progresa) gives cash to families if their
children are enrolled in school and they
regularly visit a clinic. Numerous evalua-
tions of the program show consistently
that it increased school enrollment (eight
percentage points for girls and five for
boys at the secondary level) and improved
children’s health (illness among young
children fell 20 percent)."

Overview
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The framework of relationships—
between clients, providers,

and policymakers

To help understand the variety of experiences
with traditional and alternative service deliv-
ery arrangements, the service delivery chain
can be unbundled into three sets of actors,
and the relationships between them exam-
ined (figure 4). Poor people—as patients in
clinics, students in schools, travelers on buses,
consumers of water—are the clients of ser-
vices. They have a relationship with the front-
line providers, with schoolteachers, doctors,
bus drivers, water companies. Poor people
have a similar relationship when they buy
something in the market, such as a sandwich
(or a samosa, a saltefia, a shoo-mai). In a
competitive-market transaction, they get the
“service” because they can hold the provider
accountable. That is, the consumer pays the
provider directly; he can observe whether or
not he has received the sandwich; and if he is
dissatisfied, he has power over the provider
with repeat business or, in the case of fraud,
with legal or social sanctions.

For the services considered here—such as
health, education, water, electricity, and
sanitation—there is no direct accountability
of the provider to the consumer. Why not? For
various good reasons, society has decided that
the service will be provided not through a
market transaction but through the govern-
ment taking responsibility (see box 2). That is,
through the “long route” of accountability—
by clients as citizens influencing policymak-
ers, and policymakers influencing providers.
When the relationships along this long route
break down, service delivery fails (absentee
teachers, leaking water pipes) and human
development outcomes are poor.

Figure 4 The framework of accountability
relationships

Policymakers

Consider the first of the two relationships
along the long route—the link between poor
people and policymakers or politicians (fig-
ure 4). Poor people are citizens. In principle,
they contribute to defining society’s collective
objectives, and they try to control public
action to achieve those objectives. In practice,
this does not always work. Either they are
excluded from the formulation of collective
objectives or they cannot influence public
action because of weaknesses in the electoral
system. Free public services and “no-show”
jobs are handed out as political patronage,
with poor people rarely the beneficiaries.

Even if poor people can reach the policy-
maker, services will not improve unless the
policymaker can ensure that the service
provider will deliver services to them. In
Cambodia, policymakers were able to specify
the services required to the NGOs with
whom they contracted. But for many ser-
vices, such as student learning or curative
care, the policymaker may not be able to
specify the nature of the service, much less
impose penalties for underperformance of
the contract. Teacher and health-worker
absenteeism is often the result.

Given the weaknesses in the long route of
accountability, service outcomes can be
improved by strengthening the short route—
by increasing the client’s power over
providers. School voucher schemes (Colom-
bia’s PACES) or scholarships (Bangladesh’s
Female Secondary School Assistance Pro-
gram, in which schools receive a grant based
on the number of girls they enroll) enable
clients to exert influence over providers
through choice. El Salvador’s Educo program
and Guinea’s revolving drug scheme (where
co-payments inspired villagers to stop theft)
are ways for client participation to improve
service provision.

Turn now to a closer look at the individual
relationships in the service delivery chain—
why they break down, how they can be
strengthened.

Citizens and politicians/
policymakers—stronger voice

Poor citizens have little clout with politicians.
In some countries the citizenry has only a
weak hold on politicians. Even if there is a
well-functioning electoral system, poor peo-



ple may not be able to influence politicians
about public services: they may not be well
informed about the quality of public services
(and politicians know this); they may vote
along ethnic or ideological lines, placing less
weight on public services when evaluating
politicians; or they may not believe the candi-
dates who promise better public services—
because their term in office is too short to
deliver on the promise—and they may vote
instead for candidates who provide ready
cash and jobs.

As a result, public services often become
the currency of political patronage and clien-
telism. Politicians give “phantom” jobs to
teachers and doctors. They build free public
schools and clinics in areas where their sup-
porters live. Former Boston mayor James
Curley strengthened his political base by con-
centrating public services in the Irish
Catholic areas while denying them to the
Protestants, who eventually moved to the
suburbs."

In 1989 Mexico introduced PRONASOL
(Programa Nacional de Solidaridad, or
National Solidarity Program), a poverty alle-
viation program that spent 1.2 percent of
GDP annually on water, electricity, nutrition,
and education construction in poor commu-
nities. Assessments of the six-year program
found that it reduced poverty by only about
3 percent. Had the budget been distributed
to maximize its impact on poverty, the
expected decline would have been 64 per-
cent. It would have been 13 percent even
with an untargeted, universal proportional
transfer to the whole population. The reason
becomes apparent when one examines the
political affiliation of communities that
received PRONASOL spending. Municipali-
ties dominated by the Institutional Revolu-
tionary Party (PRI), the party in power,
received significantly higher per capita trans-
fers than those voting for another party (fig-
ure 5).1

Just as a well-functioning democracy does
not guarantee that poor people will benefit
from public services, some one-party states
get good health and education outcomes—
even among the poor. Cuba has among the
best social indicators in Latin America—at a
much lower income than its peers, such as
Chile and Costa Rica. China reduced infant

Figure 5 It paid to vote for PRI
PRONASOL expenditures according to party in municipal
government
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Democratic Revolution;
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Source: Estévez, Magaloni, and Diaz-Cayeros (2002).

mortality dramatically, and achieved nearly
universal primary enrollment. To be sure, in
China, cases during the earliest phase of the
outbreak of severe acute respiratory syn-
drome in 2002 were not openly reported—
thus making its further spread almost
inevitable. And Cubans, who had high levels
of health and education in the 1950s, remain
poor on other dimensions."”

The lesson seems to be that the citizen-
policymaker link is working either when citi-
zens can hold policymakers accountable for
public services that benefit the poor or when
the policymaker cares about the health and
education of poor people. These politics are
“pro-poor.”

What can be done when the politics are
not pro-poor? Societies can still introduce
various intermediate elements to make pub-
lic institutions more accountable. Participa-
tory budgeting in Porto Allegre, Brazil,
started as a means for the citizens to partici-
pate in budget formulation and then to hold
the municipal government accountable for
executing the budget.

Perhaps the most powerful means of
increasing the voice of poor citizens in poli-
cymaking is better information. When the
government of Uganda learned that only 13
percent of recurrent spending for primary
education was arriving in primary schools, it
launched a monthly newspaper campaign on
the transfer of funds. That campaign galva-
nized the populace, inducing the government

Overview
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Policymakers

Providers

to increase the share going to primary schools
(now over 80 percent) and compelling school
principals to post the entire budget on the
schoolroom door.

The media can do much to disseminate
information about public services. Higher
newspaper circulation in Indian districts is
associated with better local-government per-
formance in distributing food and drought
relief."® The more people who can read, the
stronger the influence of the media. In Ker-
ala, India, this led to a virtuous cycle of liter-
acy leading to better public services, which
raised literacy even more."”

But information is not enough. People
must also have the legal, political, and eco-
nomic means to press demands against the
government. Most citizens in Uttar Pradesh,
India, know that government services are
dismal, and know that everyone else knows
that—and yet most do not feel free to
complain.”

Policymakers and providers—
stronger compacts

Strengthening poor people’s voice can
make policymakers want to improve ser-
vices for the poor. But they still may not be
able to. Well-intentioned policymakers
often cannot offer the incentives and do the
monitoring to ensure that providers serve
the poor. The absenteeism of teachers, the
rude treatment of patients, and the siphon-
ing of pharmaceuticals are symptoms of
the problem.

Even in the private sector, where the
incentives presumably are better aligned, per-
formance is not much better—for the same
reasons that private markets are not the solu-
tion to these problems in the first place. Pri-
vate providers fail to reach the very poor.
Weak regulation leads to poor-quality health
services in India’s private sector. Ineffectively
privatizing water incites riots in the streets of
Cochabamba.

In the former Soviet Union, state and
party control over providers ensured compli-
ance with delivery norms for free services.
Services worked, and levels of health status,
particularly for the poorer Central Asian
republics, were much higher than for other
countries at their level of income. But the
breakup of the Soviet Union weakened state

control over providers, and health and educa-
tion services collapsed.

Solving the problem requires mentally,
and sometimes physically, separating the
policymaker from the provider—and think-
ing of the relationship between the two as a
compact. The provider agrees to deliver a
service, in return for being rewarded or
penalized depending on performance. The
compact may be an explicit contract with a
private or nonprofit organization—or
between tiers of government, as in Johan-
nesburg, South Africa®’ Or it could be
implicit, as in the employment agreements
of civil servants.

Separating the policymaker from the
provider is not easy, for those who benefit
from the lack of separation may resist it.
Teachers’ unions in Uttar Pradesh, India,
blocked an attempt to put teacher hiring,
firing, and attendance under the control of
the village panchayat. On the other hand,
health professionals in Brazil participated in
a national coalition that prepared the plan
for health reforms and municipal health
councils.”> The separation usually happens
because of a fiscal crisis (Johannesburg), a
major political change (decentralization in
Latin America), or a legacy of history (pub-
lic regulation of water providers in the
Netherlands).

Even with a separation of policymaker
and provider, the compacts cannot be too
explicit. It is difficult to specify precisely what
the schoolteacher should do at every point in
the day. Too much specificity can lead to
inflexibility. Parisian taxi drivers, to make a
point about excessive regulations, sometimes
meticulously follow the rules in the Code de la
route—slowing traffic in the French capital to
a snail’s pace.”

Since the contract cannot be fully speci-
fied, policymakers look to other means of
eliciting pro-poor services from providers.
One way is to choose providers who have an
intrinsic motivation to serve the poor. A
study of faith-based health care providers in
Uganda estimates that they work for 28 per-
cent less than government and private for-
profit staff, and yet provide a significantly
higher quality of care than the public sec-
tor.”* Another way is to increase incentives
to serve the poor or work in underserved



areas. But one study of Indonesia shows
that it would require multiples of current
pay levels to get doctors to live in West
Papua, for instance (where the vacancy rate
is 60 percent).” A third way is to solicit bids
for services and use the competition in the
bidding process to monitor and discipline
providers. Many water concessions are man-
aged this way. A recent innovation in Mad-
hya Pradesh, India, allows NGOs to compete
for concessions to primary schools, with
payments conditional on higher test scores
based on independent measurement.

As with the citizen-politician relationship,
a critical element in the policymaker-
provider relationship is information. The
policymaker can specify a contract based only
on what he can observe—on what informa-
tion is available. There has to be a method for
monitoring providers and for having that
information reach the policymaker. New
technologies, including e-government, can
make this easier.”®

So can some ingenious methods using
human beings. When Cear4d, Brazil, hired a
cadre of district health workers, the govern-
ment sent their names to the applicants who
were not selected, inviting them to report any
problems with service in the health clinics.
More fundamentally, these output-based
incentive schemes require rigorous program
evaluation, so that the policymaker knows
and understands what is working and what
isn’t. Evaluation-based information, impor-
tant not only for monitoring providers, also
enables the rest of the world to learn about
service delivery.

Clients and providers—more
choices, more participation

Given the difficulties in strengthening the long
route of accountability, improving the short
route—the client-provider relationship—
deserves more consideration. There is no
question that this relationship is broken for
hundreds of millions of poor people. Voices
of the Poor and other surveys point to the
helplessness that poor people feel before
providers—nurses hitting mothers during
childbirth, doctors refusing to treat patients of
alower caste.”” Unlike most private providers,
public water companies funded through bud-
getary transfers often ignore their customers.

These are but symptoms of the larger prob-
lem: many service delivery arrangements
neglect the role of clients, especially poor
clients, in making services work better.

Clients can play two roles in strengthening
service delivery. First, for many services,
clients can help tailor the service to their
needs, since the actual mix cannot be specified
in advance. In some parts of Pakistan, girls are
more likely to attend school if there is a female
teacher. The construction of separate latrines
for girls has had a strong effect on girls’ enroll-
ment in primary schools. When the opening
hours of health clinics are more convenient
for farmers, visits increase. Second, clients can
be effective monitors of providers, since they
are at the point of service delivery. The major
benefit of Educo came from the weekly visits
of the community education association to
schools. Each additional visit reduced student
absenteeism (due to teacher absenteeism) by 3
percent.28

How can the role of clients in revealing
demand and monitoring providers be
strengthened? By increasing poor people’s
choice and participation in service delivery.
When clients are given a choice among ser-
vice providers, they reveal their demand by
“voting with their feet.” Female patients who
feel more comfortable with female doctors
can go to one. The competition created by
client choice also disciplines providers. A
doctor may refuse to treat lower-caste
patients, but if he is paid by the number of
patients seen, he will be concerned when the
waiting room is empty. Reimbursing schools
based on the number of students (or female
students) they enroll creates implicit compe-
tition among schools for students, increasing
students’ choice.

School voucher programs—as in Ban-
gladesh, Chile, Colombia, Cote d’Ivoire, and
Czech Republic—are explicitly aimed at
improving education quality by increasing
parents’ choices. The evidence on these
schemes is mixed, however. They seem to
have improved student performance among
some groups. But the effects on the poor are
ambiguous because universal voucher
schemes tend to increase sorting—with
richer students concentrating in the private
schools.”” When the voucher is restricted to
poor or disadvantaged groups, the effects are
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better.’ The Colombia program showed
lower repetition rates and higher perfor-
mance on standardized tests for students par-
ticipating in the scheme—with the effect for
girls higher than that for boys.”" Even in net-
work systems such as urban water provision,
it is possible to give poor communities
choice—by allowing the poor to approach
independent providers, introducing flexibil-
ity in service standards such as lifeline rates,
and so on.

When there is no choice of providers,
increasing poor people’s participation in ser-
vice provision—giving them the ability to
monitor and discipline the provider, for
example—can achieve similar results. Clients
can play the role of monitors since they are
present at the point of service. But they need
to have an incentive to monitor.

In Bangladesh, thanks to reduced import
tariffs, households were able to purchase
tubewells that tapped ground sources—shal-
low aquifers—for drinking water. Unfortu-
nately, no one arranged for the monitoring of
water quality—a public good—so the arsenic
in the water went undetected. If the stakes are
high enough, communities tackle the prob-
lem. When the Zambian government intro-
duced a road fund financed by a charge on
trucks, truck drivers took turns policing a
bridge crossing to make sure that overloaded
trucks did not cross. Of course such co-
payments or user fees reduce demand—and
so should not be used when the demand
effects outweigh the increase in supply, as in
primary education. But for water, electricity,
and other services whose benefits are enjoyed
mainly by the user, charging for them has the
added benefit of increasing the consumer’s
incentive to monitor the provider. Farmers in
Andhra Pradesh, India, are finding that, when
they pay for their water, the irrigation depart-
ment becomes more accountable to them. In
the words of one farmer, “We will never allow
the government to again give us free water.”>>

Donors and recipients—
strengthening accountability,

not undermining it

Improving service outcomes for poor people
requires strengthening the three relationships
in the chain—between client and provider,
between citizen and policymaker, and

between policymaker and provider. In their
zeal to get services to the poor, donors often
bypass one or more of these relationships.
The typical mode of delivering aid—a
project—is often implemented by a separate
unit outside the compact, bypassing the rela-
tionship between policymakers and pro-
viders. The project is typically financed by
earmarked funds subject to donor-mandated
fiduciary requirements. It and other donor
initiatives, including global “funds,” bypass
the citizen-policymaker relationship where
the budget is concerned. To be sure, when the
existing relationship is dysfunctional, it may
be necessary to go around it. But the cases
where the benefits outweigh the costs are
probably fewer than imagined.

Recognizing the gap between ends and
means, some donors and recipients try to use
foreign aid to strengthen, not weaken, the
links in the service delivery chain. One
approach is to incorporate donor assistance
in the recipient’s budget, shifting to the recip-
ient’s accountability system. In Uganda assis-
tance from Germany, Ireland, the Nether-
lands, Norway, United Kingdom, and the
World Bank is all part of the country’s bud-
get, the outcome of a coordinated and partic-
ipatory process.

Another approach is for donors to pool
their assistance in a single “pot” and to har-
monize their fiduciary standards around that
of the rest of the government. The sectorwide
approach to health, education, transport, and
other sectors is a step in this direction. Possi-
bly the biggest payoff comes when donors
help generate knowledge—as when donor-
financed impact evaluation studies reveal
what works and what doesn’t in service deliv-
ery, or when donors pool technical assistance
resources at the retail level, as in the multi-
donor Water and Sanitation Program.
Knowledge is essential to scaling up service
delivery. Although it emerges locally, it is a
global public good—precisely what aid is
designed to finance.

What not to do

The picture painted so far of the difficulties in
government-led service delivery may lead
some to conclude that government should
give up and leave everything to the private
sector. That would be wrong. If individuals



are left to their own devices, they will not
provide levels of education and health that
they collectively desire (see box 2). Not only
is this true in theory, but in practice no
country has achieved significant improve-
ment in child mortality and primary educa-
tion without government involvement. Fur-
thermore, as mentioned earlier, private
sector or NGO participation in health, edu-
cation, and infrastructure is not without
problems—especially in reaching poor peo-
ple. The extreme position is clearly not
desirable.

Some aid donors take a variant of the
“leave-everything-to-the-private-sector” posi-
tion. If government services are performing
so badly, they say, why give more aid to those
governments? That would be equally wrong.
There is now substantial research showing
that aid is productive in countries with good
policies and institutions, and those policies
and institutions have recently been improv-
ing.”” The reforms detailed in this Report
(aimed at recipient countries and aid agen-
cies) can make aid even more productive.
When policies and institutions are improv-
ing, aid should increase, not decrease, to real-
ize the mutually shared objective of poverty
reduction, as specified in the Millennium
Development Goals.

At the same time, simply increasing public
spending—without seeking improvements in
the efficiency of that spending—is unlikely to
reap substantial benefits. The productivity of
public spending varies enormously across
countries. Ethiopia and Malawi spend
roughly the same amount per person on pri-
mary education—with very different out-
comes. Peru and Thailand spend vastly differ-
ent amounts—with similar outcomes.

On average, the relationship between
public spending on health and education
and the outcomes is weak or nonexistent. A
simple scatter plot of spending and out-
comes shows a clear line with a significant
slope—because richer countries spend more
on health and education and have better out-
comes. But controlling for the effect of per
capita income, the relationship between
public spending on health and under-five
mortality rates is not statistically significant
(figure 6). That is not surprising: most public
spending on health and education goes to

Figure 6 Increased public spending is not enough
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Note: For the regression line shown, the coefficient is —0.148 and
the t-statistic is 1.45.

Source: GDP per capita and public spending data, World
Development Indicators database; under-5 mortality, UNICEF.

the non-poor, much of it fails to reach the
frontline service provider, and service
providers face weak incentives to deliver ser-
vices effectively.

Linked to the “simply-increase-public-
spending” approach is one that advocates for
more foreign aid without accompanying
measures to improve the productivity of for-
eign aid. This can be just as misleading—and
not just for the same reasons that simply
increasing public expenditure is misleading.
Sometimes the modes of delivering foreign
aid, by undermining rather than strengthen-
ing service delivery in the recipient country,
can reduce the productivity of public spend-
ing in the medium run.

Finally, when faced with disappointing
health and education outcomes, especially
for poor people, it is tempting to recom-
mend a technical solution that addresses the
proximate cause of the problem. Why not
give vitamin A supplements, de-worm
schoolchildren, and train teachers better?
Why not develop a “minimum package” of
health interventions for everybody?
Although each intervention is valuable, rec-
ommending them alone will not address
the fundamental institutional problems
that precluded their adoption in the first
place.’® Lack of knowledge about the right
technical solution is probably not the bind-
ing constraint. What is needed is a set of
institutional arrangements that will give
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policymakers, providers, and citizens the
incentives to adopt the solution and adapt it
to local conditions.

What can be done?

The varied experience with traditional and
innovative modes of service delivery clearly
shows that no single solution fits all services
in all countries. The framework of account-
ability relationships explains why. In differ-
ent sectors and countries, different relation-
ships need strengthening. In education the
biggest payoff may come from strengthen-
ing the client-provider link, as with vouch-
ers in Colombia or scholarships for girls in
Bangladesh. But that may not be so in
immunization campaigns.

Furthermore, poor people are often
trapped in a system of dysfunctional service-
delivery relationships. Making just one link
more effective may not be enough—it may
even be counterproductive—if there are seri-
ous problems elsewhere in the service deliv-
ery chain. In water or curative health care,
tightening the policymaker-provider link
could make providers respond more to the
demands of their superiors—and less to
their poor clients. Relying on user groups,
often generously funded by donors, may
inhibit the development of genuinely demo-
cratic local governments. Finally, countries,
and regions within countries, vary enor-
mously in the conditions that make service
innovations work. A failed state mired in
conflict will be overstretched in resources
and institutional capacity, and able to man-
age only certain interventions. Countries
with high prevalence of HIV/AIDS will
require short- and long-term adaptations of
the service delivery systems.

Does this mean there are no general
lessons about making services work for
poor people? No. The experience with ser-
vice delivery, viewed through the lens of
this Report, suggests a constellation of
solutions, each matching various charac-
teristics of the service and the country or
region. While no one size fits all, perhaps
eight sizes do. Even eight may be too few,
which is why some of the “sizes” are
adjustable, like waistbands.

The eight sizes can be arrived at by
answering a series of questions.

Pro-poor or clientelist politics?

How much is the political system in the
country geared toward pro-poor public ser-
vices—and how much does it suffer from
clientelist politics and corruption? This is the
most difficult dimension for an outside actor,
such as a donor, to address: the recipient of
the advice may also be the source of the prob-
lem. And politics do not change overnight.

Even so, at least three sets of policy instru-
ments can be deployed where the politics are
more clientelist than pro-poor.

o First is choosing the level of government
responsible for the service. Countries dif-
fer in the patronage politics and capabili-
ties of different tiers of government—
and this should inform the service
delivery arrangement.

e Second, if politicians are likely to capture
the rents from free public services and
distribute them to their clients, an
arrangement that reduces the rents may
leave the poor better off. This might
include transparent and publicly known
rules for allocation, such as per-student
grants to schools, or conditional transfers
to households, as in Progresa. In some
cases it may include fees to reduce the
value of the politicians’ distribution deci-
sions. India’s power sector was nationally
owned and run because it was a network
(and therefore not amenable to head-to-
head competition). But the huge rents
from providing subsidized electricity
have been diverted to people who are not
poor—all within a parliamentary democ-
racy. Reducing those rents by raising
power tariffs or having the private sector
provide electricity, even if it violates the
principles of equity—they are already
violated in the existing system—may be
the only way of improving electricity ser-
vices to the poor.

o Third, better information—that makes
citizens more aware of the money allo-
cated to their services, the actual condi-
tions of services, and the behavior of
policymakers and providers—can be a
powerful force in overcoming clientelist
politics. The role of a free and vibrant
press and improving the level of public
discourse cannot be overstated.



Homogeneous or heterogeneous
clients?

The answer to this question depends on the
service. Students with disabilities have special
needs for quality education but not for
immunization. Heterogeneity is also defined
by regional or community preferences.
Whether a girl goes to school may depend on
whether there are separate latrines for boys
and girls. If that depends on local preferences,
the village should have a say in design. Previ-
ously homogeneous societies, such as Sweden
and Norway, are changing with increased
immigration. They are giving more discre-
tion to local communities in tailoring the
education system to suit the linguistic abili-
ties of their members.

The more that people differ in their
desires, the greater the benefits from decen-
tralizing the decision. In the most extreme
case—when individual preferences matter—
the appropriate solution will involve individ-
ual choices of service (if there is the possibil-
ity of competition) and such interventions as
cash transfers, vouchers, or capitation pay-
ments to schools or medical providers. If
there are shared preferences, as in education,
or free-rider problems as in sanitation, the
community is the correct locus of decision-
making. The appropriate policy will then
involve local-government decisions in a
decentralized setting—or depending on
political realities, community decisions (as
for social investment funds) and user groups
(such as parents in school committees).

Easy or hard to monitor?

Services can be distinguished by the difficulty
of monitoring service outputs. The difficulty
depends on the service and on the institu-
tional capacity of government to do the mon-
itoring. At one extreme are the services of
teachers in a classroom or doctors in a clinic.
Both transactions allow much discretion by
the provider that cannot be observed easily. A
doctor has much more discretion in treating
a patient than an electrician switching on a
power grid. And it is difficult to know when
high-quality teaching or health care is being
provided. It may be possible to test students.
But test scores tell very little about the
teacher’s ability or effort, since they depend at
least as much on students’ socioeconomic

status or parental involvement. More easily
monitored are immunizations and clean
latrines—all measurable by a quantitative,
observable indicator.

Of course it depends on who is doing the
monitoring. Parents can observe whether the
teacher is in attendance, and what their chil-
dren are learning, more easily than some cen-
tral education authority. Better management
information systems and e-government can
make certain services easier to monitor. And
monitoring costs can be reduced by judicious
choice of providers—such as some NGOs,
which may be trustworthy without formal
monitoring. In short, the difficulty of moni-
toring is not fixed: it can vary over time and
with policies.

Eight sizes fit all

Now examine different combinations of
these characteristics, to see which service
delivery arrangement would be a good fit—
and which would be a misfit (figure 7). To be
sure, none of the characteristics can be easily
divided into such clean categories, because
countries and services lie on a continuum.
Even so, by dividing the salient characteris-
tics, and looking at various combinations, the
“eight sizes fit all” approach can be applied to
the considerations spelled out earlier.

Central government financing with con-
tracting (1). In a favorable political context,
with agreement on what government should
do, an easy-to-monitor service such as
immunization could be delivered by the
public sector, or financed by the public sec-
tor and contracted out to the private or non-
profit sector, as with primary health centers
in Cambodia.” Infrastructure services could
be managed by a national utility or provided
by the private sector with regulatory over-
sight.

Note that the particular configuration in
which this arrangement will work is special.
In the developed countries there is much
discussion of a set of reforms, started in New
Zealand, that involve greater use of explicit
contracts—either from the government to
the private sector, or from central ministries
to the ministries responsible for specific ser-
vices. The New Zealand reforms are justified
by a well-established public sector ethos,
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no
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Figure 7 Eight sizes fit all?
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reasonable management information sys-
tems, and supporting institutions, including
legal systems, to allow contract enforcement.
These features increase the “monitorability”
of certain services by reducing the gap
between contracted and realized outcomes.

These preconditions do not exist in many
developing countries, so the template of these
reforms cannot be used mechanically.”® If
there is no good legal system and the civil ser-
vice is subject to bribes (a form of clientelist
politics), private sector contracts might be a
major source of corruption. In these coun-
tries, government should perhaps be even
more output-oriented—not as a means of
tweaking a well-functioning system but as a
way of getting the system to provide much
greater improvements in services and gener-
ating new information.

Central government provision (2). When the
service is difficult to monitor—explicit con-

tracts are difficult to write or enforce—but
the politics are pro-poor and clients homo-
geneous, the traditional, centralized public
sector is the appropriate delivery system.
The French education system, which admin-
isters a uniform service centrally, is one of
the best examples.” But too many countries
fall into the trap of thinking that just
because the service is difficult to monitor, it
must be delivered by the government. When
students are heterogeneous, when the poli-
tics of the country are not geared toward
poor people, government control of the
education system—with no participation by
students, parents, or local communities—
can leave the poor worse off.

Local government financing with contracting
(3). With heterogeneous preferences, local
governments should be involved in services.
When local politics are pro-poor (but
national politics aren’t), local governments
could be more reliable financiers of services,
and vice versa. Easily monitored services such
as water or electricity can be contracted out to
public or private utilities, as in Johannesburg.

Local government (or deconcentrated cen-
tral government) provision (4). For difficult-
to-monitor services, such as education (for
quality), management responsibility might
be ceded to parent groups when the politics
are conducive, as in the Educo program.
Giving clients a choice through vouchers
enables them to express their heterogeneous
preferences. And the competition created by
clients having a choice may improve service
quality—as with water vouchers in Chile or
sanitation vouchers in Bangladesh.

Client power (5, 6, 7, 8). When publicly
financed services are subject to capture—the
politics are not pro-poor—the best thing to
do is to strengthen the client’s power as
much as possible. But that can be difficult.
Even means-tested voucher schemes or sub-
sidies could be diverted to the non-poor.
Transparent, rule-based programs, such as
Progresa in Mexico, are needed to make it
difficult to hide middle-class capture.

In services such as water and electricity,
governments intervene to regulate monopoly
providers and protect the poor—and not



because there are significant externalities. So
separating the policymaker from the provider,
and making the provider accountable to the
client through prices, can strengthen client
power and lead to better results. Poor people
can be protected from high prices if charges
rise with use (with an initial, free amount).
Allowing small, independent water providers
to compete with the local monopoly can also
discipline provision and keep prices down.

But prices—without accompanying subsi-
dies or transfers to poor people—cannot be
used to strengthen client power in education
because of the externalities in primary educa-
tion. A market-based allocation would not be
in society’s interest. The same applies to
health services with externalities, such as
immunization. In curative health care, the
asymmetry of information between client
and provider makes strengthening client
power problematic. Better information on
preventive care or on how to choose medical
providers (possibly disseminated by non-
profit organizations) can ameliorate the
problem. In extreme cases, it may be that only
community groups or altruistic nonprofits
can effectively provide these services to poor
people.”®

These service delivery arrangements repre-
sent efforts to balance problems with the long
route of accountability (clientelist politics,
hard-to-monitor services) with the short
route. The reason societies choose the long
route is that there are market failures or
concerns with equity that make the tradi-
tional short route—consumers’ power over
providers—inadequate. But the “government
failures” associated with the long route may be
so severe that, in some cases, the market solu-
tion may actually leave poor people better off.

Eight sizes fit all with adjustable
waistbands

The foregoing simplified scheme captures
only part of the story. At least two features are
left out.

Failed states. Countries where the state is fail-
ing (often countries in conflict) need service
delivery arrangements different from those
where the state is fairly strong. Primary school
completion rates in Senegal and the Democ-
ratic Republic of Congo are about 40 percent.

In Senegal—a stable democracy—the reforms
in education, including those that strengthen
client-provider links, would go through the
government (to strengthen the policymaker-
provider links as well). In the Democratic
Republic of Congo—where conflict has sig-
nificantly weakened the state—ways should
be found to empower communities to
improve education services—even if it means
bypassing government ministries in the short
to medium term. Social funds and commu-
nity-driven development are examples. They
can be effective in improving service out-
comes, but concerns about their sustainability
and scalability—and whether they crowd out
the growth of local government capacity—
should not be overlooked.

History. The country’s history can also have
a bearing on which service delivery arrange-
ments are likely to succeed. Until the 19th
century, the education systems of Britain
and France were private and the church was
the dominant provider. The government
had an incentive to develop an oversight
mechanism to ensure that the schools
taught more than just religion. That proved
valuable when education was nationalized
in these countries: the systems continued to
run with strong regulatory oversight.

Water providers in the Netherlands started
as private companies, making the concept of
water as an economic good, and charging for
it, acceptable. When the system was shifted to
municipal ownership, pricing remained. Even
if the Dutch never introduce private participa-
tion in water, they have achieved the separa-
tion between policymaker and provider. In
sum, a country’s history can generate the
incentives for certain institutions to develop—
and those institutions can make the difference
in whether a particular service arrangement
succeeds or fails.

Sectoral service reforms

What do these conclusions tell us about the
reform agenda in individual sectors? In edu-
cation there is a tradeoff between the need
for greater central authority to capture soci-
etywide benefits, such as social cohesion,
and the need for greater local influence
because student learning is difficult to
monitor at the central level. The tradeoff is
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sharper when the concern is the quality of
education rather than the quantity. In
Indonesia centralized public delivery of
education has enrolled children in schools,
but it has been less successful in teaching
them valuable skills. To increase the quality
of education, therefore, reforms should
concentrate on increasing the voice and
participation of clients—but not neglect
the importance of central government over-
sight. In practical terms, this would call for
more community management of schools
and demand-side subsidies to poor people,
but with continuing stress on nationally
determined curricula and certification.
Governments intervene in health to con-
trol communicable diseases, protect poor
people from impoverishing health expendi-
tures, and disseminate information about
home-based health and nutrition practices.
Each of these activities is different, yet they
are often provided by the same arrangement,
such as a central government public health
system. They should be differentiated.

o Information about hand washing, exclu-
sive breastfeeding, and nutrition can be
delivered (and even financed) by NGOs
and other groups, delivery that works
best when reinforced by the community.

e OQutreach services, such as immuniza-
tions, can be contracted out but should
be publicly financed.

e Clinical care is the service the client is
least able to monitor, but the case in
which government failures might swamp
market failures. Where the politics are
extremely pro-rich, even public financ-
ing of these services (with private provi-
sion) can be counterproductive for poor
people. The non-poor can capture this
financing, leaving no curative services
for the poor—and no room in the bud-
get for public health services. Strength-
ening client power, through either
demand-side subsidies or co-payments,
can improve matters for poor people,
even if there is asymmetric information
between client and provider.

In the infrastructure sectors—such as
water, sanitation, transport, and energy—the
rationale for government intervention is dif-

BoXx 3 Spotlight on “spotlights

In addition to the usual assortment of boxes and
examples to illustrate particular points, this
Report contains 11 “spotlights”that appear
between chapters. Each spotlight describes a
particularly important service delivery innova-
tion or experience.The purpose of these spot-
lights is to tell the story behind these
innovations or experiences, and provide a bal-
anced perspective on the evidence.

ferent from that in education and health, and
so should be the policy responses. The main
reason for government involvement in water
and energy provision is that those services are
provided through networks, so direct compe-
tition is not possible. Governments also inter-
vene to ensure access by poor people to these
services. So the role of government is to regu-
late and in some cases subsidize production
and distribution. There are few advantages to
the government’s providing the service itself,
which explains why the past decade has seen
many privatizations, concessions, and the like
in water and energy.

Whether delivered by a private or public
company, the service needs to be regulated.
Who that regulator is will determine service
outcomes. At the very least, when the com-
pany is public, the regulator should be sepa-
rate from the provider (when the policy-
maker and provider are indistinguishable,
making this separation is all the more diffi-
cult). The situation is worse when water or
energy is subsidized, because the sizable rents
from this subsidy—the benefits of below-
market-rate services—can be captured by
politicians, who use them to curry favor with
their rich clients rather than the poor.

Sanitation is different because individuals
can offload their refuse onto their neighbors.
So subsidies to individual households will
not solve the collective action problem.
Instead, using community-level subsidies,
and giving communities the authority to
allocate them, puts the locus of authority
where the external effects of individual
behavior can be contained.

Scaling up
How can all these reforms be scaled up so
that developing countries will have a chance



of meeting the Millennium Development
Goals? First, as noted at the beginning of this
Report, additional resources—external and
internal—will be needed to capitalize on
these reforms. Second, these reforms must be
embedded in a public sector responsible for
ensuring poor people’s access to basic ser-
vices. This means that the sectoral reforms
must be linked to ongoing (or nascent) pub-
lic sector reforms in such areas as budget
management, decentralization, and public
administration reform. It also means that a
well-functioning public sector is a crucial
underpinning of service delivery reform. In
the same vein, there should be reform in
donor practices—such as harmonizing pro-
cedures and making more use of budget
support—to strengthen recipient countries’
efforts to improve service outputs.

Third, a recurring theme in this Report is
what information can do—as a stimulant for
public action, as a catalyst for change, and as
an input for making other reforms work.
Even in the most resistant societies, the cre-
ation and dissemination of information can
be accelerated. Surveys of the quality of ser-
vice delivery conducted by the Public Affairs
Centre in Bangalore, India, have increased
public demand for service reform. The sur-
veys have been replicated in 24 Indian states.
The public expenditure tracking survey in
Uganda is another example, as is the Probe
report on India’s education system.

Beyond surveys, the widespread and sys-
tematic evaluation of service delivery can have
a profound effect on progress toward the Mil-
lennium Development Goals. Evaluations
based on random assignments, such as Mex-
ico’s Progresa, or other rigorous evaluations
give confidence to policymakers and the pub-
lic that what they are seeing is real. Govern-
ments are constantly trying new approaches
to service delivery. Some of them work. But
unless there is some systematic evaluation of
these programs, there is no certainty that they
worked because of the program or for other
reasons. Based on the systematic evaluations
of Progresa, the government has scaled up the
program to encompass 20 percent of the
Mexican people.

The benefits of systematic program evalua-
tion go beyond the program and the country.
These evaluations tell policymakers in other

countries what works and what doesn’t. They
are global public goods—which might explain
why they are so scarce.” If these evaluations
are global public goods, the international com-
munity should finance them. One possibility
would be to protect the 1.5 percent of World
Bank loans that is supposed to be used for
evaluation (but rarely is), so that this sum—
about $300 million a year—could be used to
administer rigorous evaluations of projects
and disseminate the results worldwide.

In addition to creating and disseminating
information, other reforms to improve service
delivery will require careful consideration of
the particular setting. There is no silver bullet
to improve service delivery. It may be known
how to educate a child or stop an infant from
dying. But institutions are needed that will
educate a generation of children or reduce
infant mortality by two-thirds. These do not
crop up overnight. Nor will a single institu-
tional arrangement generate the desired
results. Everything from publicly financed
central government provision to user-
financed community provision can work (or
fail to work) in different circumstances.

Rather than prescribe policies or design
the optimal institution, this Report
describes the incentives that will give rise to
the appropriate institution in a given con-
text. Decentralization may not be the opti-
mal institutional design. But it may give
local governments the incentives to build
regulatory capacity that, in turn, could make
water and energy services work better for
poor people. NGO service provision might
be effective in the medium run, as it has
been in education in Bangladesh. But the
incentives it creates for the public sector to
stay out of education make it much harder
to scale up or improve quality—as Ban-
gladesh is discovering today. Many of these
institutions cut across the public sector—
budgetary institutions, intergovernmental
relations, the civil service—which reinforces
the notion that service delivery reform
should be embedded in the context of public
sector reform

In addition to looking for incentives to
generate the appropriate institutions, gov-
ernments should be more selective in what
they choose to do. The experience with ser-
vice delivery teaches us the importance of
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implementation. Singapore and Nigeria
(both former British colonies) have similarly
designed education systems. But in imple-
mentation, the outcomes, especially for poor
people, could not be more different. Govern-
ments and donors often overlook implemen-
tation difficulties when designing policies.
There may be benefits to having the central
government administer schools (such as
social cohesion). But the problems with cen-
tral provision of a hard-to-monitor activity
such as primary education are so great, espe-
cially among heterogeneous populations, that
the government should rethink its position of
centrally controlled schools. Selectivity is not
just about choosing from the available design
options—it is about choosing with an eye
toward options that can be implemented.
That there is no silver bullet, that we
should be looking for incentives that give

rise to appropriate institutions, that we
need to be more realistic about implemen-
tation in choosing among options—all
imply that these reforms will take time.
Even if we know what is to be done, it may
be difficult to get it done. Despite the urgent
needs of the world’s poor people, and the
many ways services have failed them, quick
results will be hard to come by. Many of the
changes involve fundamental shifts in
power—something that cannot happen
overnight. Making services work for poor
people requires patience. But that does not
mean we should be complacent. Hubert
Lyautey, the French marshal, once asked his
gardener how long a tree would take to
reach maturity. When the gardener
answered that it would take 100 years, Mar-
shal Lyautey replied, “In that case, plant it
this afternoon.”



chapter

Services can work

for poor people

but too often they fail

With seven other children to care for, Maria’s
mother, Antonia Souza Lima, explained that she
could not afford the time—an hour-and-a-half
walk—or the 40-cent bus fare to take her listless
baby to the nearest medical post. Maria seemed
destined to become one of the 250,000 Brazilian
children who die every year before turning 5. But
in a new effort to cut the devastating infant mor-
tality rate here, a community health worker
recently started to walk weekly to the Lima house-
hold, bringing oral rehydration formula for Maria
and hygiene advice for her mother, who has a tele-
vision set but no water filter. Once a month, the
7,240 workers in the Ceard health program enter
the homes of four million people, the poor major-
ity of a state where most people’s incomes are less
than $1 a day. Erismar Rodrigues de Lima, a
neighbor of the Limas, listened intently to instruc-
tions on filtering drinking water. “I am the first
member of my family to ever receive prenatal
care,” said the 22-year-old woman, who is expect-
ing a baby in June.

From the New York Times"

I go to collect water four times a day, in a 20-litre
clay jar. It’s hard work! . . . I've never been to
school as I have to help my mother with her wash-
ing work so we can earn enough money. I also
have to help with the cooking, go to the market to
buy food, and collect twigs and rubbish for the
cooking fire. Our house doesn’t have a bathroom. I
wash myself in the kitchen once a week, on Sun-
day. At the same time I change my clothes and
wash the dirty ones. When I need the toilet I have
to go down to the river in the gully behind my
house. I usually go with my friends as we’re only
supposed to go after dark when people can’t see us.
In the daytime I use a tin inside the house and
empty it out later. If I could alter my life, I would
really like to go to school and have more clothes.
Elma Kassa, a 13-year-old girl
from Addis Ababa, Ethiopia®!

Citizens and governments can make services
that contribute to human development work
better for poor people—and in many cases
they have. But too often services fail poor
people. Services are failing because they are
falling short of their potential to improve

outcomes. They are often inaccessible or pro-
hibitively expensive. But even when accessi-
ble, they are often dysfunctional, extremely
low in technical quality, and unresponsive to
the needs of a diverse clientele. In addition,
innovation and evaluation—to find ways to
increase productivity—are rare.

Many services contribute to improving
human welfare, but this Report focuses on
services that contribute directly to improving
health and education outcomes—health ser-
vices, education services, and such infrastruc-
ture services as water, sanitation, and energy.
“Services” include what goes on in schools,
clinics, and hospitals and what teachers,
nurses, and doctors do. They also include
how textbooks, drugs, safe water, and elec-
tricity reach poor people, and what informa-
tion campaigns and cash transfers can do to
enable poor people to improve outcomes
directly. Much of all this is relevant for other
sectors, such as police services, so the Report
features examples from those sectors as well.

Just how bad can services be? Testimonies
show that they can be very bad. In Adaboya,
Ghana, poor people say that their “children
must walk four kilometers to attend school
because, while there is a school building in
the village, it sits in disrepair and cannot be
used in the rainy season.”*? In Potrero Sula, El
Salvador, villagers complain that “the health
post here is useless because there is no doctor
or nurse, and it is only open two days a week
until noon.”* A common response in a client
survey by women who had given birth at
rural health centers in the Mutasa district of
Zimbabwe is that they were hit by staff dur-
ing delivery.**

This chapter illustrates many types of
failures—inaccessible or unaffordable ser-
vices, and various shortfalls in quality—using
testimonials from poor people, compilations
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Figure 1.1 Child mortality is
substantially higher in poor
households

Deaths per 1,000 live births
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Note: Fifths based on asset index quintiles.
Source: Analysis of Demographic and Health
Survey data.

of data from several countries, and in-depth
studies. The chapter also provides examples
of services that are working for poor people.
Learning from success and understanding the
sources of failure require a framework for
analysis. Chapters 3 to 6 of the Report present
and develop that framework; Chapters 7 to
11 consider options and issues for reform.

Outcomes are substantially
worse for poor people

Just how bad are outcomes? Rates of illness
and death are high—and rates of school
enrollment, completion, and learning are
low—especially for poor people (box 1.1). In
Cambodia under-five mortality is 147 per
1,000 births among the poorest fifth of the
population; in Armenia it is 63 (figure 1.1).*
Many children are unlikely to complete even
primary schooling. Among adolescents 15 to
19 years old in Egypt, only 60 percent in the
poorest fifth have completed the five years of
primary school (figure 1.2). In Peru only 67
percent of youths in the poorest fifth have
finished the six-year primary cycle, even
though almost all started school. In both
countries nearly all adolescents in the richest
fifth of the population completed primary

school.* These countries are not special

cases. Worldwide more than 100 million chil-
dren of primary school age are not in pri-
mary school.”” Almost 11 million children,
roughly the population of Greece or Mal, die
before their fifth birthday.**

Most countries have rich-poor differen-
tials in education or health outcomes. This is
not necessarily evidence of services failing
poor people—there are many determinants
of outcomes (see crate 1.1 at the end of this
chapter).”” Comparing outcomes for richer
and poorer people within countries high-
lights two things. First, it shows the absolutely
bad outcomes among the poor—for exam-
ple, in Bolivia 143 children of every 1,000
from the poorest quintile died before their
fifth birthday, and in Niger fewer than 10 per-
cent of adolescents from the poorest quintile
completed grade 6. Second, within-country
comparisons give a sense of the possible—
that is, specific goals already being reached
within a country.

Affordable access to services is
low—especially for poor people
In many of the poorest countries, access to
schools, health clinics, clean water, sanitation

Box 1.1 Who are “poor people”?

Defining who is “poor”is always a difficult proposi-
tion because there are several concepts of poverty.
Perhaps most familiar is the one used to identify the
poor in sample surveys in low-income countries: that
is based on a composite measure of total household
consumption per member (with adjustments for
household size and composition).*® “Poor people”
are then defined as those living in households below
a particular threshold of this measure of consump-
tion, such as below $1 or $2 a day, or below a nation-
ally defined level.

An alternative approach divides the population
into various groups, for example, quintiles, according
to a ranked ordering of the measure.The poorest
quintile or poorest fifth, for example, is the 20 per-
cent of people who live in households with the low-
est values of the consumption measure.

Many surveys, including some used in this
Report, do not include consumption data, which
are difficult to collect. One approach to assigning
people to quintiles is to aggregate indicators of a
household’s asset ownership and housing charac-
teristics into an index, and then to rank households
according to this index.To distinguish these
approaches in this Report, quintiles based on the

latter method are typically referred to as “asset” or
“wealth” quintiles (since asset ownership and hous-
ing characteristics are arguably reflections of a
household’s wealth).”

But poverty based on consumption,“wealth,” or
an alternative derived from income, is not the only
social disadvantage that creates difficulties in the
demand for and provision of services. Gender can
exclude women from both household and public
demands for better services.In many countries eth-
nicity or other socially constructed categories of dis-
advantage are important barriers. People with physi-
cal and mental disabilities are often not
accommodated by education and health services.

Even broader concepts of poverty are relevant to
effective services.”Poor people”include people expe-
riencing any of the many dimensions of poverty—
and those vulnerable or at risk of poverty—in low-
income and lower middle-income countries.*? So
poor people can be seen as the “working class,” or
“popular”in Spanish, or simply just “not rich.” Even in
middle-income countries the “poor”includes a large
part of the population: much of the population can-
not insulate itself from the consequences of failures
of public services.




facilities, rural transport, and other services is
limited. For children in Aberagerema village
in Papua New Guinea, the nearest school is in
Teapopo village, an hour away by boat, two
hours by canoe.”® This is not unusual: the
average travel time to the nearest school in
that country is one hour.”* The availability of
services varies dramatically across countries.
Typically, however, poor people need to travel
substantial distances to reach health and edu-
cation services—and often much longer dis-
tances than richer people in the same coun-
try. In rural Nigeria children from the poorest
fifth of the population need to travel more
than five times farther than children in the
richest fifth to reach the nearest primary
school, and more than seven times farther to
reach the nearest health facility (table 1.1).
And traveling theses distances can be hard. In
Lusikisiki village, South Africa, it may be nec-
essary to hire neighbors to carry a sick person
uphill to even reach the nearest road, which
may be inaccessible during the rainy season.”

On top of this, staff are getting rarer in
some parts of the world. There is mounting
evidence that AIDS is reducing the pool of
people able to become teachers or health pro-
fessionals (box 1.2), and international labor
markets are making it hard to keep qualified
medical staff in poor countries (chapters 6
and 8).

Coverage of other services is also far from
universal. More than a billion people world-
wide have no access to an improved water
source, and 2.5 billion do not have access to
improved sanitation. In Africa only half the
rural population has access to improved
water or improved sanitation. In Asia only 30
percent of the rural population has access to
improved sanitation.”® Again, there are large
variations across and within countries. In
Cambodia 96 percent of the richest fifth of
the population has access to an improved
drinking water source, but just 21 percent of
the poorest fifth does (figure 1.3). In
Morocco in 1992, 97 percent of the richest
fifth of the population had access to an
improved water source, but just 11 percent of
the poorest fifth did. In Peru the correspond-
ing shares are 98 percent and 39 percent.”’

This need not be. Indonesia expanded
access to primary education in the mid-1970s
by using its oil windfall to build new schools
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and hire more teachers. Primary enrollment
doubled between 1973 and 1986, reaching 90
percent—though the story on quality is less
positive.” Despite a limited budget El Sal-
vador expanded access to schooling in poor
rural communities after a civil war in the
1980s by wusing innovative institutional
arrangements (see Educo spotlight).

The exact relationship between use of ser-
vices and prices or family income varies, but
for poor people, lower incomes and higher
prices are associated with less use.” Poor peo-
ple spend a lot of their money on services: 75
percent of all health spending in low-income
countries is private, 50 percent in middle-
income countries.”’ Based on government
sources, these broad aggregates are probably
underestimates, hiding the heavier burden on
poor people. And poor people often need to
pay more for the same goods. For example,
poor people often pay higher prices to water
sellers than the better-off pay to utilities
(chapter 9). In Ghana the approximate price
paid per liter for water purchased by the
bucket was between 5 and 16 times higher
than the charge for public supply, even
though women and children often had to
walk a long distance to purchase the water. In
Pune, India, low-income purchasers of water
paid up to 30 times the sale price of the
metered water that middle- and upper-
income households used.®!

The poor also lack the collateral needed to
formally borrow to pay for expensive services
for which they lack insurance, and therefore
resort to informal moneylenders who charge
very high interest rates. If this financing
channel is unavailable, they use more expen-
sive traditional or private providers who
often provide more flexibility in the terms of
payment.62

This need not be. In Egypt making health
insurance available to school children in the
early 1990s almost doubled the probability of a
health facility visit among the poorest fifth of
the population, substantially reducing the
rich-poor gap.” In Mexico an innovative pro-
gram—Progresa—provided parents with cash
transfers if they attended health education lec-
tures (where they also received nutrition sup-
plements), and family members got regular
medical checkups. The impact of this combi-
nation of higher income and facility visits was

Figure 1.2 The poor are less likely to
start school, more likely to drop out
Percent of 15- to 19-year-olds who
have completed each grade or higher
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Table 1.1 The nearest school or health center can be quite far
Mean distance to nearest facility in rural areas among the poorest and richest wealth quintiles in 19 developing

countries
GNI per Distance to the nearest Distance to the nearest
capita primary school (kilometers) medical facility (kilometers)
Poorest | Richest | Ratio | Poorest | Richest | Ratio
fifth fifth fifth fifth

Bangladesh 1996-97 374 0.2 0.1 1.6 09 0.7 1.3
Benin 1996 395 1.5 0.0 — 15 2.8 2.1
Bolivia 1993-94 1004 1.2 0.0 — 11.8 20 6.0
Burkina Faso 1992-93 336 29 0.8 3.9 7.8 26 3.0
Central African Republic 1994-95 819 6.7 0.8 8.9 14.7 17 1.9
Cameroon 1991 611 26 0.7 38 7.0 5.4 1.3
Chad 1998 250 99 1.3 1.6 22.9 48 48
Cote d'lvoire 1994 788 1.4 0.0 — 10.5 3.4 3.1
Dominican Rep. 1991 1261 0.6 0.4 1.3 6.3 1.3 5.0
Haiti 1994-95 336 2.2 0.3 6.4 8.0 1.1 1.2
India 1998-99 462 0.5 0.2 23 25 0.7 3.6
Madagascar 1992 303 0.6 0.3 1.8 15.5 47 33
Mali 1995-96 281 79 5.2 1.5 13.6 6.7 2.0
Morocco 1992 1388 37 03 13.1 135 47 29
Niger 1998 217 2.2 15 1.5 26.9 9.7 2.8
Nigeria 1999 266 1.8 0.3 5.5 11.6 1.6 71
Senegal 1992-93 933 38 2.3 1.7 12.8 10.0 1.3
Tanzania 1991-92 224 1.2 0.6 1.9 47 3.0 1.6
Uganda 1995 290 1.4 0.9 1.5 47 3.2 15
Zimbabwe 1994 753 3.0 35 0.8 8.6 6.3 14

Note: Gross national income (GNI) per capita is that at the time of the survey, expressed in 2001 dollars. Medical facility encompasses
health centers, dispensaries, hospitals, and pharmacies. Although some of these data are a bit dated, they are the latest that were collected
in a consistent manner across these countries. The situation in some countries may be different today.

Source: Analysis of Demographic and Health Survey data.

significant: illnesses among children under five
fell by about 20 percent (see spotlight).

Quality—a range of failures

Lack of access and unaffordability are just two
ways services fail. In low- and middle-income
countries alike, if services are available at all
they are often of low quality. So, many poor
people bypass the closest public facility to go
to more costly private facilities or choose bet-
ter quality at more distant public facilities. An
in-depth study of the Iringa district in Tanza-
nia, a poor rural area, showed that patients
bypassed low-quality facilities in favor of
those offering high-quality consultations and
prescriptions, staffed by more knowledgeable
physicians, and better stocked with basic sup-
plies.”* A study in Sri Lanka found similar
behavior, with patient demand for quality
varying with the severity of the illness.”®

One result: underused publicly funded
clinics. In the Sheikhupura district of rural

Punjab, Pakistan, only about 5 percent of sick
children were taken for treatment to rural
primary health care facilities; half went to
private dispensaries, and the others to private
doctors.”® When quality improves, the
demand for services increases—even among
poor clients.””

Services are often dysfunctional

Ensuring that positions are filled, that staff
report for work, and that they are responsive
to all their clients is a major challenge. The
more skilled the workers, the less likely they
are to accept a job as a teacher or a health
worker in a remote area. A recent study in
Bangladesh found 40 percent vacancy rates
for doctor postings in poor areas.”® In Papua
New Guinea, with a substantial percentage of
teaching positions unfilled, many schools
closed because they could not get teachers.”
Incentive payments might encourage profes-
sionals to work in remote areas, but they can



Box 1.2 HIV/AIDS is killing
teachers

Many countries lack reliable data on AIDS-related
deaths and HIV prevalence among teachers, but
the available information suggests rising teacher
mortality in the presence of HIV/AIDS. For example:

In the Central African Republic 85 percent of
teachers who died between 1996 and
1998 were HIV-positive. On average they
died 10 years before they were due to
retire.

In Zambia 1,300 teachers died in the first 10
months of 1998, compared with 680
teachers in 1996.

In Kenya teacher deaths rose from 450 in
1995 to 1,500 in 1999 (reported by the
Teaching Service Commission), while in
one of Kenya'’s eight provinces 20 to 30
teachers die each month from AIDS.

HIV-positive teachers are estimated at more
than 30 percent in parts of Malawi and
Uganda, 20 percent in Zambia, and 12
percent in South Africa.

Sources: Coombe (2000), Gachuhi (1999), Kelly

(1999), Kelly (2000), UNAIDS (2000), World Bank
(2002h).

be expensive. A study in Indonesia estimated
that doctors would need to be paid several
times their current salaries to induce them to
go to the most remote areas.”’

Even when positions are filled, staff
absence rates can be high. In random visits to
200 primary schools in India, investigators
found no teaching activity in half of them at
the time of visit.” Recent random samples of
schools and health clinics in several develop-
ing countries found absence rates over 40 per-
cent, with higher rates in remote areas and for
some kinds of staff—although there is wide
variation within countries (tables 1.2 and
1.3). Earlier studies have found similar results.
Up to 45 percent of teachers in Ethiopia were
absent at least one day in the week before a
visit—10 percent of them for three days or
more.”> Health workers in rural health centers
in Honduras worked only 77 percent of the
possible days in the week before a visit.”” In
rural Cote d’Ivoire only 75 percent of doctors
were in attendance on the day before a visit.”*

Staff alone cannot ensure high-quality
services. They also need the right materials—
books in schools, drugs in clinics. Studies in
Ghana and Nigeria in the early 1990s found

Services can work for poor people but too often they fail

Figure 1.3 Water, water everywhere, nor any drop to drink

Percent of households who use an improved water source, poorest and richest
fifths
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Note: The poorest fifth in one country may correspond to the standard of living in the middle fifth in
another country. Within-country inequalities reflect inequality in access to water and in the wealth
index used to construct quintiles. An “improved” water source, as defined by UNICEF, provides ade-
quate quality and quantity of water (that is, a household connection or a protected well, not an unpro-
tected well or bottled water).

Source: Analysis of Demographic and Health Survey data.
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Table 1.2 Staff are often absent
Absence rates among teachers
and health care workers in public
facilities (percent)

Primary Primary
schools health
facilities
Bangladesh — 35
Ecuador 16 —
India* 25 43
Indonesia 18 42
Papua
New
Guinea 15 19
Peru 13 26
Zambia 17 —
Uganda 26 35

*Average for 14 states.

Table 1.3 Absence rates vary a lot—
even in the same country

Absence rates among teachers and
health care workers in public facilities
in different states of India (percent)

Primary | Primary
schools health
facilities
Andhra Pradesh 26 —
Assam 34 58
Uttar Pradesh 26 42
Bihar 39 58
Uttar Anchal 33 45
Rajasthan 24 39
Karnataka 20 43
West Bengal 23 43
Gujarat 15 52
Haryana 24 35
Kerala 23 —
Punjab 37 —
Tamil Nadu 21 —
Orissa 23 35

Notes for tables 1.2 and 1.3: The absence rate
is the percentage of staff who are supposed
to be present but are not on the day of an
unannounced visit. It includes staff whose
absence is “excused” and “not excused” and
so includes, for example, staff in training, per-
forming nonteaching “government” duties, as
well as shirking.

— indicates data not available.

Sources for tables 1.2 and 1.3: Chaudhury and
others (2003), Habyarimana and others (2003),
and NRI and World Bank (2003). Data should be
considered preliminary.

that about 30 percent of public clinics lacked
drugs.” A quarter of rural clinics in Cote
d’Ivoire had no antibiotics.” By itself, the
availability of drugs in a health facility is an
ambiguous measure of quality: stockouts
could be caused by high demand. But when
medicines are lacking in clinics and available
on the black market, as is often the case, some-
thing is amiss. Educational materials are simi-
larly lacking in schools. In Nepal a study found
as many as six students sharing local-language
textbooks. In Madagascar textbooks had to be
shared by three to five students, and only half
the classrooms had a usable chalk board.””

When staff report to work—as many do
conscientiously—and when complementary
inputs are available, service quality will suffer
if facilities are inadequate or in disrepair.
Conditions can be horrific. An account of a
school in north Bihar in India describes class-
rooms “ . . close to disintegration. Six chil-
dren were injured in three separate incidents
when parts of the building fell down, and
even now there is an acute danger of terminal
collapse. . . . The playground is full of muck
and slime. The overflowing drains could eas-
ily drown a small child. Mosquitoes are
swarming. There is no toilet. Neighbors com-
plain of children using any convenient place
to relieve themselves, and teachers complain
of neighbors using the playground as a toilet
in the morning””® The same study in India
found that half the schools visited had no
drinking water available. In rural areas of
Bangladesh and Nepal a study found an aver-
age of one toilet for 90 students, half of them
not usable.”” In Pakistan there were no sepa-
rate toilet facilities for girls in 16 percent of
schools visited in one study.*

Another problem is corruption in various
forms. Teachers and principals might solicit
bribes to admit students or give better grades,
or they might teach poorly to increase the
demand for private tuition after hours. Sur-
veys in 11 Eastern and Central European
countries found that the health sector was
considered one of the most corrupt.’’ Offi-
cially only 24 percent of health spending in
Europe and Central Asia is estimated to be
private, but this fails to include the informal
payments—gratuities and bribes—that many
patients pay. More than 70 percent of patients
make such payments iin Azerbaijaii, Poiand,

and the Russian Federation—more than 90
percent in Armenia.*

Corruption hurts patients elsewhere too.
For example, studies based on data from the
mid-1990s found that informal payments
substantially increased the price of health ser-
vices in Guinea and Uganda.* A recent
review of case studies in Latin America found
widespread corruption in hospitals, ranging
from theft and absenteeism to kickbacks for
procurement.** Villagers in one North
African country where people are covered by
“free medical care” reported in a discussion
group that “there isn’t a single tablet in the
clinic and the doctor has turned it into his
private clinic.”®

Again, this need not be. In Benin cost-
sharing in health clinics—in line with the
Bamako Initiative—and revolving drug-
funds increased the availability of drugs in
clinics that previously provided services free
but almost never had any drugs. Use
increased in all the clinics that introduced
these measures (see spoﬂight).86 Innovative
arrangements can encourage teachers to
report for work. In Nicaragua between 1995
and 1997 teacher attendance increased by
twice as much in primary schools that were
granted autonomy as in state schools man-
aged through the bureaucratic system.*” In
India a large-scale basic education program
in the 1990s doubled the toilets and drinking
water facilities in schools in districts where it
was implemented. Stakeholders can mobilize
to reduce corruption. Public sector unions
have organized an anticorruption network
(UNICORN) that is supporting national ini-
tiatives to protect whistleblowers.

The technical quality of services is
often very low

Services also fail poor people when technical
quality is low—that is, when inputs are com-
bined in ways that produce outcomes in inef-
ficient, ineffective, or harmful ways. For
example, health workers with low skills give
the wrong medical advice or procedure, or
schools use ineffective teaching methods.
Gross inefficiency was identified as the reason
for soaring expenditures in a hospital in the
Dominican Republic.* A multicountry study
of health facilities in the mid-1990s found
shockingly low cases of proper assessments of



diarrhea in children under five, and even
fewer cases correctly treated or advised. For
example, in Zambia only 30 percent of cases
were correctly assessed, and only 19 percent
correctly rehydrated.* Another study in
Egypt found only 14 percent of acute cases of
diarrhea were treated appropriately with oral
rehydration salts.”” A recent study in Benin
found that one in four sick children received
unnecessary or dangerous drugs from health
workers.”" In India the contamination of
injection needles used by registered medical
practitioners was alarmingly widespread.””
Even though technical quality is more dif-
ficult to identify in basic education, some
indicators raise alarm. For example, spending
is ineffectively allocated, with substantially
more going to teacher salaries relative to other
factors that would be more efficient.” Or time
is misspent: in five Middle Eastern and North
African countries primary school students
spend only about 65 percent of the potential
time actually on task.” In Indonesia first and
second grade students officially spend only
2.5 hours a day in school, and absences and
classroom time spent on administrative tasks
reduced time spent learning even further.”

Services are not responsive to clients

Services also fail in the interaction between
provider and client. Clients are diverse: they
differ by economic status, religion, ethnicity,
gender, marital status, age, social status, caste.
They may also differ in the constraints on
their time, their access to information and
social networks, or their civic skills and ability
to act collectively. The inequalities between
these groups are mirrored in the relationship
between clients and providers.” In India dis-
tricts with a higher proportion of lower castes
and some religious groups have fewer doctors
and nurses per capita, and health outreach
workers are less likely to visit lower-caste and
poor households.”” Clients report that they
value health facilities that are open at conve-
nient times, with staff who treat them with
respect. In El Salvador infrequent and incon-
venient operating hours greatly reduced the
use of health posts. According to focus group
respondents: “Health posts operate only
twice a week. Waiting time is three hours on
average. Only those who arrive by 8 a.m. geta
consultation.””® In Sub-Saharan Africa school

Services can work for poor people but too often they fail

often starts at 8 a.m. while girls are still fetch-
ing water, and school holidays are at odds
with local market dates.

The “social distance” between providers
and their clients can be large. In Niger, a
mainly rural country, a study found 43 per-
cent of the parents of nurses and midwives
were civil servants, and 70 percent of them
had been raised in the city. All of them went to
work by car—a rarity in that country.” Sad
consequences of the social distance between
providers and clients are not hard to find. In
Egypt participants in a discussion group com-
plained about the attitude of staff at the local
rural hospital, with one respondent summing
up the experience: “They have their noses up
in the air and neglect us”' In South Africa a
focus group member comments about a pri-
mary health care provider: “Sometimes I feel
as if apartheid has never left this place. . . .
They really have a way of making you feel like
you are a piece of rubbish.”'"!

Services must be relevant—filling a per-
ceived need—or there will be little demand
for them (box 1.3). If primary schools teach
skills relevant only for secondary school—and
not for life outside of school—only children
from richer families who expect to continue
to the secondary level will deem it worthwhile
to complete primary school. In Ghana one
respondent claimed: “School is useless: chil-
dren spend time in school and then they’re
unemployed and haven’t learned to work on
the land”'®* In India one component of an
integrated childhood development program
failed when beneficiaries rejected the food
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“At the back of the classroom of 40 boys sat
2 girls....What did the girls want to be when
they grew up?‘A teacher,’ one said.’A doc-
tor,’ said the other. But less than a quarter of
the women in Yemen are literate, and they
must follow the path of the traditional vil-
lage women, who usually marry in their
teens and have an average of 10 children.In
the countryside of Dhamar Province, one of
the country’s poorest, there are few profes-
sional activities for anyone, much less for
women. Besides, most parents won't let their
daughters go to school—deeming it unac-

BOX 1.3 School services for girls are not in high demand
in Dhamar Province, Yemen

ceptable for them either to learn alongside
boys or to walk to class in the street.”

In Yemen girls make up about one in
three students at the primary level,one in
four at the secondary level. More than 75
percent of women over 15 are illiterate,
compared with 35 percent of men. Girls’
education is not the only problem, however.
The net enrollment rate for boys is only 75
percent at the primary level, 70 percent at
the secondary level.

Sources: Mayer (1997), World Bank (2002g).
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grain supplied. Eventually the program
changed what it offered to match varying
preferences in different parts of the country.

And again, this need not be. In the Nioki
area of Zaire (now the Democratic Republic
of Congo), where the use of health services
declined substantially between 1987 and
1991, it increased in clinics with nurses who
had good interpersonal skills.'"” Among
indigenous peoples in Bolivia, Ecuador,
Guatemala, Mexico, Paraguay, and Peru, pro-
moting bilingual and intercultural education
contributed to improved schooling out-
comes.'”™ An innovative public health cam-
paign among sex workers in Sonagachi,
India, trained “peer educators” to pass infor-
mation to their co-workers. Disseminating
information in this way resulted in more con-
dom use and substantially less HIV infection
than in other cities. The approach had knock-
on effects as well: sex workers organized a
union and effectively lobbied for legalization,
reduction in police harassment, and other
rights.'*

Little evaluation, little innovation,
stagnant productivity

In most settings there are few evaluations of
new interventions, and so no effective inno-
vation and improvement in the productivity
of services. Evaluating innovative service
arrangements—such as new forms of
accountability—is rarer still. If systems don’t
build in ways of learning about how to do
things better, it should be no surprise when
they stagnate. Relying on research from other
countries, while useful, is not enough. Find-
ing out how a particular intervention works
in each country setting is crucial, since his-
tory, politics, and institutions determine what
works, what doesn’t, and why.

Once again, this need not be. Although
rarely carried out, some programs have tried
to incorporate evaluation components to
learn about the program. Mexico’s Progresa
explicitly included randomization and evalu-
ation in its design. The results of the evalua-
tion—well documented and disseminated in
the media—helped solidify support for the
program. They showed what was most effec-
tive, contributing to the program’s extension
to a large part of the country’s poor people
(see spotlight). But even without an experi-

mental design, it is possible to learn about
systems and to innovate. For example, the
Probe study in India documented a variety of
shortcomings of the quality of primary
schools. The widely publicized results con-
tributed to mobilizing support for reform.'*

Making services work
to improve outcomes

Many of the examples discussed so far
describe failures in the public sector’s provi-
sion of services, but they are not the only
story. The 20th century has seen enormous
improvements in living standards. Life
expectancy has improved dramatically in
nearly every country. The expansion of
schooling has been similarly remarkable. In
nearly every country illiteracy has been
reduced dramatically, enrollment rates have
gone up, and the average schooling of the
population has more than doubled. Civil ser-
vice bureaucracies providing good services
have been integral elements of those suc-
cesses. In many settings staff must overcome
major obstacles—including threats to their
own safety—in order to teach children or
provide care to the sick.

What do services that work look like? Safe
and pleasant schools with children learning
to read and write. Primary clinics with health
workers dispensing proper advice and medi-
cine. Water networks distributing safe and
dependable water. Direct subsidies to poor
children and their families encouraging
demand. Services that are accessible, afford-
able, and of good quality—helping to
improve outcomes for poor people.

Governments take on a responsibility to
make services work in order to promote
health and education outcomes. Chapter 2
addresses the reasons for this responsibility,
dwelling on three seemingly straightforward
ways to discharge it: relying solely on eco-
nomic growth, allocating public spending, or
applying technical fixes. None of them is
enough by itself. Making services work
requires improving the institutional arrange-
ments for producing them. Chapters 3 to 6 of
this Report develop a framework for analyz-
ing those arrangements. Chapters 7 to 11
apply the framework and draw lessons for
governments and donors.
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CRATE 1.1
and across sectors

Health and education outcomes are
determined by more than the availability and
quality of health care and schooling. Better
nutrition helps children learn. Better refrigera-
tion and transport networks help keep medi-
cines safe. Many factors determine outcomes
on both the demand and the supply sides,
linked at many levels.The demand for health
and education is determined by individuals
and households weighing the benefits and
costs of their choices and the constraints they
face.The supply of services that affect health
and education outcomes starts with global
technological knowledge and goes all the way
to whether teachers report for work and com-
munities maintain water pumps.

Demand: individuals and households
Benefits and costs determine how much an
individual invests in education or health.
What are the benefits? Higher levels of edu-
cation and health are associated with higher
productivity—and higher earnings. Investing
in human capital is a way to get those

returns. But the returns might vary for differ-
ent people, such as lower expected earnings
for women or for ethnic minorities. In these
cases one would expect different levels of
investment: different desired levels of school-
ing, for instance. A crucial element of
demand is the degree to which individuals
rather than society reap the rewards. Goods
with large positive externalities—in the
extreme, public goods—uwiill be demanded at
less than the socially optimal level.

What are the costs? There are direct
costs: user fees, transport costs, textbook
fees, drug costs. Some of these can be borne
by families—though not all families. Coping
mechanisms for those that cannot are often
hard to use. For example, the lack of insur-
ance markets can make it hard to absorb
the financial burden of sudden illness. Or
the inability to borrow against future earn-
ings can make it hard to borrow for school-
ing investments.

Indirect costs can also be large. For exam-
ple, children often contribute to household

The determinants of supply and demand operate through many channels
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income by working inside or outside the
home (looking after siblings, working on the
family farm).The value of this contribution is
forgone if they spend substantial time in
school.

The total cost of illness includes days of
work lost recovering, seeking care, or looking
after theill. Richer families can cope better
with these costs, which leads to a direct asso-
ciation between income and outcomes. In
addition, better health and education are
often valued in themselves. As incomes
increase families demand more of them,
which again results in an association
between income and outcomes.

The production of health and education
depends on the knowledge and practices of
adults in households. This works through
both the demand for human capital and the
generation of outcomes. A review of four
hygiene interventions that targeted hand
washing in poor countries found 35 percent
less diarrhea-related illness among children
who received the interventions. And factors

Households and
individuals

Behaviors and actions

Outcomes
e Child mortality
e Child nutrition

e School completion/
learning, achievement

> <
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and across sectors (continued)

in the home complement schooling: books
and reading at home contribute to literacy.

Investments in the human capital of chil-
dren are sensitive to the allocation of power
within households: families in which the bar-
gaining power of women is stronger tend to
invest more in health and education. A study
in Brazil found that demand for calories and
protein was up to 10 times more responsive
to women’s than men'’s income.This result,
strongest in societies that proscribe women'’s
roles, tends to affect girls more than boys.

More generally, the roles and responsibili-
ties of different household members can
affect how investments are made. A woman
in Egypt says:“We face a calamity when my
husband falls ill. Our life comes to a halt until
he recovers.” Her husband’s earnings are cru-
cial for sustaining the family. Since productiv-
ity is related to illness, households respond.
In Bangladesh a study found that household
members who engaged in more strenuous
activities received more nutritious food.
Daughters’ education might be less valuable
to parents if sons typically look after them in
their old age, so parents might be less willing
to send girls to school.

Demand: links between sectors at
individual and household levels

Health and nutritional status directly affects
a child’s probability of school enrollment and
capacity to learn and succeed in school. Mal-
nutrition among children was associated
with significant delays in school enroliment
in Ghana.Improving child health and nutri-
tion at the pre-primary level has long-term
impacts on development. A study in the
Philippines found that a one-standard-devia-
tion increase in early-age child health
increased subsequent test scores by about a
third of a standard deviation.

Improving the health and nutritional sta-
tus of students positively affects school
enrollment and attendance. A longitudinal
study in Pakistan found that a one-third of a
standard deviation increase in child height
increased school enrollment by 19 percent-
age points for girls and 4 percentage points
for boys. An evaluation of school-based mass
treatment for deworming in rural Kenya
found that student absenteeism fell by a
quarter—but test scores did not appear to
be affected. Improving nutrition is not as sim-
ple as supplementary feeding at school:
households can reallocate resources with the
effect of “sharing” that food. A study in the
Philippines found no such sharing in general,

but for a school snack program there was
sharing in poorer families.

Parents’ education has intergenerational
effects on the health, nutritional status,and
schooling of their children. Adult female edu-
cation is one of the most robust correlates of
child mortality in cross-national studies, even
controlling for national income. Similarly,
mother’s education is a strong determinant
of lower mortality at the household level,
though the relationship weakens when other
household and community socioeconomic
characteristics are controlled for. A large part
of this effect might not be general education
but specific health knowledge, perhaps
acquired using literacy and numeracy skills
learned in school, as a study in Morocco
found.The effects can also be interspatial: a
study in Peru found that the education of a
mother’s neighbors significantly increases
the nutritional status of her children. Parents’
education is similarly associated with the
schooling of their children, though the mag-
nitude of the effect—and the relative roles of
mother’s and father’s education—vary sub-
stantially across countries.

Access to—and use of—safe water, as
well as adequate sanitation, have direct
effects on health status.Hand washing is a
powerful health practice, but it requires suffi-
cient quantities of water. An eight-country
study found that going from no improved
water to “optimal” water was associated with
a 6-percentage-point reduction in the preva-
lence of diarrhea in children under three
years of age (from a base of 25 percent) in
households without sanitation. Nutritional
status was likewise associated with access to
improved water. But not all studies find
strong associations between water source
and better health.

The water source is only part of the story:
in Bangladesh water accessed through tube-
wells—an “improved” source— is frequently
contaminated with arsenic. One study found
that arsenic levels higher than the World
Health Organization’s maximum acceptable
level are associated with twice the level of
diarrhea in children under age six. Extremely
high levels of arsenic are associated with
shorter stature among adolescents.

The same eight-country study mentioned
above found that going to “optimal”
sanitation from none was associated with a
10-percentage-point drop in recent diarrhea
in households with no improved water
source.As in education, there are spillover
effects: sanitation practices at the community

Determinants of health and education outcomes—within, outside,

level impact everyone’s health.In Peru the
sanitation investments of a family’s neighbors
were associated with better nutritional status
for that family’s children.

The use of safe energy sources affects
both health and education. Indoor air pollu-
tion—from using dirty cooking and heating
fuels—hurts child health. One review of
studies found that the probability of respi-
ratory illness, or even death, was between
two and five times higher in houses where
exposure to indoor air pollution was high. A
study in Guatemala found birth weights 65
grams lower among newborns of women
who used wood as a domestic cooking fuel.
Coping with the cold, in cold climates,
affects health and imposes substantial
direct and indirect costs on households.
Education is affected as well: schools have
to close when there is not enough heat, and
itis hard to imagine that working on
schoolwork at home is an option when
indoor temperatures are below freezing.

Supply: global developments

At any given income, health and education
outcomes have been improving. A continu-
ing trend in improvements in health going
back several decades is interpreted as
advances in technologies and leaps in
knowledge about health and hygiene. More
recently, at a national income of $600 per
capita, predicted child mortality fell from
100 per 1,000 births to 80—a full 20
percent reduction—between 1990 and
2000. If this association were sustained,
major headway would be made toward the
Millennium Development Goal through
these changes alone. Major breakthroughs
in immunizations for malaria—or HIV—
could have a huge impact on mortality at
all income levels.

Recent years have seen major develop-
ments in global funding for health and edu-
cation expenditures. Debt relief through the
Heavily Indebted Poor Countries initiative is
tied to increases in expenditures on these
sectors. New assistance, delivered through
multisectoral products such as Poverty
Reduction Support Credits, requires explicit
strategies for human development
investments. Global funds for health and the
“Fast-Track Initiative” for education are inter-
national pledges to support initiatives in the
sectors (chapter 11). Easing financial
constraints goes hand in hand with using
resources effectively to support services that
work for poor people.
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Supply: national resources

National income is strongly associated with
child mortality and primary school comple-
tion.Income and health and education out-
comes build on each other. More income
leads to better human development
outcomes, and better health and education
can lead to increased productivity and better
incomes. Studies that have tried to disentan-
gle these relationships typically find income
to be a robust and strong determinant of
outcomes.

National endowments are also a strong
determinant. Geography and climate some-
times make it tougher to overcome health
problems. For example, areas conducive to
mosquito survival have great difficulty in com-
bating malaria—and widely dispersed popu-
lations are difficult to serve through
traditional school systems.

The performance of public expenditure in
producing outcomes varies substantially across
countries.There are large differences in
achievements at similar levels of expenditure
and similar achievements with very large differ-
ences in expenditures—conditional on income.
Spending more through the public sector is not
always associated with improved outcomes.
This is not to say that spending cannot be help-
ful—but the way resources are used is crucial
to their effectiveness.

Supply: political, economic,

and policy context

Governance affects the efficiency of expendi-
tures:in corrupt settings money that is osten-
sibly earmarked for improving human devel-
opment outcomes is diverted. Staffs
ostensibly delivering services do not.But the
effects of poor governance can be deeper.
Famines are caused as much by human fac-
tors as by nature. And the repercussions run
across national borders. For example, a
drought combined with misguided policies
and bad governance in Zimbabwe resulted
in a regional food shortage.

Managing public expenditures can be a
critical link in ensuring that allocated expen-
ditures get put to uses that improve
outcomes.“Cash budgeting”in Zambia led to
unpredictable social service spending and
deep cuts in spending on rural infrastructure.

Conflict leaves long-lived scars on health
and education. Children in war-torn countries
are hard to find, hard to get into school,and
hard to keep in school. During Sierra Leone’s
recent civil war, tens of thousands of children
attended primary school but hundreds of

thousands did not.Wars, including civil wars,
lead to “lost generations” of undernourished
and undereducated children.These deficien-
cies are difficult—if not impossible—to make
up for. When children have been out of
school for a long time, it is hard to return.
And bad health and poor nutrition at an early
age affect children throughout their lives.
Periods of national economic and social
crisis can result in bad health and education
outcomes. This is clear in Russia’s recent his-
tory:adult mortality has increased dramati-
cally over the past 10 years. Sustained
economic depression can severely compro-
mise children’s health and have cascading
effects on subsequent development and
learning.The evidence of shorter-term eco-
nomic crises is more mixed. In middle-
income environments school enrollments
might increase as the opportunity cost of
time for young people falls. Even in Indone-
sia, a relatively poor country, the deep
economic and social crisis of the late 1990s
had smaller impacts on outcomes than ini-
tially feared.This was partly because broad
social safety nets were rapidly put in place.

Supply: the local context of government
and communities

Decentralization can be a powerful tool for
moving decisionmaking closer to those
affected by it. Doing so can strengthen the
links and accountability between policymak-
ers and citizens—local governments are
potentially more accountable to local
demands. It can also strengthen them
between policymakers and providers—Ilocal
governments are potentially more able to
monitor providers. But local governments
should not be romanticized. Like national
governments they are vulnerable to
capture—and this might be easier for local
elites on a local scale.

Community-level institutions, shaped by
cultural norms and practices, can facilitate
or hinder an environment for improving
outcomes. A review of safe-water projects in
Central Java, Indonesia, associates success
with greater social capital. In Rajasthan,
India, manifestations of “mutually beneficial
collective action” were associated with
watershed conservation and development
activities more generally. A broader review
of the literature suggests that participatory
approaches to implementing projects are
more successful in communities with less
economic inequality and less social and eth-
nic heterogeneity.

Determinants of health and education outcomes—within, outside,

Supply: services and their financing
Services themselves are important. Inacces-
sible or poor-quality services raise the
effective price of health care and schooling,
which results in higher mortality and lower
educational achievement. Poor-quality
schools deter enrollment and reduce
attainment and achievement, especially
among children of poor families. Health
clinics where the technical skills of staff are
so bad as to be dangerous will lead to
higher mortality. Lack of water will signifi-
cantly hurt child health.

Financing arrangements matter. Absorb-
ing the burden of unpredictable large expen-
ditures through health insurance can reduce
impoverishment, which in turn will affect
outcomes. Financing primary schooling
might seem relatively minor: direct costs are
typically small. Even so, a lack of access to
credit has been found to be associated with
lower school enrollment. Borrowing to pay
the direct costs of primary school is almost
unheard of, but there could be second-round
effects if the lack of access to credit means
that families need children to engage in
home production.

Supply: services working together to
produce outcomes

Links among services are critical. Vaccines
can become less effective, ineffective, or
even dangerous if they get too hot, freeze,
or are exposed to light. The ability to trans-
port and store vaccines properly thus
determines the success of immunization
campaigns. In cold climates schools and
health facilities often need to close because
of the lack of heating, and dependable
energy sources can directly affect health
and education outcomes.The accessibility
of services can be a deterrent to their use:
roads and adequate transport contribute to
the total cost of using a service. Since the
expected return to education determines
the benefits of schooling, labor markets
that are not fundamentally distorted (for
example, through discriminatory practices
toward marginalized groups) can
contribute to higher education
achievement. Services therefore need to
work together to promote improved
outcomes.

Source: Sources are detailed in Filmer (2003a).
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Conditional cash transfers to reduce poverty in Mexico
Progresa, the Education, Health, and Nutrition Program of Mexico, transferred money directly to families on the condi-
tion that family members went for health checkups, mothers went for hygiene and nutrition information sessions, and
children attended school. By documenting success through rigorous evaluation, the program has improved, scaled up,

and taught others."””

hen Ernesto Zedillo became

Mexico’s president in 1995, a

fifth of the population could
not afford the minimum daily nutritional
requirements, 10 million Mexicans lacked
access to basic health services, more than
1.5 million children were out of school,
and student absenteeism and school deser-
tions were three times higher in poor and
remote areas than in the rest of the coun-
try. The country had a history of unpro-
ductive poverty alleviation programs.
Worse, the 1994-95 economic crisis left the
government with even fewer resources—
and greater demands, as more people were
falling into poverty.

The administration decided that a new
approach to poverty alleviation was need-
ed. The Education, Health, and Nutrition
Program of Mexico, called Progresa, intro-
duced a set of conditional cash transfers to
poor families—if their children were
enrolled in school and if family members
visited health clinics for checkups and
nutrition and hygiene information.

The program was intended to remedy
several shortcomings of earlier programs.
First, it would counter the bias in poor fam-
ilies toward present consumption by bol-
stering investment in human capital.
Second, it would recognize the interdepen-
dencies among education, health, and
nutrition. Third, to stretch limited
resources, it would link cash transfers to
household behavior, aiming at changing
attitudes. Fourth, to reduce political inter-
ference, the program’s goals, rules, require-
ments, and evaluation methods would be
widely publicized.

The program has been rigorously evalu-
ated, and evaluators have exploited the ran-
domized way the program was rolled out.
The results have been impressive. To
emphasize the apolitical nature of the pro-
gram, the government suspended the
growth of the program for six months prior
to the election in 2000—to show that
Progresa was not a political tool.

When President Vincente Fox was elect-
ed, his government embraced the program,
built on it using the evaluation results,
expanded it to urban areas, and renamed it
Oportunidades. By the end of 2002 the pro-
gram had about 21 million beneficiaries—
roughly a fifth of the Mexican population.

Designing a comprehensive
program

Children over seven were eligible for educa-
tion transfers. Benefits increased by grade
(since opportunity costs increase with age)
and were higher for girls in middle school,
to encourage their enrollment. To retain the
benefits, children needed to maintain an 85
percent attendance record and could not
repeat a grade more than once.

Eligible families could also receive a
monthly stipend if members got regular med-
ical checkups and mothers attended monthly
nutrition and hygiene information sessions.
Households with children under three could
also receive a micronutrient supplement.

The transfers went to mothers, who
were thought more responsible for caring
for children. The program imposed a
monthly ceiling of $75 per family. In 1999
the average monthly transfer was around
$24 per family, nearly 20 percent of mean
household consumption before the pro-
gram. Transfers were also inflation-indexed
every six months (today the maximum is
$95 and the average is $35).

Highly centralized, the program has just
one intermediary between program offi-
cials and beneficiaries—a woman commu-
nity promoter chosen by a general assembly
of households in targeted communities. She
can also liaise between beneficiaries and
education and health providers.

By the end of 1999 the program covered
some 2.6 million rural families—about 40
percent of rural families and a ninth of all
families in Mexico. The program budget
was almost $780 million, or 0.2 percent of
gross domestic product and 20 percent of
the federal poverty alleviation budget.

Almost 60 percent of program transfers
went to households in the poorest 20 per-
cent of the national income distribution and
more than 80 percent to the poorest 40 per-
cent. This is impressive. The median target-
ing effectiveness in 77 safety net programs
from around the world was to have 65 per-
cent of benefits go to the poorest 40 percent
(according to one recent study).

Even with careful targeting and moni-
toring, the program’s administrative costs
were less than 9 percent of total costs—sub-
stantially lower than earlier poverty allevia-
tion efforts in Mexico. Despite its initial
large scale, the program did not cover all
the poor, particularly in urban areas.

Boosting enrollments

Girls’ enrollment in middle school rose from
67 percent to around 75 percent, and boys’
from 73 percent to 78 percent. Most of the
increase came from increases in the transi-
tion from primary to middle school (figure
1). The program worked primarily by keep-
ing children in school, not by encouraging
those who had dropped out to return. It also
helped reduce the incidence of child labor.

Figure 1 Higher school retention, more

transitions from primary to middle school
Expected grade completion before and after
intervention, and with and without Progresa
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Source: Schultz (2001).



Labor force participation decreased by about
20 percent for boys. Still, a substantial num-
ber of children from poor families continue
to combine work with school.

The impacts on learning are less clear.
Teachers report improvements, attributing
them to better attendance, student interest,
and nutrition. But a study conducted one
year after the program started found no dif-
ference in test scores.

Improving nutrition and health

The program helped reduce the incidence
of low height for age among children one to
three years old. (Before the program stunt-
ing was very high, at 44 percent.) Annual
mean growth in height was 16 percent for
children covered by the program. On aver-
age, height increased by 1-4 percent, and
weight by 3.5 percent. These gains were
achieved despite evidence that some house-
holds did not regularly receive nutrition
supplements and that supplements were
often “shared” with older children. Part of
the effect can be attributed to spending
more on food and to consuming more
nutritious food, as recommended by the
nutrition information sessions. There were
also positive spillover effects for nonbenefi-
ciaries in the same community.

The program substantially increased
preventive health care visits. Visits by preg-
nant women in their first trimester rose 8
percent, keeping babies and mothers
healthier. Illnesses dropped 25 percent
among newborns and 20 percent among
children under five (figure 2). The preva-
lence of anemia in children two to four
years old declined 19 percent. Adult health
improved too.

Reducing poverty

The program is not only raising incomes
temporarily, it should help raise future pro-
ductivity and earnings of the children ben-
efiting. Modeling exercises find that nutri-
tional supplements alone would boost life-
time earnings by about 3 percent and edu-

Figure 2 Improving child health
Percentage of children reported to have had an
illness.
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Source: Gertler (2000).

cation impacts would increase them by 8
percent. A general equilibrium analysis of
Progresa found that the welfare impact was
60 percent higher than that of the highly
distortionary food subsidies that Mexico
used previously.

Evaluating impacts

Progresa was unusual in integrating evalua-
tion from the beginning, enabling it to
assess impacts fairly precisely. To ensure
political credibility, the evaluation was con-
tracted out to a foreign-based research
group, the International Food Policy
Research Institute.

Phasing in communities in a random
fashion—required for budgetary purpos-
es—allowed the construction of 186 con-
trol and 320 treatment groups. Having the
control groups enabled evaluators to “wash
out” confounding factors, including time
trends and shocks (economic and climatic).
Eventually all control communities were
incorporated in the program. Both quanti-
tative and qualitative evaluations were con-
ducted, the latter using semistructured
interviews, focus groups, and workshops.

Spotlight on Progressa 31

The evaluation design captures the
many determinants of outcomes. But it has
limitations. Policymakers would benefit
from knowing how the program could be
manipulated to improve impacts. For
example, what is the impact of condition-
ing the transfers rather than giving pure
unconditioned transfers? In addition,
households in the control group might have
been affected by the intervention or by
knowing that they might receive it in the
future, an effect that would muddy the
comparisons.

Evaluations can address these issues, but
the complexity (and expense) increases
substantially. Alternative approaches that
rely on modeling—imposing additional
assumptions on the analysis—might be
necessary. Such analyses are currently
underway.

Evidence makes the difference

A conditional cash transfer program can be
a powerful way of promoting education,
health, and nutritional outcomes on a
massive scale. The success of the Progresa
program has led to similar programs,
especially in other Latin American coun-
tries (Colombia, Honduras, Jamaica, and
Nicaragua).

Evaluation was not an afterthought. It
continually fed back into improving pro-
gram operations. And its rigor increased
confidence in the validity of assessments of
the program’s effects.

Evaluation was important for domestic
and international political and economic
support—and thus contributed to pro-
gram sustainability. Unlike previous pro-
grams, this one was not abandoned after a
change in government. Clear and credible
evidence of large benefits for the country’s
poor contributed to maintaining the
integrity of the program’s design (albeit
with a name change). It also made it easier
to get support from the Inter-American
Development Bank for a major expansion
of the program.
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Governments should
make services work

The responsibility that governments take on
for basic health and education can be dis-
charged in many ways—among them, foster-
ing economic growth, increasing public
spending, and applying technical interven-
tions. Each can contribute to better outcomes.
But if they are not supporting services that
work—services that result from effective insti-
tutional arrangements—they will not make a
large sustainable difference. Making services
work requires changing the institutional rela-
tionships among key actors. Subsequent chap-
ters of this Report develop and apply a frame-
work to understand how and why those
relationships play out for different services.

Economic growth, though a major
determinant of human development out-
comes, would need to be substantially faster
than it has been in most countries to make
dramatic improvements through that chan-
nel alone. Public spending makes improve-
ments possible, but the improvements will
fall short if spending fails to reach poor
people—either because it goes for things
the poor do not use or because it is diverted
along the way—or if services are not made
more productive. Applying technical inter-
ventions—combining inputs to produce
outputs and outcomes more effectively—is
also important. But simply adjusting inputs
without reforming the institutions that pro-
duce inefficiencies will not lead to sustain-
able improvements.

A public responsibility

Governments—and  the societies they
represent—often see improving outcomes in
health and education as a public responsibil-
ity. They are supported in this by the interna-
tional endorsement of the Millennium
Development Goals (see Overview). A variety
of reasons lie behind this responsibility: clas-

sic welfare economics arguments for govern-
ment intervention, political economy reasons
for intervention in key social sectors, appeals
to fundamental human rights. Governments
demonstrate their responsibility by financ-
ing, providing, or regulating the services that
contribute to health and education out-
comes. The services come in many shapes
and sizes: building and staffing schools, sub-
sidizing hospitals, regulating water and elec-
trical utility companies, building roads, pro-
viding cash transfers to individuals and
households. Making these services work
means that governments are meeting their
responsibility.

Public spending

This responsibility is often reflected in gov-
ernment spending. Health and education
alone account for about a third of aggregate
government spending, with the average
slightly lower in poorer countries and regions
(table 2.1). But there are wide variations
across countries, even within the same
region. Health and education spending
accounted for 13 percent of public spending
in Sierra Leone in 1998 but 34 percent in
Kenya—18 percent in Estonia in 1997 but 59
percent in Moldova in 1996. Social security
and welfare spending, much of it directed to
improving health and education, typically
makes up another 10-20 percent of aggregate
spending.'®

Governments contribute a large share of
the financing for schools and clinics. Wages
and salaries on average account for 75 per-
cent of recurrent public spending on educa-
tion—and often for almost all the spending
(96 percent in Kenya).'” Most teachers and
many health workers are civil service employ-
ees. Salaries aside, government subsidies can
make up a large share of a facility’s budget.



Public provision

In education, health, water, and electricity the
public sector is a major provider (if not a
monopoly) as well as a funder of services. The
Indonesian government operates more than
150,000 primary schools and 10,000 junior
secondary schools that cover 85 percent and
60 percent of the respective enrollments.'’
The Ugandan government operated 1,400
primary level facilities and close to 100 hospi-
tals in 1996.""" The Indian public sector runs
almost 200,000 primary health facilities and
15,000 secondary and tertiary facilities."'* But
wide public provision does not always trans-
late into substantial use. In Uganda govern-
ment health facilities handled just 40 percent
of treatments sought in facilities."*® In India,
even with the huge organization of public
health facilities, the private sector accounts for
80 percent of outpatient treatments and
almost 60 percent of inpatient treatments.'**

Reasons for public responsibility

Economics gives two rationales for public
responsibility. First, because of market fail-
ures, the amount of services produced and
consumed would be less than optimal from
society’s standpoint without government
intervention. Market failures can be external-
ities. The fact that an immunized child
reduces the spread of disease in society is an
incentive to immunize more children. Basic
education might benefit others besides the
graduate, another externality. Individuals
have little incentive to build and maintain the
roads that are crucial to promoting access to
services, but communities and societies do.
“Public goods” (goods that, once produced,
cannot be denied to anyone else and whose
consumption by one person does not dimin-
ish consumption by others) are an extreme
form of market failure. Mosquito control in a
malaria-endemic area is an example. There is
no market incentive to produce public goods,
so government intervention is required.
Other market failures relate to imperfect
information. Different information about
individuals’ risk of illness can lead to a break-
down in the market for health insurance.
Lack of knowledge about the benefits of hand
washing or of education can lead to less than
desirable investment and consumption.'”
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Table 2.1

Public expenditures on health and education: large but varied

Education and health spending as a share of government expenditures and as a share of GDP,

in 2000 or latest year available (percent)

Share of public expenditures Share of GDP

Average | Minimum | Maximum | Average | Minimum | Maximum
East Asia and
Pacific 27 12 53 6 2 n
Europe and
Central Asia 31 18 59 10 4 17
Latin America
and Caribbean 33 14 52 8 4 13
Middle East and
North Africa 23 13 39 7 4 12
South Asia 21 16 25 5 4 8
Sub-Saharan
Africa 25 13 34 7 2 12
Low-income
countries 25 12 59 6 2 17
Middle-income
countries 29 13 53 8 4 14
High-income
countries 33 20 56 n 3 15

Note: Of the 135 countries included, 52 have data for 2000, 8 for 2001, 30 for 1999, 17 for 1998. The remaining 28 have

data from earlier in the 1990s.
Source: World Development Indicators database.

These market failures call for government
intervention, but they do not necessarily call
for public provision: it could well be that the
proper role is financing, regulation, or infor-
mation dissemination.

The second economics justification for
public responsibility is equity. Improving
health and education outcomes for poor peo-
ple, or reducing the gaps in outcomes between
poor people and those who are better off, is
often considered a responsibility of govern-
ment. There are a variety of social justice rea-
sons behind this. Some see this responsibility
as rooted in the belief that basic education
and basic health are fundamental human
rights (box 2.1). The United Nations Univer-
sal Declaration of Human Rights asserts an
individual’s right to “a standard of living ade-
quate for the health and well-being of himself
and of his family, including food, clothing,
housing and medical care” and a right to edu-
cation that is compulsory and “free, at least in
the elementary and fundamental stages.''®
Subsequent international accords have
expanded the set of health and education
rights.'”” Many national constitutions have
guarantees for health and education.
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to human rights

Debates on health care and education in devel-
oping countries often appeal to human rights.
Rooted in the broader context of social justice,
these rights are set forth in the Universal Decla-
ration of Human Rights (1948) as well as other
international conventions, such as the Interna-
tional Covenant on Economic and Social Rights
(1966). Several international and bilateral agen-
cies have endorsed a human rights orientation.
In addition, the constitutions and laws of many
countries include references to rights to educa-
tion and health care (a review of constitutional
rights in 165 countries with written
constitutions found that 116 referenced a right
to education and 73 a right to health care; 95
stipulated free education and 29 free health
care for at least some services to some groups).
With education and health central to rights, the

practical implications of approaches based on
rights complement welfare economics.

An approach based on rights emphasizes
equality in dignity and equality of opportunity.
It highlights the need to look at outcomes for all
individuals and groups, especially the legally
and socially disadvantaged. It makes explicit a
consideration that economics incorporates with
difficulty: many psychological repercussions to
poverty result in poor people’s inability to avail
themselves of health care and education
services, even when such services are available.

Welfare economics provides tools for assess-
ing priorities and possibilities for intervening
when budgets are limited —and offers a metric
for doing so. Several aspects of economic analy-
sis provide instruments for implementing rights,
complementing a rights-based approach.

BOX 2.1 Mostgovernments take responsibility for health and education—often appealing

More generally, the approaches overlap on
many of their practical policy consequences.
Both are skeptical that electoral politics and the
market provide enough accountability for effec-
tive and equitable provision of health and edu-
cation services—so there is a need for govern-
ment and community involvement. An
economics approach to making services work—
such as the one in this Report—is informed by
the guidance on participation and
empowerment that international human rights
instruments provide. In addition, rights reinforce
poor people’s claims on resources overall and
on those allocated for basic services in particu-
lar—key elements of the effective “voice” of
poor people discussed here.

Source: Gauri (2003).

The notion of health and education as
basic human rights provides a strong basis for
public responsibility, but ambiguities remain.
Does a right to medical care imply that gov-
ernment must provide it or even finance it?
The human rights to “periodic holidays with
pay” or “equal work for equal pay,” as men-
tioned in the United Nations declaration, are
generally not interpreted to imply govern-
ment subsidies.'”® Although free elementary
education is asserted as a right, parents also
have a right “to choose the kind of education
that shall be given to their children”—sug-
gesting that universal public provision is not
required."® Social equity and fundamental
human rights suggest a responsibility for gov-
ernment but leave open the ways of discharg-
ing that responsibility. Importantly, enshrin-
ing these notions as rights legitimizes the
demands of citizens—especially poor citi-
zens—that government take responsibility
for making services work.

Market failures and social justice are nor-
mative justifications for public responsibility—
they describe why governments should be
involved. They do not always give much guid-
ance on how. Why governments actually get
involved provides insight on how public
responsibility is discharged. Education has long
been a battleground for beliefs, ideas, and val-
ues. The late 19th and early 20th centuries offer
many stories of this battle, from the movement
for secular primary education in France to a

public education system focused on national-
ism after the Meiji restoration in ]apan.120

Much of this involvement is high-minded:
a coherent public education system probably
contributes to social cohesion, particularly
important in fractionalized societies.'*! Post-
colonial states embraced public provision of
education as a strategy for nation building.
But public provision can also be the rational
manifestation of a state’s desire to inculcate a
particular set of beliefs. Tanzania’s 1967 edu-
cation reforms were wrapped up with Ujarma
and African Socialism. Indonesia’s mass edu-
cation campaign was closely tied to nation-
building and national ideology codified in
pancasila—principles whose teaching was
enforced in every school until the fall of the
New Order government.

Beyond nation building and social cohe-
sion, services operate fully in the political
realm: free education and free health care are
electoral rallying cries in many countries,
popular with many voters. In 1997 Uganda’s
President Museveni campaigned on a plat-
form of free universal primary education.
The message was extremely popular—he
won—and within a short time official enroll-
ments nearly doubled (see spotlight).'””
Uganda is not unique: many politicians iden-
tify themselves with their stance toward pub-
lic provision of services. But success is hard:
few politicians have been able to transform
these political platforms into outcomes. Ser-



vices operate in the political realm in yet
another way. Many politicians use jobs in the
large bureaucracies associated with services
to reward supporters or to build power.

Growth, though essential,
is not enough

Given the responsibility to promote education
and health outcomes, what can governments
do? One approach is hands-off: rely solely on
economic growth since higher national
income is strongly associated with lower child
mortality and higher primary school comple-
tion (crate 1.1 and figure 2.1). Among low-
income countries, 10 percent more income
per capita is associated, on average, with a 6.6
percent lower child mortality rate and a 4.8
percent higher primary school completion
rate. Among middle-income countries 10 per-
cent more income per capita is associated with
7.7 percent less mortality but little improve-
ment in primary completion.

At low levels of income relatively small dif-
ferences in per capita income can mean big dif-
ferences in outcomes. Per capita income was
only about $90 higher in Madagascar than in
Malawi in the 1990s, but there were almost 50
fewer child deaths per 1,000 births in Madagas-
car in 2000.'* The association between income
and health and education outcomes works
both ways: more income leads to lower mortal-
ity and more children completing primary
school; better health and education can lead to
higher productivity and incomes. Studies have
tried to disentangle these relationships, and
they typically still find income to be a robust
and strong determinant of outcomes.'**

But income is not the whole story: at any
given income there are wide variations in
achievement. With average incomes of just
under $300 per capita in the 1990s, Vietnam
had a child mortality rate of about 40 per
1,000 in 2000 and Cambodia of 120. At per
capita incomes around $4,000 in the 1990s,
Malaysia had a child mortality rate of about
12 per 1,000 in 2000 and Brazil of just less
than 40. Similarly, Madagascar and Nigeria
both had per capita incomes close to $300 in
the 1990s, but by the end of the decade the
primary completion rate was 26 percent in
Madagascar and 67 percent in Nigeria.'*®

How much reduction in child mortality
and improvement in primary school comple-
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Figure 2.1 National income and outcomes are strongly associated, especially in low-income

countries
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Note: The GDP per capita is based on a 1990s average, 1995 U.S. dollars. Lines show outcomes as predicted by a non-

linear function of GDP per capita.

Source: GDP per capita data from World Development Indicators database; under-five mortality from UNICEF (2002);

primary completion rates from Bruns, Mingat, and Rakatomalala (2003).

tion can be expected from income growth
alone? Cutting child mortality by two-thirds
between 1990 and 2015 (one of the Millen-
nium Development Goals) means reducing it
by 4.4 percent a year. Low-income countries
would need sustained per capita income
growth of 6.7 percent a year to reduce mor-
tality by two-thirds by 2015. Senegal would
have to boost per capita income from about
$650 to $3,500—close to the level in Panama.
Brazil would need an increase from almost
$5,000 to $20,000—close to the per capita
income in New Zealand.'*®

Similarly, achieving universal primary
school completion through income alone
would require massive economic growth. In
Mauritania, where primary school comple-
tion was 46 percent in 1990, per capita income
growth would need to average 6.5 percent a
year. So while income and outcomes are
strongly associated, especially in low-income
countries, reaching the Millennium Develop-
ment Goals will require dramatically high—
perhaps unrealistically high—growth rates if
growth is the only channel for achieving the
goals. Policies that do more than increase
growth are required.'”

More public spending alone is
not enough

If growth is not enough, what else can gov-
ernments do to improve outcomes? One
approach is to spend more. Increasing public
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BoX 2.2 The Fast-Track Initiative—providing assistance for credible national education strategies

With more than 100 million children not in pri-
mary school, the “Fast-Track Initiative” (FTI) was
launched in June 2002 to accelerate progress
toward Education for All in low-income
countries. Under the FTI national education
plans are assessed against an indicative frame-
work of policy benchmarks, prospects for scal-
ing up, and allowances for flexibility and learn-
ing by doing.To ensure that education goals are
embedded in an overall national strategy and
consistent with countries’ medium-term expen-
diture framework, a criterion for FTl eligibility is
a national commitment to a formal Poverty
Reduction Strategy.

The FTI supports countries in addressing key
policy, capacity, data, and financing constraints
to universal primary completion by 2015, net
intake into first grade of 100 percent of girls and
boys by 2010, and improved learning outcomes.
An initial group of 23 countries was invited to
join the initiative, and all accepted.

The FTl was inspired by the Monterrey Con-
sensus—that better results accrue when devel-
opment support is targeted to countries that
accept clear accountability for results and adopt
appropriate policy reforms.The FTI was
conceived as a process for countries with sound
education policies,embedded in an agreed-on
macroeconomic framework, to receive added
support from donors.

Clear impacts—and obstacles

Less than a year into the process the FTI has had
some clear positive impacts. First, it has demon-
strated that the new framework of mutual
accountability is accepted by developing coun-

tries.With impressive speed countries have
ensured that their sector plans meet the new tests
for credibility and sustainability. And the donors
have increased resources for FTI countries,
seconded staff to an international secretariat for
the initiative (in the World Bank),and agreed on
FTI operating principles and guidelines.

More generally, the FTI has:

Raised the political profile of Education for
All,and increased awareness of the need for
faster progress to reach education goals.

+ Sharpened developing countries’ focus on
primary school completion and quality (not
just coverage) and on the importance of get-
ting policies right.

* Brought field-based donors into a unified pol-
icy dialogue with governments, improving
coordination.

+ Mobilized more resources for primary educa-
tion (a 60 percent increase in official develop-
ment assistance commitments to the first FTI
countries).

But the experience with FTI has also high-
lighted some obstacles. At the country level
these include difficulties in ensuring that
resources reach the service delivery level; a need
to consider a variety of service delivery
modes—including community-run schools,
NGO-run schools, and faith-based schools—and
the complexities of public support to this range
of providers; the need to make difficult reforms
to increase efficiency and ensure sustainability;
and the need for better data systems to support
“real-time” tracking of education results.

Some problems for donors

Despite some progress donor procedures are
not yet harmonized, and much financing
remains fragmented. Some donor assistance
under the FTI continues to be input-driven, sub-
ject to a“donor discount,” with resources
earmarked for contractors in donor countries
rather than providing flexible support for core
expenditures.

Too much aid still flows to historically
preferred countries, rather than good perform-
ers. Although the donors have mobilized addi-
tional funding for FTI countries case by case,
there remain some “donor orphans.” Without
pooled funding to support these countries, the
FTI will not be able to deliver on the donors’
commitment that“no country with a credible
plan for Education for All will be thwarted for
lack of external support.”The momentum of FTI
could easily be lost if a fundamental principle of
the compact—assistance supporting effective
policies—is not honored.

The FTl is a major part of international
responses—including the G8 process, the Mon-
terrey Consensus, and the New Economic Part-
nership for African Development—to provide
momentum for universal primary completion by
2015, perhaps the most achievable of the Mil-
lennium Development Goals. Success will
require that developing countries pay attention
to policy reform and human and financial
resources. It will also require that donors coordi-
nate better and honor their side of the bargain
by assisting performing countries.

Source: FTI secretariat.

spending can be a critical part of promoting
improvements in health and education. For
example, it may be necessary to spend more
on interventions to reduce mortality or on
education reforms that underpin increases
in primary completion rates—and part of
this spending might require international
assistance (box 2.2). But the large variation
in the effectiveness of using funds makes it
hard to find a consistent relationship
between changes in spending and out-
comes—highlighting the importance of
spending money well.

Just how variable is the association
between public spending and outcomes? A
glimpse at a handful of countries provides an
indication.

o Between the 1980s and 1990s total public
spending on education in Ethiopia and

Malawi increased by $8 per child of pri-
mary school age.'*® In Ethiopia primary
school completion stagnated, going from
22 percent in 1990 to 24 percent in 1999,
while in Malawi it rose from 30 percent
to 50 percent (figure 2.2).

Per capita public spending on health fell
between $1 and $5 in Cote d’Ivoire and
Haiti from the 1980s to the 1990s: child
mortality worsened substantially in Cote
d’Ivoire but improved in Haiti—though
remaining high (figure 2.3).

Thailand increased public spending on
primary schooling more than Peru did,
yet primary school completions fell in
Thailand and increased in Peru.

Public spending on health diverged in
Mexico and Jordan, yet reductions in
child mortality were similar.



Figure 2.2 Changes in public spending and
outcomes are only weakly related: schooling
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Note: “Spending” refers to total annual public spending on educa-
tion per child of primary school age, in 1995 U.S. dollars averaged
for the 1980s and the 1990s. Primary school completion rates are
calculated on the basis of 6 years in Ethiopia (primary plus two
years lower secondary), 8 years in Malawi, 6 years in Thailand,
and 6 years in Peru.

Source: Spending data from World Development Indicators data-
base; primary school completion data from Bruns, Mingat, and
Rakatomalala (2003).

For each country there is a story about
why public spending contributed to improv-
ing outcomes or why it did not. That is the
crux: the effectiveness of public spending
varies tremendously.'” In-depth studies con-
firm this variability—for example, an analysis
of Malaysia over the late 1980s found little
association between public spending on doc-
tors and infant or maternal mortality."’ A
major improvement in the incidence of pub-
lic education spending on poor people in
South Africa has been slow to translate into
better outcomes."”' But an impact evaluation
of the expansion of public school places in
Indonesia in the 1970s found a significant
positive impact on school enrollments.'*>

Another way to look at the impact of pub-
lic spending is in a cross-section of countries.
In general, countries that spend more public
resources on health have lower child mortal-
ity, and countries that spend more on educa-
tion have higher completion rates. But this
association is driven largely by the fact that
public spending increases with national
income. After controlling for national
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income, public spending and outcomes are
only weakly associated (figure 2.4)—both
substantively (in the sense that the correla-
tion is small) and statistically (in the sense
that the correlation is indistinguishable from
zero)."”> With similar changes in spending
associated with different changes in out-
comes, it should come as no surprise that the
cross-country association is so weak.

Why does public spending

have different impacts?

Deeper analysis of the relation between
public spending and child mortality finds
results varying from statistical significance
to insignificance—for four main reasons.
First, some countries might spend more
because they need to spend more to remedy
urgent underlying health problems. The
resulting cross-sectional association would
be uninformative since more spending
would appear to be associated with worse
outcomes. Using statistical techniques that
exploit the variation in spending that
depends on factors unrelated to mortality

Figure 23 Changes in public spending and
outcomes are only weakly related: child mortality
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Note: “Spending” refers to total annual per capita public spending
on health in 1995 dollars averaged for the 1980s and the 1990s.
Source: Spending data for 1990s from World Development Indica-
tors database. For Jordan and Cote d’lvoire, spending data for the
1980s are from World Bank sources. For Haiti and Mexico, spend-
ing data for the 1980s are from Govindaraj, Murray, and Gnanaraj
(1995). Child mortality data are from UNICEF (2002).
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Figure 2.4 The association between outcomes and public spending is weak, when controlling
for national income
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* Public spending, child mortality rate, and primary school completion are given as the percent deviation from rate pre-
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Note: For the under-five mortality regression, the coefficient is —0.148 and the t-statistic is 1.45. For the primary comple-
tion regression, the coefficient is 0.157 and the t-statistic is 1.70.

Source: GDP per capita and public spending data, World Development Indicators database; under-five mortality,
UNICEF; primary completion rate, Bruns, Mingat, and Rakatomalala (2003).

outcomes still produces an insignificant rela-
tionship."** Those techniques are not univer-
sally accepted, however, and it is possible that
governments are adjusting what they spend in
response to underlying health conditions.

Second, spending may affect different
groups in society differently. Public spending
could affect child mortality among poor fam-
ilies without having a large overall impact.
Studies allowing for this effect have found a
stronger association between spending and
outcomes for poor people—but the result is
only weakly significant and not robust."

A third strand of the research on this issue
focuses on the composition of spending: does
more spending on primary rather than ter-
tiary health activities have a different impact
on mortality? The cross-national statistical
evidence is weak."”® A fourth strand investi-
gates factors that might modulate the effec-
tiveness of public spending. It finds that cor-
ruption, governance, or urbanization might
play a role, but the results are inconsistent
from one analysis to another.'”’

Two methodological issues are important
for interpreting these analyses. First, the sam-
ple of countries in a study affects the results.
A sample of a few countries that have spent a
lot and achieved a lot—and a few countries
that have spent little and achieved little—will
yield a significant association between more
spending and lower mortality. A different

sample might yield no association. The num-
ber of countries in studies that have
addressed this question varies dramatically—
from 22 to 116—so different results should
not be surprising.'*®

Second, the specification in the analysis
can change the assessment of the result. For
example, controlling for adult literacy in
addition to income in the associations illus-
trated in figure 2.4 yields an association and a
significance level that are even closer to zero.

The message from these studies is not that
public funding cannot be successful. It is that
commitment and appropriate policies,
backed by public spending, can achieve a lot.
Infant mortality was high in Thailand in 1970
at 74 per 1,000 births, and the use of commu-
nity hospitals and health centers was low, in
part because quality was low. But the govern-
ment’s commitment to reduce infant mortal-
ity was strong. Health planners took stock,
analyzing information on service use and
from household surveys. Thailand doubled
real per capita public spending on health
between the early 1970s and the mid-1980s.
But it also did more. It built facilities in
remote areas, directed more services to poor
areas and poor people, improved staff train-
ing, provided incentives for doctors to locate
in remote areas, and promoted community
involvement in managing health care deliv-
ery. The oversight of doctors was strength-
ened. And the authority for various programs
was devolved to the provincial level, freeing
the central Ministry of Public Health to con-
centrate on planning, coordination, and tech-
nical support. By 1985 infant mortality had
fallen to 42 per 1,000 births, and today it is 28
per 1,000."° Similar stories are playing out 20
years later in other parts of the developing
world.

Public spending on services fails
to reach poor people

Most poor people do not get their fair share
of public spending on services, let alone the
larger share that might be justified on
equity grounds. Public expenditure inci-
dence analysis—matching who uses pub-
licly financed services with how much gov-
ernments spend per user—provides a
snapshot of who benefits from government
spending. Results typically show that the
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Figure 2.5 Richer people often benefit more from public spending on health and education
Share of public spending on health and education going to the richest and poorest fifths
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Source: Filmer 2003b.

poorest fifth of the populace receives less
than a fifth of education or health expendi-
tures, while the richest fifth receives more.
In Ghana for example, the poorest fifth
received only 12 percent of public expendi-
tures on health in 1994, whereas the richest
fifth received 33 percent (figure 2.5).

One reason for this imbalance is that
spending is skewed to services dispropor-
tionately used by richer people. Public
spending on primary education tends to
reach poor people. The poorest fifth of
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Armenians got almost 30 percent of the
benefit of public spending on primary edu-
cation in 1999. But not all spending on pri-
mary services is pro-poor. While public
spending on primary health care tends to be
more pro-poor than overall spending, it
does not always disproportionately reach
the poor. The poorest fifth of the populace
in Cote d’Ivoire benefited from only 14 per-
cent of public spending on primary health
facilities in 1995 (compared with 11 percent
from all health spending).'*
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Figure 2.6 The dominant share of
recurrent spending on education goes
to teachers (selected Sub-Saharan
countries)

Kenya 96% P>

D.R. Congo 90%
Tanzania 89%>

Between
68% and
86%

Malawi
Ghana
Angola
Ethiopia
Zambia

Cote d’lvoire
Sudan
Zimbabwe
Niger
Mozambique
Uganda
Burkina Faso
Mali
Cameroon

Madagascar 58% >

Note: Data refer to primary school-level
spending and primary school teachers.
Source: Bruns, Mingat, and Rakatomalala (2003).

Orienting public spending toward services
used by poor people helps, but it does not
help unless the spending reaches the frontline,
where it benefits poor people. A study in
Uganda found that in the early 1990s only 13
percent of government primary education
capitation grants made it to the intended des-
tination, primary schools. The rest went to
purposes unrelated to education or to private
gain. Poor students suffered disproportion-
ately, as schools catering to them received even
smaller shares of the grants (see spotlight).'*'

The story in health is the same. Drugs
intended for health clinics often never get
there. In the mid-1980s more than 70 percent
of the government’s supply of drugs disap-
peared in Guinea.'* Studies in Cameroon,
Tanzania, and Uganda estimated that 30 per-
cent of publicly supplied drugs were misap-
propriated—in one case as much as 40 per-

. . 14.
cent were “withdrawn for private use.”'**

Private and public sectors interact

Public spending has trouble creating quality
services and reaching poor people. So why be
surprised that spending is only weakly associ-
ated with outcomes? But there is another rea-
son for the weak association: private and
public sectors interact, and what matters is
the net impact on the use of services. Increas-
ing public provision may simply crowd out,
in whole or in part, equally effective services
obtained from nongovernment providers.

This works through two channels. First,
individual demand in both public and pri-
vate sectors will respond to a change in the
public sector. A review of the impact of price
increases in public health clinics in seven
countries found that a substantial percentage
of visits to public providers deterred by price
increases are redirected to private ones—
although the magnitude of the effect varies
across settings.'** Second, private providers
may respond to changes in public provision.
An experiment in increasing fees in public
facilities in Indonesia in the early 1990s
found that the number of private dispen-
saries and hospitals increased substantially,
and that this resulted in only small changes in
health outcomes.'*

Unless resources support services that
work for poor people, they will be ineffective.
The efficacy of spending is so varied that it is

hard to associate a cost with achieving any
target improvement in outcomes, as with the
Millennium Development Goals (box 2.3).

Technical adjustments
without changes in incentives
are not enough

If more public money is spent on services—
and more of that money is spent on services
used by poor people and makes it to the
intended school or clinic—how the money is
used still determines its efficacy. Consider
recurrent spending on education in Sub-
Saharan Africa. Of 18 populous Sub-Saharan
African countries with data, most spend sub-
stantially more than the recommended 66
percent on teachers (figure 2.6)."** And this
isn’t just a central government phenomenon.
In Nigeria wages account for about 90 per-
cent of local government recurrent expendi-
tures on primary education. No one would
deny that teachers are a key part of the
schooling process and that paying them ade-
quately is important. But if there is no money
left to pay for other important inputs, such as
textbooks, learning will suffer.

Why does such a large share of education
spending go to teachers? Spending on teach-
ers is the result of balancing technical issues
with political jockeying by parents, teachers,
the rest of the civil service, and advocates of
spending priorities outside of the education
sector. Spending on other inputs often loses
out to spending on teachers—who are often
vocal, organized, connected, and contractu-
ally obligated to be paid. It happens where
spending is fairly high—Kenya spends more
than 6 percent of GDP on education—and
fairly low—Tanzania spends less than 2 per-
cent of GDP on education. The purpose is
not to single out Sub-Saharan Africa—the
phenomenon is widespread—or to pick on
teachers. It is to suggest that fixing the prob-
lem requires dealing not just with technical
or managerial questions of how much to
spend on one input relative to others, but
with the institutional and political contexts
that generate these decisions in the first place.

Identifying what contributes to an effec-
tive classroom or appropriate medical treat-
ment is important for decisionmaking. In
well-functioning systems service provision



Governments should make services work

How much will it cost to reach the Millennium
Development Goals? That question, crucial for gov-
ernments and donors who have committed to the
goals, is extremely difficult to answer.

What cost? For universal primary education
completion, does “costing” mean putting a price tag
on enrolling all primary-age children in public
schools? With more than 100 million children of pri-
mary school age not in school, multiplying the num-
ber in each country by average public spending per
primary student yields a total “cost” of about $10 bil-
lion. But this number overlooks a simple point: chil-
dren not in school might be harder to induce to
come to school, so the marginal cost of enrolling a
child could be higher than the average cost.These
children might have higher opportunity costs, so it
might require a larger subsidy to get them into
school. Or they might live in remote areas, where it
would cost more to build schools or to compensate
them for traveling to more central locations. In addi-
tion, this approach implicitly assumes that spending
on a particular target can be earmarked separately
from other spending in the sector.Though that is
possible, it is not easy.

Efficiency gains. The average cost calculation
also ignores the weak overall association between
spending and outcomes. Additional spending will be
associated with only small increases in outcomes if
the additional funds are spent with the average
observed efficiency (figure 2.4).That means it will
take astronomically high amounts to achieve the
goals. But what if the money is “well spent”?

A country-by-country simulation of spending in
47 low-income countries adjusted the proximate
determinants of primary completion success—pub-
lic spending as a share of GDP, the share of spending
that goes to teachers, the level of teacher salaries,
pupil-teacher ratio, average repetition rate. It found
that average external resources of about $2.8 billion
a year would be needed. (Since the simulation
included domestically mobilized resources as a pol-
icy lever, the model yields the amount of external
resources required).'*’ The average-cost approach to
enrolling out-of-school children in these 47
countries yields a total incremental cost of $3.1 bil-
lion a year."*

“Costing”a change in proximate determinants is
useful for identifying the fiscal implications of a
change in policy, but it says little about the success

BoX 2.3 Whyit’sso hard to “cost” the Millennium Development Goals

or failure of turning that spending into outcomes.
This does not mean “if this amount of money were
spent, the Millennium Development Goals will be

met.” It means “if the goals are met, here is what it

will have cost.”

Financing transitional costs. If institutional
reforms are necessary for sustainable improvements
in outcomes, the costs of those reforms should be
counted: for example, the cost of repurposing physi-
cal infrastructure or compensating redundant staff.
These costs are determined by country conditions.
For example, the cost of a severance package will
depend on a country’s labor market, civil service reg-
ulations and norms, and other local factors. Given
the uncertainty surrounding costs, it makes little
sense to estimate transitional costs on a global basis.

Interdependence and double counting.
Progress on each Millennium Development Goal
feeds back into the others. Safe water and good sani-
tation contribute to better health. Good health
enhances the productivity of schooling. Education
promotes better health. Interventions that promote
one goal promote all of them. If the cost of reaching
each goal is assessed independently, and the results
are totaled across goals, there is double counting.'*

Multiple determinants. But the goals do not
just depend on each other—their determinants are
multiple, cutting across many sectors. Little is known
about the relative contribution of each factor to out-
comes or about the magnitude of potential interac-
tion effects (see crate 1.1 in chapter 1). For example,
the impact of sanitation on mortality depends on
access to safe water.The effectiveness of vaccines,
and thus their contribution to lowering mortality,
depend on preserving the “cold chain,” which
depends on roads, other transport, and energy infra-
structure. Precise estimates of these independent
and interactive effects are not easy to come by.

In sum, costing the goals requires an estimate
that distinguishes between marginal and average
cost, incorporates the policy and institutional
changes required to make this additional expendi-
ture effective, does not double- or triple-count given
the interdependence of the goals, and takes into
account the multiple determinants of each goal. No
wonder that coming up with costs of reaching the
goals is so difficult.

can be improved through better teaching
materials, more reliable availability of drugs,
better training of health workers—that is,
through technical improvements in the prox-
imate determinants of successful service pro-
vision. And management reforms may
reduce the frequency of shirking teachers or

incompetent doctors or corrupt police. But
trying to make services work in weak systems
by an effective and least-cost solution—
applying a codified set of actions or simply
training providers—will end in frustration if
politicians do not listen to citizens or if
providers have no incentive to perform well.

|
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To understand why, it is important to dis-
tinguish between institutional and manage-
rial reforms. Reducing teacher absenteeism
from 9 percent to 7 percent is a management
issue; reducing teacher absenteeism from 50
percent to 9 percent is an institutional issue.
Improving diagnostic recognition of specific
diseases is a management issue. Reducing
widespread mistreatment of routine condi-
tions is an institutional issue.

Institutional reforms seek to strengthen
the relationships of accountability among
various actors so that good service provision
outputs emerge—with all their proximate
determinants, including active management.
Institutional arrangements need to take
advantage of the strengths of the market—
with its strong customer responsiveness,
organizational autonomy, and systemic pres-
sures for efficiency and innovation. And the
strengths of the public sector—with its
ability to address equity and market failures
and its power to enforce standards. This is
not about reducing or avoiding key public
responsibilities. It is about creating new
ways to meet public responsibilities more
effectively. This might include alternatives
to public production, but it could just as
easily include institutional changes to make
public agencies perform better.

Understanding what works and
why—to improve services

To produce better health, better skills, and
better standards of living, service beneficia-
ries, providers, and the state must work
together. How? Understanding what works,
why, in what context—and how to spread
successful approaches—is the subject of
this Report. Many successful institutional
innovations worldwide show clearly that
services need not fail. They offer lessons to
guide replication and to scale up solutions.
A variety of stories illustrate the potential—
and the challenge.

Citizen report cards in Bangalore, India.
In the early 1990s public services in Kar-
nataka’s capital city were in bad shape. A
technology boom unleashed rapid growth.
Services were of low quality and corruption
was rampant, affecting all income groups.
To monitor the governments failure to

address these problems, and to motivate
change, a civil society group introduced
report cards in 1994 rating user experiences
with public services. The results—revealing
poor quality, petty corruption, lack of
access for slum dwellers, and the hidden
costs of outwardly cheap services—were
widely publicized by an active press.

The report cards gradually opened a dia-
logue between providers and user groups—
and eventually got a positive response from
the managers of public agencies. The state’s
chief minister set up a task force to improve
city governance. Follow-up activities—such
as an in-depth report card for hospitals—
delved deeper into problems with individ-
ual services. In 1999 a report card rated
some services substantially higher, though
scores on corruption and access to griev-
ance systems remained low. The initiative
was so successful that the Public Affairs
Centre (which conducted the survey) col-
laborated with local partners to prepare
similar studies in other Indian cities."® And
other countries (the Philippines, Ukraine,
and Vietnam) are adopting the approach.

Participatory budget formulation in Porto
Alegre, Brazil. The city of Porto Alegre,
with a population of more than a million,
developed an innovative model of budget
formulation. Citizen associations propose
projects, which are then publicly debated.
The proposals are combined with technical
assessments, and the procedure is repeated
to determine final budget allocations. The
city made substantial strides. Access to
water went from 80 percent in 1989 to near
universal in 1996, and access to sewerage,
from less than 50 percent to 85 percent.
School enrollments doubled. And with
greater citizen willingness to pay for better
services, city revenue increased by 50 per-
cent. To make the process pro-poor, the
poorest people had more voting power than
others. The approach has proved a resound-
ing success for the inhabitants (and for the
political party, which repeatedly won elec-
tions). Several other cities have since
adopted similar procedures.'!

Different stories point to other innova-
tions: greater transparency of school fund-



ing in Uganda, citywide reform in Johan-
nesburg, South Africa, cash transfers to
households in Mexico, statewide reform of
health services in Ceard, Brazil (see spot-
lights). Only one of these innovations was
evaluated using an experimental design
(Mexico’s Progresa). And not all have clear
measures of change in outputs or out-
comes. But all hint at ways forward.

The various stories raise questions. Why
were the innovations implemented? Whom
did they affect? What made them work—

Governments should make services work

and what makes some other innovations
fail? Can they be replicated? To examine
these questions systematically—that is, to
learn from such examples—the Report
develops a framework that incorporates the
main actors—service beneficiaries, the
state, and providers—and describes how
each is linked by relationships of account-
ability (chapters 3 to 6). It then applies
these principles to specific reform agendas,
exploring how those relationships play out
in different sectors (chapters 7 to 11).
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Kerala and Uttar Pradesh

One nation, worlds apart

States in one federal nation—following the same constitution, laws, and intergovernmental finance system, and subject to
the same election cycles—Kerala and Uttar Pradesh remain worlds apart in human development. Their different worlds
mean dramatic differences in the quality of life for millions—Uttar Pradesh, with 175 million people, is larger than all
but six countries in the world (Kerala has 32 million people)."” This is a story of achievement and failure, the power of
public action, and the burden of official inertia.

omen born in Kerala can expect
to live 20 years longer on average
than women born in Uttar
Pradesh. Uttar Pradesh’s infant mortality rate
is five times higher than Kerala’s (table 1). At
the start of this century, one in three girls in
Uttar Pradesh had never been to school: Ker-
ala has universal enrollment. Kerala’s total
fertility rate is 1.96 births per woman (lower
than 2.1 in the United States and just above
1.7 in high-income European countries);
Uttar Pradesh’s fertility rate is 3.99 (substan-
tially higher than the average of 2.85 for India
and 3.1 for low-income countries).
Education and health services in the two
states echo these differences. Studies sug-
gest that public facilities in Kerala are likely

to be well supplied, adequately maintained,
and regularly staffed by teachers or physi-
cians. Not so in Uttar Pradesh.'” A primary
health center in Kerala left unstaffed for a
few days may lead to public protests at the
nearest district office.”* But a rural school
in Uttar Pradesh can be nonfunctional for
years and produce no civic protest.'”
Women’s participation differs widely in the
two states: more than 70 percent of primary
school teachers in Kerala are women, only
25 percent in Uttar Pradesh.'*®

Why did Kerala succeed where
Uttar Pradesh failed?

History helped. Even though its consump-
tion-related poverty was among the highest

Table 1 The great divide: human development and basic services in Kerala and Uttar Pradesh
Latest available data, in percent unless otherwise stated

Kerala | Uttar Pradesh India

Infant mortality rate (per 1,000 live births) 16.3 86.7 67.6
Total fertility rate (per woman) 1.96 3.99 2.85
Sex ratio (women per 1,000 men) 1,058 902 933
Female school enrollment rate (age 6-17 years) 90.8 61.4 66.2
Male school enrollment rate (age 6-17 years) 91.0 713 716
Rural girls never in school (age 10-12 years) 0.0 31.7 26.6
Rural women never in school (age 15-19 years) 1.6 49.3 38.7
Immunization coverage rate (age 12-23 months) 79.7 21.2 42.0
Skilled delivery care (% of births) 94.0 224 423
Rural population in villages with:

A primary school 90.1 75.1 79.7

A middle school 87.1 31.9 44.6

A primary health center 74.2 44 12.9

An all-weather road 79.1 46.0 49.2
Medical expenditure per hospitalization in public facility (Rs.) 1,417 4,261 1,902
Women reporting:

Health care provider respected need for privacy 93.0 64.0 68.2

Health facility was clean 712 31.0 52.1

Skilled attendance at delivery is unnecessary 1.4 425 61.3
Poorest 20% of households that prefer a public health facility 55.7 9.5 328

Rs = Rupees

Sources: National Family and Health Survey-2, 1998-99; 1IPS, 2002; Census of India, 2001; National Sample Survey

1998-99.

in India, Kerala already led in human devel-
opment in 1956 when it was reconstituted
as a new Indian state. Longstanding social
movements against caste divisions, its cul-
ture (including matrilineal inheritance in
certain communities), and openness to for-
eign influences (including missionary-led
education) all helped.

But history is not all. Much of Kerala’s
spectacular achievements came after the
mid-1950s. Adult literacy has risen from
around 50 percent in 1950 to more than 90
percent now and life expectancy at birth
from 44 years to 74. The birth rate has fallen
from 32 to 18. In 1956 the Malabar region of
Kerala lagged substantially behind the two
“native” states (Travancore and Cochin)
with which it was combined to form the
new Kerala state. Today, the differences have
disappeared.

Public action—and neglect

Dreze and Sen (2002) suggest that Kerala’s
success is the result of public action that
promoted extensive social opportunities
and the widespread, equitable provision of
schooling, health, and other basic services.
They argue that Uttar Pradesh’s failures can
be attributed to the public neglect of the
same opportunities.

e The early promotion of primary educa-
tion and female literacy in Kerala was
very important for social achievements
later on. In Uttar Pradesh educational
backwardness has imposed high penal-
ties, including delayed demographic
transition and burgeoning population
growth.

e Gender equity and the agency of women
appear to play a major role in Kerala’s
success. Uttar Pradesh has a long, well-
documented tradition of oppressive
gender relations and extraordinarily
sharp gender inequalities in literacy and
in women’s participation."’

e Basic universal services in schooling,
health care, child immunization, public



food distribution, and social security
differ sharply in scope, access, quality,
and equitable incidence. In Uttar
Pradesh these services appear to have
been widely neglected and there has
been no particular effort to ensure
results, particularly in schools.

e A more literate and better informed
public in Kerala was active in politics
and public affairs in a way that did not
appear to have happened in Uttar
Pradesh.

e Informed citizen action and political
activism in Kerala—building partly on
mass literacy and the emphasis placed
on universal services by early commu-
nist and subsequent coalition govern-
ments—seem to have been crucial in
organizing poor people. In Uttar
Pradesh traditional caste and power
divisions, particularly in rural areas,
have persisted through more than 50
years of electoral politics—and such
divisions have come to form the core
of political discourse and clientelist
politics.

Political incentives matter for service
delivery and actual development out-
comes.'”® Delivering broad, universal basic
services has remained a credible political
platform in Kerala in contrast to the clien-
telist, caste, and class-driven politics of Uttar
Pradesh.

In Kerala, early governments with eco-
nomic platforms emphasizing the provi-
sion of universal basic services established
a political agenda that remained important
in the coalition politics that followed.
Political competition conditioned on
promises to deliver better basic services
showed up in early budget allocations (fig-
ure 1): education and health services
accounted for a much higher share of pub-
lic expenditures as compared to what was
spent on state administration.
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By contrast, in Uttar Pradesh caste and
class-based divisions, and the absence of
compelling political alternatives to tran-
scend these divisions, led to poor political
incentives for effective provision of univer-
sal, basic services. Political competition
revolved around access to instruments of
the state to deliver patronage and public
employment to specific clients. Public
expenditures in the early years were accord-
ingly concentrated in state administration
and remained well above expenditures on
health and education. More recently, politi-
cal parties have tended to underplay the
program or policy content of their plat-
forms, and instead have publicized the eth-
nic profile of their candidate lists to
demonstrate commitment to proportional
representation of ethnic groups in the
bureaucratic institutions of the state.'”

Breaking out of vicious cycles

Public action can build on history, break
from it, or perpetuate it. Individuals’ abili-
ties to press their demands depend on their
information, perceived rights, and literacy.
Public action—by influencing information
that citizens have, their legal protections,
and their schooling—influences private

action, especially by the politically weak.
And private action loops back to influence
public action. One set of reforms can lead
to further institutional evolution. A society
can be caught in a vicious cycle, as in Uttar
Pradesh, or be propelled by a virtuous one,
as in Kerala. As Dreze and Gazdar note: “In
Uttar Pradesh, the social failures of the state
are quite daunting, but the potential
rewards of action are correspondingly high,
and the costs of continued inertia even
higher.”'*

As for Kerala, despite the many eco-
nomic problems that linger and the new
ones that have appeared, the remarkable
rescript issued in 1817 by Gowri Parvathi
Bai, the 15-year-old queen of the erstwhile
state of Tranvancore, certainly seems to
have come true in its bold aspirations for
the human development of her subjects.
The rescript read:

“The state should defray the entire cost
of the education of its people in order that
there might be no backwardness in the
spread of enlightenment among them, that
by diffusion of education they might
become better subjects and public servants
and that the reputation of the state might

be enhanced thereby”'®!

Figure 1 Kerala spent more on education and health, Uttar Pradesh on state administration

Percent of total public expenditures
50

State administration (Uttar Pradesh)
/Education and health (Kerala)

’ Education and health (Uttar Pradesh)

\-\’\/\/V\A/\/-/\/‘\ésmte administration (Kerala)
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Note: Public spending on state administration does not include interest payments.

Source: Reserve Bank of India Bulletins, 1955-1998.
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The framework

for service provision

The public sector has generally taken on
responsibility for the delivery of services
and frequently used civil service bureaucra-
cies as the instrument. This approach has
had dramatic successes and—as chapter 1
documented—far too many failures. Much
remains to be done. Particularly for poor
people, there are widespread challenges in
providing affordable access, fixing dysfunc-
tional facilities, improving technical quality,
increasing client responsiveness, and raising
productivity. As chapter 2 noted, neither
economic growth, nor simply increasing
public spending, nor coming up with tech-
nocratic solutions is enough to meet this
challenge.

The failures in service provision have
not gone unnoticed. Indeed, there is a
cacophony of proposed institutional solu-
tions: civil service reform, privatization,
democratization, decentralization, con-
tracting out, provision through NGOs,
empowerment, participatory methods,
social funds, community-driven develop-
ment, user associations. With each of
these solutions comes a bewildering vari-
ety of techniques and instruments:
demand-side transfers, participatory rural
appraisals, facility surveys, service score
cards, participatory budgets. None is a
panacea.

“One size does not fit all” is a truism but
not very helpful. Everyone wanting to
improve services for poor people—from
the poor themselves to reform-minded
professionals, advocates, political leaders,
and external agencies—asks: What size fits
me? Given the capabilities, resources, poli-
tics, and incentives that I face, what can be
done? What are the actions that would
improve services for poor people in my
circumstances? To evaluate alternative

arrangements for the provision of services
requires an encompassing framework—to
analyze which of the many items on the
menu of service reform is right for the
time, place, and circumstance.

This Report’s framework starts from the
specific and works to the general. Start with
a child in a classroom, a pregnant woman
at a clinic, someone turning a tap for water.
Each is seeking a service, and the proximate
determinants of success are clear. For any
individual service transaction to be suc-
cessful, there needs to be a frontline
provider who is capable, who has access to
adequate resources and inputs, and who is
motivated to pursue an achievable goal.
The general question: what institutional
conditions support the emergence of capa-
ble, motivated frontline providers with
clear objectives and adequate resources?
The answer: successful services for poor
people emerge from institutional relation-
ships in which the actors are accountable to
each other. (Please be patient, the rest of
the Report works out exactly what that sen-
tence means.)

This chapter does five things. It intro-
duces the analytical framework of actors
(individuals, organizations, governments,
businesses) and relationships of account-
ability that will be used throughout the
Report. It describes the characteristics of
services that make creating those relation-
ships so crucial—and so difficult. It uses the
framework and the characteristics of the
services to analyze why pure public sector
production often fails—and why pure pri-
vatization is not the answer. It lays out how
the various items on the agenda for service
reform are related and how the Report will
address them. And it addresses the dynam-
ics of reform.



An analytical framework:
actors and accountabilities

Language evolves through common usage,
so no one is accountable when the word
accountability acquires so many different
uses and meanings. What this Report means
by accountability is a relationship among
actors that has five features: delegation,
finance, performance, information about per-
formance, and enforceability (figure 3.1).

Relationships of accountability can be as
simple as buying a sandwich or taking a
job—and as complex as running a munici-
pal democracy.

 In buying a sandwich you ask for it (del-
egation) and pay for it (finance). The
sandwich is made for you (performance).
You eat the sandwich (which generates
relevant information about its quality).
And you then choose to buy or not buy a
sandwich another day (enforceability),
affecting the profits of the seller.

e In a typical employment relationship a
person is given a set of tasks (delegation)
and paid a wage (finance). The employee
works (performance). The contribution of
the employee is assessed (information).
And based on that information, the
employer acts to reinforce good or dis-
courage bad performance (enforceability).

 In a city the citizens choose an executive
to manage the tasks of the municipality
(delegation), including tax and budget
decisions (finance). The executive acts,
often in ways that involve the executive
in relationships of accountability with
others (performance). Voters then assess
the executive’s performance based on
their experience and information. And
they act to control the executive—either
politically or legally (enforceability).

There are many other vocabularies for
referring to these pervasive and critical
issues from a variety of disciplines (eco-
nomics, political science, sociology) and
practices (public administration, manage-
ment). This Report makes no claims of
coming up with a superior set of words. The
terms here have the virtues of completeness
(a name for everything the Report dis-
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cusses) and consistency (the same names
are used throughout). See box 3.1 for a glos-
sary of terms used in this Report. For
instance, recent work on the empowerment
of poor people, extending the work of the
2000/2001 World Development Report on
poverty, suggests four elements that overlap
in important ways with the analysis here:
access to information, inclusion and partic-
ipation, accountability, and local organiza-
tional capacity.'”® Others use the term
accountability to refer only to the dimension
of “answerability” (getting information
about performance) or to “enforceability.”
This Report uses the term broadly.

There are two motivations for this
broader approach. First, weaknesses in any
aspect of accountability can cause failure.
One cannot strengthen enforceability—
holding providers responsible for outputs
and outcomes—in isolation. If providers
do not receive clear delegation, precisely
specifying the desired objectives, increas-
ing enforceability is unfair and ineffective.
If providers are not given adequate
resources, holding them accountable for
poor outcomes is again unfair and ineffec-
tive. Second, putting finance as the first
step in creating a relationship of account-
ability stresses that simply caring about an
outcome controlled by another does not
create a relationship of accountability. To
be a “stakeholder” you need to put up a
stake.

In the chain of service delivery the Report
distinguishes four broad roles:

o Citizens/clients. Patients, students, par-
ents, voters.

o Doliticians/policymakers. Prime ministers,
presidents, parliamentarians, mayors,
ministers of finance, health, education.

o Organizational providers. Health depart-
ments, education departments, water
and sanitation departments.

e Frontline professionals. Doctors, nurses,
teachers, engineers.

In the ideal situation these actors are
linked in relationships of power and
accountability. Citizens exercise voice over
politicians. Policymakers have compacts

Figure 3.1 The relationships of
accountability have five features

Delegating
Actors m Accountable

(principals) actors
including (agents)
clients, including
citizens, policy-
policy- makers,

makers m providers
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BoX 3.1 A glossary for this Report

Language is elastic—an asset reflecting the
diversity of human experience, but a liability
when such overused terms as accountability
lose their meaning.This Report, in developing its
service delivery framework, gives some
commonly used terms (such as accountability)
specific meaning and we coin a few new terms.
We do not claim we have superior or better
meanings, but we do try for internal consistency.
Accountability is a set of relationships
among service delivery actors with five features:

e Delegating: Explicit or implicit understand-
ing that a service (or goods embodying the ser-
vice) will be supplied.

® Financing.Providing the resources to enable
the service to be provided or paying for it.

e Performing. Supplying the actual service.

e Having information about performance.
Obtaining relevant information and evaluating
performance against expectations and formal or
informal norms.

® Enforcing. Being able to impose sanctions for
inappropriate performance or provide rewards
when performance is appropriate.

This Report defines four relationships of
accountability: client power (over providers), com-
pacts, management (by provider organizations of
frontline professionals), and voice and politics
(between citizens and politicians/policymakers).

Actors: Individuals, households, communi-
ties, firms, governments, and other public, non-
governmental, and private organizations that
finance, produce, regulate, deliver, or consume
services.In economic theory the actors who
hold others accountable are sometimes called
principals,and the actors who are held account-
able are called agents.

Client power: The relationship of account-
ability connecting clients to the frontline service
providers, usually at the point of service deliv-
ery, based on transactions through which clients
express their demand for services and can mon-
itor supply and providers.

Clients/citizens: Service users who as citi-
zens participate individually or in groups (e.g.,
labor unions) in political processes to shape and
attain collective goals. As clients, individuals
receive services to satisfy their household
demand. All clients are citizens (in most settings)
but, depending on the service, not all citizens
are clients.

Clientelism: The tendency of politicians as
patrons to respond to political competition by
excessively favoring one group of clients over
another in return for political advantage (vote
banks). Providing narrow supporter groups with
free public services or public employment, par-
ticularly where shirking is not sanctioned, is
often the way politicians practice clientelism.

Compacts: The broad, long-term relationship
of accountability connecting policymakers to
organizational providers.This is usually not as spe-
cific or legally enforceable as a contract.But an
explicit, verifiable contract can be one form of a
compact.

Discretionary services: Locally produced
services, such as classroom instruction or cura-
tive care, where the teacher or doctor must exer-
cise significant judgment on what to deliver and
how, and where clients typically have a large
information deficit relative to the provider. Dis-
cretionary services that are transaction-intensive
are hard to monitor, both for the client and for
the policymaker, whether publicly or privately
provided.They pose particular challenges for all
the relationships of accountability.

Frontline professionals: The teachers, nurses,
doctors, engineers, clerks, or other providers who
come in direct contact with the client.

Long and short routes of accountability:
Clients may seek to hold service providers
accountable for performance in two ways. Client
power connecting clients and providers is the
direct,“short” route of accountability. When such
client power is weak or not possible to use,
clients must use voice and politics in their role
as citizens to hold politicians accountable—and
politician/policymakers must in turn use the
compact to do the same with providers.The
combination of the two is the roundabout,
“long” route of accountability.

Management: The relationship of account-
ability connecting organizational providers
and frontline professionals, comprising internal
processes for public and private organizations
to select, train, motivate, administer, and evalu-
ate frontline professionals. These processes
may be rule-bound in large bureaucracies, or
idiosyncratic and ad hoc in small, private
providers.

Organizational providers: Public, private
nonprofit, and private for-profit entities that
actually provide services.These may range from
government line ministries with hundreds of
thousands of employees to a private hospital
chain or from a vast urban water utility to a sin-
gle, community-run, village school.

Politicians/policymakers: The service deliv-
ery actors authorized by the state to discharge
its legislative, regulatory, and rule-making
responsibilities. Politicians may be elected or
achieve their positions through nondemocratic
means.They can also be policymakers (the gen-
eral who is president but also runs the military,
the telecom minister who administers the sale
of frequencies). But more commonly policymak-
ers are the highest nonelected officials—either
from a civil service or appointed. Politicians set
general directions. Policymakers implement
these directions and set and enforce the condi-

tions for public and private service providers to
operate. Usually accountability subrelationships
between politicians and policymakers (parodied
in the TV serial “Yes Minister”) are derived from
the constitution, administrative law, or rules of
public administration.

Service delivery framework (or chain): The
four service-related actors—citizens/clients,
politicians/policymakers, organizational
providers, frontline professionals—and the four
relationships of accountability that connect
them:

® \Vloice and politics: connecting citizens and
politicians.

e Compacts: connecting politicians/policy-
makers and providers.

® Management: connecting provider organiza-
tions with frontline professionals.

Client power: connecting clients with
providers.

Short route of accountability: See long and
short routes of accountability.

Strategic incrementalism: Pragmatic incre-
mental reforms in weak institutional
environments that are not likely to fully address
service delivery problems but can alleviate acute
service problems while at the same time creat-
ing the conditions for deeper and more
favorable change—say, building capacity that
can respond to service delivery challenges.This
can be contrasted with, for lack of a better term,
“incremental incrementalism”that merely solves
one set of immediate problems but creates oth-
ers. For example, working around existing gov-
ernment and governance structures with no
strategy for how these temporary measures will
affect the long term.

Transaction-intensive services: Services that
require repeated, frequent client-provider contact.
Transaction-intensive services may be
discretionary and require constant, minute deci-
sions (classroom teaching), making them very hard
to monitor. Or the technology may not require
much discretion (fire and forget) once there is
client contact (immunization).

Voice and politics: The most complex rela-
tionship of accountability. It connects citizens
and politicians and comprises many formal and
informal processes, including voting and elec-
toral politics, lobbying and propaganda, patron-
age and clientelism, media activities, access to
information, and so on. Citizens delegate to
politicians the functions of serving their inter-
ests and financing governments through their
taxes. Politicians perform by providing services,
such as law and order or communities relatively
free of pathogens. Citizens enforce accountabil-
ity through elections and other less definitive
means, such as advocacy, legal actions, and
naming and shaming campaigns.




with organizational providers. Organiza-
tions manage frontline providers. And
clients exercise client power through inter-
actions with frontline providers (figure
3.2). In low-income countries a fifth role,
played by external finance agencies, affects
each of these relationships (chapter 11).

Weaknesses in any of the relationships—
or in the capacity of the actors—can result
in service failures. Providers can be made
directly accountable to clients (as in market
transactions) by passing decisions and pow-
ers directly to citizens or communities—a
“short route” of accountability. But, more
typically, the public sector is involved, so
two key relationships—voice and com-
pacts—make up the main control mecha-
nism of the citizen in a “long route” of
accountability. In either case, organizations
(such as health, education, and water
departments) need to be able to manage
frontline providers.

The four actors

Citizens and clients. Individuals and
households have dual roles, as citizens and
as direct clients. As citizens they participate
both as individuals and through coalitions
(communities, political parties, labor
unions, business associations) in political
processes that define collective objectives;
they also strive to control and direct public
action in accomplishing those objectives. As
direct clients of service providers, individu-
als and households hope to get clean water,
have their children educated, and protect
the health of their family.

The role of citizens and clients as service
beneficiaries does not imply that all citizens
are alike or have the same views. Terms such
as civil society and community are some-
times used too casually. People differ in
beliefs, hopes, values, identities, and capa-
bilities. Civil society is often not civil at all;
many “communities” have little in com-
mon. Individuals and households may dis-
agree about collective objectives and work
to promote their own views, both individu-
ally and through associations, sometimes at
the direct expense of others. The capability
for collective action of citizens, a key ele-
ment of service delivery, varies widely
across societies.

The framework for service provision

Politicians and policymakers. What dis-
tinguishes the sovereign state from all other
institutions is its monopoly on the legiti-
mate use of physical force within its bound-
aries. From this monopoly, politicians
derive the power to regulate, to legislate, to
tax—to set and enforce the “rules of the
game.” Politicians are defined here as those
who control this power and discharge the
fundamental responsibilities of the state.
This does not mean that electoral politics
are always in play: some politicians are
heads of one-party states, some have
imposed their control through military
force, some arrive by election. In some sys-
tems executive politicians are dominant—
in others, legislative politicians.

The other actors who exercise the power
of the state are policymakers. In some coun-
tries politicians are also policymakers. But
in others there is a clear distinction between
the highest nonelected officials of govern-
ment—civil servants or appointees—and
political actors. Politicians set general direc-
tions, but policymakers set the fundamental
rules of the game for service providers to
operate—by regulating entry, enforcing
standards, and determining the conditions
under which providers receive public funds.

Organizational providers. A  provider
organization can be a public line organiza-
tion, whatever the name—ministry, depart-
ment, agency, bureau (table 3.1). It can be a
ministry of education that provides educa-
tion services, an autonomous public enter-
prise (autonomous public hospitals), a

Figure 3.2 Key relationships of power
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nonprofit (religious schools), or a for-profit
(private hospital). It can be large (public
sector ministries with tens of thousands of
teachers) or small (a single community-run
primary school). There can be several types
of providers (public, nonprofit, and for-
profit hospitals) and several providers of
each type delivering the same service in the
same area (many independently operated
nonprofit and for-profit private hospitals).

When the organizational provider is in
the public sector, one needs to be clear
about the analytical distinction between the
policymaker and the head of the provider
organization. The policymaker sets and
enforces the rules of the game for all
providers—including the organizational
provider. The head of the provider organi-
zation makes internal “policies” specific to
the organization. Clear conceptually, the
distinction is not always clear in practice,
especially when the same individual plays
both roles. For example, a minister of pub-
lic works may be the policymaker responsi-
ble for making and enforcing the rules for
all providers—but also the head of the
largest organizational provider of water ser-
vices, directly responsible for management.
Unbundling these roles to create a clear
delineation of policymaking and direct pro-
duction responsibilities is one element in
having clear lines of accountability.

Table 3.1 Organizational providers take a variety of ownership and organizational structures

Frontline providers. In the end, nearly all
services require a provider who comes in
direct contact with clients—teachers, doc-
tors, nurses, midwives, pharmacists, engi-
neers, and so on.

The four relationships
of accountability

Of politicians to citizens: voice and politics.
This Report uses the term voice to express
the complex relationships of accountability
between citizens and politicians. Voice is
about politics, but it covers much more.
The voice relationship includes formal
political mechanisms (political parties and
elections) and informal ones (advocacy
groups and public information campaigns).
Delegation and finance between citizen and
state are the decisions about pursuing col-
lective objectives and mobilizing of public
resources to meet those objectives. Citizens
need information about how actions of the
state have promoted their well-being. They
also need some mechanism for enforceabil-
ity, to make sure that politicians and policy-
makers are rewarded for good actions and
penalized for bad ones. If politicians have
abused their position, or even just not pur-
sued objectives aggressively and effectively,
citizens need a variety of mechanisms—not
just periodic elections—to make politicians
and policymakers accountable.

Ownership

Education services Health services

Type of provider
organization

(ambulatory curative care)

Water services Energy

Public sector

Ministry/department/
agency/bureau

Ministry of education
schools (national, state/
province, municipal)

Ministry of health
outpatient clinics

Ministry of public
works

Ministry of energy

Public sector
autonomous corporation

Autonomous
universities

Autonomous hospitals

State water
corporations

State electricity
companies

Not-for-profit sector

Community owned

Informal schools,
Educo

Rural water
associations

Not-for-profit
organization

Religious schools
(Catholic, Islamic),
NGO-run schools (such
as BRAC)

NGO-run clinics

Private, for-profit sector

Small for-profit firms

Private, nonreligious
schools

Private clinics

Informal water vendors

Large

Hospital chains

Private utilities Private utilities

Note: Educo = El Salvador's Community-Managed Schools Program; NGO = Nongovernmental organization; BRAC = Bangladesh Rural Advancement Committee.



Of the organizational provider to the state:
compacts.  The relationships between pol-
icymakers and service providers can be
thought of as compacts. The compact is not
always as specific and legally enforceable as
a contract, though a contract can be one
form of a compact. Instead, it is a broad
agreement about a long-term relationship.
The policymaker provides resources and
delegates powers and responsibility for col-
lective objectives to the service providers.
The policymaker generates information
about the performance of organizations.
Enforceability comes into play when the
compact also specifies the rewards (and
possibly the penalties) that depend on the
service provider’s actions and outputs. The
line between “the state” and “public sector
organizational provider” is not always easy
to draw.

Of the frontline professionals to the organi-
zational provider: management. In every
organization, formal and informal tools of
management provide frontline workers
with assignments and delineated areas of
responsibility, equipping them with the
resources to act. In public agencies this
management function is at times blurred
because providers are employees of “the
government.” But all the standard manage-
ment issues of selecting, training, and moti-
vating workers in an organization apply to
all organizations—private, NGO, govern-
ment, whatever. All service provision orga-
nizations—whether a government min-
istry, a religious body, a nonprofit NGO, or
a for-profit firm—have to create a relation-
ship of accountability with their frontline
providers.

Of the provider to the citizen-client: client
power. Because the policymaker cannot
specify all actions of providers in the com-
pact, citizens must reveal to providers their
demand for services and monitor the
providers’ provision of services. Clients and
organizational providers interact through
the individuals who provide services—
teachers, doctors, engineers, repairmen—
the frontline professionals and frontline
workers.

The framework for service provision

Accountability is more a rubric than a single
item, but it is a fruitful rubric for making
useful distinctions.

Political accountability is the willingness
of politicians and policymakers to justify their
actions and to accept electoral, legal, or
administrative penalties if their justification is
found lacking. Even within “political” account-
ability one can have distinctions.With vertical
political accountability, citizens individually or
collectively hold the state to account—say,
through voting or advocacy. Democracies
must have some vertical accountability. With
horizontal political accountability, agents of
the state formally hold another agent of the
state accountable—say, through the
“compact”relationship between policymak-
ers and providers.

Authoritarian states may manifest con-

BOX 3.2 The many meanings of accountability

trains run on time”), but not offer any verti-
cal accountability. But where the relation-
ship between clients and providers is very
strong (in some instances perhaps because
of the omnipresence of the ruling party, as
in Cuba), service delivery may work very
well without much vertical accountability.

Even for a given type of accountability
there are distinctions. Formal horizontal
political accountability is the formal
description of institutions, and authority
among agents of the state. It may differ
sharply from informal horizontal political
accountability, from the actual working of
institutions and effective control over deci-
sions in state organizations.

Sources: Goetz and Jenkins (2002) and Aghion
and Tirole (1997).

siderable horizontal accountability (“the

Accountability is not

the only relationship

The foregoing description is not reality,
because it portrays only one direction in the
relationships between actors. The reality is
that actors are embedded in a complex set
of relationships, and accountability is not
always the most important. Through vari-
ous forms of coercion, both subtle and bla-
tant, many states’ ability to impose obliga-
tions on citizens has proved much stronger
than the ability of citizens to discipline
politicians and policymakers (box 3.2). And
in many cases citizens approach the state
and its agents as supplicants.

Politicians often use the control over
publicly provided services as a mechanism
of clientelism—for both citizens and
providers. In systems that lack accountabil-
ity relationships, public service jobs (teach-
ers, policemen) are given as political favors,
which creates a relationship not of account-
ability but of political obligation. A recent
report on education in Nepal, for instance,
finds that “teachers’ performance standards
are nonexistent. Most teachers are aligned
with one of the many associations formed
on political party lines and appointment
and deployment practices are often deter-
mined as a result of individual’s contribu-

tions to political activities.”'’
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Services are allocated in ways that
reward (or punish) communities for their
political support. Sometimes the ministry is
the agent of the providers, not the other
way around, and providers capture the poli-
cymaking. Providers also use their ability to
control services and their superior social
status to intimidate poor people. Rather
than client power, there is provider power.
The political scientist James Scott has
argued that the pressures of “authoritarian
high modernism” can mean that the state
and its bureaucratic apparatus define a
“thin simplification” in order to carry out
services—but that the domination of this
reality over citizens and their complex real-
ity can lead to unintended consequences.

Why establishing relationships
of accountability is so complex

This Report moves beyond what the public
sector should do and emphasizes how pub-
lic action can be made most effective.
Frontline workers have to have clear objec-
tives, adequate resources, technical capabili-
ties, and the motivation to create valued
services. This cannot be mandated. It is the
result of interactions between strong actors
in each of the key service provision roles.
The ideal: a state that is strong, not weak.
Provider organizations that have a clear
vision and mission of service provision, not
ones that are internally incoherent and
merely  process  oriented.  Frontline
providers acting with professional auton-
omy and initiative, not tightly controlled
automatons. And empowered citizens who
demand services, not passive “recipients”
who are acted on.

Strong, capable actors need to be embed-
ded in strong relationships of accountability.
But it is difficult to establish such relation-
ships for these services. Why?

e Because there are both collective objec-
tives and private objectives, a system that
created only client power through choice
(say) would meet only individual objec-
tives, not the many public ones.

e Because of the multiple, complex objec-
tives of public production and co-
production, it is difficult to create out-
come-based enforceability for providers.

Individual interests
and collective objectives

A competitive market automatically creates
accountability of sellers to buyers. The key
information is customer satisfaction, and
the key enforceability is the customer’s
choice of supplier. Competitive markets
have proved a remarkably robust institu-
tional arrangement for meeting individual
interests. But they are not enough for ser-
vices—for three reasons.

e First, the market responds only to those
with purchasing power, doing nothing to
ensure universal access or an equitable
distribution, which societies often have
as a collective objective.

¢ Second, the sum of the individual inter-
ests may not produce the best outcome
because markets may have failures of
various kinds.

o Third, other collective objectives require
public action. For instance, the state and
society have a strong concern about the
role of schooling in the socialization of
youth and may not want parents to
choose for themselves.

The problem of monitoring

Locally produced services—basic educa-
tion, health care, urban water supply and
sanitation—have three characteristics that
make it particularly difficult to structure
relationships of accountability. They are
discretionary and transaction-intensive.
There are multiple tasks and multiple prin-
cipals. And it is difficult to attribute out-
comes.

Discretionary and transaction-intensive.
Services are transaction-intensive, and the
transactions require discretion. Teachers
must continuously decide about the pace
and structure of classroom activity. Have
the ideas been grasped? Will another exam-
ple reinforce the idea or bore the class? A
doctor has to make decisions about diagno-
sis and treatment based on the specific case
of the patient. The examples differ from
other public sector activities that are discre-
tionary but not transaction-intensive, such
as setting monetary policy or regulating a
monopoly—or those that are transaction-



intensive but not discretionary, such as tak-
ing in bank deposits or controlling traffic.

Services may be transaction-intensive
and discretionary, but some stages in ser-
vice provision may be less transaction-
intensive or discretionary (table 3.2). Even
in the health sector, services span the range.
For immunization, the appropriate action is
nearly the same for each individual of a
given age (easily observed). The problems
in implementation, while formidable, are
primarily logistical. But for curative ser-
vices, providers have to respond to com-
plaints from individuals and exercise discre-
tion in choosing treatment.

Services that are both discretionary and
transaction-intensive present challenges for
any relationship of accountability—because
it is difficult to know whether the provider
has performed well. Administrative and
bureaucratic controls that work well for
logistical tasks are overwhelmed when they
attempt to monitor the millions of daily
interactions of teachers with students,
policemen with citizens, case workers with
clients, medical practitioners with patients.
Rigid, scripted rules would not give enough
latitude.

Multiple principals, multiple tasks. Public
servants serve many masters. Power and
water providers are under pressure from
different segments of the market to cross-
subsidize them—from producers to buy
specific types of equipment, from people
who want more extensive connections, and
from others who want more reliable, con-
tinuous operation. The day-to-day pressure
of local demand for health care can com-
promise efforts in disease prevention and
other public health activities that are not
demand-driven."®*

Personnel in health clinics are supposed
to provide immunizations, curative care to
people who come to them, health education
and other preventive measures to everyone
(whether they come in on their own or
not), keep statistics, attend training sessions
and meetings, and do inspections of water
and food. Police officers have to deal with
everyone from lost children to dangerous
criminals. This diffusion blunts the preci-
sion of incentives (box 3.3).
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Attributability

The third problem in monitoring service
provision is that it is often very difficult to
attribute outcomes to the actions of the
service providers because there are impor-
tant “co-producers.” As chapter 1 empha-
sized, health and education outcomes are
mainly produced in households and com-
munities. The health of individuals
depends on their decisions about nutrition
(constrained by income), activity levels,
personal hygiene practices (often con-
strained by the availability of water)—and
on community factors that determine
exposure to pathogens. Even if people seek
treatment when they are sick, the effective-
ness of treatment depends in part on
provider quality and individual compliance
with the recommended therapies.

The difficulty in monitoring discre-
tionary, transaction-intensive services is not
unique to the public sector—it is inherent in
services. Patients generally know how they
feel. Studies of private practitioners in India
commonly find practices that lead to short-
run improvement in symptoms (such as
steroid shots) but are not medically effec-
tive—or are even counterindicated.'®
Patients feel better, and this attracts repeat
customers. But it does not create real
accountability, because simply being pleased
with the service is not sufficient information.

Table 3.2 Examples of discretionary and transaction-intensive services

Sector

Discretionary, not
transaction-intensive

Discretionary and
transaction-intensive

Transaction-intensive,
not discretionary

Commercial banking

Setting deposit rates

Approving loans to
small businesses

Taking in deposits

Social protection Setting eligibility “Case worker” Issuing checks to the
criteria determinations eligible

Policing Lawmaking defining Handling individual
criminal behavior conflict situations Directing traffic

Education Curriculum Classroom teaching Providing school

lunches

Health Public information Curative care Vaccinations
campaigns

Irrigation Location of main Allocation of water Providing standpipes

canals

flows

“in every village”

Central banks

Monetary policy

Banking regulation

Clearing house

Agricultural extension

Research priorities

Communication with
farmers
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BoXx 3.3 Creating conditions of accountability: the police

Police are delegated substantial powers—to
compel and, if necessary, to use violence. What
objectives should they pursue, and how could
they be held accountable?

e “Client satisfaction”is not what should drive
police, for who is the “client”? Certainly not
the criminals, and certainly not just the vic-
tims: there are many objectives—creating a
safe environment, apprehending criminals,
respecting individual rights and dignity.

Police cannot simply follow a script—they
have to exercise discretion. If they went“by
the book”and enforced every infraction, more
important activities would grind to a halt.

They rely on many co-producers. Without the
cooperation of citizens in abiding by the law,
reporting violations, helping in investigations,
the job of the police would be impossible.
And many determinants of crime are not
under the control of the police, such as eco-
nomic trends, social changes, and
demographic shifts.

The recipe for inefficiency, abuse, and cor-
ruption: simply turn individuals loose with

vague objectives, lots of discretion, little perfor-
mance information, few mechanisms of enforce-
ability (either internal or external), and the pub-
lic authority to compel (and often too little
budget). A frequent complaint of poor people is
the abuse they suffer from the police. As one
Kenyan put it recently “You cannot carry much
money with you these days.There are too many
policemen.”

There are no easy answers."Privatizing”
policing functions would face the same prob-
lems: what would be the measure of output to
determine what the firm should be paid? Crime
rates? They are not under police control (and
they would deter reporting). Arrests? That would
encourage false arrests to meet production quo-
tas. Surveys of citizen perceptions of safety?
These risk overzealous police violating the
rights of the socially disadvantaged to please
the minority. Penalties for abuse of authority?
Police might then do too little.

Recent experience in several cities, notably
New York, shows that better measurement of
several important outputs is possible. Crime
rates were measured by neighborhood,
reported regularly as a management tool, used

to allocate police time and visibility. Crime rates
fell significantly. This approach can backfire,
though, if the desired outcomes are not well
specified. Studies of police behavior in London
and Los Angeles showed that the monitored
and numerically measured activities (crime rates
and citizen complaints) improved markedly. But
other measures—community activities and
crime rates, particularly for homicide—got
worse.

So there is no general “optimal” solution. But
there are solutions to particular cases, better or
worse in their adaptation to local circumstance.
Creating more functional police services
requires creating multiple institutional channels
of accountability—political (police are not sim-
ply an instrument of oppression), compacts
(policymakers can hold police in check), man-
agement (organizational strategies can
inculcate dedication, loyalty, restraint), and client
power (citizens have mechanisms to influence
police behavior directly, a free press).

I

Sources: Moore and others (2002); The Economist
(2002); Burguess, Propper, and Wilson (2002); Pren-
dergast (2001).

Many outcomes, even when observable to
the patient and the doctor, are not “con-
tractable” in the sense of being able to prove
compliance to a judge or other mediator if a
dispute arises.

Successes and failures of the
public sector and the market

Discussions of public action often juxta-
pose two polar extremes for the institu-
tional arrangements for services: traditional
public production, in which all public
action and resources are channeled through
a public sector organization with civil ser-
vants; and market production, in which the
public sector takes a minimal role (but at
least establishes the basic conditions for a
market, such as enforcing contracts).

This Report seeks to help the public sec-
tor meet its responsibility for health and
education outcomes. The public sector can
discharge its responsibility by engaging in a
variety of institutional arrangements for
service provision, including direct produc-
tion, contracting out, demand-side trans-
fers, and so on. Before getting to them, it
helps to illustrate the weaknesses of the two

polar positions, using the five failures of
services detailed in chapter 1—inaccessibil-
ity, dysfunctionality, low technical quality,
lack of client responsiveness, and stagnant
productivity.

Public production

Two of the most powerful innovations of the
long 20th century (1870-1989) are the
mutually reinforcing ideas of the nation-
state, with extensive powers and responsibili-
ties, and the civil service bureaucracy.
Together they produced the consensus that
governments have responsibilities for the
welfare of their citizens, and that the most
effective way to fulfill these responsibilities is
through the direct production of services
through a public sector organization with
civil service employees. The contested ide-
ologies of the 20th century—communism,
capitalism, democracy—pale before the
power of the twin ideas of a nation-state and
a public sector bureaucracy. These ideologies
were merely notions of the uses for the
nation-state and its bureaucracy.

As just one example, schooling in the
middle of the 19th century was almost



exclusively in private hands (largely reli-
gious). Today the direct production of
schooling by the public sector—with the
nation-state the dominant service provider,
involved in every facet of schooling from
building schools, to determining the cur-
riculum and texts, to training, hiring,
assigning, and controlling teachers as civil
servants—has completely triumphed as an
idea, so completely that people forget it was
ever contested (box 3.4).

Public bureaucracies are truly a blessing
of modern life. All countries with high liv-
ing standards have teachers who teach,
police officers who police, judges who
judge, public works that work, armies that
respond to external threats. Yes, bureaucra-
cies might be frustrating, slow, inefficient,
and resistant to innovation. But the fantasy
of “getting rid of the bureaucracy” would
turn into a nightmare. No country has
developed without state reliance on an
effective public bureaucracy to discharge
the key functions of the state—though not
always through direct production. So why
do some bureaucracies perform badly and
others well? And how do countries get from
badly to well?

The analytical framework of the rela-
tionships of accountability provides a way
of diagnosing not just the symptoms of
poor performance (inefficiency, corruption,
poor performance) and not just the proxi-
mate determinants of these symptoms (lack
of resources, low motivation, poor training,
and little capability). It also provides a way
of analyzing the deep institutional causes of
poor performance.

In public sector production the direct
link of client power is frequently missing, so
successful public production relies on
“long-route” accountability. What does that
take? The policymaker must care about out-
comes, including those for poor people.
That concern needs to be transmitted effec-
tively to the public agencies that receive
public resources to provide the services.
And the public agencies must hire techni-
cally qualified providers motivated to pro-
vide the services. When all this happens, as
it often does in developed countries, public
service production is reliable and effective.
Indeed, some of the most admired and

The framework for service provision

effective organizations in the world are
public agencies.

When the long route is not working, the
framework provides a way to understand
the failures by identifying which relation-
ship of accountability was the weak link—
and within the relationship of accountabil-
ity, which was the missing dimension.

There are voice failures, when the state
(controlled by politicians and policy-
makers) simply does not care about pro-
viding services—or does so in a strictly
venal or clientelist manner. The clearest
sign of this: when too little budget is
devoted to services for poor people, and
when that budget is allocated to meet

political interests.
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BOX 3.4 The “Progressive Era”: creation of modern

bureaucracy

Samuel Hays, in his study of the evolution of
conservation policy in the United States in
the early 20th century, expresses eloquently
the political and social tensions in the shift
to modern bureaucracies:

“The dynamics of conservation, with its
tension between the centralizing tenden-
cies of system and expertise on the one
hand and decentralization and localism on
the other, is typical of a whole series of simi-
lar tensions between centralization and
decentralization within modern ...society.
The poles of the continuum along which
these forces were arrayed can be described
briefly. On the one hand many facets of
human life were bound up with relatively
small scale activities focusing on the daily
routines of job, home, religion, school and
recreation in which a pattern of inter-per-
sonal relationships developed within rela-
tively small geographical areas....On the
other hand, however, modern forms of
social organization gave rise to larger pat-
terns of human interaction, to ties of occu-
pation and profession over wide areas, to
corporate systems which extended into a
far flung network, to impersonal—statisti-
cal—forms of understanding, to reliance on
expertise and to centralized manipulation
and control....To many people the external
characteristics of this process—efficiency,
expertise, order—constituted the spirit of
“progressivism.” These new forms of organi-
zation tended to shift the location of deci-
sion-making away from the grass-roots, the
smaller contexts of life, to the larger

networks of human interaction.This upward
shift can be seen in many specific types...:
the growth of city-wide systems of execu-
tive action and representation in both
school and general government to super-
sede the previous focus on ward represen-
tation and action; the similar upward shift in
the management of schools and roads from
the township to the county and state.

“Examination of the evolution of con-
servation political struggles, therefore,
brings into sharp focus the two competing
political systems....On the one hand the
spirit of science and technology, of rational
system and organization, shifted the loca-
tion of decision-making continually upward
so as to narrow the range of influences
impinging upon it and to guide that deci-
sion-making process with large, cosmopoli-
tan considerations, technical expertness,
and the objectives of those involved in the
wider networks of modern society. On the
other however, were a host of political
impulses, often separate and conflicting,
diffuse, and struggling against each other
with in the larger political order. Their politi-
cal activities sustained a more open politi-
cal system ...in which complex and esoteric
facts possessed by only a few were not per-
mitted to dominate the process of decision-
making, and the satisfaction of grassroots
impulses remained a constantly viable ele-
ment of the political order.”

Source: Hays (1959).
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e There are compact failures, in which the
state fails to communicate clear responsi-
bilities for outputs or outcomes to the
public organization and fails to enforce
any responsibility. Compact failures are
also associated with management failures,
in which the public sector organization
fails to motivate its frontline workers.

All this is embedded in a system in which
the feedback loop from client satisfaction to
both frontline and organizational providers
is cut.

Voice. A common cause of the failure of
public service production is the apathy of the
state. Governments may care about some
services for ideological reasons. But when
voice is weak (or divided or conflicted) and
the state is freed from the constraint of satis-
fying its citizens, there are many possibilities
for failure. The state delivers little or nothing
to its poor and socially disadvantaged citi-
zens, reserving its few services for the elite,
including favored members of the govern-
ment. In these circumstances alternative
strategies of public sector management will
be powerless to create better services.

Many analysts and advocates point out
that resources devoted to services are inade-
quate. But those budget allocations are the
result of political decisions: about the level
of taxation and mobilization of resources;
about the allocations of budgets across
activities; about the design of programs that

BoXx 3.5 Seekingservices in the Arab Republic of Egypt

An anthropological study of urban Cairo
detailing the “Avenues of Participation”—
the ways residents coped with the demands
of the state, and sought its favors—revealed
a pattern common in many countries. First,
there is a huge gap between the formal and
informal realities. As a manager of a family-
owned shoe factory explained:

We are caught in the middle of two totally sep-
arate systems that do not communicate with
each other.One of them is the legal [formal]
system.The other one is what we call the tradi-
tional system, which is much stronger than the
law.That is what really controls us. (p.205).

That gap means that, in approaching
the state, individuals must rely on informal

connections, personal relationships,and
outright bribes to officials. There also were
explicit “patron-client” relationships:

In a particular relationship | was able to
observe closely that the ties between
“patron”and the supposed “client” were very
close and reciprocal.The “client” received
loans from the politician, gifts of food and
clothing for her family, publicly subsidized
apartments, employment for her and her
family, assistance with bureaucratic problems,
and a great deal of information.... At election
time the client returned this service by orga-
nizing the election campaign and marshaling
local political support in the district.

Source: Singerman (1995).

determine who benefits; about the alloca-
tion of expenditures across inputs (how
much for wages and other things). If
resources are inadequate, if they are ineffec-
tively applied to service provision for poor
people, it is often because poor people’s
voices are not being heard.

Nor is much information generated that
would allow citizens to judge how effec-
tively their government is providing ser-
vices. Since information is power, it is often
closely guarded—or never created in the
first place. Politicians seldom create infor-
mation about outputs and outcomes. Indi-
viduals know about the quality of the ser-
vices they confront, but they have a difficult
time translating that knowledge into public
power. Indeed, politicians may use the
selective provision of services as a clientelis-
tic tool to “buy” political support—or,
worse, to enforce state control of citizens
while weakening their voice (box 3.5).

Compacts. The complex compact rela-
tionship fails in many ways. In failed or fail-
ing states (such as those the World Bank
calls Low-Income Countries Under Stress,
or LICUS) there is no compact because the
state’s control is very shallow. This happens
when countries are embroiled in long civil
wars (Afghanistan, El Salvador, Somalia,
Sudan) or large parts of the country are
beyond the reach of government (Democ-
ratic Republic of Congo).

Even in working states the compact rela-
tionship between the state and public
provider agencies is often extremely weak.
The delegation and specification of goals
are often vague or nonexistent, and there
rarely are clear responsibilities for outputs
or links to outcomes. Budget allocations
and staffing for agencies are determined
without any direct relationship to past per-
formance or clearly specified objectives.
This means that providers are often under-
funded relative to announced rhetorical,
and unrealistic, targets.

Without clear delegation of responsibili-
ties and identified objectives, there is no way
of generating the relevant performance infor-
mation for managing or assessing the organi-
zation. Without clear information on organi-
zational objectives and progress, it becomes



impossible to create enforceability. This also
discourages innovation and responsiveness.
There may be many isolated successes in ser-
vice provision and striking examples of pub-
lic servants succeeding even against the odds.
But nothing in the system encourages the
replication of successful innovations.

This is not to deny the enormous benefits
that public provision has attained. But those
benefits have often been in areas in which the
compact relationship is relatively easy
because the targets are numerical and provi-
sion is logistical. Strong states, even the polit-
ically repressive, have been successful in pro-
viding services. Socialist states, such as China,
have had great success in the social sectors.
But moving beyond the impressive logistical
accomplishment and improving quality has
proved much more difficult. Even weak states
can launch and sustain vertical programs of
logistical ~ delivery—expanding childhood
vaccinations in very troubled situations is a
classic example. But going from services pro-
vided in “campaign” mode to more discre-
tionary and quality-sensitive services has
proved much more difficult.

Management. Failures of management are
also common in public production of ser-
vices. Frontline workers rarely receive
(explicit or implicit) incentives for successful
service delivery. There are no stipulations for
service quality and quantity, no measurement
of effectiveness or productivity, few rewards
or penalties. The provider organization mon-
itors only inputs and compliance with
processes and procedures. Even so, some
states have provided some services under
these conditions, but the services remain lim-
ited, low in quality, high in cost.

The problems are deep. Quick fixes that
seem too good to be true probably are. One
response to the corruption, absenteeism, and
underperformance of providers is stricter
monitoring. But if the objectives are not well
known and if it is difficult to monitor behav-
ior, it is difficult to assess performance on the
basis of real, relevant output measures. So
“accountability” is instead created by strict
rules, intended to prevent abuse, and
attempts to monitor compliance with some
crudely measured proxies (attendance) or to
reduce the activity to scripts that must be fol-
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lowed strictly. That approach can succeed for
truly logistical tasks, but it can also be coun-
terproductive. By constraining the profes-
sional autonomy of frontline providers, it
may frustrate self-motivated frontline work-
ers, driving them away and undermining the
development of strong providers.

The goal is to have providers with more
capability, more autonomy, and more discre-
tion in providing quality services. But more
autonomy requires more performance-based
accountability. That is intrinsically difficult to
create because of the multiple (often unob-
servable) objectives of public action, the
demands of monitoring discretionary and
transaction-intensive services, and the diffi-
culty of attributing outputs or outcomes to
actions by providers.

Take schooling (chapter 7): good teaching
is a complex endeavor. The quality of a
teacher cannot be assessed strictly on the
basis of student scores on a standardized
examination. Why not? Schooling has many
other objectives. It is difficult to isolate the
value added. And simply paying and promot-
ing all teachers the same does not motivate
good teaching—it can even lower morale
among motivated teachers.

Perhaps good teaching can be assessed
subjectively by another trained educator—a
head teacher or school principal. But this cre-
ates the temptation to play favorites or, worse,
to extract payments from teachers for good
assessments. So the autonomy of school heads
must be limited by accountability, to motivate
them to reward good teachers. There must be
an assessment standard for school heads. But
all the problems of assessing good teaching
also apply to good school heads. Indeed, that
is how dysfunctional bureaucracies cascade
into a morass of corruption, as upward pay-
ments from those at lower levels buy good
assignments or ratings from superiors.

The market

The “market,” as an idealized set of relation-
ships of accountability, relies more or less
exclusively on client power—and only on
that part of client power that is based on
choice, backed by purchasing power. Cus-
tomer power is the main relationship of
accountability. The market has several
strengths in the provision of services—but
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also many weaknesses. One strength is that
customers will buy where they perceive the
greatest satisfaction—so organizations have
incentives to be responsive to clients. Another
strength is that since the organizations are
autonomous, they can manage their frontline
providers as they wish. Yet another is that
with a variety of organizations providing ser-
vices, each can be flexible with innovation
and each has the incentive to adopt successful
innovations (or else lose resources). Markets
produce innovations and scale them up by
trial and error followed by replication and
imitation—for organizational innovation as
well as product innovation.

But for the services in this Report, the
market has three weaknesses.

e Itresponds exclusively to customer power,
so there are no pressures for equity (much
less equality) in the allocation of services
(though it is not obvious that political sys-
tems lacking strong citizen voice have any
greater pressures for equity).

o It will not, in general, satisfy collective
objectives (simply adding up individual
objectives). For instance, if one person’s
use of adequate sanitation affects those
who live nearby, individuals may under-
invest in sanitation.

e It can be effective in having customer
power discipline providers only when
the customer has the relevant informa-
tion about provider performance. In
ambulatory curative care it is easy for
customers to know their waiting time
and to know how they were treated. But
it is very difficult for them to know
whether the medical treatment they
received was effective and appropriate
for their condition.

From principles to instruments

This Report uses the framework of actors and
their relationships of accountability and
power to understand the successes and fail-
ures of centralized public service produc-
tion—and to evaluate reforms and new pro-
posed institutional arrangements for service
provision. Given the failures and limitations
of the traditional model of service provi-
sion—the long route—greater reliance will
inevitably be placed on more direct client

influence—the short route. In some extreme
cases where the long route breaks down sud-
denly, as in the aftermath of the breakup of
the Soviet Union, reliance on the short route
arises by default (box 3.6). But increased
reliance can be deliberate, forming the basis
of a wide variety of institutional reforms,
each with strong advocates.

In education people believe that schools
will improve with more use of choice
through vouchers, greater community con-
trol, greater school autonomy, having more
information about budget flows and more
aggressive testing and school-based account-
ability. In health people believe that care will
improve through greater demand-side
financing (and less public production), more
use of vertical programs for specific diseases,
and community control of health centers.
Others emphasize solutions that cut across
sectors: community-driven development,
participatory budgeting, power to local gov-
ernments, “new public management,” and
civil service reform.

All these proposals aim to improve ser-
vices by changing the relationships of
accountability. All recognize that, though
there are many proximate causes of failure,
the deep causes lie with inadequate institu-
tional arrangements. If frontline workers
(civil servants) in the existing organizations
of public production are frequently absent,
have little regard for clients who are poor, and
lack the technical knowledge to perform their
services well, this inadequate organizational
capacity is the proximate cause of poor ser-
vices. Too frequently those seeking improve-
ment have focused only on internal organiza-
tional reforms—focusing on management of
the frontline workers. If organizational fail-
ures are the result of deeper weaknesses in
institutional arrangements (weak political
commitment, unclear objectives, no enforce-
ability), direct attacks on the proximate
determinants (more money, better training,
more internal information) will fail.

Different systems can underpin success.
For example, countries have very different
institutional arrangements in corporate
finance. Crudely put, in Japan firms own
banks, in Germany banks own firms, and in
the United States banks and firms are sepa-
rated. All three countries have very high levels
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BoX 3.6 Health carein Central Asia and the Caucasus: the long and short of it

The upheavals that accompanied the breakup of
the Soviet Union had serious consequences for
the health sectors of the resulting states.In the
Soviet era, the health system was run, virtually in
its entirety, by the central government. It had its
problems. It was rigidly financed on the basis of
inputs rather than outputs. It was extremely
biased toward hospital and specialist care. It
inefficiently relied upon high-cost procedures
and long hospital stays relative to other indus-
trial countries. And it was not at all oriented
toward clients. But it worked. Services were free
to all, and particularly in the resource-poor
republics, many in Central Asia, it contributed to
levels of health status—Ilow mortality rates and
high life expectancy—much higher than in
other countries at similar levels of income.

It worked because the two legs of the“long
route” functioned well enough. A commitment to
universal coverage of health and other social ser-
vices deriving from socialist principles substituted
for“voice”in the form of free political expression.
“Compacts,” or more specifically direct manage-
ment, were enforced through means of the sub-
stantial control government had over state-
employed providers.There may have been some
support for this arrangement from the “short
route” due to monitoring by local party leaders,
but this was distinctly secondary given the strong
hierarchic management capacity of government.

Then the compact collapsed. Accountability
to policymakers could no longer be enforced—
there was no longer funding or control from the
center.Within the republics, dramatic declines in
income led to similarly dramatic declines in
public funding for the sector. Also, since almost
everything had been produced by the state,
there was no history of setting priorities accord-

ing to the degree of public responsibility each
activity warranted, so the budgets for even
high-priority public goods were not protected.
The resurgence of some vaccine-preventable
diseases as well as the growth of infectious dis-
eases (HIV/AIDS and tuberculosis especially)
attest to this. The “compact” leg of the long
route was gone; political structures for the
“voice” leg were (and in some cases still are) yet
to develop, leaving a vacuum.

All of the Commonwealth of Independent
States (CIS) countries are struggling to replace
the former system while suffering from the twin
liabilities of declines in income and the legacy
of an unsustainable degree of hospital—and
staffing—intensity inherited from the former
regime.

The pace and deliberateness of reform
strategies have varied substantially among the
CIS countries.In most there has been a marked
increase in the private sector and in fees—both
informal and institutionalized (particularly in
Georgia and the Kyrgyz Republic)—in public
facilities. Both tendencies have meant that pri-
vate financing has become a large part of the
health market—averaging around 40 percent
but ranging from under 20 percent in
Uzbekistan to over 90 percent in Georgia.
Uzbekistan’s retention of a large public sector
reflects a more robust economy. Having natural
resources to sell led to a fall in income of only 5
percent between 1990 and 2000 in contrast to
more typical declines of 30 percent in Armenia,
45 percent in Azerbaijan, or the more extreme
cases of 65 percent in Moldova and 70 percent
in Georgia.

Even when there was no deliberate policy of
privatization—the sale of public facilities to a

recognized private provider—growth in the pri-
vate sector was simply a matter of the market
(the short route) taking over when the state
became incapable of ensuring services.
Similarly, the oversupply of hospital beds has
fallen by an average of 40 percent from its 1990
level. Again, whether this was due to a deliber-
ate policy (a 55 percent fall in Uzbekistan—
almost all in public hands) or a simple necessity
because of austerity and closures after privatiza-
tion (the same 55 percent fall in Georgia) is an
open question.

Reforms under consideration in the CIS
countries generally involve such client-centered
mechanisms as insurance (a conditional
voucher) and capitation schemes, both of which
allow payments to follow patients. Progress is
slow, however. Institutions take time to develop
and the information collection systems neces-
sary for getting good results from insurance
programs are still lacking.

The starting point for the CIS countries is
very different from that of developing countries
in general—too much infrastructure and
resources rather than too little. However, in
many ways the solutions will be similar. Substan-
tially more reliance on the “short route” of
accountability is likely, with government being a
monitor and enforcer of the rules of the game
regardless of who ultimately becomes the direct
provider.

Source: Maria E. Bonilla-Chacin, Edmundo
Murrugarra, and Moukim Temourov, “Health Care
During Transition and Health Systems Reform: Evi-
dence from the Poorest CIS Countries,” Lucerne
Conference of the CIS-7 Initiative, January 2003.

of income—so it cannot be that any of these
institutional arrangements is incompatible
with economic development. At the same
time, countries with financial arrangements
very similar to one of these three have failed
to develop. With many proposed solutions,
does anything go? No. Solutions need to con-
form to certain principles, but the principles
need to be implemented in ways that are
appropriate to the time, place, and service.
American Indians as a group are the poor-
est minority in America. Some tribes, such as
the Pine Ridge Oglala Sioux, have severe eco-
nomic problems (unemployment in 1989
was 61 percent). But others, such as the White
Mountain Apache, do badly, but much better
(unemployment was only 11 percent). As
part of attempts to control them, their gov-

ernments were imposed on them by the U.S.
federal government and varied little across
tribes. The imposed constitutions were rea-
sonably well-adapted to Apache social and
cultural norms, providing a reasonable fit
between formal and informal structures of
power. In contrast, the formal constitution
was at odds with Sioux norms and led to con-
tinuing discord between formal and informal
modes of exercising power, precluding the
emergence of effective institutions.'®

Many African scholars argue that the roots
of the problems in Africa today lie in the
legacy of colonialism. Nation-state bound-
aries followed colonial power rather than
African realities. The struggle over how to
adapt or transform the transplanted institu-
tions continues to influence debates today.
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Here is how Mamdani opens his study, Citi-
zen and Subject:

Discussions on Africa’s present predicament
revolve around two clear tendencies: mod-
ernist and communitarian. For modernists,
the problem is that civil society is an embry-
onic and marginal construct; for communi-
tarians, it is that the real flesh-and-blood
communities that constitute Africa are mar-
ginalized from public life as so many
“tribes.” The liberal solution is to locate pol-
itics in civil society, and the Africanist solu-
tion is to put Africa’s age-old communities
at the center of African politics. One side
calls for a regime that will champion rights,
and the other stands in defense of culture.
The impasse in Africa is not only at the level
of practical Folitics. It is also a paralysis of
perspective.'®’

Reforming institutions to
improve services for poor
people will be difficult

Because institutional reforms change power
relationships among actors, they are politi-
cal reforms. But politics generally does not
favor reforms that improve services for
poor people. Such reforms require upset-
ting entrenched interests, which have the
advantage of inertia, history, organizational
capability, and knowing exactly what is at
stake. Policymakers and providers are gen-
erally more organized, informed, and influ-
ential than citizens, particularly poor citi-

zens. But reform is possible, even against
these odds.

e Pro-poor coalitions for better services
increase the odds for success.

o Change agents and reform champions
can shape the agenda and follow through
on implementation.

e When the prospects for successful institu-
tional reform are not propitious, strategic
incrementalism may be all that is possible.
But pursuing it has the danger of being
merely incremental incrementalism.

Pro-poor coalitions

In most instances making services work for
poor people means making services work for
everybody—while ensuring that poor people
have access to those services. Required is a
coalition that includes poor people and signif-

icant elements of the non-poor. There is
unlikely to be progress without substantial
“middle-class buy-in” to proposed reforms. In
the words of Wilbur Cohen, U.S. Secretary of
Health, Education, and Welfare under Presi-
dent Lyndon Johnson in the 1960s: “Programs
for poor people are poor programs.”'®®

De Soto’s study of rights to real estate in
urban areas emphasizes that not only are
poor people outside the benefits of having
secure title and claim to their property, but so
are nearly all of the middle class. His study of
the historical evolution of property rights in
the United States strongly suggested that the
response to popular political pressure—not
top-down technocratic design—was the key
to a broad-based system of property rights.'®
Since poor people are excluded from many
services, such as primary education or safe
water, improvements in the system are likely
to disproportionately benefit poor people.

But broad coalitions are not always suffi-
cient because some services need to be tai-
lored to destitute and disadvantaged groups
(as in situations of ethnic or gender exclu-
sion). A common obstacle in the access to
services is that the socially disadvantaged are
excluded—as a matter of policy, or because
they feel excluded due to their treatment by
providers, or due to actions of more powerful
social groups within the community itself.
The politics of services for disadvantaged
groups are even more difficult, because coali-
tions made up exclusively of the powerless are
often powerless.

Change agents—reform champions

Episodes of reform depend on reform
champions, the entrepreneurs of public sec-
tor reform. They emerge from various
sources. Politicians can often pursue service
improvements even when the conditions
are not propitious. They must act to create
and sustain pressures for reform. Profes-
sional associations are often both the source
of pressure for, and resistance to, major
innovations. Dissatisfied with the progress
in their field—education, policing, public
health, sanitation—professionals emerge as
champions for reform, putting pressures on
politicians and policymakers for reform.
For instance, the campaign of Public Ser-
vices International for “Quality Public Ser-
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Table 3.3 Modern institutions took a long time to develop

Institution/reform First Majority (of now Last United Kingdom | United States
developed countries)

Universal male suffrage 1848 (France) 1907 1907 (Japan) 1918 1870-1965

Universal suffrage 1907 (New Zealand) | 1946 1971 (Switzerland) | 1928 1928-1965

Health insurance (the basis

for what is now universal) 1883 191 191 Still no universal coverage

State pensions 1889 (Germany) 1909 1946 (Switzerland) | 1908 1946

Source: Chang (2002).

vices” balances the unions’ role in protect-
ing the rights of workers with support for
innovation in public service delivery.'”
Linking the efforts of these “insiders” and
“technocrats” to broader coalitions of citizens
is often a key element of success.

Strategic incrementalism

Sweeping or fundamental reform of institu-
tions is rare. It requires the right conditions. A
recent study emphasizes how long the devel-
opment of political institutions in the now-
developed countries took (table 3.3). Most
“modern” institutions of “modern” political
and economic governance that are recom-
mended today emerged late in the now-
developed countries (at much higher levels
of income than developing countries today).
And they spread slowly across countries. In
the United States universal white male suf-
frage was not achieved until 1870, female suf-
frage did not come until 1925, and true uni-
versal suffrage did not come until (at least)
1965. Switzerland did not adopt female suf-
frage until 1971. Canada’s widely discussed
“single-payer” style of health insurance did

not emerge until the 1970s. Institutional
reform that changes the landscape usually
moves at a glacial pace—but glaciers do move
and carve out new landscapes when they do.

The improvement of services, always
pressing, cannot wait for the right conditions.
Some arrangements, such as enclave
approaches to delivering services to poor
people, may not be sustainable in the long
run, even if they improve outcomes in the
short run. Often driven by donors, these
actions can undermine national relationships
of accountability (chapter 11). Sometimes
the desirable arrangement is to strengthen
the weakest link. If the policymaker-provider
link is weak, contracting out services—such
as Cambodia’s use of nongovernmental orga-
nizations for primary health services—may
be the preferred arrangement. But incremen-
tal activities—pragmatic improvisation to
make services work even in a weak institu-
tional environment—should be used to cre-
ate more favorable conditions for reform in
the longer run. Temporary work-arounds
cannot and should not substitute for creating
the conditions for reform.



spotlight on Uganda

Universal primary education—what does it take?
Primary school enrollment in Uganda rose from 3.6 million students to 6.9 million between 1996 and 2001. What

accounts for such a drastic increase in such a short time: Political will? Abolishing user fees? A good macroeconomic envi-
ronment? Information to empower beneficiaries? All of the above.

resident Yoweri Museveni’s decision

in 1996 to make universal primary

education an issue in the presidential
election campaign broke with his earlier
position. He had previously emphasized that
building roads and infrastructure would
provide access to markets to enable people to
generate income that would pay for school-
ing. But in a radio address in March, he
promised to give access to free primary edu-
cation to four children per family, up to two
boys and two girls, and all orphans.

Although free primary education was
only one part of Museveni’s manifesto, it
soon became clear that the promise had
struck a chord with the electorate. Finance
ministry officials recall that several of Musev-
eni’s advisors repeatedly sent them messages
after campaign meetings, emphasizing how
the promise had resonated with the public.

The May 1996 election was Uganda’s
first presidential election since the military
takeover in 1986. Though the elections did
not involve official multiparty competition,
President Museveni faced a credible chal-
lenger, Paul Ssemogerere, the leader of the
Democratic party. Ssemogerere promised
to restore multiparty politics, negotiate
with the rebel movement in northern
Uganda, and grant greater autonomy to the
Buganda region, once an independent king-
dom. These stances positioned him for sub-
stantial regional support in northern and
central Uganda. He also declared that he
would match Museveni’s promise to pro-
vide free primary education.

In December 1996, soon after a landslide
victory, President Museveni announced the
abolition of school fees. Since then there has
been a sustained shift in Ugandan public
expenditures in favor of education, espe-
cially for primary schools. Spending on edu-
cation has risen as a share of government
expenditures from an average of 20 percent
in the three fiscal years preceding the elec-
tion to an average of 26 percent in the three
years following. Total enrollment in primary
schools skyrocketed (figure 1).

Did emerging democracy make
the difference?

The argument that free elections con-
tributed to the success in Uganda is but-
tressed by three observations. Education
was a salient issue for Ugandan voters. The
electorate had access to information about
government performance in this area. And
the success of universal primary education
contributed to President Museveni’s con-
tinued popularity.”!

For candidates to believe that they will
be judged on whether education promises
are fulfilled, education must be important
for voters. Museveni’s 1996 commitment to
universal primary education would have
been expected to draw national support,
while Paul Ssemogerere’s positions on the
northern rebellion, Buganda autonomy,
and reintroduction of political parties
would have been expected to generate
regional support.

Museveni’s victory did not depend on a
single regional base of support. He received
more than 90 percent of the vote in
Uganda’s western region, 74 percent of the
votes in Paul Ssemogerere’s home region
(central), and 72 percent of the vote in the
eastern region.

Figure 1 Enrollments increased dramatically
after 1996

Primary school enrollments in Uganda,
1996-2001
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8
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Source: Murphy, Bertoncino, and Wang (2002).

In the elections in Malawi in 1994 the
winning presidential candidate also made
universal primary education part of his
manifesto, but voting was much more
polarized along regional lines than it was in
Uganda. The winner would thus have had
an incentive to continue to cultivate a
regional base of support, rather than to
deliver on a national issue like education.

Ugandan voters had access to various
sources of information about the education
initiative that enabled them to evaluate how
the government had made good on its 1996
election promises. Major national dailies,
such as The Monitor and The New Vision,
continued to give prominent coverage to
universal primary education issues.

Data collected by the Afrobarometer
project show that Ugandans believe that
President Museveni has performed very
effectively, and in rating government per-
formance they are most satisfied with edu-
cation policy. During the June 2000 survey,
93 percent of respondents reported that
they were either somewhat satisfied or very
satisfied with Museveni’s overall perfor-
mance. Eighty-seven percent of Ugandans
reported that their government was han-
dling education issues well, while the aver-
age across the 12 African countries was 59
percent.

Macroeconomic stability
and budgetary institutions

Democratic politics may have given the
Ugandan government an incentive to deliver
on its education promise of 1996. But suc-
cess in reorienting public expenditures
toward primary education has also
depended on stabilizing the macroeconomic
environment and developing budgetary
institutions.'”” Stable macroeconomic con-
ditions have undoubtedly made it easier to
forecast revenues and expenditures. Under
more unstable macroeconomic conditions,
African governments like Malawi have found
it difficult to maintain a sustained commit-
ment to increasing education expenditures.



Uganda’s macroeconomic stability since
1992 has depended on budget reforms—
from a cash budget system to the medium-
term expenditure framework to the Poverty
Eradication Action Plan. The framework
aligns resources with budgetary priorities,
while the cash budget system ensured that
overall fiscal discipline is maintained if there
are revenue shortfalls. The Poverty Action
Fund has been particularly effective in ensur-
ing that government spending priorities,
such as primary education, receive needed
funds. It seems unlikely that universal
primary education would have been sus-
tainable without these innovations in bud-
getary institutions.

The power of information
in delivering funds for education

In 1996 a public expenditure tracking sur-
vey of local governments and primary
schools revealed that only 13 percent of the
per-student capitation grants made it to the
schools in 1991-95." In 1995 for every
dollar spent on nonwage education items
by the central government, only about 20
cents reached the schools, with local gov-
ernments capturing most of the funding.
Poor students suffered disproportion-
ately, because schools catering to them
received even less than others. Indeed, most
poor schools received nothing. Case study
evidence and other data showed that the
school funds were not going to other sec-
tors either. The disbursements were rarely

audited or monitored, and most schools
and parents had little or no information
about their entitlements to the grants. Most
funds went to purposes unrelated to educa-
tion or for private gain, as indicated by
numerous newspaper articles about indict-
ments of district education officers after the
survey findings went public.

To respond to the problem, the central
government began publishing data on
monthly transfers of grants to districts in
newspapers and to broadcast them on the
radio. It required primary schools and dis-
trict administrations to post notices on all
inflows of funds. This promoted account-
ability by giving schools and parents access
to information needed to understand and
monitor the grant program.

An evaluation of the information cam-
paign reveals a large improvement. Schools
are still not receiving the entire grant (and
there are delays). But the capture by inter-
ests along the way has been reduced from
80 percent in 1995 to 20 percent in 2001
(figure 2). A before-and-after assessment
comparing outcomes for the same schools
in 1995 and 2001—and taking into account
school-specific factors, household income,
teachers’ education, school size, and super-
vision—suggests that the information cam-
paign explains two-thirds of the massive
improvement.

In 1995 schools with access to newspa-
pers and those without suffered just as
much from the leakages. And from 1995 to
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2001 both groups experienced a large drop
in leakage. But the reduction in capture was
significantly higher for the schools with
access to newspapers, which increased their
funding by 12 percentage points over
schools that lacked newspapers.

With an inexpensive policy action—the
provision of mass information—Uganda
dramatically reduced the capture of a pub-
lic program aimed at increasing access to
textbooks and other instructional materi-
als. Because poor people were less able than
others to claim their entitlement from the
district officials before the campaign, they
benefited most from it.

Figure2 Amount of capitation grant due
schools actually received by schools,
1991-2001
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Clients and providers

The well-being of poor people is the point of
making services work. The value of public
policy and expenditure is largely determined
by the value the poor attach to it. When
publicly provided and funded housing is left
vacant,'”* when food supplies are not eaten,
when free but empty public health clinics
are bypassed in favor of expensive private
care,'” this money is wasted.

Improving services means making the
interests of poor people matter more to
providers. Engaging poor clients in an
active role—as purchasers, as monitors, and
as co-producers (the “short route”)—can
improve performance tremendously.

How can public policy help poor people
acquire better services through this route?
By expanding the influence of their own
choices. By having the income of providers
depend more on the demands of poor
clients. By increasing the purchasing power
of poor people. And by providing better
information and a more competitive envi-
ronment to improve the functioning of ser-
vices. Where such choice is not feasible,
governments can expand consumer power
by establishing procedures to make sure
complaints are acted on.

Sad to say, governments and donors fre-
quently neglect the possible role of poor
clients in sustaining better services—or
treat that role merely as an instrument for
achieving a technically determined out-
come. Neither governments nor donors are
accustomed to asking the poor for advice.
Recent initiatives have begun to redress this
through a variety of ways to increase partic-
ipation by communities and civil society.
But the potential for improvement has not
yet been adequately tapped.'”®

In short, the key is to enhance the power
of poor clients in service provision. This

Report and this chapter try to give the term
“empowerment” a precise and concrete
interpretation. Specifically, the chapter dis-
cusses the potential for poor people to
influence services by:

e Increasing their individual purchasing
power.

o Increasing their collective power over
providers by organizing in groups.

o Increasing their “capacity to aspire”'”’:

allowing them to take advantage of the

first two by increasing the information

needed to develop their personal sense of

capability and entitlement.'”®

When will strengthening
the client-producer link
matter most?

In the framework of chapter 3, improving
client power—the short route of service deliv-
ery—can overcome various weaknesses of the
long route (figure 4.1), even when services
remain the responsibility of government. The
clearest case is monitoring providers. Clients
are usually in a better position to see what is
going on than most supervisors in govern-
ment hierarchies—who provide the compact
and management. When the policymaker-
provider link is weak because of scarce or diffi-
cult-to-manage supervisory staff, clients may
be the only ones who regularly interact with
providers. As discussed several times in this
Report, improvements in basic education have
often depended on participation by parents.
Although parents cannot monitor all aspects
of education, they can monitor attendance by
teachers and even illiterate parents can tell if
their children are learning to read and write.
Citizens as clients can also make up for
shortcomings in the voice or politics relation-



ship. If governments cannot or will not try to
determine and act on the desires of the pub-
lic, or if the desires of poor people are system-
atically ignored, there may be few options for
poor communities but to develop mecha-
nisms for getting services some other way.

The greater the differences among
clients—their heterogeneity—the more that
direct client power is likely to have an advan-
tage relative to the “long route” The greater
the individual differences in preferences for
the type and quality of services provided, the
greater the importance of discretion on the
part of providers and the more difficult it is
to monitor the use of this discretion centrally.
Sometimes preferences differ geographically,
so different levels of government may reflect
this variation. But for many services, the het-
erogeneity of preferences applies all the way
down to the individual. Take courtesy and
comfort (caring) relative to technical skill
(curing) in health delivery—or farmers with
constraints on their time and other workers
in the same community with different con-
straints. Certainly people differ in the
amounts of water and electricity they want,
given their other needs. Government struc-
tures may not be flexible enough to accom-
modate this variety. And where local prefer-
ences vary systematically between the poor
and others, honoring poor people’s prefer-
ences over those of the better-off can be a
challenge.

For some collective action problems, gov-
ernments may not be located at the correct
level to solve them, no matter how willing
they are to pursue the interests of the poor.
The boundaries of the political jurisdiction
may not correspond to the boundaries of the
problem. So schools are often the most
appropriate unit for management and opera-
tion. Sanitation services need community
pressure to ensure that everyone uses fixed-
point defecation, but they are often organized
around communities that are larger or
smaller than villages, depending on the den-
sity of population. A more active role for
communities is needed in such cases.

It is important to avoid romanticizing
either form of increasing client power—nei-
ther choice nor participation is sufficient for
all services. Market failures and concerns for
equity lead societies to want to improve or

Clients and providers

Figure 4.1 Client power in the service delivery framework
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extend these services in the first place. There is
no reason to believe they are all self-corrective
through replicating aspects of the free market.

Similarly, some settlements constitute
communities with sufficiently congruent
interests among members, egalitarian norms
to protect the poor, mutual trust, and the
ability to mobilize information and to act
collectively—that is, they have social capi-
tal.'"”” But some clearly do not. How many vil-
lages and urban neighborhoods are there in
the developing world? Hundreds of thou-
sands? Millions? And how many kinds of
social structures are represented? Ensuring
that poor people have a say in this variety of
circumstances demands that policies be
examined and designed with a great deal of
local knowledge and an understanding of
local conflicts and inequalities. Pretending
otherwise will almost certainly do real harm.

And some services, particularly for health
and modern water and sanitation, need tech-
nical inputs to be successful. Patients—as
individuals or health boards—are good
judges of courtesy and attendance. But they
are much less able to judge clinical quality or
the appropriate mix of curative and preven-
tive services. And some health problems have
effects that spill over community boundaries.
Large pest-control initiatives and other forms
of infectious disease control may seem a low
priority for any one group of citizens, yet will
be effective only when all participate. Ulti-
mately, some wide-scale government inter-
vention is necessary. Still, emphasizing the
power of clients is a welcome tonic for the
top-down, technocratic orientation that has
characterized much development thinking
until now.

Frontline

Providers
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Increasing client power
through choice

The most direct way to get service providers
to be accountable to the client is to make
whatever they get out of the transaction
depend on their meeting client needs and
desires. That is, money (usually) or other ben-
efits from providing the service should follow
the client—the enforceability of a relationship
of accountability, discussed in chapter 3.

In market transactions, this is done by a
buyer paying money to a seller. But that is
not the only way. Payments by government
to schools (and the pay of teachers) can
depend on the number of students enrolled
and continuing. The vast majority of pri-
mary education in the Netherlands is paid
for by government but delivered by private
schools compensated in this way. Capita-
tion lists are the dominant method of pay
for general practice medical providers in
several European systems, particularly the
United Kingdom. Overall consumer satis-
faction can be expressed through the possi-
bility of changing general practitioners,
determining their income.

Vouchers issued to consumers are another
method of linking service provider compen-
sation to consumer choices, even though the
consumer is not the original source of funds.
All health insurance with some choice of
provider is a form of voucher—one condi-
tional on being sick. And intrinsically moti-
vated providers, whose sense of self-worth
depends on having a large demand for their
services, try for more patients under any pay-
ment system. The essence of each of these
methods is that client well-being translates
directly into provider well-being—the incen-
tives are aligned.

Many service problems can be improved
by making sure that payment follows clients.
Most of the evidence for this comes from
studies examining the effect of fees on the
behavior of private providers (who must, of
course, operate this way) but it applies to all
such methods. Payment can have four kinds
of beneficial effects:

e Improve provider behavior.
e Increase supply and sustainability.

e Increase vigilance and a stake in receiv-
ing better service from each transaction.

e Make better choices about which ser-
vices to demand.

The first two work through providers, the
second two through clients.

Provider behavior

Discourtesy, social distance, abruptness of
care, discrimination against women and eth-
nic minorities, service characteristics mis-
matched to individual tastes—all are associ-
ated with provider behavior. And all can
improve with the purchasing power of
clients. Indeed, that is why the private sector
is often seen as preferable to a public sector
with staft paid by salaries (box 4.1). These
differences are echoed in studies from coun-
tries as diverse as Bangladesh, China, India,
Lao PDR, Thailand, and Vietnam.

For courtesy, caring, and convenience the
private sector usually has a distinct advan-
tage. Private practitioners usually provide
services more convenient to the client. Lim-
ited hours in public facilities (only in the
morning in farm communities) is often the
reason people go to a private practitioner.'®

What accounts for the difference? Not the
training but the motivation: “ . . the same
government doctor who was not easily or
conveniently accessible, whose medication
was not satisfactory and whose manner was
brusque and indifferent transformed into a
perfectly nice and capable doctor when he
was seeing a patient in his private practice.”'®'
Why? Because the doctor wants the client to
return. If the staff is paid through salaries,
there is no strong incentive to be accommo-
dating. This is not lost on clients: “Anyhow,
they will get their money, so they don’t pay
much attention.”'®* Discrimination, particu-
larly against ethnic minorities and women,
and social distance are barriers to services
even when the services are free, barriers that
frequently yield to market forces.'™ The arti-
ficial scarcity of free services—ensuring
excess demand—induces rationing by some
other means (social status, personal connec-
tions, ethnicity), and poor people rarely have
these other means. Groups coping with social
stigma—such as prostitutes, who need to be
part of the battle against HIV/AIDS—often
prefer the confidentiality and more consider-
ate behavior in private clinics.



The scarcity of commodities due to low
pricing may lead to other commonly
reported problems—illicit sale of materials
and the demand for under-the-counter pay-
ments. Indeed, “free” public services are often
very expensive. Many countries have serious
diversions of pharmaceuticals from the pub-
lic stock into private markets, where they
instantly become expensive. In general, ser-
vices that most directly resemble market
goods have a greater problem of diversion
and implicit privatization.

In Eastern Europe the health systems are
often ranked among the most corrupt of
public services (box 4.2). Under-the-table
payments and pharmaceutical sales to open
markets are the main elements in this assess-
ment. If directives against such practices can-
not be enforced, countervailing pressure is
needed (see box 3.6). Formalizing fees and
putting purchasing power in the hands of
poorer clients is one possible source of such
pressure.'®*

Exemptions from fees can have perverse
effects by reducing this purchasing power. In
Benin a measure to raise female school
enrollment—waiving fees for girls—led
teachers to favor the enrollment of boys and
to raise informal fees for girls.185 Of course,
the problem could have been solved by abol-
ishing fees for everyone (if the teachers could
continue to be paid) or by closer monitoring
and enforcement by education officials. But
in a system that has problems paying teachers
and weak administrative capacity, bolstering
the ability of girls to pay with vouchers seems
more likely to succeed.

Increase and sustain supply

Greater purchasing power may simply
increase supply and overcome bottlenecks
due to supply problems. In Bangladesh the
Female Secondary School program awards
scholarships to girls if they attend school reg-
ularly and gives secondary schools a grant
based on the number of girls they enroll. Sec-
ondary school enrollment in Bangladesh is
increasing, and faster for girls than for boys. It
also led to the establishment, at private
expense, of new schools. Desires for single-
sex schools and separate toilet facilities for
girls were mysteriously accommodated when
girls’ attendance meant more money. True,

there remain problems, such as ensuring the
quality of the newly established schools, but
these are secondary to getting girls to school.

The revenues that providers raise from
charges at the point of collection are often the
reason some services can continue at all.
Much of the success of the Bamako Initiative
in West Africa (see spotlight) stems from the
supply of pharmaceuticals made possible by
charging users for them. Bamako Initiative
villages usually have drugs, other villages usu-
ally don’t. Sustainability in piped water sys-
tems is almost always equivalent to financial
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BoX 4.1 The private sector is preferred in Andhra

Pradesh, India

A study of consumer and producer attitudes was conducted in six districts in the southern
Indian state of Andhra Pradesh.The study included 72 in-depth interviews and 24 focus

groups.

Private

Public

ATTITUDES OF DOCTORS

“They speak well, inquire about our health.”
“Ask about everything from A to Z."
“Look after everyone equally.”

“They take money . . . so give powerful
medicine . . . treat better.”

“Does not talk to me, does not bother (about
my feelings or the details of my problems).”

“Don't tell us what the problem is, first check,
give us medicines and ask us to go.”

“They are supposed to give us Rs. 1000 and 15
kg of rice for family planning operations; they
give us Rs. 500 and 10 kg rice and make us run
around for the rest.”

“Anyhow they will get their money so they
don’t pay much attention.”

CONVE

NIENCE

“Treat us quickly. ...”
“We spend money but get cured faster.”

“I know Mr. Reddy. He is a government doctor
but | go to him in the evening.”

“Can delay payment by 5-10 days. He is OK
with that, he stays in the village itself.”

“Do not attend to us immediately.”
“Have to stand in line for everything.”

“Doctor is there from 9 a.m. to 4 p.m.—when
we need to go to work.”

“I have not been there, but seeing the
surroundings . . . | don’t feel like going.”

COST

“Recent expenses came to Rs. 500 for 3 days. ..
had to shell out money immediately.”

“We have to be prepared to pay, you never
know how much it is going to cost you.”

“While coming out, compounders ask us for
10-20 Rs.”

“Anyhow, we have to buy medicines from
outside.”

ADVANTAGES

“Even if | have to take a loan | will go to
private place, they treat well.”

“Malaria treatment—they come, examine
blood, give tablets.”

“For family planning operations.”
“Polio drops.”

“In case | do not get cured in private hospital,
butitis very rare.”

Source: Probe Qualitative Research Team (2002).
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BOX 4.2 Briberyin Eastern
Europe

Surveys in nine transition countries of Eastern
and Central Europe* asked: “In your opinion, in
what area is bribery most common, widespread?”
Health systems rank highest overall, but with
answers ranging from 11 percent in Bulgaria to
48 percent in Slovakia. Since there has been an
overall contraction in public services with that in
economic activity, the most likely reason is that
these marketable services are naturally easy to
charge for and difficult to maintain without infu-
sions of funds from patients.

Other/
| don’t know
17%

Education
6%

Customs
1%

L . Legal system
Ministries/offices and police

16% 23%

*Bulgaria, Croatia, Czech Republic, Hungary, Poland,
Romania, Slovakia, Slovenia, and Ukraine.The
diagram summarizes results averaged over these
countries (weighted by population).

Source: GfK Praha—Institute for Market Research
(2001).

sustainability. There might be some subsidy
element included in pricing, but systems to
get water to a private home depend on
charges for that water.

Increased client stake—and vigilance

The third argument for having money fol-
low clients: when people buy things they
make sure they get them, and they pay more
attention to the quality of what they get.
Money is a profound source of power for
poor people. When Zambian truck drivers
were expected to pay into a road fund, they
took turns policing a bridge crossing to
make sure overloaded trucks did not pass.
Their money would have to be used to fix
the bridge. Women living in slum areas of
Rio de Janeiro proudly display bills they
paid for water and sanitation—it proves
their inclusion in society and their right to

services.'® Farmers in southern India

expect the same from irrigation services
(box 4.3).

Making better choices

For some services consumer discretion is
important for allocating resources efficiently.
Households determine water and electricity
use, scarce goods that have costs associated
with them. And facing marginal costs is the
only way to ensure efficient use. The alterna-
tives: wasted water leading to shortages,
unreliable service with serious consequences
for the safety of the water supply, and peri-
odic cuts in electricity familiar to most peo-
ple in developing countries. Protecting the
poor in network services can be achieved
(assuming that meters work) with “lifeline”
subsidies, in which the first few essential
units are free but full marginal costs are paid
beyond this level.

In health care, as in water and electricity,
more is not always better. Restricting
demand for curative services by pricing
frees up providers, particularly public
providers, to do preventive health, for
which there is little private demand.'® As
the director of a prominent nongovern-
mental organization providing health care
to the very poorest in Bangladesh puts it:
“Of course you must charge at least a token
amount for services, otherwise you keep
seeing people with paper cuts and other
minor things”'®® Similarly, crowding at
outpatient clinics at public hospitals can be
curtailed by charging enough so that people
use a cheaper level of service.

All these advantages can be obtained in
ways other than charging fees at the point of
service. As long as clients consider the
resources used as belonging to them, the dis-
cipline of market-like mechanisms can be
enforced. The Singapore Medical Savings
Accounts do this by allowing people to apply
funds not used for primary medical care to
other purposes, such as pensions."” Coun-
tries with scarce administrative personnel
and supervisory capacity may certainly want
to enlist clients as monitors, and market
mechanisms are one way of doing it.

For any of these mechanisms to work,
however, there must be a real choice with
real options. Otherwise, giving schools pay-



BOX 4.3 Paymentand
accountability

A conversation with farmers in Haryana state in
India, who had been to see what had happened
in reforming Andhra Pradesh (AP):

Q: “What did you learn when you visited AP?”
A: “That the farmers are much poorer than us,
but that they pay four times as much for

water”

Q: “The farmers in AP cannot be happy about
that....”

A: “They are happy, because now the irrigation
department is much more accountable to
them ...they know where the money goes
and they have a say in how it is spent...."

Q: “So then, you much richer farmers would be
willing to pay more?”

A: “Only if the irrigation department makes the
same changes, otherwise we will refuse to
pay.”

Q: “Ah, but this is just because there is a particu-
lar Chief Minister who is pushing that now ...
once he goes it will all go back to the same
old way.”

A: “We also wondered about that,and so we
asked the farmers in AP about that.They told
us that 'no matter who is elected as CM, we
will never allow the government to again
give us free water.”

Source: World Bank staff.

ments on the basis of enrollments is not far
from what happens now in centrally owned
and managed school systems, with all the
problems we are trying to fix. Conversely,
market mechanisms with a natural monop-
oly don’t improve matters either. There is
no denying that sparsely populated rural
areas—where many of the world’s poor
people live—are much more constrained by
competitive supply than urban areas. But
even these markets may be “contestable” in
the sense that other providers would be able
to enter the market if the current provider
abused monopoly power or if monopolies
were periodically granted on the basis of
competitive bids.

Policies to improve choice

Choice-based improvements alone cannot be
a solution to the problem of bad services for
the poor, though some may remain as instru-
ments in a longer-run strategy by govern-

ment. In some cases the market would be
expected to wither away as the state increases
its capabilities. In the meantime, three cate-
gories of policies can make the most out of
clients acting on their own behalf:

o Increasing the power of the poor over
providers by providing them with
finance directly.

¢ Increasing competition.

e Increasing information about services
and providers.

Increasing the purchasing power of the poor.
The big problem with services that can, in
principle, be provided in markets is that
poor people don’t have enough money to
pay for them. For market mechanisms to
help the poor, their purchasing power must
be increased. The voucher mechanisms dis-
cussed are a direct way of handling this for
specific services. But additional mileage can
come from more flexible transfers that can
be used for purposes that the family chooses.

Flexible transfers can help to overcome
the weakness of the citizen-policymaker link
by giving poor people more direct say in what
gets delivered than even the political process
would give them—the transfers become their
money. Substantial work in South Africa has
shown the beneficial effects of cash pension
payments on the health and well-being of all
members of a family.'” For services with
large externalities, demand for the service
may not be great enough, even when the ser-
vice is free, so the Bolsa Escola program in
Brazil paid families to send their children to
school, as did the secondary school program
for girls in Bangladesh, while the Education,
Health, and Nutrition Program (Progresa) in
Mexico paid families to use preventive health
care (see spotlight).

Cash payments have problems though.
First, giving unconstrained cash transfers to
poor people is often not politically palatable.
Second, cash payments always have to be
administratively targeted, which requires
determinations of eligibility. Everyone likes
money, so self-targeting of cash transfers is
not possible. If a government has a hard time
getting goods and services into the hands of
the poor, it may well have an even harder time
getting cash, or cash equivalents, to them.

Clients and providers
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Increasing the scope of competition.
Sometimes increasing competition merely
means allowing a private sector to emerge
where laws previously restricted entry. Jor-
dan, after years of prohibition, allowed pri-
vate universities in 1990. Ten years later,
enrollments in these institutions accounted
for one-third of all university students.
Bangladesh has had a similar experience in
the past decade. This increase in competi-
tion allows governments to increase enroll-
ments without extremely regressive subsi-
dies to public universities.

Competition can also be encouraged by
allowing subsidies to the poor to be
portable between public and private
providers. Private providers may not exist
simply because the public sector is free.
Governments can increase competition by
changing the form of subsidy from zero
price to competitive prices, with cash or
voucher payments to compensate. Univer-
sity education government loans, usable at
any eligible institution, can increase compe-
tition, improve quality in public facilities,
and reduce subsidies for all but students
from poor families.

In some cases competition is not possible,
at least not without substantial regulation.
Health insurance markets are notoriously
prone to failure, and competition within
them can lead to both inefficient and
inequitable outcomes, since firms can com-
pete by excluding the sick, not by being more
efficient. Network services are also hard to
run without a monopoly. But in each case
these markets can be contestable, capturing
much of the benefit of competition.

Some readers may think that the forego-
ing arguments are just an attempted justifica-
tion for user fees. This is wrong, for all the
reasons put forth here. So, to make things as
clear as possible, the pros and cons of user
fees in general are laid out in box 4.4. There
are times when user fees are appropriate—
and some when they are not. Based on the
primary goal of making services work for
poor people, this Report argues against any
blanket policy on user fees that encompasses
all services in all country circumstances.

Increasing information to improve choices by
consumers. One critical limit to well-func-

tioning competitive markets is the consumer’s
awareness. The private sector is a mixed bag.
Private “medical” providers vary from quite
good doctors (including senior specialists
from government hospitals in their off-hours)
to totally unqualified, untrained people, some
of whom are downright dangerous.'”! Private
or NGO schools may cater to specific skills not
provided in public schools (foreign language,
religious studies, arts and music) or they may
just be profiteers. An essential part of improv-
ing peoples’ cho