STRUCTURAL ADJUSTMENT AND ITS
IMPACT ON HEALTH SECTOR

Dissertation submitted to the Jawaharlal Nehru University
in partial fulfilment of the requirements
for the award of the Degree of

MASTER OF PHILOSOPHY

MAN MOHAN KUMAR

Centre of Social Medicine & Community Health
School of Social Sciences
Jawaharlal Nehru University
New Delhi-110067
1995



Centre of Social Medicine & Community Health
SCHOOL OF SOCIAL SCIENCES
JAWAHARLAL NEHRU UNIVERSITY

New Delhi-110067

Certificate

Certified that the dissertation entitled Structural Adjustment and Its
Impact on Health Sector, submitted by Man Mohan Kumar is in partial
fulfilment of requirement for the degree of Master of Philosophy of this
University. This dissertation has not béen submitted for any other degree of this

University or any other University and his own work.

We recommended that this dissertation be placed before the examiners for

evaluation.

Prof. Imrana Qadeer o ' _ | Prof.Imrana Qadeer
Chairperson : Superuvisor

Gram { JAYENU Tel : 667676, 667667 Ext. 269, 262, 363 Teféx :031-73167 JNU IN Fax : (0O11) 6865886



Chapter 1

Chapter 2

Chapter 3

Chapter 4

CONTENTS

Page

Acknowledgement . ........ ... i
List of Abbreviations ........... ... ... o i
Listof Tables ........ ... ... .. .. fii-iv
INTRODUCTION . ... e 1
STRUCTURAL ADJUSTMENT AND ITS
BASICPRINCIPLES . ... .. ... ... i, 9
IMPACT ASSESSMENT OF ADJUSTING POLICIES
ON HEALTH SECTOR AND THE UNDERLYING .
THEORETICALISSUES ... ... e 30
THE LINKS BETWEEN ADJUSTMENT AND HEALTH ............. 61
IMPACT OF STRUCTURAL ADJUSTMENT POLICIES
ON INVESTMENTS ON HEALTH SECTOR, FOOD

"PRICESANDDRUGS .......... ... ... .., 84
CONCLUSION ............... S R 124



AcKnowledgement

I wish to express my intense gratitude to my teachers of the Centre of Social
Medicine and Community Health, J.N.U., for arming me with deep insight to take up
this work, ' '

The dissertation would not have come into being without my supervisor Prof.
IMRANA QUADEER, who provided me much time and enough liberty to carry on this
study. Her timely remarks prevented me from mistaKes. Million heartfelt thanKs to her -
for a remarkable store of patience and persistence concerning not only my dissertation
but also my general well being.

I must particularly acKnowledge the tremendous help given by Zafar in every
possible way. My heartiest feelings are due to Subroto Mondal, who offered clear advice
and gave me the opportunity to discuss my work in a warm and stimulating -
environment.

Heartiest feelings as well for Mokhindar, who was the Condition for reversing
modes; Aok, for insisting I finally write; Tarun, who Know about matter of spirit, and
Sanjay Jaiswal, for providing another home base.

I should also (ike to thanks Tapas, Tufail, Ratnoo, Zahari and Jo for their help
in every possible ways.

I have benefitted from the supports extended by Mrs. Rastbgi, Documentation
officer, CSMCH and the staffs of J.N.U. Library, Nefiru Memorial Museumn Library,
Ratan Tata Library and the ‘Va[untary Health Association of India, who were always
resourceful in tracKing down elusive material.

Very special thanKs to Atanu who helped at the last stage in the process of
preparing this dissertation. [ must express my admiration for the speed and accuracy with
M/s. A.P. Computers typed this dissertation. At last, [ want to thank all my friends for
reminding me that there are purposes other tham writing.

May tﬁe_yba[[ be acquitted of any guilt by association, and the errors, which are

so[e[y mine.

Man Mohan Kumar



~

LIST OF ABBREVIATIONS

B.E. Budget Estimates

CPI Consumer Price Index --

FAQ Fair Average Quality Price
F.W.P. Family Welfare Programme
GDP Gross Domestic P'roduct

IRDP Integrated Rural Development Programme
IMF International Monetary Fund
JRY  Jawahar Rojgar Yojana

MCH Maternal and Child Health Care
PDS Public Distribution system

PHC Primary Health Care

R.E. Revised Estimates

SAPs Structural Adjustment Policies
WB World Bank

WPI Whole Sale Price Index

ii



2.1.

2.2.

2.3.

2.4.
4.1.
4.2.

43.

44
45
4.6.
4.1.

4.8.

4.9.

LIST OF TABLES

Reduction of Government Expenditures for 32
Developing Countries for various periods
during 1972-80

~ Impact of 10 percent Increase in the Price

of Food on real Income

Price Elasticity of Demand for Rice Among
Low and High Population groups in selected
countries

Change in IMR and Life Ekpecfancy is sub-
Saharan Africa, 1969-89

Trends in General Government Health
Expenditures

Forecasted Value of Central Government
Health Expenditure

Difference in Actual and Forecasted
Value in Central Government Health

Expenditure

Trends in Level of Central Government
health Expenditures '

Trends in State Government Health
Expenditures

Forecasted Value of a States Health
Expenditure

Difference in Actual and forecasted Value
of a State Government Health Expenditure

Trends in the Level of Health

Expenditures on Health Per Capita in Rupee

iil

Page

48

50

55

58

89

90

90

90

92

93

93
93

95



4.10. Expenditures on Health: All India Percentage

Distribution 98
4.11. Impact of Structural Adjustment on Food

Production, Distribution and Prices in

India 103
4.12. Annual Rate of Inflation: Essential

Commodities 105
4.13. Procurement Prices 106
4.14. Cereals (Procurement of Offtake Stocks) 107
4.15. Per Capita Net Availability 109
4.16. Percentage of Population Below Poverty

Line . 110
4.17. Incentive for Crops 111
4.18. Impacts of Dunkal Proposals on Food Prices , 113
4.19. Time Lag Between Introduction of a Drug

Abroad and its Introduction in India 119
4.20. Comparative Prices imFour Countries 120
4.21. Percentage of Group-Wise Drugs under

Patent in India 121

iv



INTRODUCTION

The IMF-World Bank administer’s lessons to ‘us’ in a million ways,
currently being consolidated underwthe name of ‘structural adjustment
programme’. That is the prescription for developing countries facing
mounting amounts of debts, adverse balance of payments and economic
recession. This is the result of thé several external shocks that have
confronted developing countries over the past dozen years. This has
notably summarized by Lance Taylor.!

Violent swing in oil prices, up in the 1970’s, down in the

1980’s, a slowing growth in industrialized countries since

mid-1970’s, and severe economic recession at the beginning of

the 1980’s, which resulted in low prices and decreased

demand for the exports of developing countries.

Tl;é\“effect on developing countries was a double bind, they lost
export e'a'rnings at the very time their debt obligations were 7high and
rising. Conséquently they had no choice but to cut back on domestic
- investment z:md consumption to reduce imports and thereby to free up the
foreign excﬁange needed to pay debt interest and amortization. Borrowing.
- countries sought and received stretched-out schedules for repaying debts,

b only after agreeing to undertake severe adjustments at the behest of

the IMF-World Bank.The repercussions of the adjustment were drastic,

1 Taylor Lance (1981), South-North Trade and Southern Growth,
‘Journal of International Economics’, pp.589-602.
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and real wages in many countries dropped sharply in the 1980’s. In this
perverse situation, the brunt of the resource shift fell on the poor, with
devastating results. Net flows of the capital between North and south
reversed; from 1984 till 1988 develoi;ing countries transferred about $143
billion to industrialized creditor nations (WDR)2 In many developing
countries, the repercussions are slow growth for many years. The social
cost in terms of reducing health expenditure and other social services, with
high unemployment and inflation has been tremendous and unequally
distributed. Several observers have stressed that adjustment programmes
in developing countries are having a markedly deleterious effect' on health
and nutrition among the poor of those countries (Jolly®, W\“MFQ;E’
W WJ) Rg : L‘.,?..’”The root of the poor growth performance and cut-
backs _in\_social. exi)enditure in this period in developing 'countries is the
economic slump in the industrialized world. The latter averted these issues

but the price was very high and mainly paid by the poorer countries.

2 ‘World Bank Development Report, 1990.

Jolly Cornia and Stewart, 1987, Adjustment with a human face:
protecting the vulnerable and promoting growth, Oxford University
Press, Oxford. '

*  UNICEF, 1990, The State of the World’s Children, Oxford University
Press, Oxford. '

World Food Council (1985), Improving Accesses to Food by the
Undernourished, Paris, June 10-13.

World Development Report, Oxford University Press, 1993, pp.52-69.

)



In the name of cost-efficiency gnd growth, these unpleasént |
consequences are celebrated by the neo-classical Theory.In practice
however instead of the realization of cost-efficiency and growth one finds
slow growth and inequality. With this frame work there is no theory of
exploitation but it sees the economy as purely harmonious, concentrating
on equilibrium as its main analytical tools and believes that capitalist
competitibn automatically ends all discrimination. Structural adjustment
_policies see the competitive market as the solution to all problem and any
collective plan. For example free health care, is automatically seen as an
evil reduction of efficiency and individual welfare. As patients are urged
to act like consumers, and doctors like entrepreneurs. It appears that; the
imperative generally associated with profits has replaced the clinical truth
in the organization of healtﬁ sector.

-So, \the rhetoric of the cost efficiency and market has became a
fundafnental and central component of structural adjustment programmes.
The proponents of SAPs view health as a tgchnical subject, isolated from
‘so'cial and political issues and conflicts. |

; Eveﬂ structural adjustment policies systematically appropriated the
. basic concepts which were originally oriented towards redistributing-
' incon;e. The IMF-WB described structural adjustment programmes intent
stimulating inequalities and poverty as ‘revolution’ or ‘reforms’ while their

opponents were labelled conservatives. The ‘speculators’ are described as



‘market reformers’. The concentration of absolute power to hire and fire in
the hands of management and the increased vulnerability and insecurity
of labour is called ‘Labour flexibility’. The ‘Dis-investment’ of public sector
uni-ts to giant multi-national monapolies is described as ‘breaking up
mondpolies’. ‘Restructuring’ is the return to specialization in raw materials
or the transfer of income from production to speculation. ‘De-regulation’ is
the shift in power to regulate the economy from the national welfare state
to the international banking multinational power. ‘Structural adjustment’
mean transferring resources to investors and lowering payment to labour.
So, one can see the cbncepts [Reform, Agrarian reform, 'Structural changes]
originally oriented towards redistributing income have been turned into
symboisvfor re-concentrating wealth, income and power into the hands of
western elite.: |

: in india’s case economic perfofmance had . been well l_)elow the
country’s poténtial for -decades. The' c_ti_Sis came 1n 1990. Inflation,
Au.nsu,stainable fiscal and foreign .deﬁcits, and é collapse of international
crédit-worthiness, set the stage for sfructural adjustment programmé on
the behalf of the IMF-WB. The purpose of this programme in India is to
make for such changes in the prbductidn stru@ture as would rhake India
competitive and cost-eﬁ'ective.in international market. These policies want
to make the Indian prdduction system és well.as the foreign trade of India

fully in tune with international demand and supply. The main focus is on



the reduction of government,public expenditures and to make space for
private initiative and enterprise. The impact of compression has fallen on
health and other social services more than other sectors of spendihg. At the
same. time the existing safety nets in the form of IRDP, JRY and the PDS
(Ahluwalia)” are striking cause of decline in employment, income and
consumption levels. There are various indirect effects which arise primarily
from the linkages with macroeconomic adjustment. Inflation, for example
often penalizes the poor in particular as they have less opportunity to
maintain the value of their income and savings. Thus, str;lctural
adjustment reduced the capacity of governments to prdvide health care and
basic services and that of the population to obtain the goods and services
they need to secure good health. The combined effect of the structural
adjustment policies has been to increase the health risk for larger sections
of populétions. In India, where the basic problem of hunger,
undernutrition, a§oidable disease, the absence of adequate clothing and
shelter and in general the incaﬁability of people to lead full lives is
prevailing, the implementation of structural adjustment policies has severe
affect on the health sector. It is this that the dissertation attempts to

analysis.

7 Ahluwalia, D. (1993), Public Distribution of Food in India, Food

Policy, vol.18, no.1.



For any such analysis it is important to understand the origin of
SAPs and its basic principles. The first chapter thereforé is based mainly
on an examination of the essential principles of structural adjustment, its
content, that is based firmly on the orthodox neoclassical view of
economics. This chapter also examines the basis of its principle.

Our next research question was regarding on the impact assessment
of adjustment policies and underlying theoretical issues, and its
limitations. Chapter II therefore, considers different approaches of
modelling macro-economics of developing countries anci its distributional
aspect. Here I review a number of empirical studies by starting with the
effectiveness of macro-economic policy in developing countries during
adjustment periéd, then the nature of government cuts at the time.of fiscal
and monetary contraction. The nature of household responses to changed
income aA& prices are also examined, and finally country studies focusing
on collapsed relation between structural adjustment policies and more
direct measures of health.

. Having broadly identified the limitation of SAPs and its related
theoretical models at the macro level we proceed to take up specific
examination of structurél adjustment policies and health. The third
chapter attempts to broaden the analytical base for considering the
chanﬁels of impact of SAPs on the health sector. The theory underlying

this analytical framework attempts to bring in factors which influence



economy from outside the market. We therefore, have no particular
commitment to Orthodox Neoclassical view of Economics, Keynesianism,
Monetarism, and Rational Expectation Macroeconomics. The attempt is to
move away from the comparative static approach, which assumes that the
economy is always in equilibrium that is that demand always equal supply.
It uses a broader concept of health, taking account of such factors as living
and working conditions etc,. rather than consumption élone.

And at last, our analysis assesses the impact of structural
adjustment on the health sector of India since 1991. Apart from examining
the health sector in the traditional sense we have also attempted' to
analysed two other crucial dimension of health (a) the availability and
prices of foods, and (b) prices of drugs. Both these constitute vital inputs
| for health.

Thxléughout, the analysis which is based on secondary litgrature, is
quite aware of the paucity of data and empirical studies. We also are
concerned of thg fact that both theoretical analysié and measurement in
the health sector turn ouf special methodological and theoretical problems.
We héve shown to some extent the impact of SAPs on health sector and
prices of foods and drugs, which goes long way to determine health of
. populatior}.

Overall, the imi)acf of SAPs on health sector cover widely varying

issues directly or indirectly, and the attempt to bring them together, only



partilly successful. Nevertheless, I believe this a first effort to me that

provides a useful basis for writing dissertation and further study.



Chapter 1

STRUCTURAL ADJUSTMENT AND
ITS BASIC PRINCIPLES

Most developing countries economy face periodic macroeconomic
problems of imbalance between aggregate demand and supply, inflation,
unemployment and foreign exchange shortage. The origin of such problems
lie in the international economic environment because of declines in
demand for exports, increasedvinterest charges for foreign debt, increased
costs for critical imports such as petroleum.! The affected developing
countries in ‘such circumstances often undertake macroeconomic
adjustment policies to 'attempt to resolve the problems. There adjljstment
- policies attempt to resolve the problem, undertaken by the countries
themselves or particulhrly 1f foreign exchange shortage are severe, in
collaboration with thc; IMF and World Bank and also with {mportant-
international lendérs in general, economic adjustment means changing
economic political policieg to improve economic péfformance. There are two

areas of adjustment.?

J.R.Behrman The Impa_d of Economic Adjustment Programmes in
"Health, Nutrition and Economic Crisis", ed- Bell, David and
Michael R., 1988. '

I.M.D. Little, Richard N. Cooper, W. Max Corden, Sarath
Rajapatirana - "Boom, Crisis and Adjustment. The Macro Economic
Experience of Developing Countries”, OUT-1993.
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(A) Macroeconomic adjustment - It includes an immediate change in
“macroeconomic policies like tighter monetary policies, reduction of

the budget deficit, exchange rate devaluation etc. It aimed at

_ achieving short term objecti-\}es particularly lowering inflation,

reducing the balance of payment deficit.

(B)  Structural adjustment - It includes more fundamental changes in
the way the economy operates. It includes privatisation, removal or
relaxation of government regulations affecting the economy, reform
of international ‘trade policies, tax system etc. It is aimed at
enabling the adjusting countries to change the structure of its
economy to increase economic efficiency.

T_he term ‘Adjustment’ is gen’erallyi used by the IMF to refer to

macroeconomic adjustment, But by the World Bank to refer to sﬁructural

adjus.tment.3 The World baﬁk refers to macroeconomic adjustment as

‘etabilization’. Generally, it is to refer to the combination of macroeconomic

and structured adjustmegt, b'ecau_se of the over_lap between stebilization

-and structural adjustment policies.’ The present chapter is based mainly

in examination of the essential principles of structural adjustment.

3 Ibid.

10



The Main Content of Structural Adjustment

It has been said that structural adjustment is that part of
development policy devoted to achieving a boost to the éupply side of an
economy by the removal of market imperfections.? It is therefore to be
contrasted with stabilization, which seek to control the demand side and
also with long term supply side policiés. In the 1980s the phrase was used
by many as a synonym for appropriate development policy.® So, there
remain multiple differences between f;hose Who, like the Latin-Americans
structuralists of the 19805,.6 who favour the rémoval of imperfections
through state interventi;)n and those -who like the World Bank’ favour
their removal by state withdrawal, énd within this, disputes persist
concerning which marke_t shouid be liberalized and in what order. The IMF
and World Bank supported 'strgctural adjustment programme have been
: implerﬁe;;{ed ihiti'all_ywacro-ssb a 1;:1rge nﬁmbers of countries in different parts
of the world. o

Structural adjustment policies are generally covering a number of

 World Bank Adjustment Lending, an Evaluation of Ten Years of
Experience, Washington, D.C., 1988.

5 ' World Bank, Adjustment Lending;Policies for Sustainable Growth,
IBRD, Policy and Research Series No.14, Washington DC, 1990.

Carbo, Vittorio, and Jaime de Melo, and James Tybout, What went
Wrong with the Recent Reforms in the Southern Cone, Economic
Development and Cultural Change, 34(3), 1986.

7 World Bank, World Development Report, the Challenge of
Development, Oxford University Press, New York, 1991.
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different areas of economic policy supported by IMF and World Bank and
it is based firmly on the orthodox neoclassical view of economics.?
Structural adjustment policies vary between individual countries because
of their particular structural problerﬁé. However, all structural adjustment
policies supported by the IMF and World Bank have a common underlying
principle mainly to increase the role of the private sector in the economy
and redﬁce the role of the public sector and more generally to move the
economy towards a free market system.

As we discussed above, there is a substantial degree of overlap
between the policy measures in structural adjustment and those
incorporated in. macroeconomic adjustment (stabilization) policies. Thus,
for example, reducing the share of the public sector in the .economy
o.verl‘aps ‘with public expehditure reduction, reforming ‘the exchange rate
systém and maintaining a competitive exchange rate overl‘vaps" with
devaluation, interest rate liberalisation overlaps with monetary policy, and
tax réform overlaps with short-tverm increases in taxation.

These structural adjustment policies represent an extension into the
future of policies implemented in the short term as part of macroeconomic
adjustment. The maintainance of an ‘appropriate’ macroeconomic

framework over the long run is a major part of structural adjustment. The

8 David Woodward, Debt, Adjustment and Poverty in Developing

Countries, Vol.Il, Pinter Publishers, London, 1992.
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basis of structural adjustment can be divided broadly into three

categories:-

(A) Prices should Respond with Market Condition:

It means that the prices paid and received for each good and service
in the market reflect its relative scarcity. The greater is the demand for a
good or service relative to its supply, the higher should be its price.

This has potentially important implications for the level of incomes
from different sources. The effect may be considered on two levels, the
distribution of income between different factors of production like labour,
land, capital, and human gapital, and the distribution of income between
different households supplying the same factors of production.

- In general, dgveloping countries face a situation in which unskilled

labour and land are relatively .plentiful, while capital in__. all"- forms is

, relati?ely sr,ca‘rce.9 This situation arises from the relative international

mObility of different factors of production. The relative scarcity and greater

' i_nternafional mobility of financial and human capital as compared wiﬁh
i .

land and labour, ‘means that ﬁhe ‘right’ price is that required to persuade

7 théir ownér’s to keep them ih th.e adjustiflg country. By contrast, the ‘right’

prices for land and labour are those determined by their supply in the

®  R.H.Heller, International Trade: Theory and Practical Evidence,
Englewood Cliffs, N.J. 1973.

13



adjﬁsﬁing country, which is generally.in chronic surplus, and the domestic
demand for them, which is depressed by adjustment in the case of labour,
at least in the short run.’® The clear implication is higher levels of
income for the various forms of capﬂal, which are owned mainly by rich,
and lower levels of income of the poor.

This divergence is likely to be compounded by the process of
structural adjustment. The liberalisation of capital and foreign exchange
market increased the iﬁternational mobility of financial capital held in the
country, and thus increase the income needed to retain it. At the same
time, the reduction in investment associated v;'ith structural adjustment
increased the scarcity of physical capital. Devé.luation further widens the
gap between financial and human capital and other factors of production,
~ again because of their differént degrees of trédeability.

Thé“effect of structured adjustmeﬂt policies on social andv economic .
confidence and stability, may also compound the problem. Theré eﬁ'e’ct will
tend to increase the incorﬁes required by the holderé of ﬁna’ncial and
hﬁinan capital relative to there available internationally, to coinpen‘saté
them for the increased risk of holding their assets in the adjusting'

. countries.

10 Nogues, Julio, and Sunil Gulati, Economic Policies and Performance

under Alternative Trade Regimes, World Bank, Washington D.C.,
1992. ,
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These considerations imply a significant tendency for bringing prices
in the economy into line with market conditions to increase the degree of -
inequality within the economy, as the rates of return on the productive
assets of the rich are increased relative to those of the poor. Not only do
actual incomes diverge toward their respective ‘right’ levels, but the ‘right’
levels themselves alse diverge as a result of adjustment.

The proponents of structural adjustment tend to focus more on the
distribution of incomes between different households which provide the
same factors of production, particularly labour and entrepreneurship.
Essentially, they see distertions in the ecopomy such as controls on prices,
wages, exchange rates and interest rates as creating opportunities for ‘rent
seeking’ activities.

The prime case .of state intervention creating opportunities for
economic ;ents isthe formal/info.rmal sector division in the labour market
like wage indexation, minimum wage legiSIation, regulations affecting
workipg conditions is largely eenfined te_ formal sector.!! As a result, it
creates artificially favourable conditions for those in this sector, but
because it increase the cost of employment to producers, it redeces the
number of jobs available. Thisv in turn increase the supply of lebour in the

informal sector, and thus reduces real informal sector incomes.

1 Haggard, Stephen, and Robert Kaufman, The Politics of Economic

Adjustment, Princeton University Press, Princeton, 1992.
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Thus, the effect of intervention is to improve the position of those
households who are in this position and to reduce the incomes of those who
are not. Reducing state intervention and removing this distortions should
therefore help to narrow the gap between the two in terms of real incomes.

Essentially, similar argument applied to control on exchange rates,
interest rate and prices for goods: those with access to foreign exchange,
borrowing or goods on preferential state-controlled terms gain at theb
expense of higher costs to those who do not have such access. Similar
.considerations also apply to quantitative restriction on ‘imports, as those
who are able to purchase them can sell them at‘»a higher price to those Who
are most willing to pay for them. The proponents of structural adjustment
programme argued that those with preferential access are typically better
" off than those without, and that reducing or‘eliminating such distortions
will therefore help to reduce both inequality and poverty.

The liberalisation of labour markets is intended to creaté additional
der_riand for labour in tﬂe fofmal_ sector by reducing thé cost of employment
fo producers; and this in turn is seen as redﬁcing the excess supply of
1ab§ur in the informal sector and thus increasing real incomes. This means
 that the beneficial effect are critically dependent on the creation of
additional formal sector jobs.

In practice, the reduction of public expendiﬁure and devalua£ion tehd

to reduce the demand for labour in the formal sector invthe short run; and

16



this is compounded by the decline in investment which is generally
associated with adjustment.

At the same time the demand for labour in the informal sector is
generally reduced by devaluation and tighter monetary policies. The net
result of these factors is an increase in excess supply and a reduction in
real incomes.

It also implies establishing a closer relationship between an
individual’s income and his or her productivity. The poorest are often also
the least productive, either because their low productivity reduces their
pfoductivity through it’s effect on their nutrition and health and their
access to education. In these circumstances, the effect of structural
adjustment may be to reduce their incomes further, again, this affect may
be further compounded by other aspects of adjustment to the extent that
they worsen the health, nutrition and educational attainmer;t of poor
households. - | |

Thus, :it tends to reduce the total share of income occurring to
unskilled '1abovur.as. a whole, and while it should increase the part of that
smaller share which is recei\}ed by.informz;l sectors workers. The greatest
- negative e,ﬁ'evct; is thérefore: on unskilled workers in the formal sector.
Within both the formal and in’forrnalﬁ sectors, however, the poorest have to
face a loss of re’al. inéome rélative to the less poor, to the extent that their

productivity is lower.

17



(B) Reducing the Role of the State

Structural adjustment represents a deliberate shift away from the
concept of the state as an economic agent and social provider. Structural
adjustment emphasizes the minimum role for the state, and this inevitably
limits the range of economic and political models available. In the longer
term it may also affect the political ethos of the country by lowering
popular expectations of the state’s role.

The relationship between the public and private sectors are
fundamental political issues which must be encompassed by national
sovereignty and democracy if these concepts are to have any meaning. If
structural adjustment imposes constrainté on the range of political options
which are available for democratic choice in this area must be ru.n as a
potentially serious political cost.

B The;'e is also a risk that the political shift associated with strﬁctural
adjustfnent may enable the government effectively to divest itself of
responSibility for economic developments affecting the welfare of
Vpopulation. This implies an erosion in the accountability of the government
or policy-m;xking in a particular crificél area.

Sﬁch a change in political culture encourages governments to reduce -

" their éomrpitment to sectors such as health, education and infrastructure,

where state intervention is necessary for successful development.

18



The privatisation of state-owned enterprises is also the main
component of reducing the role of state. The proceeds towards privatisation
is a source of non- inflationary financing for the budget deficit. For
example, state-owned enterprises are sold to foreign buyers, while it has
been a useful source of foreign exchange for many developing countries. In
the long run the only enterf)rises which can be sold are those which are at
least potentially profitable. So, it implies the loss to the government of
their profits while it retains the losses of the remainder of the state sector.
In case of foreign ownership of former state combanies implies a future

uoutﬂow of foreign exchange in the form of profit remittapces.

There is also some risk of more immediate adverse impact. The
limited resources availabie for investment are used for the puréhase of
privatised | state-owned enterprises rather than being invested in new
productiVé' capacity. This contributes signiﬁcantly to thé decline in
investment associate with structural adjustment. |

-The.distributional impé.ct of privatisation can be divided into two
compénents, the impact on inqomes and employments and thé impact on
supply >and prices-. The immediate effect is essentially to accelerate the
'prchess of ﬁséal -adjustment. It als§ applies to the state-owned enterprises

vconcerned, thatv is, empléyrnent and wages will be reduced and price

increased further.

19



The impact on supply and prices after privatisation depends heavily
on the nature of the enterprise being privatised.

In the case of ‘natural monopolies’, the effect of .privatisation is to
move from a public sector. to .a f)rivate sector monopolies. ‘Natural
monopolies’ consist of electricity, water distribution, transport, telephone
systems where technical factors make competition impracticable. To move
tow'ards private sector monopolies could result in an increase real prices
to consumers. In some cases, it may be the loss of access to free services
to the poor. This has been the explicated objective of structural adjustment
programme.

It has been said that in the case of an enterprise producing _exports,
the direct long term impact of privatisation is likely to be positive in the
context of debt problems and macroeconomic 'a.djust;rn.entf.12 The removal
from .the enterprise of the limits on in;/estment imposed by the
government’s ﬁnanciél‘ constraint should allow increased investment,
: output and employment and this in turn should have a posi_tive impact on
| incomes, both . directly from the labour market and indirectly iﬁ the

informal sectbr. However, auring adjustment procéss this may be limited.

The reluctance of foreign companies to invest in the development of new

markets in debt problem countries, may result in artificially high prices

12 John Williamsou ed, IMF Conditionality, Institute for International

Economics, Washington D.C., 1983.
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and profits in the long run and offset beneﬁﬁs.

In some cases, a foreign owned company sells part or all of its
output to its parent company at an artificially low price. This could
significantly reduce foreign exchange earnings.

The structural adjustment policies also insist on expenditure
reduction for reducing the role of the State. The most common forms of
expenditure reduction are reductions in public sector wages and
employment, reduction in public investment, reduction and removal of
state subsidies and increases in public expenditure prices.

The redﬁction in public sector employment and wages increases
poverty significantly.’® The direct effect of reduetion in the level of
employment in the public seetor is the loss of income to those coﬁcerned.-
To the extent that those who lose their jobs fall below the substance level,

BN

~ this may increase poverty signiﬁeanﬂy.

Savings alse tend to vary to a great extent in line with initial
household income. Those with lower incomes are generally likely to have
.spent- a higher propoftion of their ineomes on consumption geods and

therefore to have less contingency balance. It will tend to have particularly

low savings.

TH— ST 2 57

13 T.Addison and L. Demery, Macroeconomic Stabilisation, Income

Distribution and Poverty Overseas Development Institute, Workmg

Y« o
Paper, No. 15 DISS

362.10422 9

it

TH7276

21 Yl

SN



The direct financial cost of reduction in public sector employment is
likely to be borne disproportionately by those with lower levels of skill and
experience. The problem is most serious for larger-families who are likely
to have lower initial savings and who need to maintain a higher level of
current expenditure during the transition process. This may result in
mother or children.seeking paid employment at the expense of household
work and education respectively. It also gives rise to a major increase in
the supply of labour to the urban private sector. It is coinciding with a
sharp contraction of demand. This clearly implies substantially lower real
wages level.

For the reducing the role of state SAPs also emphasize redqction in
public investment which takes pléce in the early stages of adjustment. Its
social cost and ité impact on the poor are likely to be relatively high,
: becausev .it\may have a long term effect on the growth rate of the economy
and hence on future employment and incomes or on future social
provisions, in addition‘tfo'its more immediate impact.!4 |

The short term cost to the boor of reducing public investment arises
mainly from its effect on labour market. If an investment project is
abandoned, this reduces the demand for labour and thus both employment
and real wages. The extent of this effect depends heavily in the nature of

the investment itself. In the case of investment related to construction

14 Richard Jolly, Adjustment with a Human Face, Vol.I1, 1987.
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based, such as, roads, buildings, irrigation, etc, the impact may be
considerable, because of the importance of construction as a source of
employment for unskilled workers in both the formal and informal sectors.
The problems for these groups, will be further compounded by any
reduction in the demand for unskilled labour arising from other elements
of adjustment process.

For reducing the role of state, SAPs also emphasize reduction in
subsidies. Subsidies is an important fbrm of state support for low and
middle income groups. It represents a major component of public
expenditure in many developing countries. At the same time, subsidies
represent an important departure from the free market model on ‘which
structural adjustment is founded.

Food subsidies Are ‘the m_osf critical form from the perspective of
poverty and health sector, both because of the importance of food as a
nutritiohal item for the poor and because of the central role of the rural
poor in food production in most developing countries. It is a major
components of consumption for all poor households in both rural and urban
areas.

- Those most affected by the reduction of food subsidies are food
deficit households, because their production of food is less than their
consumption needs. Among the poor, these include landless rural

households, subsistence farmers and small holders whose output of food
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crops is less than their consumption, small livestock producers and the
urbaﬁ poor.

In these groups, food represents a very major component of total
expenditure. The actual proportion x;é.ries between different income levels
and according to household consumption as well as between the groups
themselves. Evidence suggested that the impact of food subsidies is very
different in different countries and regions. The effect of subsidy reduction
can therefore only be quantiﬁ;ed on a case-by-case basis.

Subsidized food products are produced mainly by low income small
holders. The iﬁcome effect of subsidy reduction will be to increase the
overall incidence of poverty. It will result in a general loss of rural income.
This is in marked contrast to the IMFs implicit view that the reduction or
- removal of food subsidies will have beneficial eﬁ'ects on rural i_ncomés.

AS ;1n the case of food subsidies, the impact of a reduction in
subsidies on oil products depends on mainly use of diesel are for irrigation,
freight and public transport. Freight costs are particularly impdrtant for
.rﬁral communities, because qf the need to transport their output to, and
' other goods f_rorﬁ, urban market. The importance of freight cost is greater
fof communities further among from urban centres which generally tends
fo be ainong the poorer segments of rural population. This costs représents

a significant proportion of income and expenditure for many low-income
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households.’® In such circumstances, reduced subsidies for diesel may
result in a significant reduction in real income for some such communities
or a loss of economic opportunities. In effect, increasing transport costs
through the reduction in diesel subsi'dies represents an increased barrier
to trade between isolated rural communities and other parts of the
country.

‘Kerosene’ is also important as a domestic fuel used by low-income
households is a substantial proportion of non- food expenditure. In such
case, reduced subsidies could again have a signiﬁcan_t negative impact on
real income levels for the poor. It ~has an important environmental effects
because higher kerosene prices result in increased use of wood as a fuel,
if the gathering of wood is increased to an unsustainable level.

In the case of fertiliser subsidies, costs will be born by agricultural
producers.,. whose cost will be increased and their output reduced to the
extent they reduce their‘us_fe_ of fertilisers in response to'hig}'ller prices
resul.ting. in lower net incomes. World Bank!® suggests that reduced
fertilizer subsidies results is reduqéd fertilizer used may results in a shift
towards more labour-intensive farming methods. It v_villl creste rural

.employment and increase rural wage levels. But evidence suggested that

15 S.Batliwala, Rural Energy Scarcity and Nutrition, FRCH, Bombay,

1987.

16 World Bank, Trends in Developing Economies, IBRD, Washington

D.C, 1991c.
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it is doubtful that the amount of additional employment generated wou_id
be significant.

It is because of agricultural output would be reduced through lower
use of fertilizers and possibly the non-use of marginal land which is no
longer viable with higher fertilizer prices.

For reducing the role of the State by reducing public expenditure are
negative indirect impact. In particular reduction in public sector
employment and investment may result in substantially lower employment
in the formal sector as a whole. This increase the supply of labour to the
inforfhal sector at a time of declining demand, thus depressing real
incomes for poor urban households. It has also negative impact qn-rural
poor. The remittances for rural poor from urban relations are often an
impbrtant source of income and a wider regionél effect, thrdugh ..th_e

reduction in demand for locally produced goods and services in areas where |

public employment is an important source of income. A further negative

impact arises from the potential reduction in public sector efficiency

resulting from lower real wages levels.

(C) - Opening the Economy:
It is an important component of almost all structural- adjustment
programmes.by the relaxation or removal of restriction and taxes on

foreign trade. It is cldsely' inter- related with macroeconomic adjustment
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policies. There are two aspects to the linkages between opening the
economy and macroeconomic policies, relating respectively to fiscal policy
and the exchange rate.!’

In developing countries, impor;, tariffs represent an important source
of revenue for the government. It means that any reduction in tariff will
significantly reduce the government tax receipts. Given the financial
constraints on the government in the context of SAPs, and the limits on
raising additional tax revenues from other sources imp1|ies that overall
tariffs levels will need to be off-set by additional reduction in government
expenditure. At the same time, reduciné the overall level of protection will
tends to make imports cheaper thus weakening the balance of payments.

An important effect of opening of the economy is on employment.
Inevitably some producers are unable to remain profitable in the face of
increased \.competition from foreign producers and this results. in a-
reduction in employment either through the closure of productive capacity
or through the company’s effort’s to increase its efficiency.

However, there is a time lag between these two effects. The
reduction in employment resulting from a company’s inability to compete

is almost immediate but the increase in employment due to increased

profitability is generally slower or neutral. It generally results in an

17 Sebastian Edwards and Liaguat Ahamed, Economic Adjustment and

Exchange Rates in Developing Countries, University of Chicago
Press, 1986.
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increase in frictional unemployment in the short run.

The main impact of trade liberalisation is on the relative prices of
different goods within the economy. It depends on the degrees of
production applied to different goods.-As the protection applied to different
goods is made more uniform, the effect is to raise the protective walls
where they were previously lowest and to lower them where they were
previously highest. This in turn implies higher prices for goods in the
former category and lower prices for those in the latter category. After
that, the combination of a reduction in the overall level of protection with
faster devaluation increa;ses the prices of exportable goods and unprotected
import relative to those of non-tradeable goods and protected imports.

In most cases, the most strongly protected markets are those for
consumer goods particularly which are regarded as luxuries. Goods which
are used in production, whetﬁer capital goods such as machinery or
intermediate goods such as raw materials énd components are generally
'less protected. Essential goods. such as drugs and medical equipment are
generally subject to relatively ldw levels of pr(')tection, but the treatment
of basic foods varies, largely according to the importance of the ag;ricultu're
sector in the economy. | |

This implies a tendency for trade reforms to reduce the prices of
consumer goods particulaﬂy those which are consumed mostly by the

better off and to increase the prices of goods which are needed for
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production and of more basic consumer goods. As a result, the impact on
consumer prices may be most unfavourable to the poor and the negative
impact of trade reform on employment may also be compounded.

Ovérall these three basic principles are central to SAPs. However,
these policies are also supplemented by ‘institutional strengthening’ and
‘capacity building’. It has designed to overcome the limitations in the
adjusting country’s administrative capacity. It includes changes in
_ institutional structures like the closure or merging of ministries,
streamlining of administrative procedures. It has also included reform of
supervisory structures affecting the private sector and inereasing the
state’s ability to implement them effectively.

Overall, SAPs essentially include policies towards govérmnent
expenditure cut, privatization, currency devaluation, import liberalization;
tigh_ter niénetary policies, high interest ratgs, export promotion, etc to
increéée int_ernational corﬁ'petitiveness, efficiency to earn foreignl exchange
for debt payment, and to allocate investment to most efficient investors.
But all these policies mosltly result in negative ﬁnpact. The worst affected
are generally those in the lower middle income groups and the poor.

And all these policies have resulted in cutbacks in health services,
education; drinking water, cuts in social welfare, undermining of local
industries, encouraging luxury imports where poor cannot afford basic

necessities.
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Chapter 2

IMPACT ASSESSMENT OF ADJUSTMENT
POLICY ON HEALTH SECTOR AND THE
UNDERLYING THEORETICAL ISSUES

This chapter focusses on the impact of the structural adjustment
programmes on health. Some observers like Jolly and Cornia! UNICEF?
ADB? and the World Food CO\vmcil4 have concluded that structural
adjustment policies in developing countries have had signiﬁeant negative
impact on health. Jolly summarises the results of these studies or follows

...the result as shown in many countries is rising malnutrition

in the short run and in the long run, reinforcement of a style

of development which will primarily rely on accelerated
growth and trickle down...? -

Despite the cqnﬁdént assertion in such studies, however,

consid_éraﬁle uncertainty remains about the impact of structural

1 R.Jolly and G.A. Cornia, The Impact of World Recession on Children:
A Study Prepared for UNICEF. Oxford: Pergamon Press, 1984.

2 UNICEF, The Impact of World Recession on Children: A UNICEF
Special Study, in State of the World’s Children 1984. Oxford Oxford
University Press, 1984.

8 ~ ADB, Asian Development Bank (Annual Report), 1984.

4 World Food Council, Improving Access to | Food by the
Undernourished. Report by the Executive Director to the Eleventh
Ministerial Session, Paris (Document WFC/1985/4).

R. Jolly, Adjustment with a Human Force, New York UNICEF,
Pamphlet, 1985, p.14. ‘
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adjustment programme on health. The purpose of this chapter is to assess

what we currently know about the impact of structural adjustment on

health sector, and the underlying theoretical issues.

Economic Theory and the Impact of Adjustment Policies

Before, sketching out the implications of economics theory, which is

overwhelmingly dominated by orthodox new classical view of economics,

keynesianism, monetarism and Rational-Expectations macroeconomic, one

should point out the limitations in this regard.

1.

First, for some link in the process there is considerable controvefsy
about which of several competing theories are most relevant.
Economic theory leads to clear-cut predicﬁons regarding the
directid_n of chariges in many contexts only by abstracting from some
possibly relevant characteristics of the situation. Often the net effect
depends on which of several counteracting responses is most
important_, which is an empirical question. |

Even if the directién of an effect is predicted clearly by economic
theory, the fnagnitude still is an empirical matter.

These economic theory is most useful regarding comparative static

between equilibrium outcomes, but has very little to say concerning .

the nature or the by lay in adjustment between equilibria.

‘With such caveats in mind, I attempt to summarizing the
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implications of economic theory for assessing the impact of SAPs on health
sector. Since those who are most vulnerable are the poorest members of
the society, I begin with the impact of the major component of adjustment

on resource under the control of lower income people.

Impact of Major Adjustment policies on those in lower end of
Income Distribution

The macro economy determines the aggrégate supply (AS) and
demand of goods and services, and the overall price and employment levels.
In the simpliest form, the short-run equilibri’um income level and price
level are determined by the intersection of short-run aggregate demand
(AD) and aggregate supply (AS), as at point a ip figure 2.1.

Aggregate demand depends on private and governmental
v:consumption and investment and net foreign investment. There major
' derﬁand componen_ts,.in turn, depend primarily oﬁ real permanent income
and wealth, governmental expenditure minus revenue, -pficves of
internationél'goods and services relative to prices of domestic goods_ and
services, and credif availability and interest rates. Expectations also may
-affect AD. |

.Thé impact of expectationé is illustrated in the so-called philip curve
trade off 'between inflation and unemployment of ﬁg.2.2. For given -
inflationary expectations, the economy can be moved along the solid line

in this curve, say from a to b, by contractionary policy. Such policy may
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change or reduce inflationary expectations with the result that the Phillips
curvé shifts downward to the dashed line so that the actual movement of
the economy is from a to c, with little impact on output and employment.

ﬁeturning to the AD curve per se, if interest rates or inflationary
expectations rise or any of the other factors mentioned above fall, AD is
likely to shift to the left. This would result in a decrease in equilibrium
real output and the aggregate price level, with the balance between price
and output changes depending on whether the initial equilibrium is on a
more vertical or more horizontal segment of the AS curve. The dushed
I-demand curve in fig.2.1 gives an example with the new equilibrium at
point b.

Short run AS reflects the conditions in short-run variable input
: markets, primarily for labour, intermediate inputs, and financing, given
capacity i)i'oduction level. The short-run supply curve is likfely to shift to
the léﬁ, resulting in'a'higher price level and lower output (incc;me) level
if pric;e of labour (wages) intermediate inputs or credit (interest rates) rise,
if 'rati.dned credit becomes less available or if production bécomes leés
efficient. The dashed _supplyd curve in fig.2.1 is an example with the
asé_ociatéd eqﬁilibrium at point c. In éhe 1onger run, as tends to shift tv,o-the

right with increased phylsical and human capital.
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To model all of these processes and the impact of policy changes, the
relevant product, factor like labour, capital, land énd financial market
must be represented.

Different approaches to modelling macro-economics for countries like
India hinge upon -

1. The importance of rigidities particularly in wages and prices.
2. The importance of expectations and their relation to policies.

3. The representation of market fragmentation.

With this background, one can see the distributional impact of
adjustment policies :-
‘Devaluation:- It is a key component of adjustment policies. It ihcreases
the costs of imports and prices of exports in terms of _the domestié
currency.."The impact of devaluation on distribution. depends upon the
exiént  0£ expenditure changes. Expenditure changes occurs ciue to the
increase in the prices of internationally traded goods relative to noﬁ-traded
‘goods. The implication within;a particular context depends on the factor
intensity of broduction and the nature of consumption pattern.

If importable production largely in capital intensive industries, if
export production is lzirgely from small farmers, | devaluation rnight
ihcrease tl.le incomes of at least some of the poorer members of society from

the factor intensity side. On the other hands, the factor-intensity effect
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tends to favour profits and increase income inequality. The consumption
effect depends on the nature of the traded goods and those who consume
them. If the exportables are primarily stable food in the consumption
basket of poorer members of _societ;, the consumptioh effect in itself is-
likely to worsen the position of the poor.

Devaluation also may induce aggregate real expenditure changes,
with feedback on distribution. The conventional result is that eventually
exports will expand and imports will decline in response to the changes in
relative prices induced by devaluation under the assumption that these
rel.ative price changes persist. This leads to an improved balance of
payments and an increase in AD and in output and income. There also
may be offsetting factors that may lead to devaluation being
countract}ionary. On the AS side. This includes the iinportance of non
competitivé, imported intermediate- inputs ,in production and wage
indexation in the formal sector. Both of these shift the AS curve to the left
Qith devaluation. On the demand side the net trade component of AD in
" domestic curfency may be reduced if there is an initial large deficit before
exports respond. 'Consumption and investment may decline if wealth falls
with devalugtion or if income falls. Finally, investment may be reduced
' beca’u.se.o_f: higher prices for tradeable invesiment goods.

These contractionary ciemand and supply factors are widely thought

to dominate in the short-run response to devaluation. If they do, the
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reduction in real expenditure is likely to reduce the real purchasing power
- of many poorer people. This would happen as a result of reduced demand
for the services and products of the informal sector. In addition, workers
who otherwise might have been employed in the formal sector would move
into the informal sector, along with people who enter the labour force
because other household members have lost work. This labour surplus
along with reduced demand would increase unemployment and reduce

input return in the informal sector.

Direct wage and price control

These are part of early adjustment process. Since wage increase
could offset substantially the impact of adjustment policies such as
currency devgluation by shifting the AS curve in fig 2.1. to the left,
adjustment policies often include some limitation on wage increases for
governmental and formal sector employees. If effective, such policies reduce
the real income of individuals Who woﬁld have been employed in the
affect;,ed occupations without the wage controls. This may increase overall
income inequality but is not_lrikely to have a strong negati‘;re impact on
most of the poorest mémbérs of society are not likely té have been in such
occupations if there were no' wagé policy.

Pric;a interventi-oﬁs as part of adjustment programmes are likely to

involve increases in or freeing of previously controlled prices, such as
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transport, fuel, food staples, to induce supply expansions, ‘reduce
government subsidies’, and jdiscourage demand. If such price controls had
been effective prior to the adjustment programmes, such a policy shift
means increased nominal prices for consumers of these items. This is likely

to reduce their real incomes.

Contfactionary Monetary and Fiscal Policies

These are almost invariably part of adjustment policies, because of
excess demand to be at the heart of the problem. Supply expansion
présumably requires somé time, so demand restraint is viewed as essential
in the short-run and contractionary fiscal and monetary policies are widely
thought to be the major set of tools for restraining AD with regard to
ﬁg.2.1, such policies are likelyvto shift AD and AS to the left initially,
resulting.‘;a fall in eQuilibrium gutput and income and an a_mbiguogs
change. in ,the.pr.ice 1eyei. Such imﬁéct depends upon how firms and
individuéls expecf.ations respond to such fiscal and monetary chénges.
Assuming that these policies are likely to have some negative impact on
output, the balance of payment is'likel;r to be improved due to the
. decreased ‘pu‘r.cihasi_ng. power of the economy. If price are sufficiently
flexible, tf}ié trend would be reinforced by a decline in the relative price of
non—trad_éd goods and services. For this reason, such output reductions and

the related decline in labour demand will probably lessen the real income
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of most of poorer groups in society.

The extent and duration of negative impact on the income of such
group depends on several considerations. One important consideration is
the extent gestation required for a»ionger run positive supply shift. The
larger and quicker such response, the less the lively toll on the real income
of poorer members of society. A second consideration is how the
government cuts expenses and increases revenue and how it affect the
poorer members of society. Reduction in pubic health expenditure, food
subsidy, etc, have significant negative impact. To the extent that the main
asset of the poorer members of society is their human cépital, cuts in
health, nutrition and educational programmes from which they beneﬁt are
likely to have negative long term effects.

'Eﬁcouraging Foreign Exchange Generation and to Limit Foreign
Exchange use

These are also an important passage of adjustment programmes.
Afterward devaluation imports be made xﬁore expensive to discourage their
use by increaséd import tariff and by a wide range of non tariff barriers.
On the other side, exports can be subsidized given special tax breaks.
Financial inflows can be encouraged by favourable exchange rates.

Increased tariffs on imports have at least three types of effects on

income distribution.
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.First, such tariff are a major source of governmental revenues in
countries like India. If increased tariff rates do not discourage imports too
much, as it is happening in India, it increases the go{rernment’s revenue
and thereby reduced the government deficit.

Second, increased import tariffs change the relative price structure
to favour production of importables. Within this trade model, a country
exports goods which make the most use of resources which are relatively
abundant in the country, like labour for India, while trading with a
developed economy. The imposition of an import tariff in this framework
favours the relativeiy scarce factor of production used in importables,
~which presumably is ‘capital’ in countries like India, thus_ shifting income
away from labour.

Third, there is an impact on the relative prices that consumers face,
and it deéénds upon the mé.rginal propensities to consume importables
relative to alternatives. if the -importablgs are luxuriés or other goods
cdnsumed relatively by the .better off, then the consumption price effect in
itself does not worsen the réiative position of the poorer people, but it tend

to do so if importables are basic goods such as staple foods.

Impact on Health Sector Given Changes in Prices and Household |
Income _ : :

The structural adjustment policies ultimately affect individuals or

households through altering their incomes or the prices that they face.
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Prices are broadly defined to include the total costs to an individual or
households to obtain goods and services.

Households make decisions about time use and consumption given
their assets and prices that they face for the use of these assets,
consumption item, etc, For the poorer household’s interest here, the
primary asset is labour with varying degree of skills. That means that
wages a_.nd nature of employment options are particularly important in
determining household incomes. The prices of obvious importance, given
the interest in health and nutrition, are for the item that help determine
health and nutrition like food, drinkiné water. Preventive and curative
health care, housing sewage and clothing. Both the actual use of such
items depends upon relative prices and real incomes, which depends on all
prices for goods and services.important in consumption basket of the poor.

Ec;;lomic models of the household assume that individuals in the
househpld have preferences which they express in choices about their own
and other’s time use, current consumption of‘ goods and services, health,
nutrition, and investment in future command over resources. Investment
in future command of resources include human capital, invest,menﬁ in
health, nutrition, education as well as savings in the form of financial and
physical asset acquisition. Household . members maximize- these
preferences, within the constraints of budget ahd production functions.

Budget constraints depend on current asset such as time, their returns and

40



prices for relevant goods and services. Health is determined by
consumption of nutrients and of other items, like drinking water,
preventive and curative health care the general environment, etc, and
knowledge about how to use such factors.

Constrained maximization of preferences, whether or not there is
bargaining among household members, leads us to suppose a relationship
be@ween an individual’s health and nutrient intakes and the variables
mentioned above. These variables can be exogenous to the household or
predétermined. The impact of adjustment policies depends on -

1.  How the.exogenous and pre-determined variables in those relations
are altered.
2. How the impact of such changes aré filtered through the hoﬁsehold.

With regard to this t}here are a number of critical questions like how

-reéﬁohsive are individuals or households to relative pfice

différéntials?_ | |
Empirical Evidénc’é on the Impact of structural Adjustment
Policies on Health

It is not possiblé to examine all of the links between adjustfnent
policieé and health secvtor' with theoretical framework outlined above. But
some stuciies have considered systematicélly some of the critical links in
the process. Heré, I review a number of studies, starting with studies on

the effectiveness of macro-economic adjustment policies then the nature of
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governmental cuts at the time of fiscal and monetary contraction, then the
nature of household responses to changed income and prices, and finally
country studies focusing on collapsed relation between adjustment policies

and more direct measures of health and nutrition.

The Effectiveness of Macro Adjustment Policies

It is a controversial topic. The simple AD and AS curves in fig.2.1
suggest that macro adjustment policies that shift AD can be fairly effective
in altering equilibrium eutput if the initial equilibrium is on the more
horizontal part of the AS curve and that they can be fairly effective in
altering the equilibrium price level if the initial equilibriuﬁ*x is on the more
vertical part of the AS curve. But some analyst like Taylor® have
questioned whether well-intentioned poiicymakers in developing_ economies
have enou\gh_ policy tools to pursue their multiple macro objectives given
realities such ae inadequate cep'ital markets and resulting ineffective
moneﬁary policy. Rao’ doubts that the initial equilibrium could be on the
more horizontal part of the AS curve at least in many South-East Asian

and African developing economies, because of the severe supply shortages

L.Taylor, Short-Term Policy in Open Developing Economics: The
Narrow Limits of the Possible, in Journal of Development Economics
I, 1974, pp.85-104.

V.K.R.V. Rao, Investment, Income and the Multiplier in an
Underdeveloped Economy, in the Indian Economic Review, February,
1952.
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and the crucial role of a large traditional subsistence sector. If so, macro

adjustment policies priinarily affect the price level, but not output nor

8 9 10

employment. Lucas Fernandez® Barro have queried whether
expectations may make macro polici»é.s ineffective in developing economies
as many claims is the case in developed market economies. Here an
example is the Philip curve trade off between inflation and unemployment
conditional on expectations that is illustrated in Fig.2.2.

If any of these arguments are correct, adjustments policies would not
have much impact on output and employment and therefore probably not
much impact on health and ﬁutrition. |

There are a great number of empirical studies that are related to
this issue. Unfortunately they do not settle the issue definitely because of
'th'e instiéutional differences among countries. Such studies tend to focus
on the mofe_ developed and less agricultural Létin American Economies.

.The test of the Phillips curve tradeoff between unemployment or

output and inflation include Lucas!! paper in which he presents tests for

R. Lucas, Some International Evidence on the Output Inflation
Tradeoff, in American Economic Review 63, June 1973, pp.326-334.

8

® . R.B. Fernandez, The short-Run Output-Inflation Trade off in
Argentina and Brazil, in Behrman and Hanson, 1979, pp.133-167.

10 ‘R.J. Barro, ‘Money-and Output in Mexico, Colombia_and Brazil, 1n

Jere R. Behrman and James A. Hanson, eds., Short-Term

Macroeconomic Policy in Latin America, Cambridge, M A Ballinger
Publishing Company, 1979, pp. 177-200.

u R. Lucas, op.cit.
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eightéen countries, including five in Latin America plus the rest are in
Europe or North America. His tests suggest that the apparent short-term
tradeoff is favourable as long as it remains unused but in countries with
a volatile price history in the sample and relatively high variance in
demand, the inflation output trade off is very unstable. Broadarshon12

Fernandez!® Barrolt

report convince that they interpret as basically
consistent with Lucas conclusion for five Latin American countries. Both
Barro and Fernandez report that unexpected money supply changes are
relatively ineffective in changing output rather than prices, though Baro

15 reports a small

does report a ‘significant effect for Mexico. Hanson
though significant relation between output and unexpected inflation.
Nugent and Glezakos!® report estimates for 16 Latin American countries.

They find no significant unanticipated inflation far the least agricultural

countries and a negative output impact for the more agricultural countries.

12 M.S. Brodersohn, The Phillips Curve and the Conflict Between Full
' Employment and Price Stability in the Argentina Economy, 1964, in
Behrman and Hanson, 1979, pp.201.225.

13 R.B.Fernandez, op.cit.

14 °  R.J. Barro, op.cit.
1 J.A.Hanson, The Short-Run Relation Between Growth and Inflation
. in Latin America: A Quasi-Rational or Consistent Expectations
Approach, in American Economic Review 70:5, December, 1980.

16 J.B. Nugent and C. Glezakos, Phillips Curves in Developing

Countries: The Latin American Case, in Economic Development and
Cultural Change 30:2, January, 1982, pp.321-334.
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A second group of studies attempt to evaluate the impact of macroeconomic.
policies on aggregate economic output in developing economies involve the
construction of these economies. There exist hundreds of macro models in
this tradition. Such models initially tended to be specified along keynesian
aggregate demand oriented lines with the implications including fairly
substantial impact of adjustment policies. Such studies usually report some
but much more limited impact of adjustment policies, often with -
substantial lags that make successful detailed predictiqns and policy
formulation extremely difficult.

More recently emphasis has increased on the use of social accounting
matrix based and computable general equilibrium models. Adelman and
Robinson!’, De melo and Robinson® Pyatt and Round!® and Taylor?
have donfa théir study ﬁthin this model. An interesting example of the use
of comput;albie general equilibrium model is provided by the simulation
studieé of the impact of devaluation on distribution. Some of the results of

these simulations are that much greater devaluation is required to

17 Adelman and S. Robinson, Income Distribution Policy in Developing
Countries: A Case Study of Korea. Stanford, CA: Stanford University

Press_', 1978.

18 J. deMelo and S. Robinson, ‘General Equilibrium Models for
Devglop_ment Policy, Cambridge: Cambridge University Press, 1982.

19 G. Pyatt and J.1. Round,-SociaZ Accounting Matrixes for Development
Planning, in Review of Income and Wealth 23:4, 1979.
20 L.Taylor, Structuralist Macroeconomics, New York: Basic Books,

1983.
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eliminate on initial balance of payment deficit in the closed economy then
in the others because of the greater' dependence on imported intermediate
inputs in that economy, that devaluation leads to an improvement in the
income share for small holders, but fnixed income distribution effects for
other low income groups depending upon the structure of the economy, and
that price shift plays a major role in changes in real income.

A third group of studies are country studies that tend to use less
systematic modeling approaches and empirical tests to evaluate the impact
of adjustment policies. The best known studies in this area are the volumes
edited by Cline and Weintraub®!. The iesser emphasis on formal
frameworks in these studies.leads to a richer but also looser range of
interpretations. With regard to income distribution, Cline and Weintraub

. report thgt the contrast between the 30 to 40 per cent real wage reductions

-

in the Latin American countries and nominal wage increases to‘ maintain
real wégés in Pakistan'is striking and success at rever's_ing_inﬂation was
-at least as great in P'akistan, although from a loWef base. Such results
‘s-uggest the possibility in practice and not any in theory of cﬁshioning at
léast some of the poorer members of society from negative impact .of
édjustment policies by appropriate selection of the component. of these

programmes. But since some members of society have their incomes

21 W. R. Cline and S. Weintroub, (eds). Economic Stabilization in
Developing Countries. Washington, D.C.. Brookings Institution, .
1981.
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reduced in the short-run if the adjustment policies is successful in its effort
to reduce a demand supply imbalance by contracting demand the question
remains what determines if there is political will and power to protect the
poorer members of society.

The empirical stﬁdies on the impact of adjustment policies have
their problems in part because of the complexities of economies and the

limitation of macroegonomic theories and data inadequacies.

Altered Composition of Government Expenditure in Adjustment
Process

Changes in the composition of governmental expenditures as part of
adjustment programme affect health sector. Even World Bank accepts the
alleged vulnerability of social sectors in its various reports:

Since many human development programs are publicly

funded they are especially vulnerable when growth is

threatened and budget are under pressure... its recurrent

costs of social programmes, especially salary costs, tended to

make them a prominent and therefore vulnerable part of

government budgets.??

‘Cut in social services are often the first to take place so that the

share of social expenditures out of total Shrinks’.

22 World Development Report, IBRD, Washington D.C. Page 16, 1984.
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Hicks & Kubish237 examine the pattern in such cuts in real
governmental annual expenditure in developing countries during 1972-80.
For each caste they asked whether cuts in government expenditures
in each of five categories (social, rglefense, administration, production,
infrastructure, miscellaneous) were larger or smaller than the average
overall expenditure cut. Table 2.1 summarizes their results with reference

to an index of vulnerability defined to be one of the percentage expenditure

Table 2.1

Reduction of Government Expenditure for
32 Developing Countries for Various Periods during 1972-80.

Social | Defence & Production Infrast- Miscell
administration ructure aneous®

Average -5 | -8 . -11 -22 -7
percentage : : :
change in real
expenditure
Iridex of 0.4 0.6 1.2 1.7 0.8
vulnerability®
Low income 0.2 0.9 | 0.6 1.2 0.5
Middle income 0.5 0.4 1.7 1.9 1.1

Souréé: N. Hicks and A. Kubisch.

# Largely transfer to local governments.
b Calculated as ej/E, where ¢j is the percentage change in expendlture on
its j** sector and E is the percentage change in total expenditures.

z N. Hicks and A. Kubisch, Cutting Government Expendztures in

LDCs, in Finance and Development, September 1984.
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cut and less than or greater than one if the percentage cut in a category
is equal to the average overall percentage expenditure cut and less than
or greater than one if a category is relatively protected from vulnerable to
such cuts. These results suggests, o;the average, social expenditures are
the most protected of five categories, with infrastructure and production
the least protected.

Hicks and Kubisch caution about drawing too firm conclusions from
these numbers because of the small number of cases and because the
expenditure data are for the consolidated central governmental accounts.
Nevertheless, such results suggest that the frequent assumption that social
sectors are particularly vulnerable to cuts in governmental expenditure is
wrong. On the other hand, cuts int he apparently more vulnerable
production and infrastrucfure categories may have indirect impact on
health sect;or and income through associated reductions in labeurtdemands,

etc.

24 survey many of the existing studies of the

Pinstrup-Anderson
impact of the removal of eheap food policies on the poor. Since food
expenditures account 60-80 per cent of income of low income consumers,

increases in food prices considerably decreased the real income of low

income groups and generally had much greater impact of the poor, as is

Y

P. Pinstrup-Andersen, Macroeconomic Adjustment Policies and
Human Nutrition: Available Evidence and Research Needs,
Washington: LFPRI, mimeo, 1986.

24
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reflected in Table 2.2 These estimates are for a 10 per cent increase in all

food prices.

Table 2.2

Impact of 10 per cent Increase in the Price of Food
on Real Incomes of Low and High Incomes Population Groups

Percentage decrease in real income
Country Lowest Highest decile
Sri Lanka 8.5 4.1
Thailand 6.0 2.0
Egypt ' 5.6 1.0
India 7.3 | 2.9
I_ndié (Foodgrain only) 5.5 @ 12®

Source: P. Pinstrup-Anderson.
® for the lowest 20 per cent.

® for the highest 5 per cent.

On the other side of market, the elimination of cheap food policies
is likely to result in increased production price for food producers.
Pinstrup-Anderson argues that recent research indicates that the short-run
impact of food_' prices on the rural poor is much less favourable than might
have been'aﬁticipatéd because many of the rural poor do not derive a large

share of their income from food production.
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The studies of Gavan and Chandrasekara®,

George?®® and
Ahmed?’ looked at other dimensions of the Food subsidy programmes.
These studies reveal that food subsidies have increased incomes and
improved nutritional status among the poor. These studies also observe
that the cost of general food subsides programrhes may be quite high if
there is a tendency to attempt to keep the nominal price of sﬁbsidized
foods relatively constant in the presence of overall increasing prices. For
instance, Alderman refers that the fiscal costs of Egyptian wheat
subsidies increased form 0.05 to 3.5 per cent of GDP in the late 1970s and
simulate that by 1988-89 the Egyptian food subsidy will increase by 44 per

cent in real terms from the 1981-82 level to account for 12 per cent of total

governmental budget. So, reducing the cost of these programmes are the

26 J.D.Gavan and I.S. Chandrasekera The Impact of Public Foodgrain

'Distribution on Food Consumption and Welfare in Sri Lanka,

Research Report 13. Washington, D.C.: International Food Policy
Research Institute, 1979.
26 'P.S.Geo'rge, Public Distribution of Foodgrain in Kerala-Income
Distribution Implications and Effectiveness, Research Report 7.

Washington, D.C.: International Food Policy Research Institute,
1979.

27 R. Ahmed, Foodgrain Supply, Distribution and Consumption Policies
within a Dual Pricing Mechanism: A case study of Bangladesh,
‘Research Report 8. Washington, D.C: Internatlonal Food Policy
Research Instltute 1979.

28 H. Alderman, J. Von Braun and S.A. Sakr, Egypt’s Food Subsidy
and Rationing System: A Description, Research Report 34.
Washington, D.C.: International Food Policy Research Institute,
1982.

51



objective of structural adjustment policies. For such cases, limiting the
beneficiaries of such programmes to the poor and nutritionally vulnerable
groups, seems attractive from the point of view of structural adjustment
policies. It would seem that governnients in a number of cases could cut
budgetary expenditure on cheap food programmes without directly
worsening the income of most of the poor.

In the case of India, Bhagvati and Srinivasan®® argue that the
larger portion of food subsidy programs costs has gone to PDS and during
the reforms period it is necessary to protect the poor effectively and PDS
would urgentlyibe reformed. According to him, the inefficiencies of the PDS
..are due to poor targeting such cases fitting well into the structural
adjustment programmes which lay emphasis on efficient resource use. The
proponeqts of adjustment programmes have also suggested targeting
through cl;anges in commodity corhposition from superior cereal§ like rice
and wheat to coarse cereals_, a-nd.phAasing out edibie oils and sugar. Such
emphasis deterioratés the:quality of life of targeted groups, and worsens
the nutritional value.

However, cheap food policies are not the only social policies related
to health sector that‘ may be cut as :part of structural adjustment

programme. Direct cuts on health services many have both an immediate

29 Jagdish Bhagwati and T.N. Srinivasan, India’s Economic Reforms,

Ministry of Finance, Government of India, New Delhi, 1993.
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and a long-run impact, and those on education may have both an
immediate and a long-run impact, given the evidence regarding the
relations between better education and improved health and nutrition.
The various evideﬁce and literature on structural adjustment
programmes observe that it had adverse effects on the poor in Latin
America and Africa. Cornia, Jolly and Stewart®® observe 22 countries
which suffered the most substantial cuts in expenditure in health sector.
Nineteen out of the 22 countries experienced declining GDP per capita. The
cuts in health expenditure per capita exceeded the rate of decline of GDP
in a number of ;:ases. In Latin America, from 1980 to 1984, expenditure on
healf,h per capita fell in 14 countries. Cornia, Jolly and Stewart argue that
the study of Hicks and‘ Kubisch tended to mask most of these negative
impacts by focusing primarily on shares vof social sector expenditure in

' total gdverhment expenditure rather than on the real levels of expenditure.

Individual and Household Response to changé in Income and Price
The most irhportaht effects of the structural adjustment programmes
on individuals or households are to change their real income and the

prices. Here, I summarize some evidence that reducing or eliminating

- government programmes such as those providing general cheap food my

30 R. Jolly, G.A.Cornia and Stewart, Adjustment with a Human Face,

Vol.ll, Oxford: Pergamon Press, 1987.
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and a long-run impact, and those on. education may have both an
immediate and a 10ng—‘rim impact, given the evidence regarding the
relations between better education and improved health and nutrition.
The various evidence and l’i’teratqre on structural adjustment
programmes observe that it had adverse effects on the poor in Latin
America and Africa. Cornia, Jolly and Stewart®® observe 22 countries
which suffered the most substantial cuts in expenditure in health sector.
Nineteen out of the 22 countries experienced declining GDP per capita. The
.cuts in health expenditure per capita exceeded the rate of decline of GDP
in a number of cases. <In Latin America, from 1980 to 1984, expenditure on
health per capita fell in 14 countries. Cornia, Jolly and Stewart argue that
the study of Hicks and Kubisch tended to mask most of these hegative
impacts by focusing primarily on shares of social sector expenditure in

~~

total gdvex:nment expenditure rather than on thereal levels of expenditure.

Individual and Hous_ehold Reépohse to change in Income and Price |

The most important eﬁ'ects of the structural adjustment programmes
“on individuals or households are to change their real income and the
prices. Here,.I Summafize some evidence that reducing or eliminating

gbvernment programmes such as those proviaing general cheap food my

30 R. Jolly, G.A.Cornia and Stewart, Adjustment with a Human Face,

Vol.II, Oxford: Pergamon Press, 1987.
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considerably reduce the short-run income of many of the poor by 10-20 pér
cent and in some cases by much more. At the same time, rel_ative prices
may change substantially, and for cuts in the food subsidy and relative
prices may change are likely to be ones that discourage the consumption
of goods that are presumably positively associated with health and
nutrition. Here, the crucial question is the probable impact of these income
and price changes on food consumption.

Behrman and Deala’lvikar31 study reports large income
responsiveness for food expenditures, with reduction in total food
expenditures often of eight to n'ine per cent for every ten per cent drop in
income among poorer populations. Considerable evidence also exists_ that
the poor are very responsive to relative prices in deciding what food items
to consume. Table 2.3 summarizes evidence from a number of countries
regarding the combined real income aﬁd own-pricé response to rise price
increase. | |

The péor tend to cut back on théif consumption more than the rich

in response to such price change. Househoids also may response
substantially by chénging the composition of their food expénditurqs whén

relative price changes.

31 J.R. Behrman and A. Deolalikar, Is variety the spice of Life?

Implications for Nutrient Responses to Development Philadelphia,
University of Pennsylvania (Mimiographed document), 1986.
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Table 2.3

Price Elasticity of demand for Rice among
Low and High Population Groups in Selected Countries

Low Income High income
Country Percentile | Price Percentile | Price
elasticity | elasticity

Colombia 1 -0.43 93 -0.19
Indonesia 8 -1.92 55 -0.72
Bangladesh 10 -1.30 90 -0.83
(rural)

Philippines 12 -0.73 87 -0.46
Brazil 15 -] -4.31 90 -1.15
India (rural) | 3 -1.39 96 -0.39
India (urban) | 1 -1.23 92 -0.21

Source: Pinstrup, Anderson (1985).

Behrman and Dealalikar provide a recent test of this possibility for
arural south Indian sample'. First, they estimate fairly standard relations
for the food quantity response to income for major food groups and find
elasticities of the order of magnitude of 0.8 to 0.9, suggesting that food
quantities are adjusted almost as much as income when the latter changes.
Then they estimate direct nutrient elasticities with respect to income for
the same sample and find elasticitieé at rﬁost of 0.1, suggesting low change
in nutrients intakes with income. In the relatively poor society in which

the variety of food is relatively limited thus, such results suggest that
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income decrease causes substantial decrease in food expenditures but
mainly by shifting to less costly source of nutrients rather than by
consuming fewer nutrients. But some members of the séciety are so poor
~that shifting to cheaper source of nutrients may not be possible because no
cheaper sources of nutrients are available. This stu'dy also study suggest
that the impact of small changes in nutrients may be much more in terms
of body heat and perhaps energy expenditure than in terms of clinical
measures of health status. But Isenman®? presents time series evidence
for Sri Lanka tha£ mortality has responded positively and significantly to
thé price of paddy, presumably in part through a link between price,

nutrient intake, and health.

Country Studies Directed to the Evaluation of the Impact of
Adjustment Policies on Health '

The most visible of thesé studies probably are those assocfated with
UNICEF (Jolly and Cronia). These studies do not formalize explicitly the
links between_ structural adjustment programmes and the health and
nutrition of chiidrén. But :they attempt to use secondary data t>o

| characterize _séme of the links relatiﬁg to factors such as unemployment
the éompoSitioh of govefﬁmehtal expenditﬁres and direct indicators of

health and nutrition. They focus on finding possible negative, recessionary

32 P. Isenman, Bvasic Needs: The Case of Sri Lanka, World

Development 8, 1980, pp.237-258.
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impact of adjustment on children.

In the contrary, Preston®® argues that what is remarkable is that
the best data on children’s health is infant and child mortality rate which
sho;)vé continued decline nearly everywhere.

But on further inspection, this trend is less favourable than it might
appear. Because, there have been a number of major developments in the
health sector since the late 1970s, which might have been expected to
improve these indicators substantially like the widespread use of oral
rehydration salt for the treatment of diarrhoea and the massive increases
in immunization. Data for developing countries as a whole suggest that the
increase in immunization between 1980 and 1988 and the use of oral
rehydration salt alone reduced the child deaths by 15 per cent, according
to UNICEF study (1990). S, Adecwlinir;g IMR does not mean overall
' improverﬂent of health and nutritional - status. Also, the . effect of
adjustment poliéies on health are slow to materialize and cumulative over
time. This would suggest that if adjustment policiés have in fact had a‘
negative impact on health, only part of this negative impact would so far
}}ave :appeared in health étatisti'cs. This is in marked contrast to
immunization and oral rehydration, which Have a much more immediate

impact.

.33 Samuel H. Preston, Review of Richard Jolly and Givanni Andrea

Cornia, editors. The Impact of World Revision on Children, in
Journal of Development Economics 21:2, May 1986, pp.374-376.
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However, study of David Woodward® suggest a negative impact
of adjustment on health indicators in Africa. The table 2.4 shows the role
of change of two main health indicators, the IMR and life expectancy of
birth over four periods-pre crisis (1969-77), Crisis (1977-82), early
adjustment (1982-87) and later adjustment (1987-89). These data are given
for five country groups.

| Table 2.4

Change in IMR and Life Expectancy in
Sub-Saharan Africa, 1969-89

IMR Life expectancy
Average annual change Average annual change
Years

1969- 1977- 1982- 1987- 1969- 1977- 1982- | 1987-

77 82 87 89 77 82 87 89
SIC/ | -.252 -2.13 -1.78 -1.77 +0.28 +0.28 +0.47 | +0.26
EIAL
SIC/ -1.70 -2.16 -1.58 -4.35 +0.33 +0.36 +0.42 | +0.28
OAL |

sic/ | 242 |-192 |-196 |-191 |+036 |+038, | +044 | 4036
NAL ’

MIC/ | -1.80 |-1.88 | -2.40 -1.89 +0.31 | +0.28 | +0.55 | +0.24
NAL

Other/ | -1.52 | -296 | -205 |-169 | +022 |+0.85 | +0.47 | +0.34
NAI B :

ALL | -2.08 -2.00 -1.96 2.38 +0.356 +0.39 +0.48 | +0.26
‘SSA

Source:- Woodward, (Debt, Adjustment; and Poverty) 1990.
SIC = Severely indebted countries

MIC =.Moderately indebt countries

EAIL = Early and intensive adjustment lending

OAL = Other adjustment lending

NAI = No adjustment lending

David Woodward, Debt, Adjustment and Poverty in Developing
Countries, Vol.Il, London: Pinter Publishers, 1992.
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The first three lines of table show the performance of three groups
of countries with similar levels of debt, but different degrees of adjustment,
the third to fifth lines show three groups with the same degree of
adjustment.

‘The impact of debt during the early phase is clear. The ‘other’ group
doubled their rate of reduction of the IMFR and increase of life expectancy
during the early phase, but the raf,e of reduction of IMR was sharply
reduced and the rate of increase of life expectancy remained broadly
unchanged for more indebted groups. After 1982, the situation is less clear.
In absolute terms ‘other’ groﬁps performed no better than the severely
indebted countries.

A comparison of the adjustment categories within the Severely
indebted group suggests that non-adjusting countries were more seriously .
affected that the intensively adjusting countries during the crisis phase
(1977-82) in terms of IMR, but they sﬁcceeded in avoiding any further
deterioration thereé,fter. In the intensively adjusting countries, by contrast,
performanée continuéd to worsen during the adjustment phase after 1982.

On life expectancy, the intensi\(ely adjusting countries performed
substéntially worse than the non-adjusting group in the crisis phase in
1987-89, but the situation of two grouvps‘ was broadly similar in 1982-87.

‘This appears to -support the suggestion that adjustment may have

had a significant negative impact. However, the South Asian experience
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with adjustment programmmes shows an improvement in social conditions
becéuse of the favourable initial conditions have eased the path of these
counties. The set of measures adopted by these countries (Malaysia,
Indonesia, South Korea) are the higher prices for the principal food crop
rice, employment generation and subsidies for agricultural inputs. The
combined effect of these policies was in an increase in employment,
productivity and incomes in rural areas. The creation of more flexible
economic structures, expansion of labour-intensive investment programmes

and shifting the composition of public expenditure towards sectors that
benefit the poor have ensured the vulnerable sections. But factors other
than the adjustment programmes played a major role n échieving the
higher growth rate of these countries, like favourable international trade
- condition, egalitarian politics and sustained invéStment 1n human capital.
It is also.important in this context that is the political cpmm!itment to
various sectors inﬂuencés the extent and direction of adjustment to be

borne by these sectors.
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Chapter 3

THE LINKS BETWEEN
ADJUSTMENT AND HEALTH

In any developing countries health sector is an integral part of the
socio-economic development process. Because, health is not just absences
of disease and illness, it is a state of complete physical, mental and social
being. Health, thér_efore is indirectly related to the social context and the
very existence of people. Heﬁce_‘health’ is not a function of medical care
alone. but of the overall integrated development of social, .cultural,
economic, educational and political. Therefore, health sérvices is considered
to be only one input to the production of health. The task of primary health
~ must begin with the social endeavor of achieving the necessary social and
écdno_mic\.»t\iransformation at the local levels.

,Primary health services depend on availabilitf of food supply, proper
nutrition and adequate supply of safe water and basic sanitation._ MCH,
-preventio'n'and control éf communicable disease and provision of es.sent.ial
drugs. So, Health vsectqr involve all related sectors and aspects of
| develdp_ment. Other inputs such as education, social and environmental
.facto:rs, including agricultural, industrial and urban-rural poliéies may be
ju’stﬁ as'i'm};(.irtant as health sector. The historical, political, ecénqmic forces

in the political economy not only shape and condition the health sector
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recognised.

The impact of SAP on health sector is critical. Economic evidence
suggests that health sector in developing country adversely affected by
SAPs, either concurrently or with substantial lags. The most reliable data
on health status, IMR generally shows continued declines despite SAPs.
This debate of impact on health sector investment is reviewed in the 2nd
chapter with country analysis. Here we discuss conceptually the process at
wérk which influence health sector of an economy undergoing structural
adjustment.

Changes in the use of health services have been regarded as a
result of change in demand and supply. The ‘supply’ side represents the
proyisioq of services by the state énd other agencies. This determines the
availabilit&-of services to households.

The ‘demand’ side of hv.ealth sector consists of the services which are
available used é.nd by those who can buy them and need them. Demand
side therefore does vnot necessarily cover the health needs of the entire

population.

The Supply Side of health Sector

SAPs affect the supply of health services primarily through its
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they also influence many non-medical force important for health. So,it is
an integral part of socio-economic development processes and its activities
need to be co-oridﬁated with those social and economic sectors.

The health of the membefs of family is also important in
determining household incomes and its consumption. If a producér or
worker suffers chronic ill health, she or he may not worked at all. This
may have a reduced income potential. Small peasants being unable to work
at a critical time in the production process due to his/her ill health may
produce crops whose output is relatively unaffected by shortage of labour
at particular times, in preference to those which could génerate the highest
level .of income. All these are situations in which a family lose
economically.

Beyond the household, health is also of critical impértance to the
eéonqmy as a whole, since it represents a central component of human
capital, which is the productive potential of the labour force in a country
in the long term, the potential income of an economy is constrained by
écarcity o_f capital and human capital. The scarcity of capital can be eased
to some extent by a solution to the debt crisis, by inflows of aid and foreign
| invgs_tment but if human capital is eroded, it will limit the benefits to
growth.

Because of the above role that health of a population plays in

national economies, the importance of its health sector has to be
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impact on changes in the level of public expenditure in health and related
sectors and on its comparison within each sector.

The clearest and most direct linkage between SAP and health is the
effect of reduction in government spending which affected different type of
expenditure, wage level and employment, different level of services like
clinics, hospitals, ete, and different type of services like academic and
vocational education, village health workers, health education,
immunisation etc.

However, World Bank has tended to be that the health services are
generally protected by eXpendituré reduction. But Heller and Dimond!
find that the SAPs and foreign debt was an important factor in
determining the level of government spending on health. Théy also cast
doubt on the view that health expenditure have been vrelatively protected
from adjl\l‘étment. Hicks and Kub'is‘ch,2 for example considered all ‘37 case
of reductions in real governme%nt expenditure between 1972 an;i 1980;

However, there is éonsiderable diSagreément about the impact of
SAPs on macroeconomic outcomes and health this problem arises from the

time-lag between cause and effect. The economic charges on health to a

. P.Hellr and J. Diamond, International Comparison of Government
Expenditure Revisited, 1975-86, IMF Occassional Paper 69,
-Washington, D.C., 1990.

N. Hicks and A. Kubisch,. Cutting Government Expenditures in
LDCs, in Finance and Development, September, 1984.
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great extent, cumulative over time and Health can only be measured
effectively by indicators such as morbidity and mortality rates. However,
changes in economic condition do not immediately cause illness or death,
but rather increase people’s vulne;;a.bility. The change in vulnerability
occur gradually over time.

Resistance to disease can be regarded as a form of ‘savings’ which
are accumulated over time to meet the cost of disease. The rate at which
these savings are accumulated dépends on a large number of factors like
intake of cﬂalories, protein, water quality, sanitation, preventive health
rﬁeasures, immunisation, housing and environmental conditions etc.® The
effect of any change in these conditions is to increase or reduce the level
of savings over a period bf time.

Any_ deterioration in housing condition is likely to occur gradﬁall-y
as a résﬁli; of mainténance, water quality will decline over time if new
invéstment in this area is reduced. |

| If the gener’al level of fesistance to a disease is lowered because of_
above condition, epidemics or parasitic diseases may spreéd and become
more prevalent. Thus, Vthére may be -strong causal links between

government ex_penditureand health.

David Woodward, Debt Adjustment and Poverty in Developing
Countries (The Impact of Debt and Adjustment at the Household
Level in Developing Countries), Vol.Il, London: Pinter Publisher,
1992. '
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The level of government expenditure is important for health sector,
its pattern and use within each sector is also critically important. The
effects on health sector depend critically on changes in composition of
expenditure at various levels, distribution of incomes and revenues and
relative prices, which will be critically analyse further in this chapter. The
- health and nutrition effects are likely to be most dangerous if the real
resources available to the poorest groups are reduced by SAPs policy.

During the first phase of SAP, fiscal adjustment is subject to
practical constraints by consideration of political expediency. In this phase,
political constraints generally mean the ménpower expenditufe and
particularly employment levels tend to be protected.‘ Strong politically
- groups are able to protect their interest relatively well. This mean that the
emp'h.a‘sis\ pf experidit_ure reduction tends to be an iﬁvestment. Réduction
in expendifure an manpower generally takes the form of lower rfzal wages
rather than cuts in employmeﬁt.

| This ‘p'attern often results in critical shoftage of materials, which.
may seriously reducé the quality of the services which can be provided.
This problem is compounded by the shortage of foreign exchange, since
most medical supplies, for example, are generally imported. The impact on
the quality of héalth services are negative because this may result in
shortage of basic medical equipment like rubber gloves, syringes and

sterilising equipment, which seriously increase the risk of infection and
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shortage of drugs may prevent the treétment of some condition.

During the second phase of SAPs‘effort is made to correct these
problems. New investment continues to have a low priority as the main
emphasis is placed on funding ths precurrent costs of past investment.
Where real incomes have fallen substantially, the emphasis tends to be on
reducing employment levels rather than on further wage reductions.
However, the extent to which supplies of materials or real wages levels can
be increased is seriously limited by the continued financial constraints and
the political constraints on reduction of employment.

SAPs often result in substantially reduced real incomes for heslth
professionals. In African countries, income of health workers and nurses
fallen below the subsistence level, resulted negative supply of such
personel. As incoms declines, it becomes necessary for nurses and health
workers ts supplement théir incomes from elsewhere. This result in a
distraction from their. professional duties, which may seriously reduce the
time available for providing health care. |

So, the result of rsduced expenditure on public health services has
been both to redu;:e their availability and their quality. Reduced real
income for _healthrprofessionals may have a particularly important effect

- in the latter contex}t,v as well as shortage of basic supplies in the health.

sector.
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The Demand Side of Health Sector

The health Stétus of a population seen as a result of the
combination of their need for health services, the extent to which they use
health services and the effectiveness of the services they use, it is the
result of the Historical, political and economic forces of country.

The extent to which health services are used depends on the
intersection of demand and supply mediated by the pricing system.
Demand too is influenced by the need for services. Structural adjustment
programme affect a households need for health services by given
mechanism:-

(1)  Nutritional Standards: The impact of SAP on nutritional standards
arise primarily from its effect on household incomes and food prices.

- Households whose real income fall during adjustment programme

may face substantial deterioration in nutritional standards, because

of fall in real incomes. Expenditure on food is likely to b;a reduced

‘because this is such a major item of household spending. This is

} com;;ounded by increase in food prices as a result of .d'evalﬁation or
withdrawal of subsidies. According to Behrman,* studies, the

consumption of particular items of food is highly sensitive to

J.Behrman, The Impact of Economic Adjustment Programme in Bell
and Reich (eds.) "Health, Nutrition and Economic Crises:
Approaches to Policy in the Third World", Auburn House, Dover,
Massachusetts, 1988.
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changes in their prices relative to other foods. The sensitivity of
consumption to changes in both incomes and prices is substantially
greater for poor households then for those with higher incomes.
For some households, there may be scope to protect calorie
consumption by substituting towards cheaper alternative foods. This
 had led the World Bank to suggest that food subsidies should be
restricted to the single cheapest source of calories.® But ‘caloric
intake’ is the minimum dimension of nutrition, but protein
consumption is essential for a health work force.

This is particularly important where substitutioh takes place away
from relatively high protein-cereal staples such as rice and wheat
and towards starching staples such as potatoes etc, which are much
,' lowef in protein. The starchy staples tend to bevmuch less tradeable
: the;l cereals. Thi.s means that their‘ real prices tend to fgll duringA
devaluation .while those of cereals often rise. This may indﬁcé a
substitution away from cerealé and toward starchy staples, resulfing
inra marked reduction in protein intake. This danger is particul_ariy
important among poor, because of substitution between different

foods in response to price changes tends to be much stronger among

World Bank, Report for the Poverty Task Force on Poverty
Alleviation, Vol.Il, Washington, D.C; 1986.
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the poor in some cases.®

The intake of vitamins and minerals is also critically important to
health. The consumption of these may well decline as a reduced
variety of diet. The best documented case of this is iron deficiency,
which can ha;re a substantial negative impact on general health
status. Other important case includes Vitamin B deficiency, which
cause pellagra and vitamin A deficiency which can cause blindness
and increase the risk of child death from respiratory illness.

Another important factor is that the calorie iptake on individual
needs is mostly determined by her ér his expenditure of energy.
Many of the survival strategies, such as working hour, adqpted by
households in response to reduced real income levels or increased
'prices for essential goods entail an increase in energy use in terms
of célories to make up for lower output priceé or higher iﬁput prices
of increased home production to reduce household spéndin_g needs.”
If this increase in énergy expenditure is[ not fully compensated by an
increase in calorie intake, the effect will be equivalent to a

deterioration in nutrition.

Prinstop-Andersen, Food Prices and the Poor in Developing

Countries in European Review of Agricultural Economics 12:1-2,
1985.

dJ. Strauss, Does Better Nutrition Raise Farm Productivity? in
Journal of Political, April, 1986.
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2)

Households’s Allocation of Time: The impact of structural
adjustment policies may also have critical impact on the households
allocation of times which is critical to the health of household
members, especially at times of high labour use, such as weeding
and harvesting seasons in agricultural communities. As financial
pressure increased, poor households respond by increasing the time
allocated to productive and income-earning activities. It is a kind of
self exploitation, and at the same time, the time needed for
day-to-day household activities may be increased as household
substitute expenditure of time for expendituré of‘ money, home
production of food are other goods may be increased to sub st_itute for

purchases from the market. This increased pressure in time has a

‘number of potentially important impact in health.

\~

The increase in working time increase physical and mental stress

- which may lower resistance to disease.® The increase in time

pressure may also reduce the willingness or ability of household

members to take time off work for ill- health. A nu_rnber of

- household activities make an important contribution to health
-conditions, like, child- care, cleaning, household ‘maintenance,

fetching water, food preparation etc. If these activities are reduced

by the tighter constraints on household time, health standards may

David WoodWard, op.cit.
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3)

decline as a result. Time is also an important factor in the
households ability to make use of formal health services and the

main alternative to the use of health services is care within the

‘home. As the time availabI; is reduced, so the ability of the

household to provide such care will be reduced and its quality will
decline.

Environmental Condition: SAPs result in a deterioration in
households living environments primarily in two ways. Firstly,
reductionhin public spending redupe the provision of health related
éewices such as water, sanitation, rubbish disposal, street cleaning,
etc. At the same time, the reduction of some household activities like
maintenancé and cleaning as a result of reduced income and

non-working time, causing a progressive deterioration in the

~

-environfnent both for household concerned and household nearby.

These affects are cufnulative over time, callihg forth, a progressive
deterioratio_n in the environment. The initial effect may be limited
but if the SAP process are protracted, the overcell effect may be
substantial. |

A deteri_oraﬁdn in thé living environrr_lent may substantially increase
the jnfeétion with cbntagiou‘s diseése, or of other sources of infection

such as contamination of food as water supply.
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(4)

Nature of Work: The nature of work done by household members
and the conditions in which they work are also important factors
affecting health needs in some cases particularly in urban areas.
Increased financial pressure on household during adjustment
process, increase the value to them of income relative to other aspect
of welfare, including the avoidance of risk to their health and safety
at work. This problem may be particularly important to those
displaced from the formal sector by reductio_n in public sector
employment, who often responded by ﬁloving into the informal
sect_or. |

The. problem of unhealthy working conditions applies both to

Self-employment and to wage-employment in the informal sector. In

~
~ .

the former case high risk activities includesz like prostitution and
cﬁild probstitution. In this case of prostitution, ap>art' fror'n. the
considerable healt‘;h risks and the emotioﬁal and psychological
damage to the indivi_duél concerned are also potential sériou's wider
repercussions. In particular, the spread of sexuality transmitfed
diseases most importantly AIDS, may be substantially accelerated,
particularly where circular nﬁgration between rural and urban areas

is involved.
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In the case of wage-employment and many other self- employed
occupations, the problem relates more to the working environment.
According to a recent survey by Bose.? According to him that the
working condition are extre;;lely poor for wage workers in the
informal sector, generally falling outside the scope of government
-regulations, little care is taken to provide hygienic, rate and
congenial condition of work.

The result is a much higher incidence of health risks from
unsanitary conditions, inhalation of toxic substance, etc.

It is clearly uncontroversial that those household whose 1;ea1
incomes are reduced by adjustment will tend to face increased
~health risks as a result. What is less widely recognised is that the
hegith -_.fisks of .those households which sustain their real incomes
through shﬁival stfategies such as increased working hours,
acgeptance of worse working conditions substitution towards
.cheaper rf<')'o'd sources may also be increaséd, as many of those of
_households who live in areas where the overall effects of adjustmént
are negative, even if they themselves are not affected.

Conversely, SAP pfocéss will tend to reduce the health needs of

those whose income increase as a result of export crop. Primarily-

M.Bose, The Urban Informal Sector Revisited, (Discussion Paper
No.276), Institute for Development Studies, 1990.
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small holders who produce export crops may suffer some off-setting
negative effects, for example if water supplies, sanitation of other
“health related public services are adversely affected.

(5) Cést of Health Services: For most people, health care carries a high
cost to households in terms of their time, which household may be
unable or unwilling to sustain. And if there are charges for health
care, some household may not be able or willing to pay them. The
quality of service available will affect how much time and money the

household considers it worth spending to obtain health care.

Cost Recévery in the Health Sector

,A major component of structural adjustment programme in the
: health .s_eétof has been the introduction of cost-recovery system. The
o_l‘)vjectiveb-.\(;f this:vavpproach is to generate additional resource for these
services to compensaté for reductions in govefnment funding and to
.engour'age more economic and efficient ﬁse of resources.

The ﬁfst of there objectives at least, is based on an ehti_rély
legitimaté argufnent. By levying qharges on those who can afford to pay
them, it isl m principle possible to increase the resources to -ﬁn@ce heait_h
servicéé er those who are not able to pay.

While cost-recovery may increase the resources available to finance

services, it has the effect of discouraging their use, particularly among poor
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who are least able to afford higher charges. The net effect on the access of
the poor to health services is the result of this combination of increased
resources and in changes in who has access to services. The sensitivity of
the demand for health services ta increase in their prices is therefore
critical ‘to the effect of user charges. Its implications for access to health
services are obvious. If households respond to higher charges by using
service less, this is likely to result in deterioration in their health status.
At the same time, the effect of price changes on the use of health services
is also of fundamental importance to the amount of revenue which can be
raised in this way. The greater the reduction in use resulting from a given
price increase, the less additional revenue will be generated. It is possible
that higher charges may actually reduce the resources available if the
demand response is strong enough makiﬁg increases in user charges
entirely ;zounter productive.

The World Banks pohcy to health sector ﬁnancmg in SAP s produced
by the Bank in 1987. The proposed approach is to institute charges at
Vgovernment facilities, especially for drugs and curative care and use
differential fees to protect the poor.!°
“This policy was based on a very definite view of the likel-yveffect of

user charges on the use of health services. Another World Bank study by

10 World Bank, Financing Health Services in Developmg Countries,

IBRD, 1987.
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It is argued by World Bank that a wéll-designed system of user fees
will help to improve the allocation of .resources and demand between
different types of health interventions, so that the use of different services
more closely reflects their relative cost. According to World Bank, it’s main
objective in this regard is to encourage patients to switch from high cost
to low cost service, where later are more appropriate. However, it is mainly
the non- poor who have the opportunity to respond to charges in this way,
as most poor household’s choice between alternative health providers is
often very limited.

The main measure 6f the efficiency of public health services must be
seen in terms of this ability to meet the needs of population with a given
level of resources and this depends not only on the cost-effectiveness of the
_ provisioh of services bu£ also on the extent to which people’s access to
health ser:rices conespohds to théir need for those services. If i:os}; recovery
results in a weakehing of thé link -beﬁv&eeh need and accéss, this will
therefére represents a reducti_oh iri the.efﬁciency of the service.

The proponents 6f cost féco_very afgue “that »existingI system is
already biased to services towards those with.hig};er levels of ;ncome,
particularly those in urban areas have much greater access to health
services and makemuch greater ﬁsé of them than the poor w.}jlvo are largely

excluded from the health system..
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This problem will be compounded by cost-recovery rather than being
resolved. Gertler and Gaag'® found that the poor were much more
sensitive to price increase and it is primarily the poor who reduce their use
of health services in response to price increase. There are many potential
sources of inefficiency arising form cost recovery.

| Firstly, reduced utilisation means that the capital stock is
underused. Some recurrent costs, such as, drugs may fall in line with
reduced utilization, resulting in an increase in total costs per patient. More
generally, there are substantial economies of scale in the provision_, of
health services which are lost if the volume of service providéd is reduced.

Secondly, if people do not avoid seeking treatment as a resqlt of the

- imposition of charges,'they may well delay seeking treatment either in the

hopg of Ijecdvery, or in order to find the resoﬁrces with which to pay in
other cc‘mt;axt, delé,ying the use of a service in case it is not needed might
be regarded as an improvement in efficiency. It represent an attempt to
avoid_- _a wasteful use of resources. In the health sector, it often resﬁlts in
a deterioration in the health of a patient and a consequent increase in the
-cost of treatment, as well as unnecessary long term health damage in some
cases.

AThi;dly, t‘fhere may will be health benefits deriving fromvvisits to

health facilities and beyond the treatment which is being sought. Contact

13 P. Gertler and J.Varieter Gaag, Ibid.
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with health staff is an important source of general health advice and
health ports are a focal point for specific health education campaigns. If
people use health facilities less, their contact with these sources of
information and advice will bé reduced and the effectiveness of health
education will be eroded. Any deterioration in health conditions due to the
reduced effectiveness of health education will tend to increase health needs
and treatment costs in the fﬁture.

Another source of inefficiency is the administrative cost of collecting
fees. This cost represents a fractional loss of resources in the process of
tfansferring them from patients into the healt}; system.

In the wake of this controversy. Now World Bank admits
government intervention in health sector is necessary in some ;:ases to
protect poor and admits some rational for it. World Bank report!* admits
three eéoﬁomic rationals for government actioﬁ.

(a)  The poor cannot always afford health care that would im;;rove ﬁheir
productivity and w?ll being. Publicly ﬁnanéed.invéstment in the
,he_alth of poor can reduce poverty.

(b)  Some actions that promote health care are pure public goods create
large positive externalities. Private market and user fe_és would nolt

produce them at all or would produce little.

14 World Bank, World Development Report: Investing in Health, IBRD,

1993.
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(c) Market failure in health care mean that government intervention

can raise welfare by improving how those market functions.

In this perspective World Baﬁi{ prescription for the health sector is
as follows:-
(a)  An economic cell be instituted in the ministry of health under the
guidance of the bank for more efficient utilisation of funds.
(b)  The Govt. restrict itself to the prevention of communicable diseases
and family welfare.
(¢)  The Ministry should seek extensive loans from World Bank f'of
providing adequate finance for the various vertical programmes.
(d)  That user fees be instituted in public hospitals to recover costs and

fees be charged for medical education.

However, for the protection of households who cannot afford user
fées, WB provides the essential clinical package. It includes family
planning, prenatal care, treatment of sick child, treatment of T.B. and
sexually transmitted disease, and treatment of minor infection and trauma.
All other health care policy and activities classify as ‘discretionary’ to be

-provided only if ﬁnanc.e' allows.
It is a clear pos>ition. It simultaneously justified the near

comprehensive public coverage given in most developed countries while
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denying the same to the people of SAP’s implementing countries. It will
also Inean all excess to basic surgical and medical care will be denied to
households who cannot afford userfees.

The proposed essential clinical package is suspect. Its three element
out of five, family planning, prenatal care, treatment of sick children are
directly connected with pepulation control.

However, it is very difficult to examine all of the links between
structnral adjustment programme and health sector with theoretical
framework, because there are many complicated links in the overall
nrocess and complex. This makes it difficult to maintain ‘ceteris paribus’
assumptions.

No empirical studies currently available examine all of the links

».between \struct'ural adjustment programme and health sector. But, there
are sorne ;ystematically critical links in the process.

- However, .hea"lth sector is advet'sely affected by economic adjustment
policiee, either | 'concurrently' or with substantial lags. Macro and o
microeeonomic . tneories indicate possible channels for such effects,
primarily thi'ough alerting income and prices. And there are many
questlons that have to be answered In a particular economy exactly what
are thereffect of "economic adjustment pohcles on aggregate economic
1nd1caters. How do these translate through product and input markets into

changes in the real income and prices broadly defined faced by poor



denying the same to the people of SAP’s implementing countries. It will
also rhean all excess to basic surgical and medical care will be denied to
households who cannot afford userfees.

The prop'osed essential clinical“packagé is suspect. Its three element
out of five, family planning, prenatal care, treatment of sick children are
directly connected with population control.

However, it is very difficult to examine all of the links between
structural adjustment programme and health sector with theoretical
framework, because there are many complicated links in the ov?rall
process and complex. This makes it difficult to maintain ‘céteris paribus’
assumptions.

No empirical studies currently available examine all of the links

_bet__;ween rst'ructural adjustment programme and health sector. But, there
are some ;ystematically critical links in the process.

However, health sector is adversely affected by economic adjustment
poliqiés’, either concurrently or with‘ substantial lags. Macro and
microeconomic theories indicate possible channels for such effects,
primarily through alerting income and prices. And there are many
questions that have to be answered: In a particular economy exactly what
’are" the éffect of economic adjustment poliéies -dn aggregate ecohornic
indiéators. How do these translate through product and input markets into

changes in the real income and prices broadly defined faced by poor
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individuals and house ﬁolds. And the most important is to, what extend
such individuals and households change their behaviour in response to the
real income and real price changes in ways that affect their healfh, and.
what are the time lags and adjustmeﬁi: periods throughout this complicated
system? It is also necessary to find intervening links between SAPs process

and health sector.
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Chapter 4

IMPACT OF STRUCTURAL ADJUSTMENT
POLICIES ON INVESTMENTS ON HEALTH
SECTOR, FOOD PRICES AND DRUGS

The government of India has embarked on a path of structural
adjustment since 1990. The programme in line with the familiar IMF-
World bank prescription, has covered a wide spectrum of policies including
fiscal and budgetary contraction, downsizing of the public sector,
convertibility of the rupee, lowering of tariffs and substantial reductions
in quantitative restrictions on trade. This chapter examines the impact of
structural adjustment on health expenditure, food prices and drugs which
togethér constitute the three critical inputs into health.

The chapter is Organisgd as follows, the first section asses the
L im‘pac‘t. of gAPs on health expenditure of Centre and the States. The second
-section asses the impacts of SAPs on food prices, and third outline the

implications for drugs prices.

: Imﬁ;ict on Health Expexiditure

| A rigorous aﬁalysis of the impact of adjustment on health would
lx;equire an evaluation of the counterfactﬁal: what would have been the
levels of 'spending in the absence of adjustmeht? Even with a fully specified

economy-wide model, it would be difficult to identify precisely the
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counterfactual situation. Moreover, as Beharman and Deolalikar® argue,
in evaluating the impact of adjustment, the relevant comparison is itself
not obvious. A number of empirical difficulties are also worth noting. To
assess the impact rigorously, the levels of total public spending of Centre
and the States on health are as important as the composition of spending
separately for primary health care, curative health care etc. Moreover,
assessing the short-run impacts on such outcomes as infant mortality and
life eftpectancy is impossible owing to the absence of data on outcome
indicators in post-adjustment years, and on the qualitative dimensions of
spending such as the relative shares of salary and non-salary inputs in
total public expenditu_res. There may also be significant time lags between
changes in level and composition of spending inputs and outcomés.
Methodology: B

| :This analysis:is necessarily restrictive in scope owing to the above
iimitatioris. First, the analysis is confined to public spending on health
only. Following Beharman and Deolalikar, I adopt a simple methoaology,
ignoring mény 6f 'th;e corr;plex issues raised above. I seek to establish the
: basicv:. facts, do the le\)els of public spending on health for the i;wo years

following adjustment (1991'-92» and 1992-93) deviate significantly in a

_ 1. d. .Beharman and A.B. Deolalikar (1991), The Poor and the Social
~ Sector During a Period of Macro-economic Adjustment; The World
‘Bank Economic Review, Washington D.C.
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statistical sense from their underlying secular trends in the period 1973-90
prior to adjustment? Expenditure incurred by the Centre and the
individual States are analysed given that under the Indian constitution,
the States play a more active role in providing health fa_cilities than does
the Centre.

To estimate the trends in health expenditures over the périod 1973-
92, a simple forecasting method is adopted. In forming the forecasts, first
average annual growth rate of health expenditure has been computed and
accordingly the forecast value of health expenditure for two post-
adjustment years, 1991 énd 1992 has been computed. The forecast value
for 1991 and 1992 has contrasted with actual value of health expenditure
that occurred in 1991 and 1992. The observation for 1991-92 and '1992-93
is being forecasted from the eétimated model. It is important to re-
emphgsizé that the objéctiv’e is fo determine whether there is a statistically

significant deviation in the post-adjustment expenditures from their

. secular trend values.

'The_data.on health expenditures is complied from the various issues
~of thé:Reserve Bank of Indié Bulletins.? I have taken data upto 1992-93.
The data from 1993-94 and 1994-95 aré not complete till date. They are
tRevised Estimatés and Budgets .Estimates. of the government and these

new data are not very different from the origihal data.

Reserve Bank of India Bulletins for various years.
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The health expenditure series is the sum of expenses on medical,
public health, family welfare, water supply and sanitation. However, these
figures do not fully reflect all expenditures on health. While expenditure
financed directly or indirectly by tlr;;e government sector are likely to be
incorporated more or less accﬁrately, there is an underestimation of private
expenditures. However, this discrepancy is not alarming from the point of
view that the objective is to study the impact of macro economic
adjustment policies on health sector spending by the government. In the
table, nominal expenditure figures have been converted to real expenditure
at 1980-81 prices using the Gross Domestic Product (GDP) deflator at
factor cost. The expenditure series used in the analysis includes _the sum
of expenditure on capital (plan and non-plan) and revenue (plan and non-
‘ »plaf:n) _ e:gpehditures. Plan expenditures are expected to provide for
infrasti'u'(:t';ural ekp'ansion -and system effectiveness. The non-plan outlays

primarily include maintenance and committed expenditures.

Results:

Central Goyernment Expenditures

| Table 4.1 shows the trend in health expenditure, total and pér
capita, qf ,tﬁhe central government for the period 1973-1992 at 1980-81
prices.'The average annual growth rate of real health expendif;ure.for the

period 1973-1992 is 6 percent and average annual growth rate of per
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capital health expenditure for the period is 3.9 percent. In 1990,
immediately prior to the period when the government implemented a
number of macro-stabilization policies, the Central Government spent
Rs.2.65 (1990) per person on health and its total expenditure (in 1980-81
prices) was Rs.219.1. The health expenditure for 1992 shows a decline of
11% with a decrease of 14% in per capita terms. The question, therefore is
are the expenditures for health, for the two years following the structural
adjﬁstment policies statistically different from the observed trend between
1973 and 19907

Table 4.4 gives the trends, forecast and actual values, in the central
government expenditures. Though the actual values of health expenditures
are lower than the values forecasted by the hlodel, both, in aggregate and

per capita terms, the difference between the forecast-and the actual values

~.
™~
o .

show that there was signiﬁcant deviation in the health expenditures in the
post-adjuStment years of 1991-92 and 1992-93 frbm_ their secular trend
values. The analysis is done for levels of real expenditures and for real per

capita expenditures.
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Table 4.1
Trends in Central Government Health
Expenditures (1980-81) Prices

Year ‘Health Expenditure | Per Capita Health
(Rs. Crores) Expenditure (Rs.)

1973 64.50 - 1.12
1974 68.00 1.15
1975 88.00 1.46
1976 112.20 1.83
1977 - 113.20 1.80
1978 116.00 1.80
1979 91.20 1.39
1980 | 116.40 1.73°
1981 124.50 - 1.82
1982 . 139.50 1.99
1983 | 136.90 1.91
1984 153.50 2.10
1985 147.90 1.97
1986 | 188.10 2.46
1987 172.80 2.21
1988 | - ] 201.80 | 2.53
1989 - | 221.90 2.73
1990 - | 219.10 2.65
1991 217.90 2.58
1992 195.40 2.27
Average Annual Growth 6% 3.9%
Rate
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Table 4.2

Forcasted Value of Central Government Health Expenditure for
1991 & 1992 (1980-81 Prices)

Year Health Expenditure Per Capita Health
(Rs. Crore) Expenditure (Rs.)
1991 226.43 2.67
1992 240..50 2.7
Table 4.3

Difference in Actual & Forcasted Value (%)
of Central Government Health Expenditures (1980-81 Prices)

Year - Health Expenditure Per Capita Health
"~ Expenditure
1991 -3.91 -3.49
1992 -23.08 -22.03
Table 4.4

Trends in Level of Central Government Health
Expenditures (1980-81 Prices)

Variaf_)le : 1973 1980 1990 Rate of Forecast Actual Forecast Actual
"] Growth Value. Value Value Valuel
) 1973-90 1991 1991 1992 992
Health 6460 | 11640 | 21910 | 6 226.43 27.90 | 240.50 195.40
Exp. :
(Rs.Crore)
Health 1.12 1.73 . - 2.65 39 2.67 2.58 2.71 2.27
. Exp. per . '
" capita
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State Government Expenditures

Under the Indian constitution, health expenditures are the primary
responsibility of the individual States rather than the central government.
Of the total expend.itures, Centre and States combined, the State
government’s share of health expenditures is 85 to 90 per cent over the
period 1974-92. Therefore, it is imperative that we analyse the health
expenditures of State governments in the immediate post-adjustment
period.

Table 4.5 presents the trends in the consolidated (All States) State
governments expenditures on health observed over the period 1974 to 1992.
Data for the State governments show that health expenditures trebled
between 1974-90, whereas per capita expenditures have more than .daubled
6ve_r the same period.

Hox:vever, the expenditures for 1991-92 and 1992-93 show a decline
c'ompéred to earliér period. Between 1990 and 1992, health expenditures
" by all the States taken together fell from Rs.3055.53_ crores to Rs.291.87
rcrore, a decline of 4.5%, per capita expenditures on health decline.d by 7.4%
from 1992. These ;chang.es constitute statistically more significant deviation
frdm the trend valﬁes of the State governments expenditures on health

compared to central government expenditures on health.
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Table 4.5

Trends in State Government Health Expenditure
(1980-81) Prices

Year | ‘Health Expenditure | Per Capita
(Rs. Crores) Health
Expenditure
(Rs.)
1974 902.85 15.32
1975 1065.48 17.60
1976 1245.65 20.20
1977 1225.48 19.44
1978 | : 1417.33 22.01
1979 | 1491.35 22.67
1980 1608.20 23.95
1981 1768.12 25.81
1982 | 1955.80 27.90
1983 . | 2201.76 30.71
1984 2306.56 31.44
1985 ,_ | 2458.47 32.83
1986 | 2653.14 34.64
1987 | 286803 36.71
1988 | 292494 | 36.72
1989 2959.39 | 36.42
1990 | | | 3055.53 36.88
1991 | 2840.06 | 33.64
1992 2918.87 33.93
Average Annual Growth Rate 6.7% 4.6%
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Table 4.6

Forecasted Value of States Health
Expenditures (1980-81 Price)

Year Health Expenditure Per Capita Health
' (Rs. Crore) Expenditure
1991 3367.49 39.74
1992 3603.03 41.63
Table 4.7

Difference in Actual and Forecasted Value of States
Government Helath Expenditure (%)

Year Health Expenditure Per Capita Health
Expenditure
1991 -18.57 -18.13
1992 -23.44 -22.69
Table 4.8

Trends in Levels of All States Government Expenditure

on Health (1980-81 Prices)

Variable 1974 1980 1990 Rate of | Forecas | Actual Forecas | Actual
(Rs.) (Rs.) (Rs.) Growth t Value Value t Value Value
1991 1991 1992 1992
Health 902.85.| 1608.20 | 3055.53 | 6.7 3367.49 2840.06 3603.03 2918.87
* Expen. '
(Rs.
"Crore)
Health 15.32 23.95 36.88 4.6 39.74 39.74 41.63 33.93
Expen.
(P.C.)
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Table 4.8 gives the trend, forecast and actual values, in all State
governments expenditures. The actual values of health expenditures is
significantly lower than the value forecast of the model. In both cases, real
health expenditure and real per capita health expenditure, the difference
between the forecast value and the actual value are statistically more
significant than compared to central government expenditure on health.
These data reveal that, for the two years following the structural
adjustment policies, States bear the additional burden in the health
expenditures bc;cause of more significant decline of the health expenditure

compared to central government health expenditures.

For Centre and States taken together, the actual real short-fall of
expenditﬁfe per head at constant IvaricesA of 1980-81; as against the trend
rate of growth, wa..s- 11%-12% in both 1991 and 1992 for héalth, and
between 1990-92_, feél-heaith expenditure per person, Centre plus State,

fell from Rs. 63.3 to Rs. 56.8, a significant decline of 12%.
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Table 4.9

Expenditure on Health Per Capita in Rupees

Major States | 1970- | 1975- | 1980- | 1985- | 1991- | 1992- | 1993- | 1994-
7 76 81 86 92 93 94 95

(RE) | (BE)

AP. 5.96 8.20 16.36 | 30.66 | 5509 | 6051 | 65.06 | 68.91

Assam 5.12 7.39 11.69 | 30.67 | 4951 | 59.37 | 61.56 | 79.93

Bihar 2.88 3.96 7.78 1582 | 30.69 | 4262 | 49.35 | 58.81

Gujarat 8.01 1124 | 1883 | 3935 | 6725 | 69.09 | 76.01 | 80.00

Haryana 7.53 1143 | 1843 | 4083 | 5639 | 6249 | 71.32 | 76.22

J&K '10.02 | 1354 | 3243 | 61.35 | 122.13 | 149.77 | 162.0 | 152.9
: 8 9

Karnataka 5.44 11.37 | 1628 | 3381 | 64.30 | 76.80 | 88.49 | 103.8
4

Kerala 7.03 1443 | 2243 | 4164 | 7543 | 7686 | 1087 | 122.0
7 7

M.P. 4.73 6.61 13.18 | 25.37 | 4040 | 4833 | 58.14 | 62.67

Orissa | 490 8.15 1550 | 25.54 | 4848 | 52005 | 66.72 | 64.40

Mahamsl;_trA 7.64 11.26 | 1994 | 3809 | 6513 | 74.15 | 80.74 | 77.87

Rajasthan | 8.23 987 | 1661 | 3136 |61.76 | 7130 | 77.62 | 92.56

- Tamilnadu 6:76 1142 | 1823 | 3625 |e682 |ss98 | 9546 | 1007
: 5

UP. . 3.18 5.50 10.07 | 29.74 | 43.76 | 50.44 | 50.18 | 52.02

W.B. 6.02 1203 | 2008 | 3289 | ss.82 59.85 | 68.71 | 71..9
: 0

Source:’ Data Compiled from Finance and Revenue Accounts, Comptroller and Auditor General of
India and Demand for Grants, Respective States.

The State-wise data, all at 1980-81 prices, confirm that the burden

of health expenditure cuts has been borne mainly by expenditures of the

States themselves, rather than by the Centre. This fact, incidentally,

suggests that it is Primary Health Care, rather than the national - level
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curative programmes and medical education services, that have taken the
most strain.

In Maharashtra and U.P., for aggregate levels, actual expenditure
for the years 1991 and 1992 respectively, significantly lowered from their
forecast values for both years, for W.B iﬁ 1991, and for Punjab and
Rajasthan for 1992. For 13 large States as a whole, the actual spending
level in 1991 was lower than the forecast value. The direction of results is
similar for per capita levels. States such as Punjab and Rajasthan were
able to maintain their per capita expenditures ih the post-adjustment
period at approximately the same level as ot;served in the pre-adjustment
period.

.The case of U.P,, India’s most populous State with a high‘poverty
ratio, is interesting. In UP, pervcapita spending on health rose in real
terms f'or\i{s.IO.IO in 1973 to Rs. 25.10 in 1990, though it continued to be
“lower than the average for all States taken together, Rs. 36.85 in 1990.
Moreover, the per c_apita spending in 1990 was only 0..491% of Kerala.’s;'
Bi_har’s spending in 1973 was extremely low in comparison to Kerala’s.
Though its spending trebled by 1990, its level is still way below Kerala’s. .

The State-wise data also show that inequalities have increased
among States during structural adjustment programme U.P, in 1990 £he
second lowest spender of all the States on health (Rs. 25 per head against

an all-State average of Rs.37), had by 1992 fallen back to Rs. 19, more
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than 25% below the level predicted on the basis of pre-adjustment (1973-
980) trends. Leaders such as Punjab, Kerala, and Rajasthan but
maintained spending had not shown significant decline below either actual
or predicted trends.

It can be concluded that in the early years of adjustment, real
expenditure on health has fallen, especially when compared the forecast.
The States compared to the Centre did most of the cuttings, and the
shortfall is generally worst in the logging States.

‘As is evident from the above analysis, the structural adjustment has_
an adverse impact on health expenditure. Table 4.10 gives further details
about health expenditure. The government has over the years committed
not more than 3.5% of its resources to the health. The budget expenditure
_>for 1994f95 at 2.63 pércent of total government expenditure, is the lowest
ever. ‘.

Table 4.10 clearly reveal that the rﬁost persistent declining trend
has _beén on expenditure for hospitals and dispensaries, especially since the ‘
early 80’s, and a significant declining trend since 1991-92, followiﬁg
adjustment years. Only family welfare expenditure has grown rapidly up
to 1991-92, and since then slowed down. Similar is the case in MCH
programme. The decline in the health expenditure for hospitals énd
dispensaries may be also seen in the context of the massive expansion of

private hospitals and private practices. It has also resulted in an
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- unhealthy competition for manpower resources etc. The unchecked growth
of private health care and its unregulated functioning has made profiting

from misery a big business.

Table 4.10

Expenditure on Health: All India
Percentage Distribution

1970- 1975- 1980- 1985- 1991- 1992- 1993- 1994-
71 76 81 86 92 93 94 95 (BE)

Disease Prog. 13.63 13.50 | 12.96 11.69 10.59 10.84 10.41 9.51

Hosp. & Disp. | 37.29 45.29 43.30 37.82 26.78 27.66 27.46 25.75

Med., Edu., 719 |[874 |907 |867 |1019 | 1099 | 1092 | 7.69
Tra., Res. ‘
Family . 1289 | 11.94 | 1794 | 1939 | 1654 | 1688 | 17.27
MCH. . 039 |o051 |os0 |[203 |18 |195 |o076
Health Add. | 2005 |540 |491 |473 |449 | 447 |450 | 420
Revenu 384 |349 320 [320 [311 |27 |27 | 263
Expen. Health : : 1

Source: Combined finance and re\}enué accounts, Comptroller and Auditor General of India and
demands for grants, respective states for various years.

P. Duggal®, states that the average share of private health sector

was abéve 80 percent. It is also evident from above analysis of central and

~ States g‘oi’rernments_ .expenditurie, the burden of health exi)enditure cuts
‘borne mai.nly by States g_overnméhts. It means, it is primary health care

-rather than nation level programme that has suffered the most. Which

Duggal, Ravi (1986), Health Expenditure in India, FRCH
Newsletter, 1.I. Bombay.
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means the majority of population either go to the Taluka or district
hospitals or go to the private practitioners.
Under structural adjustment policies, the WB prescribe* that the
PHC restrict itself to the preventioﬁ -6f communicable diseases and family
welfare and leaves the curative aspect to the private sector. This means
that all access to basic surgical and curative medical care will be denied to
the poor. This also means that the narrowing down of PHC to being
- selective. This strategy neglects wider public health aspects and
concentrates only on ‘child-survival’ strgtegies and maternal health in the
hope of controlling population. ’fhe cuts in general welfare expenditure also
did not permit strengthening of the links. of health services sectors with
other sector. This means the whole concept of the primary health care is
distorted.

Undér structural adjustment programme, the WB proposed more
vertical health programme. Further support to highly centralised and
bureaucratic vertical programmes, will only succeed in further destroying

_the curative component, while at the same timé leaving the poor to the

tender mercies of the private sector for curative care.

4 World Bank Report (1993), Investing in Health, Oxford University

Press.
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Impact on Food Prices and Nutrition

Beginning in July 1991, under structural adjustment programme,
the devaluation and floating of the rupee, has had indirect effects on the
whole economy including agriculture énd food price. However, agriculture
was not included in trade liberalization measures taken during 1991 and
1992,% except for the relaxation of some export controls. At the end of
1992, about 60 agricultural and livestock products were subject to some
form of export control, as well as about 46 manufactured products, most of
which were processed primary commodities. In April 1993, a further range
of products were removed from this list.

Until 1991, the main achievement of Indian agriculture and food
policy is t:o\depend more and more on buffer stocking and operations stock
holdings. The basic objective of this was ensuring an equitable distribution
of avavilable food supplies, especially in the deficit area and among the poor
sections. Also the insulation of the domestic markets from world market
conditions and the governments buffer stocking policies in the case of
foodgrain, have meant that the domestic prices of most agricultural
commodities remain considerably more stable than international prices.
Under structural adjustment programme, freeing imports and exports of

wheat and rice and the other commodities from canalization, licensing and

5 ‘Budget’ for Respective Years.
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other controls will mean that domestic price will move up ahd down with
international prices. It also implies that the government of India should
relay increasingly, and may be almost exclusively, on forward or options
buying in the international grain m;rket rather than on large stores. It is
obviously a riskier business for a large country such as India, where a
major crop failure might affect markets, and even cause non-delivery of
grains promised at prices that turned out to be unfavourable to suppliers
after the event. In particular, in a very thin and fluctuating rice market,
a major _actual or even potential incident of this sort could be price
:disruptive.

Both output price and foreign exchange/trade liberalization,and
agricultural desubsidization, the ‘two sides’ of the new thrust to spread
adjustment into the agricultural sector will lead to rises in food prices.
Accor(.iing:to Lipton® Study, cereals comprise 40% of the budget of the
poorest quarter of the population,. and in this case priée rise by 20%,
would.gmount to an 8% cut in real income per head for the poorest quarter

of the population.

Lipton, M (1993), Liberalization, Poverty Reduciton and Agricultural
Development in India, a Paper Presented at University of Oxford, in
1993.
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Pursell and Gullati (1993)7 also estimate by comparison of domestic
and world prices prevailing in 1992/93, the net effect of implementing the
reform agenda probably will be to raise the overall level of food price by

about 15% to 20%.

Methodology:

A rigorous analysis of the impact of adjustment on food prices has
done by using dummy for checking whether structural changes in the
agriculture sector are happening or not. To assess the impact of structural
adjustment on Food price, food production and food distribution, I adopted
the basic liner mode‘, (Table 4.11). |

Y = a+ bt +ct?+dD
where all regression are run with the indicators in natural logarithmic
form. | ‘

| Disa durhmy variable that takes the value I for 1991 and 1992 and
otherwise Dummy is used if structural change has taken place in the

economy.

7 Pursell, G. and Gulati, Ashok (1993), Liberalizing Indian

Agriculture an Agenda for Reform, a Paper Presented at University
of Oxford in 1993.
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Table 4.11

Impact of Structural Adjustment on Food Production,
Distribution and Prices in India

Indicators Constant Time Time? - D First order | R? Sample
auto- Period
correlation
coefficient

Foodgrain 11.777 0.009 0.002 -0.082 | 0.770 1980-92

Prod. (000 (193.432) (0.410) 0.882 (-1.00) Dummy

tonnes) 1991-92 &

1992-93

Net 2.494 0.005 -0.002 -0.226 0.527 1980-93

procurement (16.153) (1.554) (-0.056) (-1.475) Dummy

of foodgrains 1991-92 &

(M.T) 1992-93

Wholesale food { 4.679 0.022 -0.004 0.077 0.986 1982-92

price index . (124.108) (1.321) (2.491) (1.542)) Dummy

(1981-82=100) 191-92 &

1992-93

Procurement 3.872 0.071* -0.001 0.156* (3.941) 0.9G9 1970-92

price of paddy (89.694) (7.789) (-0.538) (2.460)

(Rs. P.Q) 1991.92 &

1992-93

Wholesale 4.437 0.130* -0.004 0.403* 0.878 1970-92

price index of (42.987) (6.045) (2.491) (2.654) Dummy

Fertilizer 1991-92 &

1970-71=100 1992-93

1960-61=00 2.356 0.023 -0.003* 0.023 0.668* 0.969 1969-92

(2.226) (1.264) (3.677) (0.292) (2.708) Dummy
' 1991-92 &
1992.93

Pub.Dist. of 2.535 0.006* 0.004* 0.215* 0.554 1980-93

Foodgrain (29.902) (2.517) (-2.119 (2.656) Dummy

M.T) : (5.367) 1991-92 &

1992-93

Procurement 4.292 0.055* -0.001 0.284*

Price for what (87.5689) (5.367

(Rs. P.Q))

Source: Indication has taken Economic Survey 94-95.
M.T. = Millions Tonnes

P.Q. = Per Quentl

CPI for Agriqultural Labourers

CPI = Consumer Price Index

*

D

Denotes significance at the 5 percent level
is a dummy variable that takes th&value 1 for 1991 and 1992 and [0] otherwise.
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Figures in parentheses are t values.

Which is computed to check whether thé difference are statistically
significant are not.

and, (D) denote the level of significant. First order auto-correlation

coefficient included if a Durbin-Watson test indicated such co-

relation.

Results:

Results show (Table 4.17) the trend of structural adj.ustment and its
impact on food production, distribution and prices. The foodgrain
production in 1992-93 shows no significant decline by the dummy
coefficient o‘f the relevant regression equation. The impact of adjustment
on the net procurement of foodgrain and wholesale price index are also not
statisticéiiy_ signiﬁcant as shown by the dummy coefﬁcienﬁ of the relevant
regression eQuation.

Adjustment has an adverse impact on wholesale price index,

-consumer price index for labourers publié distribution of foodgrains and
procurement pri(;es for paddy and wheat. It is shown by the dummy
c.oefﬁcient of the rélevant regression equation and. In the case of consumer
pricé index fof agricultural labourers, first order auto-corelation coefficient
shows theb significant adverse impact of adjustment. All these results

denote signiﬁcanvce at the 5 percent level.
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The regression estimates of the table 4.12 also indicates that
although the procurement prices have gone up, the benefits of increase in
the procurement and market prices did not go in favour of small and
marginal farmers. Probably the benefits were eaten up by the rise in
fertilizer input prices. Besides, the small and marginal farmers have rarely
a marketable surplus. Essentially, they are all consumers and therefore got
affected by the rise of consumer price index for laboured and rises in the
prices of foodgrains.

Table 4.11 also indicates that the procurement prices have gone up,
but the net procurement during this perioci has not increased. It suggests
that the market prices of paddy and wheat increased. it suggests that the
market prices of paddy and wheat increased along with the increaée iﬁ the

procurement prices. It is shown by tables 4.12 and 4.13.

Table 4.12
Annual Rate of Inflation, Essential Commodities‘
| Weight 1993 | 1992
WPI |PI  |WPI |PI WPI
“General index | 100.00 | 100.00 | 8.6 86 |84 9.1
Rice 12.45 | 3.69 5.4 11.0 153 | 125
Whole wheat 443 |225 |78 |137 168 |94
Wheat atta 175 076 |79 |60 8.7 1.44
Essentiai 48.83 | 2177 |97 13.2 5.3 5.7
Commodities ‘
Source: Economy Survey 1994-95

CPl Consumer Price Index
WPI Wholesale Price Index
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Procurement Prices (Rs.)

Table 4.13

[Crop Year Basis]

Commodity | Variety 198 { 1990 | Iner | 1991 { Incr { 1992 | Iner | 1993 | Incr
9- -91 % -92 % -93 % -94 199
90 3-94
Paddy Common 185 | 205 10.8 | 230 12.2 | 270 17.4 | 310 14.8
Fine 195 | 216 5.1 240 11.6 | 280 16.7 | 330 17.9
Superfine | 205 | 225 9.8 250 11.1 | 290 16.0 | 350 20.7
Coarse FAC 165 | 180 9.1 205 13.9 | 240 17.0 | 260 8.3
cereals
Maize FAC 165 | 180 9.1 210 16.7 | 245 16.7 | 265 8.2
Wheat FAC 215 | 225 4.7 275 22.2 { 330 20.0 | 350 6.1

Source:. Selected Economic Indicators (Ministry of Finance) for various years.

In 1992-93, the consumer price index of rice and whole wheat and

. flour rose py.15.3 percent, 16.8 percent and 8.7 percent respectively against

the general consumer price index increase by 8.4 percent. This price rise

is believed to have been triggered off by the rise in the procurement price

above 16 percent for rice and more than 18 percent for wheat.

This rise has been further fuelled by an increase in rice stock by 22

percent thereby reducing market supply. This stock offtake could not

therefore help in reduc'ingr the market price of foodgrain, because in India,

‘the open_,market prices of foodgrain are to a large extent guided by the

procurement and issue price.
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Table 4.14

Cereals (Procurement offtake Stocks)

Item Year ‘000’ Tones
Rice 91-92 10444
Procurement 92-93 12722
93-94 14182
94-95 up to Nov. 8490
Offtake 91-92 ‘ 100563
92-93 9444
93-94 : 8962
94-95 up to Nov. 5268
Stocks (End of) 91-92 9754
92-93 11041
93-94 14652
94-95 up to Nov.
WHEAT 91-92 v 7752
Procurement 92-93 6379
93-94 12835
_ 94-95 up to Nov. 11868
Offtake . 91-92 8787
92-93 7695
93-94 6049
94-95 up to Nov. 28717
Stock (End of) 91-92 ‘ 2351
92-93 : 2975
93-94 7283
94-95 ) -
Source: Selected Economic Indicators (Ministry of Finance) for various
years.

A major impact of the structural adjustment programme was the
reduction in fertilizer subsidy (Table 4.11). The fertilizer subsidy consisted

of two major components, a subsidy to farmers and a subsidy to fertilizer
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industry and its suppliers. The significant decline in the fertilizer subsidy
has affected the ‘surplus’ of farmers, resulting in a loss in income and often
reduction in fertilizer use and fall in production. Ragav Gaiha® (1993)
Study revealed that the fertilizer use and fall in production also went down
significantly consequently aggravating poverty, measured by thé head
count from 59.5 to 62% in Maharashtra and 62.8,‘to 66.89 percent in
Karnataka. The measurement of poverty that has been used by Gahia is
the share of food expenditure in household income. Here it is observed that
the share of food to total expenditure has gone up both in Maharashtra
and Karnataka suggesting an impoverishment in their consumption levels.

So, the steep hire in procurement price and PDS issues price and the
reduction in fertilizer subsidy has resuited in 60% rise, from April 91, to
Dec.94, 1n the open market of foodgrain. Besides cereals account for more
- than 85% :)f the calorie intake of the poorer households particularly in the
'.rural sector énd further constitute about 60 to 80 percent of total
consumption expenditure for there groups. [NSS, No.238].° Hence cereals
consumption ié an important indicator of foodr security. In the short-run,
‘the ;verall impact of structural adjustment programme on foodgrain has

resulted in a declining trend of per capita net availability of cereals and

Gaiha, Raghav (1993), Structural Adjustment Rural Institution and
the Poor in India - A Comprative Analysis of Andhra Pradesh,
Maharashtra and Karnataka, University of Delhi.

National Sample Survey, No.238.
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pulses (Table 4.15), despite the fact that for past six years the monsoon
had been good and the foodgrain production shows no significant deviation

from previous trend (Table 4.11).

Table 4.15

Per Capita Net Availability
Per Day (Grams)

Year Cereals Pulses
1986 434.2 49.9
1987 435.4 36.4
1988 4111.8 36.7
1989 452.6 41.9
1990 453.6 41.1
1991 468.5 41.6
1992 | 434.2 34.3
1993 (Provisional) | 427.4 37.0

Source: Economic Survey 1994-95.

.It is normaliy found that the percentage of total expenditure
allocated_ to food is constituting 60 to 80 rpercent of total consumption
expenditure. When wé compare the NSS results of 1987-88 and, 1992 we
notipe that the percentage allocation to food over there years has increased
from 64.021 percent to 64.99 percent in 1992 in the rural areas. This
suggests an increase in the rural poverty. Even in terms of physical units,

<
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the total per capital cereals consumption has gone down both in ufban and
rural areas between 1990-91 and 1992. But the Economic survey of 1994-
95 claimed a continuous decline in poverty ratio. "The ‘expert group’
constituted by Planning Commission to consider the methodological
aspects of the poverty ratio, estimatés much higher proportion of poor. S.P.
Gupta ° by using this ‘expert group’s recommendation, derived that
poverty declined from 39.3% to 35.51 in 1990-91, but increased to 40.69%

during 1992 (Table 4.16).

Table 4.16

Percentage of Population Below Poverty Line

Areas 1987- | 1988- | 1989- | 1990- |Jul- | Jul-Dec 92
88 |8 |90 o1 Dec 91

Rural |39 |39.2 |337 |350 [400 |41.72

Urban | 401 |384 |360 |37.0 |376 |37.44

Combined |39.3 [39.0 |340 |350 |394 | 4069

~ Source: S.P. Gupta "Recent Economic Reforms and their impact on
the poor and vulnerable Sections of Society" mimeo - 1994.

The above table indicates a sharp deterioration in rural poverty and
structural adjustment programme ,is a major cause of this deterioration.

This situation will further deteriorate by the outcome for the

10 Gupta, S. P. (1994), Recent Economic Reforms and their Impact on

the Poor and Vulnerable Sections of Society Mimeo.
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liberalization of food trade under the GATT negotiations. After 1991,
Gulati, Pursell research classified that within Indian agriculture, there are
large differences in net incentives between crops. At the official exchange
rate, as measured by the effective subsidy indicator which allow for the
protection of output, tradable inputs and subsidies on non traded inputs,

Gulati, Pursell classified the main crop broadly as follows: (Table 4.17).

Table 4.17

Incentive for Crops

Negative Incentive Rice, Cotton

Zero or Low Incentive Wheat, Coarse grains, Pulses,
Tabacco

High Incentive . Oilseeds, Coconut, Rubber, Sugarcane

'Source: Gulati & Pursell

This is the broad scenario, assuming no major changes take place in
the global policies influencing international agricultural markets. This -
suggests a shift in the cropping patterns from foodgrains to cash crops.
Because, cash crops have high incentive and also more export linkages.
Such a trend has already begun. The index of area under foodgrain has
fallen from 100.6 in 1989-90 to 98.1 in 1992-93, while that of non-foodgrain

crops has increased from 117.6 to 130.1 during the same pe_rii)d.11 Such

11 Economic Survey: 1994-95.
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a shift in cropping pattern and the liberalization of agricultural sector is
in favour of big corporate sectors and multinationals. This situation will
result in far greater degree of mechanization of agriculture. Such a shift
will further increase unemployment in rural areas, which will further
increase poverty in rural areas.

Besides the implementation of Dunkal’s proposals,'? which would
require tarrification of import barriers, a reduction of 36% in average
import tariff equivalents, the same percentage reduction in export
subsidies, and a reduction of 20% in domestic support measures.This would
apply to the member countries of GATT, developed and developing
countries, except that the reduction by the latter would be only two-thirds
of reductions in OCED countries.

The effect on world prices of implementing the Dunkal proposals
have been\ comprehensively modelled by Branado and Martin, 13_ and they
have also considered the effects of two other plausible reforms, notably
reductions in the US éet-aside programmes and reductions in negative
protection. The result of all these exercises are that international price of

foodgrain will increase; [Table 4.18].

12 Uruguay Round of Multilateral Trade Negotiations, Dbcument No.

MTN/W/FA dated April. 1992.

13 Branado and Martin (1993) Implications of Agricultural Trade

Liberalization for the Developing Countries. W.B. Working paper.
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Table 4.18

Impacts of Dunkal Proposals on Food Prices

Item Percentage Income
Wheat 6
Rice : 2
Coarse Grain 4
Sugar 12
Oilseeds 5
Pulses 5
Source: . Brandado and Martin (1993) ‘Implications of Agricultural

Trade Liberalization for the Developing Countries’, W.B.
working paper.

The relevance for India is that if it liberalizes its own agricultural
trade under GATT’s negotiations, it is likely to give further upward push
to the general level of its domestic food prices.

Further, with. liberalizétion, rising exports and easier .access to
imported inputs and hvigh incentive for Commercial crops would lead to
more credit éubsiaies, electricity and canal water. This would lead to
increase in _prices of cereais and other food items.

These changes will increase ;’)roblems for vulnerable low income
groups. P'eoplev living below.poverty' line will be hﬁrt by increased food
. priceé. Sui)sistence farmers will be squeezed by higher prices for inputs
such as water, electricity and fertilizers, but they will not benefit from the

higher prices for marketable production.
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IMPLICATIONS FOR PHARMACEUTICAL

The health care economy in India is one for which reliable data are
difficult to find. We have only calculation of the central and State
government expenditures on health care. The National Council of Applied
Economic Research (NCAER) has conducted national survey since 1986 to
establish market structures for a varie£y of consumer goods. A household
survey of medical care was conducted in May-July 1990.1* However,
taking all available figures and with many approximations, it has been
calculated that total health expenditure at all levels are a;ound 3to5
percent of GDP, of which a major share of expenditures is on drugs.

The household health expenditure estimates that urban and rural
households 'alike, in all income groups, overwhelmingly prefer 'the
allobathic system of treatment. At the all-India level, for more than 90%
of the ‘illness episodes, the allopathic system of treatment has been
sought.!®

- The allopathic system of treatment is to a large extent synonymous
with modern drugs. In India, in the absence of the basic prerequisites of
good health-adequate nutrition, safe drinking water, basic sanitation énd

environmental health measures - drugs play an even more decisive role as

14 NCAER (1990): Household Survey of Health Care Utilisation and

Expenditure, New Delhi.

15 NCAER (199): Household Survey of Health Care Utilisation and

Expendiutre.
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the first line of defence against disease.

The NCAER survey reveals that there are shortage of medicines in
PHCs. At the household level, the expenditures on fees and medicines are
65 percent, and most of it is on medicines even though the treatment is
carried out in hospitals of the public sector. Other district studies ¢ by
NCAER have also shown that an important reason why government
facilities in rural India are not well used, is the shortage of drugs. In this
situation prices of drugs is a matter of serious national concern. Also drug
availability must improve urgently because the per capita figures are very
low. Against Rs.34 per capita in India (figure for 1986) it was Rs.43 in
Pakistan Rs.70 in Nigeria Rs. 95 in the Philippines, and Rs._ 190 in
Egypt.l” Even allowing for low Indian prices, the consumption in India
is at a very low level. It is in this context that one must consider the
_impact of structural adjustment programme on drugs and it is also
imporfant to consider the issue of Dunkal proposals in drugs and
pharmaceutical.

Owing to the paucity of data it is difficult to assess fully the level of
Drugs expe;nditure in the post-adjustment years. But increase in price of

drugs and pharmaceutical is already obvious. Acceptance of Dunkal

16 NCAER (1993) Househodl Survey of Health Care Utilisation and

Expenditure.
17 Rao, S.L. (1993) The Indian Health Care Industry a pape-presented
at the University of Delhi.
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proposals along with ‘Trade Related Aspects of 'Investment’ will also
change the drug industry. Under structural adjustment programme the
trade, liberalization has been already taking place. The ‘New Drug Policy’
is in accordance with trade-liberalizaﬁon and international interest In this
situation, Drug,Price Control order can no longer function as a price
control mechanism. As we have discussed earlier that cuts in health
expenditure has already taken place ;n the central and States budget.
[Table 4.1 and Table 4.4].

In India, for running of health services, there is a }arge bureauc'racy
and a huge line of workers [Doctors, Nurses, Pharmacists, Paramedics].

1 8 in the rural areas the State was

For instance, as in March 199
employing 3,11,455 line workers and 2,93,400 support staff. It may be
noted that these \}vere 39 percént less than the Stated requirement for
-existing health system in place. The bureaucracy is also too huge. The
.central ministry of health employs over 30,000 persons. The figures for the
States is also too large considering the fact that health-services are a State
subject.

.’ The cut-back in health expenditures of Centre and States did not
rgsu’lt in reduction in staff and their salary and staff costs are the largest

single item of recurrent spending. Then, it is obvious, that reduction in

health expenditures be focussed on non-staff items, in which drugs

18 Health information of India (1992).
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constitute a major part. In future, drug prices are going to increase rapidly
because of trade liberalization and World Bank report 1993.° ‘Investing
in health’ prescribe

"local pharmaceutical production in developing countries is

likely to make sense only for intravenous fluids, which have

relatively high transport costs, for local packaging of bulk

imports in finishing plants, and for packaging of oral
rehydration salts".

It further suggests

"Over the short to medium run, developing countries can use

their scarce public resources best if government reduce or

eliminate finance of basic biomedical research that generate

international benefits". :

In this context, one can deal with the subject of impact on drug
prices. The pharmaceutical industry in India has experienced tremendous
' growth during the last four decades. At the time of independence, in drugs,
India ranked among the highest priced nations in the world. While Indian
pharmaceutical prices today are among the lowest in the world, the

average absolute price level of drugs in the US is about 9 times higher
than in India.

The government is forgetting that the strong presence of national
- companies is the single most important reason, for the low prices of

medicine in India. The impact on availability and prices of medicines is far

more severe in other developing countries.

19 World Bank Report - 1993, p.147.
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The market share of I‘ndian companies has grown up from 43.5 per
cent in 1970 to 58.7 percent in 1990. Indian manufacturers have also
contributed greatly to exports, which increased from Rs.1.400 million in
1985-86 to Rs. 15,000 million in 1991-92, an increase of 48 percent per
year. It ranks among the most in the developing countries, in terms of
technology and in the quality and range of medicine manufactured. All this
has been possible mainly because of the patent system that the 1970 Act
provided. It has been possible for scientists and entrepreneurs to develop
alternative process technologies, which have helped the Indian
pharmaceutical industry to produ‘cé new products in a relatively short
period as is evident from table 4.19.

The Indian industry has been able to produce all basic drugs
covering Yarious therapeutic groups and thus, self sufficiency in various
drugs has Been achieved in the country. Quality-wise the products conform
to world-standards. The Indian industry has emerged as a world leader in
the production of bulk drugs like Ciprofloxacin, Dextrproxyphene,
Ethambutol, Ibuprofen, Nerfloxin, etc. Significantly, out of the top 5
companies operating in the country, only one is an affiliate of a

multonational corporation.
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Table 4.19

Time Lag Between Introduction of a Drug
Abroad and its Introduction in India

Name of the Drug Introduction in Year Time-lag (Years)
World India
Salgutamal 1973 1977 4
Mebendazole 1974 1978 4
Rifampicin 1974 1980 6
Naproxen 1978 1982 4
Bromhexin 1976 1982 6
Ranitidine 1981 1985 4
Captopr;ll 1981 1985 4
Norfloxacin 1984 | 1988 4
Source: B.K.Keayla "Patent protection and the pharmaceutical -
trllgggg;ry" Seminarr paper on intellectual property right", Delhi

{

Further, the implications of the Dunkal draft provisions are qui{;e
severe for all sectors of the indusﬁry, mainly because of treating qf
‘importation’ at par with ‘domestic production’. Unrestricted imports would
héve a Catéétrophic impact on all sectors of the drug industry.

The cénsumer will be hard hit from the point of view of availability

-of nev;r ﬁro.ducts of through domestic effort and will have to pay high prices
for all patented drugs. There would be no competitive regime and the

monopolistic regime would prevail in favour of patent laws. The prices of
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medicine would go up several times, making it extremely difficult for our
poor people to afford them. The following two specific examples in Table

4.20 of product marketed by MNC in four countries is illuminating.

Table 4.20

Comparative Prices in Four Countries (Indian Rs.)
(Marketed by GLAXO in all the Four Countries

Pack India Pakistan | UK USA
Ranitidine, 10 Tabs 29.03 | 260.40 481.31 744.65
(Brand name ‘Zantai’) 9.3 16.5 25.6
costlier (Times)

Diclotenac, 10 Tabs 5.67 55.80 95.84 239.47
(Brand name ‘Voltaren) 9.8 15.2 42.2
costlier (Times)

Source: Export-Import Bank of India ‘Pharmaceutical - A Sector
Study’ occasional paper, No.12, Feb-1991.

The cardiovaécuié.r medicine Atenalal is 11.5 times, 13.8 fimes and
30.5 times costlier in Pakistan the UK, and the US, respectively, as
compared to India. An analysis of such price differential for patented drugs
and also those drugs where patents have expired Qorld wide, also tells the
same story. The drugs which are off-patent also continue_ to sell at a high
price in these countries as there is no competitive regime. A similar picture
would emc;.rge in our countries also, if we adopt the product patent system.
In there countries, people are paying higher prices only because of the

product patent regime.
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There is yet another aspect which needs to be clarified and this
relate to the turnover of patented drugs in our country. The Indian drug
manufacturers associations had conducted a research study, based on data
available from the ‘Operation Research Group’. It has brought to the
attention of the govefnment, therapeutic group wise information for all

14 major therapeutic groups drugs which is as follows Table 4.21.

Table 4.21

Percentage of Group-wise Drugs under Patent in India

.Drugs Percentage under patent in India
Antibiotics 40.23

Antibacterials 98.80

Systematic Antifungal 25.66

Anti-Leporotics 69.96
Cardiiovascular drugs 40.18

NSAIDA I 22.16

Tranquiiizers | : ‘ 74.42
Anti-Consultants 65.93

Antiseptic ulcer drugs - 655.92
Oral-Anti-Diabetics 55.30
Anti-Asthmaties. 47.53
Anti-Histamines 2142
Anti-Lackemics | 82.41

Contraceplive Hormones 88.79

Source: ‘The Indian Drug Manufactures Association’.

TH - 278
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So, the extent of the problem is thus not a small one as has been
made out in recent past. In fact, B. Keayla, B.K.?°, estimates, if we
accepted the product patent regime and liberalization of drug industry, the
average turnover of patented drugs v;ould reach over 60 percent in t;h'e first -
ten years, and prices of drugs will also increase several times.

This study dismisses the claim of the government, which is claiming
that patented drugs are unlikely to cover more than 10 to 15% of the total
drug market in India in the foreseeable future. But what the government
does not say is that not only will the proportion of patented drug rise over
time, it is precisely the new and improved drugs which will dominate and
define the marketing trends. The government is also invoking a consulted -
logic to rationalise the impending threat of rising drug prices that high
prices will keep down the consumption of non'-essential drugs.

: NCAER est.imates of future demand of drugs on the basis of various
assumption and taking into account the three critical variables, income per
capita, per capita expenditure on health and employment in the organized
secfor, have estimated the demand for drugs in 1999-2000 at Rs. 159.960
| milliqn at constant 1981 p?ices.

) It is clear from _our analysis that drug prices will increase rapidly

after product patent is accepted. In the situation where poverty is

20 B.K. Keayla, Patent Protection and Pharmaceutical Industry, A

Seminar Paper on IPR, University OC Delhi-1993.
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increasing and health sector expenditure is being slashed it is impossible
to meet the drug’s demand of India. Under structural adjustment
programme the new drug policy has liberalised imports, removed
restrictions on foreign companies aﬁd changes to its patent laws would
only benefit multinational and increase dependence on imports with
inérease in drug prices.

Judging the cut-backs in central and State health’s expenditure, low
growth of agriculture, the reduced level of subsidies, higher prices of
foodgrains, the increase in poverty and lower expenses on poverty
alleviation programmes in real terms, the reduced level of cereal
consumption, the increase in drug prices, and a.high inflation, one is to
conclude that in net terms the social cost of adjustments are unhealthy for

the health sector.
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CONCLUSION

The health sector in developing countries has been adversely affected

by structural adjustment policies. Macro and microeconomic theories

indicate possible channels for such effects, primarily through altering
income and prices broadly defined for the poorest and the most vulnerable.
The analytical framework discussed in this dissertation also considér that
channels of impact are complex and affect poverty and the distribution of
income directly or indirectly. The indirect effects arise primarily from fhe
linkage with macroeconomic adjustment. It tends to increase the need for
both public expenditure reductionand devaluation, reinforcing the adverse
impact on health sector through linkages discussed in previous chapters.
Thé general nature .of structural adjustment, particularly the
principle of ‘Price should respond with market Conditions’, tend to increase
inequality. It implies a need to redistribute income from relatively plentiful
bland and labour, that is the main source of income for the poor, towards
scarcer physical, financial and human capital, which are owned mainly by
the rich. Thig may be further reinforced by devolution and the reduction
in investment associated 'with adjustment. |
'The overall effects of privatisation’ associated with adjustment
policies, accelerate the increase in prices and reduction in wages and

employment. In some areas, particularly health sector privatisation results
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in higher prices for health services than would otherwise be the case. The
liberalization of agricultural market benefits only a small proportion of
non-poor households; poor food deficit households lose substantially, and
increased producers prices may signiﬁcantly increase the need for public
expenditure reduction. Evidence suggest that overall impacts of cereal
market liberalisatioin on the poor are decisively negative, at least in the
short-run.

Systematic empirical studies suggest that most visible effect of
adjustment is on health expenditure, and the one which has tended to
receive most attention, is the impact of public expenditure reduction on the
supply of services which effects health séctor through various channels.

It has been argued that the overall process of adjustmeﬁt has a
significant impact on the health needs of different sections, through its
effect on ﬁutrition, the allocation of household time and living and working
environments. At the same time, where a households income declines or its
working time increases as a resulﬁ of adjustment, its ability to translate its
needs for healfh services into effective demand will be reduced.

Cost recovery has been widely proposed as a means of combating the
reduced supply of health services resulting from Iightening resource
constraint‘s. However, empirical studies reviewed in Chapter 3, suggest,
that its potential to generate revenue is much more limited than was

previously supposed, and that its impact on access to health care is much
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more serious. The presumption.that cost-recovery will increase efficiency
is also questionable, in that the concept of efficiency used is unduly
narrow, and excludes a number of important aspects , particularly access
to health services, distributional efficiency and economy of scale, which
may be seriously affected by cost recovery.

However, the indirect effects of public expenditure reduction are of
substantially greater importance in the context of poverty and health. In
particular, the redﬁction of public sector employment and investment may
result in substantially lower employment in the formal sector as a whole.
" This inc;'eases the supply of labour to the informal sector as a whole, at a
time of declining demand, thus depressing real incomes for many poor
urban households. There are also knock-off effects to the rural poor, for
whom remittance from urban relations are often an important source of
income and a wider regional effect, through the reduction in démand for
locally-producéd goods and services, in areas where public empl.oyment is
an important source of income. A further negative impact may arise from
the potential reduction in public sector efficiency resulting from lower real
wage levels.

Tighter moﬁetary and credit policies increase real interest rates;
they reduce demand ahd econoﬁic activity, discourage investment,
compound the reduction in demand and real prices for non-tradable goods

associated with devaluation, and reduce employment and real wages. The
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most direct health effects of unemployment have led to a broad spectrum
of health problems, higher IMR and increase in mental illness, etc. due to
associated psychological, economic, and social conditions.

Food subsidies are one of the -important part of social expenditure
and of direct relevance to health. Pinstrup-Andersen study reviewed in
chapter 3 surveyed existing impact of food subsidies on poor households in
tefms of real income, food consumption, and nutritional status. The overall
implication of his findings is that reductions in budgetary allocations for
food programmes may worsen poverty and decrease nutritional well-being.

| In the case of India, my analysis of the impact of adjustment on
health sector is restricted to health sector expenditure prices of food drugs.
This was selected in view of the evidence that the impact of structural
adjustment policies is most visible in these areas.

On analysis of health expenditures of centre and the stéjces shows
that the levels of public spending for the two years following adjustment,
declined significantly. The actual values of health expenditure are lower
than the values forecast at both levels, centre and the states. The declines
are particularly largé for the states. Our analysis confirm that the burden
of health expenditure cuts has been borne mainly by the states, rather
than by the centre. That fact, incidentally, suggests thét it is primary
health care, rather than the frequently national - level curative, higher

education and medical education services, that have taken the most strain.
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Analysis for impact of structural adjustment on food production,
distribution and prices also confirm that the raising of agricultural product
prices are considerably less beneficial to the poor.

The main reason for the increase in the prices of agricultural
products has been due to the decline in fertilizers and food subsidies and
incréase in procurement prices of paddy and wheat. Our analysis of the
impact of structural adjustment on food production, distribution and prices
also confirm that there has been no significant decline in the food -
~producti_on; rather on the contrary food prices has increased significantly.
As a result of increase in the prices of agricultural products, the real
beneficiaries are big producers, who also happen to be big farmers, lbecause
of that the fact, the concentration of marketed surplus is in their hands,
Consequently, poors due to increase in food prices, are bound to spend
more on fdod items and reduce the level of consumption.

| Substitution elastiéity of food items, especially in the case of cereals.
These factors are contributing to significant increase in poverty, because
expenditure' on cereals by those in lo§ver end of income distribution,
constitutes 80 per cent of théir total expenditure. This would lead to
iﬁcfease in the health risks for poor people due to undernutrition or by the
réduced capacity to speﬁd more for health services.

The implications for drug prices are also serious. Prices of drugs in

India are low because of drugs price control, and mainly because of the
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patent system that the 1970 act provided. But after liberalisation, opening
of the pharmaceutical industry and implications of Dignkal proposals would
have a catastrophic impact on prices of drugs.

Overall, our analysis confirms that the health sector appears to have
been the most vulnerable to the expenditure constraints imposed by
structural adjustment policies. In fact, adjustment policies has failed to
protect health expenditure. The result of reduced expenditure on public
health services has been both to reduce their availability and their quality,
as well as shortages of basic supplies in the health sector. In addition to
its direct effects on the effectiveness of treatment, the reduced quality of
health services have an important effect in discouraging their ﬁse. It leads
to unbridled growth of priyate sector in health services. According to ‘The
State of India Economy’ (1994-95) by Public Interest Research Group, the
rapid pri‘v;atisation has only succeeded in making the health facilities to .
the poor, a distant dbreamT |

Finally, the increased vulnerability of India’s health sector raises

serious issues for the long term sustainability of public health services.
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