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Foreword

This Report is about a simple idea whose time has
come: the Millennium Development Goals.

Born of the historic Millennium Declaration
adopted by 189 countries at the UN Millennium
Summit in September 2000, these eight Goals—
ranging from halving extreme poverty to halting the
spread of HIV/AIDS to enrolling all boys and girls
everywhere in primary school by 2015—are trans-
forming development. Governments, aid agencies
and civil society organizations everywhere are re-
orienting their work around the Goals.

But despite these welcome commitments in prin-
ciple to reducing poverty and advancing other areas
of human development, in practice—as this Report
makes very clear—the world is already falling short.
For some of the Goals much of the world is on
track. But when progress is broken down by region
and country and within countries, it is clear that a
huge amount of work remains. More than 50 nations
grew poorer over the past decade. Many are seeing
life expectancy plummet due to HIV/AIDS. Some
of the worst performers—often torn by conflict—are
seeing school enrolments shrink and access to basic
health care fall. And nearly everywhere the envi-
ronment is deteriorating.

The central part of this Report is devoted to as-
sessing where the greatest problems are, analysing
what needs to be done to reverse these setbacks and
offering concrete proposals on how to accelerate
progress everywhere towards achieving all the Goals.
In doing so, it provides a persuasive argument for
why, even in the poorest countries, there is still hope
that the Goals can be met. But though the Goals pro-
vide a new framework for development that de-
mands results and increases accountability, they are
not a programmatic instrument. The political will and
good policy ideas underpinning any attempt to meet
the Goals can work only if they are translated into
nationally owned, nationally driven development
strategies guided by sound science, good econom-
ics and transparent, accountable governance.

That is why this Report also sets out a Millennium
Development Compact. Building on the commitment
that world leaders made at the 2002 Monterrey Con-
ference on Financing for Development to forge a
“new partnership between developed and developing
countries”—a partnership aimed squarely at imple-
menting the Millennium Declaration—the Compact
provides a broad framework for how national devel-
opment strategies and international support from
donors, international agencies and others can be both
better aligned and commensurate with the scale of the
challenge of the Goals. And the Compact puts re-
sponsibilities squarely on both sides: requiring bold
reforms from poor countries and obliging donor
countries to step forward and support those efforts.

The aim is not to propose yet another new vi-
sion or one-size-fits-all solution to the problems of
the developing world; the past 50 years have been
littered with the skeletons of far too many of those.
Rather, the Compact seeks to highlight the key areas
of intervention—from democratic governance to
economic stability to commitments to health and
education—that should guide national efforts and in-
ternational support for the Goals. In middle-income
countries these interventions should be integrated
with regular budget processes and long-term devel-
opment strategies. In the poorest countries Poverty
Reduction Strategy Papers will likely be the most ap-
propriate instrument. The point is not to provide
something new or place additional burdens on over-
stretched governments, but to offer concrete ideas
on how to ensure that the fine words of the Millen-
nium Declaration—elevating poverty to the top of
the global agenda—are matched by real, country-
owned action plans that make those words a reality.

There are good technocratic reasons for taking
this approach. As this Report makes clear, the Goals
not only support human development, they are also
achievable with the right policies and sufficient re-
sources. But the real power of the Goals is political.
They are the first global development vision that
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combines a global political endorsement with a clear
focus on, and means to engage directly with, the
world’s poor people.

Poor people care about what happens to their
income levels. Poor people care about whether their
children get into school. Poor people care about
whether their daughters are discriminated against in
terms of access to education. Poor people care enor-
mously about pandemics and about infectious dis-
eases such as HIV/AIDS, which are devastating
communities in Africa. And poor people care a lot
about their environment, and whether they have ac-
cess to clean water and sanitation. Now, with democ-
racy spreading across the developing world, poor
people can finally do more than care.

In a very real sense the Goals are a development
manifesto for ordinary citizens around the world:
time-bound, measurable, pocketbook issues that
they can immediately understand—and more im-
portant, with adequate data, the Goals seek to hold
their governments and the wider international com-
munity accountable for their achievement.

That is important. Because while the main focus
of the Millennium Development Compact is the first
seven Goals and how they apply to developing coun-
tries, it is no exaggeration to say that the overall suc-
cess or failure of the new global partnership the world
is trying to build will hinge on achieving the eighth
Goal: the one that sets outs the commitments of rich
countries to help poor ones who are undertaking
good faith economic, political and social reforms.

A key conclusion of this Report is that while re-
allocating and mobilizing more domestic resources
towards targets related to the Goals, strengthening
governance and institutions and adopting sound so-
cial and economic policies are all necessary to achieve
the Goals, they are far from sufficient. The Report
is full of examples of countries that are model re-
formers—Dbut that have not achieved strong growth
because geographic isolation, hostile environments
or other handicaps mean that sustained external
support at well above existing levels is critical to
advance their development.

Long-term initiatives to halve hunger and poverty
will fail without fundamental restructuring of the
global trade system—particularly in agriculture—that

includes rich countries dismantling subsidies, low-
ering tariffs and levelling the playing field. The fight
against HIV/AIDS, malaria and other diseases will
be lost without effective supplies of affordable, es-
sential drugs to poor countries. Stable, long-term fis-
cal planning will be impossible for some of the
poorest countries without more systematic, sustained
debit relief. And last but by no means least, it is im-
portant to remember that estimates of an additional
$50 billion a year in development assistance to meet
the Goals are a minimum—and assume large-scale
reallocations of and better access to domestic re-
sources and other sources of finance.

If the fundamental vision of the Goals as a means
of better managing globalization on behalf of poor
people is to be met, the Goals need to be seen as an
indivisible package. It is a package that holds unprece-
dented promise for improving human development
around the world—and a promise that every country
has pledged to keep. The challenge is to hold coun-
tries to their promises and help them reach the Goals.

Every Human Development Report is a collab-
orative effort that relies on the help and expertise of
not only a dedicated core team but also a wide range
of friends and advisers. This year that pool has been
broader than usual because UNDP has been able to
draw on the preliminary work of The Millennium
Project—a network of more than 300 policy-makers,
practitioners and experts from around the world
who are providing their time, knowledge and energy
to a three-year effort to map out exciting new strate-
gies to help countries meet the Goals.

As with previous Reports, this is an independent
analysis seeking to advance the debate on human de-
velopment, not a formal statement of UN or UNDP
policy. Nevertheless, as an outline of the central de-
velopment obstacles and opportunities over the next
decade, we believe that it helps frame an ambitious
agenda for UNDP and our development partners in

the months and years to come.

Mar Mtatton fons,

Mark Malloch Brown
Administrator, UNDP

The analysis and policy recommendations of this Report do not necessarily reflect the views of the United Nations Development Pro-

gramme, its Executive Board or its Member States. The Report is an independent publication commissioned by UNDP. It is the fruit of

a collaborative effort by a team of eminent consultants and advisers and the Human Development Report team. Sakiko Fukuda-Parr,

Director of the Human Development Report Office, led the effort.
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OVERVIEW

@ Millennium Development Goals: A compact

among nations to end human poverty

The new century opened with an unprecedented
declaration of solidarity and determination to rid
the world of poverty. In 2000 the UN Millen-
nium Declaration, adopted at the largest-ever
gathering of heads of state, committed coun-
tries—rich and poor—to doing all they can to
eradicate poverty, promote human dignity and
equality and achieve peace, democracy and en-
vironmental sustainability. World leaders
promised to work together to meet concrete
targets for advancing development and reduc-
ing poverty by 2015 or earlier.

Emanating from the Millennium Declara-
tion, the Millennium Development Goals bind
countries to do more in the attack on inadequate
incomes, widespread hunger, gender inequality,
environmental deterioration and lack of edu-
cation, health care and clean water (box 1).
They also include actions to reduce debt and in-
crease aid, trade and technology transfers to
poor countries. The March 2002 Monterrey
Consensus—reaffirmed in the September 2002
Johannesburg Declaration on Sustainable De-
velopment and the Johannesburg Plan of Im-
plementation—provides a framework for this
partnership between rich and poor countries.

It is hard to think of a more propitious time
to mobilize support for such a global partnership.
In 2003 the world has seen even more violent con-
flict, accompanied by heightened international
tension and fear of terrorism. Some might argue
that the war on poverty must take a backseat until
the war on terrorism has been won. But they
would be wrong. The need to eradicate poverty
does not compete with the need to make the
world more secure. On the contrary, eradicating
poverty should contribute to a safer world—the
vision of the Millennium Declaration.

Addressing poverty requires understand-
ing its causes. This Report adds to that under-
standing by analysing the root causes of failed
development. During the 1990s debates about
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development focused on three sets of issues.
The first was the need for economic reforms to
establish macroeconomic stability. The second
was the need for strong institutions and gover-
nance—to enforce the rule of law and control
corruption. The third was the need for social jus-
tice and involving people in decisions that affect
them and their communities and countries—an
issue that this Report continues to champion.

These issues are all crucial for sustainable
human development, and they continue to de-
serve priority attention in policy-making. But
they overlook a fourth factor, explored here: the
structural constraints that impede economic
growth and human development. The Millen-
nium Development Compact presented in this
Report proposes a policy approach to achieving
the Millennium Development Goals that starts
by addressing these constraints.

National ownership—by governments and
communities—is key to achieving the Mil-
lennium Development Goals. Indeed, the
Goals can foster democratic debate, and lead-
ers are more likely to take the actions re-
quired for the Goals when there is pressure
from engaged populations

The Goals will succeed only if they mean some-
thing to the billions of individuals for whom
they are intended. The Goals must become a na-
tional reality, embraced by their main stake-
holders—people and governments. They are a set
of benchmarks for assessing progress—and for
enabling poor people to hold political leaders ac-
countable. They help people fight for the kinds
of policies and actions that will create decent jobs,
improve access to schools and root out corrup-
tion. They are also commitments by national
leaders, who must be held accountable for their
fulfilment by their electorates.

BOX 1
Millennium Development

Goals and targets

Goal 1: Eradicate extreme

poverty and hunger

Target 1: Halve,
between 1990 and 2015,
the proportion of people
whose income is less than
$1 a day

Target 2: Halve,
between 1990 and
2015, the proportion of
people who suffer from

hunger

Goal 2: Achieve universal pri-

mary education

Target 3: Ensure that,
by 2015, children
everywhere, boys and
girls alike, will be able to
complete a full course of
primary schooling

Goal 3: Promote gender

equality and empower
women

Target 4: Eliminate
gender disparity in
primary and secondary
education, preferably by
2005 and in all levels of
education no later than
2015

Goal 4: Reduce child

mortality

Target 5: Reduce by
two-thirds, between 1990
and 2015, the under-five
mortality rate

continued on next page




BOX 1 (continued)
Millennium Development
Goals and targets

Goal 5:  Improve maternal

health

Target 6: Reduce by
three-quarters, between
1990 and 2015, the
maternal mortality ratio

Goal 6: Combat HIV/AIDS,
malaria and other
diseases

Target 7: Have halted by
2015 and begun to reverse
the spread of HIV/AIDS

Target 8: Have halted by
2015 and begun to
reverse the incidence of
malaria and other major
diseases

Goal 7:  Ensure environmen-
tal sustainability

Target 9: Integrate the
principles of sustainable
development into
country policies and
programmes and reverse
the loss of environmental
resources

Target 10: Halve by
2015 the proportion of
people without
sustainable access to safe
drinking water

Target 11: Have
achieved by 2020 a
significant improvement
in the lives of at least 100
million slum dwellers

Goal 8: Develop a global
partnership for
development

Target 12: Develop
Surther an open, rule-
based, predictable, non-
discriminatory trading
and financial system
(includes a commitment
to good governance,
development, and
poverty reduction—both

continued on next page

When adopted by communities, the Goals
can spur democratic debates about government
performance, especially when impartial data
are made available—posted on the door of every
village hall. They can also become campaign
platforms for politicians, as with Brazilian Pres-
ident Luis Inacio “Lula” da Silva’s Fome Zero
(Zero Hunger) campaign to eliminate hunger,
part of the manifesto for his presidential bid.

Civil society groups—from community orga-
nizations to professional associations to women’s
groups to networks of non-governmental organi-
zations (NGOs)—have an important role in help-
ing to implement and monitor progress towards
the Goals. But the Goals also require capable, ef-
fective states able to deliver on their development
commitments. And they require popular mobi-
lization to sustain the political will for achieving
them. This popular mobilization requires open,
participatory political cultures.

Political reforms, such as decentralizing bud-
gets and responsibilities for the delivery of basic
services, put decision-making closer to the peo-
ple and reinforce popular pressure for imple-
menting the Goals. Where decentralization has
worked—as in parts of Brazil, Jordan, Mozam-
bique and the Indian states of Kerala, Madya
Pradesh and West Bengal—it has brought sig-
nificant improvements. It can lead to government
services that respond faster to people’s needs, ex-
pose corruption and reduce absenteeism.

But decentralization is difficult. To succeed,
it requires a capable central authority, committed
and financially empowered local authorities and
engaged citizens in a well-organized civil society.
In Mozambique committed local authorities with
financing authority increased vaccination cover-
age and prenatal consultations by 80%, over-
coming capacity constraints by contracting NGOs
and private providers at the municipal level.

Recent experiences have also shown how
social movements can lead to more participatory
decision-making, as in the public monitoring of
local budgets. In Porto Alegre, Brazil, public
monitoring of local budgets has brought huge im-
provements in services. In 1989 just under half
of city residents had access to safe water. Seven
years later, nearly all did. Primary school enrol-
ments also doubled during that time, and pub-
lic transportation expanded to outlying areas.

Such collective action improves basic ser-
vices and helps spur and sustain political will.
Ordinary citizens have pressured their leaders
to deliver on their political commitments. And
the Goals provide citizens with a tool to hold
their governments accountable.

S
Because the Millennium Development Goals
will not be realized with a business as usual
approach, the pace of progress must be dra-
matically accelerated

The past 30 years saw dramatic improvements
in the developing world. Life expectancy in-
creased by eight years. Illiteracy was cut nearly
in half, to 25%. And in East Asia the number of
people surviving on less than $1 a day was al-
most halved just in the 1990s.

Still, human development is proceeding
too slowly. For many countries the 1990s were
a decade of despair. Some 54 countries are
poorer now than in 1990. In 21 a larger pro-
portion of people is going hungry. In 14, more
children are dying before age five. In 12, pri-
mary school enrolments are shrinking. In 34,
life expectancy has fallen. Such reversals in
survival were previously rare.

A further sign of a development crisis is the
decline in 21 countries in the human develop-
ment index (HDI, a summary measure of three
dimensions of human development—living a
long and healthy life, being educated and hav-
ing a decent standard of living). This too was rare
until the late 1980s, because the capabilities
captured by the HDI are not easily lost.

If global progress continues at the same pace
as in the 1990s, only the Millennium Develop-
ment Goals of halving income poverty and halv-
ing the proportion of people without access to
safe water stand a realistic chance of being met,
thanks mainly to China and India. Regionally, at
the current pace Sub-Saharan Africa would not
reach the Goals for poverty until 2147 and for
child mortality until 2165. And for HIV/AIDS
and hunger, trends in the region are heading
up—not down.

That so many countries around the world will
fall far short of the Millennium Development
Goals in the 12 years to 2015 points to an urgent
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need to change course. But past development suc-
cesses show what is possible even in very poor
countries. Sri Lanka managed to increase life
expectancy by 12 years between 1945 and 1953.
Botswana provides another inspiring example:
gross enrolments in primary school jumped from
40% in 1960 to almost 91% in 1980.

Today’s world has greater resources and
know-how than ever before to tackle the chal-
lenges of infectious disease, low productivity,
lack of clean energy and transport and lack of
basic services such as clean water, sanitation,
schools and health care. The issue is how best
to apply these resources and know-how to
benefit the poorest people.

Two groups of countries require urgent
changes in course. First are countries that
combine low human development and poor
performance towards the Goals—the top pri-
ority and high priority countries. Second are
countries progressing well towards the Goals

but with deep pockets of poor people being
left behind

There are 59 top priority and high priority coun-
tries, where failed progress and terribly low
starting levels undermine many of the Goals. It
is on these countries that the world’s attention
and resources must be focused.

In the 1990s these countries faced many
types of crises:
o [ncome poverty: poverty rates, already high,
increased in 37 of 67 countries with data.
®  Hunger: in 19 countries more than one per-
son in four is going hungry, and the situation is
failing to improve or getting worse. In 21 coun-
tries the hunger rate has increased.
o Survival: in 14 countries under-five mortality
rates increased in the 1990s, and in 7 countries
almost one in four children will not see their fifth
birthdays.
e Water:in 9 countries more than one person
in four does not have access to safe water, and the
situation is failing to improve or getting worse.
o Sanitation: in 15 countries more than one
person in four does not have access to adequate
sanitation, and the situation is failing to im-
prove or getting worse.
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Underlying all these crises is an economic cri-
sis. Not only are these countries already ex-
tremely poor, but their growth rates are
appallingly slow as well.

In the 1990s average per capita income growth
was less than 3% in 125 developing and transition
countries, and in 54 of them average per capita
income fell. Of the 54 countries with declining in-
comes, 20 are from Sub-Saharan Africa, 17 from
Eastern Europe and the Commonwealth of In-
dependent States (CIS), 6 from Latin America and
the Caribbean, 6 from East Asia and the Pacific
and 5 from the Arab States. They include many
priority countries but also some countries with
medium human development.

Countries less often in the public eye are
those progressing well but excluding or leaving
behind certain groups and areas. All countries
should address significant disparities between
groups—between men and women, between
ethnic groups, between races and between urban
and rural areas. Doing so requires looking be-
hind country averages.

Many countries with national averages in-
dicating adequate progress towards the Goals
by the target dates have deep pockets of en-
trenched poverty. China’s spectacular achieve-
ment of lifting 150 million people out of income
poverty in the 1990s was concentrated in coastal
regions. Elsewhere, deep pockets of poverty
persist. In some inland regions economic
progress has been much slower than in the rest
of the country.

In a number of countries the Goals could
be met more easily simply by improving the
circumstances of people already better off.
Evidence suggests that this is happening in
health. But while this approach may fit the let-
ter of the Goals, it does not fit their spirit.
Women, rural inhabitants, ethnic minorities
and other poor people are typically progressing
slower than national averages—or showing no
progress—even where countries as a whole are
moving towards the Goals.

Of 24 developing countries with subnational
data on child mortality between the mid-1980s
and the mid-1990s, only 3 have narrowed the gap
in under-five mortality rates between the rich-
est and poorest groups. Similar patterns can be
found in immunization coverage and school

BOX 1 (continued)
Millennium Development
Goals and targets

nationally and
internationally)

Target 13: Address the
special needs of the least
developed countries (in-
cludes tariff- and quota-
free access for exports,
enhanced program of
debt relief for and cancel-
lation of official bilateral
debt, and more generous
official development as-
sistance for countries
committed to poverty re-
duction)

Target 14: Address the
special needs of land-
locked countries and small
island developing states
(through the Program of
Action for the Sustainable
Development of Small Is-
land Developing States
and 22nd General Assem-
bly provisions)

Target 15: Deal compre-
hensively with the debt
problems of developing
countries through
national and interna-
tional measures in order
to make debt sustainable
in the long term

Target 16: In coopera-
tion with developing
countries, develop and
implement strategies for
decent and productive
work for youth

Target 17: In coopera-
tion with pharmaceutical
companies, provide access
to affordable essential
drugs in developing
countries

Target 18: In coopera-
tion with the private sec-
tor, make available the
benefits of new technolo-
gies, especially informa-
tion and communications
technologies




Global policy attention
needs to focus on
countries facing the
steepest development

challenges

enrolment and completion rates, where urban-
rural gaps and ethnic gaps appear to be pet-
sisting or worsening. Women in poor areas
also tend to be excluded from overall progress
towards the Goals.

The Millennium Development Compact is a
plan of action aimed primarily at the top pri-
ority and high priority countries most in need
of support

Global policy attention needs to focus on coun-
tries facing the steepest development challenges.
Without an immediate change in course, they
will certainly not meet the Goals. With that in
mind, this Report offers a new plan of action
aimed primarily at these countries: the Millen-
nium Development Compact.

To achieve sustainable growth, countries
must attain basic thresholds in several key areas:
governance, health, education, infrastructure
and access to markets. If a country falls below
the threshold in any of these areas, it can fall into
a “poverty trap”.

Most of the top and high priority countries
are trying to attain these basic thresholds. Yet
they face deep-seated structural obstacles that
will be difficult to overcome on their own. The
obstacles include barriers to international mar-
kets and high debt levels—well over what they
can service given their limited export capacity.
Another important obstacle is a country’s size
and location. Other structural constraints linked
to a country’s geography include low soil fertility,
vulnerability to climatic shocks or natural dis-
asters and rampant diseases such as malaria.
But geography is not destiny. With proper poli-
cies, these challenges can be overcome. Better
roads and communications and deeper inte-
gration with neighbouring countries can in-
crease access to markets. Prevention and
treatment policies can greatly mitigate the im-
pact of pandemic diseases.

The same structural conditions that con-
tribute to an entire country’s poverty trap can
also affect large population groups in countries
that are otherwise relatively prosperous. China’s
remote inland regions, for instance, face much
longer distances to ports, much poorer infra-

structure and much tougher biophysical con-
ditions than the country’s coastal regions—
which in recent years have enjoyed the fastest
economic growth in history. Reducing poverty
in poorer regions requires national policies that
reallocate resources to them. The top policy
priority here is increasing equity, not just eco-
nomic growth.

Policy responses to structural constraints
require simultaneous interventions on several
fronts—along with stepped-up external sup-
port. Six policy clusters can help countries break
out of their poverty traps:

e Invest early and ambitiously in basic edu-
cation and health while fostering gender eq-
uity. These are preconditions to sustained
economic growth. Growth, in turn, can gener-
ate employment and raise incomes—feeding
back into further gains in education and health
gains.

e Increase the productivity of small farmers in
unfavourable environments—that is, the ma-
jority of the world’s hungry people. A reliable
estimate is that 70% of the world’s poorest peo-
ple live in rural areas and depend on agriculture.
e Improve basic infrastructure—such as ports,
roads, power and communications—to reduce
the costs of doing business and overcome geo-
graphic barriers.

e Develop an industrial development policy
that nurtures entrepreneurial activity and helps
diversify the economy away from dependence
on primary commodity exports—with an active
role for small and medium-size enterprises.

® Promote democratic governance and human
rights to remove discrimination, secure social jus-
tice and promote the well-being of all people.

e Ensure environmental sustainability and
sound urban management so that development
improvements are long term.

The thinking behind these policies is that for
economies to function better, other things must
fall into place first. It is impossible to reduce de-
pendence on primary commodity exports, for
instance, if the workforce cannot move into
manufacturing because of low skills.

The job facing top and high priority coun-
tries is too big for them to do alone—especially
the poorest countries, which face uncommonly
high hurdles with very limited resources. In this
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the Millennium Development Compact is un-
apologetic. The poorest countries require
significant external resources to achieve essen-
tial levels of human development. But this is not
a demand for open-ended financing from rich
countries—because the Compact is also un-
apologetic on the need for poor countries to mo-
bilize domestic resources, strengthen policies
and institutions, combat corruption and im-
prove governance, essential steps on the path to
sustainable development.

Unless countries adopt far more ambitious
plans for development, they will not meet the
Goals. Here the Compact argues that a new
principle should apply. Governments of poor
and rich countries, as well as international in-
stitutions, should start by asking what resources
are needed to meet the Goals, rather than al-
lowing the pace of development to be set by the
limited resources currently allocated.

Every country—especially the top and high
priority ones—needs to systematically diagnose
what it will take to achieve the Goals. This di-
agnosis should include initiatives that govern-
ments of poor countries can take, such as
mobilizing domestic fiscal resources, reallocat-
ing spending towards basic services, drawing on
private financing and expertise and introduc-
ing reforms to economic governance. All this will
still leave a large resource gap, which govern-
ments should identify. Filling this gap will
require additional financial and technical co-
operation from rich countries, including fi-
nancing for recurrent costs, more extensive
debt relief, better market access and increased
technology transfers.

There is broad consensus on the need for
a single framework to coordinate development
efforts, based on country-owned development
strategies and public investment programmes.
For low-income countries this framework oc-
curs through Poverty Reduction Strategy Pa-
pers, in place in some two dozen countries and
under way in two dozen more. Poverty Re-
duction Strategy Papers, in taking on the chal-
lenges of the Millennium Development Goals
in a more systematic way, need to start asking
what it will take to achieve them—and assess
the resource gaps and policy reforms that need
to be addressed.
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Halving the proportion of people in extreme
poverty (Goal 1) will require far stronger
economic growth in the top priority and high
priority countries where growth has been
failing. But growth alone will not be enough.
Policies also need to strengthen the links be-
tween stronger growth and higher incomes in
the poorest households

More than 1.2 billion people—one in every five
on Earth—survive on less than $1 a day. Dur-
ing the 1990s the share of people suffering from
extreme income poverty fell from 30% to 23%.
But with a growing world population, the num-
ber fell by just 123 million—a small fraction of
the progress needed to eliminate poverty. And
excluding China, the number of extremely poor
people actually increased by 28 million.

South and East Asia contain the largest num-
bers of people in income poverty, though both re-
gions have recently made impressive gains. As
noted, in the 1990s China lifted 150 million peo-
ple—12% of the population—out of poverty,
halving its incidence. But in Latin America and the
Caribbean, the Arab States, Central and Eastern
Europe and Sub-Saharan Africa the number of
people surviving on less than $1 a day increased.

A lack of sustained poverty-reducing growth
has been a major obstacle to reducing poverty.
In the 1990s only 30 of 155 developing and
transition countries with data—about one in
five—achieved per capita income growth of
more than 3% a year. As noted, in 54 of these
countries average incomes actually fell.

But economic growth alone is not enough.
Growth can be ruthless or it can be poverty re-
ducing—depending on its pattern, on struc-
tural aspects of the economy and on public
policies. Poverty has increased even in some
countries that have achieved overall economic
growth, and over the past two decades income
inequality worsened in 33 of 66 developing
countries with data. All countries—especially
those doing well on average but with entrenched
pockets of poverty—should implement poli-
cies that strengthen the links between economic
growth and poverty reduction.

Growth is more likely to benefit poor people
if it is broadly based rather than concentrated in

Unless countries adopt far
more ambitious plans for
development, they will

not meet the Goals



Import tariffs protect
markets in rich countries
and reduce incentives for
farmers in poor countries
to invest in agriculture,
which would contribute
to more sustainable

food security

a few sectors or regions, if it is labour intensive
(as in agriculture or apparel) rather than capital
intensive (as in oil) and if government revenues
are invested in human development (as in basic
health, education, nutrition and water and san-
itation services). Growth is less likely to benefit
poor people if it is narrowly based, if it neglects
human development or if it discriminates in the
provision of public services against rural areas,
certain regions, ethnic groups or women.
Public policies that can strengthen the links
between growth and poverty reduction include:
o Increasing the level, efficiency and equity of
investments in basic health, education and water
and sanitation.
e Expanding poor people’s access to land,
credit, skills and other economic assets.
e Increasing small farmers’ productivity and
diversification.
e Promoting labour-intensive industrial
growth involving small and medium-size
enterprises.

Halving the proportion of hungry people
(Goal 1) presents two challenges: ensuring
access to food now plentiful and increasing
the productivity of farmers now hungry—
especially in Africa

The number of hungry people fell by nearly 20
million in the 1990s. But excluding China, the
number of hungry people increased. South
Asia and Sub-Saharan Africa are home to the
largest concentrations of hungry people. In
South Asia the challenge is improving the dis-
tribution of plentifully available food. In Sub-
Saharan Africa the challenge also involves
increasing agricultural productivity.

Many public actions can be used to reduce
hunger. Buffer stocks, especially at the local
level, can release food into the market during
food emergencies—reducing the volatility of
prices. Many countries, such as China and India,
have such systems. Food stocks can be partic-
ularly important for landlocked countries sus-
ceptible to droughts.

In addition, many hungry people are land-
less or lack secure tenure. Agrarian reform is
needed to provide rural poor people with secure

access to land. Women produce much of the
food in Sub Saharan Africa and South Asia yet
do not have secure access to land.

Low agricultural productivity also needs to be
addressed, particularly in marginal ecological re-
gions with poor soils and high climatic variabil-
ity. The dramatic gains of the green revolution have
bypassed these areas. A doubly green revolution
is needed—one that increases productivity and im-
proves environmental sustainability. Increased
investments are needed to research and develop
better technologies and disseminate them through
extension services. So are investments in infra-
structure, such as roads and storage systems. Yet
public investments and donor support for agri-
culture have fallen in recent decades.

Import tariffs protect markets in rich coun-
tries and reduce incentives for farmers in poor
countries to invest in agriculture, which would
contribute to more sustainable food security.
Enormous subsidies in rich countries also reduce
incentives to invest in long-term food security
and depress world market prices—though they
can benefit net food importers.

S
Achieving universal primary education and
eliminating gender disparities in primary and
secondary education (Goals 2-3) require ad-
dressing efficiency, equity and resource lev-
els as related problems

Across developing regions, more than 80% of
children are enrolled in primary school. Yet
some 115 million children do not attend primary
school, and enrolments are woefully low in Sub-
Saharan Africa (57%) and South Asia (84%).
Once enrolled, there is a pitiful one in three
chance that a child in Africa will complete pri-
mary school. In addition, one in six of the
world’s adults is illiterate. And gaping gender
gaps remain: three-fifths of the 115 million chil-
dren out of school are girls, and two-thirds of
the 876 million illiterate adults are women.

Lack of education robs an individual of a full
life. Tt also robs society of a foundation for sus-
tainable development because education is crit-
ical to improving health, nutrition and
productivity. The education Goal is thus cen-
tral to meeting the other Goals.
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In most poor countries the provision of
basic education is highly inequitable, with the
poorest 20% of people receiving much less than
20% of public spending—while the richest 20%
capture much more. In addition, primary edu-
cation receives much less financing per student
than secondary and higher education. This pat-
tern also discriminates against poor people be-
cause they benefit much more from basic
education.

Household costs for education, such as user
fees and uniforms, also discourage enrolment—
especially from the poorest families. Enrolments
increased sharply when uniforms and fees were
eliminated in Kenya, Malawi and Uganda. An
equitable system also leads to better outcomes:
countries that perform well in education tend
to spend more on the poorest households and
more on primary education.

Countries that have eliminated gender dis-
parities in education show how parents can be
encouraged to send their daughters to school:
locating schools close to home, minimizing out-
of-pocket costs, scheduling school hours to ac-
commodate household chores and recruiting
female teachers (giving parents a sense of secu-
rity). High-achieving countries that have elim-
inated gender disparities have shares of female
teachers much larger than regional averages.

Many school systems suffer from opera-
tional inefficiencies, with too many children re-
peating classes and dropping out of school. In
countries where several languages are spoken,
teaching in the mother tongue in the early years
dramatically improves the learning experience.
School feeding programmes also help bring
children to school and keep them there; hungry
children cannot learn. Early childhood pro-
grammes help prepare children entering school,
especially children from the first generation of
learners in their families.

A daunting challenge in countries with low
enrolments is managing recurrent costs to strike
a better balance between teacher wage bills—
which typically eat up 90% or more of recurrent
spending—and other costs, such as textbooks.
Low spending hurts poor people in particular
because elites and powerful groups tend to cap-
ture disproportionate shares of small budgets.
Small budgets also make it difficult to implement
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reforms. Increasing equity or efficiency is eas-
ier when education resources are growing.

Compounding the resource problem is the
decline in donor support for education. In the
1990s such support fell 30% in real terms, to $4.7
billion—with just $1.5 billion for basic educa-
tion. Donors also typically fund equipment and
other capital costs rather than textbooks, teacher
salaries and other operating costs. But that is
where the real bottlenecks lie.

In both provision and finance, the private
sector must do more in secondary and tertiary
education. Governments need to encourage
NGOs and the private sector to expand supply
while maintaining control over standards and
centralizing data on the number and quality of
private schools. In resource-constrained envi-
ronments, equity and efficiency require that
public subsidies for private primary schooling
not be at the expense of basic education for poor
people.

Countries can usually spend more on edu-
cation as their economies grow. But the poorest
countties need to spend more on education to es-
cape their poverty traps—and do not have enough
resources to make such basic investments.

Promoting gender equality and empowering
women (Goal 3), valuable in themselves, are
also central to achieving all the other Goals

Promoting gender equality and women’s em-
powerment in its broader scope is a key objective
of the Millennium Declaration, though elimi-
nating disparities in primary and secondary ed-
ucation is the only quantitative target set.
Education contributes to better health, and better
education and health increase the productivity that
leads to economic growth. Growth then generates
resources that finance improvements in people’s
health and education, further raising productiv-
ity. Gender equality is central in these synergies
because women are agents of development.
Women are the primary caregivers in al-
most all societies. Thus their education con-
tributes more to the health and education of the
next generation than does that of men—even
more so when women also have a strong say in
family decisions. As they get older, educated girls

Countries can usually
spend more on education
as their economies grow.
But the poorest countries
need to spend more on
education to escape their

poverty traps
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have fewer and healthier children, hastening
the transition to lower fertility rates. Better-
educated, healthier women also contribute to
higher productivity—for example, by adopt-
ing farming innovations—and thus to higher
household incomes. In addition, such women
often work outside the home and earn inde-
pendent incomes, enhancing their autonomy.
These beneficial processes have more force
when women have a voice in household deci-
sions. And when women can take collective ac-
tion to demand more rights—to education,
health care, equal employment—these positive
synergies are even more likely.

Reducing child mortality, improving mater-
nal health and combating HIV/AIDS, malaria
and other diseases (Goals 4-6) require a
dramatic increase in access to health care

Every year more than 10 million children die of
preventable illnesses—30,000 a day. More than
500,000 women a year die in pregnancy and
childbirth, with such deaths 100 times more
likely in Sub-Saharan Africa than in high-income
OECD countries. Around the world 42 million
people are living with HIV/AIDS, 39 million of
them in developing countries. Tuberculosis re-
mains (along with AIDS) the leading infectious
killer of adults, causing up to 2 million deaths
a year. Malaria deaths, now 1 million a year,
could double in the next 20 years.

Without much faster progress, the Millen-
nium Development Goals in these areas (Goals
4-6) will not be met. Even for the child mortality
Goal, where progress has been steady, at the cur-
rent pace Sub-Saharan Africa will not reduce
child mortality by two-thirds until 150 years
later than the date set by the Goal.

Such statistics are shameful given that many
of these deaths could be avoided with more
widespread use of bednets, midwives, affordable
antibiotics, basic hygiene and the treatment ap-
proach known as DOTS (Directly Observed
Therapy Short Course) to combat tuberculosis—
none a high-tech solution, yet together they
could save millions of lives. But for too many
countries they remain out of reach. Why? For
broad systemic reasons. As with education,

there is a lack of resources for health systems (es-
pecially for basic health), a lack of equity in
what systems provide and a lack of efficiency in
how services are provided.

Health systems in poor countries are se-
verely underfunded for meeting the Goals. No
high-income OECD country spends less than
5% of GDP on public health services. But de-
veloping countries rarely exceed this share—
most spend 2-3%. In 1997 average public
spending on health was a mere $6 per capita in
the least developed countries and $13 in other
low-income countries—compared with $125 in
upper-middle-income countries and $1,356 in
high-income countries. The World Health Or-
ganization (WHO) estimates that $35-40 per
capita is the bare minimum for basic health ser-
vices. In poor countries it is basically impossi-
ble to pay international prices for life-saving
medicines—and almost criminal to expect poor
people to do so.

With small and inadequate budgets, poor
people lose out. In most countries the poorest
20% of households benefit from much less than
20% of health spending. Yet more equitable
spending leads to better outcomes: countries
with higher allocations to poorer households
have lower child mortality rates. Rural-urban dis-
parities are another example of unfair spending,
Rural areas usually get much less. In Cambodia
85% of people live in rural areas, but only 13%
of government health workers are located there.
In Angola 65% of people live in rural areas, but
only 15% of health professionals work there.

The lack of resources has a corrosive effect
on health systems because shortcomings in one
area feed into others. When clinics have no
drugs, patients are discouraged from going to
them for treatment. That leads to high absen-
teeism among staff, further eroding effectiveness.
Because the community is unlikely to find health
services worthwhile, it does not monitor the
system, and services becomes less (rather than
more) responsive to their needs.

Public policy needs to respond to the issues
of resource levels, equity and efficiency:
®  Mobilizing resources. Governments in poor
countries must rank health spending higher
than other types of spending, such as defence.
And within health budgets, priority must be
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given to basic health. But in low-income coun-
tries this is unlikely to be enough.

o Increasing external resources. This in-
cludes aid, but debt relief, drug donations and
price discounts from pharmaceutical compa-
nies would also help.

o Achieving greater equity. Governments
must redress imbalances by focusing on rural
areas, poor communities, women and children.
But focusing on primary care alone will not
help; public hospitals overwhelmed by AIDS or
tuberculosis patients cannot cope with any
other patients.

o Making health systems work better. Cash-
strapped governments face a dilemma when
setting priorities. The first priority is to main-
tain an integrated system. Vertical programmes
focused on specific diseases have become pop-
ular, but they cannot be effective or sustainable
without basic health infrastructure. Such pro-
grammes should be integrated with the overall
health structure. Maternal and reproductive
health care also cry out for integration. Many
countries focus on family planning to the ex-
clusion of child and maternal health. Focusing
on essential interventions is not enough; equal
focus is needed to ensure that every primary
health centre has essential drugs.

Because private health care providers are
the first port of call for many poor people, gov-
ernments must bring them into the public domain
through better regulation. Many measures can
help: consumer protection legislation, accredi-
tation to signal to consumers which providers are
registered, having practitioners agree to restrict
their practices to essential medicines. But where
higher-level services have been privatized through
the use of managed care services, as in many
Latin American countries, the experience has
been less than positive for the poorest people.

S
Halving the proportion of people without
access to safe drinking water and improved
sanitation (Goal 7) requires an integrated
approach. Without sanitation and hygiene,
safe water is much less useful for health

More than 1.0 billion people in developing
countries—one person in five—lack access to
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safe water. And 2.4 billion lack access to im-
proved sanitation. Both can be life and death is-
sues. Diarrhoea is a major killer of young
children: in the 1990s it killed more children than
all the people lost to armed conflict since the Sec-
ond World War. Most affected are poor peo-
ple in rural areas and slums.

And as with the other health Goals, low-cost
technical solutions for community access are well
known: protected dug wells, public standpipes,
protected springs, pour-flush latrines, simple pit
latrines, ventilated pit latrines and connections to
septic tanks or covered public sewers. Yet several
factors undermine the effectiveness of these so-
lutions. In addition, they are not fully adequate:

Water without sanitation. Access to safe
water is far less useful without improved sani-
tation and better hygiene. Better health care is
wasted on treating water-borne diseases that
could have been prevented by safe water, im-
proved sanitation and better hygiene. But while
the demand for safe water is evident, the demand
for safe sanitation depends far more on hygiene
education. Poor households generally must take
the initiative to install sanitation systems in their
homes, and often have to finance the costs them-
selves. If not convinced that such investment is
necessary, they are unlikely to pursue it.

Lack of resources to finance high-cost in-
frastructure. In urban and peri-urban areas,
water supply requires source development, bulk
transmission to the community to be served
and alocal distribution network. Sanitation re-
quires public sewage collection and treatment
systems. These investments entail significant
costs far beyond the means of most local au-
thorities. Even in middle-income countries such
elements must be provided by national gov-
ernments. The most expensive component of
water and sanitation infrastructure is waste-
water treatment to prevent raw sewage from
entering rivers and contaminating groundwater.
This also requires improved technologies. But
municipal authorities lack the resources to in-
vest in basic sanitation.

High charges and poor maintenance. Gov-
ernments must ensure that poor people’s access
to water and sanitation services is not under-
mined by unfair charges that subsidize non-
poor people. The well-off must shoulder more

Because private health
care providers are the first
port of call for many poor
people, governments
must bring them into the
public domain through

better requlation
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of the financial costs of maintaining the infra-
structure for these services. Spending on high-
cost systems for the better-off parts of towns
leave few resources for low-cost schemes—and
often leave slums and peri-urban areas with no
services. Moreover, water systems tend to be
poorly maintained in rural and peri-urban areas.
Community involvement has proven key to im-
proving services in such areas.

Experiences with multinational private par-
ticipation in water and sanitation have been mixed.
There have been some private sector successes with
increased water services for poor communities in
large cities (such as Buenos Aires, Argentina, and
metropolitan Manila, the Philippines). But these
successes have sometimes been offset by large-scale
corruption and backtracking on agreements with
governments. Local entrepreneurship has to be
promoted in the sector, with national development
banks providing the finance.

I ——
Ensuring environmental sustainability (Goal
7) will require managing ecosystems so that
they can provide services that sustain human
livelihoods. It will also be an important part
of reaching the other Goals

Soil degradation affects nearly 2 billion
hectares, damaging the livelihoods of up to 1
billion people living on drylands. Around 70%
of commercial fisheries are either fully or over-
exploited, and 1.7 billion people—a third of
the developing world’s population—live in
countries facing water stress.

There is an uneven geography of consump-
tion, environmental damage and human impact.
Rich countries generate most of the world’s en-
vironmental pollution and deplete many of its nat-
ural resources. Key examples include depletion
of the world’s fisheries and emissions of green-
house gases that cause climate change, both of
which are tied to unsustainable consumption
patterns by rich people and countries. In rich
countries per capita carbon dioxide emissions are
12.4 tonnes—while in middle-income countries
they are 3.2 tonnes and in low-income coun-
tries, 1.0 tonne. Poor people are most vulnera-
ble to environmental shocks and stresses such as
the anticipated impacts of global climate change.

Reversing these negative trends is an end in
itself. But it would also contribute to the other
Goals because the health, incomes and oppor-
tunities of poor people are heavily influenced by
the depletion of natural resources. Some 900 mil-
lion poor people living in rural areas depend on
natural products for much of their livelihoods. Up
to a fifth of the disease burden in poor countries
may be linked to environmental risk factors. Cli-
mate change could damage agricultural produc-
tivity in poor countries and increase the risks,
exposing them to such shocks as floods. These are
just a few examples of the interactions between
the environmental Goal and the other Goals.

Policies that promote environmental sus-
tainability should stress the importance of in-
volving local people in the solutions. They
should also stress the importance of policy
changes in rich countries. Among the policy
priorities:

o [mproving institutions and governance.
Clearly define property and user rights, im-
prove monitoring and compliance with envi-
ronmental standards and involve communities
in managing their environmental resources.

® Addressing environmental protection and
management in each country’s sector policies
and other development strategies.

o Improving the functioning of markets.
Remove subsidies, especially in rich countries,
that damage the environment (such as subsidies
for fossil fuels or large-scale commercial fishing
fleets), and reflect environmental costs through
pollution charges.

o Strengthening international mechanisms.
Improve international management of global
issues such as protecting international water-
sheds and reversing climate change, together
with mechanisms to share these burdens equitably.
o [nvesting in science and technology. Invest
more in renewable energy technologies and cre-
ate an observatory to monitor the functioning
and state of major ecosystems.

o Conserving critical ecosystems. Create pro-
tected areas with the involvement of local people.

A new partnership is needed between rich
and poor countries for these policies to take
root and bear fruit. For a fair division of re-
sponsibilities, large countries need to contribute
more to mitigating environmental degradation
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and apply more resources to reversing it. In
this, as in the other Goals, there is an urgent need
to rectify some glaring imbalances.

Policy changes in rich countries for aid, debt,
trade and technology transfers (Goal 8) are
essential to achieving the Goals

It is hard to imagine the poorest countries
achieving Goals 1-7 without the policy changes
required in rich countries to achieve Goal 8.
Poor countries cannot on their own tackle the
structural constraints that keep them in poverty
traps, including rich country tariffs and subsi-
dies that restrict market access for their ex-
ports, patents that restrict access to technology
that can save lives and unsustainable debt owed
to rich country governments and multilateral
Institutions.

The poorest countries do not have the re-
sources to finance the investments required to
reach critical thresholds in infrastructure, edu-
cation and health. They do not have the re-
sources to invest in agriculture and small-scale
manufacturing to improve worker productivity.
These investments lay the groundwork for get-
ting out of poverty traps—and cannot wait for
economic growth to generate resources. Chil-
dren cannot wait for growth to generate re-
sources when they are faced with death from
preventable causes.

The partnership framework of the Millen-
nium Declaration and the Monterrey Consen-
sus makes clear that the primary responsibility
for achieving Goals 1-7 lies with developing
countries. It commits those countries to mobi-
lizing domestic resources to finance ambitious
programmes, to implementing policy reforms to
strengthen economic governance, to giving poor
people a say in decision-making and to pro-
moting democracy, human rights and social jus-
tice. But the consensus is also a compact that
commits rich countries to doing more—though
on the basis of performance rather than enti-
tlement. The Millennium Development Com-
pact makes clear the critical role of rich
countries, as reflected in Goal 8.

Rich countries have pledged action on a
number of fronts, not only at the Millennium
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Summit but also at the Monterrey International
Conference on Financing for Development in
March 2002 and at the Johannesburg World
Summit on Sustainable Development in Sep-
tember 2002. And in Doha, Qatar, in Novem-
ber 2001, trade ministers pledged to make the
interests of poor countries central to their future
work on the multilateral trade system. Now is
the time for rich countries to deliver on these
promises.

The top priority countries are in greatest
need of actions by rich countries. Having the far-
thest to go to achieve the Goals, economic
growth has stagnated for a decade or more,
leading to an accumulation of unsustainable
debt levels. These countries depend on exports
of primary commodities whose prices have
steadily fallen. Aid also fell in the 1990s—by
nearly a third on a per capita basis in Sub-
Saharan Africa—and falls far short of what is
needed to achieve the Goals.

More aid—and more effective aid. The
tide of declining aid was turned with the
pledges made at the Monterrey conference,
promising some $16 billion a year in addi-
tional aid by 2006. Yet this increase would
bring total official development assistance to
just 0.26% of the gross national incomes of the
22 members of the OECD’s Development As-
sistance Committee, falling far short of the
0.7% towards which rich countries promised
to work in Monterrey and Johannesburg. It
also falls short of the estimated need, for
which the conservative low order of magnitude
is about $100 billion a year—a doubling of aid
that would come to about 0.5% of the gross
national incomes of the Development Assis-
tance Committee countries.

But more aid is not enough: it also has to
be more effective. The Monterrey Consensus
includes a commitment from donors to help
only if developing countries make concerted ef-
forts to improve economic and democratic
governance and implement policies for effec-
tive poverty reduction. The Consensus also re-
quires donors to improve their practices,
especially to respect development priorities in
recipient countries, to untie aid, to harmonize
their practices and reduce administrative bur-
dens for recipient countries and to decentralize.

It is hard to imagine the
poorest countries
achieving Goals 1-7
without the policy
changes required in

rich countries to

achieve Goal 8
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These important commitments were reiterated
in the Rome Declaration on Harmonization,
adopted by heads of multilateral and bilateral
development institutions that gathered in Rome
in February 2003.

New approaches to debt relief. Twenty-
six countries have benefited from debt relief
under the Heavily Indebted Poor Countries
(HIPC) initiative, with eight of them having
reached the completion point—meaning that
they have had some debt cancelled. But much
more needs to be done: not only for more
countries to benefit, but also to ensure that
countries’ debt burdens are really sustain-
able. Uganda, for example, recently suffered
from collapsing coffee prices and shrinking ex-
port earnings, so its debt levels have once
again become unsustainable.

Expanding market access to help countries
diversify and expand trade. Trade policies in
rich countries remain highly discriminatory
against developing country exports. Average
OECD tariffs on manufactured goods from de-
veloping countries are more than four times
those on manufactured goods from other OECD
countries. Moreover, agricultural subsidies in
rich countries lead to unfair competition. Cot-
ton farmers in Benin, Burkina Faso, Chad, Mali
and Togo have improved productivity and
achieved lower production costs than their rich
country competitors. Still, they can barely com-
pete. Rich country agricultural subsidies total
more than $300 billion a year—nearly six times
official development assistance.

Better access to global technological progress.
In recent decades technological breakthroughs
have dramatically increased technology’s po-
tential to improve people’s lives. There is enor-
mous scope for rich countries to channel
technological innovations in ways that advance
human development, reversing the neglect of
poor people’s needs. Today, for example, only
10% of global spending on medical research
and development is directed at the diseases of
the poorest 90% of the world’s people.

Rich countries can also help ensure that the
World Trade Organization (WTO) agreement
on Trade-Related Aspects of Intellectual Prop-
erty Rights (TRIPS) protects the interests of de-
veloping countries. The agreement does not

adequately protect the rights of indigenous
communities to traditional knowledge some-
times patented by outsiders. And though the
agreement contains provisions for technology
transfers, the wording is vague—so no means of
implementation are in place. The 2001 WTO
ministerial conference in Doha, Qatar, reaf-
firmed that the TRIPS agreement should not pre-
vent poor countries from making essential
medicines accessible to their people. The con-
ference resolved to reach an agreement by De-
cember 2002 on how countries without adequate
manufacturing capacity could access medicines.
But that deadline has come and gone, with no
resolution in sight.

Following through on commitments—
and setting new targets. Rich countries have
made many commitments, but most without
time-bound, quantitative targets. If developing
countries are to achieve Goals 1-7 by 2015, rich
countries need to make progress in some criti-
cal areas before then—with deadlines, so that
progress can be monitored. This Report proposes
that rich countries set targets to:

e Increase official development assistance
to fill financing gaps (estimated to be at least
$50 billion).

e Develop concrete measures for implement-
ing the Rome Declaration on Harmonization.
® Remove tariffs and quotas on agricultural
products, textiles and clothing exported by de-
veloping countries.

e Remove subsidies on agricultural exports
from developing countries.

e Agree and finance, for HIPCs, a compen-
satory financing facility for external shocks—
including collapses in commodity prices.

e Agree and finance deeper debt reduction for
HIPCs having reached their completion points,
to ensure sustainability.

e Introduce protection and remuneration of
traditional knowledge in the TRIPS agreement.
e Agree on what countries without sufficient
manufacturing capacity can do to protect pub-
lic health under the TRIPS agreement.

Just as people can monitor actions by their
governments to live up to their commitments,
rich countries should monitor their progress in
delivering on their commitments. They should
prepare progress reports—contributing to a
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global poverty reduction strategy—that set out
their priorities for action.

* * *

The Millennium Development Goals present
the world with daunting challenges. Unless
there is radical improvement, too many coun-
tries will miss the targets—with disastrous con-
sequences for the poorest and most vulnerable
of their citizens. Yet today the world has an un-
precedented opportunity to deliver on the com-
mitment to eradicating poverty. For the first

OVERVIEW

time there is genuine consensus among rich
and poor countries that poverty is the world’s
problem. And it is together that the world
must fight it. As this Report explains, many of
the solutions to hunger, disease, poverty and
lack of education are well known. What is
needed is for efforts to be properly resourced,
and for services to be distributed more fairly
and efficiently. None of this will happen unless
every country, rich and poor, assumes its re-
sponsibilities to the billions of poor people
around the world.
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@ The Millennium Development Compact

In September 2000 the world’s leaders adopted
the UN Millennium Declaration, committing
their nations to stronger global efforts to reduce
poverty, improve health and promote peace,
human rights and environmental sustainability.
The Millennium Development Goals that
emerged from the Declaration are specific, mea-
surable targets, including the one for reducing—
by 2015—the extreme poverty that still grips
more than 1 billion of the world’s people. These
Goals, and the commitments of rich and poor
countries to achieve them, were affirmed in the
Monterrey Consensus that emerged from the
March 2002 UN Financing for Development
conference, the September 2002 World Summit
on Sustainable Development and the launch of
the Doha Round on international trade.

World leaders from countries rich and poor
described the Monterrey conference as mark-
ing a compact between them in support of
shared development goals. That commitment
forms the basis for the Millennium Develop-
ment Compact proposed here—a Compact
through which the world community can work
together to help poor countries achieve the
Millennium Development Goals. This Compact
calls on all stakeholders to orient their efforts
towards ensuring the success of the Goals, in
a system of shared responsibilities. Poor coun-
tries can insist on increased donor assistance
and better market access from rich countries.
Poor people can hold their politicians ac-
countable for achieving the poverty reduction
targets within the specified timetable. And
donors can insist on better governance in poor
countries and greater accountability in the use
of donor assistance.

Yet despite the admirable commitments at
the Millennium Assembly and more recent in-
ternational gatherings, dozens of countries are
considered priority cases (differentiated as “top
priority” and “high priority” in this Report)

THE MILLENNIUM DEVELOPMENT COMPACT

because they are perilously off track to meet the
Goals, making the Compact more crucial than
ever. Global forces for development—expanding
markets, advancing technology, spreading democ-
racy—are benefiting large parts of the world.
But they are also bypassing hundreds of millions
of the world’s poorest people. The target date for
the Goals is just a dozen years away. And good
governance and effective institutions in the poor-
est countries, though vital for success, will not be
enough. Rich countries need to provide far more
financing and better rules for the international sys-
tem, as they have promised, to make the Goals
attainable in the poorest countries.

Meeting the Goals should start with the recog-
nition that each country must pursue a develop-
ment strategy that meets its specific needs. National
strategies should be based on solid evidence, good
science and proper monitoring and evaluation.
Within those bounds, poor countries require free-
dom of manoeuvre with donors to design locally
appropriate policies. Without true ownership, na-
tional programmes will be neither appropriate to
local conditions nor politically sustainable. National
programmes must also respect human rights, sup-
port the rule of law and commit to honest and ef-
fective implementation. When these conditions are
met, poor countries should be able to count on
much more assistance from rich countries, both
in finance and in fairer rules of the game for trade,
finance and science and technology.

GIVING PRIORITY TO COUNTRIES LEFT BEHIND

The Millennium Development Compact must
first focus on priority countries that face the
greatest hurdles in achieving the Goals—coun-
tries with the lowest human development and
that have made the least progress over the past
decade (see chapter 2). For them, domestic
policy reforms and far more development as-
sistance are vital.

The Millennium Development Compact is a
collaborative product of the Human Development
Report team and The Millennium Project Task
Force coordinators, with contributions from other
Millennium Project participants.
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In the 1980s and much of the 1990s many de-
velopment efforts by international financial in-
stitutions and major donor countries were guided
by the belief that market forces would lift all
poor countries onto a path of self-sustaining eco-
nomic growth. Globalization was seen as the
great new motor of worldwide economic progress.
Poor countries were assumed to be able to achieve
economic growth as long as they pursued good
economic governance, based on the precepts of
macroeconomic stability, liberalization of markets
and privatization of economic activity. Economic
growth, in turn, was expected to bring wide-
spread improvements in health, education, nu-
trition, housing and access to basic infrastructure,
such as water and sanitation—enabling coun-
tries to break free of poverty.

Though this optimistic vision has proven
hugely inadequate for hundreds of millions of
poor people, it still has considerable merit for
much of the world. Despite protests against glob-
alization in recent years, world market forces
have contributed to economic growth—and
poverty reduction—in China, India and dozens
of other developing countries. Billions of people
are enjoying higher living standards and longer
lives as a result of global market forces and na-
tional policies that help harness those forces.

But just as globalization has systematically
benefited some of the world’s regions, it has by-
passed others as well as many groups within
countries. In the 1990s most of East and South
Asia saw living standards improve dramatically.
But large parts of Sub-Saharan Africa, parts of
Eastern Europe and the Commonwealth of In-
dependent States (CIS) and many countries in
Latin America and the Middle East did not. In
addition, epidemic diseases, most dramatically
HIV/AIDS, prey disproportionately on those left
behind and push them back even further—
trapping poor people in a vicious cycle of poverty
and disease.

Even large and growing economies—Brazil,
China, India, Mexico—contain regions of in-
tense poverty relieved little by overall national
growth. Economic and social progress often also
bypasses ethnic and racial minorities, even ma-
jorities—especially girls and women, who suffer
gender bias in access to schooling, public services,
employment opportunities and private property.

Thus, despite the higher living standards that
globalization (backed by good economic gover-
nance) has delivered in large parts of the world,
hundreds of millions of people have experienced
economic reversals rather than advances. And
more than 1 billion fight for daily survival from
the scourges of hunger and poor health.

There are many reasons economic develop-
ment continues to bypass many of the world’s
poorest people and places. One common reason
is poor governance. When governments are cor-
rupt, incompetent or unaccountable to their cit-
izens, national economies falter. When income
inequality is very high, rich people often control
the political system and simply neglect poor peo-
ple, forestalling broadly based development. Sim-
ilarly, if governments fail to invest adequately in
the health and education of their people, eco-
nomic growth will eventually peter out because of
an insufficient number of healthy, skilled work-
ers. Without sound governance—in terms of eco-
nomic policies, human rights, well-functioning
institutions and democratic political participation
—no country with low human development can
expect long-term success in its development efforts
or expanded support from donor countries.

Though many observers would simply lec-
ture poor people to do better on their own,
most poor countries face severe structural prob-
lems far beyond their control. These problems
often involve the international trade system—
as when rich countries block agricultural exports
from poor countries or heavily subsidize their
own farmers, depressing world prices of these
products. Poor countries also face trade barri-
ers when exporting textiles and apparel,
processed foods and beverages and other prod-
ucts in which they might be competitive. In ad-
dition, many governments are hamstrung by
insurmountable external debts inherited from
past administrations—while efforts at debt re-
lief have been too little, too late.

Geography provides another important ex-
planation for failed economic development.
Many poor countries are simply too small and
geographically isolated to attract investors, do-
mestic or foreign. Landlocked Mali, with 11
million people and an annual per capita income
of $240 ($800 when measured in purchasing
power parity terms), is of little interest to most
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potential foreign investors. With a GNP of $2.6
billion, its economy is about that of a small city
in a rich country where, say, 85,000 people live
on an average of $30,000 a year. Facing very high
transport costs, and with almost no interest
from international firms to invest in production
for small domestic markets, such countries are
bypassed by globalization.

Poor, remote countries like Mali generally
connect to the world economy by producing a few
traditional primary commodities. But slow world
market growth, unchanging technologies and
often volatile and declining world prices for these
commodities offer much too narrow a base for
economic advance. Continued heavy dependence
on a handful of primary commodity exports pro-
vides no chance for long-term success. This un-
fortunate situation afflicts much of Sub-Saharan
Africa, the Andean region and Central Asia.

Exacerbating these structural problems
is rapid population growth, which tends to be
fastest in countries with the lowest human
development. These challenges can seriously
hinder the availability of farmland and in-
crease environmental degradation (defor-
estation, soil degradation, fisheries depletion,
reduced freshwater).

Moreover, geographic barriers, commod-
ity dependence and demographic pressures are
often compounded by a heavy burden of dis-
eases such as HIV/AIDS, tuberculosis and
malaria—or by biophysical constraints such as
depleted soils and degraded ecosystems. Rich
countries, and the economic institutions they
control, may focus on good governance when
determining aid allocations. But far too often
they are oblivious to the other challenges facing
many of the poorest countries—especially since
rich countries have not experienced the on-
slaught of endemic tropical diseases such as
malaria. Too many policy-makers in rich coun-
tries believe that poor countries are simply not
trying hard enough to develop, failing to un-
derstand the deeper structural forces at work.

CRITICAL THRESHOLDS FOR ESCAPING
POVERTY TRAPS

These structural impediments leave countries
stuck in poverty traps. But even in such dire
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conditions there is reason for hope. Widespread
disease, geographic isolation, fragile ecologies,
overdependence on primary commodity ex-
ports and rapid population growth are amenable
to practical, proven solutions. Those include
policy changes by rich countries and much
larger investments in infrastructure, disease con-
trol and environmental sustainability by poor
countries, backed by more financial assistance
from donor governments. Thus the need for
the Millennium Development Compact: with-
out it, poor countries will remain trapped in
poverty, with low or negative economic growth.

Sustained economic growth helps break the
shackles of poverty in two ways. First, it directly
increases average household incomes. When
households below the poverty line share in the av-
erage rise in national income, the extent of extreme
income poverty (that is, the share of people sur-
viving on $1 a day) is directly reduced. Economic
growth has a powerful record of pulling poor peo-
ple above the income poverty line.

But such gains are not automatic. They can
be dissipated if income inequality widens and
poor people do not share adequately in
growth—a phenomenon observed in many
countries in recent years. So, the Compact em-
phasizes actions to ensure that poor people
share in overall growth, with a focus on ex-
panding their access to critical assets—includ-
ing by providing secure land tenure, making it
easier to start small businesses, supporting
labour-intensive exports and broadening ac-
cess to microfinance. Note that economic growth
reduces income poverty most when initial in-
come inequality is narrow.

Economic growth also works indirectly, re-
ducing non-income poverty by raising govern-
ment revenues and enabling increased public
investments in education, basic infrastructure, dis-
ease control and health (particularly maternal and
child health). In addition to reducing non-income
poverty, these investments expedite economic
growth by raising worker skills and productivity
—and thus poor people’s market incomes.

Although economic growth is not an auto-
matic remedy for non-income poverty, it makes
a powerful contribution—as long as public poli-
cies ensure that its dividends reach poor people.
Some poor countries have achieved impressive
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gains in education and health by making them
high priorities. But only growth can sustain such
gains, because sooner or later government bud-
get deficits get the upper hand in a stagnant
economy. In sum: public investments in poor
people spur economic growth, while economic
growth sustains such investments.

Gender equality plays a central role in all
these areas. The powerful links between pro-
ductivity and girls’ and maternal health—
including reproductive health—and girls’
education are too often stymied by women’s lack
of empowerment. Better-educated girls marry
later. They have fewer, better-educated, health-
ier children. And they earn higher incomes in
the workforce. If girls are kept out of school or
educated women are not allowed to fully par-
ticipate in the labour market, these potential
gains are squandered. If public investments in
basic infrastructure (such as safe water) ignore
women’s needs, women may be condemned to
spend hours a day fetching water when they
could be participating more productively in so-
ciety. When women have no say in household
decision-making, the synergies between pro-
ductivity, health and education are hobbled.
Gender equality is thus more than social
justice—it promotes development.

For countries stuck in poverty traps, growth
will not come on its own, and domestic in-
vestments in human development will be in-
adequate. To break out of poverty traps,
countries require greatly expanded donor fi-
nancing to invest much more heavily in health,
education, agriculture, water and sanitation
and other key infrastructure even before eco-
nomic growth occurs. Such investments are
vital to create the conditions for sustained eco-
nomic growth.

The message is simple: escaping poverty
traps requires countries to reach certain critical
thresholds—of health, education, infrastruc-
ture and governance—that will permit them to
achieve takeoff to sustained economic growth.
Dozens of poor countries fall below those thresh-
olds, often through no fault of their own and for
reasons utterly beyond their control. Here is
where the Compact between rich and poor
countries must come in. If a country pursues the
right policies and commits to good governance

in implementing those policies, the world com-
munity—international agencies, bilateral donors,
private actors, civil society organizations—must
help the country reach the critical thresholds
through increased assistance.

PoOLICY CLUSTERS FOR ESCAPING POVERTY
TRAPS

Breaking out of poverty traps requires a multi-
faceted approach—one that goes beyond the
usual sound commandments of good economic
and political governance. For countries trapped
in poverty, six policy clusters are crucial:

e Investing in human development—nutri-
tion, health (including reproductive health),
education, water and sanitation—to foster a
productive labour force that can participate ef-
fectively in the world economy.

e Helping small farmers increase productiv-
ity and break out of subsistence farming and
chronic hunger—especially in countries with
predominantly rural populations.

e Investing in infrastructure—power, roads,
ports, communications—to attract new invest-
ments in non-traditional areas.

e Developing industrial development poli-
cies that bolster non-traditional private sector
activities, with special attention to small and
medium-size enterprises. Such policies might in-
clude export processing zones, tax incentives and
other initiatives to promote investment and
public spending on research and development.
e Emphasizing human rights and social equity
to promote the well-being of all people and to en-
sure that poor and marginalized people—including
gitls and women—have the freedom and voice
to influence decisions that affect their lives.

e Promoting environmental sustainability and
improving urban management. All countries, but
especially the very poorest, need to protect the
biodiversity and ecosystems that support life
(clean water and air, soil nutrients, forests, fish-
eries, other key ecosystems) and ensure that
their cities are well managed to provide liveli-
hoods and safe environments.

The first cluster—investing in human de-
velopment—needs to be bolstered by much
larger donor contributions even before economic
growth takes hold. Indeed, because better health
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and education are both goals of human devel-
opment and precursors to sustained growth, in-
vestments in these areas are important for a later
takeoff in private activities. Supported by addi-
tional donor resources, public investments can
make major progress in health, population, nu-
trition, education and water and sanitation. The
needed technologies are well known and well
proven. Thus big gains in health and education
can—and should—Dbe achieved well before per
capita incomes rise substantially.

The second cluster for breaking out of
poverty traps involves raising the productivity
of small poor farmers. Agricultural productiv-
ity can be raised by introducing improved tech-
nologies, including better seeds, tillage and
crop rotation systems and pest and soil man-
agement. It can also be raised by improving
rural infrastructure such as irrigation systems,
storage and transport facilities and roads con-
necting villages to larger market centres. To
raise long-term productivity, security in land-
holding can protect the rights of farmers and
give them incentives to invest in land improve-
ments. These steps require public-private part-
nerships to promote rural development,
including through crucial investments in agri-
cultural science and technology.

The third policy cluster involves achieving
an adequate threshold of key infrastructure to
support economic diversification. This will be
easier in some locations, such as coastal port
cities. But it will be much harder elsewhere,
such as landlocked or mountainous countries
facing high transport costs. Again, donor assis-
tance will be pivotal in enabling poor countries
to reach the takeoff threshold for infrastruc-
ture. Without outside help, countries will remain
trapped—too poor to invest in infrastructure
and too lacking in infrastructure to become in-
ternationally competitive in new exports.

The fourth policy cluster involves the use of
special industrial development policies—
including promoting science and technology—
to create a sound investment environment for
non-traditional business activities. Many devel-
opment success stories, such as East Asia’s tiger
economies, have supported the development of
non-traditional activities through tax holidays,
export processing zones, special economic zones,
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science parks, investment tax credits, targeted
funding for research and development and pub-
lic grants of infrastructure and land. Without such
special inducements it is difficult for small poor
countries to gain a foothold in non-traditional
areas of the world economy. As a result, few
succeed. Here microfinance institutions can help,
providing special incentives at a much smaller
scale to promote employment and income gen-
eration in micro, small and medium-size enter-
prises. As with rural landholdings, secure housing
tenure for poor urban residents can enhance
their productive investments.

The fifth policy cluster involves promoting
human rights and empowering poor people
through democratic governance. In dozens of
countries poor people, ethnic minorities, women
and other groups still lack access to public ser-
vices and private opportunities—and so will
not benefit even when growth begins to take off.
Political institutions must allow poor people to
participate in decisions that affect their lives
and protect them from arbitrary, unaccountable
decisions by governments and other forces.

National strategies for the Millennium De-
velopment Goals must include a commitment to
women’s rights to education, reproductive health
services, property ownership, secure tenure and
labour force participation. They must also address
other forms of discrimination—Dby race, ethnic-
ity or region—that can marginalize poor people
within countries. Deepening democracy through
reforms of governance structures, such as de-
centralization, can enhance poor people’s voice
in decision-making.

The sixth policy cluster calls for better envi-
ronmental and urban management, especially to
protect poor people. Not coincidentally, many of
the world’s poorest places suffer from enormous
climatic variability and vulnerability—requiring
sound ecological management. These include
tropical and subtropical regions vulnerable to El
Nifio-driven fluctuations in rainfall and tem-
perature. Such regions are also feeling the effects
of long-term climate change. In addition, rapid
population growth and indiscriminate business
activities have stressed ecosystems in many coun-
tries with low incomes and low human develop-
ment. These pressures are leading to loss of
habitat through deforestation and encroachment
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by roads, cities and farmland—and to depletion
of scarce resources such as freshwater aquifers and
coastal fisheries. A related challenge involves
managing rapid urbanization to safeguard pub-
lic health and access to basic amenities such as
land, housing, transportation, safe drinking water,
sanitation and other infrastructure. Such efforts
require careful urban planning and considerable
public investments.

In sum, to achieve the Goals the poorest
countties must escape their poverty traps. To do
so, they must reach minimum thresholds in
health, education, infrastructure and gover-
nance. They also need agricultural policies that
enhance productivity, as well as industrial de-
velopment policies that build a base for long-
term economic growth led by the private sector.
Finally, these policies should be implemented
with respect for social equity, human rights and
environmental sustainability. Increased donor
financing is critical for the poorest countries to
reach these thresholds—financing that must be
matched by better governance and resource
use. Over a generation or so, sustained eco-
nomic growth will enable these countries to
take over from donors the financing of basic
public services and infrastructure.

IMPLEMENTING THE MILLENNIUM
DEVELOPMENT COMPACT

The Millennium Development Compact is
based on shared responsibilities among major
stakeholders. It requires many combined and
complementary efforts from rich and poor coun-
tries, international agencies, local authorities, pri-
vate actors and civil society organizations. Some
actions will occur at the level of governments
and some at the level of the international
system—such as international agreements to
change the rules of the game for trade, for fi-
nancing and for developing and managing sci-
ence and technology.

COUNTRIES WITH LOW HUMAN
DEVELOPMENT—ERADICATING POVERTY
AND ADDRESSING BASIC NEEDS

Without question, countries with low human
development—particularly those stuck in poverty

traps—have the most pressing needs. These coun-
tries must construct coherent strategies for achiev-
ing the Millennium Development Goals, building
on the six policy clusters described above.

As part of these overall development strate-
gies, the Monterrey Consensus (see above)
emphasizes the importance of nationally owned
strategies for reducing poverty. To that end
more than two dozen poor countries have pre-
pared Poverty Reduction Strategy Papers
(PRSPs), which provide frameworks for fi-
nancing, implementing and monitoring such
strategies. The papers describe macroeco-
nomic, structural and social policies and pro-
grammes to promote growth, reduce poverty
and make progress in areas such as education
and health, indicating external financing re-
quirements. PRSPs are prepared by govern-
ments but emerge from participatory processes
involving civil society and external partners, in-
cluding the World Bank and International
Monetary Fund (IMF).

Though far from perfect, PRSPs move
poverty reduction closer to the centre of de-
velopment strategies. They also provide a frame-
work for donor coordination based on national
priorities. But they do not yet adequately sup-
port the Millennium Development Goals.
Though PRSPs increasingly mention the Goals,
they should provide a basis for assessing coun-
try policies more systematically—and indicate
the scale of needed donor assistance. When
preparing PRSPs, governments are advised to
be realistic. What that tends to mean is that
they should accept existing levels of donor as-
sistance and assume various constraints on eco-
nomic growth (such as lack of access to foreign
markets). As a result PRSPs fall short of iden-
tifying the resources required to meet the Goals.

For example, IMF and World Bank guide-
lines for preparing the papers—the PRSP
Sourcebook—recommend a method for set-
ting targets in the face of fiscal and technical con-
straints. The guidelines do not stress that such
constraints can and should be eased (for ex-
ample, through increased donor assistance) so
that countries can achieve the Goals. Consider
Malawi’s PRSP, which does not aim high enough
to achieve the Goals. In a joint staff assessment

of the paper, the IMF and World Bank said that
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“while most indicators are in line with the Mil-
lennium Development Goals (MDG), the
PRSP’s targets are less ambitious. Further work
is required to develop longer-term targets that
relate directly to the 2015 goals. However, ex-
trapolating the targets set in the PRSP for 2005
suggests that Malawi will fall short of meeting
the 2015 [Goals]. The staffs believe that these
PRSP targets are more realistic and reflect
Malawi’s current socioeconomic conditions”
(pp. 3-4, 23 August 2002, http://www.imf.org).

The IMF and World Bank’s assessment of
Malawi’s PRSP risks undermining the Goals and
the commitments made at the Monterrey con-
ference. Malawi requires far more donor assis-
tance—as do many other countries in similar
circumstances. Rather than being told to lower
their sights, they should be aided in achieving the
Goals, with the IMF and World Bank helping to
mobilize the needed additional assistance. The
Millennium Development Compact provides the
framework for that kind of international help.

Every national development strategy, in-
cluding every PRSP, should ask two questions.
First, what national policies—including mobi-
lizing and reallocating domestic resources and
focusing spending on reforms that increase ef-
ficiency and equity—are needed to achieve the
Goals? Second, what international policies—
including increased donor assistance, expanded
market access, swifter debt relief and greater
technology transfers—are needed?

The Compact calls on every developing coun-
try to align its development strategy (including
its PRSP, if it has one) with the Millennium De-
velopment Goals, in the context of its national
priorities and needs. Every national strategy
should clearly define efforts within the coun-
try’s reach—and those requiring more interna-
tional support, such as increased debt relief,
expanded donor assistance and better access to
foreign markets. National strategies should also
estimate medium-term budget needs for all crit-
ical sectors—health, education, infrastructure,
environmental management. And they should
specify the parts of budgets that can be covered
by domestic resources and the parts to be cov-
ered by increased development assistance.

This process will highlight the gap between
current official development assistance and the
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levels needed to achieve the Goals. Poor coun-
tries and their development partners can then
work together, in good faith, to ensure that na-
tional strategies are backed by sound policies and
adequate financing.

COUNTRIES WITH MEDIUM HUMAN
DEVELOPMENT—ATTACKING POCKETS OF
DEEP POVERTY

Most countries at medium levels of human de-
velopment should be able to finance most or all
of their development needs through domestic
resources or non-concessional foreign resources
(including private flows and official loans from
multilateral development banks and bilateral
agencies). Many are on track to achieve most of
the Goals. But several still contain pockets of
deep poverty. Thus they still require key forms
of support from rich countries—especially bet-
ter market access for exports and better inter-
national rules of the game for finance and
technology transfers. They also need to mitigate
domestic structural inequalities—targeting pol-
icy interventions at groups most vulnerable or
marginalized, whether due to gender, ethnicity,
religion or geography.

These countries can also help the top and
high priority countries define objectives and
determine the resources required to achieve the
Goals. Countries with medium levels of human
development are diverse—ranging from Brazil
to Malaysia, from Mauritius to Mexico—and
provide important lessons for countries still
trapped in poverty because they have grappled
with (and often still face) many of the same
ecological, health and other challenges. Many
middle-income countries have recently started
to provide development advice and even fi-
nancial assistance, a heartening trend that should
be strongly encouraged.

INTERNATIONAL FINANCIAL INSTITUTIONS —
PUTTING THE GOALS AT THE CENTRE OF
COUNTRY STRATEGIES

International financial institutions should put the
Millennium Development Goals at the centre of
their analytical, advisory and financing efforts
for every developing country. For each PRSP,
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for example, joint assessments by the IMF and
World Bank should indicate whether the pro-
posed strategy is likely to achieve the Goals—
and if not, what changes are needed to do so.
The PRSPs would then provide an occasion for
these institutions to consider not only the do-
mestic policy reforms needed to strengthen in-
stitutions, improve economic governance and
increase government support, but also the steps
needed from the international community: in-
creased donor assistance (including more ex-
tensive debt relief), better access to foreign
markets for the country’s exports, greater tech-
nology transfers and related actions pursued in
partnership with the country.

The IMF and World Bank should work
with countries to agree on macroeconomic
frameworks consistent with meeting the Goals,
including adequate external financing. They
can then help countries mobilize the needed in-
creases in official development assistance—as
well as help them accommodate those flows in
macroeconomic terms. In some countries large
increases in official development assistance will
cause the real exchange rate to appreciate. But
the net result will be beneficial —if the currency
appreciation occurs in the context of an ap-
propriate medium-term macroeconomic frame-
work and if the donor assistance is invested in
human capital, physical infrastructure and other
development needs. Thus the IMF and World
Bank should help countries—and their donors—
use increased official development assistance
most effectively in support of the Goals.

Regional development banks also have a
major role in putting the Goals at the centre of
their country strategies and in streamlining their
lending operations and technical cooperation ef-
forts. They are in a unique position to finance
regional public goods and encourage regional
integration and cooperation. The Inter-Amer-
ican Development Bank has started to move in
this direction, but it and other regional banks
need to do much more.

BILATERAL DONORS—REVISING
APPROACHES AND SETTING NEW TARGETS

Bilateral development assistance must take a
new approach. The guiding question should

no longer be, “What progress can be made to-
wards the Goals within the bounds of current
bilateral assistance?” Instead it should be, “What
levels and types of donor assistance are needed
to achieve the Goals, and will countries make
effective use of that assistance?”

Bilateral donors know that they need to im-
prove how they deliver official development as-
sistance—especially as amounts of assistance
increase. These improvements should be based
on the following principles:

e Countries should design and own their
strategies for meeting the Goals.

o Assistance should be results-oriented, based
on expert reviews of country proposals and
careful monitoring, evaluation and auditing of
programmes.

e Bilateral donors should coordinate their
support for country strategies—for example,
through sector-wide approaches that emphasize
budget rather than project financing,

e Bilateral donors should finally eliminate the
flawed distinction between assistance for capi-
tal costs and for recurrent costs. Both outlays
need ample support.

Because most donors have agreed, in prin-
ciple, to align their programmes with PRSPs, it
is even more important that these documents
highlight the support needed to achieve the
Goals—the additional donor resources and
debt relief, the increased access to markets and
technology, and so on.

All rich countries should set targets for their
repeated commitments to improving aid, trade
and debt relief for poor countries. They should
also be encouraged to prepare their own world
poverty reduction assessments and strategies, set-
ting bold targets in line with these commitments.

UN AGENCIES—PROVIDING EXPERT
ASSISTANCE

UN agencies have a vital role in helping coun-
tries meet the Millennium Development Goals,
especially through expert assistance in design-
ing and implementing development pro-
grammes. The United Nations has extensive
expertise in every focus area of the Goals, in-
cluding education, health, development plan-
ning, technological development, the rule of
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law, agriculture and many others. Each of the
main UN agencies should develop a strategy
for helping low-income, low-human-develop-
ment countries—especially the priority ones—
implement their national strategies.

The UN system also has a global role to
play. It is mobilizing to:
®  Monitor progress globally.
e Track progress nationally.
e Identify key obstacles to the Goals—and
solutions.
* Engage broad segments of society around
the world through the Millennium Campaign.

REGIONAL ORGANIZATIONS AND
DEVELOPMENT INSTITUTIONS —FOSTERING
REGIONAL INTEGRATION AND COOPERATION

For poor countries with small markets—whether
because of small populations or geographic im-
pediments to accessing global markets—re-
gional integration must be a policy priority.
Regional cooperation, including shared invest-
ments in critical infrastructure, can expand
trading opportunities across small economies
and thus provide a central platform for sus-
tained economic growth. Regional integration
is particularly needed in Africa, where many
countries have small or inland populations. As
the leading initiatives for intergovernmental co-
operation in Africa, the New Partnership for
African Development and the African Union
have important roles in fostering economic in-
tegration and political partnerships.

TrHE DoHA ROUND AND OTHER
INTERNATIONAL TRADE NEGOTIATIONS —
OPENING MARKETS AND REDUCING SUBSIDIES

Even if national policies are appropriate and
donor financing is increased, the Millennium De-
velopment Goals will not necessarily be achieved
if poor countries’ non-traditional exports con-
tinue to be blocked, or lose value in world mar-
kets, due to rich country protectionism. Poor
countries also require much more international
support for technology transfers.

The Monterrey Consensus and the Johan-
nesburg Plan of Implementation (from the 2002
World Summit on Sustainable Development)
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reiterate the trade facilitation commitments made
by rich countries at the UN Millennium Summit.
Rich countries have pledged to help poor coun-
tries reach the Goals—especially the least devel-
oped countties, small island states and landlocked
developing countries—Dby granting them full ac-
cess to their markets. Still, though the Doha
Round—the next round of international trade ne-
gotiations—has been dubbed a “development
round”, early attempts to put development at
the fore have produced stalemate and frustration.

CIVIL SOCIETY —PLAYING A LARGER ROLE
IN POLICIES AND POVERTY REDUCTION

One significant area of progress over the past
decade has been the growing influence of local,
national and global civil society organizations
and networks in driving policy change, as with
debt relief. Non-governmental organizations
(NGOs), community organizations, professional
associations and other civil society groups are
regularly called on to help design and implement
poverty reduction strategies. Their participa-
tion is also built into the efforts of the Global
Fund to Fight AIDS, Tuberculosis and Malaria.

These new approaches reflect the three roles
of civil society: as participants in the design of
strategies, as service providers through com-
munity organizations and national NGOs and
as watchdogs to ensure government fulfilment
of commitments. But in many countries these
roles are taking root only gradually, with gov-
ernments continuing to dominate decision-
making and implementation. By insisting on
transparent processes to develop national strate-
gies for the Millennium Development Goals, bi-
lateral and multilateral institutions can help
civil society gain a stronger foothold in policy-
making and implementation.

PRIVATE ENTERPRISE— PARTICIPATING IN
GLOBAL ACTION PLANS

The private sector plays a critical role in market-
led growth, particularly in creating jobs and
raising incomes. Private businesses, in addition
to supporting anticorruption measures, should
support the Millennium Development Goals
in a variety of other ways: through corporate
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philanthropy, technology transfers, greater for-
eign investment in countries at the margins of
the international system and differential pricing
of goods and services for countries with low in-
comes and low human development.

Companies can be most effective when op-
erating under global action plans—as with the
growing willingness of pharmaceutical companies
to discount the prices of essential AIDS medicines
when called on to do so by the United Nations.
There should be similar cooperation in other
crucial areas, including agriculture, environmental
management and information and communica-
tions technology. Moreover, corporations must
demonstrate ethical behaviour: respecting human
rights, refraining from corruption and abiding by
basic proscriptions against forced and child labour
and environmental destruction.

SCIENTIFIC COMMUNITY — ADDRESSING THE
NEEDS OF POOR PEOPLE

Many current technologies urgently need to be
supplemented by technological breakthroughs,
such as vaccines or new drugs for HIV/AIDS,
tuberculosis and malaria. Because most inter-
national scientific efforts bypass the needs of
poor people, it is crucial that the world scientific
community—led by national laboratories, na-
tional science funding agencies and private foun-
dations—work with scientific groups in poor
countries to identify priority targets for research
and development and greatly expand funding.
For that reason the Millennium Develop-
ment Compact recommends the creation of sev-
eral international forums for technological
innovation. Some such forums already exist, but
they must be supported with greater resources—
and others must be created. These forums will
help set priorities for research and development
to meet the technological needs of poor countties.
They will bring together international research in-
stitutions and scientific academies, multilateral and
bilateral donors, country representatives and
leading academic and private sector representa-
tives in such key areas as health, agriculture, in-
frastructure, information and communications
technology, energy systems, environment man-
agement and mitigation of and adaptation to cli-
mate fluctuations and long-term climate change.

Identifying scientific priorities and agreeing
on ways to fund needed research and develop-
ment, including through public-private part-
nerships, the forums will recommend plans for
technological advance in each of these areas for
the donor community’s review.

GLOBAL SYSTEM FOR IMPROVING
BENCHMARKING AND EVALUATING PROGRESS

By adopting specific, time-limited, quantified
goals, the Millennium Development Goals pro-
vide a firm basis for benchmarking and for eval-
uating progress. But sound monitoring and
evaluation will require the international com-
munity to dramatically increase investments in
surveys and data collection. For too many Goals
in too many countries, data are insufficient for
proper quantitative assessments. Because joint
commitments lie at the centre of every national
programme, the actions of poor countries and
their rich country partners need to be monitored
much more closely than in the past.

New initiatives should be encouraged to
monitor the performance of both rich and poor
countries in their commitments under the Com-
pact. For example, the size and quality of donor
flows must be carefully monitored to ensure
that they are consistent with achieving the Goals.
The Doha Round negotiations should be closely
monitored to ensure that they indeed constitute
a “development round”. Special care must also
be taken to reduce corruption, and this too can
and should be better monitored. The counter-
part of greatly increased donor flows must be
greatly increased transparency and account-
ability in their use.

CONCLUSION

The world has made tremendous progress in its
knowledge and practice of development policies.
The Millennium Development Compact aims to
bring this knowledge and practice together in
a coherent framework that recognizes the need
for a multi-pronged approach to meeting the
Millennium Development Goals, based on the
promises of partnership in recent international
declarations. The Compact provides a frame-
work in which the poorest countries develop and
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own national plans that draw on sustained ex-
ternal assistance to break out of poverty traps
and improve the well-being of their poorest cit-
izens. In essence, the Compact provides a Goal-
oriented development process in which all the
main stakeholders have clear responsibilities—
as well as obligations to other actors.
Escaping poverty traps requires that coun-
tries reach certain critical thresholds—for health,
education, infrastructure and governance—in
order to achieve a takeoff to sustained eco-
nomic growth and development. Dozens of
poor countries fall below such thresholds, often
through no fault of their own and for reasons
beyond their control. This is the most important
area where the Compact between rich and poor
countries and actors must come in. If a coun-

THE MILLENNIUM DEVELOPMENT COMPACT

try pursues the right policies and commits to
good governance in implementing those policies,
the world community—international agencies,
bilateral donors, private actors, civil society ot-
ganizations—must help the country reach the
critical thresholds through increased assistance.

In adopting this Millennium Development
Compact, all countries are called on to reaf-
firm their commitments to the Millennium De-
velopment Goals and their readiness to accept
the responsibilities that accompany those com-
mitments. Bilateral donors, international fi-
nancial institutions, UN specialized agencies,
private actors and civil society organizations
should step forward with bold, specific com-
mitments and actions to ensure success in reach-
ing the Goals.
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CHAPTER 1

m The Millennium Development Goals

We recognize that, in addition to our separate
responsibilities to our individual societies,
we have a collective responsibility to uphold
the principles of human dignity, equality and
equity at the global level. As leaders we have
a duty therefore to all the world’s people, es-
pectally the most vulnerable and, in particu-
lar, the children of the world, to whom the
future belongs.

—UN Millennium Declaration'

In September 2000 the world’s leaders gath-
ered at the UN Millennium Summit to com-
mit their nations to strengthening global
efforts for peace, human rights, democracy,
strong governance, environmental sustain-
ability and poverty eradication, and to pro-
moting principles of human dignity, equality
and equity.?

The resulting Millennium Declaration,
adopted by 189 countries, includes urgent,
collective commitments to overcome the
poverty that still grips most of the world’s
people. Global leaders did not settle for busi-
ness as usual—because they knew that business
as usual was not enough. Instead they com-
mitted themselves to ambitious targets with
clearly defined deadlines.

At the 2000 summit the UN General As-
sembly also asked the UN Secretary-General
to prepare a road map for achieving the Dec-
laration’s commitments—resulting in the Mil-
lennium Development Goals, made up of 8
Goals, 18 targets and 48 indicators.” The Goals
are unique in their ambition, concreteness and
scope. They are also unique in their explicit
recognition that the Goals for eradicating
poverty can be achieved only through stronger
partnerships among development actors and
through increased action by rich countries—
expanding trade, relieving debt, transferring
technology and providing aid.

THE MILLENNIUM DEVELOPMENT GOALS

AN AGENDA FOR ACCELERATING HUMAN
DEVELOPMENT

The Millennium Development Goals address
many of the most enduring failures of human
development. Unlike the objectives of the first, sec-
ond and third UN Development Decades (1960s,
1970s, 1980s), which mostly focused on economic
growth, the Goals place human well-being and
poverty reduction at the centre of global devel-
opment objectives—an approach advocated by the
Human Development Report since its inception.

The Goals and the promotion of human de-
velopment share a common motivation and re-
flect a vital commitment to promoting human
well-being that entails dignity, freedom and
equality for all people. The Goals are bench-
marks of progress towards the vision of the Mil-
lennium Declaration—guided by basic values of
freedom, equality, solidarity, tolerance, respect
for nature and shared responsibilities. These
values have much in common with the concep-
tion of human well-being in the concept of
human development. They also mirror the fun-
damental motivation for human rights. Thus
the Goals, human development and human
rights share the same motivation (box 1.1).

Every Human Development Report has ar-
gued that the purpose of development is to im-
prove people’s lives by expanding their choices,
freedom and dignity. Poverty involves much
more than the restrictions imposed by lack of
income. It also entails lack of basic capabilities
to lead full, creative lives—as when people suf-
fer from poor health, are excluded from par-
ticipating in the decisions that affect their
communities or have no right to guide the course
of their lives. Such deprivations distinguish
human poverty from income poverty.

The Millennium Development Goals are
intended to ease the constraints on people’s
ability to make choices. Still, the Goals do not

The Goals and the
promotion of human
development share a
common motivation and
reflect a vital commitment
to promoting human well-
being that entails dignity,
freedom and equality for

all people
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BOX 1.1

The Millennium Development Goals, human development and human rights share a common motivation

Values guiding the UN Millennium
Declaration and Millennium Development
Goals

As articulated in the Millennium Declaration, the
Millennium Development Goals are benchmarks
for progress towards a vision of development,
peace and human rights, guided by “certain fun-
damental values. . .essential to international re-
lations in the twenty-first century. These include:
e Freedon:. Men and women have the right to
live their lives and raise their children in dignity,
free from hunger and from the fear of violence,
oppression or injustice. Democratic and partic-
ipatory governance based on the will of the
people best assures these rights.

o Equality. No individual and no nation must
be denied the opportunity to benefit from de-
velopment. The equal rights and opportunities
of women and men must be assured.

o Solidarity. Global challenges must be managed
in away that distributes the costs and burdens faitly
in accordance with basic principles of equity and
social justice. Those who suffer or who benefit least
deserve help from those who benefit most.

e Tolerance. Human beings must respect one
another, in all their diversity of belief, culture and
language. Differences within and between soci-
eties should be neither feared nor repressed,
but cherished as a precious asset of humanity. A
culture of peace and dialogue among all civi-
lizations should be actively promoted.

o Respect for nature. Prudence must be shown
in the management of all living species and natural
resources, in accordance with the precepts of sus-
tainable development. Only in this way can the im-
measurable riches provided to us by nature be
preserved and passed on to our descendants. The
current unsustainable patterns of production and
consumption must be changed in the interest of
our future welfare and that of our descendants.
o Shared responsibility. Responsibility for man-
aging worldwide economic and social develop-
ment, as well as threats to international peace
and security, must be shared among the nations
of the world and should be exercised multilater-
ally. As the most universal and most representa-
tive organization in the world, the United Nations
must play the central role.” (UN 2000, p. 2.)

The Goals—building blocks for human
development...

Human development is about people, about ex-
panding their choices to live full, creative lives
with freedom and dignity. Economic growth,
increased trade and investment, technological
advance—all are very important. But they are
means, not ends. Fundamental to expanding
human choices is building human capabilities:

Source: UN 2000a; Human Development Report Office; UN
1966; Marks 2003; UNDP 2000.

the range of things that people can be. The most
basic capabilities for human development are liv-
ing a long and healthy life, being educated, hav-
ing a decent standard of living and enjoying
political and civil freedoms to participate in the
life of one’s community.

The first three of these are incorporated in
this Report’s human development index (HDI).
Though the Millennium Development Goals
contribute to these capabilities, they do not re-
flect all the key dimensions of human develop-
ment, which is a broader concept.

...and human rights
Achieving the Goals will advance human rights.
Each Goal can be directly linked to economic,
social and cultural rights enumerated in the Uni-
versal Declaration of Human Rights (articles 22,
24,25, 26) and other human rights instruments.
Recognizing that the targets expressed in the
Goals are not just development aspirations but
also claimable rights has important implications.
¢ Viewing the Goals in this way means that tak-
ing action to achieve them is an obligation, not
aform of charity. This approach creates a frame-
work for holding various actors accountable,
including governments, citizens, corporations
and international organizations.
e Human rights carry counterpart obligations
on the part of others—not just to refrain from
violating them, but also to protect and promote
their realization. Human rights conventions rec-
ognize the need for an international order that

ensures that these rights be secured (article 28
of the Universal Declaration of Human Rights,
article 2 of the Covenant on Economic, Social
and Cultural Rights) and that establishes the
counterpart obligations of governments and
other actors to contribute to their realization.
e Viewing the Goals through a human rights
framework increases understanding of the poli-
cies and institutional reforms required to achieve
them. Full realization of the human right to ed-
ucation, for example, requires more than achiev-
ing universal literacy and primary education.
It also requires that people participate mean-
ingfully in public decisions about education.
And it requires that measures for achieving
education-related goals be equitable—not dis-
advantaging vulnerable groups or entrenching
gender discrimination.

The full realization of economic, social and
cultural rights requires far more than achieving
the Millennium Development Goals. But achiev-
ing the Goals is an important step towards that
end. Because rights to education, health care
and an adequate standard of living depend on
long-term economic growth and institutional
reform, these rights can be realized progres-
sively. But the acceptable pace of “progressive
realization” and the obligations to achieve it are
rarely spelled out, left instead to each country to
define and debate. The Millennium Development
Goals more explicitly define what all countries
agree can be demanded—benchmarks against
which such commitments must be measured.

Key capabilities for
human development

How do human development goals relate to
the Millennium Development Goals?

Corresponding Millennium
Development Goals

Living a long and healthy life

Goals 4, 5 and 6: reducing child
mortality, improving maternal health
and combating major diseases

Being educated

Goals 2 and 3: achieving universal
primary education, promoting
gender equality (especially in
education) and empowering women

Having a decent standard of living

Goal 1: reducing poverty and hunger

Enjoying political and civil freedoms to
participate in the life of one’s community

Essential conditions for
human development

Not a Goal but an important global
objective included in the
Millennium Declaration

Corresponding Millennium
Development Goals

Environmental sustainability

Goal 7: ensuring environmental
sustainability

Equity—especially gender equity

Goal 3: promoting gender equality
and empowering women

Enabling global economic environment

Goal 8: strengthening partnership
between rich and poor countries
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cover all the crucial dimensions of human
development. In particular, they do not mention
expanding people’s participation in the decisions
that affect their lives or increasing their civil
and political freedoms. Participation, democracy
and human rights are, however, important ele-
ments of the Millennium Declaration.

The Goals provide building blocks for human
development, with each relating to key dimensions
of this process. The Goals also reflect a human
rights agenda—rights to food, education, health
care and decent living standards, as enumerated
in the Universal Declaration of Human Rights.
The need to ensure all these rights—economic,
social and cultural—confers obligations on the
governments of countries both rich and poor.

ORIGIN, EVOLUTION AND FOLLOWUP

The Millennium Development Goals reflect key
aims of various UN development conferences in
the 1990s. Thus they are the product of many
national, regional and international consulta-
tions that involved millions of people and rep-
resented a wide range of interests, including
those of governments, civil society organiza-
tions and private sector actors. These conferences
emphasized the multidimensional nature of de-
velopment—with human well-being as its end.

The Goals also build on the momentum
created by the International Development Goals,
devised in 1996 by the Development Assistance
Committee (DAC) of the Organisation for Eco-
nomic Co-operation and Development (OECD)
to define how its 23 bilateral donors would
work together to improve lives in developing
countries in the 21st century. The OECD goals
set an important precedent because they were
time-bound and quantifiable, and so could be
monitored and help mobilize support.

But because the International Development
Goals originated in the donor community, they
were never wholeheartedly adopted by developing
countties or by civil society groups. A 2000 publica-
tion, A Better World For All: Progress towards
the International Development Goals, was
widely criticized by civil society groups for holding
developing countries accountable for their progress
without acknowledging the roles in the process of
rich countries and multilateral institutions.*

THE MILLENNIUM DEVELOPMENT GOALS

So, although the Millennium Development
Goals include all but one of the International De-
velopment Goals, they are seen not as the brain-
child solely of rich countries. Instead they are
truly global development goals that reaffirm the
world’s collective commitment to improving
the lives of people in poor countries. The Goals
also recognize the responsibility of developing
countries for their development—while plac-
ing more concrete demands on rich countries.

Defining the responsibilities of all coun-
tries was crucial for developing countries. Goal
8, for a global partnership, has no time-bound,
quantified indicator to monitor progress and
hold actors to account, as Goals 1-7 do. But its
inclusion in the Goals is a significant step to-
wards “solidarity” —a basic principle of the
Millennium Declaration.

The March 2002 International Conference on
Financing for Development in Monterrey, Mex-
ico, reaffirmed the world’s commitment to the
Millennium Declaration and its development tar-
gets. The conference advanced new terms for a
global partnership based on mutual responsibil-
ities between developing and rich countries. It also
reaffirmed the primary responsibility of national
governments for mobilizing domestic resources
and improving governance—including sound
economic policies and solid democratic institu-
tions. And it reaffirmed commitments by rich
countries to work towards a supportive interna-
tional environment and increased financing for
development.” These commitments received ad-
ditional backing at the September 2002 World
Summit on Sustainable Development in Johan-
nesburg, South Africa (see chapter 8).

DO GLOBAL GOALS MAKE A DIFFERENCE?

The global community, often led by the United
Nations, has set many development goals since
the first Development Decade of the 1960s—and
has a history of many failures. For example, in
the Alma Ata Declaration of 1977 the world
committed to health care for all people by the
end of the century. Yet in 2000 millions of poor
people died of pandemic and other diseases,
many readily preventable and treatable. Similarly,
at the 1990 Summit on Children the world com-
mitted to universal primary education by 2000.

The conference advanced

new terms for a global
partnership based on

mutual responsibilities

between developing and

rich countries
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Failures should serve as
reminders of past neglect
to follow through on
solemn global pledges
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But that target was also missed. And the failures
should serve as reminders of past neglect to fol-
low through on solemn global pledges.

But UN goals have also achieved many suc-
cesses—some spectacular. An immunization
goal dramatically increased coverage, from
10-20% in 1980 to more than 70% in 1990 in
more than 70 countries. And even when quan-
titative targets have not been achieved by their
target dates, they have accelerated progress.
For example, by 2000 life expectancy had been
raised to at least 60 years in 124 countries. In the
1990s child mortality was reduced by a third or
more in only 63 countries—but in more than 100
it was cut by a fifth. Thus global goals can raise
ambitions and spur efforts (box 1.2).

ADDRESSING THE CRITICS

The Millennium Development Goals have been
widely acclaimed, inspiring new energy for ac-
tion against poverty. But they have also been crit-
icized for:
® Being too narrow, leaving out development
priorities such as strong governance, increased
employment, reproductive health care and in-
stitutional reform of global governance.
e Relying on narrow indicators—such as
school enrolment gaps to track progress in gen-
der equality, or numbers of telephones to mea-
sure access to technology.
®  Being unrealistic and setting the stage for dis-
couragement—and for being used to name and
shame countries that do not achieve them.
e Distorting national priorities, possibly un-
dermining local leadership by promoting a top-
down, often donor-led agenda at the cost of
participatory approaches in which communities
and countries set their own priorities.®

These concerns point to what could go
wrong if the Goals—particularly their numer-
ical indicators—are taken out of context and
seen as ends in themselves rather than as bench-
marks of progress towards the broader goal of
eradicating human poverty. Though the Goals
reflect consensus on key global development ob-
jectives, they are not a new model for develop-
ment. And while all are important, the priority
placed on each should be determined by na-
tional development strategies.

The Goals are ambitious—reflecting the ur-
gent need for much faster progress on devel-
opment. They are intended to mobilize action,
not name and shame. They place demands on
all actors to identify new actions and resources
so that they can be reached. The poorer the
country is, the greater the challenge. Contrast
what Mali will have to do to halve poverty by
2015, to 36%’ and reduce under-five mortality
by two-thirds, to 85 per 1,000 live births 8 with
Sri Lanka’s task: cutting poverty to 3.3%’ and
under-five mortality to 8 per 1,000 live births.!°
That does not mean that Mali is destined to
fail. Rather, it reveals the huge challenges fac-
ing the poorest countries—and the enormous ef-
forts needed from the international community.

Moreover, success should not be judged sim-
ply by achieving the Goals on time. Halving
poverty by 2015 is not the end of the road, because
countries must continue to halve it again and
again. And countries should not be condemned
if they do not achieve the Goals on time.

GLOBAL GOALS MUST BE COUNTRY OWNED

Although the Millennium Development Goals
originated in the United Nations, they are peo-
ple’s goals—and they can be achieved only if ef-
forts are nationally owned and country driven.

STRONG NATIONAL OWNERSHIP

Developing countries have been pursuing the
underlying objectives of the Millennium
Development Goals for decades. But the Goals
require new political momentum for faster
progress on reducing human poverty—a
process already under way in many countries.
As governments begin to assess whether and
how the Goals will be achieved by 2015, they
also assess policy priorities and develop na-
tional strategies. Several countries have in-
creased social spending and launched new
programmes in support of the Goals. For ex-
ample, Bolivia has aligned its social policies
with the Goals. Proposals have been made to
substantially increase spending on health and
education, and two national programmes have
been created towards that end. Cameroon has
also boosted funding for education and health,
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BOX 1.2

Since the earliest days of the United Nations, its member governments
have set global goals, with several recurring objectives. Ending colonialism
was a major theme of the 1950s and 1960s. Accelerating economic growth
and advancing other economic goals—such as employment, industrializa-
tion and international assistance—were major themes of the first, second
and third development decades (1960s, 1970s, 1980s). Goals for literacy,
schooling, health, survival and water and sanitation were set from the eatly
1960s into the 1990s, culminating in the 2000 Millennium Declaration.
UN goals are often dismissed as overly ambitious and rarely achieved.
Yet many goals have been achieved:
¢ Eradicating smallpox (World Health Organization declaration, 1965)—
achieved in 1977.
e Immunizing 80% of infants (before their first birthday) against major
childhood diseases by 1990 (World Health Organization declaration,
1974, refined in 1984)—achieved in about 70 countries, though the achieve-
ments have not been maintained in Sub-Saharan Africa and South Asia.
e Reducing children’s deaths from diarrhoea by half (World Summit for
Children, 1990)—achieved in the 1990s.
e Cutting infant mortality to less than 120 per 1,000 live births by 2000
(World Summit for Children, 1990)—achieved in all but 12 developing
countries.
e Eliminating polio by 2000 (World Summit for Children, 1990)—
achieved in 110 countries. More than 175 countries are now polio free.
e Eliminating guinea-worm disease by 2000 (World Summit for Chil-
dren, 1990)—by 2000 the number of reported cases had declined by
97%, and the disease has been eliminated in all but 14 countries.
Significant progress has been made on many other goals even though
they were not fully achieved:
e Accelerating economic growth in developing countries to 5% a year
by the end of the 1960s and to 6% in the 1970s (UN resolution, 1961)—
during the 1960s, 32 countries exceeded 5%, and during the 1970s, 25 coun-
tries exceeded 6%. (Though the record in the 1980s and 1990s was far more
disappointing; see chapters 2 and 4.)
o Increasing developing countries’ share in global industrial production
(United Nations Industrial Development Organization declaration, 1975)—
the share rose from 7% in 1970 to 20% in 2000, though these gains were
limited to a small number of countries.
e Raising life expectancy to 60 years by 2000 (UN General Assembly res-
olution, 1980)—achieved in 124 of the 173 countries that fell below this
threshold (almost all of them among the least developed countries, with
many in Sub-Saharan Africa).
e Reducing child mortality by at least one-third more during the 1990s
(World Summit for Children, 1990)—63 countries achieved the goal,
and in more than 100 countries child deaths were cut by 20%.
e Eliminating or reducing hunger and malnutrition by 2000 (Third De-
velopment Decade, 1980s; World Summit for Children, 1990)—in

Source: Jolly 2003.

Do global goals make a difference?

developing countries malnutrition dropped 17% between 1980 and 2000,
but in Sub-Saharan Africa the number of undernourished people rose by
27 million in the 1990s.

e Achieving universal access to safe water by 1990, then by 2000 (Third
Development Decade, 1980s; World Summit for Children, 1990)—access
increased by 4.1 billion people, reaching 5 billion.

Still, some goals have failed almost entirely:

e Increasing official development assistance to 0.7% of rich countries’
GNP starting in 1970 (UN General Assembly resolution, 1970; Interna-
tional Development Strategy for the 1970s)—assistance has actually fallen
as a share of GNP, and in the 1990s only four countries achieved the 0.7%
target (Denmark, the Netherlands, Norway and Sweden).

e Allocating 0.15% of GNP for official development assistance to the
least developed countries in the 1980s and 1990s (UN Conference on the
Least Developed Countries, 1981)—8 of 16 members of the OECD’s De-
velopment Assistance Committee achieved the 0.15% target in the 1980s,
but only 5 of 20 did so in the 1990s.

e Halving adult illiteracy by 2000 (World Summit for Children, 1990)—
illiteracy fell from 25% in 1990 to just 21% in 2000.

¢ Eradicating malaria (World Health Organization declaration, 1965)—
although there was success in Asia and Latin America, the “global” anti-
malaria programme of the 1960s largely bypassed Africa (due to the
perceived intractability of the disease there) even though it suffers the largest
malaria burden. Over the next several decades the international commu-
nity devoted little attention and scant resources to malaria, leading to frag-
mented interventions.

Whether the numerical target of a global goal was achieved is an im-
portant but inadequate measure of success, because it does not indicate
whether setting the goal made a difference. In many cases enormous
progress has been made even though numerical targets have not been
reached—as with the International Drinking Water Supply and Sanita-
tion Decade of the 1980s (UN General Assembly, 1980), during which
hardly any developing country achieved universal coverage. But the set-
ting of global goals drew attention to these needs, and in the 1980s ac-
cess to safe water increased 130% and access to sanitation increased
266%, both much more than in the 1970s or 1990s. Yet the decade has
often been viewed as a failure simply because the numerical targets were
not met.

Once set, goals agreed to at the United Nations have been followed
up in very different ways. At one extreme have been goals like accelerat-
ing economic growth, where there has been little mobilization for imple-
mentation by the international community. At the other extreme have been
goals like eradicating smallpox, expanding immunizations and reducing
child mortality, where the international community—led by the World
Health Organization and the United Nations Children’s Fund—have
supported country action.

and politicians are using data on progress to-  change must come from a country’s people,
wards the Goals in their campaign debates. pressing for more schools, better health care,

National ownership is not just government  improved water supplies and other essential el-
ownership. Action must be driven not just by  ements of development. The Goals provide an
politicians and government agencies but alsoby  entry point for applying such pressure. They
communities, local authorities and civil society ~ empower communities and people to hold au-
groups. The political momentum for policy  thorities accountable. And they offer a scorecard
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The Goals are a major
step towards building a
true partnership for
development, and in
defining what is meant

by partnership
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for people to assess the performance of political
leaders—from local to national government of-
ficials, to parliamentarians, to opposition parties
(see chapter 7).

Civil society groups—from community or-
ganizations to global networks—are supportive
allies, helping to build schools and mobilize re-
search on neglected diseases. But they also have
an essential role as watchdogs, monitoring those
responsible for delivering results and shaping
democratic debates on economic and social
policies in poor communities. In newly de-
mocratizing states open debate on policy choices
has often been absent or inadequate, leaving
people vulnerable to populist rhetoric. Thus
social mobilization around the Millennium De-
velopment Goals can help nurture and consol-
idate democratic processes, with the voices of
ordinary people influencing policy-making.
Though civil society groups have started to en-
gage with the Goals, many are unaware or sus-
picious of them.!!

COMMITMENT OF RICH COUNTRY PARTNERS
AND THE INTERNATIONAL COMMUNITY

The Goals are a major step towards building a
true partnership for development, and in defin-
ing what is meant by partnership. The agree-
ments that emerged from the 2002 International
Conference on Financing for Development and
the World Summit on Sustainable Develop-
ment advanced the consensus on the mutual
responsibilities of developing and rich coun-
tries. Developing countries are to focus on im-
proving governance, especially in mobilizing
resources, allocating them equitably and en-
suring their effective use. Rich countries are to
increase concessional financing and debt relief
and to foster trade and technology transfers
(see chapter 8).

CLEAR DIAGNOSIS OF WHAT NEEDS TO BE DONE

The world needs a clear analysis of why global
poverty endures, where and what the biggest ob-
stacles are and what needs to be done to tackle
them. Every poor country has to prepare a na-
tional strategy that addresses its circumstances.

The international community also needs to
set priorities on how to achieve the Millennium
Development Goals. These priorities need to be
based on objective analysis of the biggest chal-
lenges and main obstacles, on evidence of what
has worked (and what has not) and on ideas for
new actions to accelerate progress.

For this analysis the UN Secretary-General
has established the Millennium Project, a re-
search initiative that brings together nearly 300
experts from academia, civil society, interna-
tional organizations and the public and private
sectors around the world. This project will issue
its final report in 2005.

This Hurman Development Report also helps
identify global priorities, provides data and analy-
ses new ideas. This Report has been prepared in
close collaboration with the Millennium Project,
drawing on its work and on other in-house and
commissioned research. It describes:

e Opverall global progress towards the Goals—
and identifies areas requiring the most attention
(chapter 2).

e The structural constraints to economic
growth and human development and the ways
to overcome them (chapters 3).

®  Policy options for achieving the Goals for ed-
ucation, hunger, health, gender equality and
water and sanitation (chapter 4).

e Appropriate roles for the private and pub-
lic sectors in expanding basic social services
(chapter 5).

e DPolicy options for achieving the environ-
ment Goal (chapter 6).

e The role of people in building political mo-
mentum for policy change (chapter 7).

e New policies for trade, debt relief, tech-
nology transfers and aid needed to support the
implementation of all the Goals (chapter 8).

The Millennium Development Compact, at
the beginning of this Report, is its main policy
plank. The Compact presents a new approach to
help countries escape poverty traps and achieve
the Goals, identifies the responsibilities of stake-
holders and builds on the principles of the Mon-
terrey Consensus (adopted at the International
Conference on Financing for Development)—
which takes a performance rather than an enti-
tlement approach to development cooperation.
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CHAPTER 2

@ Priority challenges in meeting the Goals

Two groups of developing countries face es-
pecially difficult—and different—challenges in
achieving the Millennium Development Goals.
In the first group are top priority and high pri-
ority countries where entrenched human poverty
and failed—or even reversing—progress have
created crises, requiring the world’s focused
attention and resources. The second group is in
the public eye less often, having made good
progress overall. But that progress has been
uneven, and gaps are widening because poor
groups and regions are being left behind.

FIGURE 2.1

Since 1990 East Asia and the Pacific, led by
China, has nearly halved extreme income
poverty—and is making significant progress on
the other Goals as well. For the Arab States and
Latin America and the Caribbean, achieving the
Goals by 2015 will be challenging but possible
(figure 2.1). But for other developing regions
achieving the Goals remains a huge challenge.
Unless things improve, it will take Sub-Saharan
Africa until 2129 to achieve universal primary ed-
ucation, until 2147 to halve extreme poverty and
until 2165 to cut child mortality by two-thirds.

Timeline: when will the Millennium Development Goals be achieved if progress does not accelerate?
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a. Region is considered to have achieved the Goal because it has low human poverty (below 10%) in the most recent year for the relevant Goal (see technical note 2).
Source: Human Development Report Office calculations based on feature 2.1.
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During the 1990s many
developing countries saw
reversals and stagnation
in many areas essential to

the Goals
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For hunger no date can be set because the re-
gion’s situation continues to worsen. Though
South Asia has made faster progress, substantial
improvements will be required in most areas if
the Goals are to be met.

During the 1990s many developing countries
saw reversals and stagnation in many areas es-
sential to the Goals. Some 54 countries are
poorer now than in 1990. In 21 countries a
larger proportion of people are going hungry.
In 14 countries more children are dying before
age five. In 12 countries primary school enrol-
ment rates have fallen. And in many countries
things have simply stagnated—neither wors-
ened nor improved.!

In the 1980s only 4 countries experienced
reversals in the human development index (a
summary measure based on the ability of a
country’s citizens to live a long and healthy life,
be educated and enjoy a decent standard of liv-
ing). In the 1990s that number jumped to 21.
Behind these reversals were failed economic
growth and the HIV/AIDS epidemic. The 1990s
also saw declining development assistance from
rich countries, increasing debt burdens in poor
countries and continuing drops in the prices of
primary commodities—which many poor coun-
tries depend on for the bulk of their export
revenues (see chapter 8).

Many developing countries face huge chal-
lenges in one or two areas related to the Goals.
But most worrisome are the 31 top priority coun-
tries facing failed progress and extremely low
starting levels for many of the Goals. Though they
come from all regions, most are in Sub-Saharan
Africa. In another 28 high priority countries the
situation is less desperate—though significant
progress is still needed if the Goals are to be met.

Yet some of the world’s poorest countries
are making progress towards higher levels of de-
velopment. Success stories are emerging in the
fight against HIV/AIDS. Education is improv-
ing. And economies are beginning to grow. A
key message of this Report is that much is known
about how to achieve the Goals. But this knowl-
edge must be applied quickly if struggling coun-
tries are to do so.

When measuring progress, it is vital to look
beyond country averages. In many countries
the letter of the Goals may be achieved if efforts

focus on people already doing the best in soci-
ety. But the spirit of the Goals is not met if
countries that cross the finishing line leave be-
hind many poor people. In Brazil, China, India
and Mexico overall progress has been excel-
lent. But some areas and groups are not bene-
fiting enough, while wealthy segments of the
population continue to surge ahead. And in
countries doing badly, much of the burden is
borne by marginalized groups—as in Burkina
Faso, Mali and the Russian Federation.

This chapter assesses progress towards the
Millennium Development Goals using a global
perspective to identify areas most in need of pol-
icy attention (box 2.1 and feature 2.1 at the end
of the chapter; see also the Millennium Devel-
opment Goal indicator tables 1-10 in the sta-
tistical annex). The assessment shows:

e Stark contrasts between and within regions.
e Human development reversals in the 1990s.
e Struggles to achieve the Goals, with rever-
sals, stagnation and countries in crisis.

® Good performance by some of the poorest
countries.

e Widening gaps within countries: who is

being left behind?

STARK CONTRASTS BETWEEN AND WITHIN
REGIONS

Around the world, progress is being made on
the Goals. But stark differences are emerging be-
tween regions, with some pulling ahead and
reaching new levels of development—while oth-
ers are left behind. The same pattern is occur-
ring within regions: some countries are
succeeding amid disappointing regional trends,
while others are falling behind in regions mak-
ing good overall progress:

®  South Asia—advancing from low levels.
South Asia remains one of the world’s poorest
regions. And because it is so heavily populated,
it is home to the largest number of poor people.
The task is enormous—with more than one-
third of South Asians lacking access to improved
sanitation, one-third in poverty, one-quarter
hungry, one-fifth of children out of primary
school and almost one-tenth of children dying be-
fore age five. But significant progress was made
in all these areas in the 1990s, lifting the region
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BOX 2.1

The Millennium Development Goals have made
clear the need for relevant, reliable, timely sta-
tistics to set policies, hold decision-makers ac-
countable, monitor progress and evaluate results.
Yet despite considerable improvements in recent
years, meeting the demand for basic data on
human development remains a major global
challenge.

Though the data situation varies across de-
veloping countries, the Millennium Indicators
Database (see http://millenniumindicators.un.org)
—based on national statistics compiled or esti-
mated by international data agencies—is reveal-
ing. Not only are there significant gaps for almost
every indicator, there are also extensive prob-
lems in relevance, accuracy, consistency and re-
liability. For example:
® Many of the indicators chosen for the Mil-
lennium Development Goals are based on avail-
able data—not necessarily the data most
appropriate for the Goals. An example is the $1
a day indicator, the most debated measure of ab-
solute poverty (see box 2.3). Another is the in-
dicator of sustainable access to affordable
essential drugs, where both access and afford-
ability are difficult to assess accurately. Mean-
while, adequate indicators for the target on slum
dwellers (part of Goal 7) have yet to be fully
developed.

e For indicators on income poverty, health,
gender inequality, employment and the envi-
ronment, many countries have no data for
1990-2001—and few have data on trends over
that time (see table).

e Some data—such as for maternal mortality
and HIV/AIDS—are based on incomplete vital
registrations or non-representative surveys and
so are subject to enormous uncertainty. And
even when data are available for multiple periods,

Building statistical capacity—unprecedented demand, urgent opportunity

they often are not comparable due to changes in
definitions, methods and coverage.

By creating long-term demand for data, the
Goals are challenging national and international
institutions to go beyond short-term responses
and to build sound, sustainable national statis-
tical capacity and systems. What needs to be
done—or done differently—to achieve those
objectives?

Building national demand

Lacking appreciation of the importance of sta-
tistics in supporting informed decision-making,
too many countries are trapped in a circle of low
demand and low resources for statistics, result-
ing in inadequate supply. Such countries do not
routinely collect data—many have not conducted
a population census in the past 10 years—and
lag far behind in the adoption of up-to-date
statistical standards and methods. They also
have limited capacity to analyse and dissemi-
nate statistics, discouraging the use of data in na-
tional policy analysis.

Demand for data must increase if national
statistical systems are to break this circle of un-
derperformance and underfunding. Efforts to in-
crease the supply of data must also strengthen
the capacity of governments and the general
public to use data effectively. Though country
ownership and commitment are crucial to such
efforts, the international community can help by:
e Advocating the importance of statistics and
statistical systems in supporting effective gov-
ernance and empowering people. Important op-
portunities include the processes for developing
Poverty Reduction Strategy Papers, national
human development reports and Millennium
Development Goals country reports, which em-
phasize the need for monitoring and evaluation.

lacking data, 1990-2001

Large data gaps even in basic human development indicators: countries

Percent
Countries Countries
lacking lacking

Indicator trend data any data
Children underweight for age 100 22
Net primary enrolment ratio 46 17
Children reaching grade five 96 46
Births attended by skilled health personnel 100 19
Female share of non-agricultural wage employment 51 41
HIV prevalence among pregnant women ages 15-24

in major urban areas 100 91
Population with sustainable access to an improved water source 62 18
Population living on less than $1 a day 100 55

three years apart.
Source: UN 2003c.

Note: Data refer to developing countries and countries in Central and Eastern Europe and the CIS. A country is defined as having
trend data if at least two data points are available—one in 1990-95 and one in 1996-2001—and the two points are at least

e Making better use of existing data to meet
short-term demands for specific programmes, and
making long-term investments in statistical systems.
o Training statistical analysts, managers of sta-
tistical systems and users of statistics; designing
new tools for data collection; increasing access
to data through support for data dissemination
and analysis and encouraging the use of existing
technology to lower costs and make national
statistical programmes more effective.

Improving national strategies and systems
International agencies have conducted a variety
of household surveys to narrow data gaps in de-
veloping countries, particularly for poverty,
health and education. These surveys—including
Demographic and Health Surveys, Multiple In-
dicator Cluster Surveys, Living Standards Mea-
surement Surveys and Core Welfare Indicator
Questionnaires—have provided essential data on
socio-economic characteristics and trends, es-
pecially among poor people.

But when similar surveys are conducted in
resource-constrained countries, they are some-
times driven by short-term external needs, dis-
tort local priorities and offer no sustainable
improvements to local statistical infrastructure.
Though administrative systems can provide
detailed time-series and disaggregated data for
national planning, they require long-term in-
vestments and are often neglected.

To foster the development of sustainable sta-
tistical systems and minimize distortions of pri-
orities and outputs, data collection and analysis
should be conducted in the framework of na-
tional statistical strategies. These strategies should
be closely aligned with national policies and
agreed priorities for statistical systems.

In recent years several African countries have
significantly improved their statistical capacity by
using national demands to guide their statistical de-
velopment efforts. Uganda restructured its statis-
tical agency, enabling it to better manage and
meet user demands. In Malawi donor and gov-
ernment investments in household surveys and data
analysis have increased understanding of poverty—
resulting in poverty maps, an agreed poverty line
and a comprehensive profile of poor people.

An international poverty survey

The Millennium Development Goals highlight
areas where national statistical systems require
dramatic improvements. Many countries,
including the top and high priority countries
identified in this Report, require extensive as-
sistance to conduct regular surveys of income and

Continued on next page
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BOX 2.1 (continued)

Building statistical capacity—unprecedented demand, urgent opportunity

consumption—especially to assess extreme
poverty and basic living conditions. Such coun-
tries also need to develop or strengthen statisti-
cal programmes for other social indicators,
particularly for health data singled out by the
Goals.

An international poverty survey could be one
way to respond to the new demand for statistical
support created by the Goals. Although existing
surveys (such as Demographic and Health Surveys)
provide important data in many areas, none pro-
vides consistent, reliable data on extreme poverty
and basic living conditions. Using new or im-
proved international standards and methodologies,
the international poverty survey could be modu-
lar, with some modules unchangeable and con-
sistent over time and space—and others adapted
to current or long-term country needs. Built within
an integrated survey programme, such a survey
could provide invaluable data for national and
global analysis, and become a major tool for build-
ing national statistical capacity.

Securing more—and more effective use
of—resources

Many poor countries lack all but the barest sta-
tistical infrastructure and training. Severely con-
strained by resources, they require significant
financial support to start building statistical
capacity. Other countries have well-developed
programmes in certain areas but require support
to strengthen overall statistical systems. They
also need to adjust national priorities and invest
in statistical activities to ensure sustainable
capacity building.

Governments and donors should recognize
that strengthening statistical systems is integral to
achieving the Millennium Development Goals.
Rather than focusing on short-term results and re-
lying on expensive external experts, efforts should
favour long-term planning and make more ef-
fective use of local resources and knowledge.

New financing instruments

Many donors are making efforts to finance sta-
tistical systems, both by increasing funding (such
as including statistical components in projects) and
by experimenting with new instruments. For ex-
ample, the World Bank’s new multidonor Trust
Fund for Statistical Capacity Building provides
grants to develop master plans and small-scale
projects for statistical capacity building. In addi-
tion, new lending facilities—such as investment
loans that gradually reduce support for recur-
rent costs (the bulk of expenses facing statistical
offices) during implementation phases—will help

developing countries increase investments and
ease dependence on donor financing,

Cooperation among developing countries
Decades of technical cooperation and assistance
from donors have fostered significant knowl-
edge in developing countries. But while experts
from rich countries have a vital role to play, so
do practitioners within countries—and from
other developing countries with similar problems
and conditions. In the late 1980s, for example,
the Philippines’s National Statistical Coordina-
tion Board helped Indonesia’s Central Bureau
of Statistics compile national accounts data.
Several factors are key to the success of such
efforts: ownership and commitment by recipient
countries; similar economic, cultural and data sys-
tems in recipient and assisting countries, facili-
tating technology transfer; affordable consultation
costs to enable long-term support; a sense of
being peers; and willingness to cooperate fully.

Improving collaboration and coordination
Statistical capacity building must be coordinated
effectively both within countries and among
donors. Statistical programmes in most devel-
oping countries, even those with long statistical
traditions, are often decentralized among various
ministries beyond national statistical offices. The
statistical offices of international agencies, such
as those at UN headquarters and regional com-
missions, mainly work with national statistical of-
fices. Other statistical units in specialized donor
agencies—such as the International Labour
Organization, Food and Agriculture Organiza-
tion, United Nations Educational, Scientific and
Cultural Organization and World Health Orga-
nization—generally work with their national
counterparts in line ministries. Still other donors,
mostly multilateral and bilateral, often manage
technical cooperation through technical coop-
eration ministries or similar mechanisms.

This structure poses enormous challenges for
coordination. Different donors inevitably dupli-
cate similar projects, with overlapping and in-
consistent objectives, competing for limited local
resources and overloading national capacity. There
is also severe incoherence within national systems
and disconnection between national statistical of-
fices and various ministries. The result? Enormous
inefficiency, less valuable data from surveys that
use different definitions and methods and dis-
crepancies in national and international statistics.

The Millennium Development Goals offer a
unique opportunity to establish clear, effective re-
sponsibilities both nationally and internationally.

For example, national statistical offices could
play a more central role in coordinating national
statistics for national and international needs.
Practical mechanisms should be created to coor-
dinate and monitor international assistance.

To coordinate statistical capacity building,
the Partnership in Statistics for Development in
the 21st Century (PARIS21) was established in
1999. This partnership links national and inter-
national statisticians and users of statistics in an
effort to develop strategies for building statisti-
cal capacity and promote effective cooperation
between poor and rich countries. Though rela-
tively new, PARIS21 has addressed many chal-
lenges—advocating the need for better data,
mobilizing resources, designing tools for as-
sessing statistical capacity and identifying pri-
orities and encouraging countries to develop
long-term plans for statistical development.

Strengthening international data systems

The growing demand for coherent, consistent in-
ternational statistics poses a serious challenge. Al-
though stronger international statistics depend
on stronger national statistics, changes are also
needed in international statistical agencies. They
must increase their capacity to respond to new mea-
surement challenges and provide timely statistics,
reduce data gaps and inconsistencies, improve
collaboration with national statistical systems and
strengthen coordination among themselves to en-
hance international standards and methods and to
ensure consistency among international data series.

The international community plays an im-
portant role in statistical development by imple-
menting internationally agreed standards, methods
and frameworks for statistical activities. Significant
milestones include the development and adoption
of the System of National Accounts, General Data
Dissemination Standards and Data Quality As-
sessment Framework. The Millennium Develop-
ment Goals have generated new momentum for
the development of international guidelines on
appropriate concepts and methods for each coun-
try to build on—such as measures of extreme
poverty and living conditions in urban slums.
These needs are especially essential to meet the
needs of top and high priority countries.

The Goals have mobilized the international
community and inspired developing countties to
assume responsibility for building statistical ca-
pacity. Closing enormous statistical gaps will re-
quire commitment and effort from donors and
recipients alike. Capacity building is not something
that can be done for countries: they must do it
themselves. Still, external assistance is essential.

Source: Human Development Report Office based on David 2003; De Vries 2003; Johnston 2002, 2003; UNDP 2002a, 2003e; McEwin 2003; Simonpietri 2003; UN 2002g; World Bank 2002a, 2003d, 2003h.
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from the basement of development. Moreover,
country performance was more homogeneous
than in any other region: except for Afghanistan,
no country experienced reversals in the key in-
dicators for the Millennium Development Goals.
Still, there was some divergence: Bangladesh
and Bhutan reduced their under-five mortality
rates by more than 6 percentage points, and
Nepal by more than 5 points. Now a smaller
proportion of children die before age five in
these countries than in Pakistan, where progress
has been much slower. Moreover, India’s per-
formance varied enormously across states, with
inequality increasing between several.

o Sub-Sabaran Africa—Ileft behind. Like
South Asia, Sub-Saharan Africa faces enormous
poverty. But unlike South Asia, it is being left
behind. Almost across the board the story is
one of stagnation. Economies have not grown,
half of Africans live in extreme poverty and
one-third in hunger, and about one-sixth of
children die before age five—the same as a
decade ago. And because of population growth,
the number of people suffering increased con-
siderably in the 1990s. Some progress was made
in education, but the primary enrolment rate is
still only 57%. And with low completion rates,
only one in three children in the region finish
primary school. Yet amid this dismal picture of
stagnation and reversals, some countries
achieved impressive progress in the 1990s. In
Cape Verde, Mauritius, Mozambique and
Uganda per capita income grew by more than
3% a year, and Ghana and Mozambique
achieved some of the world’s sharpest reductions
in hunger. In Benin the primary enrolment rate
increased by more than 20 percentage points.
And in the face of HIV/AIDS, 10 countries re-
duced child mortality by 3 percentage points or
more—Malawi by more than 5 points.

o Latin American and the Caribbean—
stalled progress. At the other end of the spec-
trum of developing regions, Latin America and
the Caribbean has human development indica-
tors approaching levels in rich countries. But
though progress continued in some areas (ed-
ucation, under-five mortality), the 1990s saw
slow economic growth and slight increases in
poverty. As a result East Asia is fast closing its
income gap with Latin America and now has a

PRIORITY CHALLENGES IN MEETING THE GOALS

lower proportion of hungry people. Although
most Latin American and Caribbean countries
had slow growth in per capita incomes in the
1990s, in five countries per capita growth was
more than 3% a year—with Chile and Guyana
seeing per capita growth of almost 5%. In
hunger, too, there was great variation: the pro-
portion of hungry people almost tripled in Cuba,
from 5% to 13%, while Peru had the region’s
biggest reduction, from 40% to 11%. Under-five
mortality rates fell in Bolivia (from 12% to 8%)
and Ecuador (6% to 3%), while Barbados, Ja-
maica and Saint Vincent and the Grenadines ex-
perienced almost no improvement.

® FEast Asia and the Pacific—performing
well across the board. East Asia’s economy
grew by almost 6% a year in the 1990s, while
poverty fell by about 15 percentage points—and
this despite the severe financial crisis that hit the
region in 1997-98. The reduction in hunger
was the fastest of any region, falling from 17%
to 11%—now lower than in the Arab States or
Latin America and the Caribbean. Universal
primary education attendance and completion
are within reach, and under-five mortality has
fallen significantly. China has been pivotal to the
region’s success. With 1.2 billion people, it ac-
counts for about 70% of East Asia’s popula-
tion. (China’s success and its uneven distribution
are discussed later in this chapter.) Other suc-
cess stories include higher enrolment rates in Lao
People’s Democratic Republic and lower under-
five mortality rates in Indonesia. Still, many
countries in the region did not enjoy similar
progress in the 1990s. Income growth was slow
in the Philippines—and negative in Brunei
Darussalam, Mongolia, the Solomon Islands
and Vanuatu. And in Cambodia under-five mor-
tality rates rose 2 percentage points.

o Central and Eastern Europe and the Coms-
monwealth of Independent States—increasing
poverty and declining life expectancy. People
in Central and Eastern Europe and the Com-
monwealth of Independent States (CIS) ended
the 1990s less healthy and with lower average in-
comes than people in Latin America and the
Caribbean. These negative trends date to the
1980s, but data for the 1990s give an idea of the
size of the decline: poverty more than tripled, to
almost 100 million people—25% of the region’s

In Cape Verde, Mauritius,
Mozambique and Uganda
per capita income grew
by more than 3% a year,
and Ghana and
Mozambique achieved
some of the world's
sharpest reductions in

hunger
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Questions about global
income inequality inspire
some of the most
contentious debates on
the international stage:
the answers depend on
how the questions

are asked

population.? The experience in the transition to
market economies has been a tale of two re-
gions—Central and Eastern Europe on the one
hand and the CIS on the other. Some countries
in Central and Eastern Europe have made re-
markable improvements since the late 1990s:
the Czech Republic, Hungary, Poland, Slovakia
and Slovenia are on the verge of joining the Eu-
ropean Union. The challenge is to replicate these
successes in CIS countries struggling to move for-
ward. The CIS Seven—Armenia, Azerbaijan,
Georgia, Kyrgyzstan, Moldova, Tajikistan and
Uzbekistan—ended the 1990s with incomes close
to those of the least developed countries.

®  Arab States—persistent gaps. In the Arab
States high incomes have improved many as-
pects of human development since 1970. Yet of
all regions the Arab States has the widest gap be-
tween incomes and other aspects of human de-
velopment. Despite narrowing gender gaps in
enrolments, gender inequality remains an issue:
in countries with parliaments, women hold only
5% of seats.” Political and civil rights pose the
greatest challenge—in 1999 only 4 of the re-
gion’s 17 countries with data had multiparty
electoral systems.* Still, despite general economic
stagnation, Lebanon, Sudan and Tunisia grew by
more than 3% a year in the 1990s. Kuwait reduced
its hungry population from 22% to 4%, and
Egypt achieved the largest reduction in under-
five mortality rates, from around 10% to 4%.
But other countries are being left behind. In
Iraq the under-five mortality rate almost tripled
in the 1990s, to 13%. Countries facing less ex-
treme circumstances have also struggled: in

FIGURE 2.2

Comparing child mortality in OECD countries and other regions:
Inequalities are growing, 1990 to 2001
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Yemen the proportion of underweight children
jumped from 30% in 1992 to 46% in 1997

GAPS BETWEEN RICH AND POOR COUNTRIES:
MOVING BEYOND INCOME INEQUALITY ALONE

Questions about global income inequality inspire
some of the most contentious debates on the in-
ternational stage. The answers depend on how
the questions are asked. And even when the
questions seem the same, the answers can be very
different (box 2.2). People look to data on in-
come inequality as they might a stock market
index to gauge how the world is doing. Are
things on the right track? Is enough being done?
Yet debates on global income inequality indi-
cate little more than how economists and sta-
tisticians can find many answers to the seemingly
same questions.

Nobel Prize winner Amartya Sen has sug-
gested that careful consideration be given to
what is meant by inequality.® Looking at in-
come inequalities alone can mask inequalities in
human lives and capabilities and how they are
changing. But capturing how gaps between rich
and poor people and regions are changing in
areas other than income is often hard to do, be-
cause most basic human development indicators
have a limit at the top. When nearly all children
are in school, all adults are literate and life ex-
pectancy approaches its biological limit, coun-
tries can make little further progress. So while
rich countries can get little better according to
these indicators, any improvement in poor coun-
tries represents a reduction in inequality.

But even when a country can progress no
further in a basic human development indica-
tor, things can continue to improve. The qual-
ity of education can get better. Health care can
dramatically improve people’s lives in ways not
reflected in life expectancy data. Hidden behind
income levels can be more enjoyable employ-
ment and increased leisure time. Women can be
empowered in the home and workplace. Such
indicators are at the frontier of measurement in
human development—and it is through them
that many changes in non-income inequality
will be identified.

Yet inequalities in basic human development
indicators are not always falling. For example,
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BOX 2.2

Human Development Report 2002 noted that
while the definition of global income inequality is
fuzzy and its trends ambiguous, there is wide-
spread consensus on its grotesque levels. This has
not changed. Incomes are distributed more un-
equally across the world’s people (with a Gini co-
efficient of 0.66) than in the most unequal countries
(Brazil, for example, has a Gini coefficient of
0.61). (The Gini coefficient is a measure of income
inequality that ranges between 0, indicating per-
fect equality, and 1, indicating complete inequal-
ity.) The richest 5% of the world’s people receive
114 times the income of the poorest 5%. The rich-
est 1% receive as much as the poorest 57%. And
the 25 million richest Americans have as much in-
come as almost 2 billion of the world’s poorest
people (Milanovic 2002, pp. 51-92).

Monitoring and containing income in-
equality are essential not only to increase op-
portunities for as many people as possible, but
also to reduce social friction in areas (usually
urban) with high inequality. As globalization
deepens and access to information becomes
cheaper and more widely available, awareness of
global inequality is increasing. People no longer
compare themselves only to their fellow citi-
zens: they are also aware of international gaps,
making divergence across countries increasingly
harmful—and dangerous. To reduce growing
tensions, it is crucial that the tide of development
lift all boats.

Findings on global inequality vary consid-
erably depending on the approach used to
analyse it. Inequality can be calculated across
countries (using average national incomes), across
the world’s people (regardless of national bound-
aries) and across people within countries.

Inequality across countries
International inequality is generally measured by
comparing national per capita incomes. Coun-
tries with the highest per capita incomes in the
early 1800s are still today’s richest countries, in-
dicating persistence in the structure of interna-
tional inequality.

In 1820 Western Europe’s per capita in-
come was 2.9 times Africa’s—and in 1992, 13.2

Grotesque levels, ambiguous trends

times (Maddison 2001). In the 1990s per capita
incomes increased slowly but steadily in high-
income OECD countries, but many transition
countries in Central and Eastern Europe, par-
ticularly the CIS, many parts of Sub-Saharan
Africa and some countries in Latin America and
the Caribbean experienced economic stagna-
tion. At the same time, highly populated devel-
oping countries such as China and India achieved
rapid growth.

As a result per capita incomes have been
converging in rich countries, while in develop-
ing countries the pattern is mixed. But when in-
come data are weighted by population—to
capture the relative importance of each country’s
performance—average incomes across countries
appear to be converging. Highly populated
developing countries drive such trends: fast-
growing China and India are catching up with
parts of the industrialized world, such as North
America and Western Europe.

Inequality across the world’s people

Some studies have tried to capture trends in
true global inequality—that is, the distribution
of income across citizens of the world, regard-
less of national borders. Income surveys sug-
gest that when measured this way, global
inequality increased between 1987 and 1998.
The main forces behind this divergence were:
e A widening income gap between the poor-
est and the richest people due to slow growth in
rural incomes in populous Asian countries rel-
ative to rich OECD countries.

e Faster progress in urban China relative to
rural China and to India.

e Shrinkage in the world’s middle-income
group (Milanovic 2002, pp. 51-92).

But these conclusions are not entirely robust
due to the limited timeframe covered and the use
of purchasing power parity (PPP) rates, which
are often unsuitable and do not accurately reflect
international price differences (see box 2.3).

Using alternative methodologies, other an-
alysts have reached more optimistic conclusions
suggesting convergence in global individual in-
comes: that after peaking in 1970, the gap in

What is happening with global income inequality?

1995 had returned to the level in 1950 (Dollar and
Kraay 2002, pp. 120-33; Bhalla 2002; Sala-i-
Martin 2002). A driving factor in this debate is
the measure of inequality used to draw conclu-
sions. When measured using single summary in-
dicators such as the Gini coefficient, incomes
appear to be converging. (Because of the Gini co-
efficient’s construction, it gives more weight to
middle-income groups and less to the extremes.)
Still, in recent decades there has unquestionably
been a widening gap between the incomes of
the very richest and the very poorest.

Inequality across people within countries
National income inequality is the concept used
for country-level analysis. This concept is suit-
able for analysing the correlation between a
country’s policies—typically economic open-
ness or redistribution measures—and its distri-
bution of income.

In many countries inequality in assets and
especially income appears to be on the rise. Nu-
merous studies have tried to capture trends in
income distribution over time across large sam-
ples of countries. Cornia and Kiiski (2001) esti-
mate that between the 1980s and the mid- to late
1990s inequality increased in 42 of 73 countries
with complete and comparable data. Only 6 of
the 33 developing countries (excluding transition
countries) in the sample saw inequality decline,
while 17 saw it increase. In other words, within
national boundaries control over assets and re-
sources is increasingly concentrated in the hands
of a few people.

Though not the case for all these coun-
tries, in many inequality began increasing dur-
ing the debt crisis of the early 1980s (Kanbur
and Lustig 1999). Since then inequality has
soared, particularly in the Commonwealth of In-
dependent States (CIS) and south-eastern Eu-
rope. And in many Latin American countries
inequality remains extremely high. If sharp in-
creases in inequality persist, they may have dire
effects on human development and social sta-
bility (including violence and crime rates; see
Fajnzylber, Lederman and Loayza 1998 and
Bourguignon 2001).

Source: Ravallion 2002; Schultz 1998, pp. 307-44; Korzeniewicz and Moran 1997, pp. 1000-39; Sprout and Weaver 1992, pp. 237-58; Maddison 2001; Milanovic 2002, pp. 51-92, 2003; Dollar and Kraay
2002, pp. 120-33; Kanbur and Lustig 1999; Bhalla 2002; Sala-i-Martin 2002; Cornia and Kiiski 2001; UNDP 2002e; Fajnzylber, Lederman and Loayza 1998; Bourguignon 2001.

while there is heated debate on whether in-
come inequality is increasing between rich and
poor countries, inequality in child mortality has
gotten unambiguously worse. In the early 1990s
children under five were 19 times more likely to
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die in Sub-Saharan Africa than in rich coun-
tries—and today, 26 times more likely (figure
2.2). Among all developing regions only Latin
America and the Caribbean saw no worsening
in the past decade relative to rich countries,




FIGURE 2.3

Human development

setbacks

Human
development
index

.900
.800
.700

.600

[

.500

1990 2001

Source: Indicator table 2.

FIGURE 2.4

Fast growth is the exception
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HUMAN DEVELOPMENT REVERSALS IN THE
1990s

For human development the 1990s were the
best of years and the worst of years. Some re-
gions and countries saw unprecedented progress,
while others stagnated or reversed. What is
most striking is the extent of the stagnation and
reversals—not seen in previous decades.

This is apparent not just by looking at the
targets for the Millennium Development Goals,
but also from the human development index
(HDI), the summary measure of key dimen-
sions of human development (see feature 2.2).
The index usually moves steadily upwards,
though usually slowly because three of its key
components—literacy, enrolment rates and life
expectancy—take time to change. So when the
HDI falls, it indicates crisis, with nations de-
pleting their basis for development—people,
their real wealth.

DECELERATING HUMAN DEVELOPMENT

Though average incomes have risen and fallen
over time, human development has historically
shown sustained improvement, especially
when measured by the HDI. But as noted, the
1990s saw unprecedented stagnation and de-
terioration, with the HDI falling in 21 coun-
tries. Many of these countries have insufficient
data to calculate the HDI before 1990, so
there is no way of knowing if their HDIs also
fell in the 1980s. Of the 114 countries with
data since 1980, only 4 saw their HDIs decline
in the 1980s—while 15 saw declines in the
1990s (table 2.1). Much of the decline in the
1990s can be traced to the spread of
HIV/AIDS, which lowered life expectancies,
and to a collapse in incomes, particularly in
the CIS.

As a result, after a steady increase since the
mid-1970s, there has been a deceleration in
HDI progress. The slowdown, particularly in the
late 1980s and first half of the 1990s, was led by
countries in Central and Eastern Europe and the
CIS. Many of these countries had already started

TABLE 2.1
Countries that saw a drop in the human
development index, 1980s and 1990s

Period Number Countries

1980-90 4 Congo, Dem. Rep. of;
Guyana; Rwanda; Zambia
Armenia?; Belarus?;
Botswana; Burundi;
Cameroon; Central African
Republic; Congo; Congo,
Dem. Rep. of; Céte d'Ivoire;
Kazakhstan?; Kenya;
Lesotho; Moldova; Russian
Federation; South Africa;
Swaziland; Tajikistan?;
Tanzania?; Ukraine?;
Zambia; Zimbabwe

Note: Based on a sample of 113 countries with complete data.

a. Country does not have HDI data for 1980-90, so fall in HDI may
have begun before 1990.

Source: Indicator table 2.

1990-2001 21

on a downward spiral in the mid-1980s, and be-
tween 1990 and 1995 the region’s average HDI
declined. In Sub-Saharan Africa overall growth
in the HDI merely slowed, though some coun-
tries suffered terrible declines (figure 2.3).

FAILING ECONOMIC GROWTH

Failed economic growth lies behind the falter-
ing HDI and the inability of many countries and
regions to reduce income and human poverty
(figure 2.4). Seldom if ever is income poverty re-
duced in a stagnant economy, and the regions
growing fastest economically are also the ones
that have reduced income poverty most (table
2.2). That provides a clear message: economic
growth is essential for reducing income poverty.
But the link is far from automatic. In Indonesia,
Poland and Sti Lanka income poverty rose in the
1990s despite economic growth (figure 2.5).
(Chapter 3 considers pro-poor growth and how
it can be achieved.)

At constant inequality levels, a country needs
to grow by 3% or more a year to double incomes
in a generation—say, from $1 to $2 a day. Yet
of 155 countries with data, only 30 had annual
per capita income growth rates above 3% in
the 1990s. Among the rest, 54 countries saw av-
erage incomes fall, and in 71 countries annual
income growth was less than 3%.

The consequences of this dismal growth
performance? At the turn of the millennium
more than 1.2 billion people were struggling to
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FIGURE 2.5

Growth and income poverty:
links not automatic

TABLE 2.2
Economic growth and income poverty:
strong links

survive on less than $1 a day—and more than
twice as many, 2.8 billion, on less than $2 a day.
Living on $1 a day does not mean being able to

Growth in S .
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would buy in the United States: a newspaper, income  (percentage
. . growth) point +6% Sri Lanka
alocal bus ride, a bag of rice. N e (%) reduction) oo
Debate rages over the validity of $1 a day A g 3304 4.1%
poverty data, which come from the World ?ﬁte legf?g 6.4 14.9
. . , ! : : 18%
Bank, because calculating them is fraught with South Asia 33 8.4 -
. Latin America & . °
conceptual and practical problems. Some ex- the Caribbean 16 ol 15% .
perts believe them to be rough but reasonable. Middle East & 209 '"d?;ggi',g
Others believe that they reveal little about in- North Airica 0 O ’ 3.2%
v y ev u Sub-Saharan Africa -0.4 -1.6 '
come poverty and its trends (box 2.3). Central and Eastern Poland
E dtheCIS -1.9 -13.52 1987/88-93/95
Whatever the case, the data show that Sl s 2.4%
. .. a. Change measured using the $2 a day poverty line, which is consid- +14% )
globally the proportion of people hvlng on ered a more appropriate extreme poverty line for Central & Eastern
less than $1 a day dropped from nearly 30% i“fope 3\/ Cl?& ok 20001
. . ource: \or an .
in 1990 to 23% in 1999 (table 2.3).7 But the
story is not one of good overall progress.  INCREASING SPREAD OF HIV/AIDS 6% "=

Rather, it is one of some countries forging
ahead while others see bad situations get even
worse. Much of the impressive reduction in
global poverty has been driven by China’s in-
credible economic growth of more than 9% a
year in the 1990s, lifting 150 million people out
of poverty.®

Of 67 countries with data, 37 saw poverty
rates increase in the 1990s.” But others
achieved impressive reductions in poverty:
Brazil, Chile, India, Uganda, Thailand, Viet
Nam. Many of the countries where poverty
rates soared were in Eastern Europe—par-
ticularly Central Asia—though other cases in-
cluded Algeria, Mongolia, Nigeria, Pakistan,
Venezuela and Zimbabwe.!?

When populations grow, reductions in
the proportion of poor people can still mean
an increase in the number. Only in East Asia
did the number of people in extreme poverty
decline significantly in the 1990s. In South

In recent decades the greatest shock to devel-
opment has been HIV/AIDS. The first cases
were recognized in the early 1980s, and by 1990
some 10 million people were infected (figure
2.6). Since then that number has more than
quadrupled, to about 42 million. Moreover, the
disease has already killed 22 million people and
left 13 million orphans in its wake.

The disease’s impact on the HDI occurs
through its devastating effect on life expectancy
in the worst-affected countries (figure 2.7). But
HIV/AIDS destroys more than lives. By killing
and incapacitating adults in the prime of their
lives, it can throw development off course.

HIV/AIDS is crippling parts of Africa—
about 1 in 3 (or more) adults is infected in

Source: Human Development Report Office

calculations based on World Bank 2003i and

World Bank 2000a.

TABLE 2.3

Changes in the share and number of people living on $1 a day have

been uneven

Percentage Number

Asia, home to almost 500 million poor people, Region 1990 1999 1990 1999
the number hardly changed. In all other re- Sub-Saharan Africa 474 490 241 315
gions the number of poor people rose—no- East Asia and the Pacific 305 156 486 279
bly in Sub-Sah Afri h Excluding China 24.2 10.6 110 57
tably In Sub-oaharan Alrica, where an South Asia 450  36.6 506 488
additional 74 million people, the population Latin America and the Caribbean 1.0 1.1 48 57
f the Philiopi ded the decade i i Central and Eastern Europe and the CIS? 6.8 20.3 31 97
of the Fhilippines, ended the decade In ex Middle East and North Africa 2.1 2.2 5 6
treme poverty. And as noted, in Eastern Eu- Total ® 29.6 232 1,292 1,169
Excluding China 285 25.0 917 945

rope and the CIS the number of poor people
more than tripled, from 31 million to almost
100 million (see table 2.3).11
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Central and Eastern Europe and the CIS.
b. Data are based on the $1 a day poverty line for all regions.
Source: World Bank 2002f.

. Changes measured using the $2 a day poverty line, which is considered a more appropriate extreme poverty line for




BOX 2.3

Measuring income poverty: where to draw the line?

The animated debate on whether the Millen-
nium Development Goal of halving poverty will
be achieved is largely driven by the lack of agree-
ment on the best way to measure poverty.
(Among the main participants in this debate are
Surjit Bhalla, Angus Deaton, Thomas Pogge,
Sanjay Reddy, Martin Ravallion and Xavier
Sala-i-Martin.) Thus conclusions on whether
the poverty Goal will be met must be qualified
in terms of definitions and, more important,
methodologies.

Absolute poverty is the main indicator used
to assess progress towards the Goal. This indi-
cator measures the proportion of a population
surviving on less than a specific amount of in-
come per day. This specific amount is the poverty
line—arguably the most contentious issue in the
debate. Shifting the international poverty line by
just a few cents can alter world poverty esti-
mates immensely, “moving” millions of indi-
viduals in or out of poverty.

Poverty rates based on national poverty lines
can capture the dynamics of poverty over time in
a single country. National poverty lines are gen-
erally based on the amount needed for an indi-
vidual in one country to live decently. Surviving
in the Russian Federation requires different min-
imum survival goods than surviving in Haiti. Be-
cause the costs of the consumption bundles used
to estimate poverty lines vary across countries,
poverty lines vary as well. The concepts and cri-
teria used to define poverty lines also differ across
countries, making national poverty lines prob-
lematic when the analytical purpose is to make in-
ternational poverty comparisons—as with the
monitoring of regional and global progress towards
the Millennium Development Goal for poverty.

An international poverty line—messy but
necessary
To compare poverty rates across countries,
poverty data based on an internationally defined
poverty line would be more suitable, at least in
theory. To that end the World Bank uses an ex-
treme poverty line of about $1 a day (measured
in purchasing power parity terms). Behind this
approach is the assumption—based on national
poverty lines from a sample of developing coun-
tries—that, after adjusting for cost of living dif-
ferences, $1 a day is the average minimum
consumption required for subsistence in the de-
veloping world. But this approach has been as-
sailed as being conceptually and methodologically
inaccurate in capturing minimum subsistence
levels across developing countries.

Some analysts see poverty as a concept set
by society—implying that people are considered

poor relative to their fellow citizens (Oster, Lake
and Oksman 1978). This view inevitably raises the
poverty line as income rises, weakening the ar-
gument for a common poverty line across coun-
tries. Reddy and Pogge (2002) provide a similar
argument against the $1 a day poverty line and
propose one based on locally defined minimum
capabilities. Ravallion (2000, pp. 3245-52), on the
other hand, defends the $1 a day poverty line
based on its simplicity. One of the main benefits
of this line is as a rhetorical and advocacy tool:
it is intuitively appealing because it suggests the
degree of deprivation of poor people in devel-
oping countries. But because of enormous
methodological and conceptual inconsistencies,
poverty data calculated using international
poverty lines are extremely problematic and can
lead to misleading poverty rates.

Problems comparing prices across
countries

One of the main problems with $1 a day poverty
data derives from underlying adjustments of in-
ternational price differences. Assuming that $1
a day is the correct average price of the subsis-
tence consumption bundle in developing coun-
tries—a major assumption—the price of this
bundle needs to be translated into national cur-
rencies. The World Bank does this using pur-
chasing power parity (PPP) rates: price indices
that compare the price of a bundle of goods in
one country with the price in another.

But the process for obtaining these rates is
not entirely transparent. Moreover, they pro-
duce inaccurate poverty lines because many of
the prices they are based on are for goods that
poor people do not consume (Reddy and Pogge
2002; Deaton 2003). Making matters worse,
these conversions do not take into account the
considerable price differences between coun-
tries’ urban and rural areas. Moreover, poor
people have to pay higher unit prices for many
goods and services because they cannot afford
to buy in bulk (Ward 2003).

Using national accounts instead of income
surveys—better or biased?

The World Bank’s $1 a day poverty line is based
on income and budget surveys that provide
information on the distribution and level of in-
come (or consumption). Given a specific poverty
line, these two indicators determine the income
poverty rate. There is debate on whether the in-
come levels from these surveys should be re-
placed with another consumption aggregate
(Sala-i-Martin 2002; UNCTAD 2002a; Bhalla
2002). Advocates point out that, for various

reasons, surveys grossly underestimate the in-
comes of very rich people in poor countries
(Székely and Hilgert 1999). One way to avoid this
problem is to retain the income distribution in-
formation from surveys but to calculate poverty
rates based on (usually higher) national accounts
data on average consumption.

But while the national accounts approach
may be more consistent across countries, in-
come levels based on surveys are not necessar-
ily less accurate than those based on national
accounts. National accounts data on consump-
tion may be more complete than surveys be-
cause they include goods such as financial
services, imputed rents and income from em-
ployer contributions to pension funds. But poor
people do not consume these goods—so while
surveys may underestimate average incomes,
that does not mean that they overestimate
poverty. Furthermore, as countries become
richer, the items missed by surveys may overstate
the growth of consumption of poor people.

The end result? Using national accounts
instead of income surveys to derive poor people’s
income levels risks overestimating the rate of
poverty decline. Furthermore, using national
accounts may underestimate the number of poor
people in all but the poorest countries—where,
conversely, poverty levels may be overstated be-
cause national accounts miss significant informal
activity. Using income levels from surveys avoids
these problems by directly targeting income and
consumption goods relevant to poor households
(food, shelter, health, education).

Still, surveys are not free of severe problems
in measurement and interpretation. Most im-
portant, surveys are not very common in the
countries where they are needed most because
of the high costs and considerable expertise re-
quired for their design and implementation.
Moreover, using survey-based poverty rates to
draw conclusions on poverty levels across coun-
tries—let alone changes in poverty across coun-
tries—may be misleading because definitions,
methodologies, coverage and accuracy vary
across countries and over time.

Because of these concerns, more efforts
should be made internationally and nationally to
perfect the price collection efforts behind pur-
chasing power parities (the World Bank is cur-
rently engaged in such an effort and expects to
release new rates in 2005), to harmonize design
and collection methods for income and con-
sumption surveys and to agree on local bundles
of minimum capabilities on which to base poverty
figures, for which feedback and guidance from
countries and communities are crucial.

Source: Sala-i-Martin 2002; Ravallion 2000; Reddy and Pogge 2002; Deaton 2003; UNCTAD 2002a; Székely and Hilgert 1999; Bhalla 2002; Oster, Lake and Oksman 1978; Ward 2003.
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Botswana, Lesotho, Swaziland and Zimbabwe,
1in 5 in Namibia, South Africa and Zambia and
more than 1 in 20 in 19 other countries. The dis-
ease kills both rich and poor people, including
teachers, farmers, factory workers and civil ser-
vants. In 1998 Zambia lost 1,300 teachers to the
disease—two-thirds of those trained each year.!?
By 2020 the hardest-hit African countries could
lose more than a quarter of their workforces.?

The depth of this human tragedy is im-
measurable. Uganda is the only Sub-Saharan
country to have begun to reverse the epidemic
once it reached crisis proportions. In Zambia
HIV prevalence among young women fell 4
percentage points between 1996 and 1999,
offering hope that it would become the sec-
ond country in the region to begin to reverse
the crisis. Senegal is another success story,
having kept HIV/AIDS under control from
the beginning through an immediate, con-
certed response.'

But elsewhere in Sub-Saharan Africa, signs
are not good. In Cameroon and Nigeria infec-
tion rates were thought to be stable, yet are
starting to increase. In a survey, half of the con-
tinent’s teenage respondents did not realize that
a healthy-looking person could have HIV/AIDS.
And of people using contraception worldwide,
just 7% use condoms—an effective barrier
against HIV."

Though Sub-Saharan Africa accounts for
nearly 70% of HIV/AIDS cases, the epidemic
is causing considerable damage in other re-
gions. Almost 0.5 million people are infected in
the Caribbean, 1.2 million in East Asia, 1.2 mil-
lion in Eastern Europe and the CIS, 1.5 million
in Latin America and 6.0 million in South Asia.'®

China, India and the Russian Federation—
all with large populations and at risk of seeing

TABLE 2.4
Big countries face big threats from
HIV/AIDS by 2025, even with a
moderate epidemic

Estimated
reduction
Estimated in life
HIV/AIDS cases  expectancy
Country by 2025 (years)
China 70 million 8
India 110 million 13
Russia 13 million 16

Source: Eberstadt 2002.
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HIV infection rates soar—are of particular con-
cern. About 7 million people are infected in
these countries, and in Sub-Saharan Africa 7 mil-
lion cases exploded to 25 million in a decade.”
The course of the epidemic depends on social
characteristics and responses to the threat. But
even in a moderate scenatio, by 2025 almost 200
million people could be infected in these three
countries alone (table 2.4).

STRUGGLES TO ACHIEVE THE GOALS

The drop in many countries’ HDIs signals a
problem; looking at key indicators of progress
towards the Millennium Development Goals
reveals its depth. Without significant changes,
countries experiencing reversals or staghation
have little chance of achieving the Goals.

For Eact GOAL— TOP PRIORITY AND HIGH
PRIORITY COUNTRIES

For each Goal there are countries where the sit-
uation is particularly urgent—where failed
progress is combined with brutally low starting
levels. These top priority countries are in great-
est need of the world’s attention, resources and
commitments (box 2.4; technical note 2).18

In high priority countries the situation is
less desperate but progress is still insufficient (see
feature 2.1). These countries are either making
progress from low levels of development or
achieving slow (or negative) progress from
higher levels.
* Asnoted, per capita incomes fell in 54 coun-
tries during the 1990s (see figure 2.5). Of these,
32 are top priority countries facing economic
crises. Many are extremely poor, and most are in
Sub-Saharan Africa. But there are also crisis coun-
tries in Central and Eastern Europe and the CIS,
Latin America and the Caribbean and East Asia
and the Pacific. Low per capita incomes are also
a serious problem in 20 high priority countries.
e Hunger increased in 21 countries in the
1990s. In 19 top priority countries more than
one-quarter of people are going hungry and
things are failing to improve much—or are
worsening. In 19 high priority countries the sit-
uation is better but hunger remains a serious
challenge.

FIGURE 2.6

HIV/AIDS cases have
skyrocketed

Number of HIV/AIDS cases

42
million

All other
regions

I Latin America

South &
Southeast
Asia
25.5
million
{ Sub-Saharan
Africa

10
million

1996 2002

1990

Source: UNAIDS 2002b.

FIGURE 2.7
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BOX 2.4

Struggling to meet the Goals—defining top priority and high priority countries

Priority countries for each Goal
This Report identifies top priority and high pri-
ority countries for each Millennium Development
Goal (see feature 2.1). The aim is to identify
countries where urgent action is needed to meet
a Goal (top priority countries) and countries
where the situation is less desperate but still de-
mands significant improvements in progress
(high priority countties; see technical note 2).

In top priority countries entrenched human
poverty is combined with failing or even re-
versing progress (see matrix). These are the
countries that are in crisis for each Goal, and
these are the countries where the world’s atten-
tion and resources must be focused.

In high priority countries the situation is less
desperate—but great needs remain. These coun-
tries are either at medium starting levels but

Source: Human Development Report Office based on feature 2.1.

Top and high priority countries

facing failed or reversing progress, or they are suf-
fering from extreme human poverty yet making
moderate progress—but still moving far too
slowly to meet the Goal.

Priority countries across the Goals
There are 31 top priority countries across the
Goals, meaning that they are top priority coun-
tries for at least three Goals or for at least half
of the Goals for which they have data, with a min-
imum of three data points. If data are available
for only two Goals, they are top priority in both.
There are 28 high priority countries across the
Goals. These countries do not fall into the top pri-
ority category but are top or high priority for at
least three Goals, are top priority for two Goals,
or are top or high priority for at least half of the
Goals for which they have data, with a minimum

D No data . D

Top High
priority  priority
countries countries

Sub-Saharan Africa 25 13
East Asia & the Pacific 0 4
South Asia 1 1
Arab States 3 3
Latin America

& the Caribbean 1 3
Eastern Europe

& the CIS 1 4

of three data points. If data are available for only
two Goals, they are top or high priority in both.

Another 78 countries have sufficient data to
be assessed and do not fall into the top priority
or high priority categories. And for 32 other
countries there are not sufficient data to make
reliable assessments.

Grouping countries into top priority, high
priority and other categories is useful, but such
efforts should be viewed with caution. The clas-
sifications point out that the countries most at
risk of failing to meet the Goals are in Sub-Sa-
haran Africa and Central Asia. But the under-
lying data for individual Goals are often
measured imprecisely, and some country classi-
fications will change as data improve. More-
over, many countries are missing too much data
for individual Goals to be given proper overall
classifications. Thus some of the 32 countries in
the "other" category would probably be top or
high priority countries if the underlying data
were more complete. (Examples include
Kyrgyzstan and Pakistan.)

In addition, the classification criteria used
here are plausible but only one among many
reasonable choices. Some countries are on the
border between categories, and would shift if
slightly different classification criteria were used.
Finally, many countries that are not top or high
priority are often falling behind on one or more
Goals and need considerable international
attention and help.

Level of human
poverty (in Goal)

Low
’ HIGH
Medium | pRIORITY
High TOP HIGH
9 el {ind  PRIORITY
Slow or Moderate Fast
reversing

Progress towards the Goal
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e 1In 11 top priority countries at least one-
quarter of children do not attend primary school,
and little progress is being made towards the
Goal of universal enrolment. Again, most are in
Sub-Saharan Africa. But this is one development
area where good data are sorely lacking. Low pri-
mary enrolments are also a concern in 13 high
priority countries.

e  Child mortality rates increased in the 1990s
in a way not seen in previous decades, rising in
14 countries. Overall, bad situations are failing
to improve in 32 top priority countries. In some
of these countries almost one-third of children
will not reach age five. All but 6 of these
countries—Afghanistan, Cambodia, Iraq, So-
malia, Sudan, Tajikistan—are in Sub-Saharan
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Africa. Child mortality rates are also extremely
worrisome in 24 high priority countries.

Across THE GOALS— 31 TOP PRIORITY
COUNTRIES, 28 HIGH PRIORITY COUNTRIES

Data on top and high priority countries across the
Goals are shown in box 2.4. There are 31 such
countries: 25 from Sub-Saharan Africa, 3 from the
Arab States and 1 each from South Asia, Latin
America and the Caribbean and Central and
Eastern Europe and the CIS. These countries
are seeing development fail across the board—
and require the world’s attention and resources
if the Goals are to be achieved.

Another 28 high priority countries face se-
rious challenges across the Goals. Again, many
are from Sub-Saharan Africa: 13. But 4 each are
from Central and Eastern Europe and the CIS
and East Asia and the Pacific, and 3 each are
from the Arab States and Latin America and the
Caribbean. One is from South Asia.

No single factor can explain the predica-
ments of the top and high priority countries. Still,
the ones from Sub-Saharan Africa tend to share
common features. Many are landlocked or have
a large portion of their populations living far
from a coast. In addition, most are small—only
four contain more than 40 million people. Being
far from world markets and having a small econ-
omy makes it much harder to diversify from
primary commodities to less volatile exports
with more value added. Indeed, primary com-
modities account for more than two-thirds of ex-
ports in 14 of the 17 top and high priority
Sub-Saharan countries with data. Many of the
region’s priority countries also have other seri-
ous concerns: in 23 more than 5% of the pop-
ulation has HIV/AIDS, and in 9 violent conflicts
occurred in the 1990s (box 2.5).1

In other regions top priority countries face very
different challenges. Many countries in the CIS,
for example—while also facing some of the struc-
tural issues affecting Sub-Saharan Africa—are
trying to make the transition to market economies,
a process that has been much more successful in
Central and Eastern Europe. In the Arab States
constraints are unrelated to income, and derive in-
stead from a failure to convert income into human
development and progress towards the Goals.

PRIORITY CHALLENGES IN MEETING THE GOALS

So what needs to be done to achieve the Mil-
lennium Development Goals? No matter how that
question is answered, the top priority and high

priority countries must be front and centre. The
issues they face and ways to resolve them are
considered in detail in the chapters that follow.

But poor countries failing to achieve

progress are not the only concern. Later in this
chapter another group of countries is exam-
ined: those where progress has been unevenly
distributed, leaving vast numbers of people in

terrible conditions.

GOOD PERFORMANCE BY SOME OF THE

POOREST COUNTRIES

Many of the world’s poorest countries are mak-
ing good progress on most or all of the Goals.
Indeed, for all the Goals the poorest countries
have made some of the fastest progress. True,
with low starting levels they have the most room
for improvement. But that should not detract
from achievements that countries have made in

circumstances that have caused many of their
development peers to stagnate or fall back-
wards. The success of Southern African coun-

tries is particularly fragile, because widespread
HIV/AIDS and recent droughts seriously

threaten continued progress.

BOX 2.5

Violent conflict and the Goals

Violent conflict is a key obstacle to achiev-
ing the Millennium Development Goals.
During 1990-2001 there were 57 major
armed conflicts in 45 locations. Sub-Saharan
Africa has been hit the hardest, but no de-
veloping region has been unaffected.

Deaths from conflicts are hard to gauge,
and estimates vary. But since 1990 conflicts
have killed as many as 3.6 million people and
injured many millions more. Particularly
tragic is that civilians, not soldiers, are in-
creasingly the victims—accounting for more
than 90% of deaths and injuries. Shock-
ingly, children account for at least half of
civilian casualties.

Beyond these tragic direct effects, col-
lapsing economies and infrastructure can take
a further human toll. Among the top and
high priority countries for achieving the Goals,

13 experienced serious conflict in the 1990s.
Surprisingly, some countries—such as In-
donesia and Sri Lanka—have experienced
significant conflict yet continue to make good
progress towards the Goals. Two reasons ex-
plain these seemingly unlikely successes.
First, good policies are vital: strong gov-
ernments that continue to provide services for
all people can make a huge difference in
human outcomes. (Box 3.5 in chapter 3 ex-
amines government and donor policies that
can mitigate the human costs of conflict.)
Second, conflicts often do not involve entire
countries, but are isolated to specific regions.
Thus the impacts of war may not be reflected
in national social indicators—but in areas
where conflict rages, its effects can still be dev-
astating, Box 2.8 examines countries where
isolated areas are suffering from conflict.

Source: Stewart 2003; Marshall 2000; UNHCR 2000; UNICEF 1996; SIPRI 2002b.




Still, during the 1990s:
e (Cape Verde, Mauritius, Mozambique and
Uganda averaged per capita income growth of
more than 3% a year.
e Countries in Sub-Saharan Africa achieved
some of the world’s sharpest reductions in hunger.
Ghana reduced its hunger rate from 35% to 12%,
and Mozambique from 69% to 55%.
e Benin increased its primary enrolment rate
from 49% to 70%. Mali and Senegal increased
primary enrolment rates by 15 percentage points
or more. Primary completion rates also rose in
some of the poorest countries—in Mali by more
than 20 percentage points.
® Many of the poorest countries made good
progress towards gender equality in primary
and secondary education. Mauritania led the
pack, increasing the ratio of girls to boys from
67% to 93% between 1990 and 1996. Mali and
Nepal narrowed their gaps by 10 percentage
points or more in the 1990s.
e Despite HIV/AIDS, there were some re-
markable improvements in child survival in
Sub-Saharan Africa. Guinea reduced its child
mortality rate by 7 percentage points, and

BOX 2.6

Great leaps forward are possible in years—not decades

The Millennium Development Goals aim to
dramatically improve people’s lives in the
course of a generation. Such targets are am-
bitious but achievable: many countries have
made great leaps forward in all aspects of
human development in short periods.

In just seven years (1946-53) Sri Lanka
increased average life expectancy by an in-
credible 12 years. Between 1970 and 1985
Botswana doubled the proportion of chil-
dren in primary school, nearly achieving
universal primary education. In the 1990s
China almost halved the proportion of peo-
ple living in poverty. And between 1994
and 2001 South Africa halved the number
of people without access to safe water.

These successes resulted from appro-
priate policies in specific circumstances,
and replicating them is not straightforward.
But they show what can be done. Later
chapters of this Report examine what works
and what does not—identifying key policies
for achieving the Goals.

In 7 years...

LIFE
EXPECTANCY
— 58 years

SAFE WATER
e 15 miillion

Population without
access to improved

water sources

46 years w7 million

Sri Lanka South Africa
1946-53 1994-2001
In 9 years... In 15 years...
PRIMARY
ROVERTY ENROLMENT

— 33% — 89%
Population living

in extreme poverty Net primary

enrolment ratio

—— 18% — 6%
China Botswana
1990-1999 1970-85

Source: Millennium Project Task Force 7 2003; WSP 2002b; Human Development Report Office calculations based on World
Bank 2002f and 2003i; Caldwell 1986, pp. 171-220; World Bank 2003i.
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Malawi and Niger by 5 percentage points or
more. There were also dramatic reductions in
some of the poorest countries in Asia. Bhutan
and Lao People’s Democratic Republic reduced
under-five deaths from around 16% to 10%,
and Bangladesh from 14% to 8%.

e Though HIV/AIDS has generally taken a
crushing toll on Sub-Saharan Africa, there
have been some notable exceptions. Uganda
reduced infection rates for eight consecutive
years in the 1990s, and Zambia may become
the second country in the region to reverse
the spread of HIV/AIDS from crisis levels.
Senegal has also prevented the spread of the
disease.?”

e (Cote d’Ivoire and Mali increased the pro-
portion of people with access to safe water by
10 percentage points or more. In addition,
Ghana and Senegal increased the proportion of
people with access to improved sanitation by 10
percentage points or more.

These successes, along with rapid im-
provements in more developed countries, show
that all countries can achieve the Millennium
Development Goals (box 2.6). (Chapters 4
and 5 analyse what underpinned some of these
successes.)

WIDENING GAPS WITHIN COUNTRIES: WHO
IS BEING LEFT BEHIND?

While national performance indicators help con-
vey what is happening to a country’s inhabitants,
progress often differs widely across regions of
the same country. Many countries with good
average performance on the Goals contain pop-
ulation groups—and sometimes entire areas—
being left behind. What are the gaps in human
development within countries, and how have
they evolved over the past decade (see feature 2.3)?

National statistics are midpoints of internal
differences or summaries of domestic idiosyn-
crasies that average out economic, social, cul-
tural, gender and ethnic cleavages within
borders. Thus indicators used to assess national
progress towards the Goals may not adequately
reflect the living conditions of many inhabi-
tants (box 2.7).

Wide—and widening—gaps are cause for
concern because of their likely negative effects
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on the pace of development. They also indicate
uneven opportunities, with powerful people
securing more of the benefits of development.
As gaps worsen and reach high levels, they may
destabilize human development as a result of so-
cial unrest, political disputes, biased resource
allocations and violence and conflict (box 2.8).

For these reasons subnational trends de-
serve attention even among countries that appear
to be performing well on the Goals. These coun-
tries may be advancing through a top-down
approach, with policy efforts and resources ini-
tially focused on groups that are easier to reach,
such as non-poor people or urban residents.
This approach can raise national averages enough
to declare the achievement of a Goal or some
other target.

This is a particular concern for health be-
cause the health-related Goals and targets (such
as reducing child mortality by two-thirds and
maternal mortality by three-quarters) seek to
lower average rates and so apply to the entire
population—while those for nutrition, educa-
tion and poverty focus on hungry, uneducated
and poor people. Thus the health targets can be
achieved by targeting any group, including bet-
ter-off people. Some governments may be
tempted to meet the health Goals by concen-

trating efforts among the better off, only later
targeting people who are harder to reach.?!
Some analysts argue that such a top-down ap-
proach has its merits because it will allow Goals
to be met at the country level and will eventu-
ally benefit everyone. But that may not be true.

For progress to be sustained and inclusive,
it should take a bottom-up approach, empha-
sizing equity and focusing first on people most
in need of support. In pursuing the health
Goals, the worst-off and hardest to reach peo-
ple should not receive attention only at the last
minute. For policy-makers, putting poor peo-
ple at the end of the queue for social services
is easier and less costly in the short and medium
run.?? But the false progress that results may
prove unsustainable in the long run.

GAPS BETWEEN SOCIO-ECONOMIC GROUPS

Evidence from many countries suggests that
some groups are receiving fewer benefits from
national improvements in income, health and ed-
ucation. Income disparities appear to be
increasing in several countries, indicating wider
gaps between people at the top of the income
distribution (generally middle and upper classes
in urban areas) and people at the bottom (mostly

BOX 2.7

Disaggregated data within countries: national human development reports

Since 1992 some 135 countries have used
country-owned processes to produce more than
450 national and regional human development
reports. Many of these reports present data dis-
aggregated along gender, ethnic, age, race, ge-
ographic or other lines, enabling deeper analysis
of country-specific causes of inequality and
poverty—and sometimes revealing systemic dis-
crimination and serious deprivations. The re-
ports have become crucial sources of the most
recent disaggregated country data, contribut-
ing to policy strategies for advancing and tools
for measuring progress on human development.
The following examples show what the reports
can help achieve:

e Since 1997 Brazil has calculated the human
development index (HDI) annually for each of
its more than 5,000 municipalities. In response
the state of Minas Gerais introduced the Robin
Hood Law, which allocates a proportion of tax

revenues to municipalities that rank low on the
HDI and other indicators.

e Nepal’s 2001 human development report
used extensive disaggregated data that revealed
significant inequities in the distribution of re-
sources and opportunities, leading the report
to conclude that weak governance is at the root
of disappointing outcomes in poverty reduc-
tion. The report found that life expectancy av-
eraged 51 years in the most disadvantaged
castes—and 63 years for the Newar ethnic group.
e Egypt’s annual human development reports
disaggregate socio-economic, environmental,
demographic and other indicators for each of the
nation’s 26 governorates. These data and the
reports’ findings form the basis for yearly meet-
ings of the country’s governors to jointly exam-
ine disparities and identify policy responses.

o Lithuania’s 2000 report analysed urban-rural
disparities in human development. Disaggregated

Source: Human Development Report Office, National Human Development Report Unit.

data for key indicators such as mortality, sui-
cide, employment and education showed that
rural Lithuanians are losing their ability to sus-
tain themselves with traditional occupations—and
no alternative, productive, sustainable livelihoods
have emerged. The report warned that this trend
could undermine social cohesion.
e Namibia’s human development reports have
examined human poverty by disaggregating the
HDI across language groups. This disaggrega-
tion reveals high human development levels
among predominantly European groups—people
who speak Afrikaans, English or German—and
very low levels among the San (bushmen). These
findings have led to targeted investments in
health, education and job creation.
Disaggregated data from the reports are
available online at http://sedac.ciesin.colum-
bia.edu/hdr/. (To view national human devel-
opment reports online, see http://hdr.undp.org.)

PRIORITY CHALLENGES IN MEETING THE GOALS
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BOX 2.8

Violent conflicts are often contained within cer-
tain areas of countries, driven by ethnic, lin-
guistic and similar social fault lines. This tendency
may explain the good overall performance on the
Millennium Development Goals in countries—
such as Indonesia and Sri Lanka—that experi-
enced years of conflict in the 1990s. Human
development is likely to be lower in areas that
suffer from conflict than in areas not directly af-
fected by it. (Sometimes neighbouring regions are
also affected by nearby conflicts, experiencing
refugee flows and humanitarian emergencies.)
The links between conflicts and poor de-
velopment can go both ways. Economic and so-
cial hardships, especially when accompanied by
sharp inequalities across groups and areas, can
foment violence. At the same time, conflicts are
often major causes of weak economic develop-
ment, leading to (among other things) health
crises and destruction of infrastructure. This re-
lationship can be captured by comparing the
spatial distribution of conflicts with subnational
indicators of development. But due to data lim-
itations, few countries allow for such analysis.
This Report was able to obtain such data for four
countries:
o [Indonesia. Sharp regional disparities in the
human poverty index (HPI) appear across and
within the islands of Indonesia. Violent, separatist
conflicts have occurred in areas with high
poverty, with sharp divisions along religious,
ethnic and social lines.
o Colombia. Violence runs high and medium
throughout the parallel mountain chains that
run from the north to south of Colombia, as
well as in the areas linking these mountains to
the Pacific coast. The mountains are largely
rural, with little infrastructure, and often in-
hospitable. The human development index
(HDI) is lowest in some of the areas where con-
flict has been most violent (see map).
e Nepal. The Maoist uprising that began in
Nepal in 1996 is based in the country’s most iso-
lated, neglected, resource-poor areas—those
lacking even the most basic social infrastruc-
ture. Among these are remote villages contain-
ing ethnic minorities, including low HDI areas
in the northwest and some areas in the north.
o Sri Lanka. After nearly 20 years of civil con-
flict between the minority Tamil population and
the majority Sinhalese, more than 65,000 Sri
Lankans have been killed and nearly 1 million
have been displaced. The map shows how the
northern and north-eastern Tamil regions have
been excluded from the country’s infrastruc-
ture development.

Source: UNDP 2003a.

Conflicts within countries
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TABLE 2.5

Child mortality rates: changes in levels and in wealth gaps, selected countries,

1980s and 1990s

Relative gap
(between rich and poor)
Narrowing Constant Widening
: Bangladesh Bolivia
Egypt Mali / )
: Brazil Colombia
_ Improving Guatemala g/le?]reocglo Peru Dominican Rep. Ghana
g 9 Indonesia Uganda
o .
Q Togo Burkina Faso Philippines
=y Constant Zambia Cameroon Tanzania
o Niger
[}
I
i K Kazakhstan
Worsening enya Zimbabwe

Source: Minujin and Delamonica 2003.

rural, female-headed households of indigenous
or ethnically marginal descent). Unless persis-
tent income inequality is dealt with, it may limit
the benefits of economic growth for poverty
reduction (see box 2.2).

Wealth, probably even more than income,
appears to be crucial in securing basic social ser-
vices. (The studies cited in this section esti-
mated wealth using surveys of household assets
and characteristics.)? Between the mid-1980s
and mid-1990s the gap in child mortality rates
between the wealthiest and poorest quintiles
narrowed in only 3 of 24 developing countries
with data.?* And in 13 countries considered
good performers in reducing average child mor-
tality rates, there is evidence of constant or in-
creasing gaps between the richest and poorest
groups (table 2.5).

Among the same sample of 24 countries, de-
spite a substantial narrowing of wealth-related
gaps in immunization coverage, by the late
1990s less than half the children from the poorest
families had been immunized with DPT3 (three
doses of diphtheria, pertussis and tetanus im-
munizations). In Burkina Faso, Cameroon, Mali
and Niger less than 30% of poor children were
covered. In many countries immunization cov-
erage for the poorest fifth of the population
showed no change or fell slightly in the 1990s.2

Disparities in education provide further ev-
idence of inequality between wealthy and poor
households. In many countries children from
poor households are much less likely to attend
school and are more likely to drop out if they

PRIORITY CHALLENGES IN MEETING THE GOALS

do. Enrolment rates are especially low for poor
households, and dropout rates especially high,
in Sub-Saharan Africa.?

South Asia shows a similar pattern, though
dropout rates are concentrated after grade 5. In
Latin America poor households are more likely
to send children to school, resulting in higher en-
rolment rates, but dropout rates are just as high
as in the other regions.”” Even countries with low
income inequality, such as Viet Nam, show wide
variations in education across wealth quintiles.
The data on wealth gaps in health and education
support an undeniable conclusion: for the Goals
to be met by as many countries and people as pos-
sible, policies should focus on closing the wealth
divides within countries.

RURAL-URBAN GAPS

Widening gaps between urban and rural areas
also indicate skewed development. In some
African countries, despite satisfactory overall
progress towards the Millennium Development
Goals, urban-rural divides persist—or are widen-
ing—for most indicators.?® In 8 of 11 countries
with data, overall poverty rates have fallen—but
rural poverty has fallen more slowly, particularly
in Niger, Senegal and Tanzania.

As with wealth gaps, rural-urban divides
are reflected in uneven progress on education
and health. In 26 African, Latin American and
Asian countries, rural areas are struggling on
many of the Goals.?? Usually this is relative to
urban areas, but sometimes it is absolute (with

Gender equality is at the
core of whether the Goals
will be achieved— from
improving health and
fighting disease, to
reducing poverty and
mitigating hunger, to
expanding education and
lowering child mortality,
to increasing access to
safe water, to ensuring
environmental

sustainability
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That all countries can
meaningfully achieve the
Millennium Development

Goals is beyond doubt
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conditions in rural areas deteriorating and those
in urban areas improving). Between the late
1980s and the mid- to late 1990s the gap in
child mortality rates for rural and urban house-
holds widened in 14 of the 26 countries.

Similarly, children in urban areas are much
more likely to receive a decent education. Par-
ents in poor rural areas are often reluctant to
send their children to school—and when they
do, there are often not enough teachers, text-
books and classrooms. In the developing world
a man living in a rural area is twice as likely to
be illiterate as one in an urban area.’’ South Asia
is home to the largest rural-urban education
disparities.

GENDER GAPS

The Millennium Declaration calls for em-
powering women politically, socially and eco-
nomically. To that end, the third Millennium
Development Goal aims to reduce the gap
between males and females in primary, sec-
ondary and eventually higher education. But
gender gaps in education are only a small part
of gender inequality. As this Report argues,
gender equality is at the core of whether the
Goals will be achieved—from improving
health and fighting disease, to reducing
poverty and mitigating hunger, to expanding
education and lowering child mortality, to in-
creasing access to safe water, to ensuring en-
vironmental sustainability.

One clear indicator of the gender crisis is
the gap in mortality rates between men and
women. Despite women’s biological advan-
tage, they have higher mortality rates in a num-
ber of countries, mainly in South and East
Asia. The “missing women” phenomenon
refers to females estimated to have died due to
discrimination in access to health and nutrition.
Census data indicate that missing women have
increased in number but fallen as a share of
women alive today. Improvements have oc-
curred in Bangladesh, Pakistan and most Arab
States, yet there have been only small im-
provements in India—and deterioration in

China.’! Conversely, in some countries in the
western CIS men are dying up to 15 years ear-
lier than women.”

In most cases gender discrimination is ac-
companied by biases against other personal
characteristics, including location (rural areas),
ethnic background (indigenous minorities) and
socio-economic status (poor households). Gen-
der gaps in health and particularly education are
important causes of gender discrimination. In
many developing countries gender gaps in pri-
mary and secondary education are much higher
among the poorest fifth of the population.
Moreover, in most of these countries the situ-
ation did not change significantly in the 1990s—
supporting evidence of discrimination against
gitls at the household level, particularly in poor
households.**

Globally, women account for just under
half of the adults living with HIV/AIDS. But in
Sub-Saharan Africa, where the virus is spread
mostly through heterosexual activity, more than
55% of infected adults are women.”* Young
women there are two to four times more likely
than young men to become infected. In South
and South-East Asia 60% of young people with
HIV/AIDS are female.

o8

That all countries can meaningfully achieve the
Millennium Development Goals is beyond
doubt. Countries at all levels of development
and from all regions have made dramatic
progress. Countries have also progressed with-
out incurring higher inequality. Chapters 3
through 7 consider what lessons lie behind
these successes and how they can be applied to
countries now failing. While many of the steps
for success are known, ensuring that they are
taken will require fundamental changes in de-
velopment thinking. Traditional approaches of
trying to do what is possible in the face of weak
policies and severe resource constraints will
not be enough. Chapter 8 considers cross-cut-
ting actions needed to create the environment
required to meet the Goals, with a focus on ac-
tions needed by rich countries.
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Feature 2.1 Progress towards the Millennium Development Goals
Millennium Development Goals regional summary
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Millennium Development Goals regional summary
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Income poverty
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Hunger

Undernourished people as a percentage of the total population
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Primary education

Net primary enrolment ratio (percent)

Regional distribution
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COUNTRY RANKING
BY 1990 VALUE
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Child mortality
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Access to water

People with access to improved water sources (percent of the population)
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BY 1990 VALUE
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Access to sanitation

People with access to adequate sanitation (percentage of the population)
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Source: Income: Human Development Report Office calculations based on data on GDP at market prices (constant 1995 US$), population and GDP per capita (PPP US$) from World Bank 2003i; World Bank
2002f. Hunger: MDG indicator table 1; FAO 2002b. Primary education: MDG indicator table 1; UNESCO 2002a. Gender equality: World Bank 2003i; aggregates calculated for the Human Development
Report Office by the World Bank; UNESCO 2002a. Child mortality: World Bank 2003i; UNICEF 2003b. Access to water: UN 2003c; aggregates calculated for the Human Development Report Office by the
World Bank; Human Development Report Office calculations based on UN 2003, 2003h. Access to sanitation: UN 2003¢; aggregates calculated for the Human Development Report Office by the World
Bank; Human Development Report Office calculations based on UN 2003¢, 2003h.

PRIORITY CHALLENGES IN MEETING THE GOALS

59



Feature 2.2 Measuring human development: the human development indices

Different paths in HDI

Human development index

The human development index (HDI) is a simple sum-
mary measure of three dimensions of the human de-
velopment concept: living a long and healthy life, being
educated and having a decent standard of living (see
technical note). Thus it combines measures of life ex-
pectancy, school enrolment, literacy and income to
allow a broader view of a country’s development than
using income alone—which is too often equated with

also seen substantial growth, exceeding the average in-
crease for developing countries. Sub-Saharan Africa, by
contrast, has been almost stagnant—on par with South
Asia in 1985, it has fallen far behind. Two groups of
countries have suffered such setbacks: CIS countries
going through what has become for many a long, painful
transition to market economies, and poor African coun-
tries whose development has been hindered or reversed
for a variety of reasons—including HIV/AIDS and in-

1975 2001 well-being. Since the creation of the HDIin 1990 three  ternal and external conflicts.

0-950 Switzerland supplementary indices have been developed to highlight Although the HDI is a useful starting point, it
/* particular aspects of human development: the human ~ omits vital aspects of human development, notably the
0.900 S Finland poverty index (HPI), gender-related development index  ability to participate in the decisions that affect one’s life.
(GDI) and gender empowerment measure (GEM). A person can be rich, healthy and well-educated, but

0.850 The HDI can highlight the successes of some coun-  without this ability human development is held back.
tries and the slower progress of others. Venezuela started The omission of dimensions of freedoms from the
0.800 with a higher HDI than Brazil in 1975, but Brazil has ~ HDI has been highlighted since the first Huzan De-
Venezuela made much faster progress. Finland had a lower HDI  velopment Reports—and drove the creation of a human
0.750 Braz than Switzerland in 1975 but today is slightly ahead.  freedom index (HFI) in 1991 and a political freedom
Rankings by HDI and by GDP per capita can also dif-  index (PFI) in 1992. Neither measure survived past its
fer, showing that high levels of human development can  first year, testament to the difficulty of adequately cap-

0.700 . . L. L. L . .

be achieved without high incomes—and that high in-  turing in a single index such complex aspects of human
comes do not guarantee high levels of human develop-  development. But that does not mean that indicators of
0-650 ment (see indicator table 1). Pakistan and Viet Nam have  political and civil freedoms can be ignored entirely in con-

0.600 similar incomes, but Viet Nam has done much moreto  sidering the state of a country’s human development.

Source: Indicator table 2.

translate that income into human development. Simi-
larly, Jamaica has achieved a much better HDI than Mo-
rocco with about the same income.

Swaziland achieves the same HDI as Botswana
with less than two-thirds of the income, and the same
is true of the Philippines and Thailand. So with the
right policies, countries can advance human develop-
ment even with low incomes.

Most regions have seen steady progress in HDI
over the past 20 years, with East Asia and the Pacific per-
forming particularly well in the 1990s. Arab States have

HDI, HPI-1, HPI-2, GDI—same components, different measurements

There are strong links between the Human Devel-
opment Indices and the Millennium Development
Goals. The three dimensions of human development
captured in the HDI are very similar to goals 1-7 which
also focus on issues of education, health and a decent
standard of living (see also Box 1.2 in Chapter 1). Fur-
thermore, the GDI and GEM which aim to capture, re-
spectively, gender inequalities in human capabilities
and in political and economic decision making focus very
much on the aspirations of Goal 3 to promote gender
equality and empower women.

Index  Longevity Knowledge Decent standard of living Participation or exclusion

HDI Life expectancy at birth 1. Adult literacy rate GDP per capita (PPP US$) —

2. Combined enrolment ratio

HPI-1  Probability at birth of
not surviving to age 40

Adult illiteracy rate Deprivation in economic provisioning, measured by: —
1. Percentage of people without sustainable access to an
improved water source

2. Percentage of children under five underweight for age

HPI-2  Probability at birth of
not surviving to age 60

Percentage of adults lacking functional
literacy skills

Percentage of people living below the income poverty line
(50% of median adjusted disposable household income)

Long-term
unemployment rate
(12 months or more)

Estimated female and male earned —
income, reflecting women’s and men’s
command over resources

GDI Female and male
life expectancy at birth

1. Female and male adult literacy rates
2. Female and male combined primary,
secondary and tertiary enrolment ratios
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Human poverty index

While the HDI measures overall progress in a country
in achieving human development, the human poverty
index (HPI) reflects the distribution of progress and
measures the backlog of deprivations that still exists. The
HPI measures deprivation in the same dimensions of
basic human development as the HDI.

HPI-1

The HPI-1 measures poverty in developing countries.
It focuses on deprivations in three dimensions: longevity,
as measured by the probability at birth of not surviving
to age 40; knowledge, as measured by the adult illiter-
acy rate; and overall economic provisioning, public and
private, as measured by the percentage of people not
using improved water sources and the percentage with-
out sustainable access to an improved water source and
the percentage of children under weight for age.

HPI-2

Because human deprivation varies with the social
and economic conditions of a community, a separate
index, the HPI-2, has been devised to measure human
poverty in selected OECD countries, drawing on the
greater availability of data. The HPI-2 focuses on
deprivation in the same three dimensions as the
HPI-1 and one additional one, social exclusion. The
indicators are the probability at birth of not surviv-
ing to age 60, the adult functional illiteracy rate, the
percentage of people living below the income poverty
line (with adjusted household disposable income less
than 50% of the median) and the long-term unem-
ployment rate (12 months or more).

Gender-related development index

The gender-related development index (GDI) mea-
sures achievements in the same dimensions and using
the same indicators as the HDI, but captures inequal-
ities in achievement between women and men. It is
simply the HDI adjusted downward for gender in-
equality. The greater is the gender disparity in basic
human development, the lower is a country’s GDI com-
pared with its HDL

Gender empowerment measure

The gender empowerment measure (GEM) reveals
whether women can take active part in economic and
political life. It focuses on participation, measuring gen-
der inequality in key areas of economic and political par-
ticipation and decision-making, It tracks the percentages
of women in parliament, among legislators, senior of-
ficials and managers and among professional and tech-
nical workers—and the gender disparity in earned
income, reflecting economic independence. Differing
from the GDI, it exposes inequality in opportunities in
selected areas.

PRIORITY CHALLENGES IN MEETING THE GOALS

Same income, different HDI

Income Human
Real GDP per capita ~ development
(PPPS) index
0.800
4,000
—\_ Jamaica
3,500
0.700
Viet Nam
3,000
Morocco
0.600
2,500
2,000 0.500

= ——— __ Pakistan

Source: Indicator table 1.

Global disparities in HDI

Human development index

Same HDI, different income

Income Human
Real GDP per capita ~ development
(PPP$) index
0.800
Thailand
7,000 Philippines
0.700
6,000
Botswana
5,000 0.600
Swaziland
4,000
0.500

Source: Indicator table 1.
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Feature 2.3 Widening gaps within countries—between areas and groups

GDP per capita by county
(10,000 Yuan)
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Note: Counties with very low population densities (the lowest 20%) were combined to calculate an aggregate GDP per capita for them,

MAP 1 Geographic distribution of income in China, 2000

Subnational socio-economic data provide important ev-
idence on inequalities—even for countries that on average
have made good progress towards the Millennium De-
velopment Goals. Evidence of unbalanced national de-
velopment helps determine policy priorities. In particular,
efforts should go towards eradicating the entrenched
human poverty affecting certain areas and groups in
countries where human development is otherwise much
higher. Some countries provide detailed subnational
data for in-depth socio-economic analysis and, where pos-
sible, spatial mapping of socio-economic variables. Some
of these data are examined below because they provide
good examples of growing or lingering gaps—where
entire areas or groups (or both) have been left behind
in one or more spheres of development.

China: fast progress, driven by the coastland
China is among the few countries performing well over-
all on the indicators for the Millennium Development
Goals. Yet in recent decades China has shown large dis-
parities in economic and social outcomes between coastal
and inland regions—a trend that also reflects cleavages be-
tween urban and rural areas. Coastal areas have consis-
tently experienced the fastest economic growth: between
1978 and 1998 per capita incomes increased by an as-
tonishing 11% a year. Ignoring inflation, that means that
$100 in 1978 would have jumped to $800 just 20 years later.
Moreover, the performance of coastal areas sped up
in the 1990s, with annual growth averaging 13 %—five
times the level in China’s slowest-growing north-western

because the sparse populations there do not permit high-resolution mapping of per-capita income.

Source: CIESIN 2003.
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regions, which happen to be far from the commercially
thriving coast. As a result the bulk of national income
is concentrated in metropolitan and coastal regions.
Map 1 shows the dispersion in GDP levels across ad-
ministrative units in 2000. The wealth of coastal areas—
with their large ports and harbour cities—owes much
to exports.

In 1999 China’s three richest metropolises—Shang-
hai, Beijing and Tianjin—stood at the top of the human
development index (HDI) ranking. Those at the bottom
were all Western provinces. Moreover, the poorest
provinces have the highest inequality. Tibet had the
lowest values for education attainment and life ex-
pectancy. In income, education and health only some
parts of China will achieve the Millennium Development
Goals, leaving behind the vast inland areas—and par-
ticularly the Western provinces.

Brazil: leaving the North behind?

Brazil has a long legacy of high inequalities. The richest
10% of households have 70 times the income of the poor-
est 10%. Over the past 10 years illiteracy rates have been
widening between the richest and poorest states (table 1).
And though poverty started to decline in the early 1990s,
it did so unevenly—and is not falling fast enough for Brazil
to achieve the first Millennium Development Goal. At cur-
rent rates of progress, the South is the only region expected
to halve poverty by 2015. But the Northeast, the poor-
est region, has also reduced poverty dramatically, as have
the Central and South-eastern regions.

The North is the only region that has seen poverty
increase, rising from 36% in 1990 to 44% in 2001. (Data
for the North are limited to urban areas.) Why are so many
people being left behind when overall growth is good?
The culprit is not a shortfall in average resources but per-
sistently high inequality (Mendonga 2003). Not only is the
North seeing poverty increase, it is also lagging on the
HDI—unlike the wealthy, urban South (Sao Paulo, Rio
de Janeiro and Rio Grande do Sul) and unlike the North-
east, which has seen substantial improvements in its
HDI. The policy implications of this are that more re-
sources should be targeted to areas most in need—the
North because of the adverse trends and the Northeast
because of its still low levels of human development.

TABLE 1
llliteracy rates in Brazil by region, ages
15 and older, 1990 and 2001

Percent

Region 1990 2001  Change

Brazil 18.7 12.4 -6.4
North 12.4 11.2 -1.2
Northeast 36.4 24.3 -12.2
Middle-east 16.9 10.2 -6.7
Southeast 1.4 7.5 -3.9
South 11.7 7.1 -4.6

Source: Mendonga 2003.

HUMAN DEVELOPMENT REPORT 2003



Mexico: development excluding the South

Since the early 1990s Mexico’s economic, social and po-
litical performance has been mixed at best, with its re-
covery from the debt crisis of the 1980s suffering a
blow from the 1994-95 financial crisis. But as a whole,
Mexico is on track to achieving most of the Goals.
Poverty was lower in 2000 than in 1992, dropping from
15% to 13% (though in 1995 it jumped to 18% ). The
poorest areas are the South and Southeast. The wealth
gap also got worse in the 1990s: by the end of the
decade the top 10% of earners had 35 times the in-
come of the bottom 10%, compared with 33 times in
1992. But other development indicators—mainly for
health, nutrition and education—improved in the 1990s.

While inequalities divide Mexican society along
ethnic and social lines, the most notable gap is that
which splits the South from the North, with the South
lagging behind in nearly all of the Millennium Devel-
opment Goals. Southern states are also mainly indige-
nous and rural, and their economies are largely
agricultural and lack infrastructure. Because of poor per-
formance in the South and progress in the North, this
historical cleavage has persisted since Mexico’s open-
ing to international trade in the 1990s. The North and
Northwest have tended to benefit, while distance from
the U.S. border has excluded the South from economic
integration with Canada and the United States.

In the Southern state of Chiapas more than 30% of
the population lives in extreme poverty, and episodes
of violence are frequent—as elsewhere in the South.
Moreover, large numbers of people in the South are il-
literate (map 2). This pattern also reflects gaps between
male and female literacy rates, which are much deeper
in the most illiterate states of the South.

The Philippines: integrating ethnic minorities

The Philippines is highly fragmented economically and
socially. Difficult topography and unfavourable climate
make the Southeast more vulnerable to natural disasters
than the milder Central and Northwest (metropolitan
Manila) states.

Some areas contain large concentrations of minor-
ity populations: Moro secessionists in the Autonomous
Region of Muslim Mindanao (ARMM) in the Southwest
and Central Mindanao in the South and the indige-
nously dominated Cordillera Administrative Region in
the North. Large areas in these regions are lagging be-
hind in many socio-economic indicators relative to the
national average. The East Asian financial crisis in 1997,
coupled with the El Nifio weather phenomenon the
following year, contributed to a resurgence in the poverty
rate to 28% in 2000. This trend has not been uniform,
with poverty increasing in the mountainous central
areas of the Northern island of Luzon and the western
areas of Mindanao in the South.

Regional disparities in income poverty remain wide,
from a low of 12% in the Manila area to 74% in the
ARMM. This is reflected in the uneven distribution of
the HDI, reflecting closely the ethnic distribution of the
population, with ethnic minority areas performing worse
(map 3). Similarly heterogeneous performance appears

PRIORITY CHALLENGES IN MEETING THE GOALS

MAP 2
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when looking at other indicators, including child mor-
tality rates, with the smallest improvements again
recorded in the Mindanao area.

India: general progress, slower for some

India, home to one in six of the world’s people, has
achieved great progress on most fronts. Poverty has been
dramatically reduced and improvements made in edu-
cation for both males and females. There has been
tremendous improvement in gender literacy gaps, par-
ticularly in the poor Central states of Madhya Pradesh
and, to some extent Rajasthan, Uttar Pradesh and Bihar.

Still, a number of areas appear to have been excluded
from these trends, particularly along the Pakistani and
Nepalese borders. Furthermore, gaps in literacy between
low social classes and the rest of the population remain
extremely high, particularly in the poorest states—Ra-
jasthan, Uttar Pradesh, Bihar—and in Karnataka. Shar-
iff and Sudarshan (1996) found that female literacy rates
among members of scheduled tribes were as low as 7%
in Rajasthan and 9% in Madhya Pradesh.

There are also grave concerns in health. Largely
due to widespread undernutrition and poor infra-
structure, mortality rates remain high in the poorest,
rural, scheduled caste states, particularly among moth-
ers and children (Bajpay 2003). Between 1992/93 and
1997/98 infant mortality fell in all states except Mad-
hya Pradesh and Rajasthan. Moreover, infant mortal-
ity rates are substantially higher in rural areas,
particularly in Maharasthra and Andhra Pradesh (table
2). High immunization rates are still an almost exclu-
sive characteristic of provinces in the South and South-
west. In numerous areas, particularly in the North and
Northeast, less than one-third of children were im-
munized in 1999.

Guatemala: progress on gender and ethnic gaps
Since 1990 the pace towards the Millennium Devel-
opment Goals in Guatemala has been slow and uneven.
In recent years shocks have included serious drought
and lower world prices for coffee, the country’s main
export staple. In the 1990s, while many groups and areas
experienced improvements in human development,
outcomes in the North and Northwest were disap-
pointing. These regions, where most indigenous
Guatemalans live, had the highest extreme poverty in
2000. There appears to be some overlap between the
discrimination facing these ethnic minorities and
women. Map 4, for instance, shows that maternal mor-
tality is highest in the North and Northwest, suggest-
ing weak health systems in rural areas with a prevalence
of ethnic minorities and women.

Literacy rates illustrate another aspect of the
problem. Women in the Northwest were the only
group not to see the literacy rate improve. Discrimi-
nation by gender and by race occurs in the same areas
and probably affects the same people: indigenous
women. These trends are compounded by persistent
inequalities, especially in land concentration, all of
which may impede Guatemala’s development. Ac-
cording to a recent study, land concentration increased

TABLE 2
Infant mortality rates in India by state
and region, 1990s

Infant

mortality rate Rural

(per 1,000 to urban
live births) ratio
State 1992/93  1997/98 1995
Andhra Pradesh 70.4 65.0 1.72
Bihar 89.2 73.0 1.30
Gujarat 73.5 62.2 1.45
Karnataka 65.4 51.5 1.60
Kerala 23.8 16.3 1.23
Madhya Pradesh 85.2 86.1 1.70
Maharashtra 50.5 43.7 1.94
Orissa 1121 82.0 1.65
Rajasthan 76.3 80.4 1.45
Tamil Nadu 67.7 48.2 1.56
Uttar Pradesh 99.9 86.7 1.35

Source: International Institute of Population Sciences 2000.

between 1979 and 2000, hindering diversification and
better distribution of property and risk (Fuentes,
Balsells and Arriola 2003).

But while in absolute terms the situation is worrisome,
during the 1990s the greatest percentage reduction in
extreme poverty occurred among indigenous households,
from 32% to 26%. Income poverty also fell fast among
female-headed households. While the income progress
recorded in many of the indicators relevant to the Mil-
lennium Development Goals has been satisfactory, mal-
nutrition (mainly due to droughts) has increased in the
Northwest and particularly in the North—overwhelmingly
affecting rural indigenous populations and probably sug-
gesting infrastructure deficiencies.

Mali: leaving women behind

Mali has made important progress on many of the in-
dicators for the Millennium Development Goals. De-
spite some variability, 1992-99 saw overall development

MAP 4
Maternal mortality in Guatemala, 1997
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improve in each region. Still, in many important areas
of development, too many women are suffering. In ed-
ucation, 40 of 100 men are literate—and only 33 of 100
women. The Northern rural regions exemplify this na-
tional picture, particularly as a consequence of cultural
attitudes towards women in rural areas.

Women are also disproportionately hit by
HIV/AIDS. In 1992 the infection rate was about 3%.
Female sex workers have the highest infection rates
(Backiny-Yetna, Raffinot and Coulibaly 2003). The
disease has contributed to the high maternal mortality
ratio of about 580 deaths per 100,000 live births—
unchanged in the past five years.

Burkina Faso: facing drought and disease
One of the world’s poorest countries according to the
human poverty index (HPI) and GDP per capita, Burk-
ina Faso presents sharp differences in development be-
tween its Eastern and Western regions. The East is dry,
which complicates agricultural practices. The West is
more humid, creating a climate suitable for cotton pro-
duction. Furthermore, poverty incidence is five times
higher in rural areas (50% in rural areas in 1994 and 1998).
Between 1993 and 1999 malnutrition increased in
all provinces. Stunting increased from 29% in 1993 to 37%
in 1999, with rural areas driving the trend. In the capi-
tal city of Ouagadougou an estimated one-fifth of chil-
dren suffers from malnutrition. In the rest of the country
one-third of children do. The rural population has barely
improved primary enrolment rates. In 1994 this figure
for rural girls was 22%, compared with 69% for urban
girls. Four years later the figures had changed to 24% and
99%, indicating extremely slow progress in rural areas.

Russian Federation: development shocks and
gender bias

The Russian Federation has undergone a profound
transformation since its transition to a market economy.
Moreover, two shocks in the 1990s undermined its
development indicators. The first was HIV/AIDS,
with the number of HIV-positive people reaching
178,000 in 2001 (Zubarevich 2003). The disease has
mainly affected people between the ages of 15 and 29
and those in urban areas (Moscow, Saint Petersburg,
Sverdlovsk oblast).

The second shock was an increase in poverty and
inequality between and within regions. In 2000
Moscow, Tatarstan and oil- and gas-producing Tyumen
oblast were the only regions with HDI levels compa-
rable to those of richer countries such as the Czech Re-
public, Hungary and Slovenia. At the other end of the
spectrum were the republics of Siberia and the Far East,

with HDI levels comparable to those of Gabon and
Nicaragua (map 5).

Mirroring these differences between regions are gaps
within regions. The three richest regions are also experi-
encing the sharpest polarizations of wealth and poverty.
Poverty in Russia has increased in both urban and rural
areas, particularly between 1997 and 1999, peaking at 57%
in rural areas compared with 47% in urban areas. Poverty
has affected different regions in different ways: economic
instability in particular (such as the financial shocks in the
late 1990s) appears to have exacerbated regional dispar-
ities in living standards, with less developed regions get-
ting poorer faster (Zubarevich 2003).

The growth of poverty has hit elderly women and
female-headed households particularly hard, illustrating
aworrisome “feminization” of poverty in Russia. A dri-
ving force behind this trend is job instability and, even
more, wage discrimination against women. In early 1999
the female-male wage ratio was 56%. At the end of that
year it was down to 52%, and in mid-2000 it reached 50%
(Zubarevich 2003). Another study saw this ratio fall
from 70% in 1998 to 63% in 2000. Furthermore,
women’s political representation was very low in the tran-
sition period. Gender gaps in education have stayed
low, however—close to their levels before the transition.

MAP 5

Human development index in Russian regions, 2000

Source: Human Development Report Office based on national human development reports and Mendonca 2003; Bajpay 2003; Baumeister 2002, cited in
Fuentes, Balsells and Arriola 2003; Backiny-Yetna, Coulibaly and Raffinot 20033, b; Zubarevich 2003.
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CHAPTER 3

@ Overcoming structural barriers to
srowth—to achieve the Goals

The core message of the Millennium Develop-
ment Compact—and this chapter—is that many
of the world’s poorest countries and regions
face structural impediments that have made it
very difficult to achieve sustained economic
growth. Thus it is no accident that they are the
poorest.

Sustained growth requires that countries
first attain basic thresholds on a number of
fronts: sound economic governance, basic health
care and education, core infrastructure, access
to foreign markets. If a country falls short on one
or more of these thresholds because of structural
conditions—rampant disease, or a location far
from world markets, or especially fragile soils
and low food production, or high susceptibil-
ity to natural disasters—it tends to fall into a
poverty trap, making sustained economic growth
unlikely. Because these countries face high hur-
dles and have limited resources, they cannot
achieve the thresholds for growth on their own:
they require external assistance.

Even in countries otherwise doing well, struc-
tural impediments can contribute to pockets of
entrenched poverty. China’s remote inland re-
gions, for instance, face much longer distances
to ports, much poorer infrastructure and much
tougher biophysical conditions than the country’s
coastal regions, which are enjoying the fastest sus-
tained economic growth in human history. Re-
ducing poverty in such highly populated countries
as China, Brazil and India requires focusing on
how to allocate resources to reduce poverty and
inequalities. But this challenge is very different
from the one facing the top and high priority
countries, which are typically stuck in poverty
traps and have insufficient resources to meet the
needs of average citizens—Ilet alone the poorest.
Resources are insufficient largely due to a lack of
economic growth (box 3.1).

Economic growth is necessary to meet the
Millennium Development Goals for two reasons.

First, economic growth directly reduces income
poverty for many households, increasing their
savings and freeing resources for investments in
human development. Without economic growth
countries cannot expect to halve the proportion
of people living in income poverty, the first tar-
get of the Goals. Second, economic growth tends
to increase government revenue. Because most in-
vestments in human development—health, nu-
trition, education, infrastructure—come from
the public sector, greater fiscal resources are crit-
ical to meeting the Goals.

But while economic growth is necessary for
increased public spending on human develop-
ment, it is hardly sufficient. Some governments
neglect such investments or discriminate in their
provision among population groups, weaken-
ing the potential benefits that overall economic
growth can provide for meeting the Goals. Past
Human Development Reports have used the
term “ruthless growth” to describe growth that
does not reach poor people, either because richer
households receive most of the increase in income
or because governments do not use the additional
revenue to invest in the human development

BOX 3.1

Growth needed to halve income poverty

Economic growth is important for achiev-
ing all the Millennium Development Goals,
but it relates most directly to the first target,
which calls for halving the proportion of
people in poverty between 1990 and 2015.
Many studies have calculated an “elasticity
of poverty to average income”—the per-
centage decline in the headcount poverty
ratio for each 1% increase in per capita in-
come. A typical estimate in the vast econo-
metric literature, holding constant the
distribution of income, is that the poverty
rate declines by 2% for each 1% increase in
average per capita income, for an elasticity

Source: Bruno, Ravallion and Squire 1996; Adams 2002.

of 2 (Bruno, Ravallion and Squire 1998; see
also Adams 2002).

This elasticity estimate suggests that
cutting headcount poverty in half requires
a41% increase in per capita income. If the
41% is spread over 25 years (1990 to 2015),
annual growth of 1.4% is needed. If a coun-
try must accomplish the entire 41% increase
between 2003 and 2015, a much higher an-
nual rate (2.9%) is needed. Yet even the
higher rate is well within the realm of pos-
sibility for a low-income country—if pre-
conditions and policies for growth are in
place.
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FIGURE 3.1
Per capita income and income poverty, 1990s
Poverty rate, latest year (percentage of the population below $1 a day, PPP, log scale)
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needs of poor people. And as Humzan Devel-
opment Report 1996 showed, economic growth
cannot be sustained without substantial im-
provements in education and health.

In countries with higher per capita incomes,
a smaller proportion of people fall below the
poverty line, suggesting that higher incomes are
required to reduce poverty. But while there is
an inverse relationship between a country’s in-
come poverty and income level, the relationship
is far from perfect. Poverty rates can vary con-
siderably across countries with similar per capita
incomes: Tanzania and Niger have similar in-
comes, yet Tanzania has a much lower poverty
rate (figure 3.1).

Per capita income is also closely linked to
non-income poverty. Still, some countries (such
as Viet Nam) have good levels of human de-
velopment for their income, while other coun-
tries (such as Zimbabwe) are performing worse
than others with similar levels of economic
development (figure 3.2).

Thus the strong links between economic
growth and poverty reductions are mediated by
policy choices and structural factors. Several
countries with economic growth of more than 4%
a year since 1990 have not advanced much in
some non-income dimensions of poverty (the

Dominican Republic, Mozambique).! So while
economic growth may provide resources to im-
prove a variety of outcomes, policy-makers need
to focus public policies and investments on non-
economic outcomes even as they focus on growth.
That is why the Millennium Development Com-
pact advocates using public policies to reduce var-
ious dimensions of non-income poverty.

FROM HUMAN DEVELOPMENT TO ECONOMIC
GROWTH—AND BACK

Good education and health have intrinsic value
for people’s well-being. And the two are closely
linked: education helps improve health, and
good health contributes to better education.
Moreover, education contributes to economic
growth and raises poor people’s incomes. Im-
provements in health also generate significant
economic returns.’

Consider the average growth in per capita in-
comes in several dozen developing countries be-
tween 1965 and 1995, grouped by their incomes
and infant mortality rates in 1965. (Infant mor-
tality is a general proxy for overall disease levels.)
In countries starting with per capita incomes
below $750 (in constant 1990 dollars adjusted for
purchasing power parity) and infant mortality
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FIGURE 3.2
Human development and incomes
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rates above 150 per 1,000 live births, incomes
grew by an average of 0.1% a year—while those
with rates between 100 and 150 grew by an av-
erage of 1.0% a year and those with rates below
100 grew by an average of 3.7% a year.

In countries with initial incomes of
$750-1,500, those with infant mortality rates
above 150 experienced negative growth aver-
aging -0.7% a year, while those with rates be-
tween 100 and 150 averaged 1.1% annual growth
and those with rates below 100 averaged 3.4%
annual growth.’ Thus, even after accounting
for initial incomes, countries with better health
conditions were systematically more successful
in achieving higher growth. Moreover, eco-
nomic growth provides more resources to invest
in education and health—and as noted, those in-
vestments contribute to higher growth.

This two-way link between human devel-
opment and economic growth implies virtuous
circles—with good human development pro-
moting economic growth, which in turn ad-
vances human development (figure 3.3). But it
also implies vicious circles—in which poor human
development contributes to economic decline,
leading to further deterioration in human de-
velopment. For many countries—particular the
top priority ones—achieving the Millennium

Development Goals will require breaking out of
vicious circles (or poverty traps, to use a closely
related concept) and entering virtuous circles.

The synergies among various aspects of
human development are also important: im-
proving health and education requires related
interventions in schooling, family planning,
health care, nutrition and water and sanitation.
For instance, controlling diarrhoea and measles
not only improves health, it also reduces mal-
nutrition. Malnutrition severely undermines a
person’s capacity to learn and grow, and so has
important implications for education and the de-
velopment of a productive workforce. But con-
trol of diarrhoea is affected by improved water
and sanitation—as well as by hygienic behaviour
fostered by education.

Underlying many of these synergies are
agency and equity. When poor people have po-
litical power protected by civil and political
rights, they can be more effective in pressing for
policies that create social and economic op-
portunities.* Such power is especially important
for women, as well as for ethnic and racial
groups that face discrimination. Promoting gen-
der equity and women'’s capabilities is crucial to
advancing economic development and to achiev-
ing the Goals (see chapter 4).

OVERCOMING STRUCTURAL BARRIERS TO GROWTH—TO ACHIEVE THE GOALS

When poor people have
political power protected
by civil and political
rights, they can be more
effective in pressing for
policies that create social

opportunities
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FIGURE 3.3
From human development to growth—and back
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To get the most from the complementari-
ties among basic social services, universal pri-
mary education should be an early and essential
focus, particularly for girls—along with heavy
investments in health, family planning and
water and sanitation.® Most of these invest-
ments are not automatic side effects of eco-
nomic growth: they require major efforts by the
public sector.

RECENT PATTERNS —AND PROBLEMS —OF
GLOBAL ECONOMIC GROWTH

Of the world’s 128 countries with at least 1 mil-
lion people in 1990 and with sufficient data, 76
saw per capita incomes grow in 1980-98—but
52 saw them shrink (see feature 3.1, table 1).
Countries with large populations tended to grow,
so when economic trends are measured by num-

bers of people, the outcomes appear much better.
More than 4 billion people live in countries that
experienced real per capita income growth of
more than 1.4% in 1980-98—including China
and India, the two most populous countries.”
This 1.4% figure provides a rough estimate of the
per capita growth rate required to achieve the
Millennium Development Goal of halving in-
come poverty (see box 3.1).

But economic advance does not guarantee
that developing countries will achieve the Mil-
lennium Development Goals. Growth could be
skewed towards higher-income households, or
its fiscal dividends might not be invested in the
poorest people. Still, many developing coun-
tries are amassing resources to invest in achiev-
ing the Goals.

About 1.5 billion people live in developing
countries that saw per capita incomes grow by
less than 0.7% a year in 1980-98, including
many of the poorest countries.® If these coun-
tries continue to stagnate, they will not have
the resources required to achieve the Goals.
Finding ways to achieve the Goals, especially in
top priority countries that combine widespread
poverty with little or no economic growth (see
chapter 2), requires understanding why such
countries are experiencing little or no growth
while so many others are growing rapidly.

Success—or failure—in economic growth
is closely linked to how an economy is inte-
grated with global markets. Some forms of
globalization help produce economic growth,
but some do not. Success or failure is related
less to a country’s initial income than to the
structure of its exports. Excluding transition
and fuel-exporting countries, middle-income
countries achieved average annual growth of
1.3% in 1980-98, while low-income coun-
tries averaged -0.1%.° But many low-income
countries, including China and India, did ex-
tremely well.

Most of the low-income success stories con-
centrated on manufactured exports (see fea-
ture 3.1). Among developing countries with
sufficient data on trade and economic growth
for 1980-98, 24 exported primarily manufac-
tured goods and 61 exported mainly primary
commodities (other than oil) in 1995.1° Only one
of the manufacturing exporters failed to achieve
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BOX 3.2

Since Bangladesh’s birth in 1971, it has evolved into
a democracy, achieving major reductions in income
and non-income poverty. Income poverty dropped
from 48% in 1989 to 34% in 2000. Basic social poli-
cies—health, education, reproductive health setvices,
family planning—helped lower population growth
and shrink the labour force. Moreover, most of the
population is becoming literate. The positive changes
unleashed by an export drive reinforced the need for
better-educated people.

Growth in manufacturing was a major source
of this success. In addition, government agencies
have supported the private sector through invest-
ments in infrastructure and skills, crucial for
launching and sustaining the export drive. The gov-
ernment has also maintained the stability vital for
pro-poor growth policies. As a result of these pol-

Bangladesh—Ilarge and inland, with access to the coast

Source: World Bank 2003i; Bangladesh Garment Manufacturers and Exporters Association 2003.

icy initiatives, Bangladesh’s labour-intensive gar-
ments exports jumped from $867 million in 1991 to
$4.6 billion in 2002 (Bangladesh Garment Manu-
facturers and Exporters Association 2003).

But though Bangladesh has achieved impressive
success in growing out of deep poverty and advanc-
ing maternal and children’s health over the past 30
years, its experiences may not be universally replica-
ble. The reason: Bangladesh is a large economy, with
a population of 133 million people.

Moreover, even with its successes Bangladesh is
still far from reaching several of the Millennium De-
velopment Goals—including those for hunger and san-
itation. So the central recommendation of the
Millennium Development Compact still applies: a
multipronged approach is required to achieve the
Goals across sectors.

economic growth during this period, compared
with 32 of the primary commodity exporters.

By recognizing the links between economic
growth and economic structure, it is possible to
focus on the problems facing the poorest coun-
tries. For example, why did China become a
manufacturing exporter but not Mali? Was it
solely economic policies, or did structural con-
ditions also play a role? And if structural con-
ditions played a role, how can Mali’s underlying
structures be improved so that it can become a
successful manufacturing exporter?

Becoming internationally competitive in
products beyond traditional primary com-
modities is not easy. Returns on manufacturing
investments in Mali are not very high, and not
just because of economic policies. The country
is landlocked and suffers from high levels of
malaria, tuberculosis, HIV/AIDS and other dis-
eases. Fragile soils and erratic rainfall over many
decades have resulted in low food productivity.
Because of few energy resources, fossil fuels
must be imported. Finally, Mali’s small popu-
lation means that its domestic market is tiny. In-
vestors consider the country’s education and
skill levels too low to justify the costs imposed
by landlockedness, poor health, low nutrition,
a tiny domestic market and related barriers. In
short, Mali does not meet the thresholds re-
quired to attract many foreign or domestic in-
vestors outside traditional sectors.

Thus achieving the Millennium Develop-
ment Goals in Mali—and many other coun-
tries in similar circumstances—will require
special investments in a wide range of sectors.
Better health, education, water, sanitation, roads,
ports and power are needed to reach the thresh-
olds required for private, market-based invest-
ments (box 3.2 illustrates the success in
Bangladesh). Among other things, Mali could
become a successful garment exporter, tourist
destination and processor of tropical agricultural
products. But such activities will take off only
after health, education and other key thresholds
are reached. Because the country is much too
poor to make these investments on its own,
partner countries must provide the financing for
economic takeoff.

STRUCTURAL CHALLENGES OF
UNFAVOURABLE GEOGRAPHY, SMALL
MARKETS AND HIGH TRADING COSTS

To understand why some countries face higher
hurdles in reaching thresholds for economic
growth, first consider the structural implica-
tions of physical geography. For the reason
Adam Smith explained more than two cen-
turies ago, a country’s ability to sustain the
complex division of labour required for inter-
nationally competitive manufacturing depends
on the extent of the market.
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GEOGRAPHY’S EFFECTS ON MARKETS, TRADE
AND GROWTH

There are two ways for a country to have a large
extent of the market. The first is through a large
population: countries with small populations
tend to have small domestic markets. (Here
countries with small populations are defined as
those with fewer than 40 million people in
1990.) The second is through low-cost trade
with world markets, recognizing that trading
costs are strongly influenced by geography.
Countries next to major markets (for Mexico,
the United States, and for Poland, Germany) or
coastal countries with easy access to low-cost
ocean shipping have advantages over inland
countries far from major markets or ocean ports.
(Here inland countries are those where more

than three-quarters of the population lives more
than 100 kilometres from a coast.)

In 1980-98 developing countries with large
populations, coastal locations or both achieved
much higher economic growth than countries
with small populations and inland locations.
Large coastal countries grew in 3 of 4 cases, at
an annual average of 3.2% per capita (see feature
3.1, table 2). Large inland countries grew in 10
of 10 cases, at an average of 2.5%. Small coastal
countries grew in 15 of 17 cases, at an average of
1.9% (see feature 3.1). But only 24 of 53 small in-
land countries grew. Moreover, the group’s av-
erage per capita growth rate was negative,

Though these data might seem skewed by
Sub-Saharan Africa—home to more than 30
small inland countries—the same pattern holds
elsewhere: Of the 50 non-African countries in

BOX 3.3

The Andean countries include Bolivia, Colombia,
Ecuador, Peru and Venezuela. Of these, Colom-
bia, Ecuador, Bolivia and Peru share similar struc-
tural constraints and policy challenges. These
countries have medium human development in-
dicators, yet the region faces persistently high
poverty and inequalities. Although average in-
comes vary greatly across these four countries—
measured using purchasing power parity, 2001 per
capita income was $2,424 in Bolivia, $3,202 in
Ecuador, $4,799 in Peru and $6,248 in Colom-
bia—more than a third of the population is still
living on less than $2 a day. Venezuela, despite
being the world’s sixth largest oil producer, faces
equally imposing challenges. Per capita GDP
growth has averaged between -0.7% and -1.0%
over the past two decades, and nearly a quarter
of the population lives on less than 1$ a day.
Several structural features help explain the
persistence of economic stagnation and poverty
in the Andean countries.
o A first, well-known factor is the persistence
of inequalities. Each country has a Gini coeffi-
cient above 0.5. These inequalities are particu-
larly pronounced due to ethnic divisions. Any
successful development policies for these coun-
tries must focus on the public provision of key
social services in education, health and water and
sanitation to expand opportunities for excluded
groups.
¢ A more commonly overlooked structural fac-
tor contributing to these countries’ development
challenges is that each has a significant amount

Challenges in the Andean region

of its population living at high inland altitudes.
Thus their economies must surmount high trans-
port costs to gain access to global markets. While
Bolivia is the only landlocked country, half of
Ecuador and Peru’s citizens live more than 100
kilometres from the coast. About a quarter of
Colombia’s population lives inland as well.

o This lack of market access contributes to the
countries’ dependence on natural resources, and
consequent exposure to major fluctuations in
commodity prices. In Venezuela oil accounts
for more than 80% of exports. More than half
of Ecuador’s exports are oil (30%) and bananas
(21%), while less than a quarter are manufactures
(23%). Bolivia is still largely dependent on gas
and soy (45% of exports), with manufactures
making up a small fraction (14%).

e Another challenge is posed by El Nino, a
cyclical climate fluctuation of temperature and
rainfall that has major implications for agricultural
output. To overcome susceptibility to external
fluctuations, these countries require active in-
frastructure policies, particularly for ports and
roads, to provide access to global markets. They
also need active industrial policies to help develop
a diversified manufacturing base for exports.

e Finally, these countries face a structural con-
straint that reflects their persistent economic
troubles: debt overhang. Bolivia, Ecuador and
Peru have each had at least five Paris Club debt
reschedulings (with public creditor countries)
over the past 20 years. These debt constraints
have made it difficult to make domestic invest-

Source: World Bank 1998b, 2002h, 2002i; UNDP, ECLAC and Instituto de Pesquisa Economica Aplicada 2002.

ments that would increase human capabilities
and stimulate economic growth.

In Venezuela a lack of export diversification
and falling productivity have contributed to eco-
nomic stagnation. In recent years political unrest,
rising inequality and poor economic planning
have added to these challenges.

Alongside these structural challenges, the re-
gion’s social, economic and political instabilities
have interacted with the production of coca leaf
and cocaine, mainly for US and European mar-
kets. The drug industry has led to a proliferation
of organized crime, corruption and other ills of
public administration, leading to militarization
of these societies and persistent threats to social
peace and democracy.

Recent estimates based on historical trends
indicate that of the five countries only Colom-
bia appears to be on track to meet the poverty
Goal, while the other four are expected to see
increasing levels of poverty, largely as a conse-
quence of increased inequality, economic slow-
down, or both (UNDP, ECLAC and Instituto de
Pesquisa Economica Aplicada 2002).

While this combination of challenges is sig-
nificant, policies can overcome them. Roads and
ports can be built. Governments can invest in ex-
cluded groups. Markets can be diversified. And
debtor relationships can be renegotiated. What is
crucial, as outlined in the Millennium Development
Compact, is that all these challenges be addressed
simultaneously, under a commitment to a compact
between each country and its partners.
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the sample, 27 of 30 that are large, coastal or both
experienced economic growth—while only 11
of 20 that are small and inland did so.

This sample shows that about half the
world’s people live in large inland countries
that have experienced sustained growth, in-
cluding China and India. Meanwhile, nearly
420 million people live in large coastal coun-
tries—with 341 million in robustly growing
economies. (The other 77 million live in the
Philippines.) Most of the 130 million people
in small coastal countries live in growing
economies. But almost 420 million people live
in small inland economies that are not grow-
ing. Some of these countries are in the Andean
region (box 3.3).

These numbers do not mean that everyone
in growing economies is experiencing greater
well-being. Structural constraints can apply
within countries as well as between them, and
other inequalities might be present. China and
India still have large pockets of persistent poverty
that require the attention of domestic policies
(box 3.4).

Nor do these numbers reflect a high stan-
dard of growth, because a country is considered
to be growing even if it averaged just 0.1% an-
nual growth in 1980-98. But the numbers high-
light the type of countries—small inland
economies—facing the greatest challenges in
achieving the Goals, requiring the most support
from the international community and meriting

BOX 3.4

China and India, together containing a third of
the world’s population, have enjoyed tremen-
dous economic growth over the past decade.
Their successes in advancing average well-being
imply major improvements for a large portion of
humanity. But their experiences also point to the
importance of looking beyond national averages
to understanding differences within countries.

Though both countries have achieved rapid,
sustained economic growth, their rates of
progress have been quite different. China has en-
joyed the fastest sustained economic advance
in human history, averaging real per capita
growth of 8% a year over the past decade. Its per
capita income is now $3,976 in purchasing power
parity (PPP) terms. Meanwhile, real per capita
income in India grew at a robust though more
modest average rate of 4.4%, reaching $2,358 in
2001. Reflecting their successful economic
growth, both countries have seen significant re-
ductions in poverty. According to World Bank
estimates based on consumption surveys, the
proportion of people living on less than $1 a day
declined in China from 33% in 1990 to 16% in
2000, and in India from 42% in 1993/94 to 35%
in 2001 (World Bank 2003i). While highly con-
tested because of differences in methodology,
survey design, and samples, these calculations
nonetheless provide a rough indication of poverty
trends in these countties.

Market reforms

China’s exceptional growth is partly explained by
its market-based reforms that started in 1978, well
before India’s similar reforms began in 1991.

These reforms have enabled China to integrate
with the global economy at a phenomenal pace.
Today it is the largest recipient of foreign direct
investment among developing countries, with
annual investment rising from almost zero in
1978 to about $52 billion in 2002 (nearly 5% of
GDP). Foreign direct investment in India has also
increased significantly, though at much lower
levels, growing from $129 million in 1991 to $4
billion in 2002 (less than 1% of GDP).

Robust export growth has contributed to the
economic performance of both countries, with
a growing dominance of manufactured exports—
though again, China has had much more success
in this realm. Its exports reached $320 billion in
2001, compared with $35 billion for India. Man-
ufactured exports accounted for 53% of China’s
total exports in 1981 and for 90% in 2001; in
India that share rose from 60% to 77%. China
has had particular success in moving from labour-
intensive to technology-intensive exports:
telecommunications equipment and computers
now account for a quarter of its exports.

Social investments
Social investments are required for sustained eco-
nomic growth. In China public spending on ed-
ucation is 2.3% of GDP while that on health is 2.1%
of GDP. The outcomes for human development
are clear. Literacy stands at 84%, infant mortality
rates at 32 per 1,000 live births and under five mor-
tality rates at 40 per 1,000 live births.

India, in contrast, has traditionally had lower
spending levels. Health spending stands at 1.3%
of GDP (central and state governments combined).

China and India—impressive growth, important differences

Spending on education has increased signifi-
cantly, from 0.8% of GDP in 1950 to 3.2% today,
though it still falls short of the government target
of 6% of GDP. Human development indicators
for India remain much lower than for China. Lit-
eracy stands at 65%, infant mortality at 68 per
1,000 live births, and under-five mortality rates at
96 per 1,000 live births.

Regional variations and other challenges

It would be misleading to talk solely in terms of
national averages for two countries so large in
population and area. As noted in chapter 2, in
China the highest economic growth has occurred
in the coastal provinces—while the geographi-
cally isolated north-western provinces have ex-
perienced much lower growth. India also
harbours stark regional variations. In 1992-97
per capita economic growth ranged from -0.2%
in Bihar to 7.8% in Gujarat. Similar variations
appear in other human development indicators,
such as those for education and health.

Both countries still face challenges, such as
the spread of HIV/AIDS and other sexually
transmitted diseases accompanying increased
labour migration and international trade. And
both face the challenge of fostering a knowledge-
based economy to maintain consistently high
economic growth as average skill levels increase.
Both also need to focus on spreading the gains
of growth to regions, communities and ethnic
groups that have seen so little benefit from the
new prosperity. Inclusive public policies should
focus on investments in health, education and
infrastructure for future development.

Source: Woo and Bao 2003; World Bank 2003e, 2003f, 2003i and calculations by Shaohua Chen of the World Bank and Angus Deaton of Princeton University; India 2003; China 2003; Bajpay 2003; UNCTAD 2002b.
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climatic fluctuations—
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the greatest attention under the Millennium
Development Compact. This is not to say that
some large countries with significant coastal re-
gions, such as Pakistan, should be ignored. They
too face major challenges in reducing poverty
and advancing human development.

Some additional points on geography:
e Geography can be a boon as well as a bane.
It is no coincidence that all the East Asian suc-
cess stories of the late 20th century have access
to coasts and major shipping routes—thus ac-
cess to large markets can help counter the effects
of small populations.
e Natural resources—another manifestation
of geography—can provide a major boost if
their financial dividends are properly managed.
The best example is Botswana’s diamond dis-
coveries, where revenues invested in education
and health helped a fairly tiny, landlocked coun-
try quadruple its per capita income in 25 years
(though these advances have recently been hin-
dered by a heavy HIV/AIDS burden).
® A country’s market size and coastal orien-
tation are not the only geophysical issues re-
quiring urgent attention. Some regions are
vulnerable to climatic shocks (such as El Nifio)
while others are not. Some regions are vulner-
able to natural disasters (earthquakes, tropical
storms, volcanic eruptions, floods) while others
are not. Some regions are prone to environ-
mentally based diseases (malaria) while others
are not. Some regions are suffering from extreme
water stress while others are not. All these geo-
physical constraints can weigh heavily on an
economy—and require policy attention.

BuT GEOGRAPHY IS NOT DESTINY

While geography can pose challenges, it does
not define a country’s destiny. The focus on ge-
ography here highlights the need for policies tai-
lored to each country’s challenges. With proper
policies even the difficulties of small markets—
or poor soils, or climatic fluctuations—can be
overcome. In geographically isolated countries
better roads and communications can trounce
many of the disadvantages of distance.

In countries with small populations, inte-
gration with neighbouring countries can provide
the requisite scale for markets. Moreover, rich

countries can open their markets to exports
from small developing countries. That is how the
small or landlocked countries of Western Eu-
rope have succeeded: through the close eco-
nomic integration of the European Union.

If an economy is burdened by poor soils, soil
nutrient supplements are needed (through fer-
tilizers, leguminous trees, better crop rotation
and other means). And tropical diseases can
be controlled through interventions such as
insecticide-impregnated bednets to fight malaria.
The problem is not that geophysical obstacles
are insurmountable. The problem is that they
are too often overlooked—and addressing them
costs money.

Goop POLICIES, ECONOMIC GROWTH AND
HUMAN DEVELOPMENT

A first step in economic progress often involves
increasing the productivity of poor small farmers.
This can happen when market forces yield agri-
cultural advances or governments invest in
research and development. Poor farming house-
holds often produce food for their own subsis-
tence, with little left over for the market. So,
increasing agricultural productivity—say, through
improved seed varieties and fertilizers, as during
the green revolution of the 1970s—raises house-
hold income and nutrition. It also enables poor
households to invest more in their children’s
health and education. Many of these children
end up migrating to urban areas, particularly
since food needs can now be met by fewer (but
more productive) farmers.

In manufacturing, increased productivity
comes from a stable macroeconomic environ-
ment, sound public institutions and reliable
physical infrastructure. Growing urban popu-
lations also support larger and more productive
manufacturing. In addition, manufacturing pro-
ductivity is often given a major push by higher-
technology imports. In East Asia manufacturing
productivity increased when domestic compa-
nies became suppliers to multinational corpo-
rations, using technologies and products
specified by those corporations. Common early-
stage manufacturing exports include toys,
apparel, footwear, electronics components,
automotive components and the like.
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Rising incomes lead households to spend
more on health and education. They invest in
safer water, or send their children to school or buy
drugs when illness hits. They also improve their
nutrition. People can afford safer homes—buying
screens for windows to keep out disease-bearing
mosquitoes or stoves fuelled by propane rather
than highly polluting wood. Household invest-
ments in health and education are often accom-
panied by public investments in social services.

As incomes rise, so do national saving rates
(the proportion of national income remaining
after household and government consumption).
At very low incomes, households are too poor
to save: they must spend all they have simply to
survive. Most spending goes for food, shelter and
clothing—and when an emergency hits, health
care. As incomes rise above the survival thresh-
old, households can afford to save money for
their future well-being and economic security.
National savings give another boost to economic
growth because it enables investments by pri-
vate business and government. Such invest-
ments lead to rising physical capital and
infrastructure stocks per person.

Another vital boost to economic growth
comes when fertility rates fall in response to
public policies and rising household incomes.
Poor households with many children are rarely
able to invest enough in each child’s health and
education. Perhaps only the eldest son has the
chance to attend school for more than a few
years. But when fertility drops, even poor fam-
ilies can provide a good education for, say, two
children instead of six—and can invest more
equally in sons and daughters. By this stage an
economy is on a robust, self-sustaining growth
path. No longer mired in subsistence agriculture,
the dynamics for persistent economic growth are
under way.

At a later stage another important trend
emerges. As education levels rise and domestic
companies produce more sophisticated goods
and services (often supported by investments,
know-how and technology transferred from
foreign corporations), domestic scientists and en-
gineers begin developing new products. Pri-
vate spending on research and development
increases, as do government outlays. In addition,
local universities make critical contributions to

economic growth by training scientists and en-
gineers and by being home to a growing amount
of research and development.

WEAK POLICIES, ECONOMIC DECLINE AND
HUMAN POVERTY

So what happens—or does not—in countries
that fail to achieve this kind of economic take-
off? As before, such economies start out poor
and primarily rural, with limited urban manu-
facturing. But unlike in growing economies,
agricultural productivity—and so the rural
economy—is stagnant or falling because of de-
pleted soils and climatic shocks. As popula-
tions have grown, so has deforestation and water
scarcity. No new technologies, public or private,
have been introduced to boost agriculture.
Farmers cannot even get their products to mar-
kets because governments cannot afford to build
or maintain roads.

In these countries children in farming house-
holds work from very young ages—for example,
often walking several kilometres a day to fetch
water and firewood. Even if schooling is avail-
able, children have no time or energy to attend.
They also have no access to the primary health
care required to prevent or treat malaria, worm
parasites and other ailments because their fam-
ilies cannot afford doctors and governments
cannot afford doctor salaries or needed medi-
cines. Many children—perhaps 15 of every
100—die before age five. As a result parents have
many children.

Making matters worse, productivity is low in
urban areas. Moreover, manufacturing activi-
ties may be cut off from world markets because
a country is landlocked and remote from ports
or because its main export is subject to trade bar-
riers around the world. Perhaps the road from
the capital to the nearest port passes through an-
other country hostile to the economic interests
of its landlocked neighbour. Or maybe the coastal
economy is poorly managed, so that even if a land-
locked country builds a well-functioning trunk
road to the border of the transit country, the
coastal economy will not build, maintain and
police the road all the way to the port.

As noted, small populations add to the bur-
dens of many poor landlocked economies. As
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a result international investors have little inter-
est in establishing local production operations
to serve local markets. If they sell anything, they
will do so through exports to the country rather
than local production.

Under such circumstances, even with the
most efficient government policies, local manufac-
turing is unlikely to trigger self-sustaining growth.
Local manufacturers may provide local markets
with some basic goods—soap, processed foods,
wooden furniture, bricks and other building ma-
terials, a few chemicals—but little else. Technol-
ogy is basic, and firms are not competitive enough
to sell to world markets, especially with the high
costs of transporting goods to ports (and the pro-
hibitive costs of air transport for basic items).
With no engine of growth in manufacturing, such
economies are unlikely to start growing.

Even if the public sector is making the most
of its resources, such countries face numerous
bottlenecks to growth:

o  Private saving rates are low—if not negative.
®  Governments use most or all of their rev-
enues to pay public employees (army, police,
teachers, public administration), leaving little
or nothing to invest in health, education and
infrastructure.

e Agricultural productivity is low partly be-
cause there are few inputs from domestic man-
ufacturing, such as fertilizers. And severe
transport problems make importing fertilizers
prohibitively expensive for most small farmers.
o Fertility rates remain high, reflecting low ed-
ucation for girls and women, large rural popula-
tions, high child mortality rates and lack of family
planning and reproductive health services.

e Maternal health suffers because women
have little access to education or health care, with
negative implications for their children. Most
people stay in rural areas because they are
needed to grow food for swelling national pop-
ulations—resulting in high food costs for urban
residents.

e With rising rural populations, farmland per
agricultural worker falls, reducing output per
farmer. That, combined with lack of health
care, worsens public health, contributes to the
spread of infectious disease (partly prompted by
weakened immune system due to malnutrition)
and reduces labour productivity.

In short, such countries are trapped in
poverty. They have insufficient resources to over-
come structural challenges and fall short of crit-
ical thresholds—in health, education and
infrastructure—to achieve self-sustaining eco-
nomic growth. Many of the top priority countries
identified in chapter 2 fall into this category.
Though good economic governance and sound
economic policies are needed to escape poverty
traps, they are not enough. In most cases enor-
mous structural constraints must also be overcome
to reach the thresholds for sustained growth.

Note the distinction between structural con-
straints to the thresholds for sustained growth
and economic governance constraints to those
thresholds. Corrupt or incompetent governments
wreak havoc on many countries, preventing the
investments needed for economic development.
This burden can be due to kleptocratic politi-
cians, weak legal institutions, corrupt bureaucrats
or political or armed conflicts (box 3.5).

ESCAPING POVERTY TRAPS

So what can be done for countries stuck in poverty
traps? This Report’s Millennium Development
Compact, building on a baseline of sound macro-
economic management, aims to bolster human de-
velopment by combining six clusters of policies:
o Investments in the social sectors. Major
progress can be made in health, nutrition, ed-
ucation and water and sanitation in low-income
settings when additional donor resources are
available, because the needed interventions are
well known and long proven, and the main in-
vestments can be made by the public sector
backed by donor financing. Big gains in health
and education are required before per capita in-
comes can be raised substantially.

o [nvestments to raise agricultural produc-
tivity. Agricultural productivity can be raised by
introducing better technology (improved seeds,
tillage and crop rotation systems, soil nutrient
management, pest management) and improving
rural infrastructure (irrigation projects, storage
and transport facilities, roads connecting vil-
lages to larger markets). In addition, security in
land holding can protect farmer rights and en-
courage them to invest in land improvements that
raise long-term productivity.
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BOX 3.5

The Millennium Development Goals and conflict countries

Any serious attempt to launch a successful cam-
paign to achieve the Millennium Development
Goals must pay special attention to conflict-
affected areas. Nearly 60 countries experienced
violent conflict during the 1990s. Beyond its
direct cost in human lives, conflict can under-
mine economies, destabilize governments, dam-
age infrastructure, disrupt social service delivery
and provoke mass movements of people. More
than 14 million people face hunger due to pre-
sent or recent conflicts. HIV/AIDS and other
infectious disease often spread ferociously in
conflict-affected areas. In some militaries of
Sub-Saharan Africa more than half the soldiers
are HIV-positive. Maternal and infant mortal-
ity often increases substantially in war zones,
with health services destroyed and childbirths
during flight.

Analysis of the 25 countries hit hardest
by conflict between 1960 and 1995 reveals
substantial variation in the human and eco-
nomic costs of war. Ethiopia, Liberia and
Uganda, for example, had significantly higher
infant mortality rates during conflict than in
peacetime. Yet, El Salvador, Guatemala and
Mozambique experienced rates below their
regional average even during war. The findings
suggest that policies can be adopted—even
during conflicts—to reduce the human and
€Cconomic costs.

Reducing the human costs of conflict

Broad policy prescriptions are difficult given
the heterogeneity and complexity of war-
affected economies. War aims may include de-
priving certain regions of essential services
(Sudan). Conflict may also severely weaken
governments, leaving them unable to provide
services to any group (Afghanistan, Sierra
Leone, Somalia). Indeed, the collapse of gov-
ernment without the emergence of substitute
structures has led to particularly adverse human
and economic war outcomes (Uganda). Coun-
tries able to reduce the human and economic
costs of war, and in some cases make progress
towards development targets, did so only when
all households—on both sides of the battle
lines—had access to food, basic health care
and primary education (Guatemala, Mozam-
bique, Sri Lanka).

Adequate public funding of essential services
can often be maintained even with the rising
military spending that accompanies war. Mozam-
bique, Nicaragua and Sudan markedly increased
per capita social spending during their conflicts.
But even if cuts in social spending are necessary,

Source: Stewart 2003; Fitzgerald 2001.

they should not automatically translate into slash-
ing basic social service budgets. Even in peace-
time these services account for only a fraction of
social spending.

Social spending cutbacks are often com-
pounded by depletions in human resources, as
teachers and doctors flee conflict-affected
regions. And the cuts are coupled with
unpredictable breakdowns in delivery mecha-
nisms. So, flexible approaches to service pro-
vision are essential using diverse actors, such as
non-governmental organizations (NGOs) and
quasi-governmental structures. Mozambique
experimented with mobile clinics and class-
rooms when health and education buildings
became war targets. In El Salvador both sides
halted fighting on three different occasions to
allow for child immunizations.

People in conflict-affected areas are partic-
ularly vulnerable to severe malnourishment, as
food production declines and conflict disrupts
normal relief efforts. Escalating food prices are
often a key threat to food security. During their
wartime periods many rich countries subsidized
and rationed food to prevent price escalation.
Nicaragua also used these mechanisms to im-
prove the nutritional status of people in war-
affected regions.

In urban areas such efforts are relatively
easy to administer. Rural communities, how-
ever, may benefit more from agricultural support
in the form of supplies, loans and paid work.
Food delivery through schools and clinics can
also improve access without encouraging move-
ment into camps. Such delivery can help promote
school attendance and reduce incentives for
children to become soldiers or thieves.

Reducing the economic costs of conflict

The economic costs of conflict affect human
well-being in numerous ways, from rising food
costs to declining employment opportunities. On
average, countries hardest hit by conflict be-
tween 1960 and 1995 experienced significant de-
clines in economic growth, reductions in export
production, falling consumption levels and
dminished government revenue (as a percent-
age of GDP) compared with non-war coun-
tries. Most countries also faced rising budget
deficits and spiraling debts, as significant in-
creases in military expenditure were met with
substantial declines in government revenue. But
some countries were able to defy the average,
even showing impressive economic performance
during wartime. Sri Lanka, for example, sus-
tained 2% economic growth during the same

decade as it experienced conflict. Countries ex-
periencing ongoing conflicts should focus on (at
least) four key policy areas:

o Maintaining fiscal revenue in wartime
economies is difficult because sharply declining
tax revenue often meets escalating military spend-
ing. Institutional structures used in revenue
collection need to be maintained throughout
the war. Tax rates prevailing before the conflict
should also be maintained, in addition to levy-
ing other taxes such as on luxury items and war-
related goods. Governments could also issue
compulsory savings bonds as well as sell food aid
to tap new revenue sources. Indeed, Nigeria,
Sri Lanka and Sudan succeeded in sustaining rev-
enue levels (as a percentage of GDP) during
their conflicts.

o Preventing runaway inflation is necessary
because escalating inflation creates uncertainty
and promotes private sector speculation. Such
inflation also makes public budgetary and fi-
nancial control extremely difficult. Price liber-
alization during conflicts, given low supply
elasticities, is a main contributor to escalating in-
flation. In Mozambique, for example, such lib-
eralization led to huge increases in the price of
rationed goods, such as maize, cooking oil and
sugar.

o Securing foreign exchange resources is es-
sential because declining foreign exchange re-
sources contribute to reductions in output.
Some Sub-Saharan countries have experienced
devastating famines due to a mix of conflicts,
output reductions and droughts. To sustain
output, national and international policies
should aim to finance productive imports by
keeping open and assisting export markets and
providing aid and loan support for such im-
ports. National policies should also ensure that
available foreign exchange resources are used to
purchase essential goods, such as medicines
and agricultural inputs. Import controls, such
as quotas and tariffs, may be used to ensure
this occurs.

®  Maintaining a competitive real exchange
rate. Conflict-affected countries face enormous
difficulties in managing their balance of pay-
ments under conditions of uncertain export in-
come and aid commitments. Policies must
maintain a competitive real exchange rate to
avoid disincentives to exports. Countries should
also secure control over nominal exchange rates
given the inevitable macroeconomic disequilib-
ria of war. In Angola, for example, inflation rose
from 160% to 246% between 1991 and 1992, hit-
ting poor Angolans hardest.
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The key idea is that poor
countries in stagnation or
decline can be pushed
above the thresholds and
establish self-sustaining
growth if they receive
enough aid to health,
education and basic

infrastructure
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o Investments in infrastructure. Reaching
an adequate threshold of roads, power, ports and
communications to support economic diversi-
fication into non-traditional areas will be rela-
tively easy in some areas, such as coastal port
cities. But it will be much harder elsewhere,
such as landlocked or mountainous countries
suffering from high transport costs.

® Industrial development policies to bolster
private activities. Successful development of
non-traditional activities often requires special
industrial policies, including selective, temporary
and well designed tax holidays, export pro-
cessing zones, special economic zones, science
parks, investment tax credits, promotion of sci-
ence and technology, targeted research and de-
velopment funding and public grants of
infrastructure and land.

® A broad emphasis on equity throughout
society. Political institutions must allow poor
people—especially women—to participate in
decisions that affect their lives and protect
them from arbitrary and unaccountable ac-
tions by governments and other forces. Thus
strategies for achieving the Millennium
Development Goals must ensure women’s
rights to education, reproductive health ser-
vices, property ownership, labour force par-
ticipation and secure land tenure. Strategies
must also focus on eliminating all other forms
of discrimination, including by race, ethnicity
or regional origin.

*  An emphasis on environmental sustain-
ability and urban management. Many of the
world’s poorest places are in regions of enor-
mous climatic variability and vulnerability, re-
quiring sound ecological management. These
include tropical and subtropical regions vul-
nerable to El Nifo-driven fluctuations in rain-
fall and temperature—regions also experiencing
the pressures of long-term climate change. An-
other ecological challenge is managing rapid
urbanization through careful planning and large
public investments.

These policies can trigger a takeoff out of
poverty. Countries can start to supply labour-
intensive goods (apparel, electronics compo-
nents) for external markets. Tourism and
information-based services (such as data tran-
scription and back-office computer operations)

may lead to a comparable boom in service exports.
This growth in non-traditional exports can drive
the cumulative processes of growth described
earlier, including rising saving rates, rising gov-
ernment revenues, rising urbanization, falling
fertility and rising agricultural productivity (partly
because of more inputs from manufacturing).

To achieve long-term growth, all these policies
need to be addressed simultaneously, regardless
of a country’s stage of economic development. But
the poorest countries cannot afford these invest-
ments on their own. For them the Millennium De-
velopment Compact stresses that donors should
help cover the costs—assuming that low-income
countries hold up their side of the deal by pro-
moting good economic governance, protecting
human rights and pursuing transparent and ef-
ficient policies (box 3.6).

The key idea here is that poor countries in
stagnation or decline can be pushed above the
basic thresholds and establish self-sustaining
growth if they receive enough aid to invest in
health, education and basic infrastructure. Ex-
ternal financing is not needed to fund the en-
tire growth process—merely to support the
takeoff. In most cases that takeoff can be
achieved within a generation.

GROWTH POLICIES THAT BENEFIT POOR
PEOPLE

This chapter has emphasized the need for com-
prehensive, multisectoral strategies to achieve
economic growth, including policies to promote
manufacturing exports. Considering the different
structural barriers facing countries, it is clear that
each needs to pursue policies that make sense for
its conditions (see the special contribution by
Nobel Laureate Joseph Stiglitz). This section ad-
dresses two related issues aimed at ensuring that
growth benefits poor people. First, what policies
can promote the growth of labour-intensive (rather
than capital-intensive) manufacturing exports?
Such products can directly expand employment
opportunities and increase real wages for poor peo-
ple. Second, what policies can also ensure higher
incomes for poor people not directly employed by
manufacturing? Such policies are needed in low-
income countries as well as in middle-income
countries with persistent pockets of poverty.
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BOX 3.6

Uganda has made excellent economic progress
over the past decade. But despite average real
growth of 3.7% in 1992-97, Uganda still has a
per capita income of just $330.

Uganda is small and landlocked, with agri-
culture employing 80% of the workforce. In 1997
the poverty headcount was 44% of the popula-
tion, infant mortality was 83 per 1,000 live births
(in 2000), maternal mortality was 505 per 100,000
and under-five mortality was 161 per 1,000.

In 1997 Uganda pioneered a poverty-
oriented development strategy by designing a
Poverty Eradication Action Plan, which in 2000
was revised as the country’s Poverty Reduction
Strategy Paper in agreement with the World
Bank and International Monetary Fund. In the
paper Uganda set four goals:

e Reducing absolute poverty to 10% of the
population by 2017.

e Raising the educational achievements of
Ugandans.

e Improving people’s health.

e Giving voice to poor people.

To achieve these goals, the government for-
mulated policies based on four pillars that over-
lap in many ways with the policy dimensions in
the Millennium Development Compact. These
pillars include creating a framework for eco-
nomic growth and transformation through
macroeconomic stability; focusing on strategic
exports; and promoting the private sector. For
this Uganda will have to attract much more
foreign direct investment and diversify its
economy—both difficult given the country’s
landlocked status and high transport costs.

The fourth pillar includes promoting good
economic governance and security, actions that
directly increase poor people’s ability to raise their
incomes (through a plan to modernize agricul-
ture) and that directly improve their quality of life
(through better health, education and safe water
and sanitation). But the key question is whether
Uganda will be able to make the investments to im-
plement these strategies and achieve these goals.

Budget planning is being aligned with the
Poverty Reduction Strategy Paper, and social

What’s needed to make the Millennium Development Compact work in Uganda

spending will draw on funds freed up by debt
relief. According to a 2002 estimate by the Eco-
nomic Policy Research Center, implementing
the paper’s plans would generate a resource gap
of $417 million in 2003, or 6.4% of GDP—and
this is based on a fairly low estimate of health care
costs. Indeed, if the costs of achieving all the Mil-
lennium Development Goals were included—
such as providing safe water and sanitation,
alleviating hunger and providing infrastruc-
ture—this gap would be even wider.

These projections are of great value to the in-
ternational community because they provide an in-
dication of the increased spending required at the
national level. Spending on HIV/AIDS needs to
increase by 83%, on education by 109% and on
health by 212%. So despite the best commitment
and planning at the country level, the Millennium
Development Goals will remain unattainable un-
less supported by much larger financial flows from
the international community—which constitute a
major part of the role of rich countries in the
Millennium Development Compact.

Source: Uganda 2002; IMF 2002a; World Bank 2000b.

POLICIES TO PROMOTE LABOUR-INTENSIVE
MANUFACTURING

Over the past 20 years too much development
thinking and practice have confused market-
based economic growth with laissez faire. Even
when economic growth is based on private own-
ership and market forces, government policies
must promote efficient and competitive na-
tional industries. Supporting the creation of
manufacturing exports, for example, can be
half the battle of achieving sustained growth—
especially if a country’s economic history has in-
volved exporting primary commodities.
Similarly, policies can be central to promot-
ing labour-intensive rather than capital-intensive
activities, increasing employment and, in the long
run, raising productivity and lifting real wages.
Policies have long played a key role in spurring
industrial development, as in East Asia’s “tiger”
economies since the 1960s. But this depended on
anumber of conditions—particularly disciplined
institutional capacity within governments.
Pro-poor industrial development policies
should follow a few general guidelines. First,
as this chapter has shown, manufacturing

exports are crucial to long-term growth. To
that end, macroeconomic and trade policies are
key to diversifying economic structures. Over-
valued exchange rates that hurt exporters can
severely limit possibilities for employment
growth. The transition to export orientation is
complex (and debated at length elsewhere).
But especially for small economies, macro-
economic policies require an export orienta-
tion. In China and the Republic of Korea
government protection to domestic markets co-
existed with export incentives. Korea pro-
vided exporters with tax incentives and
duty-free imports of inputs, which raised re-
turns to capital invested in desired sectors.
Second, financing incentives are needed to
get industries started in capital-scarce economies.
A variety of policy instruments have been used:
directed and subsidized credit, support to cho-
sen subsectors, export subsidies, technology ac-
quisition institutions and a host of other
sector-specific interventions. Several South-East
Asian countries have used export credits and
fiscal incentives to raise returns to investments
in exports. But as relative latecomers, foreign di-
rect investment has typically played a larger role
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SPECIAL CONTRIBUTION

Poverty, globalization and growth: perspectives on some of the statistical links

Several recent econometric studies have tried to
show a systematic relationship between global-
ization and growth—and between growth and
poverty reduction. The message of these stud-
ies is clear: open your economy, liberalize and
you will grow, and as you grow, poverty will be
reduced. This research is supposed to lay to rest
the attacks on globalization and, though it shuns
the words, breathe new life into long-discredited
trickle-down economics, which held that “a ris-
ing tide lifts all boats”.

Trickle-down economics became discredited
for an obvious reason: it was not true. Sometimes
growth helps poor people, but sometimes it does
not. By some measures poverty increased in
Latin America in the 1990s, even in many coun-
tries where there was growth. It was not just
that well-off people gained disproportionately
from growth: some of their gains may even have
been at the expense of poor people.

Though there are a number of technical
problems with these recent studies, the most
telling problem is that they asked the wrong
question: globalization and growth are endoge-
nous, the result of particular policies. The debate
is not about whether growth is good or bad,
but whether certain policies—including poli-
cies that may lead to closer global integration—
lead to growth; and whether those policies lead
to the kind of growth that improves the welfare
of poor people. A look at the most successful
countries, in growth and poverty reduction,
shows how misleading these studies are.

China and other East Asian countries have
not followed the Washington consensus. They
were slow to remove tariff barriers, and China
still has not fully liberalized its capital account.
Though the countries of East Asia “globalized”,
they used industrial and trade policies to promote
exports and global technology transfers, against
the advice of the international economic insti-
tutions. Perhaps most important, unlike the
Washington consensus, policies promoting eq-
uity were an explicit part of their development
strategies. So too for perhaps the most success-
ful country in Latin America, Chile, which during

its high-growth days of the early 1990s effectively
imposed a tax on short-term capital inflows.

The policy issue is not “to globalize or not
to globalize” or “to grow or not to grow”. In
some cases it is not even “to liberalize or not to
liberalize”. Instead the issues are: To liberalize
short-term capital accounts—and if so, how?
At what pace to liberalize trade, and what poli-
cies should accompany it? Are there pro-poor
growth strategies that do more to reduce poverty
as they promote growth? And are there growth
strategies that increase poverty as they promote
growth—strategies that should be shunned?

For instance, neither theory nor evidence
supports the view that opening markets to short-
term, speculative capital flows increases eco-
nomic growth. But there is considerable evidence
and theory that it increases economic instability,
and that economic instability contributes to in-
security and poverty. So, such forms of capital
market liberalization might in some ways in-
crease “globalization”. But they do not enhance
growth—and even if growth increased slightly,
this form of it might increase poverty, especially
in countries without adequate social safety nets.

Similarly, trade liberalization is supposed to
allow resources to move from low-productivity
protected sectors to high-productivity export
sectors. But what if export markets in areas of
comparative advantage (such as agriculture) are
effectively closed, or credit is not available (or
available only at exorbitant interest rates) to cre-
ate the new export-related jobs? Then workers
simply move from low-productivity protected
sector jobs to unemployment. Growth is not
enhanced, and poverty is increased.

Even often-praised measures, such as tarrif-
fication, have proven to be double-edged swords,
because they have exposed developing countries
to additional risks that they are ill prepared to cope
with. Again, whether tarriffication leads to faster
growth is not clear; that the increased variability
increases poverty is far more evident.

There are policies that in the long run may en-
hance growth and reduce poverty, such as en-
hancing education opportunities for disadvantaged

groups, which allows countries to tap into vast
reservoirs of underused talent. But the returns to
investments in preschool education today will not
manifest themselves for two decades or more—not
the kind of results that show up in typical econo-
metric studies.

Hidden beneath the surface in these econo-
metric studies of globalization is another subtext:
because globalization has proven so good for
growth and poverty reduction, critics of global-
ization must be wrong. But these cross-sectional
studies cannot address the most fundamental
criticisms of globalization as it has been practiced:
that it is unfair and that its benefits have dis-
proportionately gone to rich people. After the last
round of trade negotiations, the Uruguay Round,
a World Bank study showed that Sub-Saharan
Africa was actually worse off. Asymmetric lib-
eralization had global terms of trade effects. The
globalization studies suggest that Africa has suf-
fered because it has not globalized. That may be
partly true. But it is also true that Africa has
suffered from the way that globalization has
been managed.

Thus these econometric studies on global-
ization, growth and poverty have been a mis-
leading distraction, shifting the debate away
from where it should be—on the appropriate-
ness of particular policies for particular countries,
on how globalization can be shaped (including
the rules of the game) and on international eco-
nomic institutions, to better promote growth
and reduce poverty in the developing world.
The antiglobalization movement has often been
charged with being unthinking in simply asking
whether globalization is good or bad. But the
econometric studies, for all the seeming sophis-
tication of their statistics, are equally guilty.

sy

Joseph E. Stiglitz
Nobel Laureate in Economics, 2002

matter how difficult, reviving state institutions
may be vital in removing economic governance
constraints to growth (see feature 3.1).

Public sector employment policy is impor-
tant here. The state cannot be an “employer of
last resort”. In East Asia fairly high public sec-
tor salaries, particularly for managers, attract and
retain skilled civil servants. These technocratic

in their export drives—and in China’s—than
was the case for the East Asian tigers.

Third, a competent, professional, reasonably
independent public bureaucracy is needed to
support such policies. Undue political inter-
ference has been damaging to state institutions,
in some cases leading to state failure. The re-
sponse should not be to abandon the state. No
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groups are reasonably insulated from political
pressures, which helps ensure clarity in decision-
making and builds market confidence. Getting
this right has been as important as any policy
intervention, because the “right” policies can
have perverse effects when there is institutional
incoherence.

Fourth, the public sector must support and
build the private sector rather than compete
with it. Public bodies can support private ca-
pacities in several ways. Japan, the Republic of
Korea, Malaysia and Thailand established for-
mal deliberation councils to reduce the infor-
mation and transaction costs of private agents.
A new form of deliberation council is being
used for technology policy. In Costa Rica and
Ireland technology foresight programmes and
processes bring together government depart-
ments, the private sector, international organi-
zations and non-governmental organizations to
lower information and transaction costs—and
to reach consensus on how to upgrade national
technological capacities. These bodies can be
particularly important for the development of
export-oriented small and medium-size enter-
prises. Furthermore, efforts should be made to
increase corporate social responsibility and
transparency. In addition, international private
businesses have an important role in encouraging
local capital formation and local private sector
development, fostering additional jobs in local
labour markets. Finally, pro-poor growth can be
achieved through more ambitious public-private
partnerships, especially in the construction of
basic infrastructure and the provision of services
(such as electricity) in developing regions.

POLICIES OUTSIDE MANUFACTURING

The preceding industrial development policies
can help develop an economy’s engine of
growth. But many (if not most) poor people
work outside manufacturing—particularly at
the early stages of development. Thus policies
must address their needs as industrial develop-
ment policies are pursued.

First, government needs an effective fiscal
system to mobilize enough revenue to invest in
poor people’s basic needs. In the poorest coun-
tries this will require not only more domestic

revenue, invested wisely, but also more donor
assistance. An effective fiscal system does not
imply high taxes. A more sensible course is to
have rather low direct income tax rates—but to
emphasize compliance and end abuse as well as
politically motivated exemptions. A major rev-
enue problem in many countries is that rich
people simply do not pay direct taxes.

Second, countries with many farmers should
invest in increasing agricultural productivity and
diversifying cash crops for export markets. (Chap-
ter 4 analyses agricultural productivity in greater
detail.) Such efforts could include developing
site-specific seeds and soil nutrient strategies to
generate high yields under local conditions. Gov-
ernments can also provide exporters with finan-
cial incentives and marketing assistance to diversify
crops. They could also guarantee minimum prices
for farmers in areas with fragile markets. Thailand
did so when it moved from traditional crops to
sophisticated crops for exports such as asparagus,
which is not eaten domestically.

Third, policies must ensure poor people’s ac-
cess to economic assets. Without assets, poor
people cannot participate in markets. They need
land, finance and skills—and public action to
acquire them. Investing in human development
to expand social opportunities for all is one of
the six policy clusters discussed in chapter 4.
Here the focus is on land and finance.

Access to land. More than 500 million peo-
ple, or roughly 100 million households in de-
veloping countries, lack ownership rights or
owner-like rights to the land they farm. Most are
tenant farmers, agricultural labourers or for-
mer collective farm workers. Also included are
agricultural households with insecure tenancy
rights, such as squatters or customary or tradi-
tional rights holders who do not hold formal
rights to the land they occupy.

Lack of formal legal rights to land hinders
these people’s ability to generate income and
earn livelihoods, undermining economic growth.
Because land is their primary source of income
and provides security and social status, formal-
izing their ownership rights through agrarian re-
form would serve several purposes:

* Creating transferable land rights with de-
terminable market value makes land an inter-
generational asset.
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e Smaller holdings are often more productive
than larger ones, hectare for hectare—especially
if they are owned and operated by families.!!

e Landowners have an incentive and ability to
make long-term capital investments that di-
rectly increase agricultural productivity.

e Access to land improves household nutri-
tion—and increases non-farm incomes for some
farming households.

e Strong legal ownership rights for women,
often the food producers in a household, lead
to more equitable income and welfare outcomes.
e Secure rights strengthen environmental man-
agement and increase community participation.

Even though land reforms have been polit-
ically contentious and difficult to implement—
as many experiences of the 1970s and 1980s
show—their strong link with equity has re-
turned them to the political agenda in many
countries such as Brazil and China.

For the benefits of ownership to reach the
most people, such rights must be provided on
a large scale—especially to the female mem-
bers of farming households. In addition, rea-
sonable compensation should be provided to
private landowners whose land is being redis-
tributed. Similarly, reforms should be set in the
context of customary land tenure systems so
that traditional landowners do not lose their
rights. Potential beneficiaries should be in-
cluded in the design of such reforms. Finally, ac-
companying regulations should ensure secure
tenure and impose the right incentives so that
land transfer is real, and not just in name.

Access to credit. Microfinance—both mi-
crocredit and microsavings—provides poor peo-
ple with a way to procure and build up assets. It
encourages borrowers to invest in productive ac-
tivities, and savers to amass assets and earn interest.
Borrowers can also use the funds to smooth in-
come flows and plan economic decisions over

longer periods. The number of poor people with
access to microcredit schemes rose from 7.6 mil-
lion in 1997 to 26.8 million in 2001—21 million
of them women, enabling them to control assets,
make economic decisions and assume control of
their lives.!? According to some estimates, 5% of
microfinance programme participants could lift
their families out of poverty each year.”

From a macroeconomic perspective, micro-
finance is useful for channelling and generating
credit for poor people. It remains an important
policy instrument for large-scale poverty re-
duction. But its success depends on the scheme,
the participating community and the support
from donors, the local government and the ad-
ministering agency. Scaling up depends on
macroeconomic stability, on the health, cover-
age and efficacy of the financial sector and (in
the long run) on the government’s ability to
reach poor people through the financial sector
on a national scale.

This chapter highlights the structural problems
holding back economic growth in the top pri-
ority and high priority countries for achieving
the Millennium Development Goals. It also of-
fers practical remedies to overcome those prob-
lems. These countries must look well beyond
market reforms to surmount basic challenges
posed by widespread disease, geographic
isolation, poor infrastructure, low human cap-
ital and limited markets. Major public invest-
ments are needed to reach the basic thresholds
for health, education and other outcomes. Be-
cause these countries are too poor to fund these
investments, rich countries must follow through
on their commitment to the Millennium De-
velopment Goals by helping to finance core
public investments that will yield long-term
success in economic and human development.
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Feature 3.1 Development challenges—through the lens of geography

Map 1 divides the world into five categories. First are
countries with high economic innovation, as measured
by the number of patents per million people, shown in
dark blue. These tend to be the high-income coun-
tries. Second are developing country exporters of man-
ufactured goods, shown in lighter blue. In 1995 at least
half of these countries” exports were in the manufac-
turing sector. Third are the fuel-exporting economies,
shown in blue-grey. Fourth are transition countries, in
grey. Fifth are the commodity (non-fuel) exporting de-
veloping countries, in black.

Map 2 highlights patterns of economic growth during
1980-98 using constant per capita GDP in purchasing
power parity terms. Note the remarkable relationship
with the first map. The countries that are either inno-
vators or manufacturing exporters tended to have eco-
nomic growth, shown in dark blue, while other groups
of countries (oil exporters, transition, commodity ex-
porters) tended to experience economic decline. The
growing economies include the regions of North Amer-
ica, Western Europe, Oceania, East Asia and South Asia.
The declining countries are concentrated in Sub-Saharan
Africa, the former Soviet Union, the Middle East, and
parts of Latin America, mainly the Andes and Central
America. Sub-Saharan Africa is the worst-performing
region, with two thirds of its countries and three quar-
ters of its population experiencing economic decline in
1990-98.

Table 1 breaks down patterns of economic growth by
economic structure. Grouping countries in the same five
categories as map 1, the table shows that the main
problems in economic growth have come in three types
of economies: transition countries, oil-exporting
economies (which faced a huge loss of purchasing
power from their single or dominant export commod-
ity) and commodity (non-fuel) exporting developing
countries. Most of the commodity exporting countries
are in Sub-Saharan Africa, Latin America and Central
Asia. Innovating economies and manufacturing ex-
porters among developing countries by and large ex-
perienced economic growth.

MAP 1
Classification of countries by economic structure, 1995

ey -e .

- Technology innovators, high levels of patenting 7 /
|:| Manufacturing exporters

- Fuel exporters

- Transition countries

- Commodity (non-fuel) exporters

MAP 2

Country classification by average annual growth in GDP per capita, 1990
PPP dollars, 1980-98 :

. GDP per capita

B Above 2.5%
[]oto25%
[ -25%t00

Source: Maddison 2001; Gallup, Sachs and Mellinger 1999; World Bank 2003i.

- Below -2.5%

|:| Comparable data not available

TABLE 1
Economic growth rates by country group, 1980-98

Countries that grew Average annual growth

Group in GDP per capita in GDP per capita (%)
Technology innovators 18 out of 18 1.7
Transition countries 4 out of 12 -1.7
Fuel exporters 2 out of 13 -1.5
Manufacturing exporters 23 out of 24 2.7
Commodity (non-fuel) exporters 29 out of 61 -0.1

Note: GDP per capita is measured in purchasing power parity.
Source: Maddison 2001; World Bank 2002].
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TABLE 2

Economic growth rates by population size and location, 1980-98

Geographic
location

Countries
that grew
in GDP
per capita

Inland
populations

Coastal
populations

10 of 10

3of4

2.5 3,087 of 3,087

Note: GDP per capita is measured in purchasing power parity.

Source: Maddison 2001; Gallup, Sachs and Mellinger 1999; World Bank 2003i.
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Table 2 highlights patterns of economic growth by
looking through a different lens, that of geography. This
figure assesses growth rates for all developing, transi-
tion and commodity (non-fuel) exporting countries
for which data are available. It categorizes countries by
their population size and the concentration of popu-
lation near maritime trade routes. Small countries are
those with fewer than 40 million people in 1990. Coastal
countries are those with more than three-quarters of
their populations living more than 100 kilometres from
the coast. The data highlight how groups of countries
that are large or coastal experienced systematic aver-
age per capita economic growth from 1980-98. Small
and inland countries enjoyed much less economic suc-
cess over the same period. The findings are particularly
relevant for Africa, since 33 of the 53 countries counted
as small and inland are on that continent.

Source: McArthur and Sachs 2002; World Bank 2002j, 2003i; IMF 2002b;
Maddison 2001.
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CHAPTER 4

Public policies to improve people’s
health and education

As the Millennium Development Compact ar-
gues, the first cluster of policies required for top
and high priority countries to break out of their
poverty traps involve investing in health and ed-
ucation. These investments contribute to eco-
nomic growth, which feeds back into human
development (see chapter 3). Education, health,
nutrition and water and sanitation complement
each other, with investments in any one con-
tributing to better outcomes in the others. A major
message of this chapter is that policy-makers need
to recognize the synergies among the many aspects
of human development as they invest in achiev-
ing the Millennium Development Goals.
Education affects all types of human de-
velopment outcomes. More than just a source
of knowledge, education promotes better hy-
giene and increases the use of health services.
Safe water and adequate sanitation also deter-
mine health outcomes. By reducing infectious
diseases, they improve children’s nutritional
status and increase their learning abilities. To-
gether such interventions contribute to a health
transition—from having communicable diseases
account for most of a country’s disease burden
to having chronic diseases as the main source.
The health transition hastens the demo-
graphic transition from high to low birth and
death rates. In addition, higher education lev-
els are associated with better family planning,
As more children survive, families reduce the
number of children they have. Desired family
sizes decline, a process helped by the ready
availability of contraceptives. So, over time,
lower infant and child mortality plays a major
role in falling fertility rates.! This notion of syn-
ergies among social investments is central to
reducing hunger, malnutrition, disease and
illiteracy—and to advancing human capabilities.
To get the most from the synergies among
basic social services, it is crucial to focus on uni-
versal primary education early on, particularly

for girls. But doing so requires available, fully
functional family planning, water and sanita-
tion services. Thus these services are integral
to achieving all the Millennium Development
Goals.

This chapter also argues that gender equal-
ity is not just a Goal in its own right—it is cen-
tral to achieving all the other Goals. The
lifecycles of educated girls illustrate the syner-
gies among social sector interventions (figure
4.1). Educated gitls are likely to marry later—
especially if their schooling extends to the junior
secondary level and they engage in economic ac-
tivity outside the home. Educated girls and
women also have fewer children, seek medical
attention sooner for themselves and their chil-
dren and provide better care and nutrition for
their children.? Such behaviour reduces the
probability of disease and increases the odds of
children surviving past age five.

Over time reduced child mortality leads to
smaller families and increased contraceptive use—
lowering overall fertility. With smaller house-
holds child care improves, and with lower fertility
the school-age population shrinks. Thus the ben-
efits of girls” education accrue from generation to
generation. But while strengthening women’s

FIGURE 4.1
Educated girls lead different lives

Educated girl

marries later

Effects Has fewer, Seeks medical care sooner Provides better care
on more evenly for self and children and nutrition
household  spaced children for self and children

\ Increases !)robability /

of children’s survival;

health transition \
Effects I

on society Reduces overall fertility; Improves children’s
demographic transition learning and education

Source: Mehrotra and Jolly 2000.
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health and education capabilities in this way is im-
portant, action is also needed to reinforce their
role in society as agents of change (box 4.1).

Past progress shows what is possible. Over
the past 50 years most developing countries
achieved advances in health and education that
took nearly 200 years in rich countries. But a
dozen or so developing countries made espe-
cially fast progress, achieving social indicators
comparable to those in rich countries. These
high performers offer policy lessons for other
countries in reaching the Millennium Devel-
opment Goals (box 4.2).

If there is any doubt that the Goals can be
achieved in less than a generation, consider the
following gains. Sri Lanka added 12 years to life

expectancy at birth in just seven years (1945-52).}
In nine years (1953-62) China added 13 years.*
Between 1960 and 1980 Botswana more than
doubled its gross primary enrolment ratio, from
40% to 91%.” And in Zimbabwe the gross pri-
mary enrolment ratio rose from 75% in 1960 to
124% in 1983, five years after independence.®
Some high performers combined rapid eco-
nomic and social progress—and now have high-
performing economies (Republic of Korea,
Malaysia, Mauritius). They achieved social
progress early in their development processes,
when national incomes were still low—suggesting
a certain sequence for investments. In other
high-achieving countries economic growth was
slower and less consistent. Still, all of these high

BOX 4.1

Women’s capabilities and agency—key to achieving the Millennium Development Goals

Unless women’s capabilities are improved and
gender equality increased, the other Millennium
Development Goals will not be achieved.
Strengthening women’s agency and voice is es-
sential to enhancing their capabilities—and
strengthening their capabilities is essential to
enhancing their agency and voice. Though ed-
ucation is the only official target (“Eliminate
gender disparity in primary and secondary ed-
ucation, preferably by 2005, and in all levels of
education by 2015”) used to assess progress to-
wards the gender equality Goal, several other in-
dicators have been established to monitor
performance:

e The ratio of girls to boys in primary, sec-
ondary and tertiary education

o The ratio of literate female to male 15- to 24-
year-olds.

e The share of women engaged in wage em-
ployment outside agriculture.

® The share of women in national parliaments.

Gender equality in education helps women
secure employment outside the home and acquire
political power, contributing to their agency in
the public sphere. But gender equality must also
extend to the private domain.

Today gender inequality undermines
women’s capabilities in education and health.
Still, some progress is being made. For example,
between 1990 and 2001 the ratio of literate fe-
male to male 15- to 24-year-olds in countries
with low human development increased from 70
to 81 women per 100 men, though in countries
with medium human development it increased
only from 91 to 93. The gender ratio in primary

education also made limited progress, rising
from 86 to 92 girls per 100 boys in developing
countries between 1990 and 1999-2000. At cur-
rent rates gender equality in education will not
be achieved until 2025—20 years after the tar-
get set by the Millennium Development Goals.

Among young women (15- to 24-year-olds)
in developing countries literacy is 60%, com-
pared with 80% for young men. In addition,
more women suffer from HIV/AIDS. Maternal
mortality is another dimension of women’s ad-
ditional burdens. And despite biological reasons
for women to live longer than men, many devel-
oping regions and countries have millions of
“missing” women killed by infanticide, gender-
based abortions or systematic discrimination
over the life cycle (resulting in a lower female pop-
ulation, with 35-37 million fewer million women
in South Asia and 38-40 million in China).

Without action to increase women’s capa-
bilities in health and education, they will have
limited prospects for working outside the home
and earning independent incomes. In the 1990s
women working outside agriculture accounted
for an unchanging 40% of men’s employment in
developing countries.

Many challenges undermine gender equality
in employment and community and political par-
ticipation. In developing countries most poor fe-
male workers outside of agriculture are engaged
in informal employment and receive low, irregu-
lar pay. And around the world, women account
for more than 30% of parliamentarians in just
seven countries. More equal political represen-
tation often has to be jumpstarted by quotas.

Source: Christiansen, Conway, and Poston 2003; Dréze and Sen 2002; Landuyt 1998.

Gender relations are largely determined by
social and cultural contexts. Patriarchal values in-
stilled from childhood influence the attitudes and
outlooks of both women and men throughout
their lives. These values are often enshrined in laws
prejudicial to women’s rights and claims—
especially those related to marriage, divorce, rape,
violence and inheritance. Movements for women’s
rights often focus on reforming such laws.

Although employment and education are

considered basic strategies for strengthening
women'’s agency and voice, stronger agency also
requires not just:
® Recognizing the importance of education, but
also improving its content, provision and returns.
¢ Creating more jobs for women, but also im-
proving their nature and terms—including sus-
tainable livelihoods.
e Increasing the number of women in parlia-
ments, but also raising women’s visibility in po-
sitions of authority and decision-making—from
the local to the national levels.

Thus empowering women requires policies
that address both practical needs (supporting the
basic capabilities required to function, such as by
improving living conditions and increasing em-
ployment, health care and safe water supplies) and
strategic needs (strengthening women’s voice and
agency to renegotiate their roles at home and in
society, such as through legal rights to assets and
laws ensuring equal wages, reproductive rights and
freedom from violence). Moreover, these policies
must be backed by laws guaranteeing equal
rights—for both women and men in the private
and public sectors.
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BOX 4.2

There is no global prescription for achieving the Millennium Devel-
opment Goals, and no set track for being “on track”. Diverse national
situations require that countries develop different strategies for achiev-
ing international targets for health and education. But success stories
abound.

o In the 1980s Botswana made strides in education and health much
greater than expected based on its income level.

o The state of Kerala, India, has health indicators similar to those of the
United States—despite a per capita income 99% lower and annual spend-
ing on health of just $28 a person.

o Cuba’s per capita income is a small fraction of that in the United States,
yet it has the same infant mortality rate and has kept HIV/AIDS under
control.

High-performing countries in health and education show the re-
markable progress that can be made within a generation, and similarities
between success stories provide useful insights into what works:

o Public financing was adequate and equitable. In high-achieving coun-
tries political commitment is reflected not just in allocations of public spend-
ing to health and education, but also in their equity. Spending has focused

Policy lessons from high-achieving countries in health and education

on basic rather than tertiary health services, and on primary rather than
higher education.

e Education achievements preceded higher health status. From the out-
set of their development processes, all the high-achieving countries pur-
sued high enrolments for all children, particularly girls. Thus gender
inequality in education was lower from the start, and gender differences
were narrowed much faster than in lower-achieving countries. As invest-
ments in public health infrastructure emerged, high education levels en-
sured high demand for and effective use of health services.

o Educated women were able to act as agents of change. Children’s health
and education outcomes are not only the result of adequate food con-
sumption and health services, but also proper child care. In this respect
the capabilities and positions of women in the household and in society
take on major significance. When women are educated, have ownership
rights and are free to work outside the home and earn an independent
income, the well-being of the entire household is enhanced (Dréze and
Sen 1995). In high-achieving countries women not only had near parity
in education, they also had high rates of participation in non-agricultural
employment.

Source: Chen and Desai 2000; Mehrotra 2000; Dréeze and Sen 1995.

performers show that with the right government
priorities and policies, high social development
is possible even without a thriving economy.
This chapter is about setting the right pol-
icy priorities—those of the high-performing
countries—to achieve the Millennium Devel-
opment Goals. The Goals for hunger, education,

health and water and sanitation are examined in
turn, from the scale of the challenges to the ac-
tions required to resolve them. The chapter
then proposes an action plan to boost the level,
equity and efficiency of public spending—as
well as the quantity and quality of official de-
velopment assistance—for basic services.

ACHIEVING THE HUNGER GOAL

Given past achievements, the Goal of halving the
percentage of hungry people by 2015 should be
readily achievable. In 1996 the World Food Sum-
mit set a similar target: halving to 400 million the
number of hungry people in developing countries.”

Since the early 1970s food production in de-
veloping countries has tripled, more than keep-
ing up with population growth.® In addition, the
real prices of the main cereal crops have dropped
76%.° Between 1980 and 1995 per capita food
production increased 27% in Asia and 12% in
Latin America. But in Sub-Saharan Africa it
fell 8%.1° Although hunger is most prevalent in
South Asia, it is declining—while in Africa about
one-third of the population is undernourished,
and the number is increasing.!! If all the food
produced worldwide were distributed equally,
every person would be able to consume 2,760

calories a day (hunger is defined as consuming
fewer than 1,960 calories a day).!? Addressing
hunger means ensuring that people have com-
mand over the resources (especially income)
needed to acquire food.

Hunger is more than just a lack of available
food. It is a problem of deficiencies in food enti-
tlement and deprivations in related essential ser-
vices (health care, education, safe drinking water,
adequate sanitation). Food entitlement differs
from food availability in that it indicates what a
person can command with income and thus con-
sume, rather than what is available in the market.

SCALE OF THE PROBLEM

Every day 799 million people in developing coun-
tries—about 18% of the world’s population—go

PUBLIC POLICIES TO IMPROVE PEOPLE’S HEALTH AND EDUCATION

Millennium Development
Goals and targets

Goal 1: Eradicate extreme
poverty and hunger

Target 1: Halve,
between 1990 and 2015,
the proportion of people
whose income is less than
$1 a day

Target 2: Halve,
between 1990 and
2015, the proportion of
people who suffer from
hunger
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FIGURE 4.2
Food insecurity increases

Number of food-insecure people
in all developing countries except China

Note: WFS is World Food Summit.
Source: FAO 2001c.
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hungry.? In South Asia one person in four goes
hungry, and in Sub-Saharan Africa the share is
as high as one in three."* India is home to the
largest number of hungry people, 233 million,
while Sub-Saharan Africa has 183 million, China
119 million, the rest of East Asia and the Pacific
74 million, Latin America 55 million and the
Arab States 32 million.”

Between 1990-92 and 1998-2000 the pro-
portion of hungry people in developing coun-
tries fell from 21% to 18%.'® The largest
reductions by far were in China, though sub-
stantial declines also occurred in South-East
Asia."” But with population growth, the num-
ber of hungry people is not falling as quickly.
Worldwide, the number of hungry people fell
by 20 million between 1991 and 1999.'8 Yet that
progress came only because 80 million Chi-
nese escaped hunger: in 25 developing coun-
tries the number of hungry people increased
(figure 4.2).1

The hunger Goal also seeks to reduce child
malnutrition. In this area, among 33 countries
with data, 10 saw reversals or failed to improve
in the 1990s.2° And because data on child mal-
nutrition are more reliable than those on hunger,
such trends are worrisome.?!

More than three-quarters of hungry people
are in rural areas of developing countries.”? About
half live in farm households on marginal lands,
where environmental degradation threatens agri-
cultural production.” Nearly a third live in rural
landless and non-farm households, such as those
dependent on herding, fishing or forestry.?* Yet
poor fishers are seeing their catches reduced by
commercial fishing, and foresters are losing their
rights as logging companies move in under gov-
ernment concessions. Moreover, landlessness is
rising in most rural regions because of higher
farming densities and unequal land distribution.
Average land per capita among rural farmers in
developing countries declined from 3.6 hectares
in 1972 to 0.26 hectares in 1992—and stands to
fall further by 2020.>

Another worrisome trend is the shift of mal-
nutrition to cities.?* Urban poor people now
account for more than one-fifth of hungry peo-
ple in developing countries. But this could be
rising because urban populations are growing
faster than rural %’

In any given year 5-10% of hungry people are
affected by droughts, plagues, floods, hurricanes,
extreme storms or violent conflicts.?® Among
the 21 countries with extreme food emergen-
cies in 2002, in 15 they were sparked by war, civil
strife or the lingering effects of past conflicts.?’

Meeting the Millennium Development Goal
for hunger will require improving food distrib-
ution and increasing production. Among the
top priorities for increasing production:
®  Focusing on technologies that raise agri-
cultural productivity. Doing so will also raise in-
comes for people with few assets other than land.
o Directing more resources to agriculture.
Poor countries have neglected agriculture—a
trend that must be reversed.

o Preventing environmental degradation.
New policies and technologies to raise produc-
tivity must also protect critical ecosystems. Poor
people suffer the most from environmental
degradation, but poverty also leads to environ-
mental degradation. In developing countries
low productivity is more often the cause of such
degradation—while in Europe and North Amer-
ica high productivity is the cause.

o Sharing resources more equitably. Women,
who produce most of the food consumed in
Sub-Saharan Africa and Asia, must have more
secure access to land. The same goes for land-
less people.

» Addressing global warming and reducing
agricultural tariffs and subsidies in rich coun-
tries. Protection rigs international markets
against farmers in developing countries. Mean-
while, global warming can adversely affect
weather patterns for farmers dependent on rain.

FooD BUFFER STOCKS TO IMPROVE
DISTRIBUTION AND SMOOTH PRICES

Governments can maintain reserves of essential
foods, especially grains, and release them into
markets if food prices rise inordinately—enabling
poor people to afford them. Such systems may or
may not involve public distribution of essential
commodities at below-market prices. China and
India have long traditions of maintaining buffer
stocks (reserves) of food, usually at public expense.

India has maintained food stocks since the
1970s, enabling it to stave off widespread famine.
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These efforts have been aided by the increased
wheat and rice productivity that resulted from
the green revolution, with grains and essential
commodities (sugar, cooking oil) provided
through a public distribution system. In addi-
tion, during droughts food for work programmes
ensure subsistence consumption levels.

It is critical that food be kept affordable for
poor households, whether through public dis-
tribution systems or releases of grains into mar-
kets (something the Indian government has failed
to do in recent years). One reason for the food
security of poor households in Kerala, a high-
performing Indian state, is that ration shops dis-
tribute grains even in rural areas.’* Elsewhere in
India most public food distribution occurs in
urban areas. In China buffer stocks of food are
maintained at the community level.

Sri Lanka—another high achiever in social
indicators—has maintained food subsidies since
independence in 1947. In 1979 universal sub-
sidies for essential commodities (rice, wheat
flour, lentils, dried fish, powdered milk) were
replaced with a food stamp scheme covering
40% of the population.

In Africa food stocks have not been used as
much as might be expected given the continent’s
low agricultural productivity, fragile soils and
frequent famines. One reason for the 2002 famine
in Southern Africa was that limited food stocks
were run down, partly because fiscal constraints
prevented governments from maintaining them.

It is especially important for landlocked
countries to hold buffer stocks, because the
costs of building and managing warehouses to
store them are worth the lives saved, suffering
averted and productivity gained. In countries
with ports the costs of maintaining stocks must
be weighed against the benefits. But even in
coastal countries buffer stocks can mitigate the
adverse effects of fluctuating food prices.

Policy advice for Africa has tended to push
in the opposite direction, arguing that free
markets should determine how the continent
feeds itself.

Governments facing budget deficits should
not provide fertilizer subsidies, crop price
supports or cheap loans. A recent report suggests
that rural African countries grow cash crops for
export—to generate income for poor farmers

and provide foreign exchange for food imports.
Though the report acknowledges that bigger
food crops would help some farmers, it also sug-
gests that many are so isolated that they should
grow only what they need for themselves as
cheaply as possible.’!

INEQUITY —AND WHAT TO DO ABOUT IT

Access to food could be greatly increased by gov-
ernment action to secure the assets and raise the
incomes of the most vulnerable groups.

MARGINAL GROUPS

Small farms are more productive than large
farms per unit of land. Hence more equitable
land distribution increases agricultural effi-
ciency and output. In Piaui, Brazil, farm yields
increased 10-40% on non-irrigated and
30-70% on irrigated fields after land was dis-
tributed to small farmers.*? Equitably distrib-
uted land also reduces poverty and promotes
improves the distribution of income. In El
Salvador a 10% increase in land ownership
among cultivators raised per capita income
by 4%. Similarly, Indian states that imple-
mented land reform saw poverty fall faster be-
tween 1958 and 1992.%°

To make the investments in natural re-
sources needed to raise productivity, poor peo-
ple need to have secure access to those resources.
In Thailand there is a robust relationship be-
tween secure title to land and confidence to
practice sustainable agriculture.**

Poor and hungry people also benefit from
common property resources. In recent years
Brazil, Cameroon, the Gambia, India, Nepal
and Tanzania have set aside public lands for use
or comanagement by indigenous communities.
Similarly, community forest tenure has been
strengthened in Bolivia, Colombia, Indonesia,
Mozambique, the Philippines, Uganda and
Zambia. And in China and Viet Nam public for-
est land has been allocated to households. The
recognition of indigenous rights and community
ownership—and the broader rationalization of
public forest tenure—provide opportunities to
dramatically improve the livelihoods of millions
of forest inhabitants. Poor communities’ rights
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More equitable land
distribution increases
agricultural efficiency

and output
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Fewer than 1 in 10 female
farmers in India, Nepal

and Thailand own land
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to water must also be recognized—not just for
household needs but also for irrigation, agro-
processing and livestock watering.*®

WOMEN

Women produce most of the food consumed in
Sub-Saharan Africa and (to a lesser extent)
Asia. But they rarely have secure tenure to the
land they work. Fewer than 1 in 10 female farm-
ers in India, Nepal and Thailand own land.
Without secure ownership, women lack col-
lateral, access to credit and the means to invest
in productivity improvements—hurting the
health and nutrition of their families.* In some
regions women have limited claims to food
within households, a particular problem for
pregnant and nursing women, who need more
calories.

URBAN POOR PEOPLE

Most cities have land available for agriculture—
the informal safety net for many poor urban
dwellers who grow food in parks, rooftops,
wetlands, churchyards, containers, vacant lots,
rights of way and plots near railways. They
also graze livestock on hillsides, open spaces and
rights of way. These residents should not be
denied the right to use these lands to feed
themselves.

PEOPLE IN FOOD EMERGENCIES

Refugees from wars and natural disasters need
emergency help to survive. Response times in
food emergencies need to be far shorter so that
supplies can get to starving people much faster.
Early warning systems for political crises, like
those for environmental disasters, would help be-
cause political crises have become the main
cause of famine,

In addition, a permanent fund should be es-
tablished so that international agencies can re-
spond to crises immediately, without having to
raise funds as they try to respond. A fully cap-
italized fund would enable the World Food
Programme to undertake far more strategic
planning for emergency food supplies and post-
famine crop and livestock recovery. The UN

Food and Agriculture Organization estimates
that it would cost $5.2 billion a year to feed the
world’s 214 million hungriest people.’’

To extend the benefits of food security even
more, food for such programmes could be pur-
chased from developing countries. International
financing for community nutrition and com-
munity food bank initiatives could be organized
under the World Food Programme as an in-
ternational bank providing nutrition for all *®

RAISING PRODUCTIVITY

Many technologies have been developed to
raise agricultural productivity and reduce
hunger. Several pro-poor technologies focus
on sustainable productivity and suitability for
women. Promising management approaches
include agroforestry, permaculture, conserva-
tion agriculture, biological nitrogen fixation,
water use efficiency, gender selection in live-
stock, integrated pest management, integrated
plant nutrient management, integrated intensive
farming systems and integrated soil and water
management.*’

For many African farmers the most press-
ing need is improving soil quality. On many
farms fertilizers can double or even quadruple
yields of basic food crops.*’ Even farmers who
cannot obtain or afford such inputs have many
options for raising soil fertility, especially in
Africa (box 4.3).

National policies must emphasize rebuilding
natural assets. Since 1996 China has rehabili-
tated 5 million hectares of low- and medium-yield
farm land. In some Indian communities better
fallows and cover crops have been widely
adopted—145 systems have been identified—by
farmers on marginal lands forced to reduce fal-
low periods.*! Agricultural systems can also be
improved by paying farmers, fishers, herders
and foresters for their roles in ecosystem man-
agement. Such schemes are already in place in
many areas: a recent review found 75 that make
payments for carbon emission offsets, 72 for
biodiversity and 61 for watershed services.*?

Initiatives can also promote sustainable
agriculture in farming communities. A study
in 17 African countries found that 730,000
poor households in 45 projects were practicing
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BOX 4.3

Soil nutrient depletion is traditionally treated
through the use of mineral fertilizers. But fer-
tilizers cost two to six times more at the farm
gate in Africa than in Europe, North America
and Asia. But crops do not care whether the
nitrate and phosphorous they absorb come
from a bag of fertilizer or a decomposing
leaf. Thus the main issue is to replenish
plant nutrients in sufficient quantities, and
whether this is done with mineral fertilizers or
organic inputs is primarily a question of farm
€conomics.

The most advisable approach is to combine
the use of both nutrient sources in agronomi-
cally sound ways. The Sasakawa Global 2000
network and other organizations have shown
on thousands of African farms that mineral
fertilizers can double to quadruple yields of
basic food crops . But even farmers who can-
not obtain or afford purchased inputs can
achieve long-term increases in yields through
alternative approaches to soil building and
replenishment:

¢ Nitrogen-fixing tree fallows. Leguminous
trees are interplanted with young maize crops and
allowed to grow as fallows during dry seasons,
generating 100-200 kilograms of nitrogen per
hectare in 6-24 months in subhumid tropical re-
gions of East and Southern Africa. These fallows
are economically and ecologically sound and fit
well with farmer customs and work calendars—
no surprise, because farmers helped develop
the technology.

e Indigenous rock phosphate. Using indige-
nous rock phosphate deposits provides an al-
ternative to imported superphosphates. The
mild acidity of most of these soils (pH 5-6)
helps dissolve high-quality rock phosphates at a
rate that can supply phosphorus to crops for
several years. Over a five-year period their use
doubles or triples maize yields 90% as efficiently
as superphosphates—at a much lower cost.

e Biomass transfers of leaves of nutrient-ac-
cumulating shrubs. Transfers of leaf biomass of
the nutrient-accumulating shrub Tithonia di-
versifolia from roadsides and hedges into

Increasing soil fertility in Sub-Saharan Africa

cropped fields adds nutrients and routinely dou-
bles maize yields without fertilizer additions.

Tens of thousands of farm families in Kenya,
Malawi, Mozambique, Tanzania, Uganda, Zam-
bia and Zimbabwe are using these approaches
with good results. Improved fallows are the most
widespread practice. Knowledge is being trans-
ferred between farmers, villages and community
organizations and through national research and
extension institutes, universities, non-govern-
mental organizations and development projects.

The challenge now is to accelerate the
adoption of such technologies to tens of mil-
lions of farm families. The main obstacles are
insufficient supplies of high-quality tree
germplasm (seeds and seedlings) and rock
phosphate and inadequate awareness and
knowledge of the technology components. But
increased adoption is essential, as these
approaches offer major opportunities to dras-
tically and sustainably increase food produc-
tion—reducing hunger in a way that enhances
the natural resource base.

Source: Millennium Project Task Force 2 2003a.

sustainable agriculture—defined to include in-
tensified land use, diversified crops and live-
stock, increased use of renewable resources
and other criteria.”’ In eight Asian countries
some 2.9 million poor households using sus-
tainable agriculture have increased food pro-
duction on 4.9 million hectares.** These
programmes must be scaled up to involve tens
of millions of households.

Farmers in developing countries often lack
the roads, warehouses, electricity and commu-
nication links required to bring them closer to
markets—making them more vulnerable to in-
termediaries charging high prices for inputs
and to monopoly buyers squeezing their in-
comes. Yet around the world, agriculture is a low
priority for governments and donors alike. Most
governments have invested much less in marginal
lands than in more favoured agricultural areas.*
In Africa most countries invest less than 5% of
their budgets in agricultural development—
even though 75% of their citizens depend
(directly or indirectly) on farming.*

In addition, agricultural research is severely
underfunded, with many low-income countries
spending only 0.5% of agricultural GDP on

it—and nearly all of that focused on higher-
quality lands and commercial crops.*” To ben-
efit poor farmers on marginal lands, agricultural
research must support promising initiatives such
as multicrop systems, eco-agriculture, early ma-
turing seed varieties and low-cost methods of soil
building.

Agricultural services, if available, mainly
come from private firms selling inputs and of-
fering advice that is often incorrect and almost
always incomplete. Government agricultural
extension services have focused on distributing
seeds and fertilizers, often promoting varieties
and formulations unsuited to local conditions.

When allocating input subsidies or buying
grain, most developing countries subsidize or
provide privileged access to large producers
and processors. Rules for these mechanisms
often distort markets, unduly burden small
producers, establish official monopoly buy-
ers and set excessive taxes and service
charges.*® Government policies that discrim-
inate against small producers should be
immediately reformed, and public financing for
subsidies should be redirected to support small
farmers (box 4.4).
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BOX 4.4

Farm policies and food security

As the Indian government’s interventions in
grain markets show, public policies can cre-
ate different winners—and losers—among
different population groups.

Designed to stabilize prices and sup-
port grain farmers, the minimum support
prices set by the government’s Food
Corporation of India have instead risen
much faster than inflation. This outcome is
partly explained by strong farm lobbies
(especially for rice and wheat) and gov-
ernment policies that cover farmers’ eco-
nomic costs of production. Economic costs
of production are based on input costs,

Source: Kannan, Mahendra Dev and Sharma 2000; India 2002a.

imputed values of land and labour as well
as a bonus.

Theoretically, prices in the public food
distribution system are based on economic
costs (and so minimum support prices).
But market prices are lower than the sys-
tem’s prices, increasing food stocks in gov-
ernment warehouses, although India has
the largest number of world’s hungry, and
nearly half of its children are malnourished.
Countering the farm lobbies, however, is
pressure on political leaders to satisfy vot-
ers and so control prices in the public food
distribution system.

Millennium Development
Goals and targets

Goal 2:  Achieve universal
primary education

Target 3: Ensure that,
by 2015, children
everywhere, boys and
girls alike, will be able to
complete a full course of
primary schooling

Goal 3:  Promote gender
equality and em-
power women

Target 4: Eliminate gen-
der disparity in primary
and secondary education
preferably by 2005 and
in all levels of education
no later than 2015
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INTERNATIONAL RESPONSIBILITIES

Bilateral official development assistance for
agriculture, forestry and fisheries increased be-
tween 1971 and 1990, but declined thereafter
along with overall official development assis-
tance. Multilateral official development assis-
tance increased from $1.2 billion a year in
1973-74 to $3.6 billion a year 1981-83, but
then fell over the next two decades to $1.4 bil-
lion a year in 1999-2000 (in 2000 dollars). As
a share of total lending of multilateral institu-
tions, assistance to agriculture, forestry and fish-
eries fell from 15% of total lending in 1997 to
10% in 1999.%°

But reducing hunger in developing coun-
tries requires international action not only on aid,
but also on two other issues crucial for increas-
ing food production and farm productivity. First,
agricultural subsidies in rich countries—totalling
$311 billion in 2002—inhibit agricultural growth
in developing countries (see chapter 8).

Second, global warming, caused by emis-
sions of greenhouse gases, is leading to more fre-
quent extreme weather conditions—floods,
droughts, mudslides, typhoons, cyclones—in-
creasing the number of people facing food emer-
gencies. Over the next few decades climate
change will probably increase precipitation from
latitudes 30 degrees North to 30 degrees
South—areas that include many of the world’s
richest countries. But rainfall will likely de-
crease and become more erratic in many trop-
ical and subtropical regions, causing crop yields
to fall in countries already suffering from food
insecurity.

Africa’s rainfall has been decreasing since
1968. In addition, rainfall fluctuations have
widened across the continent, resulting in dis-
astrous floods like the one that devastated
Mozambique in March 2000. Sub-Saharan
Africa is especially sensitive to climate change
because its agriculture is mostly rain-fed—and
accounts for 70% of the region’s employment
and 35% of its GNP. Because of global warm-
ing, Africa will become even more dependent
on food imports.

ACHIEVING THE EDUCATION GOALS

During the 1990s primary education enrol-
ments increased in every region, and in many
a large proportion of children are enrolled. In
East Asia and the Pacific, Central and East-
ern Europe and the Commonwealth of In-
dependent States (CIS) and Latin America
and the Caribbean more than 90% of children
are enrolled in primary school. In South Asia
79% are enrolled, and in the Arab States 77%.
In Sub-Saharan Africa net primary enrol-
ments increased by 3 percentage points in
the 1990s,° yet less than 60% of children are
enrolled.’!

SCALE OF THE PROBLEM

Of the 680 million children of primary school
age in developing countries, 115 million do not
attend school—three-fifths of them girls.’? In
India 40 million children are not in primary
school, more than a third of the world’s total >

Moreover, enrolment does not mean com-
pletion. Just over half the children who start pri-
mary school finish it—and in Sub-Saharan
Africa, just one in three. Reflecting these short-
comings, one-quarter of adults in the develop-
ing world cannot read or write.”” And of the
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world’s 879 million illiterate adults, two-thirds
are women,®

Developing countries face three main chal-
lenges in expanding primary education:
o Limited resources. Relative to rich coun-
tries, developing countries spend much less per
student and as a proportion of GNP at all lev-
els of education.
o [nequity. When spending is low, rich peo-
ple often capture a much larger share of it—so
poor people do not benefit as much.
o [Inefficiency. Inefficient spending means
that a high share of recurrent spending goes
for teacher salaries, leaving little for learning ma-
terials. In addition, low-quality teaching means
that students do not learn as much as they could.

LIMITED RESOURCES—AND WHAT TO DO
ABOUT THEM

Governments play a much more important role
in the economies of countries where human de-
velopment is high than in countries where it is
medium or low. In 1999 median public spend-
ing was 35% of GDP in countries with high
human development—while in countries with
medium human development it was 25%, and
in countries with low human development, 21%.

SMALL EDUCATION BUDGETS

Rich countries rarely spend less than 4.0% of
GDP on public education. In countries with
high human development median spending on
public education is 4.8% of GDP, compared
with 4.2% in medium human development coun-
tries and 2.8% in low human development coun-
tries. Moreover, lower incomes mean that per
capita spending is much less in poor countries
than in rich ones.

When public spending places high priori-
ties on areas other than education and health,
social spending suffers. Debt service is an im-
portant non-discretionary component of public
spending in many low human development
countries (see chapter 8). But military spend-
ing—a discretionary expenditure—can also
squeeze out education spending (box 4.5).

During 1975-97 developing regions exhib-
ited different patterns of public enrolments and

BOX 4.5

Military spending or education?
The inconsistencies of government action

What can developing countries do to in-
crease spending on education, especially
basic education? Cutting spending on other
priorities (such as the military) is one way.
World military spending fell in the 1990s—
except in Latin America and South Asia. In
1991-2000 military spending increased 59%
in South Asia.

Military spending in Sub-Saharan Africa
fell during the decade, from $9.3 billion in
the early 1990s to $7.1 billion in 1996. But
it rose sharply in 1999 and 2000, to an av-
erage of $9.8 billion. This surge does not cap-
ture overall military spending in the region;
these data reflect only official figures. In
2001 Angola, one of the leading recipients
of transfers of major conventional arms,
spent 3.1% of GDP on the military—

compared with 2.7% on education. Sierra
Leone spends 3.6% of GDP on the military
and 1.0% on education.

All the major arms-exporting govern-
ments have pledged their commitment to
the Millennium Development Goals. Hence
rich country governments can help shift
these expenditures by reviewing their arms
exports. The G-8 are among the world’s top
10 supplies of major conventional weapons:
the United States ($49.2 billion), the Russ-
ian Federation ($15.6 billion), France ($10.8
billion), the United Kingdom ($7.0 billion),
Germany ($5.6 billion), Italy ($1.7 billion)
and Canada (80.7 billion) account for 85%
of world weapon exports. Without reforms
by exporters and recipients, commitments to
the Goals seem questionable on both sides.

Source: SIPRI 2002b.

recurrent spending on primary education.”” In
South Asia, West Asia and Sub-Saharan Africa the
number of students enrolled almost doubled,
while recurrent spending (in 1995 US dollars) in-
creased modestly.’® But in East Asia and Latin
America and the Caribbean enrolments remained
stable, while recurrent spending increased rapidly.
Thus some regions invested in quantity (enrol-
ments) and some in quality (higher spending per
pupil). If quality is to improve in the first group
of regions, more resources are needed.

Some studies argue that public spending
levels are not important for education out-
comes.” They are misguided. True, efficient
spending is critical to achieving desired out-
comes. But the amount of spending is also im-
portant.® One basic use of any additional
resources would be to hire more teachers. With
26 million primary school teachers in develop-
ing countries in 2000, the estimated number of
additional teachers required by 2015 ranges
from 15-35 million—including more than 3
million in Sub-Saharan Africa, with more than
1 million in Nigeria alone.

THE FUNDING GAP

According to the United Nations Children’s
Fund, achieving universal primary enrolment
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In Africa economic growth
would have to exceed 8%
a year to provide the
required resources—

an unlikely outcome
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(not completion, the aim of the second Mil-
lennium Development Goal) in developing
and transition countries by 2015 would cost an-
other $9 billion a year.®! That estimate in-
cludes additional capital cost requirements as
well as needs to improve schooling quality—
and is more than four times what donors now
spend, as well as far more than current gov-
ernment spending. Education spending is es-
pecially low in heavily indebted poor countries.
Another estimate, taking into account a vari-
ety of scenarios, is even higher.®?

WHo wiLL FOOT THE BILL?

Economic growth is unlikely to provide enough
resources for developing countries to achieve
universal primary completion by 2015. In Africa
economic growth would have to exceed 8% a
year to provide the required resources—an un-
likely outcome.®” Thus much greater donor
support is needed.%*

But donor aid for education is insufficient:
in 2000 it totalled $4.1 billion, with just $1.5 bil-
lion for primary education. In the 1990s bilat-
eral aid for education fell from $5.0 billion to $3.5
billion, dropping to just 7% of official develop-
ment assistance—an all-time low.® Only France,
Germany, Japan, the United Kingdom and the
United States devote significant shares of their
assistance to education. The gap between donor
rhetoric and reality must be reconciled.

In 1996-98 multilateral institutions pro-
vided an average of $954 million a year in
education-related official development assis-
tance.®® The amount fell to $799 million in
1999-2001. Commitments for basic education
were $402 million a year in 1996-98 and fell
sharply to $222 million a year in 1999-2001. The
Education for All Fast-Track Initiative, a good
example of interagency work, could increase the
funding for some countries.

INEQUITY —AND WHAT TO DO ABOUT IT

Who benefits from public spending on primary,
secondary and higher education: poor people or
non-poor people? In most countries the poorest
20% of the population receives less than 20% of
the benefits of public spending on education—

and in some, much less.®” Meanwhile, the rich-
est 20% generally captures considerably more
than 20%. But there are exceptions—including
Colombia, Costa Rica and especially Chile—
where a larger share of public spending on edu-
cation goes to the poorest 20%. Not coincidentally,
all three countries have made impressive strides
towards universal primary enrolments.

Countries performing well on education
devote more resources to primary education
(averaging 1.7% of GDP) than do countries
with average performance (1.4%). High-per-
forming countries also spend more on primary
education relative to their per capita incomes.
And they allocate less of their education bud-
gets to higher education.

Despite improvements in the 1990s, the
countries with the lowest primary enrolments
spend more per pupil for higher education than
primary education.®® Indeed, the lower are pri-
mary enrolments, the greater is the difference
in spending.®” These countries need to focus on
primary education, not spend more on higher
education. Still, additional resources are needed
for higher education as well if countries are to
build capacity to compete in the global econ-
omy—Dbut not at the cost of primary education.
Entire education budgets need to increase.

IMPROVING POOR PEOPLE’S ACCESS TO
PRIMARY SCHOOL

The costs associated with education discrimi-
nate against the poorest people by eating up a
larger share of limited household budgets.”” A
considerable body of literature argues that
school dropouts and child labour can be re-
duced by lowering the direct and indirect costs
of schooling.”! In Bhutan, Burkina Faso and
Uganda high household costs per pupil—rang-
ing from 10-20% of per capita income—dis-
courage primary school attendance, while in
Myanmar and Viet Nam lower costs contribute
to higher enrolments (figure 4.3).7?

Uniforms are often the biggest cost for par-
ents. In eight states in India—together con-
taining two-thirds of Indian children out of
school—uniforms are one of the largest out-
of-pocket education expenses.” One policy op-
tion is to make uniforms optional, letting school
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administrations and parent-teacher associations
decide whether to require them.

User fees for education have long been hotly
debated, and in the 1980s and early 1990s in-
ternational financial institutions sent mixed sig-
nals about them. But in the early and mid-1990s,
after sharp criticism of the consequences for
primary schooling, the World Bank came out
(albeit late) against fees for primary education.”
Again, high-achieving countries point the way.
To ensure universal primary enrolment and
completion early in their development, they
largely avoided direct tuition fees—and kept
indirect costs low as well.

Thus there is a strong case for reducing the
out-of-pocket costs of sending children to
school. Sri Lanka eliminated tuition fees in 1945
and began providing free textbooks and free
school lunches in the 1950s, and free school
uniforms in 1991. Botswana gave enrolments a
major boost by halving fees in 1973 and elimi-
nating them in 1980.” Malawi also saw enrol-
ments increase sharply after eliminating school
fees and uniforms in 1994.

ENDING DISCRIMINATION AGAINST GIRLS

Gender differences in enrolments and dropouts
are most severe in South Asia and Sub-Saharan
Africa. How, then, can gender disparities in
schooling be eliminated by 2005—just two years
from now—as called for by the Millennium De-
velopment Goals? Countries that have elimi-
nated such differences offer several lessons:’®
e Getting and keeping girls in school requires
that schools be close to their homes. School
mapping can identify least-served locations,
aiding the establishment of multigrade schools
in remote areas.

® Lowering out-of-pocket costs prevents par-
ents from discriminating between boys and girls
when deciding whether to send children to
school—and in times of declining household in-
come, to keep children from dropping out.

e Scheduling lessons flexibly enables gitls to
help with household chores and care for
siblings.”’

e Having female teachers provides girls with
role models—and gives parents a sense of se-
curity about their daughters.”

INEFFICIENCY —AND WHAT TO DO ABOUT IT

Efficiency means getting better outcomes from
the same amount of resources—and pursuing
policies that help rather than hinder learning.

OPERATING INEFFICIENCIES

A major problem in nearly all developing coun-
tries is making children repeat class years, a fac-
tor in high dropout rates and a significant waste
of resources. Countries that have done well in pri-
mary education have addressed this inefficiency.
Costa Rica cut repetitions in half by introducing
automatic promotions to the next class year in
the 1960s. Malaysia and Zimbabwe have also
adopted automatic promotions.” To maintain
standards, automatic promotions should be ac-
companied by a minimum package of inputs, es-
pecially classroom materials and teacher training,

Teaching children in the appropriate lan-
guage also improves education outcomes, as
high-performing countries show. In all those
countries the mother tongue was used for in-
struction at the primary level. Students learn to
read more quickly when taught in the language
most familiar to them and can learn to read a sec-
ond language more quickly.

This is an important conclusion for, say,
francophone Africa, where in most countries
French is the language of instruction at all lev-
els.% This alienating school experience was
hardly conducive to learning.

School feeding programmes are also effective
in getting children into school and keeping them

Malawi also saw
enrolments increase
sharply after eliminating
school fees and

uniforms in 1994

Source: Mehrotra and Delamonica 1998.

FIGURE 4.3
High household costs lead to lower primary enrolment
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In OECD countries the
maximum teacher salary
is on average 1.4 times
the minimum wage, while
in developing countries
the range is 1.0 to 2.5

times the minimum
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there. One of the factors behind increasing enrol-
ments in India in the second half of the 1990s was
a mid-day meal programme covering all states.

FINANCIAL INEFFICIENCIES

About 55 developing countries have low pri-
mary enrolments and require new buildings and
facilities to achieve universal primary educa-
tion.®! But such capital investments are often in-
efficient, and the use of state construction
companies and large private contractors often
leads to inflated costs.®?

How can school construction costs be kept
low? One way is to use local rather than im-
ported construction materials—an approach that
Cameroon and Niger are encouraging to increase
efficiency.® And since 1994 India has been using
not only local materials but also local contractors
and construction techniques to contain costs in
its District Primary Education Programme.

Managing recurrent costs—to strike a better
balance between salary and non-salary spend-
ing—is by far the most daunting financial chal-
lenge for countries with low enrolments. Wage
bills for teachers and administrative staff often
account for 90% or more of recurrent spending
at the primary level, crowding out non-salary
spending and leaving little money for other in-
puts, such as teaching materials.®* High per-
forming countries—Botswana, Cuba, Sri
Lanka—have recognized this problem and spend
reasonable amounts on teaching materials.®’

Limited budgets also make it difficult for
countries to increase the number of teachers, fun-
damental for universal primary schooling. In-
creasing salaries can help, but so can changing
the salary structure—perhaps even reducing
costs. One option is to manage the gap between
minimum and maximum teacher salaries. In
OECD countries the maximum teacher salary is
on average 1.4 times the minimum wage, while
in developing countries the range is 1.0 to 2.5
times the minimum.® The United Nations Ed-
ucational, Scientific and Cultural Organization
and the International Labour Organization have
recommended that it take 10-15 years to reach
maximum pay.®’ Another option is to unlink
teacher salaries from advanced qualifications, an
approach being tested in South Africa.®

Better use of teachers’ time and better
teacher deployment could also do much to help
manage teacher costs. Botswana has experi-
mented with paying teachers more to teach
double sessions—doubling the number of pupils
taught with a small increase in salary cost. In-
vesting in information technology to crack down
on “ghost” teachers and incorrect salary pay-
ments also generates fairly rapid returns, as
shown by the National Education Statistical
Information Systems in several Sub-Saharan
countries.

Salaries eroded by inflation can also erode
teacher morale, forcing them to take second
jobs. Teacher absenteeism, a major problem in
South Asia and Africa, can be partly addressed
by hiring teachers from the neighbourhoods
where they are required to teach. In Indonesia
and Thailand, which achieved universal pri-
mary education early on, teachers have tradi-
tionally been hired locally. But teacher salaries
are often a reason for absenteeism.

In many middle-income countries teachers
have fared well —especially in China, Mauritius,
Thailand and Uruguay, where governments
have actually managed to increase teacher
salaries. But in many low-income countries
teacher wages have progressively eroded, in-
cluding in Cambodia, the Central African Re-
public, Kyrgyzstan, Madagascar, Moldova,
Myanmar, Sierra Leone and Zambia. Such
countries will find it difficult to maintain teacher
morale without higher salaries. Some of these
countries also have to sharply increase the
number of teachers to achieve the Millennium
Development Goal of universal primary edu-
cation. For such countries, donor assistance
to meet recurrent costs is crucial, at least for a
limited period.

A final point on increasing financial effi-
ciency involves official development assistance
for education. Such aid tends to emphasize
equipment, overseas training and technical
assistance. Some 60-80% of education assis-
tance is spent in recipient countries, the rest in
donor countries—on education and training
for developing country nationals and on con-
sultants and instructors from rich countries.®’
This is not the most efficient use of funds. Tech-
nical assistance can undermine local institutions,
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particularly if education authorities end up
being overwhelmed by an influx of advisors
pushing overly elaborate systems. Between 1994

and 1997 Ethiopia conducted 66 studies on its
education system, half sponsored by bilateral aid
agencies—to little avail.”

ACHIEVING THE HEALTH GOALS

A severe shortage of trend data for many de-
veloping countries makes it difficult to appraise
the likelihood of achieving the Millennium De-
velopment Goal of cutting maternal mortality
by three-quarters by 2015. Yet many experts be-
lieve that already high maternal mortality—a
shameful failure of development—is increas-
ing in many countries. The situation is most ur-
gent in Sub-Saharan Africa, which accounts for
half of the developing world’s maternal deaths—
with 1 of every 100 live births resulting in the
mother’s death.

Lack of data also precludes assessing
progress towards the Goal of reversing the
spread of HIV/AIDS by 2015. But progress is
possible—as in Brazil, Senegal, Thailand
(box 4.6), Uganda and Zambia.

Of the measurable health Goals, the world
is farther from achieving the one for child
mortality—a two-thirds reduction by 2015—
than any other. Here the highest-priority coun-
tries are in Sub-Saharan Africa and South Asia.
South Asia is making progress, with child mor-
tality falling from 12.6% to around 10.0% dur-
ing the 1990’s. But Sub-Saharan Africa trails
far behind: there, 17% of children do not reach
age five. At current rates the region will not
achieve the Goal for child mortality for al-

most 150 years.”!

SCALE OF THE PROBLEM

Every day more than 30,000 of the world’s chil-
dren die from preventable causes—dehydration,
hunger, disease.” In Sierra Leone, an urgent pri-
ority country, 18% of children will not see their
first birthday.

Every year more than 500,000 women die
in pregnancy and childbirth—one every minute
of the day. A pregnant woman is 100 times
more likely to die in pregnancy and childbirth
in Sub Saharan Africa than in a high-income
OECD country.”

Around the world 42 million people are liv-
ing with HIV/AIDS. Moreover, the disease has
killed the mother or both parents of 13 million chil-
dren.”* Tuberculosis is the other leading infectious
cause of adult mortality, killing up to 2 million peo-
ple a year.” Malaria kills 1 million people a year,
and without effective intervention the number of
cases could double in the next 20 years.”

Many diseases hurt rural poor people more
than city dwellers. For acute respiratory infections,

amajor child killer, less than half of rural children
receive care in most developing regions.”’

Many of these deaths are readily preventable
(box 4.7). Bednets, affordable antibiotics, trained
birth attendants and basic hygiene and health
education are hardly high-tech solutions. Yet as
with education, for broad systemic reasons such
solutions remain tragically out of reach for mil-
lions of poor people:
®  Limited resources. Governments do not
spend enough on overall health, and they spend
even less on basic health.

o Inequity. Rural health systems do not have
enough staff or enough resources dedicated to
women and children.

o [Inefficiency. Vertical programmes for spe-
cific diseases are not integrated with general
health systems.

It is here that the links among health, edu-
cation and income play out most cleatly, because
it is poor people who lack access to water and
sanitation, who cannot afford drugs and who do
not receive education about HIV prevention
and family planning.

Women are at greater risk than men.
Globally, women account for about half of adult
HIV/AIDS cases. But among young women
the share is far higher and will likely worsen. In
many Caribbean countries women account for
the majority of new HIV infections. And in
many African countries HIV prevalence among
15- to 24-year-olds is up to six times higher for
women than for men.”

PUBLIC POLICIES TO IMPROVE PEOPLE’S HEALTH AND EDUCATION

Millennium Development

Goals and targets

Goal 4: Reduce child

mortality

Target 5: Reduce by
two-thirds, between 1990
and 2015, the under-five
mortality rate

Goal 5:  Improve maternal

health

Target 6: Reduce by
three-quarters, between
1990 and 2015, the
maternal mortality ratio

Goal 6: Combat HIV/AIDS,

malaria and other
diseases

Target 7: Have halted by
2015 and begun to reverse
the spread of HIV/AIDS

Target 8: Have halted by
2015 and begun to
reverse the incidence of
malaria and other major
diseases
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BOX 4.6

Thailand’s success in preventing HIV/AIDS

Thailand’s response to HIV/AIDS is one of the
developing world’s few successful prevention
programmes. Since peaking in the early 1990s,
new HIV infections have dropped by more than
80%. How?

Political will

AIDS was first identified in Thailand in 1984, and
in 1987 the government established the National
AIDS Prevention and Control Program
(NAPCP), chaired by the prime minister. Po-
litical will has been complemented by financial
commitments: between 1987 and 1991 spending
by the government and donors jumped from
$684,000 to $10 million. By 1997 government
spending on AIDS control programmes was $82
million a year.

Multiplayer collaboration

From patients to private practitioners to Buddhist
monks, many participants have worked with the
national government to plan and implement
AIDS programmes. For example, 150 groups of
people with HIV/AIDS provide support and
advocacy for other patients. The Thai NGO
Coalition on AIDS coordinates the AIDS activ-
ities of non-governmental organizations. In an

innovative initiative, the government created a
programme called Reduce Girls” Vulnerability
that provides scholarships to young women for
continuing education—aiming to discourage
them from becoming prostitutes.

Targeting high-risk groups

In 1989 it was found that 44% of sex workers in
Chiang Mai were HIV positive. Instead of deny-
ing that prostitution existed, the Thai govern-
ment focused on reducing male visits to brothels
and promoting the use of condoms by sex work-
ers. In 1991 the 100% Condom Use Program was
launched, distributing 31 million condoms a
year to high-risk groups. Clinics gave away an-
other 600 million condoms a year.

These efforts had dramatic results: between
1988 and 1992 condom use in brothels rose
from 14% to 90%. In addition, the average num-
ber of men visiting each such establishment
dropped from 4.0 to 1.5 a day. As a result HIV
prevalence among sex workers fell from 50% in
1991 to less than 10% in 2001.

Education campaigns
A national public information campaign ac-
companied the 100% Condom Use Program.

Source: Avert.org 2003; Kongsin and others 1998; Forster-Rothbart and others 2002.

AIDS information was made available every-
where—from billboards to cereal boxes to tele-
visions, with one-minute AIDS education spots
appeared every hour on television and radio.
Thus messages helped dispel the stigma associ-
ated with having HIV.

Monitoring and evaluation

Three surveillance systems collect information
on HIV and sexually transmitted infections.
This information is used to track changes in the
distribution of new HIV infections and has
been used by policy-makers to guide control
efforts.

International support

Thailand has received abundant international
financial and technical support for its AIDS
programmes. The Joint United Nations Pro-
gramme on AIDS (UNAIDS), for example,
has been active in raising funds, evaluating
programmes and helping HIV/AIDS patients.
Bilateral cooperation includes partnerships
with the US Agency for International Devel-
opment (USAID), European Union and Aus-
tralian Agency for International Development
(AusAID).
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Poor women are especially vulnerable to
HIV because of their low nutritional status,
limited education and employment opportuni-
ties and low social status and consequent in-
ability to negotiate safe sex. And once infected,
women are more likely to avoid or postpone
seeking care because of gender constraints, such
as domestic responsibilities and the costs of
travel and treatment. Autonomy is also a prob-
lem: in South Asia men often decide whether

women should seek medical treatment.”

LIMITED RESOURCES—AND WHAT TO DO
ABOUT THEM

Every high-income OECD country spends at
least 5% of its GDP on public health care. But
few developing countries achieve that share—and
in most it is less than half that. (Costa Rica—a
country with no military that is a high performer
in health and education—is a rare exception.) In
countries with high human development the

median public spending on health was 5.2% of
GDP in 2000—while in medium human devel-
opment countries it was 2.7% and in low human
development countries, 2.1%. In per capita terms
public health spending is very low in most de-
veloping countries: in 2000 the median was
$1,061 in high human development countries,
$194 in medium human development coun-
tries—and just $38 in low human development

countries (in purchasing power parity terms).'%

The World Health Organization’s Com-
mission on Macroeconomics and Health rec-
ommends that donor assistance for health
systems in low-income countries be substan-
tially increased, along with domestic financial re-
sources in those countries. The commission
estimated that an increase in donor assistance
for health to $35 billion a year by 2015 (from $5
billion a year in 2001), if properly invested in
high-priority areas (infectious diseases, nutri-
tional deficiencies, maternal complications) and
if accompanied by greater health spending by

HUMAN DEVELOPMENT REPORT 2003



BOX 4.7

Goal 4: cutting under-five mortality by
two-thirds

Achieving Millennium Development Goal 4—
reducing under-five mortality by two-thirds be-
tween 1990 and 2015 —will require addressing
the main causes of child mortality. Technical
interventions must focus on malnutrition, in-
fectious and parasitic diseases and immuniza-
tions, delivered through a strengthened basic
health care system.

Malnutrition. Low birth-weight often leads
to child malnutrition and is directly related to the
mother’s health before and during pregnancy.
Expanding access to reproductive health care and
ensuring adequate nutrition greatly enhance the
health of mothers and their children.

Exclusively breastfeeding infants for the
first four to six months of their lives greatly ben-
efits their health. But when a mother is HIV-
positive, substitutes for breast milk should be
explored. As a first step, countries should im-
mediately adopt into law the International Code
of Marketing of Breastmilk Substitutes (pro-
mulgated by the World Health Organization
and United Nations Children’s Fund).

Children’s health can suffer enormously
from micronutrient (vitamin A, iron, zinc and io-
dine) deficiency, and can be addressed through
supplementation (such as iodization of salt). Vi-
tamin A deficiency can be reduced simply by pro-
viding two high-dose vitamin A capsules a year.
In countries without functioning health systems,
vitamin supplements should be delivered through
campaigns akin to mass vaccination campaigns.
In 1999 such methods enabled the least devel-
oped countries to achieve 80% supplementa-
tion coverage.

Infectious and parasitic diseases. In the
worst-affected areas under-five mortality from
HIV/AIDS is expected to more than double by
2010. In many countries combating HIV/AIDS—
and explicitly addressing issues specific to women
and children—is a top development priority (see
box 4.1). Meanwhile, every year malaria kills
more than 400,000 children—making it another
priority in many countries.

Although under-five deaths from diarrhoea
fell in the 1990s, the disease continues to take a
high toll on children. Continued reductions will
depend on families’ ability to treat diarrhoea at
home (increased fluids and continued feeding)
and to use health services when needed. In-
creased access to clean water and sanitation, as
discussed in this chapter, will also reduce the in-
cidence of the disease.

Finally, acute respiratory infections account
for nearly 20% of child deaths in developing

countries, yet most are easily preventable. Data
from 42 countries show that only half of children
with such infections are taken to health care
providers. In West Africa that share falls to one-
fifth. As discussed in this chapter, a functioning
health system that expands the number of health
care providers in underserved areas is crucial to
attacking this killer.

Immunizations. After increasing for many
years, immunizations in South Asia have stag-
nated at their 1990 level—and in Sub-Saharan
Africa they have dropped. But achieving higher
levels is possible, as shown by periodic polio
campaigns by national governments. Between
1998 and 2000 the campaign cut new polio cases
by 99% through mass public education cam-
paigns and better routine immunizations and
surveillance.

Goal 5: reducing maternal mortality by
three-quarters

Every year about 500,000 women worldwide
die from complications arising from preg-
nancy and childbirth. Thirty times more suf-
fer injuries, infections and other complications
related to pregnancy. To achieve Millennium
Development Goal 5—reducing maternal
mortality ratios by three-quarters between
1990 and 2015—developing countries must ex-
pand access to skilled birth attendants, emer-
gency obstetric services and reproductive
health care, bringing these services together
within a functioning health and referral system.
Countries must also address the broader so-
cial issues that inhibit women from seeking
health care.

Skilled birth attendants. Skilled birth at-
tendants are present for less than half the births
in developing countries. Reducing maternal
mortality will require substantially increasing the
number of skilled attendants, especially in areas
underserved by the health system. Skilled at-
tendants help reduce maternal mortality in two
ways. First, by using safe and hygienic tech-
niques during routine deliveries, and referring
complicated deliveries to clinics and hospitals.
Second, by actively managing third-stage
labour—potentially reducing post-partum
haemorrhages. This requires specific training
beyond the distribution of safe birthing kits.
Skilled attendants must be able to recognize the
onset of complications, perform essential in-
terventions, start treatment, and supervise the
referral of mother and baby for emergency care
when necessary.

Emergency obstetric services. Even in
the best of circumstances, more than 10% of

Policy priorities and technical interventions

pregnant women experience potentially fatal
complications. To reduce maternal mortality,
skilled attendants must be able to refer compli-
cated deliveries to emergency obstetric care.
Developing countries are grossly lacking in emer-
gency obstetric care, with more than 80% of de-
liveries occurring in areas without such facilities.
Thus countries must commit themselves to the
first UN indicator in this area: having such a fa-
cility for every 500,000 people.

Reproductive health care. Increasing access
to contraception can significantly reduce ma-
ternal deaths simply by reducing the number of
times that a woman becomes pregnant—and so
the risks from related complications. If the unmet
need for contraception were filled and women
had only the number of pregnancies at the in-
tervals they wanted, maternal mortality would
drop 20-35%. In addition, unsafe abortions—
those performed by untrained providers, under
unhygienic conditions or both—kill an estimated
78,000 women a year, or about 13% of all ma-
ternal deaths. Thus achieving Goal 5 will re-
quire rapidly expanding access to reproductive

health care.

Goal 6: reversing the spread of HIV/AIDS
In 2002, 3.1 million people died of AIDS. An-
other 42 million people are infected with
HIV/AIDS. One of the most crippling plagues
in modern history, AIDS has struck every coun-
try, devastating many in Sub-Saharan Africa.
Though daunting, the first target of Millennium
Development Goal 6—reversing the disease’s
spread by 2015—can draw on more than 20
years of successful prevention and treatment ef-
forts. Moreover, in 2001 the UN General As-
sembly adopted an unambiguous declaration
on the gravity of the epidemic, highlighting the
need for decisive action to guide policy.

In tackling HIV/AIDS, strong leadership is
essential to thwart institutional inertia and to ad-
dress social issues that fuel the epidemic, in-
cluding stigma, discrimination and unequal
power relations between men and women. The
proportion of women living with HIV/AIDS
has risen steadily, from 41% in 1997 to 50% by
the end of 2002. In Southern Africa young
women are 4 to 6 times more likely to be HIV-
positive than men of the same age group. Pre-
vention and treatment programmes must
explicitly address the conditions that make some
groups more vulnerable to infection and less
likely to seek health care. Strong community
leadership, such as through discussions of

Continued on next page
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BOX 4.7 (continued)

Policy priorities and technical interventions

behaviours and values that increase the spread
of HIV/AIDS, can help generate locally ac-
ceptable responses.

Strong leadership is also needed to address
disorganized, overwhelmed and grievously un-
derfunded health systems, to promote multi-
sectoral responses to the epidemic, to invest in
effective prevention technologies (such as con-
doms and disposable needles) and to increase
capacity through better training of health and
community workers. Such efforts are being
aided by HIV/AIDS control collaboration
among developing countries. Thailand is shar-
ing its expertise with Cambodia, as is Brazil
with its neighbours.

In addition, prevention efforts must be in-
tensified to curb the spread of the disease.
Though control programmes will differ based on
local needs, many effective interventions are
available (see box 4.6). Effective prevention has
enabled many countries to make remarkable
progress in reducing infection rates.

Expanded treatment is also widely sup-
ported—most notably by the World Health Or-
ganization, which has placed antiretroviral drugs
on its essential medicines list and issued guide-
lines for treatment where resources are limited.
But significant constraints to scaling up these pro-
grams exist, and the timeline for expanding
treatment should be ambitious, yet realistic. In-
volving diverse groups in planning and imple-
mentation has contributed to successful
treatment programmes in Brazil, Thailand and
Uganda.

Weak health systems severely constrain
expanding treatment. Ensuring patient com-
pliance with treatment regimens and moni-
toring drug resistance will require a larger
number of well-trained health professionals,
new drug distribution and storage systems and
more clinics and laboratories in areas with
high infection rates.

Goal 6: reversing the incidence of malaria
and other major diseases
Malaria and tuberculosis are among the leading
infectious causes of adult mortality, particularly
in developing countries. To achieve the second
target of Millennium Development Goal 6—
reversing the spread of malaria and other major
diseases by 2015—every developing country will
need to identify and tackle the diseases that
cause the most damage to its population.
Malaria. Every year malaria infects 500
million people—nearly 10% of the world’s pop-
ulation—and kills more than 1 million. Many

researchers fear that the situation could get
even worse due to environmental change, civil
unrest, population growth, widespread travel
and increasing drug and insecticide resistance.
But new approaches to malaria control have
emerged, and growing international awareness
has boosted resources for research and control
activities. Still, reversing malaria’s spread will
require sustained political and financial com-
mitments to scale up successful programmes
and to invest in research that could dramatically
enhance these efforts.

Because the distribution of malaria cases
differs markedly across regions, control pro-
grammes must be tailored to local needs. A va-
riety of interventions can be incorporated into
local strategies:
¢ Distributing insecticide-treated nets to peo-
ple in high-risk areas and ensuring that the nets
are retreated each year.

e Training community health workers to di-
agnose and treat malaria by providing simple di-
agnostic tools and prepackaged treatment
regimens.

¢ Ensuring that infants and pregnant women
receive preventive treatment as part of routine
immunizations and antenatal care (though the lat-
ter assumes a functional health system).

e Providing antimalarial drugs in combination
to decrease the likelihood of resistant parasites.
e Using new techniques to facilitate service
delivery by mapping the distribution of popu-
lations, health facilities and transport networks.
Tools are also available to forecast malaria epi-
demics—making control efforts in epidemic-
prone areas more timely and effective.

o There is also an urgent need to increase re-
search for new drugs and vaccines, because re-
sistance to current treatments undermines their
efficacy. Public-private partnerships, such as the
Medicines for Malaria Venture, have combined
scientists, financial resources and managerial ca-
pabilities to accelerate the development of new
drugs. Finally, health system capacity must be sig-
nificantly increased to ensure that existing and
emerging treatments are delivered effectively.

Tuberculosis. Fifty years after the intro-
duction of effective chemotherapy, tuberculo-
sis still kills nearly 2 million people a
year—making it, along with AIDS, the leading
infectious killer of adults worldwide. And its toll
is rising. Between 1997 and 1999 the number of
new tuberculosis cases rose from 8.0 to 8.4 mil-
lion. If this trend continues, tuberculosis will still
be among the leading causes of adult mortality
beyond 2015.

But reversing these trends is possible. The
Stop TB partnership, formed in 2000, has made
remarkable strides in formulating a plan,
complete with financial requirements, to achieve
international targets for halting the spread of tu-
berculosis. This framework calls for expanding,
adapting and improving directly observed ther-
apy short-course (DOTS)—a remarkably effec-
tive programme in which health workers, while
supervising treatment regimens, form close bonds
with their patients.

Expanding such therapy requires strength-
ening tuberculosis control programmes, as well
as the overall health system, in four ways:

e Increasing political support to expand
DOTS.

e Increasing financial support to expand
DOTS.

e Improving health system capacity to expand
DOTS.

® Procuring sustainable supplies of quality
drugs to expand DOTS.

Adapting DOTS to meet the challenges of
drug resistance will involve moving towards
“DOTS plus”—the cornerstone of managing
multidrug-resistant tuberculosis, which requires
strict supervision of therapy regimens. In Rus-
sia the incidence of tuberculosis rose by more
than 300% between 1990 and 1996, with a sub-
stantial proportion of the cases drug resistant.
There is an urgent need for clinical, epidemio-
logical and operational research to define the
most effective approaches for implementing
DOTS plus.

The growing number of tuberculosis cases,
combined with HIV/AIDS, places an immense
burden on tuberculosis control activities—a bur-
den exacerbated by shortages of trained health
personnel, laboratory resources and drug sup-
plies. Establishing joint tuberculosis-HIV/AIDS
programmes would address overlaps between the
epidemics. But it would also require substantial
reconfiguration of and increased outreach be-
tween country and community agencies.

Finally, DOTS could be improved by in-
creasing research on:

e New diagnostic tools to detect active tuber-
culosis cases more quickly, easily and accurately.
o Better drugs to simplify treatment regimens
and improve responses to multidrug-resistant
tuberculosis and latent infections.

o A better vaccine.

One step towards improving DOTS has
been the formation of the Global Alliance for
Tuberculosis Drug Development, which will
advance such research.

Source: Millennium Project Task Force 5 20033, p. 2; Millennium Project Task Force 4 2003; Weiss 2002; WHO 2003.998; Forster-Rothbart and others 2002.
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the countries themselves, would avert 8 million
deaths a year, with economic benefits on the
order of $360 billion a year.

Most developing countries implementing
economic stabilization or adjustment pro-
grammes have no way of expanding health
spending without increasing revenues from
other sources. Heavily indebted poor countries
in particular do not have the fiscal space to in-
crease social spending. Yet basic services account
for less than half of public spending on educa-
tion and health in such countries.!’! (The pri-
vate sector’s role in health care is described in
chapter 5.)

What can governments do in the face of se-
vere fiscal constraints? One source of extra
funds is official development assistance, and
for health such assistance has been rising—with
commitments averaging $3.6 billion a year in
1999-2001, up from $3.3 billion a year in
1996-98. Still, official development assistance
for health is equal to just $0.01 of every $100 of
donor countries’ GNP—too little to meet even
the basic health needs of developing countries.

In 1996-98 multilateral institutions pro-
vided an average of $872 million a year in health-
related official development assistance, though
in 1999-2001 that fell to $673 million a year.!%
But commitments for basic health were $264 mil-
lion a year in 1996-98 and stayed at much the
same level ($249 million a year) in 1999-2001.

At the end of the 1990s, 37% of health aid
from members of the OECD’s Development As-
sistance Committee went to basic health, 23%
to general health and the rest to reproductive
health (figure 4.4). Thus, unlike for education,
official development assistance for health is fo-
cused on basic services—good for the Goals. In
the 1990s official development assistance for
reproductive health rose from $572 million to
$897 million a year.!

INEQUITY —AND WHAT TO DO ABOUT IT

How should small health budgets be shared
among services and users? This is a key issue
for equity, because today poor people lose
out. A recent survey of developing countries
found that in every case the poorest 20% of
the population receives less than 20% of the

benefits from public health spending. They
also receive less than the richest 20% (which
in many countries includes a large portion of
the middle class).!%*

But spending on basic health care is shared
more equitably than total health spending. In
some countries poor people make dispropor-
tionate use of primary health facilities. In Kenya
the poorest 20% receive 22% of government
spending on primary health care, compared
with 14% of total health spending. In Chile—
ahigh performer in health—the poorest 20% re-
ceive 30% of spending on primary health care.
And in Costa Rica, another high performer, the
poorest 20% receive 43%.1% Thus, if poor peo-
ple are to benefit, more resources must go to pri-
mary health care.

More egalitarian spending is strongly re-
flected in health outcomes. In countries where
fewer than 70 of 1,000 children die before age
five, the poorest 20% receive more than 25% of
public spending on primary health care—while
in countries with child mortality rates above 140,
the poorest 20% get less than 15%. Moreover, in
countries with high child mortality rates, the
poorest 20% account for less than 10% of hos-
pital use—the richest 20%, around 40%.%

When resources are limited, less developed
rural areas bear the brunt of shortages in med-
ical personnel. Moreover, efforts to deploy med-
ical personnel in underserved areas are usually
unsuccessful. In Cambodia 85% of people live
in rural areas but only 13% of government health
staff are located there, while in Angola 65% of
the population is rural but just 15% of govern-
ment health professionals work in those areas.!””
In Nepal only 20% of rural physician posts are
filled, compared with 96% in urban areas.!%®

Several measures can be taken to redress im-
balances in health care coverage:

o [ncrease the number of nurses, paramedics
and community health workers. Nurses,
trained birth attendants and community health
workers are the limbs of the health system, en-
abling the outreach that is critical to successful
reproductive health services. For example, high-
achieving countries—those where life ex-
pectancy is high and under-five mortality is low
relative to the average for developing countries—
tend to have more nurses per doctor. Compare
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FIGURE 4.4
A large share of aid for health
goes to basic services
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Source: OECD, Development Assistance
Committee 2003a.
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Zimbabwe (9.5 nurses per doctor in 1990) and
Thailand (4 in 1990) with India (1.5 in the late
1980s) and Bangladesh (1 in 1990). More recent
data confirm this observation.'%’

e Use service contracts to require medical
personnel to spend a certain number of years in
public service. Such contracts, common in Latin
America, have also been implemented in the
Philippines and Tanzania. In the 1970s Malaysia,
another high performer, required all holders of
medical degrees to work three years for the
government health service—enabling the gov-
ernment to post doctors to rural areas they had
previously avoided. In addition, policies en-
sured that the poorest groups received a larger
share of public health spending than the mid-
dle and upper classes.!!?

e Have donors fund some recurrent costs.
The World Health Organization has recom-
mended a package of essential health services
for developing countries, including public
health and clinical interventions. But this
package cannot be provided without more
staff, so donors should cover some recurrent
staff costs.

INEFFICIENCY —AND WHAT TO DO ABOUT IT

Unless the performance of health systems im-
proves, any extra funds could be wasted.

BOX 4.8

Integrating vertical programmes into working health systems

Where disease specific programmes are in-
tegrated into a working health structure,
their likelihood of success is high, as India’s
tuberculosis programme demonstrates.
More than 200,000 health workers have
been trained. Some 436 million people (more
than 40% of the population) have access to
services. And 200,000 deaths have been pre-
vented, with indirect savings of more than
$400 million—more than eight times the
cost of programme implementation.

Using the strategy of directly observed
therapy short-course (DOTS), India’s pro-
gramme uses the existing health structure
but supplements its activities with addi-
tional resources, staff and drugs, with diag-
nosis and treatment free of charge to
patients. Once a decision is made to start a

Source: Khatri and Frieden 2002, pp. 1420-25.

programme in a district, the health admin-
istration forms a society, which hires staff for
a tuberculosis unit—covering 500,000 peo-
ple. The state government trains the doctors
and hires the lab technicians. Policy direc-
tion, drugs and microscopes are provided by
the central government, with financial as-
sistance from the World Bank and bilateral
donors.

There are several levels of support,
monitoring and supervision. Staff from the
government and World Health Organization
(WHO) make site visits. WHO-hired con-
sultants, with mobile phones and Internet ac-
cess, provide support to tuberculosis units.
The government provides detailed feedback
each quarter on the performance of each
state and district.
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FOCUSING ON ESSENTIAL INTERVENTIONS

Cash-strapped governments have tradition-
ally tried to ration health care by limiting over-
all budgets—not directing resources to specific
illnesses or diseases. A different approach
would be to ration funds based on essential in-
terventions. Mexico has taken this approach,
and Bangladesh, Colombia and Zambia are
beginning to.!!!

TAKING AN INTEGRATED APPROACH

The smallpox and malaria eradication cam-
paigns of the 1960s started a trend towards
donor-driven, disease-specific vertical pro-
grammes imposed on developing country
health systems. Since the 1980s—with the
launch of myriad structural adjustment pro-
grammes and especially since the World Health
Organization-United Nations Children’s Fund
campaign promoting universal immunization
of children (1985-90)—donors have tilted the
balance even more towards such efforts. And
with the increasing prevalence of tuberculosis,
malaria and HIV/AIDS, this trend has been
further reinforced.

Such programmes have risks. Resources are
concentrated in these areas at the expense of the
overall health system. Public health care efforts
outside of such vertical structures may be gut-
ted. And even vertical programmes, expensive
to maintain, may be threatened if donor funds
disappear. Vertical programmes may be af-
fordable and prudent only for diseases that
offer a reasonable possibility of eradication in
a foreseeable period.

Disease-specific programmes should be
integrated with overall health structures, as
India’s successful tuberculosis programme
shows (box 4.8). But maternal and child health
services are also crying out for integration: in
many countries primary health care has fo-
cused on family planning to the exclusion of
maternal and child health services. To avert
more maternal deaths, care during pregnancy
and especially during childbirth must be linked
to reliable systems that ensure the availability
of advanced treatment in cases of obstetrical
emergencies.
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BOX 4.9

Bhutan, a small landlocked Asian kingdom, shows how
a coherent national drug policy—backed by concerted
international assistance—can achieve impressive re-
sults in providing essential medicines. Until 1986 pub-
lic drug supplies in Bhutan were in disarray, with poor
availability, erratic quality, irrational prescriptions and
high costs. Then the country embarked on an essential
drugs programme with extensive technical and finan-
cial assistance from the World Health Organization
and donor countries. In 1987 a comprehensive national
drug policy and enabling legislation were adopted. Key
components of the programme include:

e National procurement and distribution facilities.

o Quality assurance through careful supplier selec-
tion and product testing.

®  More rational prescriptions through the creation
of standard treatment guides and better training and
supervision of pharmacy technicians.

Source: Stapleton 2000, p. 2.

Ensuring essential medicines for all—success in Bhutan

® Reduced waste and increased efficiency through
workshops for storekeepers on proper drug storage
and management.

e Free public provision of essential drugs and
vaccines.

Since 1993 the programme has been operated by
Bhutanese staff, with minimal assistance from inter-
national experts. Results include:

o Access to high-quality essential drugs for more than
90% of the population, with 90% of core essential
drugs available.

¢ Reduced errors in medication bookkeeping, from
76% in 1989 to 14% in 1997.

o Reduced waste, with only 0.75% of the drug bud-
get spent on drugs that expire before their use.

e  Much lower prices paid by the essential drugs
programme (which procures 85-90% of drugs), falling
to about half of average international prices.

PROVIDING ESSENTIAL DRUGS IN CLINICS TO
ATTRACT PATIENTS

Grossly inadequate drug supplies are one rea-
son public health systems become dysfunc-
tional. When patients do not receive therapeutic
drugs, they have little incentive to seek public
health care. This kills the demand for medical
services, causing medical professionals and para-
medics to skip work.

In India public health facilities in four south-
ern states—Andhra Pradesh, Karnataka, Kerala,
Tamil Nadu—function better because drugs
are distributed through the primary health care
network, giving patients a reason to visit the fa-
cilities. In other countries providing essential
drugs through decentralized facilities could
help revive primary health systems. Providing
curative services would also expand the cover-
age of preventive services.

In countries with high human development
almost the entire population has access to essen-
tial drugs. In countries with medium human de-
velopment there is a huge range: in China 80-94%
of the population has access (depending on the
region), in India 0-49%. Most countries with
low human development have low access (defined
by the World Health Organization as 50-79%).
Bhutan is a low human development country
but has succeeded in providing essential medicines
for 80-94% of its population (box 4.9).

Many low-income countries will require
concessional donor financing to provide
essential drugs. High-performing countries have
provided essential drugs at public health
centres—stimulating local demand for other
services from these centres. Increasing benefi-
ciary interest in the public health system also im-
proves supervision of public health workers
through community monitoring.

ACHIEVING THE WATER AND SANITATION GOALS

Access to safe water and adequate sanitation
is crucial for survival. Water is essential for the
environment, food security and sustainable
development. And adequate sanitation can
also make the difference between life and

death.

SCALE OF THE PROBLEM

In 2000 at least 1.1 billion of the world’s people—
about one in five—did not have access to safe
water.!? Twice as many (2.4 billion people) lacked
access to improved sanitation.!” Asia contains
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Millennium Development
Goals and targets

Goal 7:  Ensure environmen-
tal sustainability

Target 9: Integrate the
principles of sustainable
development into
country policies and
programs and reverse the
loss of environmental
resources

Target 10: Halve by
2015 the proportion of
people without
sustainable access to safe
drinking water

Target 11: Have
achieved by 2020 a
significant improvement
in the lives of at least 100
million slum dwellers
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FIGURE 4.5

Many urban households
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65% of the population without safe water, and
Africa 28%. For sanitation Asia contains 80% of
the unserved population, and Africa 13%.!"

There were some positive developments
during the 1990s: about 438 million people in
developing countries gained access to safe water,
and about 542 million in urban areas gained
access to proper sanitation.!” But due to rapid
population growth, the number of urban
dwellers lacking access to safe water increased
by nearly 62 million.!'®

In the major cities of Europe and North
America more than 90% of households are con-
nected to piped water and sewers. But in the rest
of the world the situation is very different. If ad-
equate sanitation is taken to mean a toilet con-
nected to a sewer, there is a significant lack of
adequate sanitation throughout the developing
world—even in large cities. And sanitation cov-
erage is much worse than water coverage in
every region (figure 4.5).

In the 1990s the number of children killed
by diarrhoea—the result of unsafe water and san-
itation—exceeded the number of people killed
in armed conflicts since the Second World
War."'” Moreover, half the world’s hospital
beds are occupied by patients with water-borne
diseases, meaning that expensive curative ser-
vices are being used to treat diseases that could
easily have been prevented.

In South Asia only 37% of the population
has access to adequate sanitation. Some 1.4 mil-
lion of the region’s people still either defecate
in open areas or use unsanitary bucket latrines. '8
In Sub-Saharan Africa the more pressing prob-
lem is safe water, available to just 57% of the
population!'’—an average masking huge gaps
between urban and rural areas.'?

Rural poor people suffer more from a lack
of safe water because they generally rely on land
and water resources to sustain their livelihoods.
Urban poor people suffer more from inade-
quate sanitation, made worse by overcrowding
in cities.

As with the other Millennium Development
Goals, increasing access to safe water and san-
itation also requires addressing gender inequities.
African women and gitls spend three hours a day
fetching water, expending more than a third of
their caloric intake. Such household chores

keep many girls out of school—and if they at-
tend school, the energy they use performing
household chores seriously undermines their
school performance. Moreover, when other
family members become sick, often due to water-
or sanitation-related diseases, girls are more
likely to be kept home to care for them. And
when water is needed in schools, girls are sent
to fetch it, reducing their time for study and play.
The policy priorities for achieving the water
and sanitation Goals involve:
®  [Increasing resources. Low-cost technologies
are available to increase household and com-
munity access to safe water and sanitation. But
for cash-strapped governments, wastewater
treatment infrastructure is extremely expensive
to install and maintain.
o Increasing equity. Poor people often can-
not afford water and sanitation costs because
wealthier users are not paying enough. And in
poor households girls and women suffer more
from difficult access to water and sanitation.
o [ncreasing appropriate maintenance. Too
often, water and sanitation delivery systems are
poorly maintained by governments and do not
respond to local needs.
® Limiting environmental damage. Sus-
tainable water supplies require rational water
use—especially in agriculture.

APPROPRIATE TECHNOLOGIES FOR
EFFICIENT USE

In water supply low-tech, low-cost technologies
include household connections, public stand-
pipes, boreholes, rainwater collection and pro-
tected springs and wells. These technologies
are far better than alternatives such as bottled
water, tanker truck provision of water and un-
protected springs and wells. Some of these al-
ternatives are unsafe, while others are
inappropriate because they cannot be secured
in sufficient quantities.

In sanitation there is a pressing need to
provide technologies that people want to use,
because decisions about sanitation are made
at the household level. Households do not
need to be convinced about the merits of a well
or a standpipe. But they may need to be sold
on the merits of onsite sanitation, as well as
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given adequate hygiene education. The best
way to do so is through products that match
consumer demand in both price and quality
(box 4.10). Appropriate technologies include
pour-flush latrines, simple pit latrines, venti-
lated pit latrines and connections to septic
tanks or covered public sewers. In rural areas
waste disposal through composting is some-
times appropriate.

Such technologies are affordable to and can
be easily maintained by poor communities. In
the past governments often took a top-down ap-
proach, installing hand pumps, tube wells and
even ventilated pit latrines regardless of whether
there was demand for them. As a result com-
munities generally neglected maintenance or
relied on the government to perform it. But
when communities—especially women—are
involved in providing and financing facilities
and trained to maintain them, ownership and
sustainability increase.

Many city governments are reluctant to in-
vest in basic sanitation without addressing the
broader challenges of drainage and solid waste
disposal. In developing countries very little
urban wastewater is treated before being re-
turned to the environment. But treating waste-
water is much more expensive than simply
providing access to safe water and household
sanitation. Thus research is needed on feasible,
affordable approaches to the full range of san-
itation services.

It may also be necessary to accept an increase
in environmental pollution as a first step to-
wards improving sanitation. In Europe and
North America, for example, improved house-
hold sanitation initially came at the cost of pol-
luting rivers and waterways.

LIMITED RESOURCES—AND WHAT TO DO
ABOUT THEM

In developing countries the domestic public sec-
tor finances 65-70% of water infrastructure,
donors 10-15%, international private companies
10-15% and the domestic private sector 5%.'2!
In 90% of developing countries water and sani-
tation services are provided by the public sector.
Funding comes from users who pay bills to local
authorities—the usual suppliers of services—but

BOX 4.10

Affordable sanitation in India

Much defecation in India still occurs in
open spaces. But pioneering work by Sulabh
International, a non-governmental organi-
zation (NGO), has shown that human waste
can be disposed of affordably and in a so-
cially acceptable way. Sulabh’s approach is
based on partnerships with local govern-
ments, backed by community participation,
and has substantially improved environ-
mental quality in rural and urban slums in-
habited by poor people.

Sulabh’s solution is a low-cost, pour-
flush water-seal toilet with leach pits for on-
site disposal of human waste. The technology
is affordable for poor people because designs
suit different income levels. Flushing re-
quires only 2 litres of water, compared with
the 10 used by other toilets. Moreover, the
system is never out of commission because
there are two pits—so one can always be
used while the other is being cleaned. The
latrine can be built with locally available

Source: WSSCC 2002, 2003.

materials and is easy to maintain. It also has
high potential for upgrading because it can
easily be connected to a sewer system when
one is introduced in the area.

Since 1970 more than 1 million of the
units have been constructed in houses. In
addition, 5,500 have been installed in pay-
and-use public toilets, staffed by an atten-
dant around the clock who supplies soap for
washing hands. The public toilets include fa-
cilities for bathing and doing laundry and
offer free services to children and disabled
and poor people. As a result more than 10
million people have received improved,
low-cost sanitation, and 50,000 jobs have
been created.

Sulabh’s door-to-door campaigns also
provide free health education to millions of
people. The organization trains local people
to construct more latrines themselves, and
has helped set up and maintain fee-based
community toilets in slums and other areas.

cost recovery usually covers only part of the cap-
ital and recurrent costs of water infrastructure and
services. The financing gap is covered by tax rev-
enue and donor funding. With political com-
mitment and money, access to safe water can be
increased—as South Africa showed in the 1990s
(box 4.11).

Many developing countries struggle to pay
for water and sanitation infrastructure, with
funding from the cash flows of water services es-
pecially precarious.'?? Inappropriate charges are
a big problem. Yet in the absence of core infra-
structure, household plumbing and sanitation
cannot advance. And without trunk sewerage and
treatment plants, wastewater typically flows into
open streams and drainage channels—posing
health risks and damaging the environment.

International private investment in water
services has declined after peaking in 1996-99,
apparently because returns are too low.'? More-
over, water projects require larger initial
investments than electricity, telecommunica-
tions and natural gas. Currency devaluations—
as in the recent economic crisis in Argentina—are
another disincentive.

In the 1990s an average of $3 billion a year
in official development assistance was allocated
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BOX 4.11

South Africa and the “right” to water

In 1994, as a new democratic government
came to power, more than 15 million South
Africans lacked access to 25 litres of clean
water a day within 200 meters of their homes.
By 2001 that number dropped to 7 million.
How?

e Top-level political support has been es-
sential. South Africa’s constitution guaran-
tees—as a human right—access to a basic
water supply and an environment not harm-
ful to health. As a result a policy ensuring
free basic water was recently adopted, pro-
viding each household with the first 6,000
litres of water each month free of charge.
e (Clear laws and regulations have clari-
fied the roles of water authorities and ser-
vice providers. In addition, national
standards and similar legislation have helped
regulate water quality and tariff structures.
® An extensive capital works programme
was quickly pursued by the new govern-
ment to address areas in greatest need. This

Source: Millennium Project Task Force 2003; WSP 2002b.

programme benefited from substantial gov-
ernment funding and from the support of
various actors, including non-governmental
organizations, private companies and com-
munity groups.

¢ Devolution of responsibilities to local
governments gives local authorities more
control over projects, allowing them to be
better tailored to local needs.

Despite these achievements, South Africa
still faces obstacles to sustaining and ex-
panding access to basic water supplies. Con-
tinued political and financial commitments
will be necessary to ensure continued suc-
cess. The viability of the free basic water pol-
icy, for example, largely depends on
government revenue—as well as the num-
ber of wealthy households available to cross-
subsidize poorer households. In addition,
mixed experiences with private sector par-
ticipation have left uncertain the extent of
its role in future service provision.
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to water and sanitation projects. In 1996-98
such funding was $3.5 billion a year, but in
1999-2001 it fell to $3.1 billion a year. The
share of water and sanitation in total official
development assistance remained relatively sta-
ble in the 1990s, at 6% of bilateral and 4-5% of
multilateral aid. Non-concessional lending,
mainly by the World Bank, added $1.0-1.5 bil-
lion a year. Japan made by far the most signifi-
cant commitments.'?4

Water supply and sanitation accounted
for three-quarters of aid to the water sector in
1997-2001. Most aid to water supply and san-
itation goes for large systems.'” The number
of projects drawing on low-cost technologies
offering the best prospects of increased cov-
erage for poor people—hand pumps, gravity-
fed systems, rainwater collection, latrines—is
very small.'?® Thus the composition of aid for
water and sanitation has to change. Ten coun-
tries accounted for half of the official devel-
opment assistance for water, and just one
donor—Japan—provides one-third of such
aid.'? Worse, only 12% of official development
assistance for water went to countries where
less than 60% of the population has access to
safe water.!2

INEQUITY —AND WHAT TO DO ABOUT IT

To fill part of the financing gap to meet the
Goals for water and sanitation, costs must be re-
duced and revenues from users increased. To re-
duce costs, local authorities have to improve
management—for which there should be more
donor support and exchanges among develop-
ing countries.

In terms of revenues, local authorities com-
monly do not include capital costs in their cost re-
covery policies—and only partly recover recurrent
costs. It has been suggested that “for the water and
sanitation sector, full cost recovery from users is
the ideal long-term aim”.!? Under such a strat-
egy urban users would pay full costs for invest-
ments, while peri-urban and rural users would not
contribute to capital costs. For operation and
maintenance costs urban users would pay full
costs, peri-urban users would do so where possible
and rural users would pay partial recurrent costs.

But such an approach would be unfair. Since
the social benefits of safe water and adequate san-
itation far exceed the costs, there is a strong case
for a pricing policy that reflects the wider ben-
efits to all from, say, reducing the incidence of
diarrhoea. This implies that those with direct
household connections should be paying full
cost. Today they are the ones paying below
cost—and receiving the greatest subsidies. Charg-
ing them full cost would generate resources for
the sector and make it possible to cross-subsidize
those lacking improved water or sanitation or hav-
ing a lower ability to pay. Such cross-subsidies
would also be possible if higher rates were
charged to industrial and agricultural users.

Depending on poverty levels in peri-urban
and rural areas, there should be only partial
cost recovery of recurrent costs. In many areas
poor people currently pay exorbitant prices to
water vendors. Some form of cost recovery is
often desirable, less to generate resources than
to ensure efficient use. Communities should be
encouraged to provide labour to ensure rapid
installation of hand pumps and public toilets.

How difficult is it for poor people to cover
the costs of water and sanitation infrastructure?
Consider an example from Bolivia and some cost

estimates for water and sanitation from a pro-
ject in El Alto:
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o Average monthly income: $122 ($0.80 a
day per capita).

o Connection costs: $229 for traditional water,
$276 for sanitation (excluding trunk infra-
structure).

o Connection costs for condominial tech-
nology with conmunity participation: $139 for
water, $172 for sanitation. 3

An important additional cost for poor
households is the construction of a bathroom
or similar in-house facility, including a toilet. In
El Alto these costs averaged $400, plus 16 days
of labour. These costs are typically not factored
into costing exercises for water and sanitation.
Even with microfinance available the costs were
too high for most poor people. But with hygiene
education, the demand for toilets more than
doubled.

Where poor people struggle to cover
charges, they should be helped through credit
schemes. Bangladesh’s Grameen Bank has been
extending credit for water and sanitation, on a
group basis, for years.

Women face more problems of workload,
privacy, safety and hygiene than boys and men—
and so are more interested in sanitation im-
provements. But they often have fewer resources,
so it is important to persuade men that sanitation
improvements are worth it. The improvements
should also be financially affordable for female-
headed households, which often have less money
and fewer labour resources than households
with a man and a woman. Since women are more
likely to know what designs and locations are suit-
able for use by women and children, men and
women should share information and decisions.

Women also prove more reliable in main-
taining equipment, such as hand pumps—partly
because they are commonly responsible for
fetching water for the family. Thus they should
be encouraged to train as masons and plumbers,
because they would feel more comfortable show-
ing another woman where to locate a latrine in
a home than showing a man. And with a job in
maintenance, they are less likely to move from
the community in search of work elsewhere.

CROSS-CUTTING PRIORITIES

The discussion so far has focused on sectoral pol-
icy priorities. Here the focus shifts to policy
priorities that cut across the Goals for all groups
of countries.

INCREASING THE LEVEL, EFFICIENCY AND
EQUITY OF PUBLIC SPENDING ON BASIC
SERVICES

In most rich countries the government accounts
for more than 40% of GDP—in most develop-
ing countries, less than 20%. With develop-
ment the size of government is expected to rise.
The enormous challenges of reducing hunger,
preventing deaths and spreading literacy re-
quire a big increase in public spending.

But it is difficult to drive through multi-
sectoral action in low-income countries, where
tax revenues typically account for less than
15% of GDP. And achieving the Millennium
Development Goals will require significant ad-
ditional resources not likely to be generated by
the economic growth of poor countries alone

(see chapter 3). Their fiscal resources are squeezed
by debt repayments (see chapters 3 and 8). And
the allocation of what is left over is skewed too
much towards defence (see box 4.5). Not enough
goes for agriculture—less than 5% of budgets in
Africa—or for health and education.

Within the social services, particularly health
and education, resource allocations have tended
to be biased against basic health services and
basic education. But the capacity of governments
to reallocate spending to basic services to meet
the Millennium Development Goals depends
partly on shifting spending away from defence and
debt servicing, partly on generating more domestic
revenues. Things become a lot easier if govern-
ment revenues are increasing, because discre-
tionary spending on each individual can rise.

The problem facing many developing coun-
try governments is that large budget deficits have
forced them to undertake macroeconomic sta-
bilization and adjustment. But since the early
1980s adjustment policies have focused on re-
ducing public spending—rather than mobilizing
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If public spending is
stagnant or falling, it is
next to impossible
politically for
governments to shift
funds to social services—
particularly to basic social
services—without
incurring the wrath of

those better off
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tax and non-tax revenues—to reduce the deficits.
In a recent external review of International
Monetary Fund (IMF) Extended Structural
Adjustment Facility programmes, a group of
independent experts concluded that public spend-
ing limits have often been set too tight, with detri-
mental effects on human capital and growth.
This was again the case in the policy conditions
laid down in the IMF’s response to the East Asian
economic crisis that started in 1997—conditions
relaxed somewhat only after widespread criti-
cism of the IMF on this and other counts.*!

Another recent study shows that, for all of
more than a dozen countries, real per capita pub-
lic spending on basic social services (basic health,
basic education and water and sanitation) de-
clined only when public spending fell as a pro-
portion of GDP.?? In other words, if public
spending is stagnant or falling, it is next to im-
possible politically for governments to shift
funds to social services—particularly to basic so-
cial services—without incurring the wrath of
those better off.

Much more could be done to strengthen tax
collection to prevent tax evasion and tax avoid-
ance. And much more could be done to en-
hance the tax base, by enlarging the tax net to
catch those now escaping it. International fi-
nancial institutions need to take much more se-
riously the technical support requirements of
most developing countries in tax administration
and collection, especially those in Sub-Saharan
Africa and Latin America.

The prospects for enhancing the efficiency
of spending (by increasing the availability of
textbooks in schools, of drugs in public health
clinics and so on) and improving the equity of
spending on social services would be much
brighter if spending was to increase. As noted,
health spending—even in countries with stag-
nating incomes—strongly affects health out-
comes. The same goes for education spending:

it improves outcomes.'??

IMPROVING THE QUANTITY AND QUALITY
OF AID FOR BASIC SERVICES

Reaching the Goals requires true adherence to
the Millennium Development Compact. For
the poorest low-income countries a significant

proportion of the additional resources needed
for social investments will have to come from
external sources. For heavily indebted poor
countries, from debt cancellation—and much
more than so far. And for all low-income coun-
tries, from enhanced official development
assistance.

How has official development assistance
responded? The total share devoted to basic so-
cial services (basic health, basic education and
water and sanitation) has rarely surpassed 10%,
despite an increase in bilateral flows in the
new decade. The multilateral contribution has
accounted for a third of official development
assistance, including UN agencies, the World
Bank and regional banks. Official develop-
ment assistance for small water and sanitation
projects in rural areas and for basic education
are insufficient.

Official development assistance for basic
services must increase. Donors worried about
the fungibility of recipient government resources
should bear in mind that even if governments
shift resources partially to other sectors, they still
increase public spending.”*

IMPROVING SECTORWIDE PROGRAMMES

Moving from project-oriented to sectorwide ap-
proaches is an important step forward. A sec-
torwide approach avoids the weaknesses of the
project approach: weak links to other sectors, ge-
ographic isolation, lack of ownership and aid
conditionality. It is also supposed to build an in-
tegrated programme that sets out policy objec-
tives, a comprehensive policy framework, an
investment plan, a spending plan and funding
commitments for governments and donors.

The idea is that sectorwide programmes
should become part of the overall policy
environment—rather than bypassing national
structures, as project funding does. They could
also ensure clear financing commitments from
donors, an improvement over unpredictable
aid flows to particular projects. Though a com-
plex exercise, because they presuppose home-
grown and effective sector policies, at least they
involve recipients.

The sectoral approach has had problems,
however, and in many cases resource pooling has
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not yet occurred. First, the approach takes years
to develop and finalize. It has been estimated
that a sectoral approach planning cycle takes an
average of five to seven years.

Second, technical cooperation (with expa-
triate technical personnel), which tends to
dominate the project approach, remains a lin-
gering problem with sectoral programmes. It
would be useful to evaluate the opportunity
costs of time and funds used for donor-financed
training.

Third, donors’ differing legislative con-
straints on spending, rigid and different pro-
cedures for resource allocation and reporting
needs and weak capacity in recipient countries
prevent actions from being fully harmonized.
The government cannot be in the driver’s seat
if donor project implementation units continue
to exist over which the line ministry has little
control.

In Zambia donors have agreed to release the
second tranche of their aid only if the govern-
ment has spent at least 20% of its budget on ed-
ucation.”” In addition, all the external agencies
involved have linked their financial flows to
specific programmes. Indeed, earmarking funds
for specific elements of sectorwide approaches
is widespread, often depending on donor per-
ceptions of local political leadership and com-
mitment in specific areas.

Donors recognize some of these prob-
lems. The February 2003 Rome Declaration on
Harmonization calls for donors to commit to
“providing budget, sector, or balance of
payments support where it is consistent with
the mandate of the donor, and when appro-
priate policy and fiduciary arrangements are

in place”. 3¢

COVERING SOME RECURRENT SPENDING

Most donors have been willing to finance in-
vestment costs (building hospitals) but un-
willing to finance recurrent costs (doctor
salaries). This attitude is changing—Dbut if the
Goals are to be met, donors will have to more
flexible than in the past in this area. Govern-
ments are often unable to absorb multilateral
resources for capital costs if, as is often re-
quired, they have to show they can match these

capital expenditures with funds to meet the run-
ning costs of the resulting infrastructure.

In the interim donors will need to cover
some recurrent costs, especially for non-salary
purposes in areas related to the Goals for heav-
ily indebted poor countries—as long as these
countries have raised some revenue from
domestic sources. In cases where fiscal con-
straints are very severe, donors may need to
show a willingness to accommodate even the
salary costs of school teachers, paramedics or
trained birth attendants for a transitional period
until the fiscal space can be created for the gov-
ernment to bear those recurrent costs domes-
tically on a sustainable basis.

DEVOTING RESEARCH AND DEVELOPMENT
TO TECHNOLOGIES FOR POOR PEOPLE

For some sectors the lack of research funding
is a serious problem. For instance, 90% of
global research for pharmaceutical drugs goes
to diseases that account for 10% of the disease
burden in developing countries. Thus inter-
national efforts need to be mobilized to address
the need for drugs for tropical diseases. One
clear case is the rapid development and test-
ing of a vaccine for HIV/AIDS. The Interna-
tional AIDS Vaccine Initiative is making long
strides in this area, trying to develop vaccines
specific to the strains of the AIDS virus preva-
lent in different parts of the developing world.
Vaccine trials are expected to begin soon in
Uganda on the strain in that part of Africa—
and in 2004 in India. But many other areas of
research remain neglected.

In many other areas relevant to achieving
the Goals, the solution is to diffuse existing
technologies. Agricultural output in Sub-
Saharan Africa, for instance, has been bedev-
illed by low productivity, even though
high-yielding varieties are available for maize,
rice and wheat. Nor have high-yielding varieties
been developed for the grains consumed most
by poor people, such as sorghum and millet.
Part of the problem is the low commercial
availability and high prices of inorganic fer-
tilizer. Another is the limited use of organic fer-
tilizer, despite the ease of making it from local
resources. Using organic fertilizer would raise
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productivity and promote environmentally
sustainable farming in a region where envi-
ronmental degradation has been reducing al-
ready low agricultural yields.

Another example is the lack of diffusion of
impregnated (or even ordinary) bednets to con-
trol malaria. Similarly, slow deaths from indoor
pollution caused by smoke from cooking fires
can easily be prevented by going to scale with

the commercial production of smokeless ovens.
Clearly, what such commercial production re-
quires is appropriate subsidies, reinforced by a
communication strategy to reach poor people
in remote areas. The Sulabh latrine can promote
environmental sanitation in most densely pop-
ulated urban areas. But to do so, it must be
adopted by international agencies as a model for
widespread promotion in developing countries.
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CHAPTER 5

@ Private finance and provision of health,

education and water

For a number of reasons governments often fi-
nance and provide basic social services—Dbasic
health care, primary education, water and sani-
tation. One reason is that because such services
are public goods, their market prices alone would
not capture their intrinsic value and social ben-
efits. Basic education benefits not only the indi-
vidual who gains knowledge, it also benefits all
members of society by improving health and hy-
giene behaviour and raising worker productivity.

A second reason for public financing is to
ensure that basic social services are available eq-
uitably. Poor people usually lack these services,
and if they have to pay for them they may not
use them—making it difficult to escape poverty.

In addition, the state often plays a dominant
role in the provision of these services. Provision
by many suppliers (public or private) can result
in duplication and higher costs. Moreover, ac-
cess to basic social services is a fundamental
human right—enshrined in the UN Covenant on
Economic, Social and Cultural Rights—and
governments have an obligation to ensure that
these services are provided to their people. Gov-
ernment commitments to the UN Millennium
Declaration and Millennium Development Goals
reflect this obligation.

But public provision of social services is
not always the best solution when institutions
are weak and accountability for the use of pub-
lic resources is low—often the case in develop-
ing countries. (Chapter 7 describes how to make
governments more accountable in the use of
public resources for social services.)

In rich countries private providers domi-
nated health, education and water services in the
first half of the 19th century. But these services
were limited. In the second half of the century
public financing and provision became domi-
nant. Indeed, only when governments inter-
vened did these services become universal in
Canada, Western Europe and the United

States—in the last quarter of the 19th and first
half of the 20th centuries.

In poor countries private health providers
and schools coexisted with a growing public sec-
tor in the first few decades after the Second
World War. But in the 1980s and especially
the 1990s, private provision began to increase
rapidly. As loss-making state-owned enterprises
were privatized in productive sectors—in both
industry and services—the same trend was en-
couraged in social services.

The experiences of rich countries suggest
that the sequence for social services should be
comprehensive provision by the state early on,
followed by more targeted interventions and
then public-private partnerships to serve dif-
ferent markets—depending on the nature of
services in different sectors.

WHY HAS PRIVATE PROVISION INCREASED
IN POOR COUNTRIES?

In developing countries the private sector’s
growing role in health and education, and the
push to privatize water and hospital services,
have been driven by three factors: lack of gov-
ernment resources, low-quality public provi-
sion and pressure to liberalize the economy.

LACK OF GOVERNMENT RESOURCES

Strapped for cash—whether domestic resources
or foreign aid—many governments of poor
countries cannot provide social services effec-
tively or fund large investments in infrastructure.
Privatization is often pursued with a view to-
wards obtaining revenue, but the biggest re-
turns to government come from eliminating
subsidies to loss-making public enterprises.

In some cases, such as domestic water and
sanitation (and irrigation water and energy),
insufficient government funds have been
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compounded by distorted tariff structures.
Under state ownership tariffs are often too low
to recoup costs, and user failures to pay tariffs
are often overlooked. This approach essentially
subsidizes rich people—while poor people suf-
fer from lack of access. Moreover, as urban
populations increase, fiscally strapped local au-
thorities cannot expand services to cover them.
As a result water services decline in quantity and
quality in middle-class neighbourhoods—and
fail to reach new poor neighbourhoods.

LOW—QUALITY PUBLIC PROVISION

Linked to lack of resources is the weak record
of public provision in many countries. Stories
abound of governments failing to provide their
citizens, especially poor citizens, with basic so-
cial services or with services of good quality.
In India and Pakistan poor households cited
teacher absenteeism in public schools as their
main reason for choosing private ones.! Poorly paid
public sector doctors often supplement their in-
comes by selling drugs intended for free distrib-
ution.? As a result poor (and non-poor) people are
forced to use private providers—because such
providers are more accessible and often dispense
drugs as part of their consultations (unlike govern-
ment facilities, where drugs may not be available).

To access more and better water, poor peo-
ple often must pay exorbitant prices for it from
private tankers run by small vendors. Most
residents of South Asian cities receive water for
only a couple hours at a time, and not every
day.” They get electricity for a few more hours
a day, but interruptions increase in the hottest
parts of the summer—when temperatures can
rise to 48 degrees Celsius.

PRESSURE TO LIBERALIZE THE ECONOMY

The third push for private provision has come
from donor policies advocating economic lib-
eralization and free markets to advance growth
and development. Social services are frontier is-
sues in this move to expand the private sector’s
role. In the 1990s many donors supported ex-
tending private provision and financing to so-
cial services, especially urban water supply. The
World Trade Organization’s General Agree-
ment on Trade in Services also encourages pri-
vate entry in social services (box 5.1).

HeALTH
Many developing countries—in Latin America,

South Asia and South-East Asia—have sub-
stantial, thriving private sectors. In addition, a

BOX 5.1

Social services and the General Agreement on Trade in Services

The General Agreement on Trade in Services
(GATS) establishes a legal framework for inter-
national trade in services through both general
trade rules and specific national commitments for
accessing domestic markets. Many critics have
asked if the GATS goes far enough in protect-
ing countries’ ability to decide how best to de-
liver social services—including determining the
extent to which foreign suppliers should engage
in their delivery.

On the one hand, the agreement gives gov-
ernments considerable discretion in deciding
how, when and whether to open services to in-
ternational trade. No country is required to open
any specific sector to foreign competition, and
countries can set conditions on the nature and
pace of such liberalization. Governments can
also, with adequate compensation, suspend or
modify existing commitments to liberalization. In

Source: Mehrotra and Delamonica forthcoming; Save the Children 2001; Canadian Centre for Policy Alternatives 2003; UNHCHR 2003; WTO 2003.

addition, the agreement includes a “governmen-
tal authority” exclusion, which defines services
covered by the GATS as “any service in any sec-
tor except services supplied in the exercise of
governmental authority”. Finally, countries can in-
voke general exceptions to protect public inter-
ests, including national security and public health.

On the other hand, the GATS commits
members to “successive rounds of negotia-
tions...with a view to achieving progressively
higher levels of liberalization”, and countries
will come under increased pressure to liberalize
new areas of service delivery. More worrisome,
undefined terms in the agreement could negate
the above safeguards.

The governmental authority exclusion ap-
plies only to services provided on neither a com-
mercial nor a competitive basis. Governments,
however, rarely deliver social services exclu-

sively, but through an evolving mix of public-pri-
vate actors that compete for clients. And the
precise scope of services fitting the exclusion cri-
teria remains ambiguous. If not covered by the
exclusion, legislation used by governments to en-
sure equitable and efficient delivery of these
services could conceivably conflict with the
GATS. State aid offered exclusively to non-gov-
ernmental organizations operating schools and
clinics in underserved areas could be challenged
if a government liberalized its health and edu-
cation sectors and these market conditions were
not officially registered.

The GATS could be strengthened by elim-
inating the governmental authority exclusion or
by rewording the text to ensure that services
provided in the “exercise of governmental au-
thority” is understood relative to function, not
means of delivery.
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large portion of health spending is private in all
regions,* with more than half of basic health ser-
vices provided by private providers in low-income
countries.” In Asia and Latin America a significant
share of hospitals and health facilities are privately
owned, though preventive measures are largely
the responsibility of the public sector.®

More than any other developing region,
Latin America has experienced a huge shift to-
wards private care since opening the manage-
ment of its health sector to international
companies in the 1990s. Several multinational
corporations (Aetna, CIGNA, Prudential, Amer-
ican Insurance Group—all US-based) are pro-
viding health insurance and services in the region.
And they intend to assume administrative re-
sponsibilities for public health institutions and
to secure access to social security funds for med-
ical care. These companies invest by:
® Purchasing established companies that sell
indemnity insurance or prepaid health plans.
e Associating with other companies in joint
ventures.

e Agreeing to manage social security and pub-
lic health institutions.”

About 270 million Latin Americans—60%
of the population—receive cash benefits and
health care services paid for by (and often de-
livered by employees of) social security funds.
Penetration by multinational corporations in
social security funds is most advanced in Ar-
gentina and Chile but is growing in Brazil and
starting in Ecuador.®

IMPACT OF MANAGED CARE

All citizens should have access to basic health
services. And private provision can help meet
different needs. But is equity ignored in the
process?

Latin America has long relied on public so-
cial security funds to provide health services. But
in the 1990s the management of many funds
was offered to foreign health insurance firms. As
a result more funding is used to cover higher ad-
ministrative costs and returns to investors, re-
ducing access for vulnerable groups and
spending on clinical services. In Chile in the
late 1990s about a quarter of patients under pri-
vate managed care opted for care from public

clinics, citing as their main reason the high co-
payments required under managed care.’

In Argentina public hospitals that have not
converted to managed care face an influx of
patients covered by privatized social security
funds. These patients have had to resort to pub-
lic hospitals because they cannot afford their co-
payments or because private practitioners have
refused to see them (due to non-payment by the
social security funds).

Argentina and Brazil’s public hospitals now
require reimbursements from social security
funds and from private insurance, as well as co-
payments. To receive free care at public institu-
tions, poor patients must undergo lengthy means
testing—with rejection rates averaging 30-40%
in some hospitals.!® And because managed care
organizations attract healthier patients, sicker
patients are being shifted to the public sector. This
two-tier system undercuts the pooling of health
risks and undermines cross-subsidies between
healthier and more vulnerable groups.

APPROPRIATENESS OF HEALTH CARE AND
REGULATION

The supposed benefits of privatizing social ser-
vices are elusive, with inconclusive evidence on
efficiency and quality standards in the private rel-
ative to the public sector.!! Meanwhile, examples
of market failures in private provisioning abound.

Clinical services and drugs are essentially pri-
vate goods, and there is much evidence of fail-
ures in markets for them. Limited regulatory
capacity compounds the problem. For example,
in many developing countries overtreatment is
amajor problem in private health care. In Brazil
caesarean sections are more common among
private patients because doctors are paid more
for operations than for normal births.'? In
Mumbai, India, private providers engage in un-
necessary referrals and tests—with referring
providers getting a cut of referred providers’
fees.” By contrast, even though most Canadian
and US and many European physicians are pri-
vate, strong professional regulation ensures that
there is no crisis of overtreatment.

In developing countries unregulated pri-
vate pharmacists also overtreat illnesses or over-
prescribe expensive drugs. Such inappropriate
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use of medicines leads to dangerous treatment
practices, higher health care costs and growing
drug resistance. Drugs account for 30-50% of
health care spending in poor countries, com-
pared with 15% in rich.!* People who cannot af-
ford professional services must go to pharmacies,
which often do not follow prescribing regula-
tions—especially in China, South Asia and parts
of Africa. In India more than half of out-of-
pocket health spending and nearly three-quar-
ters of inpatient spending go to medicines and
consultation fees.”

Costs

In many developing countries costs are rising
and technology is accumulating in the private
health care sector. Thailand’s private health
sector has as much or more of some high-tech-
nology equipment as the private sectors in most
European countries, even though Thailand’s
per capita income is much lower and its disease
burden is much different. !¢

In China a shift in focus from preventive to
curative services has significantly increased drug
sales since economic reforms began. Foreigners
have invested in about 1,500 drug manufactur-
ing ventures across the country.'” With limited
access to professional services and aggressive
drug production in an unregulated market, the
result is irrational drug use—particularly among
poor people. In 1993 drugs accounted for 52%
of China’s health spending, compared with
15-40% in most developing countries.'® In some
rural areas Chinese farmers spend two to five
times the average daily per capita income on a
typical prescription. Apart from contributing to
unnecessarily high medical costs, excessive and
inappropriate prescribing of drugs in poor rural
areas exposes patients to the risk of ineffective
treatment and adverse side effects.'’

As noted, in Latin America managed care or-
ganizations have taken over the administration
of public health institutions—diverting funds
from clinical services to cover higher adminis-
trative costs. To attract patients with private
insurance and social security plans, public hos-
pitals in Buenos Aires, Argentina, have hired
management firms that receive a fixed per-
centage of billings, increasing administrative

costs to 20% of health spending.?’ In Chile ad-
ministrative and promotional costs account for
19% of managed care spending.?!

BRAIN DRAIN

In developing countries growth in private health
care often draws badly needed human resources
away from fragile public systems—as in Thailand
in the 1980s and 1990s.?? Public clinics are left
to care for the most vulnerable groups—the
poor, the elderly, the disabled—with fewer well-
trained physicians.

EbpucAaTiON

In most OECD countries about 10% of stu-
dents attend private primary schools (both in-
dependent and government-dependent). That
share tends to be higher in developing countries.
In Latin America private schools account for
more than 14% of primary enrolments, though
in high-performing Costa Rica the share is just
7%.? Among 22 Sub-Saharan African coun-
tries with data the private share in 10 is
10-40%—in the other 12, less than 10%.>* In
India the share of private schools is highest in
states with the lowest primary enrolments (Bihar,
Uttar Pradesh), indicating that the private sec-
tor is the escape route for a poorly performing
public sector.”

In many (though not most) developing coun-
tries private enrolments rise with the level of ed-
ucation.?® Yet for a large number of countries
in all regions, recent data are lacking on private
enrolments at all levels—making this an area de-
serving attention from governments and donors.

Three issues are crucial in the private fi-
nancing and provision of education. The first af-
fects demand: high household costs compromise
universal access to basic education. The other
two are related to supply, affecting equity and
efficiency. One relates to the comparative per-
formance of public and private schools, the
other to public subsidies for private schools.

Hicu FEES, LOWER ENROLMENTS

Requiring poor households to pay for schooling
(private or public) is not conducive to achieving
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universal primary education and so is unlikely to
help achieve the Millennium Development Goals.
In Ghana two-thirds of rural families cannot af-
ford to send their children to school consistently,
and for three-quarters of street children in Accra
(the capital) the inability to pay school fees was
their main reason for dropping out.”” Where
school fees have been removed in Africa, children
have flooded into schools.

QUALITY ISSUES

Many proponents of private education claim
that private schools outperform public ones,
are inherently more accountable and help stu-
dents develop stronger cognitive skills and
feel a greater sense of ownership for their ed-
ucation.?® But little evidence substantiates
these claims.?’ Private schools do not system-
atically outperform public schools with com-
parable resources. In Peru students in private
primary schools outperform their public coun-
terparts—but pay up to 10 times more for
their education.’’

In Brazil achievement scores in maths and
language favour private school students to the
same degree as in several OECD countries
(Greece, Ireland, Spain).! But this advantage
is linked to the students in each type of school.
In every country studied, students in private
secondary schools come from wealthier house-
holds than do students in public schools.

PUBLIC FINANCING FOR PRIVATE SCHOOLS—
POTENTIAL DRAWBACKS AND BENEFITS

The main rationale for government support is
that private education meets excess demand
for education. But in most cases fee-based pri-
vate education responds to different demand,
not excess demand—particularly in low-income
countries, where poor households have limited
capacity to pay even public school fees. Thus
government support for private education can
be inequitable if it is not targeted to poor house-
holds. In OECD countries direct support for pri-
vate primary and secondary schools averages
about 10% of government spending on
education. By contrast, in India nearly a third
of direct education spending supports private

institutions—yet the country is home to more
than a third of the world’s children of primary
school age not in school.*? In Indonesia most
rural private schools are as dependent as pub-
lic ones on state subsidies.*®

Many developing country governments also
pay the salaries of private school teachers, making
them less accountable to parents and princi-
pals.* Such subsidies place even greater stress on
already weak public systems, which must provide
services for the most vulnerable groups with
fewer human and financial resources.

A study of 16 developing countries found
that those with the highest private upper sec-
ondary enrolments also have the lowest overall
upper secondary enrolments (India, Indonesia,
Zimbabwe) > But in China, Jamaica, Malaysia
and Thailand—which have relatively high en-
rolments—more than 90% of direct public
spending on education reaches public schools.

MAKING PRIVATE PROVISION WORK FOR
POOR PEOPLE

Despite its potential drawbacks, public funding
of private schools can help in certain circum-
stances—particularly if governments have trou-
ble paying the full costs (building schools, paying
teacher salaries) required to achieve universal
primary schooling. In some countries a short-
age of public schools has led to expansion in pri-
vate schools. To ensure that children from poor
families unable to pay school fees are able to at-
tend private schools, governments could fi-
nance their education through vouchers.

Colombia, for example, introduced a
voucher system in response to a shortage of
public secondary schools. This approach to
public funding of private education can help
expand schooling at lower cost for the gov-
ernment, because the only cost the govern-
ment bears is the voucher. This is slightly
different from a voucher system that enables
families to enrol their children in the school of
their choice, public or private. To avoid giving
windfall gains to the middle class that cus-
tomarily purchase private education, vouch-
ers should be restricted to poor families—as in
Bangladesh, Chile, Colombia, Puerto Rico and
the United Kingdom.*®
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WATER AND SANITATION

Only about 5% of the world’s people (about 300
million) receive their water from private com-
panies. Most privatization of water and sanita-
tion services has occurred through public-private
partnerships in urban areas, with almost all
occurring in the 1990s in highly urbanized
countries (table 5.1).

Private companies are unlikely to be inter-
ested in providing water services in rural areas
in low-income countries—because rural areas
are generally considered unprofitable. In sani-
tation, public-private partnerships sometimes
also view poor people as being unprofitable. Re-
flecting such biases, some private water com-
panies have found ways of excluding poor
people from service even in urban areas. In
Cartagena, Colombia, a large shantytown did
not receive water services because the com-
pany considered it outside the city area.’” More-
over, in some countries the extension of
connections has been limited. In Dakar, Sene-
gal, about 80% of the population had access to
safe drinking water in 1994. Four years after the
service was privatized, only 82% had access.’®

International private sector involvement in
water and sanitation remains limited in the urban
areas of low-income countries. Even in middle-
income countries, where most people live in
urban areas, international private firms may be
discouraged by the scale of investments required.
Sustained service provision is best achieved
through the efforts of local communities and
firms (private and public), and building this ca-
pacity is an important role for government.

Mixep PERFORMANCE, UNCERTAIN FINANCING

Public-private partnerships in water and sani-
tation—which have grown from almost none in
the early 1990s to more than 2,350 today—
have a mixed record of performance. One of the
main arguments for privatization is that it pro-
vides new capital, enabling public-private part-
nerships to mobilize additional resources for
basic services. But since peaking in 1996, in-
ternational private financing for water and
sanitation has declined. And that decline is ex-
pected to continue.*

TABLE 5.1

Investments in water and sanitation
projects involving private participation,
various countries, 1990-94 and 1995-2000
(millions of US dollars)

Country 1990-94 1995-2000
Argentina 4,075 4,173
Brazil 3 2,891
Chile 128 3,720
Czech Republic 16 37
Indonesia 4 883
Malaysia 3,977 1,116
Mali 0 697
Mexico 295 277
Philippines n.a. 5,820
Romania n.a. 1,025
South Africa n.a. 209

Source: World Bank 2002].

SERVICE CHARGES

The private sector’s reluctance to fund less
profitable investments in poor rural areas hurts
users. But public-private partnerships often do
the same, even more directly—through charges
that hit poor people disproportionately more.
This fact has to be balanced against the even
higher prices that poor people previously paid
for water from small vendors.

Public-private partnerships are based on
the assumption that customers pay for set-
vices. Privatization in water and sanitation
has led to much higher fees, sometimes
overnight—and sometimes with disastrous
consequences (box 5.2). But if success re-
quires higher tariffs, state water companies
have shown that it is possible to use the
additional revenue to improve services and
expand coverage.

POSITIVE PRIVATE PROVISION

Not all privatizations of water and sanitation
have been failures. In Sub-Saharan Africa, for
instance, public-private partnerships have im-
proved water quality.*’ More generally, success
in privatizing water services largely depends on
government regulation, investor interest and
the initial state of the enterprise.*' Countries with
decent services before privatization often con-
tinue to do well after.

Where poor people have reaped the ben-
efits of privatized water services, it has been
due to political will. In Bolivia water and san-
itation concessions in La Paz and El Alto were
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BOX 5.2

Privatization of water services has often led to
increased tariffs largely unaffordable to poor
households. Under some public systems, house-
holds enjoyed low water bills—well below the
rate needed to recoup costs—and non-payment
of bills was largely overlooked. This approach is
undesirable because cash-strapped public com-
panies essentially subsidize both rich and poor
people. But an overnight jump from exception-
ally low to excessively high water bills also has
disastrous consequences for poor households.

South Africa

South Africa has made incredible progress in pro-
viding water supplies to its people, though man-
aging fee structures has been a challenge. In
August 2000, however, a cholera epidemic broke
out in the province of KwaZuluNatal—infecting
nearly 14,000 people and claiming more than 250
lives. The epidemic started after local authori-
ties cut water supplies to people living in an in-
formal settlement who were unable to afford
new user fees. The minister of water affairs and
forestry admitted that the policy of cost recovery

User fees in South Africa and Bolivia

exacerbated the cholera epidemic, forcing house-
holds to seek alternative water sources.

In the build-up to privatizing water ser-
vices, South Africa reversed its policy of keep-
ing tariffs low and overlooking non-payment. But
this reversal occurred overnight—and without
concurrent measures to ease the financial bur-
den on poor people.

Bolivia
In early 2000 protests broke out in Cochabamba,
Bolivia, largely in response to the tripling and qua-
drupling of household water costs. This price hike
came only weeks after Aguas del Tunari, a Lon-
don-based private company, took over the city’s
water system. The protests effectively shut down
the city for four days. And as protests spread
throughout Bolivia, 50 people were detained,
dozens injured and 6 died from the violence.
Many analysts agree that the significant in-
crease in water tariffs was driven by the cost of
an expensive construction project that house-
holds were obliged to pay for up-front. The
Misicuni Project, one of the most complex en-

gineering projects in South America, involves
building a $130 million dam, a hydroelectric
power station and a $70 million, 20-kilometre
tunnel used to transport water from the Misicuni
River to Cochabamba.

User fees have great potential for impover-
ishing users and deterring people from using
badly needed services. When user fees for basic
social services have to be increased, govern-
ments must ensure that they are tailored to users.
First, governments should be open with citi-
zens about why increases are needed. There
should be clear communication between ser-
vice providers and users in this regard. Second,
governments should strategically fix tariffs so that
wealthier households can subsidize poorer. Other
means of subsidizing poor people should also be
sought. For instance, many campaigners in South
Africa asked that the government provide 50
litres of water a day free of charge to poor house-
holds—the World Health Organization mini-
mum for maintaining health and hygiene. Third,
increases in water bills should be instituted pro-
gressively, not overnight.

Sources: ICl) 2003¢; Lobina 2000; Sidley 2001, p. 71.

awarded to the bidder that promised to make
the most new connections in poor neigh-
bourhoods. The winning bidder was then
obliged to connect 72,000 families to piped
water and 38,000 to sanitation over a five-
year period.

In addition to contractually obliging private
providers to expand services, governments have
used revenue from privatization towards that
end. Financial incentives, such as capital grants,
have been offered to providers that service poor
neighbourhoods. In addition, the high tariffs
that tend to accompany privatization can be
offset with subsidies targeting poor people. In
Chile government subsidies ensured that no
household spent more than 5% of its income on
water,*

PROMISING APPROACHES

Government programmes have registered many
successes in delivering basic social services to all
citizens. Thus privatization need not be seen as
the only option for reforming poorly run pub-
lic services.

RELYING ON EFFECTIVE GOVERNMENT
SYSTEMS

Many activities in the social sectors produce
public goods or have many externalities, re-
quiring state involvement to provide basic ser-
vices to all. The recent push to privatize basic
social services has ignored the past experi-
ences of rich countries—as well as of many de-
veloping countries today—which relied on
state systems to provide basic social services to
most (if not all) of their people when they
were developing. Private actors played only a
limited role.

Many of today’s high-performing develop-
ing countries managed to improve health indi-
cators early in their development—providing
universal health care paid out of government rev-
enues. In many (Botswana, Costa Rica, Zim-
babwe) better-off citizens opted out by taking
private health insurance.”’ Or, if private insur-
ance was not available (Sri Lanka and Kerala,
India), they paid private providers directly.* But
for most of these countries’ populations, better
health was the result of universal and affordable
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care—financed by government revenues and
made effective by allocating resources to the
lower levels of the health system.®

High-performing developing countries also
began pursuing universal primary education
early in their development, when their incomes
were lower. Countries with literacy rates above
those of their neighbours in 1980 also had smaller
shares of students in private schools in the 15
years leading to 1980. In South Asia, for exam-
ple, Sri Lanka’s literacy rate in 1980 was 85 %—
while the regional average was an extraordinarily
low 38%.% And Sri Lanka’s proportion of stu-
dents in private primary and secondary educa-
tion was low in the 15 years to 1980.

In water and sanitation there is ample ev-
idence of inefficient, oversized, corrupt state-
owned companies. But there are also
successful public systems largely ignored by
proponents of privatization. Chile, for exam-
ple, made safe water available to 97% of its
urban population by 1990, and sanitation to
80%. And in Bogota, Colombia, municipal
water services were threatened with privati-
zation—but, completely reformed, they have
expanded coverage (box 5.3).

In Debrecen, Hungary, the state-run water
company required considerable investment in
the mid-1990s. Attempts were made to contract

the service to one transnational water company,
then another—but both attempts failed. In 1995
the city council decided that local water man-
agers had the expertise to carry out the work.
A new local public company made the needed
investments at much lower costs than the bids
by the private companies, partly by sourcing sup-
plies locally instead of importing them. As a re-
sult prices are 75% lower than predicted by the
private companies.

STRENGTHENING THE STATE

Regulatory capacity in developing countries has
to be built up so that public and private provi-
sion works for all services and users. A key pol-
icy recommendation is to retrain government
staff. This does not necessarily mean rich coun-
tries providing more technical assistance or
technical cooperation—it means them paying for
transfers of skills and exchanges of experience
among poor countries.

In health the need for regulation applies to
both privatized companies and existing private
services, both to protect consumers and contain
costs. Most health ministries in developing
countries have extremely weak information sys-
tems, undermining their ability (or perhaps in-
dicating their unwillingness) to regulate private

BOX 5.3

Efforts by the Chilean government in water and san-
itation show that state-run systems can achieve posi-
tive results. By 1990, 97% of Chile’s urban population
had access to safe water, and 80% had access to san-
itation. The cornerstones of the country’s success:

o Separating central regulation and regional
operation.

e Increasing financial investments in the sector.

¢ Developing a system for fixing tariffs objectively.
e Introducing incentives for efficiency.

Between 1988 and 1990 Chilean authorities es-
tablished a new system for fixing tariffs objectively—
essential to revitalize the industry. The regulator
established a maximum tariff based on a model effi-
cient provider, and any differences of opinion be-
tween the company holding the concession and the
regulator were to be resolved by a tripartite commis-
sion of experts. The reform permitted the gradual ad-
justment of tariffs to new, higher levels. Objective tariff

Source: 1ClJ 2003a; Mehrotra and Delamonica forthcoming.

Successful state-run water systems

fixing was a main contributor to the success achieved
in the management of water and sanitation services
since 1990.

The private sector played a role in Chile’s water
and sanitation sector, but this role was limited and
strictly regulated by the central government. There
was a big increase in the contracting out of many ac-
tivities by all companies, including operation, man-
agement and capital investment of entire systems,
as well as maintenance of all aspects of the net-
works, meter reading and billing. Contracting out
reduced the number of workers per connection.
And in 1995 the average level of unaccounted-for
water was 31%, far less than the Latin American
norm of 40-60%.

In Colombia’s capital, Bogot4, privatization was
rejected in the late 1990s. The city refused World Bank
money and transformed its public utility into the
most successful in Colombia.
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providers. In South Asia, despite widespread
private provision and high private spending,
regulation has failed abysmally to ensure qual-
ity care for most users of private providers.*’

Regulation of clinical health services, for in-
stance, requires tackling the proliferation of pri-
vate providers—often untrained, unlicensed
and unregulated. Governments must bring these
actors into the public domain, which will require
licensing and regular training to improve knowl-
edge and skills. Training has increased provision
of antimalaria drugs in Kenya and improved
management of acute respiratory infections and
diarrhoea in Mexico.*® In addition, the Rural
Medical Association of West Bengal has adopted
the World Health Organization’s list of 40 es-
sential medicines for recommended use by its
members. Getting practitioners to restrict their
use of these drugs will improve quality and
control. Other measures for regulating providers
include developing consumer protection legis-
lation, promoting professional ethics and pro-
viding non-financial incentives, such as enhanced
prestige.

Accreditation can be used to inform con-
sumers about which private medical providers
are registered. A professional body that offers
accreditation and training to unregistered
providers would benefit both providers and
the public. It would build on the desire of
providers for social recognition and prestige.
And it would help promote the use of essential
medicines through public campaigns.

Improving consumer behaviour is also im-
portant for health care regulation. This can in-
volve improving consumer knowledge or
providing subsidies to make quality services
more affordable. Governments can also create
institutions that enable consumers to challenge
private providers who offer poor care.

Regulation of education and water services
is often equally weak. In water privatizations
public water authorities often assume the role
of regulator. But international private providers
rarely adhere to their agreements with host gov-
ernments (box 3.4).* Much more international
support is needed to build regulatory capacity
in these and other infrastructure areas if the
private sector is to do more in achieving the Mil-
lennium Development Goals.

BOX 5.4

Metropolitan Manila and Buenos Aires: mixed record
of experience with water privatization

Manila

In 1995 the Philippines declared a water
crisis. The public water utility had left 3.6
million people unconnected to a water sup-
ply. And for those with connections, service
was often erratic. In 1997 two private water
companies won concessions to take over
Manila’s water system, dividing the metro-
politan area into eastern and western zones.
Within five years the companies had con-
nected roughly 2 million more people to
the network and service had improved sig-
nificantly. During this time new service con-
nections tripled from 17,040 a year (before
privatization) to 53,921 (after).

Yet six years after privatization the
water companies have performed below
their targets—and are even asking to with-
draw from the concessions. By 2001 one
company had supplied water to 85% of its
population, slightly below its projection of
87%, while the other company surpassed
its target. But much debate surrounds the
calculation of these figures, possibly leading
to the dampening of reported success rates.
Although one private water company saw no
decline in the number of leaking pipes and
water thefts, the other saw these figures in-
crease. And by January 2003 water tariffs had
risen by two to five times 1997 rates in both
zones. Indeed, a 2000 survey of residents in
100 districts revealed a mixed perception of

privatization, with 33 % of respondents notic-
ing better service, 55% noticing no change
and 12% noticing deterioration.

Buenos Aires

In 1993 Argentina’s government privatized
the Buenos Aires water utility, and service
quality and expansion subsequently in-
creased. Company figures indicate that it
connected roughly 1 million new users to the
water system. And in the first year the com-
pany reduced water rates by 27%. But this
drop simply rolled back significant rate
hikes instituted by the public utility prior to
privatization. In subsequent years the com-
pany repeatedly raised water rates, and in
1996 protests against high water bills oc-
curred in Buenos Aires.

Furthermore, a government review found
that by 1997 the company had built only
about one-third of the pumping stations and
underground mains it had promised to com-
plete by then. And investments in sewerage
networks totalled just $9.4 million—one-fifth
the level promised. According to recent esti-
mates, the picture is quite different when the
country is considered as a whole. In the sec-
ond half of the 1990s municipalities with pri-
vately managed water services have worked
better than those publicly managed, particu-
larly in poor areas, contributing to faster re-
ductions in child mortality.

Source: 1) 2003b; Galiani, Gertler, and Schargrodsky 2002; IC1J 2003d.

INVOLVING NON-GOVERNMENTAL
ORGANIZATIONS

Social service provision by non-governmental or-
ganizations (NGOs) has been viewed as the
“middle way” between market and state provi-
sion. For some analysts it provides a rationale
for increasing the role of civil society organiza-
tions in providing these services. NGOs are
often quite successful at filling gaps left by the
public system (as with the primary schools set
up by the Bangladesh Rural Advancement Com-
mittee). They are also useful in articulating com-
munity concerns, especially for poor people, to
make institutions perform better. In water and
sanitation, rural areas have been best served
through user committees supported by NGOs.
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But NGOs should be a complement to, not
substitute for, state activities.

NGOs have also joined partnerships among
governments, businesses and civil society orga-
nizations. When private firms win long-term
concessions for urban water and sanitation ser-
vices, the contracts usually require significantly
increasing coverage. Doing so may require skills
and resources beyond the scope of private firms,
especially foreign ones. NGO partners can
improve a firm’s understanding of its poor cus-
tomers (expanding the customer base, improv-
ing project design), reducing capital and
operation and maintenance costs, as with the
water concessions in La Paz and El Alto, Bolivia.

BOX 5.5

The Bamako Initiative: pooling community
resources for health care

The Bamako Initiative is an initiative that
pools community resources to finance local
health care. The initiative has been imple-
mented to a varying degree in more than 40
low-income countries, with half in Sub-Sa-
haran Africa. It has not only protected
households from catastrophic health costs,
but has also organized communities to help
strengthen and sustain local public health
services. These communities contribute fi-
nancial resources to local health clinics and
have a voice in the management of these
services.

The initiative’s strategy is to revitalize
public health systems by decentralizing de-
cision-making from the national to the dis-
trict level, instituting community financing
and co-management of a minimum package
of essential services at the level of basic health
units. The aim is to improve services by gen-
erating sufficient income to cover some local
operating costs, such as supplies of essential
drugs, salaries of some support staff and in-
centives for health workers. Funds generated
by community financing do not revert to
the central treasury but remain in the com-
munity and are controlled by it through a lo-
cally elected health committee. From mere
recipients of health care, consumers become
active partners whose voices count.

After 10 years of implementation of the
initiative, community action in most rural
health centres in Benin and Guinea has en-
abled nearly half the population to be reg-
ular users of the services. It has also raised

Source: Mehrotra and Delamonica forthcoming.

and sustained immunization levels close to
health for all targets for 2000. Charging
modest fees to users is seen in some cases as
the most affordable option for the poorest
people, who otherwise have to use more
expensive alternatives—though it is less
clear whether mechanisms exist to protect
indigent members of the community.

Much of the success has been in ensur-
ing that affordable essential drugs are read-
ily available in health centres, under the
scrutiny of committees. Another factor has
been the improved attitude of health work-
ers—traditionally one reason for people, es-
pecially women, not to use health services.

This experience suggests that in the ab-
sence of adequate government financing of
health care, pooling of community resources,
with some prepayment by the poor, is a fair
and efficient mechanism for providing health
services to poor people. Health systems that
require individuals to pay out of pocket for
many of the costs of health services restrict
access to those who can afford to pay, and
most likely exclude the poorest people. Fair-
ness of financial risk protection thus re-
quires the highest possible separation
between contributions and use. There is
consensus on the central role of public fi-
nancing in public health. But for personal
health care it is not the public-private di-
chotomy that is most important in deter-
mining health system performance—but the
difference between prepayment and out-
of-pocket spending.
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NGOs can also lend credibility and outreach to
education and awareness campaigns. Vivendi,
the French water company, initiated a partner-
ship with an NGO in its Kwazulu-Natal project
to better understand the needs of poor com-
munities in South Africa.”

Through the politics of pressure and
engagement, NGOs are creating new agendas
for businesses. A continuum of protests and
partnerships between businesses and NGOs is
creating a new form of regulation for global
business—civil regulation.’!

IDENTIFYING BETTER WAYS OF FINANCING
SERVICES

Aside from increasing government tax revenues,
there are ways of improving service tariffs and
charges to make them more rational and equi-
table. In health sudden, steep out-of-pocket
costs can drive patients into (or further into)
poverty. Surveys from 60 countries show that
among poor groups, a larger proportion of
households has high levels of health spending.”
In the absence of public financing, prepayment
schemes—which contain high health costs by
spreading risks among pools of individuals—can
help deal with this problem. Such schemes have
not only helped protect poor households from
catastrophic health costs, they have also helped
organize communities to sustain local public
health systems (box 5.5).

In public education there is scope for much
greater cost recovery at higher levels in most de-
veloping countries. In the 1990s Africa and
India increased cost recovery in public univer-
sities.”” Still, it is nowhere near its potential:
higher education provides enormous private
benefits, and most people who can access it are
not poor. Thus there is scope for much greater
cost recovery (combined with exemptions for
poor people).

In water and sanitation strategic tariff fix-
ing (whether the provider is public or private)
that raises user fees in line with higher use—cou-
pled with targeted subsidies—is a good way to
provide water services to more people. Target-
ing that is geographic (to places that poor peo-
ple reside), rather than based on income, is
more likely to succeed.
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ADDRESSING THE RISKS OF PRIVATIZATION

International institutions promoting privatiza-
tion of social services need to provide much
more advance support to build regulatory
capacity. The World Bank has some initiatives
in this area, such as the International Forum for
Utility Regulation, created in 1996 as an umbrella
structure for learning and networking initia-
tives for utility regulators. But international
agencies should do more than offer advice. They
should also enable field visits of developing
country regulators to other countries more ex-
perienced in private sector regulation. There is
also a need to prepare model clauses for pub-
lic-private partnerships in water. Such clauses
would draw on the lessons discussed in this
chapter, so that future contracts can avoid the
pitfalls of past ones.

In water all revenues come in local cur-
rency, so servicing foreign loans involves an ex-
change risk for both borrowers and investors.
This became a problem in Argentina, Indone-
sia and the Philippines after devaluations,

putting pressure on water subsidiaries to raise
tariffs to water users to service the loans. Thus
central governments should encourage local
authorities, which are usually responsible for
water services, to borrow domestically—from
national development banks.

Too often it is assumed that private sector
involvement in water implies the involvement of
foreign multinational companies. In many de-
veloping country cities small providers cover sig-
nificant sections of the population: in Delhi,
India, 6%; in Dhaka, Bangladesh, 10%; in Ho
Chi Minh City, Viet Nam, 19%; and in Jakarta,
Indonesia, 44%.*

In all sectors regulatory capacity should be
built up before privatization. Otherwise, the
private sector may merely respond to different
demand, not to excess demand, whether in ed-
ucation, clinical health care or water and sani-
tation. With better information on the private
sector and stronger regulatory capacity, the
state can ensure that the private sector plays a
complementary role in providing and financing
these basic social services.

PRIVATE FINANCE AND PROVISION OF HEALTH, EDUCATION AND WATER
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CHAPTER 6

@ Public policies to ensure environmental

sustainability

Ensuring environmental sustainability—the
seventh Millennium Development Goal—requires
achieving sustainable development patterns and
preserving the productive capacity of natural
ecosystems for future generations. Both efforts in
turn require a variety of policies that reverse en-
vironmental damage and improve ecosystem man-
agement. The challenge has two dimensions:
addressing natural resource scarcity for the world’s
poor people and reversing environmental damage
resulting from high consumption by rich people.

Many environmental problems arise from
the production and consumption patterns of
non-poor people, particularly in rich countries.
Rich countries consume a lot of fossil fuels and
deplete many of the world’s fisheries, damaging
the global environment. They also use a lot of
tropical hardwoods and products from endan-
gered species.

To ensure the sustainability of Earth and its
resources, including the development prospects
of poor countries, these harmful production
and consumption patterns must change. En-
ergy systems will have to generate much lower
greenhouse gas emissions. Fisheries will have to
be managed based on ecological limits rather
than heavily subsidized free-for-alls. And in-
ternational rules of the game will have to miti-
gate the overconsumption that endangers
ecosystems and certain plants and animals. But
with smart policies and new technologies, the
costs of these changes can be quite low.

At the same time, many environmental prob-
lems stem from poverty—often contributing to
a downward spiral in which poverty exacer-
bates environmental degradation and environ-
mental degradation exacerbates poverty. In
poor rural areas, for example, there are close
links among high infant mortality, high fertility,
high population growth and extensive defor-
estation, as peasants fell tropical forests for fire-
wood and new farmland.

Given this chain of causation, policies that
reduce child mortality can help the environ-
ment by lowering population growth and re-
ducing demographic pressures on fragile
ecosystems. Other examples of poverty con-
tributing to environmental degradation abound.

Thus reducing poverty can play a pivotal role
in environmental protection. Worsening envi-
ronmental conditions—including depletion of
natural resources and degradation of ecosys-
tems and their services—hit poor people the
hardest. And when poor people degrade the
environment, it is often because they have been
denied their rights to natural resources by
wealthy elites. In many cases, for example, poor
people are forced onto marginal lands more
prone to degradation.!

Around the world, 900 million people live
in absolute poverty in rural areas, depending on
the consumption and sale of natural products
for much of their livelihoods. In Tanzania poor
people derive as much as half of their cash in-
comes from the sale of forest products such as
charcoal, honey, firewood and wild fruits.? The
least developed countries are the most depen-
dent on agriculture and natural resources. Yet
relying on primary products—agricultural and
forest products, minerals, fish—for export earn-
ings makes developing countries highly vul-
nerable to resource depletion and worsening
terms of trade.

The relationship between poverty and envi-
ronmental resources also has a strong gender
component. Poor women and girls are hurt dis-
proportionately by environmental degradation,
often because they are responsible for collecting
fuel, fodder and water. In many countries de-
forestation forces rural women and girls to walk
farther and spend more time and energy col-
lecting fuel wood. In Africa they spend up to
three hours a day just fetching water, expending
more than a third of their daily food intake.?

PUBLIC POLICIES TO ENSURE ENVIRONMENTAL SUSTAINABILITY

Goal 7: Ensure
environmental
sustainability

Target 9: Integrate the princi-
ples of sustainable development
into country policies and pro-
grammes and reverse the loss of
environmental resources

Target 10: Halve, by 2015, the
proportion of people without
sustainable access to safe drink-
ing water

Target 11: By 2020, to have
achieved a significant im-
provement in the lives of at
least 100 million slum dwellers
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BOX 6.1
How global climate change threatens

developing countries

Global climate change is expected to increase the
economic disparities between rich and poor coun-
tries, especially as temperatures increase. The esti-
mated damage for poor countries partly reflects
their weaker adaptive capacity. Hence climate
change is a major development issue.

Climate change could lead to large-scale, pos-
sibly irreversible changes in Earth systems, with
effects at the global and continental levels. Though
the likelihood and scope of these effects are not well
known, they will be significant and so must be re-
flected in policy-making. Potential effects include:
e Reduced crop yields in most tropical and sub-
tropical regions and increased variability in agri-
cultural productivity due to extreme weather
conditions (droughts and floods).

o Increased variability of precipitation during
Asian summer monsoons, which could reduce food
production and increase hunger.

e Reduced water availability in many water-scarce
regions, particularly subtropical regions. Increased
water availability in some water-scarce regions—
such as parts of South-East Asia.

e Increased destruction of coral reefs and coastal
ecosystems and changes in ocean-supported weather
patterns.

o Rising sea levels. With a 1 metre rise in sea level,
partly due to global warming, Egypt could see 12%
of its territory—home to 7 million people—disap-
pear. Rising seas threaten to make several small
island nations—such as the Maldives and Tuvalu—
uninhabitable, and to swamp vast areas of other
countries.

e Increased exposure to vector-borne diseases
(malaria, dengue fever) and water-borne diseases
(cholera).

Source: IPCC 2001a, b; UNDP 1998.

Poor people tend to suffer the most from air
and water pollution. They spend more of their
household incomes on energy, vet the services
they receive are often of low quality—such as
biomass fuels burned in inefficient, polluting
stoves, or kerosene lamps that cost more per unit
of illumination than lamps powered by an elec-
tricity grid.

Poor people are also the most vulnerable to
environmental shocks and stresses, including
floods, prolonged droughts and the emerging ef-
fects of global climate change (box 6.1). Moreover,
they are the least capable of coping with such
shocks and stresses. In dryland India biodiversity-

related products (such as wild fruits or honey)
usually account for about 20% of the incomes
of poor rural people. But during droughts they
account for more than 40% because cultivated
crops fail #

Ignoring environmental sustainability, even
if doing so leads to short-run economic gains,
can hurt poor people and undermine long-run
poverty reduction.” The strong links between
poverty and the environment call for a focus on
the needs of people whose livelihoods depend
on natural resources and environmental ser-
vices. In policy and practice, environmental
management should create income-generating
opportunities, strengthening people’s property
and user rights and fostering their participa-
tion in political decision-making.

The links between poverty and the environ-
ment also run in the other direction. Poor peo-
ple are often deprived of the means and rights to
invest in the sustainable use of environmental re-
sources through improved water treatment and
sanitation, cleaner energy technologies and so on.
Poor people also lack the money to invest in
substitutes for environmental services.

Ever-expanding consumption hurts the en-
vironment through polluting emissions and
wastes. Growing depletion and degradation of
renewable resources also undermine livelihoods.
Over the past 50 years carbon dioxide emis-
sions quadrupled, with much of the increase
occurring in rich countries. In 1999 per capita
carbon dioxide emissions in high-income OECD
countries exceeded 12 metric tonnes—com-
pared with 0.2 tonnes in the least developed
countries.

Because of their larger contributions to
global environmental degradation and their
greater financial and technological resources, rich
countries bear much of the responsibility for
addressing environmental concerns. Rich coun-
tries also need to help poor ones pursue
environmentally sustainable development.
Achieving the Millennium Development Goals
requires policies that stress the complementar-
ity between sustainable development and envi-
ronmental management and that minimize the
trade-offs. Indeed, ensuring environmental sus-
tainability is essential for achieving the other
Goals (table 6.1).
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ENVIRONMENTAL RESOURCES

Ecosystems and natural resources, fundamental
to so many productive activities, contribute much
to the global economy. In the late 1990s agri-
culture accounted for nearly a quarter of the
GDP of low-income countties.® Industrial wood
products contributed $400 billion to the global
economy in the early 1990s, and fisheries ac-
counted for $55 billion in exports in 2000.”

Scarce natural resources and ecosystem
stresses often force unwanted trade-offs on poor
communities. A community can get more food
by converting a forest to farmland, but in doing
so it may lose environmental services such as
timber, biodiversity, clean water, flood regulation
and drought control.

Foop

Human well-being depends on natural resources
and environmental services that help produce
food. People rely on soils to grow crops, grasslands
to raise livestock and freshwater and oceans to sup-
port fisheries. Underlying much of this produc-
tivity: genetic resources. Over centuries farmers
have generated crucial stocks of knowledge and
productivity by breeding livestock and selecting,
storing and propagating plant varieties. Diverse
genetic resources enable farmers to adapt to en-
vironmental change by creating new livestock
and plant varieties better suited to new conditions.
In periods of scarcity, wild biodiversity is also a
source of alternative food products.

WATER

Natural resource mismanagement and degrada-
tion threaten vital water services—undermining
economic growth, human well-being and envi-
ronmental resilience. About 1.7 billion people, a
third of the developing world’s population, live
in countries facing water stress (defined as coun-
tries that consume more than 20% of their re-
newable water supply each year). If current trends
persist, this number could increase to 5.0 billion
people by 2025 8 Limited access to water is weak-
ening the development prospects of many coun-
tries, and conflicts over water use and distribution
are a common cause of international disputes.

TABLE 6.1

Why reaching the environmental Goal is so important for

the other Goals

Goal

Links to the environment

1. Eradicate extreme poverty and hunger

2. Achieve universal primary education

3. Promote gender equality and
empower women

4. Reduce child mortality

5. Improve maternal health

6. Combat major diseases

8. Develop a global partnership
for development

Poor people’s livelihoods and food security
often depend on ecosystem goods and ser-
vices. Poor people tend to have insecure
rights to environmental resources and inad-
equate access to markets, decision-making
and environmental information—limiting
their capability to protect the environment
and improve their livelihoods and well-
being. Lack of access to energy services
also limits productive opportunities, espe-
cially in rural areas.

Time spent collecting water and fuel wood
reduces time available for schooling. In ad-
dition, the lack of energy, water and sani-
tation services in rural areas discourages
qualified teachers from working in poor
villages.

Women and girls are especially
burdened by water and fuel collec-
tion, reducing their time and opportu-
nities for education, literacy and
income-generating activities. \Women
often have unequal rights and insecure
access to land and other natural
resources, limiting their opportunities
and ability to access other productive
assets.

Diseases (such as diarrhoea) tied to un-
clean water and inadequate sanitation and
respiratory infections related to pollution
are among the leading killers of children
under five. Lack of fuel for boiling water
also contributes to preventable waterborne
diseases.

Inhaling polluted indoor air and carrying
heavy loads of water and fuel wood hurt
women'’s health and can make them less fit
to bear children, with greater risks of com-
plications during pregnancy. And lack of
energy for illumination and refrigeration, as
well as inadequate sanitation, undermine
health care, especially in rural areas.

Up to 20% of the disease burden in devel-
oping countries may be due to environ-
mental risk factors (as with malaria and
parasitic infections). Preventive measures to
reduce such hazards are as important as
treatment—and often more cost-effective.
New biodiversity-derived medicines hold
promise for fighting major diseases.

Many global environmental problems—
climate change, loss of species diversity,
depletion of global fisheries—can be solved
only through partnerships between rich
and poor countries. In addition, predatory
investments in natural resources can greatly
increase pressure to overexploit environ-
mental assets in poor countries.

Source: Based on UNDP; DFID; World Bank.

PUBLIC POLICIES TO ENSURE ENVIRONMENTAL SUSTAINABILITY

125



ENERGY

More than 2 billion people lack access to elec-
tricity and the services it provides, including
lighting, refrigeration, telecommunications and
mechanical power.” These services are essential
to delivering education and health care and to
creating productive employment opportunities.

In the poorest countries more than 80% of
energy comes from traditional sources such as
dung, crop residue and fuel wood.! Inefficient
stoves and heating technologies often force
local people to gather traditional fuels at a
rate that exceeds the natural regeneration of
these resources, degrading land. Cooking with
such fuels can produce extremely high levels
of health-damaging air pollutants, both in-
doors and out. Solutions to such problems
involve linking changes in energy consumption
patterns in rich countries to the use of low-
cost, low-emission technologies in developing
countries.

Transportation, the most energy-intensive
sector, is a key challenge for achieving sustain-
able energy use. Governments should provide
incentives for consumers and producers to
switch to more efficient vehicles and more sus-
tainable resource use. The price of petrol, much
of which is determined by taxes, can make a big
difference. Among OECD countries Canada
and the United States have some of the lowest
petrol prices—and, not surprisingly, the highest

FIGURE 6.1

Higher petrol consumption is associated with lower prices

in OECD countries, 2001
Retail price of petrol ($ per litre)

.90 .60 .30 0

Source: |EA and OECD 2003.
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per capita consumption. Austria and Japan have
among the highest petrol prices—and per capita
consumption one-quarter the US level and one-
third the Canadian level (figure 6.1). In India
petrol costs four times as much (at market ex-
change rates) as in the United States.

LIVELIHOODS

Natural resources and environmental services
are a direct source of livelihood for many peo-
ple—especially poor people in rural areas, who
are the most severely affected when the envi-
ronment is degraded or access to environmen-
tal assets is limited or denied. By maintaining the
environment’s health and productivity, natural
resources and environmental services maintain
livelihood options and potential for diversifi-
cation. Variety is essential because poor people
need to be able to diversify their use of natural
resources and environmental services as con-
ditions change.!!

PoLicYy RESPONSES

Policy interventions to address natural resource
scarcity for the world’s poor people—and to re-
verse environmental damage from overcon-
sumption in rich countries—must take into
account the diversity of the natural environ-
ment, the many and varying causes of environ-
mental degradation and the complex links
between poverty and the environment. Inter-
ventions should also draw on past efforts to im-
prove environmental management:

e Environmental management cannot be
treated separately from other development
concerns. To achieve significant, lasting results,
it must be integrated with efforts to reduce
poverty and achieve sustainable development.
Improving environmental management in ways
that benefit poor people requires policy and in-
stitutional changes that cut across sectors and
lie mostly outside the control of environmen-
tal institutions—including changes in gover-
nance, domestic economic and social policies
and international and rich country policies.!?
e Successful environmental policies must see
poor people not as part of the problem but as
part of the solution (boxes 6.2 and 6.3).
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e Environmental problems must be actively
managed as part of the growth process. Envi-
ronmental improvements cannot be deferred
until rising incomes make more resources avail-
able for environmental protection.

Six policy principles should guide environ-
mental policies:
e Strengthening institutions and governance.
e Making environmental sustainability part
of all sector policies.
e Improving markets and removing environ-
mentally damaging subsidies.
e Bolstering international mechanisms for
environmental management.
¢ Investing in science and technology for the
environment.
e Increasing efforts to conserve critical
ecosystems.

STRENGTHENING INSTITUTIONS AND
GOVERNANCE

Many environmental problems are grounded
in institutional failures and poor governance.
Three institutional failures are especially im-
portant for environmental management: inad-
equate property and user rights, insufficient
information and opportunities for local stake-
holders to participate in decision-making and
weak monitoring and enforcement of environ-
mental standards (box 6.4).

At the international level institutional and
governance problems are evident in struggles to
develop fair, effective systems to manage global
resources such as oceans and the climate. At the
national level weak property and user rights are
a common cause of environmental problems
such as deforestation, overgrazing and over-
fishing. Managing open access to a common
resource is difficult because the decisions of in-
dividuals and companies are based on private
costs and benefits—and so can reduce envi-
ronmental and community well-being.

To respond, local people must have the
power to manage the environmental systems on
which their livelihoods depend. How? Partly by
clarifying overall property and user rights to
common resources, which may require reform-
ing policies and institutions that control access
to land and natural resources. And partly by

BOX 6.2
Improving the lives of slum dwellers

An estimated one-third of the developing world’s urban population lives in slums. They
contend with overcrowding, substandard housing and poor access to safe water and
sanitation—resulting in high rates of disease and infant mortality.

Rapid urban growth suggests that the problems of slum dwellers will worsen in cities
already vulnerable. The United Nations projects that between 2000 and 2010, 85% of the
growth in the world’s population will occur in urban areas—almost entirely in Africa, Asia
and Latin America. In 2001 more than 70% of the urban populations in the least devel-
oped countries and Sub-Saharan Africa lived in slums. Without substantial interventions,
this figure will increase.

Millennium Development Goal 7 calls for significant improvements in the lives of at
least 100 million slum dwellers by 2020. Traditionally, donors have been less focused on
the needs of urban residents. But with growing pressure to manage rapid urban growth,
that is beginning to change.

Though cities are often associated with environmental destruction, their high popula-
tion densities offer opportunities to build crucial infrastructure—such as sanitation, trans-
port and health care services—at lower costs per capita than in rural areas. Urban environments
can also offer better prospects for making governments more responsive and accountable to
people’s needs. The success of slum dweller associations around the world—such as in
Mumbai, India, and Nairobi, Kenya—suggests that higher population densities and closer
proximity to decision-makers enable poor urban residents to make their voices heard.

Total, urban and slum populations worldwide, mid-2001

Total Urban Urban slum Urban slum
population population  population population
Region (billions of people) (percent) (percent) (thousands of people)
World 6.1 47.7 31.6 923,986
Rich regions 1.2 75.5 6.0 54,068
Developing regions 4.9 40.9 43.0 869,918
North Africa 0.2 52.0 28.2 21,355
Sub-Saharan Africa 0.7 34.6 71.9 166,208
Latin America and
the Caribbean 0.5 75.8 31.9 127,567
East Asia and Oceania 1.4 39.0 36.3 194,323
South-Central Asia 1.5 30.0 58.0 262,354
South-East Asia 0.5 383 28.0 56,781
West Asia 0.2 64.9 33.1 41,331
Central and Eastern
Europe and CIS 0.4 62.9 9.6 24,831

Estimates from African Population and Health Research Center, in collaboration with UN HABITAT.
Source: UN-HABITAT 2002; UN 2002i.

strengthening women’s property rights, because
women tend to be more dependent on environ-
mental resources for their livelihoods.
Decentralization can improve environmental
governance (see chapter 7). But it should be ac-
companied by efforts that build community ca-
pacity to manage environmental resources and
influence planning and policy-making. Re-
specting the rights of marginal and indigenous
groups, who often rely on natural resources for
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BOX 6.3

Involving local residents in conservation in Guanacaste, Costa Rica

Since its inception in 1985, Costa Rica’s Area
de Conservacion Guanacaste (ACG) has ex-
emplified a new model of conservation—
one featuring decentralized decision-making,
a commitment to making wild land a pro-
ductive asset and a focus on making conser-
vation economically sustainable. Designated
as a World Heritage site by the United Na-
tions Educational, Scientific and Cultural
Organization, the ACG encompasses 2% of
Costa Rica’s national territory and is home to
more than 235,000 species—65% of the coun-
try’s biodiversity.

Through a local council, civil society is
involved in decision-making on the area,
which is one of the region’s largest em-
ployers and hires only native Costa Ricans.
More than $45 million has been invested in

Source: Janzen 2000, pp. 122-32; UNDP 2001a.

the area’s development, and its annual bud-
get of $1.5 million is spent directly in the area
and neighbouring towns. Local businesses
benefit from the influx of visitors. In addi-
tion, the ACG serves as a springboard for
applied research being conducted by the
National Institute for Biodiversity: forest
restoration will increase the habitat available
to search for profitable natural chemicals.
Other environmental services provided by
the ACG include eco-tourism, water gen-
eration and carbon storage.

The main lesson of Guanacaste is that
protected areas must be managed entirely at
the local level, with resources suitable for
their sustainability. The ACG manages and
develops 2% of the country at almost no
cost to Costa Rican taxpayers.

BOX 6.4

Promoting equity and the environment—a creative
fiscal example from Brazil

In 1992 most Brazilian states adopted an
ecological value added tax (Imposto sobre
Circulacao de Mercadorias e Servicos, or
ICMS-E). A levy on goods, services, energy
and communications, the tax is the largest
source of revenue in Brazil. One-quarter of
the revenue goes to municipalities, with al-
locations to individual municipalities based
on various indicators of environmental per-
formance. The states of Parand and Minas
Gerais, for example, distribute revenue based
on the proportion of protected areas in each
municipality, weighted by a conservation
factor related to protection of each area.

Source: May and others 2002.

The ICMS-E was intended to com-
pensate municipalities with large conserva-
tion areas for the resulting loss of revenue.
Revenue from the tax is often used to main-
tain parks and reserves, including tool pur-
chases and employee salaries.

In some states the tax appears to have
significantly increased the number and
size of protected areas. In Parand conser-
vation areas grew by more than 1 million
hectares between 1991 and 2000—a 165%
increase. During 1995-2000 Minas Gerais
also added more than 1 million hectares—
a 62% increase.
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much of their incomes, is particularly important.
In many developing countries natural re-
sources are plundered by corruption, benefiting
powerful elites at the expense of poor people
who depend on such resources. Countering cor-
ruption requires strengthening governance, with
better enforcement, stiffer penalties and increased
community involvement. In several countries cit-
izens are assessing how well governments provide
access to environmental decision-making and
regularly monitoring environmental governance.
Both efforts will likely spur further progress.”

MAKING ENVIRONMENTAL SUSTAINABILITY
PART OF ALL SECTOR POLICIES

Most sector policies affect the environment,
but too often environmental considerations do
not inform policy-making. More scientific ad-
vice can ensure that understanding of the nat-
ural world feeds into the political process at all
levels. Economic analysis, incorporating valua-
tions of environmental assets, should also inform
policy-making in all sectors.

Sector policies with significant effects on
the environment should be subject to rigorous
environmental impact assessments. In addition,
Poverty Reduction Strategy Papers—as well as
national development and sector strategies—
should explicitly address environmental pro-
tection and management. National governments,
multilateral organizations and bilateral aid agen-
cies need to systematically incorporate envi-
ronmental impact assessments into their policies
and programmes.

Social policies related to the Millennium
Development Goals also affect environmental
quality (see chapter 4). Investments in human
development, particularly in education for
women and girls, offer numerous environmen-
tal benefits, including reduced population pres-
sure. So, environmental policies need to address
the gender dimensions of the links between
poverty and the environment, integrating them
into the formulation, implementation and mon-
itoring of Poverty Reduction Strategies and re-
lated policy reforms.

National frameworks, such as strategies for
sustainable development, should guide policies
for natural resource management in light of a
country’s specific resources and concerns. Many
national environmental action plans fail to ad-
dress their effects on other sectors and on the
needs of poor people. To improve environ-
mental policy-making, such plans should ex-
plicitly address these concerns—as well as their
contributions towards reaching the Goals.

IMPROVING MARKETS AND REMOVING
ENVIRONMENTALLY DAMAGING SUBSIDIES

The normal operations of markets drive apart
private gains and social costs because productive
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activities often generate private benefits for eco-
nomic agents but impose costs on society. Thus
regulation or corrective taxation may be re-
quired to align private and public incentives
with the need for environmental protection.

Especially harmful are government policies,
such as direct or hidden subsidies, that send the
wrong signals by pricing environmental re-
sources inappropriately. Reducing environ-
mentally damaging subsidies is often far more
cost-effective than directly regulating economic
activity. Reflecting environmental costs in mar-
ket prices—through pollution charges and other
market-based policies—also promotes envi-
ronmentally sound practices and sustainable
use of natural resources.

Prices for irrigation water are an important
example. Even though water is becoming more
scarce in many countries, it tends to be provided
to users almost free of charge. That approach
promotes waste, increases soil waterlogging and
salinization and discourages farmers from in-
vesting in water conservation. Other environ-
mentally damaging policies include subsidies
that promote large-scale commercial fishing
and forestry and excessive use of agricultural
chemicals such as fertilizers and pesticides
(boxes 6.5 and 6.6).

Topping the list of damaging subsidies,
however, are those for fossil fuel consumption.
Worldwide, their value exceeds all foreign aid
from all sources.' There is growing consensus
that energy subsidies should focus on expand-
ing access to technology, developing and dis-
seminating cleaner fuels and increasing end use
efficiency—not promoting consumption. As
some European countries show, pricing fossil
fuels appropriately can provide a powerful in-
centive for increasing the use of renewable en-
ergy. The lower unit costs of renewable energy
technologies benefit both rich countries and
developing countries considering their adoption.

Policy interventions should also account
for the impact of economic activities on envi-
ronmental assets. National income accounts
(such as GDP) should differentiate between in-
come from sustainable use of natural resources
(sustainable agriculture and forestry) and from
activities that reduce stocks of natural capital (ex-
tracting minerals or oil). These accounts should

PUBLIC POLICIES TO ENSURE ENVIRONMENTAL SUSTAINABILITY

BOX 6.5

Global fisheries—getting sunk by subsidies

Around the world, fish stocks are being de-
pleted because of unrestricted, highly ad-
vanced fish harvesting. Overfishing occurs in
Asia, parts of Africa and Latin America and
many small island countries—with overfish-
ing by local residents often aggravated by
fishing fleets from rich countries. According
to the United Nations Food and Agriculture
Organization, more than a quarter of the
world’s fisheries are overexploited or depleted.

Global subsidies for fishing are con-
servatively estimated at $10-15 billion a
year—about a quarter of the annual $56
billion trade in fish. These loans, tax incen-
tives and direct payments often support dis-
tant fleets that are too large given available

fish stocks. The United States provides about
$400,000 a boat to help its fishers catch
tuna in the South Pacific. In 1996 the Eu-
ropean Union spent $252 million—a third
of its budget for fisheries—on access agree-
ments for its fleets to fish in distant waters.
The European Union also continues to
spend more on harmful subsidies—such as
to build new boats or modernize old ones
(1.2 billion euros in 2000-06 from EU and
national budgets)—than on efforts to re-
duce fishing (1.1 billion euros). According
to the World Bank, only 5% of fishing sub-
sidies have a positive environmental aim.
Most reduce fish stocks and hurt marine
ecosystems.

Source: Institute for European Environmental Policy 2002; WWF 1998; IFPRI 2001; Milazzo 1998.

BOX 6.6

Felling forests—with subsidies

In 1998 the Group of Eight (Canada,
France, Germany, Italy, Japan, the Russian
Federation, the United Kingdom, the
United States) committed to protecting the
world’s forests. But some G-8 members
continue to subsidize forest industries—
undermining forest protection and accel-
erating forest loss.

Among the most pervasive subsidies
are low charges for logging companies cut-
ting old-growth wood on public lands, tax
write-offs for logging companies, govern-
ment construction of logging roads at no cost
to the companies that will use them and di-
rect grants to logging companies for, say,
planning costs. Canada, Japan and the
United States are the leading G-8 subsidiz-
ers. Among European members, France
stands out as the only government with di-
rect investments in logging companies.

Source: Sizer 2000; Myers and Kent 1998.

Canada’s subsidies total $2.0-2.7 billion
ayear. Japan subsidizes sawmills that process
logs imported from old-growth forests in
Canada, Siberia and elsewhere, and its export
promotion agencies support programmes that
destroy old-growth forests and hurt tradi-
tional communities in Australia, Indonesia
and elsewhere. In the United States timber sale
programmes in national forests cost taxpay-
ers more than $2 billion in 1992-97. France
is building roads and making related logging
investments in environmentally sensitive areas
of Central Africa. Numerous studies have
shown that such road building does serious
harm to the region’s primary tropical forests.
The Russian Federation’s forests are beset by
massive illegal logging. Not collecting taxes
and fees from such operations is a type of
subsidy, offset somewhat by the high risks of
doing business in the country.

also include the effects of economic activities on
environmental quality and productivity, such as

soil and water degradation.

Such “green” accounts place environmen-

tal problems in a framework that economic
ministries understand. They also encourage
decision-makers in finance, planning and sector
ministries to pay more attention to environ-
mental degradation. When the costs of envi-
ronmental degradation and natural resource

129



depletion are accounted for, Sub-Saharan
Africa’s net savings rate goes from positive to
negative in most years between 1976 and 2000.

BOLSTERING INTERNATIONAL MECHANISMS
FOR ENVIRONMENTAL MANAGEMENT

Environmental degradation rarely stops at
national borders, yet many environmental
policies and institutions do. International
watersheds, fisheries, pollution and climate
change pose environmental policy challenges
that must be addressed by countries working
together—Dbecause the actions of one country
affect the welfare of others. Compounding
the problem are the unequally distributed
benefits of environmental services and the
costs of managing them within and between
countries.

BOX 6.7

Policy responses to climate change

Scientific evidence strongly supports im-
mediate action to curb the greenhouse gas
emissions that cause global warming. The
1997 Kyoto Protocol places most of this
burden on rich countries—because while
they contain only 16% of the world’s
population, they generate 51% of such
emissions.

The protocol calls on rich countries to
reduce carbon dioxide emissions by at least
5% of 1990 levels by 2008-12. Supporters
of the protocol see this as an important step
towards mitigating climate change. Oppo-
nents castigate it for unnecessarily high im-
plementation costs—due to restrictions on
emissions trading—and for a lack of emis-
sion limits for poor countries. Another crit-
icism is that, even if fully implemented, the
protocol would reduce the average global
temperature by less than 0.15 degrees Cel-
sius by 2100.

The United States, which produces 25%
of global greenhouse gas emissions, has re-
fused to ratify the protocol. Without US
participation, no international agreement
on climate change is likely to significantly re-
duce the threat of global warming. But in-
ternational cooperation is required to
provide incentives for the private sector,
consumers and governments to reduce
greenhouse gas emissions.

To increase acceptance of the protocol,
more attention should be paid to minimiz-
ing the costs of combating climate change.
Tt will also be important to build on the
Clean Development Mechanism, which per-
mits reductions in carbon emissions through
innovative international trading systems.

In addition, there is scope for long-

term reductions in greenhouse gas emis-
sions in rich and poor countries beyond the
terms of the Kyoto Protocol:
¢ Developing clean energy technologies—
solar or wind energy, fuel cells, hydropower,
geothermal energy—that release little or no
carbon dioxide. Making these technologies
cost-competitive with fossil fuels will re-
quire increasing public investment in re-
search and development and removing fossil
fuel subsidies.
¢ Developing safe, economical carbon se-
questration technologies that prevent the
release of carbon dioxide into the atmos-
phere. Promising examples include natural
carbon sinks such as forests, sequestration
in deep seas and mines and chemical fixa-
tion of carbon dioxide as thermodynamically
stable metal carbonates.
e Increasing energy efficiency through
more efficient vehicles, appliances, lighting
and industrial motors, and through reduced
electricity transmission losses.

Source: UN 1997; Nordhaus and Boyer 1999, pp. 93-130; World Bank 2003i; Baumert and others 2002.
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Several international environmental agree-
ments have drawn attention to the need to man-
age the global environment. But implementation
of these agreements could be improved. Greater
emphasis should be placed on the needs of poor
people, particularly in reaching the Goals. And
more needs to be done to build developing coun-
tries’ capacity to implement these agreements
and integrate them with national policy-making,

New institutional arrangements may be
needed to coordinate national policies in re-
sponse to regional and global environmental
challenges. Stronger cooperation is needed for
regional environmental management. The coun-
tries along the Rhine river show how costs and
benefits can be shared in managing an interna-
tional watershed.

Intergovernmental processes tend to be dif-
ficult to organize and slow to execute, but they
are the only realistic way to address cross-border
pollution and ecosystem degradation. Interna-
tional agreements should share burdens equi-
tably and ensure that the benefits of better
environmental management accrue to the
local people who bear the direct costs and lost
opportunities of environmental resource
protection. The Montreal Protocol—the
international agreement to protect the ozone
layer—has been a resounding success of global
environmental policy. But its implementation
was facilitated by cost-effective alternatives to
ozone-depleting substances, limiting the need for
extensive benefit- and cost-sharing between
rich and poor countries.

Although rich countries produce most of the
emissions that lead to global warming, the effects
are felt all over the world. Meanwhile, progress
on curbing these emissions has been mixed
(box 6.7).

INVESTING IN SCIENCE AND TECHNOLOGY
FOR THE ENVIRONMENT

Available technologies can go a long way towards
addressing complex environmental challenges
cost-effectively. Needed are ways to provide
these technologies to people who need them
most. In poor countries this will often require
significantly strengthening institutional capac-
ities for technological cooperation.
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Improving technologies for environmental
problems will require dramatically reorienting
research and development policies. In rich coun-
tries public investment in energy research and
development—including for renewable en-
ergy—has dropped precipitously over the past
two decades.” Given the need to address climate
change, increased investment is essential to ex-
pand markets for renewable energy technologies
and lower unit costs, benefiting rich countries
and enabling poor countries to adopt the same
solutions.

Scientific understanding of the natural world
is substantial, but a remarkable amount remains
unknown. No mechanism exists to track major
ecosystems and their continued ability to pro-
duce needed goods and services. A Life Ob-
servatory should be established to systematically
monitor major ecosystems such as coastal habi-
tats, major watersheds and wetlands. Such an ob-
servatory would complement current efforts,
including the Global Terrestrial Observing Sys-
tem, the Global Climate Observing System and
the Global Ocean Observing System.

The Life Observatory should build on the
Millennium Ecosystem Assessment, a four-year
effort involving 1,500 scientists compiling the
best available knowledge on the world’s ecosys-
tems and the services they provide. The Life Ob-
servatory would ensure that these analyses are
continuously updated to map the long-term
effects of human activities on specific ecosystems.

To devise responses, policy-makers require
reliable scientific forecasts of human-induced en-
vironmental change. Environmental indicators

that accurately track the environment should be
developed and integrated with national policy-
making. Long-term planning should factor in
projected changes in climate and changes to
specific ecosystems to assess how these trends
will affect development progress and needs.

INCREASING EFFORTS TO CONSERVE
CRITICAL ECOSYSTEMS

Creating protected areas is often the best way
to conserve species diversity and critical ecosys-
tems. More than 60% of terrestrial species are
found in 25 ecoregions on just over 1% of Earth’s
land surface. These biodiversity hotspots face ex-
treme threats that have already caused a 70% loss
of their original vegetation.'

The best hope for conserving biodiversity
and critical ecosystems is for the world’s
governments, scientists and other key stake-
holders to set priorities and cooperate on com-
mon goals. Conservation efforts are most
effective when constructed by experts from a
wide array of disciplines, in consultation with
local residents.

Well-managed protected areas can generate
significant revenues through tourism and in-
novative financial mechanisms, such as pay-
ments for ecosystem services. Local people,
particularly poor people, should be seen as part
of the solution—not part of the problem. Peo-
ple whose livelihoods depend on protected
areas must benefit from them and have a stake
in their continued success. Otherwise such ef-
forts will not be sustainable.

PUBLIC POLICIES TO ENSURE ENVIRONMENTAL SUSTAINABILITY

Available technologies
can go a long way
towards addressing
complex environmental

challenges cost-effectively

131






CHAPTER 7

m Mobilizing grass-roots support for the Goals

Men and women have the right to live their
lives and raise their children in dignity, free
from hunger and from the fear of violence, op-
pression or injustice. Democratic and partic-
ipatory governance based on the will of the
people best assures these rights.

—UN Millennium Declaration, p. 2

Implementing the policies and interventions
required to meet the Millennium Development
Goals requires the commitment of political
leaders. But it also requires sustained political
pressure, broad popular support and mecha-
nisms for delivering services effectively. An
open democratic state that guarantees civil and
political freedoms is essential for such popular
mobilization and participatory civic engage-
ment, so that poor people can pressure their
leaders to deliver on their commitments to the
Goals.

Upon his inauguration as president, Brazil’s
Luiz Inacio “Lula” da Silva vowed to eradicate
hunger by 2005 through his Fome Zero (Zero
Hunger) programme.! This kind of political
momentum, support and mobilization is criti-
cal for the Goals, and the Brazilian initiative will
go a long way beyond halving the country’s
proportion of hungry people (Goal 1). Such
mobilization around the Goals should be en-
couraged and sustained. Political leaders must
be able to use the Goals to structure their po-
litical platforms and campaign manifestos, and
electorates must be able to judge leaders’ per-
formance based on progress towards the Goals.

Such efforts are already under way in many
countries:

e In Cambodia and Niger political leaders have
articulated political platforms and policy agendas
integrating several Goal-related concerns.

e Chile is promoting public debate on the
Goals and making them a major part of parlia-
mentary discussions.

e Paraguay has a tradition of community in-
volvement in setting development priorities, in-
cluding training community leaders.

e Albania has a strategy to follow up its report
on the Goals, including a regional advocacy
tour and a plan to establish a forum for civil so-
clety organizations.

® Poland has a project to integrate poverty re-
duction and environmental protection efforts
with its national strategy for achieving the Goals.
e Kenya is promoting partnerships with civil
society organizations on the Goals. The Goals
will also be part of a national meeting of stake-
holders in Kenya’s Poverty Reduction Strategy
Paper (PRSP) process.

e Zambia’s 2002 national human develop-
ment report focuses on poverty and hunger,
bringing these concerns into public and policy
debates.?

The risk is that the Millennium Development
Goals will be undermined by entrenched groups
that resist policies reallocating resources to the
poorest, most marginal members of society. It
is more the rule than the exception that more
schools and health clinics are built in urban
areas than in poor rural villages, and that poor
communities often pay more for water than
rich ones (see chapter 4).

It is also often the case that pro-poor pri-
orities—such as basic health and education—
receive little political attention. The more
unequal a society, the less likely it is to gener-
ate sustained political support for the Goals,
because political power is usually concentrated
and overlaps with economic wealth and social
dominance. In unequal societies, elite-domi-
nated progress towards the Goals is also less
likely to benefit the poorest people. More-
over, overall national progress may still mean
that large sections of the population are being
left behind, as in Brazil, China, India and else-
where (see chapter 2).

MOBILIZING GRASS-ROOTS SUPPORT FOR THE GOALS
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Whether the Goals
succeed partly depends
on the local political
environment—on
whether there are
avenues for citizens to
participate in decision-
making through formal
democratic structures or
through direct collective

mobilization and action
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Reversing such inequities requires political
pressure, with people making demands on de-
cision-makers. But even if resources are reallo-
cated and political pressure succeeds, a further
risk is that mechanisms for effective implemen-
tation will not be created. Basic public services
closest to the needs of the poorest people—
health clinics, schools, hand pumps, standpipes
or wells—are usually managed by bureaucrats and
government employees who report to their su-
periors within the vertical hierarchy of line min-
istries. Such bureaucrats and government
employees rarely feel a strong sense of account-
ability or belonging to the communities or neigh-
bourhoods they administer. If they were instead
held accountable to locally elected municipal
bodies, services would likely be delivered more
effectively. Effective, accountable responses are
encouraged by local incentives—and censure.

The Millennium Development Goals are
national political commitments with the po-
tential to provide ordinary people with a pow-
erful tool for holding their leaders accountable
for results. The Goals are exciting because they
articulate the dreams of ordinary people: to
have a school nearby with teachers who show up
for work and with books and pens for students.
To have at least a hand pump that provides safe
water and that women and children can walk to
easily. To have a local health clinic supplied
with drugs and staffed by a doctor and nurse.

But realizing the potential of the Goals re-
quires that poor people organize and take col-
lective action. This is not simple. Poor people
tend to be less organized, less capable of artic-
ulating their concern politically, less able to
gain access to public services and legal protec-
tion, less connected to influential people and
most vulnerable to economic shocks.

Whether the Goals succeed partly depends
on the local political environment—on whether
there are avenues for citizens to participate in de-
cision-making through formal democratic struc-
tures or through direct collective mobilization and
action (box 7.1). The political processes that
matter most to poor people are at the local level,
because that is where they have the best chance
of holding governments accountable.

The major political reforms of recent decades
have made such outcomes more feasible. The

1980s and 1990s saw a huge increase in the global
spread of democracy. Some 81 countries—29
in Sub-Saharan Africa, 23 in Europe, 14 in Latin
America, 10 in Asia and 5 in the Arab States—
took steps towards democratization.’ As part of
these political changes there have been moves to-
wards decentralization and an emergence of new
social movements, giving citizens new ways to take
collective action. This chapter examines these two
political developments to draw lessons for po-
litical reforms and social actions that can provide
the political momentum needed to achieve the
Millennium Development Goals.

DECENTRALIZATION —ITS RISE, ITS ROLE,
ITS REQUIREMENTS

In recent years a wide variety of countries—
transition and developing, solvent and insol-
vent, authoritarian and democratic, with
governments of the left, right and centre—have
pursued decentralization. Since the early 1980s
such reforms have been introduced in regimes
ranging from monarchies to military juntas to sin-
gle-party systems to multiparty democracies.

Decentralization involves a central govern-
ment transferring to local entities some of its po-
litical authority and, crucially, some of its
resources and administrative responsibilities.
These local entities then provide some basic
public services and functions. Multipurpose
local councils have been created for this purpose
in more than 60 countries.* And in Latin Amer-
ica, except in a few small countries, nearly all leg-
islative and executive authorities are now elected
in 13,000 units of local government.’

It is widely believed that decentralization in-
creases popular participation in decision-mak-
ing because it brings government closer to
people—making it more accessible and more
knowledgeable about local conditions and so
more responsive to people’s demands. But does
evidence support this idea? More important,
does decentralizing authority and resources help
advance the pro-poor agenda?

THE CASE FOR DECENTRALIZATION

Where decentralization has worked (and this is
no mean feat)—as in parts of Botswana, Brazil,
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BOX 7.1

Madhya Pradesh and Rajasthan—two of India’s poor-
est states, with the country’s worst social indicators—
have transformed schooling for poor people. How?

In 1994 Madhya Pradesh became the first state
in India to implement the newly resurrected local
governance system—panchayati raj institutions. The
panchayat leadership, along with the state government,
made universal primary education a priority. Between
1991 and 2001 Madhya Pradesh increased its literacy
rate by 20 percentage points, from 44% to 64%. Sim-
ilarly, literacy rates in Rajasthan rose by 22 percent-
age points, from 39% to 61%. Clearly, both
governments were doing some things right.

Rajasthan’s success in increasing literacy was dri-
ven by the 1987 Shiksha Karmi project and 1992 Lok
Jumbish project. These projects initiated state-wide
processes that created village education councils rep-
resenting every part of each village, including women
and most castes. The councils made decisions about
setting up local schools, monitoring teacher and stu-
dent performance and raising funds for them.

In Madhya Pradesh participatory surveys under
the Lok Sampark Abhiyan (Public Interaction Cam-
paign) at the village and panchayat levels found that
dropout rates were not especially high, contrary to
what teachers had reported. Instead, initial enrol-
ments were low. Low enrolments were caused by sev-
eral factors—not least the problem of access to schools.

The policy response was to introduce an Educa-
tion Guarantee Scheme for primary schooling in all
hamlets—not just all villages. Under this scheme, if
the parents of 40 children in a locality (25 in a tribal
area) seek a school for their children, the state gov-

Madhya Pradesh and Rajasthan—education policies that deliver results

Source: Mehrotra and Delamonica forthcoming, Institute of Development Studies 2003.

ernment must provide, within 90 days, a lower-paid
teacher’s salary for that purpose. The village pan-
chayat can appoint the teacher from within the com-
munity. It must also make arrangements for spaces
where teachers can hold classes.

In the 50 years since independence, 80,000
schools had opened in Madhya Pradesh as part of the
regular government primary school system—while
within three years of the scheme’s announcement in
January 1997, 30,000 new schools were created. Of
particular importance is that the scheme dramatically
increased enrolments of tribal children—who had
among the lowest enrolment rates among vulnerable
groups. The scheme also led to a larger than propor-
tionate increase in girls’ enrolment.

The Education Guarantee Scheme offers lessons
for similar situations around the world. Community de-
mand for schools triggered government action. And
while state governments pay and train the teachers,
communities recommend them from among local peo-
ple and provide the teaching spaces. The scheme’s suc-
cess shows that even with severe resource constraints,
policy changes and innovative participatory and ac-
countable processes can deliver pro-poor outcomes.

The scheme was so successful that it inspired a
national campaign for universal primary education. But
the national plan overlooked one crucial factor: the
90-day deadline for providing teacher salaries. This
change in project design removed the imperative for
the government to deliver within a specified period—
and predictably, the national plan has stalled. Repli-
cating project design therefore requires the successful
integration of all elements of its success.

Colombia, Jordan, South Africa and many states
in India (Karnataka, Kerala, Madhya Pradesh,
Rajasthan, West Bengal)—impressive achieve-
ments have been made, including:

o Faster responses to local needs. Local
authorities tend to act more in line with local
preferences and conditions, and no longer
have to wait for permission from higher lev-
els before acting. Decentralization also pro-
vides opportunities for women to participate
at the local level, enabling a more gender-sen-
sitive approach to policy formulation and im-
plementation. Moreover, government health
programmes become more widely used be-
cause local councillors are better able than
bureaucrats to explain the rationale for them
in terms that local people can understand—
contributing significantly to the success of

the health-related Millennium Development
Goals.

®  More accountability and transparency,
and less corruption. Because decentralization
tends to enhance transparency, the amount of
money corruptly diverted from development
programmes often declines in countries that
pursue it. A recent study of 55 countries found
that decentralization of government spending is
closely associated with lower corruption among
bureaucrats and reduced rent seeking by private
parties—leaving more money to spend on basic
services for poor people.®

o Improved delivery of basic services. De-
centralization often reduces absenteeism among
government employees in local schools and
health clinics because elected local officials re-
ceive complaints from their constituents and
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Decentralization provides
bureaucrats with early
warnings of potential
disasters—disease
outbreaks, floods,
droughts—and allows
empowered local
authorities to take swift

remedial action
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can impose discipline. Thus reduced absen-
teeism enhances basic services at no extra cost—
and is crucial to achieving the Goals for health
and education.” Increased accountability also en-
courages local people to monitor programme im-
plementation and to protest when government
employees perform badly.

o Better information flows. Decentraliza-
tion provides bureaucrats with early warnings
of potential disasters—disease outbreaks, floods,
droughts—and allows empowered local au-
thorities to take swift remedial action.

®  More sustainable projects. Decentralization
makes development projects more sustainable
because local people are more likely to be in-
volved in their design, execution and monitoring
(see chapter 4).8 In addition, participatory bud-
geting and accounting enhance efficiency and
transparency and make projects more gender-
responsive.

o Stronger means for resolving conflict. Em-
powering regions and localities helps promote na-
tional unity and resolve conflicts, as in Ethiopia
and Rwanda. In Namibia and South Africa de-
centralization was undertaken to redress in-
equalities among regions.’ Reallocating resources
ensured a more equitable distribution of na-
tional funds to regions previously neglected by
dominant groups at the centre. It also enabled de-
bate and renegotiation on the allocation of na-
tional resources—a source of long-standing
conflicts between regions and ethnic groups.

* [ncreased energy and motivation among
local stakebolders. Decentralization encour-
ages local people to find solutions to their every-
day problems—yielding innovative ideas and
reducing the workload in centralized, hierar-
chical systems. !

®  Expanded opportunities for political rep-
resentation. Decentralization provides people
with a much stronger voice in public policy de-
cisions that affect their lives. In particular, it has
increased representation among women (as in
India, where one-third of council seats are reserved
for women at the panchayat, or local, level!)
and among previously marginalized ethnic groups
(such as the Quechua and Aymara communities
in Bolivia, the Kalingas and Gaddangs commu-
nities in the Philippines and rural ethnic groups
like the Songhai and Dogon in Mali).'?

Decentralization can make a particularly
big difference in the provision of social services.
It facilitates community participation in decision-
making and can help resolve issues related to
sharing the costs of service delivery. For exam-
ple, in many cases where governments have
been unable to provide schools, communities
have pooled resources and labour to build them,
with teacher salaries usually paid by the state (see
chapter 5). Similarly, the Bamako Initiative has
ensured the supply of essential drugs to remote
rural communities in Mali and helped identify
poor community members who cannot cover
certain costs.

Decentralized entities are more efficient
at delivering services than top-down sectoral
ministries because local planning and partici-
pation ensure stronger links between inter-
ventions in health, education, water and
sanitation and other services (see chapter 4).
Local crises receive faster responses—espe-
cially because of the improved communica-
tions that decentralized systems facilitate. For
example, in the Dhar district of Madhya
Pradesh, India, a rural community intranet
project, Gyandoot, started in January 2000,
enabling prompt responses to an early e-mail
warning and so preventing an outbreak of a cat-
tle epidemic.”

Decentralization also improves imple-
mentation and monitoring of service deliv-
ery—and expedites responses to bad
performance. Around the world, increased
transparency and improved scrutiny have re-
duced both the level of corruption and the
scale of embezzlement. Political power is no
longer concentrated solely in the hands of na-
tional elites. As a result state employees—
whether local elected representatives, civil
servants or service personnel such as nurses,
teachers and water engineers—are held ac-
countable not just to the most powerful seg-
ments of society but also to the poorest citizens
(box 7.2). Such a setup is critical when plan-
ning policy interventions for the Goals.

Many experiments with decentralization
are under way. And while their full impact is still
being assessed, early indications are promis-
ing.'* The creation of locally elected authorities
with jurisdiction over social services ensures
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BOX 7.2

Tn 1987 the newly elected state government of Ceara,
Brazil, facing falling federal transfers and payroll
commitments absorbing 87% of state receipts, un-
dertook several innovative measures. It tried to over-
come problems in service delivery by forming
alliances with local workers and communities. The
initiatives put pressure on local municipalities—
from above and below—to improve their perfor-
mance in areas such as public health, agricultural
extension, drought relief and infrastructure con-
struction (such as schools).

Having reduced payroll commitments to 45% in
1991, the government initiated programmes for pre-
ventive health and for public procurement from in-
formal producers, as well as a large emergency
employment generation scheme for workers laid off
from government employment. The state recruited
grass-roots workers to provide these services, and
motivated them by publicizing their work and offer-

Mutual pressures for accountability—between local governments
and civil society—strengthen governance in Ceara, Brazil

Source: Fuentes and Niimi 2002, pp. 123-33; Mehrotra and Delamonica forthcoming.

ing official recognition for their services—reinforcing
respect for the workers.

At the same time, the government encouraged the
public to have high expectations of the programmes
and to hold workers accountable for their performance.
It also informed people of what services they should re-
ceive, so they could put pressure on local governments
to provide them if the services were not forthcoming. This
publicity campaign helped mobilize collective action in
communities, with technical support where necessary.

Between 1997 and 2001 the state saw impressive
improvements in health indicators. Infant mortality
fell by more than one-third, from 40 to 26 per 1,000
live births. Immunization coverage increased by more
than one-third, with the number of fully immunized
children rising from 67% to 91%. The rate of exclu-
sive breastfeeding for the first four months of life in-
creased from 46% to 61%, and the incidence of child
malnutrition was halved to 7%.

that these authorities are held accountable to
local leaders and citizens (box 7.3).

When decentralization initiatives are pur-
sued with appropriate institutions and re-
sources, they mobilize pressures from civil
society and engaged citizens. Such reforms
can yield significant benefits not just for poor
and excluded groups but also for govern-
ments. By addressing many of the problems
of poverty, such reforms tend to boost the le-
gitimacy and popularity of governments that
introduce them.

Decentralization is particularly significant
for the Goals because many are contingent on
the effective delivery of basic services. For Goals
2-7, for example, outcomes depend on better
services and active engagement of the main

stakeholders.

PRECONDITIONS FOR EFFECTIVE
DECENTRALIZATION

Decentralization tends to be successful when the
central government is stable, solvent and com-
mitted to transferring both responsibilities and re-
sources, when local authorities are able to assume
those responsibilities and when there is effective
participation by poor people and by a well-
organized civil society. These conditions generally

result in responsive policies and services, in-
creasing growth, equity and human development.
Still, the mere existence of a functioning
state, capable local authorities and active civil
society does not ensure successful decentral-
ization. The relationships between these three
levels are crucial: local authorities must feel
pressure from both above (for accountability to
national governments) and below (for service de-
livery to local citizens) to ensure effective and
appropriate policies. Thus successful decen-
tralization requires more than just certain po-
litical reforms—it also requires establishing a
three-way dynamic among local governments,
civil society and an active central government.”
Decentralization efforts are strongly influ-
enced by a country’s size, population, history,
political climate and geographic and ethnic di-
versity. These differences call for different
arrangements between central and subnational
levels, including devolution, delegation and
deconcentration.!® Experiences with decen-
tralization point to the importance of a few core
principles, particularly those related to:
e The functions to be decentralized—which
must be carefully selected.
® The resources that enable local authorities
to deliver services—which must be provided
for in decentralization plans.
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BOX 7.3

The Kerala People’s Campaign started in 1996,
sparked by the state government’s decision to de-
volve 35-40% of state plan funds to village and mu-
nicipal bodies. In its first two years the campaign led
to the construction of 98,494 houses, 240,307 sanitary
latrines, 17,489 public taps and 50,162 wells—all far
more than in previous years.

The campaign mobilized local volunteers, no-
tably from the Kerala Sastra Sahitya Parishad (Peo-
ple’s Science Movement), and retired experts to assist
with technical and financial appraisals of the pro-
jects, including engineers, doctors, professors and
other professionals. The volunteers assessed residents’
needs and resources in each locality, compiling in-
formation for panchayats (local elected councils),
urban development reports and earmarked develop-
ment projects. They also provided training in project
planning, implementation and monitoring.

Decentralization helps increase equity in Kerala, India

The participatory, consultative local delibera-
tions increased resources by 10% for the projects be-
cause of material and labour donations—and delivered
a larger percentage of project funds to scheduled
caste and scheduled tribe communities (both histor-
ically oppressed social groups). More than 30% of pro-
ject funds were dedicated to providing housing for
these groups.

Under its Women Component Plan, 10% of
every project budget was committed to projects ben-
efiting women—such as vegetable gardening, sewing
cooperatives, mobilization of anganwadi (preschool)
personnel and the establishment of community cen-
tres for women. With new programmes in the pub-
lic sector for health care and education, there have
also been significant increases in literacy and health.

Source: Franke and Chasin 2000; Mehrotra and Delamonica forthcoming.

First, many functions with national scope re-
quire standardized, uniform provision by a cen-
tral authority. Examples include defence, foreign
policy, currency regulation and maintenance of
national standards for primary education and im-
munizations and other public health interven-
tions. The central government is best entrusted
with tasks involving economies of scale and re-
quiring higher financing and stronger regulation
(such as training, oversight, technical assistance
and capital-intensive facilities). For instance,
Lao People’s Democratic Republic experi-
mented with decentralizing currency exchange
across regions—leading to varied exchange rates
and creating tremendous administrative and fi-
nancial difficulties.!”

Second, devolving decision-making to local
authorities risks being an empty gesture unless
backed by sufficient financial resources, ad-
ministrative capacity and mechanisms for hold-
ing those authorities accountable. Village and
town councils can sometimes raise some fiscal
resources locally—provided they are given pow-
ers to do so, which is seldom the case. But much
of the needed funding needs to be devolved
from above. This does not necessarily require
new spending, but rather transferring control
over existing spending. Devolving spending
does not risk fiscal irresponsibility, as some
argue. Nor does it make councils hopelessly
dependent on higher authorities, as others

claim—as long as councils have some power to
decide how to use the funds.

Yet most central governments have failed to
devolve adequate funds for local service deliv-
ery. Sometimes this is because they derive sub-
stantial tax revenues from certain sectors, such
as forestry or mining, and want to retain con-
trol over them rather than turn them over to local
councils or communities.'® But without fiscal de-
centralization, efforts to decentralize are in-
evitably stymied.

Patronage systems—whether dominated by
political parties or local elites, or reflecting an
undemocratic environment—can also hijack
decentralization. Inadequate, unreliable finan-
cial commitments from national governments,
accompanied by political manipulation and
favouritism of specific regions and constituen-
cies, have disastrous consequences. Such short-
comings have created serious challenges for
decentralization in Bangladesh, Céte d’Ivoire,
Ghana, Kenya and Nigeria.

Some myths about preconditions for suc-
cessful initiatives need to be dispelled. First,
some insist that decentralization is doomed
without land reform." But experiences in Kar-
nataka, India, and elsewhere show that is not
true. Second, some maintain that a market ori-
entation and an entrepreneurial middle class
are essential to decentralization.?’ This too is in-
accurate: there have been encouraging initiatives
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in countries such as Mozambique, where the
middle class is underdeveloped.?!

Successful decentralization involves three in-
dispensable elements:

o Effective state capacity.

e Empowered, committed, competent local
authorities.

* Engaged, informed, organized citizens and
civil societies.

Effective state capacity. For a central gov-
ernment to devolve authority to local authori-
ties effectively, it must have power to start with.
Decentralization requires coordination between
levels of government and requires more regu-
lation—not less—to guarantee basic trans-
parency, accountability and representation. The
state has to oversee, regulate and where neces-
sary sanction local authorities so that poor peo-
ple really benefit from political reform. The
state also has to raise adequate fiscal resources
to support decentralization. When a weak state
tries to decentralize, problems arise. In Ukraine,
for example, it has been a challenge for a weak,
unstable central government to keep local gov-
ernments functioning with vastly shrunken re-
sources and little or no civil society engagement
at the local level 2 Similar problems of weak na-
tional and local capacity have plagued other
former Soviet countries that have attempted
decentralization.

Decentralization is about state potential, not
state failure. When a weak state devolves power,
more often than not it is simply making accom-
modations with local elites—creating what has
been called decentralized despotism? —rather
than expanding democratic spaces. Take Sub-Sa-
haran Africa, where centralized regimes have
tried to control rural areas by appointing their
own people at the local level—the opposite of
sharing political power and enhancing local ac-
countability.* Such moves have failed to deliver
desired development outcomes.

Nor have decentralization efforts in Papua
New Guinea given local people a stronger voice.
They have been more about staving off a
breakup of the country, under pressure from se-
cessionist movements. The absence of a strong
national government able to ensure territorial in-
tegrity has undermined the country’s decen-
tralization efforts. In such circumstances reforms

cannot deliver expected benefits.

Empowered, committed, competent local
authorities. Responsibilities for delivering so-
cial services need to be devolved to local au-
thorities through legislative or constitutional
means that transfer control over both functions
and functionaries. But functionaries cannot per-
form their functions without adequate finance.
And whether decentralization serves the inter-
ests of poor people depends on whether local
authorities promote social justice and are com-
mitted to pro-poor mobilization and policies.”

In Ceara, Brazil, and Kerala, India, state
authorities were strongly committed to reduc-
ing poverty and prepared to challenge local
elites if they resisted such efforts. For example,
in Ceard the Northeast Rural Development Pro-
gramme was administered by local governments
but able to bypass local patronage systems.

Engaged, informed, organized citizens
and civil societies. For local authorities to be
responsive to people’s needs, the two groups
must be in constant communication. A well-
developed, well-informed civil society, able to
collect and articulate the views of the commu-
nity, is thus indispensable.

In Mozambique committed local authorities
working in a decentralized system doubled
health staff and focused on outreach—improv-
ing vaccination coverage and prenatal consul-
tations by 80%.%° The government is trying to
overcome capacity constraints by engaging part-
ners and commissioning services from a range
of providers—public, private, non-governmental
organizations (NGOs)—at all levels.

In the state of West Bengal, India, where
local authorities (panchayats) were empowered
long before the national government required
all state governments to create and empower
them, poverty declined sharply in the 1980s.?
Under Operation Barga the panchayats helped
improve agricultural technology and reform
land tenancy. They also helped register 1.4 mil-
lion sharecroppers.

Since the late 1980s Mazdoor Kisan Shakti
Sangathan (MKSS, or Workers’ and Peasants’
Strength Organization) in Rajasthan, India, has
been campaigning for the right to information.
MKSS organizes public hearings to examine
official information—detailed accounts derived
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from official spending records—and assess its
validity. It uses these “social audits” to pro-
mote democratic functioning at the most tan-
gible and immediate level: the village.

The Philippines is pursuing decentraliza-
tion under the 1991 Local Government Code,
which allocates new functions to locally elected
bodies and provides for wide participation.
Civil society has been active in promoting pub-
lic accountability at the local level.?® The chal-
lenge has been to keep local elites from hijacking
the process.

The failures of some decentralization ini-
tiatives point to a lack of public awareness and
an absence of a culture of participation. Where
civil society has demanded accountability and
responses from local authorities, decentraliza-
tion has been more effective.

Ensuring that these three actors—state au-
thorities, local authorities and civil society—
interact to improve the lives of poor people is
a complex challenge. Indeed, there is nothing
automatically pro-poor about decentralization
(box 7.4). Dominant groups and narrow inter-
ests can hijack it. In Bangladesh, Cote d’Ivoire,
Ghana, Kenya, Mexico, Nigeria, Papua New
Guinea and Uganda such decentralization led
to neither greater participation nor better social
and economic outcomes for poor people.
Uganda’s ambitious but poorly financed and
centrally directed decentralization programme
has run aground because of its overly central-
ized technocratic approach and system of local
patronage.

SOCIAL MOVEMENTS AND INNOVATIONS IN
POPULAR PARTICIPATION

Direct collective action is another way for or-
dinary people, especially poor people, to influ-
ence decision-making and hold authorities
accountable. Social movements have brought
exclusion and deprivation to the political fore.
They are most active where democratic freedoms
have been won recently—or remain to be won.
More than mere protests in the streets, they de-
mand changes in decision-making processes.
Decentralization has created new possibilities for
popular engagement at the local level, leading
to the proliferation of municipal activism.

MOBILIZING FOR BETTER LIVING
CONDITIONS IN BoGoTA, COLOMBIA

For decades, residents of Bogot4, Colombia—par-
ticularly those in poor neighbourhoods—have
been organizing and mobilizing support to im-
prove the quality of life in the city and reduce vi-
olence. These efforts have had some impressive
results. Residents were able to elect their mayor
for the first time in 1988. In 1994 they elected the
first independent mayor, Antanus Mockus, end-
ing the dominance of liberal and conservative
parties in the city. The rise of Mockus was largely
the result of organization efforts in poor neigh-
bourhoods. His administration put forth a de-
velopment plan based on “constructing a new
city”. The following administration, of Enrique
Penalosa—another independent—emphasized
the development of public spaces such as parks,
plazas, sidewalks and bicycle paths.

Such efforts have tangibly improved living
conditions in Bogota. Deaths from traffic acci-
dents are down, from a peak of 1,387 in 1995
to 745 in 2001. Homicide rates have fallen even
more sharply, from a peak of 4,452 in 1993 to
2,000 in 2001. Perhaps most surprising was a vol-
untary tax campaign that increased city rev-
enues by $500,000 during the same period.?’ A
recent study of political, fiscal and administra-
tive indicators by the Colombian National Plan-
ning Office gave Bogota the highest score of all
Colombian municipalities.*

PROMOTING A DEMOCRATIC CULTURE IN
BoLivia

Bolivia’s Popular Participation system is an ex-
ample of the recent trend towards administra-
tive and fiscal decentralization in developing
countries.’! The Popular Participation Law,
passed in 1992, ensures that decentralization in-
cludes participation by local civil society and
grass-roots organizations in municipal planning
and oversight of development projects.

This approach was driven by the challenges
facing local civil society organizations and re-
flected Bolivia’s long tradition of community par-
ticipation in both indigenous cultures and labour
and mining unions. The Popular Participation
Law divided the country into 314 municipalities
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BOX 7.4

Does decentralization help reduce poverty?

Qutcome

Participation by or

Impact on social and

Area/country responsiveness to poor people economiic poverty
Bangladesh Poor: some improvement in Poor on all criteria, undermined by
participation, but very weak corruption and political patronage
representation of and low
responsiveness to poor people
Brazil Little evidence, but thought to be Good on equity and human development
poor, as spoilage and patronage systems  in exceptional areas where state and
run by powerful mayors and governors federal programmes combined with
still dominant decentralization; poor on spatial equity
Chile No evidence Mixed: growth and equity good as a result
of targeting, but human development and
spatial equity show negative outcomes
Colombia Fairly good: ambiguous evidence on Fairly good: little evidence on growth or

participation and representation, but
improved responsiveness

equity, but good results on human
development and spatial equity

Cote d’Ivoire

Poor: low participation and
representation, very low responsiveness

Spatial equity probably improved through
government allocations to rural areas

Ghana Mixed: improved participation by poor ~ Limited evidence shows that resources
and community groups—but were too insignificant to have made much
representation has hardly improved, impact; spatial equity may have improved
and responsiveness is quite low through government allocations

Karnataka, Fairly good: improved representation, Neutral: did little to help pro-poor growth

India but poor people’s participation is less or equity; human development and spatial
effective and responsiveness low equity indirectly benefited from funding

allocations and development programmes

Kenya Very poor: deconcentration scheme Some impact on spatial equity through
was politically run politically motivated redistribution

Mexico No evidence available, but it is assumed ~ Poor despite significant central funding;
that party-dominated patronage system  equity, spatial equity and human
has changed little development undermined by political

patronage

Nigeria Very poor: low participation and Poor: bad record on equity and human
representation, bad record of development; spatial equity subject to
responsiveness and lack of political manipulation and urban bias
accountability

Philippines Mixed: representation and No evidence
participation improved through
people’s organizations and
nongovernmental organizations
(NGOs), but evidence on
responsiveness contested—and local
elites remain powerful

West Bengal, Good: improved participation, Good: increased growth, equity and

India representation and responsiveness human development; evidence lacking on

spatial equity

Source: Adapted from Crook and Sturla Sverrisson 2001, forthcoming.
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that receive central funding for projects based
on their populations.

While these reallocations have had mixed re-
sults in reducing poverty, they have reduced
spatial inequality by providing resources to re-
gions—such as remote rural areas—previously
neglected. Decentralization has also increased
participation by indigenous populations, espe-
cially the Quechua and Aymara communities.
Among the new system’s most important ef-
fects has been promoting an inclusive democratic
culture.

RAISING AWARENESS oF HIV/AIDS N
THAILAND

Since the early 1990s Thailand’s Population and
Community Development Association, a non-
governmental organization (NGO) previously
focused on family planning, has made enormous
strides in raising awareness about HIV/AIDS. It
helped promote compulsory informational broad-
casts on radio and television for 30 seconds every
hour. It also helped establish a national ATDS ed-
ucation programme. And it has conducted “con-
dom nights” and “Miss Anti-AIDS beauty
pageants” in the most frequented sex districts of
Bangkok, providing an opportunity to educate
high-risk groups—prostitutes and their clients—
and to distribute condoms.

Such efforts have helped reduce new HIV
cases, highlighting the importance of local mo-
bilization. Building awareness, promoting con-
traceptive use and fostering local participation
and support are thus critical for achieving the
Millennium Development Goal of reversing the
spread of HIV/AIDS, malaria and other infec-

tious diseases.

MAINSTREAMING GENDER INTO BUDGET
POLICIES IN SOUTH AFRICA

In 1995 the South African Women’s Budget Ini-
tiative was established by the Gender and Eco-
nomic Policy Group of the Parliamentary
Committee on Finance and by two policy-ori-
ented NGOs focused on research and advocacy.
By linking researchers and parliamentarians, the
research was assured of being advanced into
advocacy—while the parliamentarians were given

asolid basis for their advocacy. Not restricted to
economics, the exercise promoted a multidisci-
plinary approach, integrating issues that con-
ventional economic analysis does not address.
Such oversights had often resulted in gender-
blind policies. The initiative documented this
gender blindness as well as the emerging prob-
lem of HIV/AIDS.

This work was extended when the Gender
Advocacy Programme, a women’s NGO, per-
formed research in Western Cape Province on
budget allocations in 2000 related to the Do-
mestic Violence Act of 1998. Supported by the
provincial government, the research examined
the budget provisions made in the departments
(justice, safety and security, welfare) responsi-
ble for implementing the act. Though such ini-
tiatives are still too recent to have affected policy
outcomes, they are a step towards increasing par-
ticipation and inputs for policy-making.*?

Such policy formulation and budget mea-
sures have great significance for the Goals, es-
pecially those for hunger, education, women’s
empowerment, child mortality, maternal health
and HIV/AIDS and other diseases. Providing
basic services for targeted people and groups im-
proves their outcomes, as do specialized services
for vulnerable groups.

PARTICIPATORY BUDGETING IN PORTO
ALEGRE, BRAZIL

In Porto Alegre, in Rio Grande do Sul, Brazil,
the Workers’ Party initiated participatory bud-
geting in 1988, thereafter strengthened with its
electoral wins in 1992 and 1996.%* Clientelistic
budgeting was transformed into a fully ac-
countable, bottom-up deliberative system, dri-
ven by the needs of city residents.

The scheme has had several good results.**
Citizen participation in preparing and ranking
public policies has increased impressively. The
share of the city population with access to water
rose from 49% in 1989 to 98% in 1996.” The
number of children enrolled in elementary or
secondary schools doubled in the same period.

All this was made possible by a 48% in-
crease in local revenue collection that accom-
panied the interventions. Municipal funding
has been redistributed to fund works in poor
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areas of the city. Transportation has expanded
to outlying zones. The quality and reach of pub-
lic works and services—such as road paving,
housing and urban development projects—have
increased. Many slums have been urbanized.
Half the street pavement deficit has been elim-
inated. And corruption has been reduced.

The high level of civil society engagement
and the change in attitude of the political au-
thorities has been an enormous advantage for
deliberation and consensus building. Repre-
sentatives of the city’s 16 administrative regions
meet twice a year at plenary assemblies to set-
tle budget issues. The events are coordinated
jointly by the municipal government and com-
munity delegates, and attendees include city
executives, administrators, representatives of
neighbourhood associations and youth and
health clubs and any other interested residents.

An annual assembly of the 16 regions in
March assesses the previous year’s budget and
elects representatives to participate in weekly
meetings for the next three months to work out
the region’s spending priorities for the coming
year. The three months spent preparing for the
second regional assembly involve local and
neighbourhood consultations on issues such as
transportation, sewerage, land regulation, day
care centres and health care, and these findings
are reported at the second assembly. Also at the
second assembly, two delegates and their sub-
stitutes are elected to represent the region in the
citywide Participatory Budgeting Council, to
work for five months on formulating the city
budget, incorporating the regional agendas.

The council is made up of the regional del-
egates, elected thematic representatives and
delegates representing the municipal workers
union, the neighbourhood associations union
and central municipal agencies. This body meets
weekly from July until September to formulate
a municipal budget to be presented to the
mayor. On 30 September every year, the annual
municipal budget is presented, which the mayor
can accept or remand to the council by his veto.
The council can then respond by amending the
budget or by overriding the mayoral veto with
a two-thirds vote.

This participatory budgeting exercise has be-
come popular, with more than 100,000 people
(8% of the adult population) participating in the
1996 round of regional assemblies and the var-
ious intermediate meetings.*® The work of sev-
eral civil society organizations sustains the
popular momentum by providing support to var-
ious meetings and raising awareness, advocat-
ing and researching for common community
objectives.

The Porto Alegre experiment has been so
successful that it has spread to many other
Brazilian cities, including Sao Paulo, Santos,
Belo Horizonte, Campinas and Vitoria, as well
as other Latin American countries. These ex-
periences offer important lessons for formulat-
ing strategies to address the Millennium
Development Goals, especially those aimed at
improving the lives of slum dwellers and en-
suring sustainable access to safe drinking water
and improved sanitation.

The examples of decentralization and local mo-
bilization provided here focus on the redistri-
bution of public spending, especially for social
services. But they do not address other key is-
sues of access to economic opportunities and
productive assets. They are less likely to be ef-
fective in exerting political pressure for public
policies that contribute to growth and that raise
the incomes of poor households, such as tax re-
form, asset redistribution and promotion of in-
vestments in employment-generating industries.
That does not mean that the scope and am-
bition of such efforts are modest. There are
other constitutional and legal commitments for
which governments are accountable where so-
cial mobilization can also play a role: the elim-
ination of poverty, the provision of employment,
the reduction of inequality and the progressive
realization and guarantee of human rights. The
Millennium Development Goals put a spotlight
on these objectives, which are properly the focus
of human development. The path for reaching
those Goals also matters and, as stated in the Mil-
lennium Declaration, democratic and partici-
patory forms are best equipped for this.
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CHAPTER 8

Policy, not charity: what rich countries can do
to help achieve the Goals

This chapter analyses the role of rich coun-
tries in the international compact to achieve the
Millennium Development Goals, a compact
that leverages the global commitments to
reducing poverty by building on mutual re-
sponsibilities between poor and rich countries.
Poor countries must improve governance to
mobilize and manage resources more effec-
tively and equitably. Rich countries must in-
crease aid, debt relief, market access and
technology transfers.

The UN Millennium Declaration and the
Monterrey Consensus (the result of the March
2002 International Conference on Financing
for Development in Monterrey, Mexico) make
it clear that poor countries are primarily re-
sponsible for achieving Goals 1-7. But these
frameworks also reflect a new approach, with
rich countries basing their support for poor
countries more on performance—and seeing it
less as an entitlement. Thus rich countries will
increase assistance for poor countries that
demonstrate good-faith efforts to mobilize do-
mestic resources, undertake policy reforms,
strengthen institutions and tackle corruption
and other aspects of weak governance.

The commitments made by rich countries
in the Millennium Declaration are spelled out
in Goal 8 (box 8.1). These commitments have
since been reaffirmed in various forums:

e The Monterrey Consensus recognized the
need for a substantial increase in aid, urging
donor countries to make concrete efforts to
reach the aid target of 0.7% of gross national in-
come set in 1970—and to vigorously pursue
debt relief for countries that take steps to
strengthen governance.

e The Doha ministerial declaration, issued at
the 2001 meeting of the World Trade Organi-
zation (WTO) in Doha, Qatar, affirmed poverty
reduction goals and committed to making the
interests of poor countries central to the future

work of the trade ministers. The declaration
also committed to the objective of duty-free,
quota-free market access for products from the
least developed countries.

e The September 2002 World Summit on
Sustainable Development in Johannesburg,
South Africa, reaffirmed the need to increase aid,
urging donors to work towards the 0.7% target
and to reduce unsustainable debt for countries
that demonstrate efforts to strengthen gover-
nance. It also called on WTO members to ful-
fil their commitments on market access.

If Goal 8 is ignored, it is hard to imagine the
poorest countries achieving Goals 1-7. This
Report shows what is needed to accelerate
progress towards the Goals: Allocating sufficient
funds to social spending. Restoring crumbling
health infrastructure. Hiring more female teach-
ers to encourage more girls to go to school. Re-
moving inequities in public spending on water
supply. Securing women’s rights to land. In-
vesting in agricultural research. Seeking new
export markets. Taking a multitude of other
practical steps to change policies, improve in-
stitutions and increase investments.

Governments of poor countries must lead
the way in taking these steps, but they cannot
take them on their own. Indeed, as the Mil-
lennium Development Compact argues, coun-
tries that have the steepest slopes to climb—the
top priority and high priority countries—will
need large injections of donor financing to in-
vest much more heavily in health, education,
agriculture, water, sanitation and key infra-
structure. They cannot wait until economic
growth generates enough domestic savings
and raises household incomes. Indeed, these
core investments lay the foundation for eco-
nomic growth.

In addition, poor countries face constraints
that can only be eased through policy changes
in rich countries. They often face barriers to

POLICY, NOT CHARITY: WHAT RICH COUNTRIES CAN DO TO HELP ACHIEVE THE GOALS

BOX 8.1
Millennium
Development Goal 8

By 2015 all 189 United Nations
member states have pledged to:
e Develop further an open
trading and financial system
that is rule-based, predictable
and nondiscriminatory. In-
cludes a commitment to good
governance, development and
poverty reduction—nationally
and internationally.

o Address the least developed
countries’ special needs. This in-
cludes tariff- and quota-free ac-
cess for their exports; enhanced
debt relief for heavily indebted
poor countries; cancellation of
official bilateral debt; and more
generous official development
assistance for countries commit-
ted to poverty reduction.

e Address the special needs
of landlocked and small island
developing states.

¢ Deal comprehensively with
developing countries” debt prob-
lems through national and in-
ternational measures to make
debt sustainable in the long term.
e In cooperation with the
developing countries, develop
decent and productive work for
youth.

e In cooperation with phar-
maceutical companies, provide
access to affordable essential
drugs in developing countries.
¢ In cooperation with the pri-
vate sector, make available the
benefits of new technologies—
especially information and com-
munications technologies.

Source: UN 2003b.
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Annual consumer spending
on tobacco $204 billion

FIGURE 8.1

Aid—what'’s needed,
what'’s given?

2000 US dollars

I

at least
an additional
$50 billion Pledged:
$16 billion
8576 ¢54 by 2006
billion jion
$56.5

billion

0.33%
Percentage of GNI
in donor countries

0.22% 0.23%

Source: Total needed: World Bank and IMF 2001;
total given: OECD, Development Assistance
Committee 2003c; £conomist 2001.

FIGURE 8.2

Official development

assistance (ODA) in decline
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Committee 2003a.
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international trade. They are also hobbled by in-
surmountable external debts inherited from
past administrations. And their lack of techno-
logical prowess demands global resources and
know-how to solve problems of health, com-
munication and energy.

AID—MORE AND MORE EFFECTIVE

Estimating the additional external funding
needed to reach the Goals is difficult because
it requires information on costs that vary enor-
mously by country. Moreover, prospects for
domestic resource mobilization depend on fu-
ture growth and reforms. Various studies have
estimated that external aid will need to increase
by $40-100 billion a year. One frequently cited,
conservative estimate by the UN Zedillo Com-
mission calls for an additional $50 billion a
year! —consistent with the World Bank’s esti-
mate.” This would require nearly doubling of-
ficial development assistance from the 23
members of the OECD’s Development Assis-
tance Committee, bringing the total to about
0.43% of these countries’ gross national in-
come—still less than the 0.7% benchmark used
since 1970 (box 8.2; figure 8.1).

These figures may seem huge, but they are
not far from the situation before the 1990s. Be-
tween 1990 and 2001 official development as-
sistance fell from 0.33% to 0.22% of donor
countries’ gross national income. But that drop

mainly occurred in the early and mid-1990s,
and by the end of the decade aid had increased
considerably. The latest data show this trend
continuing, with official development assistance
increasing by 5% between 2001 and 2002. Still,
such resources fall far short of what is needed—
particularly to achieve the Goals.

Declining aid has hit hardest the regions
and countries in greatest need. For example,
Sub-Saharan Africa and South Asia saw dramatic
drops in per capita aid in the 1990s (table 8.1;
figures 8.2 and 8.3). These downward trends
have continued to reverse since the UN Mil-
lennium Declaration was adopted in 2000, with
announced increases in aid of about $16 billion
a year—to 0.26% of donors’ gross national in-
come by 2006.> Though a good start, this is not
enough to meet the needs. To increase financ-
ing, innovative ways of raising funds from cap-
ital markets have been proposed (box 8.3).

Though the Millennium Development Goals
target aid to the least developed countries, these
countries have not been fully protected from aid
cuts. Of the 49 least developed countries, 31 re-
ceive less aid today (8.5% of their average GDP)
than in 1990 (12.9%).4

Since the early 1990s human development
advocates have campaigned to increase social
spending to at least 20% of national and aid
budgets. But aid for basic social services—crit-
ical for achieving the health, education, hunger
and water and sanitation Goals—remains less

BOX 8.2

The idea that rich countries should give 0.7% of their
GNP for global development was first proposed in
1969 in the Report on International Development, led
by former Canadian Prime Minister Lester Pearson.
This figure has been widely accepted as a reference
target for official development assistance. Endorsed
by the UN General Assembly in 1970, it was part of
the international development strategy for that decade.
More recently:

e The Millennium Declaration calls on rich coun-
tries to give “more generous development assistance”.
e The Monterrey Consensus calls on “developed
countries that have not done so to make concrete
efforts towards the target of 0.7% of GNP as ODA
[official development assistance] to developing

Source: UN 2002e.

Official development assistance: the 0.7% target

countries and 0.15% t00.20%...to the least developed
countries”.

e  The World Summit on Sustainable Development
also urged “developed countries that have not done
s0, to make concrete efforts towards the target of
0.7% of GNP as ODA to developing countries, and
to effectively implement their commitments on such
assistance to the least developed countries”.

If members of the OECD’s Development Assis-
tance Committee (the world’s 23 largest donors) ac-
tually delivered official development assistance equal
to 0.7% of their GNP, aid would be $165 billion a
year—three times the current level and well above cur-
rent estimates of what is needed to achieve the
Millennium Development Goals.
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TABLE 8.1

Net receipts of official development assistance by region, 1990 and 2001

(2000 US dollars)

Per capita of recipient

Percentage of GDP

FIGURE 8.3
Official development
assistance, net disbursements

2000 US$ billions

Region 1990 2001 1990 2001 S
All developing countries 15 10 1.61 0.81 20 - Not allocated to a
Least developed countries 33 20 12.92 8.45 specific region
Arab States 59 18 2.85 1.00
East Asia and the Pacific 5 4 0.77 0.32 40
Latin America and the Caribbean 13 12 0.48 0.32
South Asia 6 4 1.18 0.84 Sub-Saharan Africa
Sub-Saharan Africa 34 21 6.13 4.55 -
World 14 10 1.28 0.77 30
Source: OECD, Development Assistance Committee 2003a. | South Asia
20 | Eati_rg)t/)kmerica & the
than 15% of bilateral donor allocations. It is ~ Viet Nam in the 1990s. International pro- aribbean
.. . . East Asia & the
rising, however, and Austria, Ireland, Luxem- ~ grammes drove the green revolution, efforts to Pacific
bourg, the Netherlands, the United Kingdom  control river blindness and expanded immu- Arab States
and the United States have hit the 20% target.  nizations against childhood diseases. But too Central and Easten
much aid has gone to countries with rampant ¢ = Europe and the CIS

MAKING AID MORE EFFECTIVE

Increasing aid will not be enough. As a recent
World Bank study finds, at different times and
in different places aid has been “highly effective,
totally ineffective, and everything in between”
Aid contributed to many of the spectacular de-
velopment successes of recent decades—In-
donesia and the Republic of Korea in the 1970s,
Bolivia and Ghana in the 1980s, Uganda and

corruption and misguided policies—conditions
where aid can only be squandered.

What should be done to ensure that aid is
more effective, especially in accelerating progress
towards the Goals? Three issues that have dom-
inated recent analyses—stronger governance,
increased ownership and better aid practices—
are central to the principles of stronger part-
nership that emerged from the Monterrey and

1990 2001

Source: OECD, Development Assistance

Committee 2003a.

Johannesburg conferences.

BOX 8.3

Pledges since Monterrey
At the 2002 International Conference on
Financing for Development in Monterrey,
Mexico, the international community agreedto @
a coherent, principled approach to develop-
ment—and to the first increase in aid in @
20 years, with an additional $16 billion a year
by 2006 (including pledges made since the
conference).

The United States will nearly double official ~ ®
development assistance—to $15 billion a year—
by 2006. The European Union will increase aid @
to 0.39% of GNP by 2006—about $11 billion

more a year. Among individual members: o
o Austria pledged to reach 0.33% of gross na-
tional income (GNI) by 2006. o
e Belgium pledged to reach 0.7% of GNI by
2010. °
¢ Finland pledged to reach 0.4% of GNI by
2007. ®

®  France pledged to reach 0.5% of GNI by 2007.

New financing for the Goals

Germany pledged to reach 0.33% of GNI by
2006.

Greece pledged to reach 0.33% of GNI by
2006.

Ireland pledged to reach 0.7% of GNI by
2007.

Ttaly pledged to reach 0.33% of GNI by
2006.

Luxembourg pledged to reach 1.0% of GNI
by 2005.

The Netherlands pledged to reach 1.0% of
GNI by 2005.

Portugal pledged to reach 0.33% of GNI by
2006.

Spain pledged to reach 0.33% of GNI by
2006.

Sweden promised to aim for 1.0% of GNI by
2006.

The United Kingdom agreed to reach 0.4%
of GNI by 2005-06.

Source: UN 2002a; United Kingdom, Her Majesty's Treasury 2003; OECD, Development Assistance Committee 2003d.

Other donors have also made important
pledges. Canada agreed to increase aid by 8% a
year, or by about $1.7 billion—by 2010 that
would reach 0.28% of its GNI. Norway agreed
to raise aid from 0.92% of GNI to 1.0% by 2005,
equivalent to an annual increase of $250 million.
Switzerland agreed to increase aid to 0.37% of
GNI by 2010. And Australia agreed to a 3%
real increase in 2002-03.

A proposal for a new financing mechanism
The United Kingdom has proposed creating a
new mechanism—an international finance fa-
cility—to provide predictable, stable aid for the
investments required to achieve the Goals by
2015. This temporary facility would raise funds
until 2015. Donors would make long-term
pledges for annual payments to the facility, which
would then raise funds by issuing bonds in in-
ternational capital markets—making resources
available now, when they are needed.
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Governance—the policies and institutions
that regulate interactions among individuals and
groups in society—is seen as part of the founda-
tion for sustained growth and human develop-
ment. Thus many donors have predicated their
support on efforts to strengthen governance—and
provided support to strengthen it, primarily
through technical cooperation. Fighting corrup-
tion, adopting sound macroeconomic policies
and implementing efficient, accountable systems
for the use of public resources are key to ensur-
ing that external resources are not wasted. The rule
of law, sound contract enforcement and strong
public regulatory institutions are important for
making a market economy function. These are im-
portant elements of good economic governance.

But other dimensions of governance are also
important. As Human Development Report
2002 argues, human development demands
democratic governance that responds to the
needs of poor people. Democratic governance re-
quires more than policies and institutions that en-
sure efficient public services. It requires fair
institutions and rules, as well as decision-making
processes that give people a say and allow them
to hold authorities accountable. So, political in-
stitutions that enhance the voice of people and
the accountability of government are important
for accelerating progress towards the Goals—
though a pro-poor agenda might run counter to
the vested interests of elites (see chapter 7).

Many countries have implemented pro-
grammes to strengthen democratic governance.
Africa has launched a major regional initiative,
the New Partnership for Africa’s Development,
that places a major emphasis on governance. And
many donors have made support for gover-
nance a priority.

The second issue, ownership, is about coun-
tries being in charge. A lesson of the 1990s is that
policy reforms are not implemented if they are
not deeply embedded in a national commitment
involving all of a country’s stakeholders. This re-
inforces the findings of governance studies that
participation matters. How decisions are made—
the process—matters. But ownership is difficult
to achieve when capacity and power are uneven.
Most poor countries lack not only financial re-
sources but also the institutional and human ca-
pacity to manage and drive development. Aid

agencies often complain of institutional weak-
nesses in recipient countries that “force” them
to take charge of designing aid interventions.
But this asymmetry has undesirable consequences
for ownership. Finding aid delivery mechanisms
that minimize the burden on recipient countries
is an important challenge in making aid more
effective.

The final issue has long been part of the
debate about making aid more effective: tied aid
and donor coordination. Tied aid is costly for
recipient countries because it limits choices in
making the most economical use of resources.
A recent World Bank study estimates that tied
aid is 25% less effective than untied aid.* Mem-
bers of the OECD’s Development Assistance
Committee have agreed to reduce (and report
on) tied aid, and it has declined to about one-
fifth of their overall assistance. But it remains
high for a few countries—accounting for more
than half of non-technical cooperation aid for
Canada, Greece and Italy, while four countries
(Austria, New Zealand, Luxembourg, the United
States) do not report on it.

Lack of donor coordination can undermine
recipient priorities. It has put a costly burden on
recipient countries where public services are al-
ready overstretched. Ministers receive dozens of
donor missions, and their staff spend enormous
amounts of time preparing documents at vari-
ous stages of the aid project process—from
preparation to negotiation to implementation.
Civil servants who should be designing policies
and implementing programmes are instead
spending their time receiving donor missions
and preparing donor reports. In February 2003
the heads of bilateral donor agencies and mul-
tilateral institutions met at a high-level forum to
review these issues. The Rome Declaration on
Harmonization adopted at the meeting reflects
strong commitment to action.’

WHAT SHOULD BE DONE?

Achieving the Goals will require much more
ambitious aid programmes that tackle resource,
policy and institutional constraints. As em-
phasized in the Millennium Development Com-
pact, aid must focus on the poorest countries.
But massive injections of resources—financial
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and technical—can create distortions, over-
whelm weak national programmes and create
resource dependency.

To avoid such outcomes, external re-
sources must be embedded in nationally
owned programmes and processes. That re-
quires integrating the Goals and their targets
with national budgeting, programming and
planning processes—at the local, sectoral and
national levels—that identify external fi-
nancing resources. To be assessed is the gap
between current external resources and do-
mestic policies and the external resources and
policy reforms required to achieve the Goals.

Most top priority and high priority countries
are already using Poverty Reduction Strategy Pa-
pers as frameworks for agreements with exter-
nal partners. As proposed in the Compact, these
papers should assess what is needed to reach the
Goals. As things stand, the papers set targets
based on what can realistically be achieved given
available resources and prevailing institutions
and policies. Instead, gaps between the funds re-
quired to reach the Goals and the funds now

available must be identified, as well as the ca-
pacity and governance weaknesses that need to
be overcome through policy and institutional re-
forms. Determining how to fill these gaps, and
integrating the results with the framework of the
Poverty Reduction Strategy Papers, will need to
be negotiated country by country.

Local coordination and dialogue can also
strengthen consensus on priorities between donors
and developing country governments. Tanzania
shows how local aid can be coordinated based on
a Poverty Reduction Strategy Paper (box 8.4).

Resources for the Goals could also be chan-
nelled through underfunded multilateral pro-
grammes such as the Global Fund to Fight
HIV/AIDS, Tuberculosis and Malaria, the Con-
sultative Group on International Agricultural Re-
search and the Integrated Framework for
Capacity Development in Trade.

Address aid selectivity: country perfor-
mance relative to need. To make aid more ef-
fective, donors are moving towards greater policy
selectivity. The donors that made pledges at the
2002 conference in Monterrey sent a clear

BOX 8.4

Making government-led partnerships work in Tanzania

The Tanzanian government and its development part-
ners are pursuing two complementary approaches to
improve aid coordination. The country’s Poverty Re-
duction Strategy sets out a coherent, strategic na-
tional development programme. It is supported by the
Tanzania Assistance Strategy, which maps out the
role of partners.

The result is a widely endorsed, government-led
process for coordinating external assistance. Achiev-
ing this was not easy, however. When Tanzania, a
major aid recipient, stalled on its economic and struc-
tural reforms in 1995, partners had serious concerns
about governance and accountability. As a result part-
ners assessed their relationship with Tanzania and, per-
haps for the first time, considered their own practices
and began to engage more constructively with
government—eschewing conditionality in favour of
promoting national ownership and undertaking con-
certed attempts to develop capacity. A 2002 inde-
pendent assessment of the development partnership
found relations much improved, providing for a more
solid foundation for sustainable poverty reduction.

The Tanzania Assistance Strategy sets out gov-
ernment priorities for building capacity using na-
tional, rather than parallel, aid management systems.

Source: Hendra and Courtnadge 2003.

It also encourages development partners to provide
more predictable funding. Doing so would strengthen
planning, increase the impact of aid (through better
coordination), promote sustainability, and increase
oversight and accountability.

Government leadership in the process—comple-
mented by reforms in financial management, local gov-
ernments and the civil service—means that the Poverty
Reduction Strategy has emerged as the country’s over-
arching policy framework. Sector and thematic pro-
grammes are nested in the strategy, and
government-partner dialogue is structured around its
implementation. Strong government commitment to
poverty reduction has ensured that the strategy in-
forms the national budget and all sector programmes.
In addition, an innovative, comprehensive Poverty
Monitoring System ensures constant feedback between
resource allocations (domestic and external) and
poverty-related outcomes while Tanzania’s Develop-
ment Assistance Committee is an important element for
building consensus among all partners. When combined
with a strong policy framework, demonstrated national
ownership and concerted efforts to develop domestic
capacity, the country’s positive experiences highlight
much that could be replicated elsewhere.

POLICY, NOT CHARITY: WHAT RICH COUNTRIES CAN DO TO HELP ACHIEVE THE GOALS

Gaps between the funds

required to reach the

Goals and the funds now

available must be

identified, as well as the

capacity and governance

weaknesses that need to

be overcome through
policy and institutional

reforms

149



Aid allocations based on
policy selectivity will help
countries with good
policies and strong
institutions. But they will
leave behind countries
with poor policies and

weak institutions

150

message: they will channel more resources to
countries that demonstrate a commitment to
reducing poverty by adopting pro-poor poli-
cies, taking steps to improve governance and
achieving some results in the right direction—
rather than just stating intentions and expecta-
tions. Without sound economic governance,
large financial injections are likely to be wasted.
And without democratic governance that gives
voice to people, development efforts will not em-
power poor people.

Aid given in the absence of such precondi-
tions, motivated by interests other than eradi-
cating poverty and promoting sustainable
development, has little impact. But if selectiv-
ity means no help, the Millennium Development
Goals cannot be achieved. Aid allocations based
on policy selectivity will help countries with
good policies and strong institutions. But they
will leave behind countries with poor policies
and weak institutions. These countries need
not only financial resources but also support—
technical cooperation—to strengthen policy
and institutional capacity. That does not re-
quire large amounts of financing, but is an im-
portant element of external assistance that also
needs to be done right, as discussed below.

Strengthen policy and institutional ca-
pacity. For many countries, strengthening poli-
cies and institutions—reforming governance—is
where they need the most outside help. Build-
ing such capacity should be a focus of devel-
opment aid, though not a dominant portion of
the financial resources allocated. It requires not
finance, but technical cooperation for capacity
development.

But technical cooperation has a mixed
record. It has been much more effective at
“getting the job done” than at developing na-
tional capacity. Many evaluations have found
that once external support ends, project ac-
tivities end as well—and whatever capacity
was developed dissipates. For more than a
decade, donors and recipients have debated the
underlying constraints to capacity develop-
ment and sought more effective approaches.
For example, the conventional approach of
sending foreign advisers to train national staff
members can undermine the self-confidence of
national staff. And sending national staff abroad

for degree-oriented training can simply in-
crease the brain drain.

In the early 1990s the OECD’s Development
Assistance Committee adopted new principles
for technical cooperation.® Though those prin-
ciples remain valid, they have not been fully
applied. Recent work by UNDP calls for a new
paradigm and new principles for capacity de-
velopment that recognize that capacity matters
as much for development as do economic poli-
cies, that capacity is not just individual but in-
stitutional and societal, and that knowledge
cannot be transferred but must be learned. The
new approach also calls for new practices to
make capacity development work (box 8.5).

Provide aid to countries in or recovering
from conflict. Violent political conflict is a
major obstacle to the Millennium Development
Goals. Some 60 countries are in or recently re-
covering from such conflict—many of them
among the top and high priority countries. It is
critical for donors to support these countries
through their crises, going beyond humanitar-
ian relief to development aid. Some donors
refuse to support such countries because re-
sources could be diverted to fund war efforts.
But evidence shows that denying aid to such
countries results in greater human suffering and
does not hasten the end of conflict.” Of course,
donors should be aware of the potential misuses
of aid, as when relief supplies are stolen or aid
is used for political gain or further terror.

Supporting the state’s authority is also
critical—because when the state collapses, the
economy also collapses, undermining human
well-being. Many countries have shown remark-
able success in sustaining the provision of essen-
tial services during conflict—or even improving
them, achieving significant human development
gains, as in Guatemala, Nicaragua and Sti Lanka
(see chapter 3). Often this has been thanks to the
work of non-governmental organizations (NGOs),
local communities and foreign humanitarian or-
ganizations still able to reach people in need.

Improve aid practices. Key principles that
should govern the aid practices of donors and
recipients—to ensure aid reaches poor peo-
ple—were recently summarized by former Bo-
livian President Jorge Quiroga under the
acronyms of Mr. DUCCA and Mr. LIPPO.
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BOX 8.5

The importance of country ownership and na-
tional capacity has long been recognized, but
technical cooperation often focuses on getting
the job done rather than on developing capac-
ity. Ten principles offer starting propositions
for national stakeholders and external partners
in search of promising approaches to building
capacity:

o Think and act in terms of sustainable ca-
pacity outcomes. Capacity development is at
the core of development. Every action should be
analysed to see whether it serves this end.

o Don’t rush. Capacity development is a long-
term process, not amenable to delivery pres-
sures, quick fixes and short-term results.
Engagement for capacity development needs to
have a reliable, long-term time horizon.

o Scan globally, reinvent locally. There are no
blueprints: capacity development means learn-
ing. Learning is a voluntary process that requires

genuine commitment and interest. Knowledge
cannot be transferred; it must be acquired.

o Use existing capacities rather than create
new ones. This implies using primarily national
expertise, strengthening national institutions
and protecting social and cultural capital.

o Integrate external inputs with national pri-
orities, processes and systems. External inputs
need to correspond to national demand and re-
spond to national needs and possibilities. Where
national systems are not strong enough, they need
to be reformed and strengthened, not bypassed.
o Establish incentives for capacity develop-
ment. Distortions in public employment are
major obstacles to capacity development. Ulterior
motives and perverse incentives need to be aligned
with the objective of capacity development.

o Challenge mindsets and power differen-
tials. Capacity development is not power neu-
tral, and challenging vested interests is difficult.

Refocusing technical cooperation on capacity development

Establishing frank dialogue and moving to a
collective culture of transparency is essential to
overcoming these challenges.

o Stay engaged in difficult circumstances.
The weaker is the capacity, the greater is the
need. Weak capacity is not an argument for
withdrawal or for pushing external agendas.
People should not be hostage to irresponsible
governance.

® Be accountable to ultimate beneficiaries.
Even if governments are not responsive to the
needs of their people, external partners need to
be accountable to their ultimate beneficiaries
and help make national authorities responsible.
Approaches need to be discussed and negotiated
with national stakeholders.

o Respect values and foster self-esteemn. The
imposition of alien values can undermine con-
fidence. Self-esteem is at the root of ownership
and empowerment.

Source: Lopes and Thieson 2003.

For donor countries, Mr. DUCCA:
e Decentralized decision-making. A lot of
donor decision-making is still centralized in
donor capitals, where decisions are based on
second guessing about local constraints and
priorities—about matters such as water, schools
and sanitation that are at the centre of achiev-
ing the Goals. Decentralizing donor decision-
making to national levels enhances the role of
recipients and increases their ownership.
o Untied aid. With tied aid so financially
costly to recipients, untying it would give them
more options and be more concessional and
less prone to corruption.
o Concessional ard. Aid for most of the top
and high priority countries—especially those
that are heavily indebted or least developed—
should be grants, because further loans would
only add to already unsustainable debt burdens.
o Coordination of donor projects and pro-
grammes. Better coordination among donors
would relieve administrative burdens on poor
country governments and help governments
align donor inputs with national priorities. Re-
cent experiences have shown the value of sector-
wide programmes for health systems (see chapter
4). Donors must also finance recurrent costs—
often a critical bottleneck.

®  Accountability to the public based on pro-
gramme results. All aid delivery mechanisms
should be underpinned by accountability. But
accountability in aid relationships is often one-
sided, emphasizing the legal accountability of re-
cipients to donors and donors to taxpayers.
Another aspect of accountability is even more
important—to the beneficiaries, framed not in
money spent but in results.

For recipient countries, Mr. LIPPO:
®  Local government and decentralization.
Local governments, closer and more respon-
sive to the people, can be the main drivers for
expanding health, education and other key ser-
vices—if the right conditions are in place (see
chapter 7).
 [ustitutional reform to combat corruption
and promote democratic governance. Fight-
ing corruption requires strong institutions. De-
mocratic institutions give people a say and hold
decision-makers accountable to the public.
®  Popular participation in development ac-
tivities. More widespread participation gener-
ally produces better development outcomes,
particularly for poor people.
® Progressive, more equitable assignment of
resources. More often than not, resources are al-
located inequitably—and so require adjustment.
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FIGURE 8.4

For the poorest:

caught between falling aid
and level debt

Percentage of GDP in least developed
countries, 1990-2001

ODA

to least
developed
countries

11.9%

7.5%
HIPC 4.1%-2.5%
1998-2001
3.1% e 2.9%
Debt
service

Source: Human Development Report Office
calculations based on data from OECD,
Development Assistance Committee 2003c¢
and debt service data from World Bank 2003i.

o Quersight by civil society, individuals and
NGOs. An alert citizenry is essential for ensuring
the accountability of public institutions and de-
cision-makers.

DEBT RELIEF—FASTER AND DEEPER

Many of the top and high priority countries are
extremely indebted, with two-thirds (31 of 59)
eligible for debt relief under the Heavily In-
debted Poor Countries (HIPC) initiative. (Only
11 of the 42 HIPCs are not among the top or
high priority countries.) Important in reaching
the Goals, debt relief will help put these coun-
tries on a course of sustainable development
and release resources that could finance addi-
tional social spending and other priority in-
vestments identified in the Millennium
Development Compact.

FOLLOWING THROUGH ON COMMITMENTS
TO RELIEVING DEBT

Since the mid-1990s donor countries have com-
mitted themselves to addressing the debt crisis
in poor countries and ensuring that none faces
a debt burden it cannot manage (figure 8.4). In
1996 donors introduced the HIPC initiative to
reduce debt and release funds to support poverty
reduction (box 8.6). Spurring this unprecedented
initiative was pressure from Jubilee 2000, a global

campaign for action on debt relief. Campaign-
ers convincingly argued that debts owed by de-
veloping countries to well-funded institutions
such as the International Monetary Fund (IMF)
and the World Bank and to rich country gov-
ernments were an unjust burden on poor peo-
ple, who were paying for debts often incurred by
since-displaced corrupt leaders. They argued
that these debts were taking scarce resources
from government budgets, leaving little for health
care, schools and clean water.

Donor countries had another reason to can-
cel some of the debt. They were locked into “de-
fensive lending”—endless rounds of debt
rescheduling and new grants and loans to help
poor countries pay back old loans, hardly a
good use of new aid money.°

By early 2003 the HIPC initiative had bene-
fited 26 countries.!! Eight countries have reached
their completion points, meaning that some of
their debt has been forgiven. Another 18 coun-
tries have reached their decision points, meaning
that they will begin to benefit from debt service
relief. For these countries debt service declined
from $3.7 billion in 1998 to $2.2 billion in 2001,
or from 17.5% of exports to 9.8%. Annual debt
service payments will be one-third (about $1.2 bil-
lion) lower in 2001-05 than in 1998-99.

Governments in these 26 countries are using
their debt savings to increase spending on
education and health, with about 40% directed

BOX 8.6

What is the Heavily Indebted Poor Countries initiative?

The Heavily Indebted Poor Countries (HIPC)
initiative, launched in 1996 by the International
Monetary Fund (IMF) and the World Bank and
endorsed by 180 governments, has two main ob-
jectives. The first is to relieve certain low-income
countries of their unsustainable debt to donors.
The second is to promote reform and sound poli-
cies for growth, human development and poverty
reduction.

The enhanced HIPC framework, approved
in 1999, introduces broader eligibility criteria and
increases debt relief. To be eligible, countries
must be eligible for highly concessional assistance
such as from the World Bank’s International
Development Association and the IMF’s Poverty
Reduction and Growth Facility. In addition,
countries must face unsustainable debt even

after the full application of traditional debt re-
lief mechanisms. They must also have a proven
track record in implementing strategies focused
on reducing poverty and building the founda-
tions for sustainable economic growth.

Debt relief occurs in two steps:
o At the decision point the country gets debt
service relief after having demonstrated adher-
ence to an IMF programme and progress in de-
veloping a national poverty strategy.
e At the completion point the country
gets debt stock relief upon approval by the
World Bank and the IMF of its Poverty Re-
duction Strategy Paper. The country is enti-
tled to at least 90% debt relief from bilateral
and multilateral creditors to make debt levels
sustainable.

Source: World Bank 2003¢; IMF and IDA 2003; Birdsall, Williamson and Deese 2002.

Of the 42 countries participating in the ini-
tiative, 34 are in Sub-Saharan Africa. None had a
per capita income above $1,500 (in purchasing
power parity terms) in 2001, and all rank low on
the human development index. Between 1990 and
2001 HIPCs grew by an average of just 0.5% a year.

HIPCs have been overindebted for at least
20 years: by poor country standards their ratios
of debt to exports were already high in the 1980s.
At the same time, HIPCs have received consid-
erable official development assistance. Net trans-
fers of such aid averaged about 10% of their GNP
in the 1990s, compared with about 2% for all
poor countries. To date 16 HIPCs have reached
the decision point and 8 have reached the com-
pletion point (Benin, Bolivia, Burkina Faso, Mali,
Mauritania, Mozambique, Tanzania, Uganda).
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to education and 25% to health. Uganda has
achieved almost universal primary enrolment.
Mali, Mozambique and Senegal plan to use their
freed debt to increase spending on HIV/AIDS
prevention.'? Another review of 10 African coun-
tries that have reached their decision points shows
clear increases in social spending (figure 8.5)."

Yet the pace of relief is neither fast nor
deep enough—and not enough countries have
benefited. According to the original schedule of
the HIPC initiative, 19 countries should have
reached their completion points by now, not 8.
Achieving the Goals will require additional re-
sources—at least $50 billion a year in addition
to domestically mobilized resources. More debt
relief can help fill this gap.

There is also concern that the HIPC initia-
tive will not be adequate for countries to escape
their debt traps. Of the eight countries that
have reached their completion points, two have
returned to a ratio of net present value of debt
to exports above 150%—the threshold consid-
ered sustainable under the initiative. Initial IMF
and World Bank projections of debt sustain-
ability were calculated during a global economic
boom. This analysis relied on three assump-
tions that have since proven overly optimistic:
e Exports would increase. In the coming
decade exports would have to grow at almost
twice the rate of the 1990s if HIPC countries are
to be able to service their debts. This would re-
quire the terms of trade for these countries to
improve by 0.5% a year—even though they de-
teriorated by 0.7% a year in the 1990s.
®  Borrowing would decline. New annual
borrowing is projected to decline from 9.5% to
5.5% of GNP, and grants are projected to dou-
ble. But already a few HIPC countries are bor-
rowing at higher than expected interest rates.
o Shocks would not matter much. But most
HIPCs are vulnerable to droughts, floods, civil
conflicts and plunging commodity prices.'

WHAT SHOULD BE DONE?

The HIPC initiative did not provide enough
debt sustainability for enough countries and
needs further enhancement, especially given
the larger financing needs of the Millennium
Development Goals. Debt relief is more efficient

than aid as a way for donors to help poor coun-
tries reach the Goals because debt relief provides
more flexible funding. It targets countries in
need. And being untied, it provides budget
support that can be applied to national priori-
ties defined under poverty reduction strategies.

Strengthen links with the Goals. As rec-
ommended in the Millennium Development
Compact, the financing requirements of the
Goals should be assessed explicitly in Poverty
Reduction Strategy Papers. Assessments of debt
sustainability by the World Bank and IMF
should be extended beyond the mere capacity
to service debt to freeing up enough resources
to reach the Goals.

More relief- Debt servicing capacity should
be assessed relative to the country’s needs for
achieving the Goals. For many countries this will
require full debt cancellation. The HIPC debt-
export measure of debt sustainability has little to
do with the needs of poor people. If debtor coun-
tries and donors want to prevent the diversion of
resources from basic social investments to debt
payments, one proposed measure of debt sus-
tainability should be the ratio of debt service to
GNP. Rich countries could extend debit relief until
debt service falls under 2% of GDP. (Most HIPCs
collect about 20% of GNP in tax revenue, and
10% of tax revenue would be a reasonable amount
to pay for debt service.)®

Provide better insurance against shocks.
HIPCs are particularly prone to natural disas-
ters and price collapses for their commodity
exports. An innovative proposal calls for a con-
tingency facility. Under this proposal, when a
shock results in debt service of more than 2%
of GNP, external finance would finance debt
service beyond this threshold.!®

Other ideas outside current HIPC arrange-
ments also merit consideration. Jubilee Research,
the successor to Jubilee 2000, has proposed a debt
restructuring programme for the Millennium
Development Goals that would be a case-by-
case process, overseen by an independent panel
or court that would rule on the sovereign debtor’s
petition for protection from creditors. This ap-
proach has the appeal of placing the onus on the
creditor as much on the debtor (box 8.7). But
there may be unintended consequences—
diverting resources away from the creditor’s aid

POLICY, NOT CHARITY: WHAT RICH COUNTRIES CAN DO TO HELP ACHIEVE THE GOALS

FIGURE 8.5
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Source: OECD, Development Assistance
Committee 2003a.
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BOX 8.7

A proposal for restructuring debt to reach the Goals

Since 1995 the Jubilee 2000 movement has
campaigned to resolve international debt
crises. Jubilee Research, the movement’s
successor, has proposed a radical new ap-
proach that would follow three principles.

Apply justice and reason to the
resolution of debt crises

No one party to a debt crisis would be able
to act as plaintiff, judge and jury in the court
of sovereign debt.

Recognize the responsibilities of both
debtors and creditors for the crisis
Under current procedures liabilities fall more
heavily on debtors. Any assessment of how
losses should be distributed would take into
account the interests of creditors, but also the
need to protect the human rights and dignity
of the people of the debtor nation.

Ensure an open, accountable,
transparent process

These are public, not private, assets and li-
abilities. Recognizing that there are three
parties to any debt crisis—the debtor, the
creditors and the taxpayers—all three should
participate in the resolution of the crisis.

Source: Pettifor and Greenhill 2003.

As with Chapter 9 of the US legal code, af-
fected citizens would have a legal right to
have their voices heard in the resolution of
a crisis. Such transparency and account-
ability help prevent future crises.

The debtor government would initiate
the process by applying to the United Na-
tions for an independent, transparent, ac-
countable framework for arbitration. The
grounds for the framework would be that
debt service payments were crowding out
spending on basic human rights, preventing
the country from meeting the Goals.

During the next stage an independent
arbitration panel would be appointed, with
members appointed in equal numbers by the
debtor and its creditors. These members
would select a neutral judge or chairper-
son. In considering how much debt should
be cancelled, the panel would require a full
assessment of the resources required by the
country to meet the Goals.

The United Nations would be respon-
sible for ensuring that the process is con-
ducted transparently, independently and
fairly—for both the debtor and the credi-
tors—and for ensuring that funds released
by the process are used to achieve the Goals.
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programmes. Unlike the HIPC initiative, the
programme also lacks a mechanism to ensure that
resources released are used for poverty reduction.

TRADE—OPENING MARKETS, REDUCING
SUBSIDIES

One reason for the debt problem is that like
other poor countries, most HIPCs rely heavily
on exports of primary commodities—which
have suffered from declining prices. Countries
dependent on such exports are being left behind
by global economic growth (see chapter 3).17 Al-
though aid and debt relief will be essential to get-
ting many developing countries on the right
track, they are not sustainable solutions.

CHANGING TRADE PATTERNS
To compete and prosper in the world econ-

omy, developing countries need to drive their
own development. They need to become com-

TABLE 8.2
Trade: exploiting the
opportunities—or not

Exports of goods,
services and income
(1995 US$ billions)

1990 2001
High human
development 3,959 7,602
Medium human
development 780 1,599
Low human
development 41 61

Source: Human Development Report Office calculations based on data
on exports and GDP deflator from World Bank 2003i.

petitive in the products they export and diver-
sify into others. Yet countries with low human
development have been slow to increase or di-
versify their exports (table 8.2)