DEVELOPMENT ECONOMICS

Annotated Outline

Session 7: Social Sectors: Education and Health

Reading: Textbook GPRS Chapters 10-11

Other references (if available) 

· Gary Becker and Guity Becker, The Economics of Life, McGraw-Hill Int’l Enterprises Inc. 1997.  生活的經濟學，薛迪安譯，聯經，1997‧Part III: 人力資源和學校教育
· Gary Becker, Human Capital,  3rd Edition

· Michael Todaro: Economic Development, 6th Edition, Longman, 1997, Ch. 11

· World Bank: Entering the 21st Century, World Development Report 1999/2000, WDI Tables 6-7 for basic data on education and health.

· Gerald Meier: Leading Issues in Economic Development, 6th Edition, Oxford University Press, 1995,  pp. 305-326 [on nutrition and health]

PART A: EDUCATION

I. Introduction: 

1. Theodore Schultz: Investment in human capital, suggested in 1960 at the AEA meetings.  

2. WB: Human resource development has an important bearing on economic growth. [See WDR 1991]  Investing in people, if done right,   provides the firmest foundation for lasting development.

II. Trends and Patterns

1. Education: Defined broadly as all forms of human learning, or more narrowly, learning in schools.  Education is the most important form of human resource development.  Reasons:

a. Tremendous popular demand for education (schooling especially) in all countries.  In LDCs demand far exceeds supply.  

b. Education and income are highly correlated at both the individual and the societal level. [Fig. 10-1]  Correlation between national income and educational levels is also strong.   [Table 10-1, including illiterate rate vs. Income level]  Taiwan:  99.91% enrolled in primary schools; 99.66% junior high; 89% senior high; 50% college.[?]

c. It’s expensive.  About 3-5% of GNP in public funds.

2. Types of learning: 3 main types of learning -- or education in the broad sense – are identified:

a. Formal education: in schools-young people before employment.

b. Non-formal education: organized programs outside schools-adults.

c. Informal education: learning outside any institutional framework or organized programs.

3. Characteristics of LDCs’ education

a. School enrollments at all levels in LDCs grew fast after WWII, many of them became independent from colonialism. [Table 10-2]  Enrollments came in waves, first in primary schools.  Secondary- and higher- education schools followed.   

b. Often the expansion pattern resulted from a concentration of political power that gave more weight to elite interests than to those of the general population.  Elsewhere, as in the most conservative Muslim countries, it was the consequence of reluctance to provide education for girls.

c. Teacher shortage following rapid school expansion, leading to increasing class sizes and the use of less trained teachers.

d. The proportion of national income and of national budgets spent on education has increased rapidly during the past three decades.  By the end of 1980s, educational budgets in many LDCs were absorbing 15-27% of total government recurrent expenditure.  But in per capita:  LDCs $229; DCs $468.[Todaro, p. 381]  Fiscal strains caused by the expansion, starting 1960s.  Few developing countries have been able to satisfy the social demand for education from public funds.  But enrollment ratios generally continued to rise during the 1980s. [Table 10-3]  But government expenditures on education for LDCs as a whole grew little during the 1980s, affecting quality of schooling.  Private funding increased.

e. *Taiwan: Government expenditure on education, science, & culture expenditure as % of GNP: 1970: 3.8%; 1980: 4.0%; 1990: 5.5%; 1996: 5.2%, 1997, 5.1% (based on fiscal year data).  

f. Major reasons for the inefficiency of educational expenditures : high frequencies of dropouts and repeaters.  Poverty caused the above outcome.

g. Learning achievements in LDC schools are often low according to test results.  Many low-income country people do not access to written materials.  Severe inequalities among regions and social classes characterize most LDC school system.  Inequality in schooling opportunities between urban and rural areas.

h. Why limited learning seems to take place in LDCs:  British scholar Ronald Dore diploma disease.  LDCs’ school systems often not in the business of conveying knowledge and skills, but more on certification or credentialing.  People are judged by academic credentials.  National wide examinations to determine the student’s fitness for educational advancement or employment.  Students put long hours for exams.  Thus, perverts the true purpose of education and increases the cost of a selection process.

i. Educated unemployment:  India and Philippines.  Due to rapid expansion of enrollment for secondary and higher education.  Produce large pools of job-seeking graduates.  Korea is OK because of rapid economic growth.  *Taiwan: discuss?

j. Lack of fit between school curricula and the needs of the job market aggravate the problem.  India: academic honors in math, engineering did not meet job markets’ requirements for skilled workers.  Manila full of college-educated taxi drivers.  Additional training is required.

4. *Lessons form East Asia and Eastern Europe (WDR1999/2000, p. 17)

a. The success of EA provides some notable lessons on successful development strategies

i. Savings: High savings in all EA countries, 1990-1997, GDS (gross domestic savings) on average was 36% of GDP, compared with 20% in LAC and 17% in SS Africa.

ii. Investment.

iii. Education.  Invest heavily in education, including female education..

iv. Knowledge.  Invest heavily in science and engineering education and encourage foreign direct investment.

v. Global integration.  

vi. Sound macroeconomic policy.

b. The failures of EE and Russia

i. Poor legal framework

ii. Serious corruption

iii. Lack of competition.

5. Social capital (p.18): Refers to the networks and relationships that both encourage truest and reciprocity and shape the quality and quantity of a society’s social interactions. The level of SC has a significant impact on a range of development processes, for example, in education, health services, and rural development.  Social capital serves as an insurance mechanism for the poor who are unable to access market-based alternatives.

6. 人力資源為經濟發展的主要決定因素 (WDR1998/1999)

a. 新國民財富的估計：資本、自然資源、與人力資源
b. 以知識為主的發展(knowledge based economic development)

i. 知識如光(Knowledge is like light)，無重無形，繞行全球，造福萬民，但仍有無數人仍活在黑暗中 – 窮國，貧民，比富國，富人缺資本，也缺知識。
ii. 創造知識成本很高，知識集中於先進國家。Ghana and Korea, same per capita income 1950s, but by the early 1990s, Korea’s income was 6 times higher than Ghana – because of Korea’s greater success in acquiring and using knowledge.

iii. 知識也體現在經濟活動中，如市場，交易，品管。兩種知識影響經濟發展：
(1) 有關技術的知識(knowledge about technology or know-how)。知識的分配不均為知識差距(knowledge gap)。要縮短知識差距不易，因DCs一直走在尖端。創造知識的能力(capacity to create knowledge，即R&D支出)的差距更大。
(2) 有關屬性的知識(knowledge about attributes) 指產品品質，工人努力程度，公司的信用度，與有效的市場有關。資訊問題(information problem)。

iv. 如何縮短知識差距：
(1) 穫取知識：經由各種管道，如外人投資，R&D， 開放貿易，授權) 
(2) 吸收知識：基礎教育，特別是女生及弱勢團體，終生學習，科技教育
(3) 傳遞知識：(communicating technology) 利用新資訊和電信技術，使窮人也能得到知識
v. 如何解決資訊問題
(1) 具有屬性的知識才能使市場運作順暢。各種機構包括政府，私人機構，法律及社會規範一起建立產品標準，強制履行合約等使交易順利進行。發展中國家機構較不健全使得市場運作不力，經濟成長緩慢。機構建立很重要。
(2) 金融資訊健全化。改善會計制度。
(3) 增加對環境的知識，減少污染。
(4) 加強對窮人的協助使其獲得知識，減少他們與市場的隔絕。
III. Education’s Role in Development

1. Education up to a certain level is often seen as an inherent right.  It has been promoted because it can socialize people.  People from different backgrounds can be encouraged to adopt a common outlook on the world.  Some believe at least a minimum level of schooling is a prerequisite for political democracy. 

2. Education and economic development.  

a. 1950s, much of the discussion centered on the need for trained manpower.  Manpower planning is important.  Rapid enrollment expansion on primary education.  Karachi Plan: at least 7 years of compulsory education is mandatory.

b. 1960s, budget constraints limited the expansion of schooling.  Educated unemployment increased.   Excess demand resulted from a market failure.  Cost-benefit analysis was introduced.

c. 1970s on, search for alternative concepts of education’s role began..  

d. Education remains very important in LDCS.  Current concerns include how to finance the amounts of education that people want, how to improve the quality of schooling, and how to provide basic education, especially girls in some countries.  1990 UN conference: 100+ million children, including 60+ million girls, with no access to primary schooling. *World Bank:  Preston Girl Education Fund

e. *LAC countries  vs. East Asia (emphasizing education and vocational training)

f. *World Bank WDR1990 (p.80): The principal asset of the poor is labor time.  Education increases the productivity of this asset.  The result at the individual level, as many studies show, is higher income.  More recent research also points to a strong link between education and economic growth. 

3. Manpower planning

a. Tendency for people with given levels of education to hold certain types of jobs.  In LDCs, nearly all employed university graduates work at professional, technical, or managerial jobs.  Education with secondary level: middle-level jobs.  Farmers and rural laborers received little or no education. Easy to jump to conclusion that a certain level of education is required for certain types of jobs.  Manpower planning (MP) is based on this assumption.

b. MP starts with a prediction of manpower needs. Jan Tinbergen and Herbert Parnes: future employment pattern related to GNP growth, with lags for schooling.  

i. Involved 5 steps for manpower demand: target GNP growth rate; sector growth; sector employment; employment by industry; occupational needs in terms of education.

ii. Manpower supply: current stock of manpower through labor force; output form school system.

c. Major weaknesses: 

i. Relationships are fixed and often unstable and unpredictable. Labor productivity is affected by many factors such as new technologies, relative wages change.  Educational deepening: people with more schooling increasingly do jobs that previously were done by less-educated persons.  

ii. Absence of a unique education-occupation linkage.

iii. Fails to account cost of education.  Formal education is expensive.

d. MP is still used by practical planners to gain a rough idea of possible manpower problems.

4. Education of women, fertility, and child health:  Inverse relationship between the education of women and their size of family. Young females receive considerably less education than young males in most LDCs.  [*See Todaro--The Gender Gap: Women and Education, pp. 385ff; Education of Women, Fertility, and Child Health, pp.399ff.]

IV. Cost-Benefit Analysis

1. The main reason to spend money on education is to raise income and productivity.  Additional income and productivity are viewed as return on investment made.  

2. Methods:  

a. Lifetime earnings curves, which show average earnings at various ages and years on schooling, are calculated for many populations.  Three characteristics:

i. Earnings reach at a maximum level at around age 40 up, then level off or decline.

ii. More schooling, higher curve.

iii. More schooling leads to later attainment of maximum earnings and to higher earnings in retirement.  [See India and Mexico, Fig. 10-1]

b. Cost-benefit analysis is frequently used to calculate both the private and the social value of education.  Private rate of return:  Return based on expected lifetime earnings curves perceived by parents on how much schooling they would provide for children.  Total discounted present value of the entire stream of earnings for n years V:

  


where 

= the earnings in year t, and i = the rate of interest (opportunity cost of parents’ capital).

c. V is total benefit for the education.  Two types of the private costs (borne by private households) of schooling:

i. Explicit costs: actual outlays of cash: tuition fees, transportation costs, books, etc.

ii. Implicit costs: foregone earnings of students who would be working if they were not in school.  Opportunity costs may be a factor even at the primary level for the poorer households which need the modest income that young children can earn.

d. To make benefits and costs comparable, total costs can be calculated in terms of discounted present value, with interest rate i:

  


  where 

= the private costs (explicit and implicit) incurred in year t (or last year t).

e. A better indicator is internal rate of return r; derived by: 



 = 0

f. The family’s rate of return on an investment in education r would the be compared with the returns on other investments they might make. 

g. Social or economic rate of return: Calculated using a more comprehensive measure of cost including all costs of education, public and private.  Income before the tax is included in calculating social rate of return, but income after tax is included in calculating private rate of return.  In practice, income before taxes is used for calculations for LDCs due to data problems.  Because more costs and not many items of social benefits (hard to quantified)  are included in social rate of return calculations, private IRR is usually higher than social IRR. [Table 10-4, marginal rate of return, indicating the return on the additional investment needed to move from one level of educational attainment to the next-higher level.].  

h. Four conclusions on calculating private and social rates of return for education:

i. IRRs to education in LDCs generally high.  Often higher than returns on physical capital.  Education is a good investment for low- and middle-income countries.

ii. Primary education has highest return..  Rates become indeterminate when countries have 100% enrollment rate in primary level.

iii. Spreads between private and social IRRs may be large if governments bear most of costs.

iv. Returns to education tend to diminish as countries become more developed, because workers with a given amount of schooling become less scarce and thus command a smaller premium in the labor market.

3. Cost-benefit analysis in educational planning

a. Private IRR can serve as guides to individual educational choices and social IRR can inform public investment and policy decisions.  But doubts surround the validity of both claims. 

b. Private point of view: difficult to predict the structure of future.  Because of educational deepening [numbers of people possessing academic credentials have increased much faster than those of jobs traditionally held by people with these credentials], the income earned by previous school graduates become a poor guide to the future.  The return to a particular level of schooling is likely to decline.  However,  applicants continue to pour into the secondary and universities in most LDCs.  Explanations:  

i. Applicants for schooling are not motivated exclusively by a desire for economic gains, but mainly for social or psychological reasons.  

ii. Private IRR remains high when schooling is heavily subsidized by the government, even when the social rate dips in response to educated unemployment and the ongoing devaluation of academic credentials.  Education can be simultaneously a good investment for the individual and a bad investment for society.

c. Educational planning: start with data on lifetime earnings by level and type of education, along with information on the total costs of providing each level and type of education.  Social rates of return on the various levels of education and types of education can then be calculated and compared.  Education with high social IRR will be expanded and vise versa.  Problems:  data and assumptions questionable.  The structure of earnings may change.

d. Issues:

i. Education as an investment must be justified in terms of its contribution to national output.  Higher earnings are not sufficient justification unless they are caused by higher productivity.  

ii. Whether the relationship between education and earnings is truly causal.  Both education and earnings are also affected by other factors such as individual abilities and socioeconomic origin.  Studies showed: skills learned in school, especially literacy and numeracy, account for most of the differential in earnings associated with higher level of schooling.

iii. C-B analysis implicitly assumes that educational categories adequately specify the types of labor relevant to the labor market; i.e., there is perfect substitutability within each educational category.  This assumption is crude.  There are significant differences between graduates of academic and vocational high schools or between graduates of medical and legal faculties.  Graduates of the “best” schools earn more.

e. C-B analysis can provide useful information, but it cannot be used mechanically to dictate solutions.  

V. Alternative Views on Education in Development

1. Some radical economists and sociologists reject the idea that education raises productivity.  Education acts as a screen to select the fortunate few who are then “credentaled” to hold elite positions in society.  The school system essentially reproduce the class structure from generation to generation (for elite or favored people).  Those not destined for elite positions received a form of education intended to make them more amenable to playing a subservient role in society.  

2. Communist regimes strongly emphasized universal attainment of basic literacy and numeracy, and then restricted secondary and higher education severely, while heavily emphasizing the attainment of specific vocational skills. 

3. Market based reforms:  Educational planning has failed.  As long as education is subsidized, people will tend to respond in the wrong ways.  Subsidy should be reduced, and let market forces to work.  For poor and deserving people, use vouchers.  However, most governments prefer to retain a much tighter grip on educational activities than this type of reform would permit.  

4. An older reform proposal is that school curricula should be made more practical.  Vocational schools: may not work - government-run vocational schools often failed to provide the skills actually required by private sector.  

5. A final reform proposal is to give emphasis to nonformal education.  More practical, cheaper, flexible, and better able to reach lower-income groups than formal education.  But realistically, nonformal education is a complement to formal education.

6. *Ethical education is lacking

PART B: HEALTH AND NUTRITION

VI. Health and Nutrition in LDCs

1. World Health Organization (WHO) defines health as “ a state of complete physical, mental, and social well-being.”  This definition goes far beyond what is normally meant by health.  Statistics attempt to measure morbidity (sickness) and mortality (death).  Mortality data is much better than morbidity.

2. Patterns and trends

a. Health conditions have been improving gradually over many years.  Life expectancy rose everywhere as mortality declined in the 1950s and 1960s.  

b. Tables 11-1, 11-2, Fig. 11-1 life expectancy

3. Causes of sickness and death

a. Samuel Preston: the cross section relationship between income and life expectancy is parabolic (Fig. 11-2).  At any given level of real income per capita, people are tending to live longer as time goes by.  However, the relationship between income and life expectancy has become looser in recent decades.  The rising income accounted for only 10-25% of the rise in life expectancy between 1930s and 1960s.  Other factors 75-90%: increasing literacy, international spread of health technology and a growing similarity of values regarding its application, and availability of low-priced foodstuffs..

4. Effects of health on development

a. Better health is an important goal in its own right.  Health increases human potentialities of all kinds and is rightly regarded as a basic human need.  Everyone can benefit from better health in the present, and improved health for the young will lead to a healthier population in the future.  Health services like education, improve the quality of human resources, both now and in the future.  Better health can save money spent on curative health care.  This frees up resources for other uses.

b. Health expenditures increase the quality of human resources (like education), increase their quantity in the future by lengthening expected working life, and complement educational investments (as returns to education will be higher through longer work periods).  It also increase the availability or productivity of nonhuman resources; e.g., some lands are affected by endemic diseases (malaria and yellow fever).  After the diseases were brought under control, the lands became usable.  

c. Returns to investment in health are even harder to quantify.  For example, there is no simple measure for the amount of investment in the health of any particular individual.  Economic effects of better health are also hard to measure.

5. Medical services

a. Most LDCs have too few health services, too poorly distributed.  Public expenditures on health services are much smaller in LDCs than in DCs.  [Table 11-5]  In LDCs, the public sector finances the bulk of the modern, Western style medical and health services.  Private doctors and hospitals are typically few and are patronized mainly by well-to-do urban residents.  The masses of people consult both modern and indigenous healers, depending on the nature of illness and on their access to the various systems of medicine.  Medical training in many of the poorest countries may not benefit society because doctors are highly mobile, and once trained, emigrate to seek higher income elsewhere.

b. Health services in poor countries are very unevenly distributed among populations. Capital cities and other major urban areas get better services and access.  Referral system works poorly [transfer patients from rural area to towns to big cities]  Managerial and logistical problems overwhelm some LDCs; e.g., poor vaccines administration, reuse of needles.  Medical resources are often distributed ineffectually among different types of ailments and forms of treatment.  Large proportion of tight health budgets are devoted to acquiring state-of-the-art medical technologies for  hospitals in the capital city or local medical school.    Urban bias: urban people get better health services (elite people live in urban area; nationalism, technology-mindedness-doctors share with engineers and other professionals.  

c. Balance between preventive and curative services.  Sickness and death can be reduced more cheaply through preventive measures.  Many LDCs spend too much on curative services.  A reformed health system include:

i. Active and continuous promotion of community health

ii. Management of the system by nonphysicians

iii. Training health care auxiliaries recruited from the community to diagnose and treat simple ailments

iv. Limited referral of difficult cases. 

d. *Taiwan’s case: National health-care system

VII. Nutrition

1.  *Major Problems [Meier, p. 305]

a. Malnutrition is a problem of major proportions in LDCs

b. The nutritional condition of the poor is not better than it was a decade ago.  In many countries, it is worse.

c. The nutrition problem is not likely to be resolved in most countries within a generation by increasing incomes and agricultural production.

d. The basic problem is food-energy insufficiency, sometimes complicated by deficiencies of specific nutrients.

e. The principle victims are the very poor, especially the rural poor.  Most governments are not reaching them with the benefits of nutrition; few have central ministries with the outreach to do so. 

2. *Nutrition should be considered separately from health [John Holsen notes]

a.  The quality of early childhood nutrition sets a ceiling on human potential.  E.g., a large part of final brain weight is reached by age 2.  Supplemental foods to meet the basic nutritional needs of young children can generally be provided at reasonable cost.

b. Improved nutrition helps in the long run as well as short run.  E.g., paying labor with food supplement and cash.  Labor was more productive when part of the wage was paid in food rations rather than cash.  [WB study]

c. Major concern in nutrition area is effective targeting.  Often difficult to reach target populations of pregnant and nursing women and of small children.

d. Education is an important part of any nutrition program.  Teaching families how to more wisely spend their own limited food budgets.

VIII. Next Session

1. Homework: Study Guide Chapter 10

a. Study Worked Example, pp. 199-120

b. Do Exercises 1, 2

2. Next lecture: Capital and Saving, Ch. 12.  Reading:  Textbook Chapter 12.  Study Guide: Chapter 12, Multiple choices self-test.
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