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ABSTRACT
The monograph explores basic needs of all human
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study is to improve knowledge of analytical studies, research
results, and financial assistance policies among personnel of the
Agency for International Development (AID) and to stimulate ’
discussion between AID personnel and other interested persons. The
report is global in scope but the discussion is general and there are
few references to specific countries., Chapter I presents a framework
for analysis of the basic human needs approach. The framework
‘concentrates on establishing an exp11c1t hlerarchy of objectives
based on numbers of poor individuals now and in the future,
intangible goals, birth rates, material well-being, economic
planning, income, production, resources, and employment..Chapter II
explores policies that might be suitable in various settings for

. meeting basic needs in areas of productive employment, income,
private goods, and public services. Chapter III analyzes channels
through 'which various policies would affect growth rates. of gross
national product. A final section suggests that the development
process should provide for sustainable improvements over time in the
well-being of those who are too poor to satisfy their basic human
needs. . The conclusion is that the basic needs approach provides a
workab:e framework to link needs, 1nrome, employment, production, and
supply objectives. (DB) . -

e ok o 3 o ok e ofe e e afe dk ok ok e e ok dk ok sk o sfe ok ok ok *******#************** ****************#****

* Rer*oduc+1ons supplied by EDRS are the best that can be made *
* from the original document. . ' *
*#*********************************************************************

Q




U.S. DEPARTMENT OF HRALTH,
. RECTUCATION & WELFARK
- ‘ NATIONAL INSTITUTE OF
' EDUCATION

THIS DOCUMENT HAS BEEN REPRO-

’DUCED EXACTLY AS RECEIVED FROM

THE PERSON OR ORGANIZATION ORIGIN-

ATING IT POINTS OF VIEW OR OPINIONS

STATED DO NOT NECESSARILY REPRE-
. . » SENTOFFICIAL NATIONAL INSTITUTE OF
0 ' EDUCATION POSITION OR POLICY

ED164423

pID Discussion Paper No. 38

BASIC HUMAN NEEDS:

# PEVELOPMENT PLANNING APPROACH *

by

Michaey Crosswell
Agency for Internationsal Development

Bureau for In”fagovernmental and International Affairs

October 1978

* . _ ‘
I woulq like tﬁezhank Constantine Michalopoulos and John
Eriksson fof r extensive, helpful comments on various

S Dz :
drafts of thi _Paper

SO0-dy/ 433




A.I.D. DISCUSSLIN PAPERS

A.1.D. Discussion Papers are circulated for
informational purposes. These papers are intended’
to serve several functions: to improve knowledge
of analytical studies, research results and
assistance policies among Agency personnel; to
encourage the careful recording and analysis of
Agency experience and problems by persons
currently engaged in them; and to share such
experience and ideas with interested persons
outside the Agency. These papers are designed to
stimulate and serve as background for discussion.
They represent the views.of the authors and are
not intended as statements of Agency policy.

-~



TABLE OF CONTENTS

Inttoduction
I, A Framework for Analysis
II. Policles for Meeting Basic Human Needs:

A.. Policies for Promoting More Productive
Employment -

B. Policies Regarding Income Transfers
C. Policies Regarding Private Goods
~ * D. Public Services

II'. The Implications Of_a Basic Human Needs
Approach for Growth Rates of GNP

Conclusion

Bibliography

M,

13

15

19
24

31

36
42

43



Introdyction

In the past three decades, perceptions of development objectives
have been increasingly.refingd. Early views of development included

an underlying concern for improving the situation of the poor in

~developing pohntries, but fbcused largely on achieving more proximate

objectives such as high rates of giowth in GNP, that eventually

were to entail broadly based increases in standards of living. How-

‘ever, the links between higher rates of -GNP growth and wideaeread

improvements in welifbaing'have proved to be more tenuous and elﬁsive
than expected, so that concern with these linkages has St;adily

mounted. The bagiéﬁhuﬁan needs (BHN) approach brings this concern to
ghe forefront by directly focusing on patterms of growth and develop;'

ment in terms of their contribution to meeting basic needs on a

sustainable basis.

-

+The basic human mneeds approach;w;s first put forth in an inter-
national forum by'thé International Labour Office (ILO) at its 1976
Werld Employment Conferqus, and was subsequently elaborated by others
at the World Bank, the_UECD and within A.I.D.l/ These various
presentations of the basic needs approach have spawned ‘a number of
critical responses.

One reaction has been that the BHN approach is nothingz new --

that development efforts have been conéentrating on employment, .income

" distribution, rural dévelopment, etc. for some'time, so that the tasic

1/

See International Labour Office (1976), Streeten (1977), Burki
and Voorhoeve (1977), Development Assistance Committee (1977),
Crosswell (1977), Agency for International Development (1978).

»

9

-YQ



needs approach is simply a different label attached to the same prqduct.
A second reaction is that the BHN approach is little more than a slogan
that expresses a worthy intention but offers no concrete policy
guidance. Accordingly, it may be of some use in generating political'
SUppdrt but not in formulating development plans. A third reaction
acknowledges thaf the basic needs approach has conﬁent,tbut views
policies fo; meeting basic needs as inimical to growth. At the
extreme, the view is that oﬁe dollar spent on meeting basic negds is
one dollar less for'productive investment and growth so that the two
objectiveﬁ'are in practice dichotomous. A cordllary of this is the
reaction that basic needs is ancillary to the overall business of
qevelobment. Fourth, among the morerpolitical reactions, basicvneeds
is perceived by some as an improper focus for é c00perétive (i.e. donor/
L recipient) development effort. Instead it is a matter of priorities
internai to davéloping countries.

This paper directly cénfronts the first three of these reactions,
and thereby offers some input for consideration of the fourth. Accord-
ing to the interpretation set 6u£ in this paper, the BHN approach
proceeds_ffom ;he assumption that the ultinlate objective of deve10pmé“ _\\\
strategies is to achieve sustainable improvements in the material well-
geing of individuals, and establishes éxplicit links between this
ultimate (but vague) objective and more prgximate concrete‘objectives
that have more direct policy implications. It thus represents a

- step forward in providing a coherent framework that can accommodate )
& -
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the increasingly refined sets of development objectives that have
evolved over the paét thirty years, and can systemafically reiate
these objectives to various types of policies. The first section of
the paper sets out this framework, and thereby highlights what is

new in the basic needs approach -~ that it provides a’better framework
fof development planning and bolicy.

The second section of the paper explores in a general way the
policies that might be suitable in one setting or another for meeting
basic needs. This section does not purport to ;epresent an original
discussion of new policy instruments -- indeed, it should be
emphasized that policies for meeting basic needs ére on the whole
quite familiar, and that the problems surrounding implementation of
such policies have not vanished. Instead, this section seeks to
demonstrate that the framework developed earlier is in fact a valuable
-tool for planning and organizing development policy in a coherent,

{ internally consistent fashion;

Thesz2 first two sections of the paper refer to\QNP growth in
terms of its co;tribution to meeting basic needs on a sustainable
basis, and stress the importance of theigatterﬁ of growth — in
terms of‘the composition of increases in output and employment and
the distribution of increases in income —- that underlies the
aggregate rate of growth. However,.given “he widespread cohcern w;th
GNP growth per se, it is important to explore the implications of a -

basic needs approach for growth rates of GNP (rather than vice versa)-. °
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Accordingly, the third section of the paper looks at the channels
through which BHN policies would affect growth rates of GNP and
examines arguments about whether these effects might be positive or

~

negative.

I. A Framework for Analysis

The framework described in this section of the paper attempts to
order the elements of a BHN-strategy in such a way as to faciiitate
planning and organization of the general policies entailed by a BHN
appfoach, and anal&sis of the relationship between BHN and growth.

The key feature of the framework iévthat it attempts to order ends

and means by establishing an explicit hierarchy of objectives,,from
‘ultimate objectives that have only vague policy implications to more
immediate ‘objectives that have quite direct’ implications for policy.

Ultimately, BHN objectives comprise ﬁhe surrent and future well-
being of individuals. <There are many factors, tangible and intangible,
that determine well-being. The more concrete cbjective of the BHN |
approach is to enable individuals to‘attain on a sustainable basis a
minimum standard of }iving defined.in material terms, which is é
more or less necessary condition (though not sufficient) for attaining
acceptable levels of well-being. This is, a BHN strategy fbcuses_on
the tangible necessities of life ~- foéh, water, clothing, shelter,
health, education, etc. —— without which a person has little or no
chance to lead a fulfilling existence.g/ The lesé tangible needs --

a sense of autonomy, self-realization, etc. —— are considerably

more difficult to define, analyze and satisfy. They are for the

A

2/ These broad categories are common to most discussions of basic
.needs, but do not exhaust the possibilities. Further, specifica-
tion and quantification within these categories would vary from

o ‘group to group and over time.

N __ g
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most part beyond the scope of this paper, except for the caveat that
policies proQiding for material objectives of a BHN strategy should
be supportive of the more intangible goals. This provides one of
several good justifications for stressing the importance of
participation of the poor =-- those wh? cannot safisfy their basic
needs -- in decisions concerning the design and implementation of
policies that ennance their capacity to meet these needs.

Of course, development strategies must provide for increases in
overall GNP, including.policies and programs that have a positive
impact on living standards of those élready able to satisfy their
basic needs. The BHN approach per se doeé not purport te cover

.all aspects of development planning. , However, it does provide a
suitable basis for a planning framework in situvations where a
high priority is placed on achieving a pattern of growth that results
in alleviation of absolute poverty on a sustainable basis. Sgch a
priority is approp%iate and plausible not only on the grounds that
the needs of those in poverty are relatively urgent, but also on
the basis that poverty is widespread.r Estimates of the proportion oig'
the developing world's population that cannot meet basic needs
rangé as high as 8¢ percent.éjThe corresponding figures for many of
the lower-income cc¢.ntries would, of course, be even higher.
Accordingly, any eifort to raise living standards of the poor in
such countries would necessarily entail policies and programs that

wbuld have broadly positive impacts on incomes and overall GNP.

3/

See Richards (1976)




-6 -

For purposes o economic planning and policy, it is useful to
discuss minimum standards of %iving in terms of consumption levels of
key goods and services;ﬁj The concept of minimum standard levels of
consumption is in principle straightforward for goods such as food,
clothing, water and shelter. For education and health the concept
is more diffi_.ult, but might embody years of education (howcver
defined) and consumption of preventive health services -- examinations,
innoculations, etc. -- as well as curative services as needed. The
explicit target group of a BHN strategy is the poor, those whose
current level of?consumption is below the standard levels. The
intermediate objective of a BHN strategy is to enable the poor to
progressively (over time) narrow the gap between their present
consumption levels and the minimum standard levels, as a means of
achieving the more ultimate objective of enhanced well-being.

At this stage,vBHN objectives have at least three dimensions:
the number of poor, the types of essential goods and services, and

5/
time. The fact that BHN objectives comprise not only current but

For an example with reference to Bangladesh, see Khan (1977)

One formal expression of the objective function for meeting basic
needs would be:

t
Min 2 Z I (€ -c¢ )/(+r)
) t i 3 ijt  ijt

where C corresponds to the minimum standard level of

ijt , ,
consumption of good i by person j in period t; C is actual

‘ ’ ijt
consumption in cases where actual levels fall below standard
levels; and r expresses the appropriate social rate of discount.

10
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future consumption levels immediately and inecvitably introduces the
need to consider savings, investment and growth, since savings com-
monly represents a decision to forego consumption now for the sake
of investing aud obtaining greater consumption possibilities in'the
future. Once this time dimension is considered, the dichotomy that
separates efforts to meet basic needs from efforts to achieve nigher
rates of growth is exposed as false dichotomy, and the role of growth
in meeting basic needs over time becomes more evident. However, not
only are the rates of investment and growth important, but also the
pattern, i.e. the compositiQn of increases in output and tﬂe distri-
bution of increases in income.

Secondly, the fact that BHN objectives are definedin terms of
numbers of poor individuals now and in the futuré'suggeéts a potentially
important role for population policies that would retard birth rétes.

””‘-h\\\ The volume of resources required to achieve increased satisfaction of
basié needs will depend not only on the number of poor, but also on
the composition by age, and thle implied dependency ratios. This
rationale for population policies exists apart from the consideration
of whether access to contraceptive mefhods and/or s;aller family size

6/ : '
is perceived to be a basic human need.

6/

While the economic rationale for these policies can be appraised
in a straightforward way, they may be difficult in view of
political considerations. At the same time, more complete satis-
faction of basic needs can lead to lower birth rates because of
greater economic security and a higher probability that children
will survive and remain healthy.
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Thirdly, che definition of the goods and services that satisfy
basic human needs.suggests several important considerations. While
the bro:..d-categories cited above are likely to be common to all
countries, the specific goods and services, and the levels of con-
sumption would tend to vary across countries, and within countries,
according to social, cultural and geographic factors. Since what is
perceiVed.és needs depends in some measure on resource avallability,
there is also likely to be variation over time iﬁ the specification
nf a mininum standara of living. 1In this sense, basic needs are country-
specific and dynamic.l/ |

The broad categories of basic needs also suggest the likelihood
of important interdependencies in both production and consumption.
F?r instance, shelter, water and sanitation are likely to be closely
linked in their provision. Secondly, the volume of health services
required by a person probably declines as other needs are met.
Accordingly, the sum of the re80urc; costs 6f attaining each consumption
targét separately tends to overstate the cost of covering all consumption

deficiencies together. These interdependencies suggest the need for

an integrated approach, which in turn points to the usefulness of
8/ -

planning.

|~
~

This does not preclude the possibility of some meaningful
universal targets that correspond to standards common to or
exceeded by all countries, e.g. a certain level of calorie
intake to- be achieved (or exceeded) by all countries.

Some of these 1nterdependenc1es are dlqcussed in Brown and
Burki (1978)

D
&~
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Finally, while basic needs objectivesyhave so far been described
in - terms oficOnsumption levels of goods.and services, much of this
consumpticn is more accurately characterized as investment in human
capital throﬁgh better health, education and nutrition. Such
investment may be justifiable on pure efficiency grounds, apart
from considerations of equity.gj | |

So far, the ultimate objectives of a BHN approach have been
described in terﬁs of levels of well-being of individuals; a necessary
condition or means of attaining these objectives has been discussed
iﬁgterms of sustainable levels of current and fﬁture consﬁmption of
essepti%l goods and services. In turn, there are two necessary
conditions fsr achieving such cOnéumption levels. First, there musﬁ
be adequate overall production and supplies of the needed gobds and
services, distributed in forms énd geographic areas so as to be widely .
accessible. Seéondly, people.muét have enough income éo be able to |

acquire these goods and services. These two intermediate objectives ——

sufficient income and adequate production -— are highly interrelated
buticonceptually distinct, as for example in the national.incomeuand
product accounts. They are interrelated in that certain”

policies can contribute to achieving both objectives simultaneously.
‘For insfance;-policiés that enable people to bettér meeg their

dietary needs by growing more food would increase both income and

output. Further, the a&equacy of production and supply of essential X

9/ : »,
For example, see Selowsky and Taylor (1973)

13
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goods“and services will in general have an effect on prices, which

in turn will help determine the sufficiency of a given level of

Jdncome. At the same- time the distinctions between income and
Y

éroducéion objectives are crucial._ For purposes of more completely
satisfying basic needs, it does little good to achieve adequate overall
food supplies, as many coﬁntries have,tif people have insufficient
income to obtaiﬁ féod. Similarly, it is of limited value to achieve
higher income levels if there are no water or health“facilities nearby,
or if rising food prices erode the purchasing power of that income.

In this respect there are two sides to the problem of meeting basic

needs., This integrated focus on.both income and production -- more

19

specifically on the pattern of production and the distribution of

-income —- distinguishes the basic needs approach from other developmeht

.strategies which focus on employment and income distribution alone,

. 10/
without separate concern for the composition of output.

The in;ermediatelobjecfives of éufficient income .and adequate
prodﬁétion and supply of essential goods and services can in turn be
broken dowﬁ into puglic and privaté components. For purpoégs of'a
BHN strategy,'there are two types of income; earned income and income
transfers. Earned income in this case comprises returns to. labor and
returns to aséets, such as lan&. Tr;nsfers ;re cqstomarilfhdefiheé
as ﬁayménts for which no goods or services are received in: return.

Comparisons- of the extent of poverty with overall resource availability

in most developing countries suggest that policies directed towards

10/

For example, Chenery and Associates (1974)

1i



- 11 -~

"achieving sufficient income must focus mainly on generating more
. 11/ ‘
productive - employment. These policies, which are descriﬁéa\%//wf

more detail in the next section, would in general include expanding
employment opportunities at wages sufficieﬁt to meet basic needs;
increasing human capital; and increasing the stock of physical assets
~and rescurces available to the self-employed poor. However, for

that @resumabl§ small) group which can neither be productively
éﬁployed nor supported‘£y those who are, some form of transfers will
-be neéessary if their needs are to be met. lTransfers might hypothet-
ically take the form of direct supplements to financial income, for

example, cash grants. However, for reasons discussed below, it is

more likely that transfers would be inAiorms that more directly promote

consumpt ion of.eSSenﬁial goods and services, for instance, food sub-
sidies, ﬁuilding materials, subsidized education and health, etc.

On'the,production side, needed goods and services can be divideq
into Afhose frequently provided publicly (though not necessarily grat%s)
and those aﬁailaﬁlé'through private marketé. For public services, the
strétég& calls for di;ect public produétion and distribution in forms
and gedgraphic areas that make chem,widely accessibie. For goods that
are typically prodgéed privately,‘;deduate suﬁﬁlies can in general be
‘achieved th;oﬁgh some combination of domeétic production and imports,
e.g. food. This may call for more or lu3s dire;t puBlic sector
intervenfion, with the possibilities‘ranging from policies that affect -
‘ profitability in key sectors to poligieé that more directly determine

the pattern of private investment to direct public production.

11/

This argument is elaborated on p 23.

g
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I poten;.. . .
Apart from -ité nLlal use€fulness in relating concrete policy
gltim :
objectives to more Ate development objectives having to do with

{ﬂ wol‘k

well-being, thls f also suggests some oflthe targets and

indicators thaﬁ migtlt be ssocjated with a BHN approach. The framework
elaborated abovye Sﬁﬂrts With the ultimate objectives of a BHN strategy _
the current ang fucdre wel1~bein8 of individuals. Well-being depends
(in part) on achievéng 2 Winigum standard of living defined in terms
of consumption of eQSEntial goods and services. Attaining consumption
objectives caljls fof q“ate production and supply vf these: goods
and services, and go* 1nc°me levels sufficient to acqul;e them.
These can be accompils ed Via goals in terms of employment and income
t;anéfers on the in&ome side,-and production, supply and distribﬁtion
of certain pubjic s@rVices and private géods oﬂ the supply side.
The targets ané lQatOrs Suggested by this framework of

objectives are firs? of aly those relating directly to well-being.

Y These mlght incjude 2££E‘"3lli 1nd1cators such as llfe expectancy, | .
infant mortallty, mafb dlty and literacy where these measures are
, icula . . ig/
calculated wi;h par” T attention to the poor. Igsofar as
lbw birth rateg and fertility rates iﬁdicate a greater sense of

) . thes . .
~economit well-heings & might also be useful indicators. A second

.pdica ] : _
set of targets gnd 37 tors pight relate more directly to

atio
e.g. using the ¥ cfnﬁl average of life expectancy as an
indicator has épn th the gzme problems as using overall per
capita incopme, }- ;t distribution is ignored. These problems
are less gevere At the Trange of variation for life
lat1 Ve .

expectancy is £% anoly limited compared with the range of
variation for Pg ita jincomes of various groups within a

country.

16
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con;umption and living standards, i.e. variables included in housing
and nutrition surveys, school attendance, consumption of health -
services, etc. A third set of targets and indicators would measu:é,
income and employment aﬁong the poor, and availability_of essential
goods and services, e.g. supply and productive capacity-fof food and

housing. number and location of clinics, schools and trained personnel;

sanitation and water networks; etc.

II. Policies for Meeting Basic Human Needs |

The value of the framework elaborated above depends on how well
it serves as a device for organizing and planning development: policies.
The policieS'ﬁéntioned in this section are quite general, cover a
broad.spectrum, and should be familiar to most readers. The specific
mix of these policies would vary from country to country, depending
‘on tﬁe sébpe and nature of poverty, agd the social and political
inétitutions tor dealing with poverty. The purpose of this section
of the paper is to place the policy options in a coherent framework

and to make explicit how these policies might contribute to meeting

basic needs.

r.

-

'The policy discussion is organized around the four,intérmediate
objectives of a BHN approach —— those h;ving td do &ith émployment, )
transfers, public services,.and private goods. There are two
immediately apparent areas of overlap.. First, some policies such as
land rgform may simultaneously promote the two objectives of incréased

food production and more productive-employment of the poor. More

generally, to the extent that shifts in the pattern of production

17
4
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towards éssential goods and Services‘entail increases in the labor

intensity of production, both employment and supply objectives will

be served. However, the objectives uf employment and output are

éonceptually distinct, since achieving objectives in terms of output

and supply wili in genera} not generate enough jcbs to meet employment
13

and incdme objectives.

A éecqnq area of overlap has to do with production and distribution
of public services and transfers. Often health aﬁd education services
are offered at subsidized rates, or even gratis, a form of transfer in
kind. 1Indeed, for some public'services,‘e;g.)cengral water - taps,

there may be no efficient way of directly charging to cover costs.
o < j {

In other cases such as health and education, public oroduction and

13/
There are twolines of reasoning underlying this claim. First, )
suppose. that the BHN consumptior bundle costs $200 per person,

but that some of the direct or indirect value added embodied

in that cost necessarily accrues to the non-poor, e.g. $100,

for services of doctors, teachers, assets not owned by the poor,
etc. Then supplying the needs of two poor people $400).would at
best generate income (e.g. through value added by unskilled
labor) to cover the needs of only one ($200). Therefore, an
additional $200 of income would need to ‘be generated by employing
a poor person in . some other activity (c¢r in production that goes
beyond BHN supply objectives).  Secondly, it may be that an
income of $300 is required to evoke a pattern of consumption

that 1ncludes the basic needs bundle costing $200. (This pos-
sibility is discussed more thorcughly in the section or trans-
fers.) Then even if all value added in production of essential
goods and services accrued to the poor, expansion of employment
and income wouid need to extend beyond that connoted by BHN
supply targets. - .
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disttibution may appear to be the most practicable way of effecting
fedistribution tyrough'transfers. Nonetheless, decisions and
policies directed toward generatiﬁg the capa:ity to previde public
services are in“principle distinct from policies that determine the
rates charged for ghese services.

A. Policies for Promoting More Productive Employment

There are several well known sets of policies that developing
countries might consider in their efforts to expand productive

14/
employment. First, developing countries can implement policies
that lead to changes in access to the existing stock of productive
assets. Since most of the poor are located in rural areas, and
most. of these work in agriculture, increased access to land and water
is the most important -example. The ILO has pointed out that "in many -
countries the implementation of" the (basic needs) strategy is 1ikely
to have to begin with agrarian reform ... agrarian reform is likely
both to increase the supply of Eésic food and to ensure that it is

» : 15/
distrituted to some of those in greatest need. . Policies that
" would increase the access of the poor to iand include direct redis-

tribution of land, changes in tenure arrangements whereby returns
to land would accrue in-larger degree to the poor, and development and

settlement of new land. The feasibility of agrarian reform depends

on the overall availability of land and the pattérn of ownership. The

- - -

For a more thorough exposition see Chenery and Associates
(1974) as well as Frank and Webb (1978). TFor a pioneering
modeling effort that systematically appraises the effects of
many of these policies, see Adelman and Robinson.(1978).

International Labour Offiée-(1976), p. 61.

'i 15
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pbliticai and adminiétrative cpnstraints on'successfultagrarian
peform ére’formidéble.. Even ﬁhere-agrarian reforn can be carried
out, a necessary.condition for success in terms of increased.
‘productivity is availabilit& of complementary inputs including seed
and fertilizeps, access to credit and technical assistance, other
agripultUral services such as marketing and sforage, and pE\cogrses

.

water.

A second type of policy inﬁolves :edirection of investment along \\Q
patterns thét'pould increase access of‘the poor to productive resources.
This might involve widened access po tools or equipment for the self-

_emplpyed poor (e.g. farm implémepts, looms, etc.) Another policy
would be to ihcréase public inpestment in certain types of infra-
structure and éerv1ces that support productive activity carried opt
by the self—employed poor (e.g. rural ‘public works, credit and
marketlng fac1lit1es, research and exten51on). Rural public works
are an.examplg of the.dual potential of generating cpnsiderabie
employment'in tﬁeir construction as well as cfeating assets Wﬁich
.can facilitdte the expansion of production and employment among the

: . 16/
poor in a key sector. Finally, investment in human capital in the

form of‘mo;e eftensive education beyond pasic needs requirements may
further improve the produétfpity and skills of the poor;

A_third type pf polié& Qopld involve aajustment of the relative
prices of capita} and,lapop,.éo as‘to encouragé employment of the cur-

rently abundant respurée, unskilled labor. This may call for changes . .

16/ ‘
See Lewis (1978).
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o

in the structure‘cf tariffs and the exchange rate(s) which currently
encourage imports of capital equipment aésociated with capigal-
intensive technology, and discourage labor-intensive exports.

Further, there may be scope for policies affecting interest rates, - )
credit aliocation and fiscal incentives in directions that will expand

employment. Finally, minimum wage policies should take account of

7/

the effects on total employment as well as on incone of the employed.
The success of policies affecting the relative price of labor
depends on how well production techniques respond to such price

changes. A fourth type of policy, therefore, would include measures

.

~

that encourage and promote fesponsiveness of production techniques to
relative factor prices, andfthe underlying factor endowments‘in LDCs.
Sucﬁ policies.would,inélude efforts to develop and dissemina;e infof;
mation on appropriate technology and techniques th&t are both labor-
intensive and efficient. They would also include policies to‘promote
research and development activities which focus on teéhnologicai.
R - 18/
improvements in labor-intensive activities and sectors.

Finally, policies that directly influence the composition of output
can promote emplofment by enéouragingvthe pfoduction of goods that are
labor-intensive rather than those which are capital-intensive. Aside
from efforts to expand production in core Basic needs sectors, which
will have a.pdsitive employment impact, policy makers can offeraa

LS
variety of incentives in sectors and activities that are suitably

N ~

S

_17/ ) is—is/;;alyzed in considerable depth in Little, Scitovsky, and

cott (1970). -

. ' -
[T
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labor-intensive. (These incentives are discussed in part C, on
policies to influence production and supply.) 1In barticular, policies
\, aimed at export expansion will tend to generate employment insofar

as the comparative advantage of many low-income developing countries
. 19/ |
lies in abundant labor. Further, as income distribution becomes

less skewed, reflecting increases in income levels of the poor, there
s some evidence that the composition of final demind will in some

measure shift in the direction of more labor-intensive goods and
.20/
services.

- As generation of employment plays a key role in a basic needs ; /
strategy, this points towards a greater, but not exclusive priority on

labor intensity in tue general. styucture of production. This priority.

4_ on labor intensity reflects considerations of both equity and efficiency.
‘ I

To the extent that labor is abundant and cabital scarce, énd.relative
pricgs do ﬁot reflect relative factor scarcities, policies that affect
input.prices and technology so as to induce substitution df.labor for L
capital afe'likely to result in greater efficiency and output. At the

v

‘same time, there are some cléar’eiampleg of appropriate capital-

intensive production processes. . For instance, the techniques associated
with exploitation of certain natural resources maytbe exclusively

capital-intensive. Secondly, certain inherently canital-intensive

goods and activities such as electric power generation usually cannot

3

19/ For a thorough study of the relation between trade regimes and
employment see Krueger (forthcoming). -

’
-

 §9/ for a critical review of some of the recent evidence that has
tended to discredit this hypothesis, as well as some new findings
in support of the hypothesis, see:Thirsk (1977).'

R2
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be’impofted, and must be produég@ domestically. Finally, for some
tradeable goods transport costs may be so high that they are more

cheaply produced domestically, even at'prices reflecting relative

factor scarcities (e.g. cement).

Similarly insofar as most of the ﬁoor in most countries are in
rural areas, the strategy points toward a greater but not exclusive
weight‘in terms of'policy efforts to rural developmen;. Indeed, the
pgoblem of poverty in many developing countries has been exacerbated
by an over—-allocation of resourceslto capitalnintensive industry
located in urban centers that is "modern" in the sense of replicéfing‘”;f
production patterns in capital-rich industrialized countries, but.ﬁééf
in the sense of corresp7nding to current and future condikions in

21 ’

developing countries. In mahygcountries a basic needs approach

would call for some redress of this imbalance. A focus on productive

employment in rural areas will tend to reduce pressure on over-burdened

u;bén pub;ic servicgslthat has resulted from‘rufal/urbaﬁ migration,
However, in some countries, particularly the "middlé~1ncome" developing
countries, the préblem of poverty is to a gréatei degree conceﬁtrated
in urban centers, calling for employment policies that seek to raise

-~

productivity in the informal urban sector and expand employment more

_—rapidly in the formal urban sector.

- o«

B. Policies Regarding Income Transfers

Apart from the general role of transfers as a redistributive

device, there are at least two rationales for income transfers in the

21/

SeevLipton (1977). 22:3
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céntext of a basic human needs approach. The Primary rationale is
that some of the poor cannot be productively employed, nor do they
ha%e access to incomes of productively employed individuals. These
include some of the chronically ill, the aged, and children, who are
not provided for by families or other private séurces. If the ‘basic
needs of these groups are to be met, then some type of transfer will
be necessary. Typically, these transfers would be "in kind" -—— free
food, health services, etc. Transfers in kird are generally superior
to transfers in cash when the goal of the transfer is to achieve
consumption levels of specific goods and services.zz/

The second ratiopale for transfers is more complex. In this casé;
the neé& for transfers arises from the possibility that a family may
have sufficient income to meet basic needs (including access to public
services) but may nonethéless allocate that income in ways that do not.
satisfy these neéds so ﬁhat consumption deficiencies persist. 'For
instance, lgck“of'informatiQn aﬁd/br established tastes may steer /
food consumption towards items that are low in hutritional value.
Secondly, the virtues of clean water, sanitaéion facilities, and
preventive health measures may not be readily appreciated. Finally,
there may be intra—fémily &istributional problems that prevent the .

23/
needs of women and children from being met.

2l see Lipton (1977).

22/ Assuming consumers place some value on the good or service in
question, and assuming, that there is limited fungibility, e.g.

education services. See Mishan .(1968),

122/ ‘Some of these issues are discussed more fully in Leipziger® and
Lewis (1978) and Streeten (1977). e
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It is extremely difficﬁlt to gauge the magnitude of these sorts
of problems, and even more difficult to determine appropriate policies.
There are at least three broad, non-exclusive approaches, focusing on
tastes and preferences, income and. prices.

The first approach includes efforts to accommodate existing
preferences (e.g. nutritional additives to preferred but relatively
unnutritious food) and efforts to change these preferences through
improved information. In this respect participation of the poor in
the determination of basic needs and the policies for satisfying them
can play a critical role. Participation is often mentiongd és an
impbrtant element in a BHN approach. The importancé of partic%pation -
of the poor in the determination and achievement of BHN objectives Hes
not only in considerations of the more intangible aims of the strategy,
but also in efficieh%y considerations. From the standpoint of efficiency,
participation géherates cruc;al information about the needs, preferences,
and capabilitie§ of the target groups that basic needs proérams are
meant to benéfit, a; well as the environment in which these programs
are carried out. At the same time, participation proviéés‘timely
information to target groups sc that they may fully take advantagg of

‘ these prograﬁs. In terms of broaéer aims of the strategy, gequin;
participation enhances one's sense of indi@idual autonomy, -dignity
and self-respect.
The sgcond possibility for o@ercoming such consumption deficiencies
. is to increase ‘incomes beyond the minimum for meeting basic needs. For

instance, while an income of $200 per capita per year may be just

v

-
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sufficient to satisfy nutritional and other basic requi*ements, an

income of $300 may be the minimum income that actually results in

choice of a diet that meets nutritional standards. More generally,

as long as thcre is a positive preference for the goods or services
in question, there is some level of income that will produce the -

desired consumption level. However, this tends to increase resource
e

b
b

b
requirements for“a given set of consumption targets, since target

..
.

income levels are higﬁércphan the bare minimum.

.
[
M

A third possibility —- QHiChmmay be cheaper than the second in

e,

some cases -- is to alter consumption patterns through transfers in

kind and price subsidies. For instance, subsidies on nutritious

s
L

types of food will tend to shift consumption patternskin the desired
direction. Siwilarly, clean water may have to be offered virtually
free of charge to persuade people not to use contaminated sources

that are freely available énd conveniently .located. The obverse

of these policies is to tax czfigfggica—of non-essential goods and
services, a form of negat%;;- ransfer in kind. |

Transfer policies can be clarified somewhac,by looking at
épecific components of basic needs. Transfers of -health and education
services are not uncommon. Trcngfefs relatcd to privape goods such
as food and housing are also frequent, but can bc q?ice problematic,

24/

since they can-entail disincentlves to producers. Further,

opportunities for graft and corruption are plentiful, since there are

24/ _ :
" See Isenman and Singer (1977).
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private markets for these same goods.

In terms of the balance betweenltransfer policies and employment
policies in reaching income and cpnsumptioﬁ goals, it isa;pparent
that the primary focué'must bé on generating more and better employment
opportunities. Insofar as poverty reflects underemployment, primary
reliance on transfers would be inefficient in that uﬁderutilization
of labor resources‘would_be perpetuated. Moreover, iﬁ most cases,
itwwould be infeasible in terms of political, economic and administpa-
tive constraints. As far as political constraints are concerned,
primary reliance on transfér; would imply a substantial redistribution
of current income in most countries, in forms.and magnitudes that would
probably be unacceptable. Economiqally, current levels of per capita
income in mahy countries are barely ‘above levels that would satisfy

basic needs, so that increased employment and growth will be necessary

to provide sufficient output to meet basic needs. Finally, the

. administrative costs of a transfer approach 'in terms of manpower,

managerial. skills and leakages would be substahtial.

At the same time the constraints facing employment policies are
not 'to be underestimated. Policies involving lanéireform, redirection
of investment, éhanges in the\reIative price of capital and labor,
énd adoption éf‘apprOpriate technology yill in varying degrees encountef
stiff opposition from some groups. However, the virtue‘gﬁ this approach
is that through better utilization of labor, growth of output and
incomés can be enhanced. This will -- for a giVén income target -—

diminish the amount of income redistribution required, both in:

. relative and absolute terms.

2 ""
4
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C. Policies Regarding Private Goods

Oﬁ the income sidé, the distiﬁction between earned income
from more productive employment, and unearned income in the form of
transfers is analytically clear-cut. However,‘on the supply side,
the distinction between those basic goods and services that are
 essentia11y private, and thbse'which are public, is éonceptually
rather blurred. Public sector provision of a good or service is
frequently justified by a substantial degree of joint consumption

(the pure case ﬁeing national defense, which everyone consumes jointly)
and/or by techndiogical considerations that Erovide forénatural |
monopolies (e.g. urban water dnd sewerage facilities); although some
natural monopolies are privately operat;d under public regulation_
(e.g. some utilities).  In theorf; virtually all gsods and éervices
-that meet basic'neédslcould be efficiently‘produCed privately, with
public sgctar intervention in érodﬁction 1i@ited to regulaﬁion.in
some cases and provision of a few essen;;élly pubii; inputs such as
agricultural research énd extension services, infrastructure, disease-_
eradicétiop measures, etc. qu practicé, there is a mix between public
and private produétion that varies from country to country, éepending
upon arczriety of.factors apart from those mentioned above.

This section of the paﬁer deals with policies for achieving supply
objectives for goods such as food, clothipg and shelter that are usually
produced privately. Sucﬁ.eSSential goods have few if any external

- benefits associated with their consumbtion,:and techniques for

 their production are such that they are not natural monopolies.

e
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Nonetheiess, developing‘cquntry policy-makers may need to concern
themselves to some degree with policies that ensure'availability of
some of these goods where they are not already availéble or likely to
become available in sufficient quantities. Indeed, while attention

' to the composition of output i; one of the key distinguishing features
of the basic needs approach, the éxtent of intervention in private
markets can fange from near laissez faire to direct public production,
depending on the general organization of production and the underlying
political and social values; on how well markets might fespond to an
increase in demand; and on'tﬁe perceived importance of self-sufficiency

) | 25/

in production of basic needs commodities such as food.

vPolicies direc;ed towards production in private sectors of the
economy would in general focus not only on those sectors that produce
essential final proddgts such as food, housing, and clotﬁing, but also
on private sectors that supply material inputs such as seed and
fertilizer, building materials, ana intermediate textiles.

For'privaté goods, supply generally is possible throﬁgh some
combinatién of domestic production and imports. (Even simple housirng
could hypothetically be imported, at least in nearly éompleté‘form).'
An important political and economic issue, especially with réspect to
food, is the extent to which countries should strivé for self-sufficiency

in production of essential goods. From the standpoint of economic

factors, this would dépend in general on notions of efficiency and

o

25/
Where self-sufficiency (i.e. domestic production at least equal

y to domestic comsumption) is perceived to be important (for
political reasons, considerations of risk and uncertainty, etc.)
public intervention might be necessary to raise production levels
above those corresponding to purely private considerations.
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comparative édvantage‘broadly conceived to include not only considera-

tions of factsr endowments (labor, capital, natural résources), technology,
demand factors, énd transport costs, but also other consi&erations sucﬁ
as the uncertainty surrounding foreign supplies of imports (and demand
for exports); the vital nature of thg commodities iu questibn; dynaﬁic
factors such as technological change; and adjustment costs of changes

s in the composition of production. While seif—sufficiency in food
production is often mentioned in the context of basic needs, such a
goal could be quite costly in econémic tefﬁs.

A partiéulariy important consideration in decisions about domestic
versus foreign supplyzis the crucial foié of employment in tﬁe overall
‘basic needs approach. Fortunately, inéofa? as the abundant resource
in most developing countries is unskilied iabor, employment and
efficiency considerations are likely to coincide. However, these
considerations do not indicate E_Eriori the degreé of specialiéation
and reliance on trade versus self-sufficiency. For instance, one-
scenafio'of extreme specialization could have the poor empioyed in
sectors aqd activities that produce.solely_for export, with adequate
supplies of essential private goods'secured through imports. At
the oppnsite extreme, a polar case would ha;e each poor.household
become self-sufficient in producing iﬁs own food, clothing, shelter,
etc. Thirdly, a less extreme point on the spectrum would entail
nationaliself—éufficiency in production ofnessential goods,>but
speéialization withiﬁ the country, e.g. some of the poor Qorking,in

-construction, others in textiles, others in sectors that: produce
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non—essential goods. Tﬁe important point is that each of these

three examples, as well as intermediate cases, could be consistent
with both employmentland supply objectives in a basic needs strategy.
The appropriate degree of specialization in a particular country will
depend on a variety of factors such as overall incomé levels, country
size, land endowments and environmental considerations, political and
social factors, the currént structure of production, etc.

There is a wide range of familiar policy instruments appropriate
in one country or another to ensure adequate production and supplies
of basic goods, in cases where the response of private markets to
increased demands is inadequate. Various forms of price policies,

such as subsidies to producers of essential goods and taxes on

.production of non-essential goods are one possibility for affecting

the pattern of production; Secondly, since investment within some .
sectors is constrained by internal sources of funds, there is
considerable scope for intervention and improvement in credit markets
o 26/

to increase mobility of financial capital. Thirdly, production

and certainly distribution in private sectors is dependent in varying

degrees on various public services and infrastructure, so that

public investment that'provides or upgrades these services will promote

[l

increased output and influence the locatiom and distribution of this
production. Fourthly, policy-makers can implement measures to improve-
the functioning of private markets, by policies that promote compe-. --

tition, and by regulation of industries that are natural monopolies

because of economies of scale, limited markets, etc. A final policy

cption is direct public production of essential goods.

26/ "This point is emphasized in Pyatt and Thorbecke (1976) .

.
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For ex;mple, the scoﬁe for public policies-to pgomote private
sector foad prod;ctién is quite large and well-recognized. There are
significant investments to be made in areas traditionally  reserved to
the publié sector owing to the difficulty of gharging prices or because
of fﬁé large fixed‘investment cost involved. These inclﬁde agricultural
research, extension and infrastructure, but may alsp include marketing,
.storage and credit facilities.’ Government pficing policiés with respect
to food are prevalent, but not always well-cﬁnceived. For insfance,
in many develop%ng COuntries,‘fbod priceé have been kept artificially
" low so that foo& production has been discouragéd, and incomes and
employment of the rural poor have been depressed. ' At the same time,
however,'éonsumption of an important commodity has been encouraged
with favofable effects.on the urban poor. 1In general,“pricing policies
(inciuding minimum wage laws) can bevexpected to have mixed effgcts
both on tﬁe allocation of resources, an& élso the distribution of |
income, effects which need to be foreseen gnd taken into account.

- In the érea -f housiﬁg, developmeﬁt of sites and publi; services
for low—income housing, provision of Fredit-and materials for housing
improvements and direct public production,have beéome increasingly,;‘
iﬁpoftant, particularly in urban areas. " The example éf site devéiopﬁent
suggests the more general ﬁeed for an integrated approach and planning » ™
capability to;coo:dinate geographically policies haviné to do with
employment, and poliéies.that affect producfion_and‘digtribution of

"both private goods and public services.
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The implic#tioné of a basic needs approach for the overall pattern
of production, in particular the relative weights to agriculture versus
inddstry: depend on strategies for achieving income and supply
objectives. These strategies can be expected to vary from cduntry'to
country. First, these weights will depénd on the pattern of domestic
production that underlies tﬁe securing ofvédequate supplies of core
private commodities: Expansion of domestic food production, or of

~ general agricultural prbduction and ékporté to financevimports of
foéd, obviously points toward an emphasis on agriculture. On the other
hand, increased industrial exports to finance imports of fqu,
expansion of construction of low-cost housing and"increased préduction
of manufaqtured iqtermediate inputs indiéate an iﬁpﬁ;tant role for
industry. Secondly, the larger the portion and absolute numbers of |
péor in urban-areas'which employment policies aim to affect, the

greater will be the emphasis on industry as opposed g%/agriculture.
Finally, within the“rural sectbr, where most of the poor are ioqéﬁed
in ﬁost countries, the emfhasis_on agriculture versus industry will
refléct the particular policies implemented to Achieve employment’
objectives. For instance, agrarian.reform points to anvemphasislén
. policies that encourage and'pfomote agricuitural productiﬁity; efforté
to employ the rural-poor:in non-farm activities may foint to industry.
The implications of the basic-needg aﬁfroachkfor iﬁveqtment

priorities are similarly dependent en country-specific factors. In-

creased satisfaction of basic needs calls for pelicies . that promqtﬂl
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productive employment and ensure adequate supplies of goods and
services that meet basic needs. The iatter consideration immediately
pointé to investment to ensure adequate capacity in core.a:eas of
food, construction of low-cost sﬁelter, etc; It may aléovcall for
invéstment in production processes that brovide material inputs and

in activities directed towards export expansion to finance the import
X _ : i

requirements for meeting supply goals in core basic needs sectors. -

'Finally, investment in infrastructure to support production and

distribution of these goods and services will alsb be required. o

Investment in these sectors should be in forms that promote efficient,

labor-intensive production processes, in keeping with the employment

objectives of the strategy.

As demonstrated earlier (footnote 13), the expansion in productive. .

activity that ensures an adequate supply of basic goods and services

- will generally not be sufficient to attain employmgnt objectives.

3

Accordingly, income obje;tives would call for investment in forms and
areas thaf effectively promote produétive eﬁployment aﬁong the poor.
The types of policies chosen to.achieve gmploymént objectives will have
‘direct impiications for the paﬁtern of investment. |

Regarding implications for invéspment priorities central tac more
familiar development strategies, the question.is,not whether a basic

needs approach calls for more or less effort in areas of infrastructure,

export earning capability, or industrialization. Rather the question

is what kind of infrastructure, export activity, and industrialization

in light of an expanded and refined set of objectives. A basic needs

strategy.focuses not just on the aggregate level of output, but on the

-
4

i
3.4
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~uwpuntiion and distribution of output, and particularly on employment.
It is in terms of such objectives that rates of return to various
programs and projects must be evaluated and the optimal pattern of

Y

investment determined.

D. Public Services

. In general, not all of the goods and services essential .to

o

well-being will Be produced privately: Theoretical considerations
(mentioned on page 24) do not clearly point to a need for public :
production of health, education and water and sanitation facilities:
and examples of private production in éachrof these spheres are readily
apparent. Nonetheleés, provision of such services ffequently entails
production and distribution under public auspices. In such cases, the
policy implications of this eiement of_a basic needs strategy are straight-
forward, thbugh novel in certain éspects compared with conventional
health, education, and public utility policies. - For instance, a
ffeq%ently occurriﬁg problem is that facilities providing public se?vibes.
are in various respects ingccessible to the poor. This is not only a
matter of logation (reflecting the geﬁeral imbalance of‘pol&cy focus
towards the centrél city, at the expense of outlying areas), but élso

1l

of mis—matchiﬁé of the types, of services offered with the needs of the

poor, and of insufficient information and communication. As an
example of former, the poor probably'cannot take advantage of advanced
education, and may find traditional primary education of little use

in terms of information and skills that are taught. As an example of -

the latter, clean water may be physically aCCéssible, without any
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appreciation of its importance for preventing disease. In this regard,
the emphasis on participation of the poor is particularly crucial in
planning, setting up and maintaining the facilities that provide

public services. v
The provis;on of public services should reflect the priority on

'generation of prgductive ;mployment that is an essential elgment of a
bagic needs apéroach. The importance of appropriate technology and
efficient labor-intensive production methods extends to provision of
" these sefvices.' Use of local resoufces, especially relatively unskilled
labor, to set up and maintain the services can economize on more
expensive resources and also heighten awareness and involvement of the
community in the se%vice.

Important interdependencies and linkages among basic needs goods
and services that should be taken into account in general are particularly
eyident\iﬁ tﬁe provision of public services. For inétance, cleén drink-

ing water and adequate diets will lessen the demands on health services.

.Educational services can impart information about the importance of
27/

nutrition and sanitation in maintainingz health.

Some of the most important policy issues surrounding public
14
services have to do with how these services are to be financed, including

28/ _ : .
both set-up costs and recurrent costs. Wnile some of these issues
27/ |
See Brown and Burki (1978). |
’ ; .
2_§/ . : ; /'/ ’ .
For a good discussion of these issues see Curry (1978).
/

/35
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beiong under- the heading of resource requirements -- a topic beyond
the scope of the present paper -- a few comments should be made,

particularly since the public service component of basic needs

N 4

frequently raises the specter of stagnant economies in which high
welfare costs ée;petuate lqw levels of income by reducing savings,
investment, and growth.

Setting up health clinics, schools, and other public services --
including boﬁh cbnstruction and training of person?el — 1s no less

Y
a form of investment than building a factory that produces consumer

[ \ - et
and/or producer goods (say household appliances). In each case, the™

investment ra2presents a gross‘addition to the capa&ity of the economy
to produce valuable goods aﬁd services in the future. The producgivity
cf such investinent depends upon the value —- net of variab;e production
costs (i.e. recurrent costs) -- of the enéuing'stream»of output. In
the case of the factory, productivity of ;he investment would be
determined by the net market Q%lue of ﬁousehold appliances produced

by the factory. Abstracting from problems of divergepcé between |
shadow and marKet prices, it would be appropriate to undertake this
investment 1f the nét ﬁarket value of the Qutput were anticipated

, .,
to exceed the interest and amortization payments associated with

borrowing to finance the investment.

In the case of social services, these have a market value as

.

‘indicated by the fact that people are generally willing to pay fees'for

such services. Further, this is likely to understate the social value

because of the meritorious nature of such services, whereby consumers

tend--to—underestimate "EHelr private value, particularly with respect

3
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to their investment c;mponents (e.g. many forms of.education and
preventive health services);gg/and because of external benefits in
consumption, whereby one person's consumpézbn of such services may
have positive effects on the well-being of others. Comparing the net
value of output with costs of investment; there is n;_i priori basis

for concluding that expenditures associated with building a factory

are more productive than expenditures associated with building a

school.

The means for financing investment and recurrent costs in the
gxample of the factory is ultimately established by markeﬁ prices.
In the case of social services there are several non-mutually- -
exclusive éources of finance to covér recurrent and igvestment costs.
1f ; basié needs approach is successful in generating more productive
employment, higher incomes and increased output among the poor, then
more resources will be available to Pelp finance -these costs. Anl
immediate 'possibility ié employment of the poor in constructing-and
administering.these services, a form of "taxation in kind." The second
possibility is to generate employment for the poor thét is sufficiently
productive so that the poor can afford to pay direct fees to cover
the costé of puBlic services. However, for reasons mentioned earlier,
such fees may be coﬁnter-éroductive in terms of promoﬁing consumption
of essential éervices, since the perceived private value of such services

is likely to be less than actual private and social value. A preferable'

/

29/ | '
The general® concept- of merit goods is analyzed in Head (1974)

and is applied to the basic needs approach in Leipziger and
Lewis (1978).

33 ’
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alternative may then be to directly tax some portion of the income or
output associated with more productive employment of the poor: and
then use these revenues to finance services delivefed at fees that are
correspondingly less than costs.

These possibilities are based on simultanecous expansion of earned
income among the poor, and production ané distfibution of essenﬁiqi
public services. To the'ex;ent that basic needs poliéies do not
initially raise earned income of thé_poor, then the sc;pe for‘ﬁiqancing
expanded production and distribution of social services will depend on
the extent to wﬁich the existing pattern of public expehgitures can be’

t

chapged (e.g. from ﬁilitary expenditures to health expenditures, or
within health towarggldelivery systems tﬁ?t a?e more reéponsive to
basie® health needs)j_?nd/or on the extent't; which new revenues cén be
generated (éhrough increased fees and taxés paid b& the non—poor).

As both of theseioptions are essentially redistributive, they could be
politicall& quite difficult. Accordingly, an important @nd difficult)
task is té coordinate the pace of expansion in supply of essen;ial

goods and services with the rate of increase in income and employment.;

The framework elaborated earlier in this paper is deéigned'tp facilitate

» ; ~.
/ e

this task.

30/ 5 .
The most recent IBRD review of world development suggests that

only ten percent of health budgets in developing countries are .
allocated to provision of basic health sc-vices.  See IBRD

(1978), p. 36.
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I1I. The ImplicatiOns of a Basic Human Needs Approach For Growth
Rates of GNP

The discussion so far has been concerned with ways in which
growth of income, output and employment serve the purpose of meeting
basic needs. Insofar as growth is not an end in itself, but rather a
means for achieving more ultimate objectives, this perspective was
app?opriate. Nonetheless, it is of interest to turn the question afound

,

and ask how a basic human needs approach will serve the purposes of
. "achieving high rates of growth iﬁ GNP. This question can be addressed
by looking at various so;rces of gfbwth and ésking how a BHN approach
would work tHrough each of tﬁese channels. These sources of growth
include increases in stocks of productive resources in the economy,
increases in the economic cfficiency éith“which these resources are
empibyed, and technological change. - | | |

Regarding increases in stocks of pfoauctibe'reSOurces, the
immediately apparent source of growth is savings and'investment, which
h,lead to increases in the physical capital stock.i Two broad considerations
help determine decisions about savings and investment. First, how much
more consumption in the future is afforded by foregoing one unit of
consumpflon now, i.e. how productlve is investment? While-many
.factors affect the productiv1ty of 1nvestment, this is essentially
| a technical question. The second consideration is subjective, namely,
how important is consumption now compared with con;umption in the
future, i.e. the rate of time preference? A starving man faced with

the two possibilities of one loaf of bread now and one loaf later,
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or no loaves now and four later will tend to pick the first, however,

_ attractive the second on technical grouﬁds.
The latter consideration suggests ;hat a BHN apgroach wiil ten&
- | 31/
to lower the aggregate domestic savings rate since the rate of time
fpreference ——1the future return neceséary to induce a person to forego
one unit.df consumption now —— is likely to be higher among poor people,
who by definition are not consuming enough to meet basic needs.
According to this:line of reasoning, taking the needs of these people
more into account will result‘in higher current canumption and. lower
rates of savings and investment, leading to lesé growth in GNP. The
conclugion reached is that a BHN approach is unadvisable for countries
seriousl® concern%d about eggnomic deﬁelopment.

There are at . least three critical questions that nee& to be answered
before this line of reasoning can be accepted. First, will the rates of
domesfic savings and investment actually decline? Secondly,ﬂwill the |
GNP growth rate decline? Thirdly, does a lower rate of growth imply
that a BHN approach is contrary té developmentél interests? rThe answer
to the first question is quite uncertain, and depends on several
considerations. First of all, considering provision of basié goods
and services as essentially a matter of consumption, the effect on .
aggregate rates of savings and-investmen; of meeting basic needs
depends'on;the extent.to which consumption rather than income is :

redistributed. As an extreme case, if all of ‘the increase in

consumption of the poor came at the expense of consumption (but not

31/ .
Defined as the ratio of total domestic savings to total income
or GNP. ‘
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" savings) of the non-poor, ‘then the‘savings rate would not decline.

To some extent this can be achieved if current expenditures on public
services are re-oriented rather than expanded, for instance, towards

services provided by rural clinics, primary schools, and central water

taps and away from public expenditures that tend to cdrrespond to
32/

~non-essential consumption of the non-poor. " Also, policy instruments

such as interest rates and consumption taxes can be used to increase

incentives (or reduce disincentives) to save, and thereby affect savings

- propensities.

Further, a more careful amalysis of what.constitutes savings and
investment indiéates-thaf much‘of the gxpenditufes that might bg
associéted witﬂ a BgN épproach actually represent investment. A
substantial part of the "current" expenditures on health,. education
and improved diets will result 4in increases-in the stock of productive
assets available to the economy, i.e. iabof., Such ;ncreases.gre eséen—
tially investment, the productivity of this investment deﬁbpding crucially
on how effectively labor can be employed. Further, expenditures on
housing and water and sanitation facilities represent iﬁcreéses in the
physical capital stock, éince ﬁhese expenditures produce durable assets
that yield services on into the future. Increases in incomes of the

poor that are allocated to these types of expenditures are more

accurately classified as investment and savings than consumption.

The IBRD estimate cited ‘earlier -~ that only 10 percent of
public ‘health expenditures go to basic health services =-
suggests considerable scope for such reorientation. IBRD

(1978), p. 36.
42
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Finally, while a skewed iﬁc0me distribution may result in a
\higher recorded savings rate, these savings are not necessarily trans-
léted into productive domestic investment. ‘Weéithy savefs may insteaﬁ
invest in financial or physical assets gbroad, or else in speculative
domestic land.transactions. Such "investment" yields 1ittlé or no
returﬁ to the domestic economy in terms of increaéiﬁg thé stock of
productibe resoufces.‘ Accordingly, a decline in the sa&ings rate
would not entail a concomitant decline in the rate of producfive

33/
domestic investment.

Suppose, however, that rates of savings and investment propefiy
measured do decline; Will this result in a lower rate of growth? In
an economy operating at full employment, with resources efficiently
allacated, the answer would tend to be yes. However, devgloping
countries are geﬁerally chafacterized‘by underutilization ;f labor
and misallocation of resources. A basic human needs approach that
aims at increasing the income of the poor by generating productive

. .
amplovment will teﬁd to use both labor and capital more effectively;_
in sectors and,processés more appropriate:to the factor endowments of
developing countries. To the extent that a BHN approach results.in
more effective and more éomplete utilization of reséurces, particularly

labor, the result will be significant increéses‘in GNP. This growth

could even come about without any net increase in capital, insofar as

L °

33/ | N
See Harburger (1978). -
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the economy is using existlng supplies of labor, capital and land
34/ ‘
more effectively.

The essential point is that an increase in thelphysical capital

stock is only one of several possible sources of growth Other sources
include increases in the quantity and quality of other factors of
production (labor and human capital, land) and improvements in technical
and economic efficiency with which these resources are employed. A

BHN approach emphasizing motre effective employment of labor ;is commend-
able not just from the standpoint of equity, but also efficiency. Such
an approach, if successful in improving resource allocation, will tend
to generate increases in GNP.:

Furthermore,'levels of savings and investment may then increase,
even if rgtes of savings and investment were to decline. The gains in
eff1c1ency and output suggest that the rates will be applied to a
larger level of 1ncome. The result of these two factors could be
higher,_lower, or equal levels of savingsland investment.

So farf~it“has”heen argued that a BHN approach may or may not
result in declines in rates of:savingS‘and investment; that even if
there are declines in these rates, the effects on growth will nonetheless
tend to be offset by better utilization of labor; and that this latter

impetus to g.owth nay be so great as to generate comparably high levels

of investment and savings‘even if the rates do decline.

-

34/ S .. o :
Hans Singer; in an address to the International Development -
Conference in February 1978 estimated that current under-
utilization of labor in developing countries amounts to an

unemployment rate of 25 percent.
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A final source of gfoyth ~- technological change —— needs to be

'considered. It may be that technical progress is most rapid in

those sectors and processes that are capital-intensive -- those
least suited to the factor endowments of developing countries. ' In

this case themmay be a.conflict between static efficiency considera- -

ticns, which point to expansion of production in labor-intensive sectors,

and dynamic considerations tha; point to the oppésite pattern of
expansion. On the otherhand, it may be that possibilities for-rapid
technical prdgress éimply ha&e“not been e#ploited in labor-intensive
processes, because there have not been sufficieﬁt priorities or
incentives with respect to better utilizatiqn of labor.

Suppose, hoﬁever, that with ail things considered -~ éavings,
investment, employment and technological change -- a deveioPing economy
will grow faster following a capital-intensive pattern of grqwth than
a labor-intensive patterﬁ of growth that.enables people to meet basic _
needs. Opting for the higher rate of growth will tend to result in a
more skewed distribution of income, a high degreésof underﬁtilization
of labor, a pattern of production ill;suited to méeting basic needs,
and, consequently, aypatterﬁ'of growth with little direct impact in
terms of reducing poverty. Furthermore, the political structure that

would accompany such a concentrated pattern of growth would not likely

generate fiscal mechanisms (e.g. taxes and transfers) .that would redis-

G

tribute the benefits of groth to the poor. At this point one would

have to question the benéfits of a higher rate of growth, and ask

why indeed is more rapid é;gﬁthmimportant.
. ’ . - \
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 Conclusion

This paper has attempted to represent the basic needs-approach as
a sound'organizing framework for development‘planning. The crucial
premise is thaf the development‘process should provide for sustainable
improvements over time in the‘well—being of those currently too poor‘
to satisfy their basic human needs. ‘The basic needs approach_establishes
explicit links between this objective, and more tangible objectives
having to do with‘employment and income among theNpoor, and production
and supply of essential goods and services. These;oojectives can be
systematically linked to some. general types of pOllCleS that are on the
whole quite familiar. There 4is no presumption that all of these policies
would be appropriate in all countries, but rather that any country
concerned with satisfying basic needs on a sustainable pasis could
. identify some subset of these policies that would be both effective and
appropriate given its particular political and economic circumstances.
This specific set of policies would in turn have implications for
various measures that donors could undertake in support of developing
country efforts to meet basic human-needs. |

A necessary, but not sufficient, condition for meeting basic
needs in most developing countries;is substantial growth in output andr
income. = However, achieving basic needs objectives depends crucially
on the'pattern of growth in terms of the composition of increases in
" output and the distribution of increasesQin ihcome; Tﬁe BHN approach
provides erplicit criteria by which\tO'evaluate alternative patterns"
of growtn;.according to their contributions to increased and more
productive employment, and to adequate production an& supply of

essential goods and services.
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