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Introduction

Development thinking and practice have
evolved in ways that should be conducive to
more rapid development, but the promise has yet
to be fulfilled. Why? In part because of natural
lags between thinking, practice, and outcome.
But also because countries of the developed and
developing worlds have not delivered fully on
their commitments in their North-South devel-
opment partnership.

The pressure to do better is growing. The
global imbalances in the distribution of income
and wealth are huge, and the awareness of these
imbalances grows as information flows ever more
quickly around the globe. People everywhere can
compare themselves to the richest developed
societies, and they are anxious to reduce the
yawning gaps in income and consumption.

Failing to come to grips with these imbal-
ances is bound to produce mounting dissatisfac-
tion. But we face a window of opportunity, one
that may not stay open. The opportunity is to
put into practice what we have learned about
increasing opportunity and reducing poverty, at
a time when demographics, economics, and
even geopolitics should make that possible. Not
doing this will sow discouragement about devel-
opment and progress in wealthy and poor
nations alike—creating barriers to future devel-
opment efforts, even feeding civil and interna-
tional conflict.

What will it take to move forward? There is a
real opportunity for improving the mechanisms of
global governance, but this will take several years.
In the meantime, there are tasks to be tackled with
some urgency. In trade, developed countries must
follow through on their commitments at the
Geneva talks—to give developing countries
greater market access. In aid, donor countries
must scale up their assistance in ways commensu-
rate with the Millennium Development Goals,
reinforcing and accelerating the mild progress of
the past two years. In governance, developing
countries must continue to move toward greater
accountability, transparency, and efficiency. And
all countries need to work together to address such
disasters as HIV/AIDS and climate change.

This paper provides the background for a call
to action. Part 1 reviews the changes in develop-
ment thinking and development practice over
the past decade. Part 2 shows that development
progress has been mixed—with fairly impressive
global aggregates, with rapid poverty reduction
and continued advances in social indicators, but
with highly uneven distributions of those gains.
And despite some progress on policy environ-
ments and aid flows, both developing and devel-
oped countries have failed to deliver fully on the
commitments to extend these gains. Part 3 looks
at the worlds of 2015 and 2030 and maps out a

course for action in the next decade.



Changes in development thinking
and practice during the 1990s

The 1990s saw big changes in the marketplace
of development ideas.! The lessons of the adjust-
ment programs of the 1980s and the innovations
in economic, political, and social theory together
pushed development thinking toward a new
paradigm characterized by broader and better
integrated understanding of development and
greater pragmatism about instruments.

Changes in development thinking
For most of the 1950s and 1960s, the idea of
development was synonymous with aggregate
growth. Starting in 1965, under the influence of
Singer, Seers, and others, things begin to change,
and the idea of development became more iden-
tified with processes of social and economic
change. Empirical studies by Kuznets, Chenery,
and others attempted to integrate growth and
distribution, but, largely because of empirical
limitations, these attempts were based on a rather
simple vision of what constitutes development
and distribution. This began to change during the
1990s, when enormous progress was made in
conceptually linking the notions of economic
growth, distribution, and poverty reduction.

Even the understanding of poverty has
broadened from a narrow focus on income and
consumption to a multidimensional notion of
education, health, social and political participa-
tion, personal security and freedom, environ-
mental quality, and so forth. The development
community has also adopted more pragmatic
means of achieving development, moving
toward country specificity and flexible analysis
and away from the twin dogmas of pervasive
state control (1960s-1970s) and unregulated
markets (1980s—early 1990s).

Development as poverty reduction

One of the most important developments of the
1990s was the sharper focus on poverty reduction
as the major goal of development and development

assistance. Most authors in the 1950s and the
1960s defined development in a broad way, but in
practice it was more often viewed as a process of
accumulating physical or human capital, with the
goal of increasing national income.

A break occurred in the mid-1960s with the
“dethronement of GNP” (in Singer’s 1965 arti-
cle) and McNamara’s move toward poverty erad-
ication as the true goal of development (notably
in his 1973 Nairobi speech).? Poverty reduction
had also been highlighted as a goal in the “basic
needs” approach of the early 1970s. But the argu-
ments were mostly ideological, often relying on
faulty theoretical and empirical analysis. And
during the long macroeconomic crisis that
started at the end of the 1970s poverty consider-
ations were set aside. The neoliberal stream that
dominated the 1980s downplayed distribution
and poverty and insisted on re-establishing mar-
ket mechanisms to promote economic growth.?

So, the emphasis on poverty in the 1990s was
not new. What was new was that it was fully
articulated with growth, and no longer seen as
antagonistic. The 17990 World Development
Report represented a major turn.*

In the 1990s development economics moved
away from the macroeconomic explanations of
Keynes or Harrod and Domar to emphasize the
micro foundations of development issues.
Development economists and policymakers
became more concerned with micro-level deci-
sions, realizing their crucial role in an economy’s
growth. For example, the role of women in
household decisionmaking, the effects of the
proportion of household resources controlled by
women on the health and nutrition of their chil-
dren, the role of microeconomics in poorly func-
tioning land, labor, and credit markets, and the
role of informal networks and institutions in
dealing with market failures. The aim of this
“micro” development literature is to understand
what institutions may arise at a micro level to

part
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cope with such failures and to structure policy to
provide for them.’

The accepted meaning of poverty reduction
also began to change. In earlier decades poverty
was rather loosely defined, characterized as a
particularly low level of income or consumption.
In recent years the development community has
broadened this notion of the meaning and objec-
tives of development, with Amartya Sen partic-
ularly influential in persuading the development
community to take such a broader view.® Poverty
is now seen as the inability to achieve standards
in addition to whether they are achieved. Poor
people live without fundamental freedoms to live
the kind of life they value. They often lack ade-
quate food, shelter, education, and health care.
They are extremely vulnerable to illness, vio-
lence, economic dislocation, and natural disaster.
They are poorly served by institutions of the
state and society. And they often find themselves
powerless to influence key decisions affecting
their lives.”

Evidence emerged to support this broader
view. The World Bank’s Voices of the Poor,® which
drew on interviews with some 60,000 poor peo-
ple worldwide, shows that in addition to more
consumption and income, poor people value
access to opportunities, a secure social environ-
ment, freedom from violence, a voice in deci-
sionmaking, and the power to hold others
accountable for their actions. The World Devel-
opment Report 200072001 clearly articulates the
multifaceted dimensions of poverty, emphasiz-
ing that social development carries intrinsic
value in addition to whatever instrumental value
it may have. Accordingly, absolute poverty is
now recognized as the inability to achieve basic
standards in nutrition, health, education, envi-
ronment, and a voice in the decisions affecting
poor people’s lives. Signaling this recognition
were the Millennium Development Goals
adopted in 2000 and signed by 191 countries.
They commit the development community to
work toward progress in these multiple dimen-
sions of poverty.

Efforts to integrate the various parts of devel-
opment thinking have gone even farther to con-
cern social justice and human rights. In recent

years the international community has strongly
emphasized the protection of human rights in
poor countries.!? The human rights approach to
poverty reduction emphasizes the accountability
of institutions that affect the fulfillment of indi-
viduals’ rights. This approach is similar to the
approach to development—and poverty reduc-
tion—based on promoting opportunity, facilitat-
ing empowerment, and enhancing security. It is
a useful perspective in a wide range of areas—
such as protecting minorities, ensuring respect
for the rule of law, and making the policy process
participatory, transparent, and effective.

A more pragmatic instrumental approach
to development
In addition to normative shifts in development
thinking, the 1990s saw substantial progress on
the instrumental aspects of development
thinking—on what actually works for achieving
the goals of development and why.!! They also
saw the fall of several long-lived development
dogmas,!? the one-size-fits-all, silver-bullet pol-
icy packages regularly prescribed for all coun-
tries. To develop, build infrastructure and import
machines, protect industries from competition,
invest in human capital and technology transfer,
liberalize markets, free the exchange rate, priva-
tize state-owned industries and expose them to
competition. By the second half of the 1990s a
consensus was emerging for sound analysis, spe-
cific contexts, and cross-disciplinary approaches.
Complementarity of states and markets. In most
developing countries in the 1950s and 1960s the
dogma of planning held sway, with its emphasis
on pervasive market failure and the need for a
highly interventionist state By the 1980s the
neoliberal counterrevolution had begun to take
hold. Where the planners saw market failure, the
neoliberals saw massive government failure, and
their
economies toward unregulated markets. “Get-

response was to move developing
ting prices right” was the mantra—an important
corrective to the planning ideas, but equally
incomplete as an approach to development.
These competing ideologies continued to drive
decisionmaking in many countries even after

deeper economic analysis and extensive evidence



undermined their credibility. The polarization of
development debates and the lack of rigor in pol-
icy analysis did little to further the cause of
poverty reduction.

In the 1990s the development community
largely moved beyond this opposition between
planners and neoliberals. The latter half of the
decade witnessed the gradual consolidation of a
consensus that states and markets are in fact
complementary. Private enterprise operating
through the market is the main engine of sus-
tained economic growth. But keeping that
engine running and ensuring that it powers
poverty reduction require a state that is active in
two key areas.

First, government needs to ensure that the
investment climate is conducive to growth. Mar-
kets can harness the productive energies of the
private sector only where the state provides an
adequate environment. This entails upholding
property rights and contracts, maintaining polit-
ical and macroeconomic stability, providing pub-
lic goods, and using (efficient) regulation and
public services to fill gaps left by markets and to
address externalities. Without this environment,
private entrepreneurship may wither or be
diverted into rent-seeking or other socially
unproductive activities.

Second, government needs to invest in and
empower its people, particularly poor people
who might otherwise be excluded, through edu-
cation, health, social protection, and mecha-
nisms for encouraging voice and participation.
Without broad participation, without more
human capital and social capital, growth is
unlikely to be fast and sustainable—because
excluding large segments of society wastes
potentially productive resources and breeds
social conflict.

In short, the development community recog-
nized that development demands effective and
capable states, not to own and operate factories,
but to help markets function efficiently and fill
gaps that they leave. It has moved beyond ideo-
logical presupposition and dogma—away from
implicitly viewing state ownership or privatiza-
tion and liberalization as ends—and toward rig-
orous, context-specific analysis of the conditions

for different policy frameworks and state inter-
ventions to bring the best results.

Institutions and governance take center stage.
Directly linked to this is recognizing that insti-
tutions and governance are key determinants of
sustained growth and poverty reduction. In the
1980s development approaches stressed improv-
ing policy—particularly in macroeconomics and
trade—and “getting prices right” by removing
government-imposed barriers to markets. But
the 1990s awakened interest in institutions and
governance—for four reasons:

¢ First, the failure of structural adjustment
programs to spark growth in many low-
income countries in the 1980s focused
attention on the role of institutions and
governance in development.

* Second, and perhaps most important, the
end of the Cold War removed self-imposed
blinders from the eyes of donor countries.
Until the early 1990s, the United States
and its allies had refrained from scrutiniz-
ing the governance failings of proxy states,
for fear of undermining what they saw as
bullwarks against communist expansion.
But with the demise of the Soviet Union,
both developed country donors and devel-
oping country citizens decried poor gover-
nance as an hindrance to development.

» Third, the transition in the economies of
Eastern Europe and the former Soviet
Union in the early and mid-1990s—which
was far more difficult than many observers
had expected—underlined the great
importance of the institutional founda-
tions for markets and for good policy.

» TFourth, the East Asian financial crisis of
1997-98 showed that even where policies
had supported rapid growth and poverty
reduction, weaknesses in institutional and
governance foundations could threaten
the whole edifice of development progress.

‘What is the core idea behind this new think-
ing about institutions and governance? Today’s
wealthy economies developed under a variety of
policy regimes, from fairly liberal (Taiwan,
China, and the United States) to fairly statist
(Japan, Sweden). But they all passed a threshold
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of institutional quality that ensured political and
economic stability, reasonable state capacity,
enforcement of property rights and contracts,
sufficient provision of public goods, and limits
on government predation and corruption.

In contrast, many countries with poor insti-
tutions and weak governance are beset by poorly
designed and weakly implemented policies,
shoddy infrastructure and public services, and
state harassment of citizens and business. Legal
systems are neither effective nor predictable.
Contracts are only weakly enforceable. And
crime is widespread. Police extract money from
citizens they are supposed to protect. Public offi-
cials steal public funds rather than provide pub-
lic goods. They distribute contracts, licenses, and
jobs to their friends and political supporters—or
sell them outright. And they demand bribes for
services, denying the neediest.

Weak institutions are not only an inequitable
burden on citizens—they also act as brake on
economic growth by undermining incentives in
the private sector. Doing Business, a recent World
Bank-IFC report quantifying the obstacles to
growth, has calculated that businesses in poor
countries face much larger regulatory burdens
than those in rich countries. They face three
times the administrative costs, and nearly twice
as many bureaucratic procedures and longer
delays. And they have fewer than half the pro-
tections of property rights of rich countries.!®

Most of these failings do not show up on
standard macroeconomic measures of perfor-
mance, yet they are deeply inimical to develop-
ment.!* Societies with weak institutions have not
developed the basis for complex economic inter-
actions; they have neither the software nor the
hardware for development. The result is dys-
functional markets, weak competitive pressures,
and private sectors dependent on government
cronyism and corruption. Incentives are mis-
aligned, so that entreprenecurial individuals
“invest” their time and resources in competing
for rents from the political system. Social norms
form around clientelism, rent-seeking, and fac-
tional competition, rather than social cohesion
and progress. These destructive norms become
rational for the individual, despite their negative

collective effect, and they often prove hard to
unravel.

The breakdown in governance, erosion of
institutions, and collapse of social cohesion are
typically associated with a radical decline in liv-
ing standards and rise in inequality—as in
Moldova, the Caucasus, and Central Asia in the
post-Soviet transition period. Heavy regulation
and weak property rights exclude the poor from
doing business.

The institutions of the developed economies
cited above—Japan, Sweden, Taiwan (China), the
United States—vary greatly, whether in regula-
tion or in social protection or in labor markets.
Even the meta-institution of democratic gover-
nance does not have unambiguous effects. The
formal institutions of democracy do not always
ensure checks on weak governance. Nor are these
checks always absent in authoritarian regimes.
Contrasting experiences in less democratic East
Asian countries in the 1970s and more democratic
African ones in the 1990s illustrate that mecha-
nisms of accountability can take varying forms,
defying a simple classification of formal political
institutions. Not only are successful institutions
highly varied in structure, but their origins are
complex as well. Institutions are highly endoge-
nous: they are not easily manipulated by govern-
ments as exogenous levers, but instead arise and
evolve in historical contexts. These factors make
the analysis of institutions a great challenge, one
that development studies has just begun to grap-
ple with seriously. But the recognition of the cen-
tral role of institutions and governance itself
marks a major advance in development thinking.

Country specificity. Parallel to recognizing the
importance of institutions and governance is rec-
ognizing that the country context is crucial for the
policy outcomes. With the dogmas of the state-
market debate came an insistence on “mono-
causal” explanations of development.' This led to
one-size-fits-all policy approaches, as the general
models left little room for actual conditions.
When mainstream development thinking dis-
carded one model in favor of another, the result
was too often major changes in policy recommen-
dations without room for nuance. The most
recent (though certainly not most simplistic)



manifestation of this was the Washington Con-
sensus at the beginning of the 1990s. Its list of
preconditions for growth encapsulated many
neoliberal precepts in what was often interpreted
as a neat recipe for development.!® Perhaps
unfairly, that Consensus came to stand for a pack-
age of measures aimed largely at getting the gov-
ernment out of the economy—and it was applied
with excessive uniformity across countries.

Common sense tells us that no one approach
will work everywhere, since the binding con-
straints to development are unlikely to be the
same across countries. Development theory is
catching up with this view. Even under the sim-
pler earlier models, outcomes of policies
depended on the parameters assumed for a given
country. But the case for country specificity
received a boost in the late 1980s and 1990s, as
a flowering of theoretical work on new multiple-
equilibrium and endogenous-growth models
emphasized initial conditions.

Take trade
substituting industrialization, pillars of the
statist approach in the 1950s and the 1960s, but
anathema to the neoliberals. The new pragmatic

restrictions and  import-

consensus now justifiably advocates more liberal
trade regimes for most countries—but recog-
nizes that the costs of following an import-
substitution industrialization strategy varied
with the country’s characteristics. In large
economies with access to foreign technology and
equipment, competition and economies of scale
moderated the inefficiency cost of trade restric-
tions. At least in earlier decades, Brazil, China,
and India were able to develop manufacturing
with fairly closed domestic economies, and some
even became internationally competitive. But in
small countries such as Jamaica, Sri Lanka, and
Uruguay in the 1960s and 1970s, the market was
too small, and any benefits of inward-looking
industrialization were swamped by the costs. Sri
Lanka began to grow only after it turned toward
export-oriented policies in 1977.

Institutional variation also shapes policy out-
comes. In Japan during the Meiji period, and
more recently in the Republic of Korea, public
institutions narrowed interest-group pressures, at
least enough that they did not block development.

Public enterprises were run efficiently and built
capacity in sectors that paved the way for private
investment. While governments played a role in
allocating credit and foreign exchange, they did
so more heavily on the basis of performance than
is typical in other countries. But in Bolivia, Zam-
bia, and other countries, where public enterprises
and allocations were captured and used for
patronage, the same strategies undermined
industrialization.

Country specificity means that the key is
addressing the binding constraints for growth at
the right time in the right way, not adopting any
one-size-fits-all policy packages. Identifying
the most binding constraints and the best pol-
icy mechanisms to overcome them certainly is
not obvious, putting a premium on sound
analysis and the ability to experiment and scale
up. Much remains to be done in this area. But
note that country specificity does not imply the
irrelevance of lessons from other countries, or of
consistent basic principles, such as sound
macroeconomics. Indeed, the crises of the 1990s
highlight the importance of prudent macro-
economic management, whether to control
booms or to reduce vulnerabilities.

Greater integration of economic and social aspects
of development. Country context goes beyond
economic and institutional circumstances. The
1990s also witnessed the recognition that atten-
tion to social context has strong instrumental
value. Policies and projects must take into
account a society’s formal and informal norms,
value systems, and institutions—or risk failing to
address key determinants of poverty. The analy-
ses underpinning policies and projects must
break out of traditional disciplinary boundaries
and take into account the interactions of social,
political, and economic circumstances.

The strong links between ethnicity, gender,
and economic functioning in many countries
illustrate the importance of understanding social
norms. For instance, black-owned firms in
Kenya have poor access to finance, but local
South Asians obtain informal loans through eth-
nic networks. This creates entry barriers and
restricts competition along ethnic lines in the
private sector. Similarly, women are cut off from

7

Changes in development
thinking and practice
during the 1990s

The key is
addressing
the binding
constraints for
growth at the
right time in
the right way



8

Changes in development
thinking and practice
during the 1990s

The economy
grows and
develops best
when the

bulk of the
population has
the tools to
participate in
and benefit
from growth

markets where social sanctions against their
owning assets are strong.

Perhaps the most profound illustration of
interconnectedness of social, political, and eco-
nomic issues is violent conflict. Today, conflict
affects some 35 of the world’s poorest countries,
destroying economies, keeping millions of peo-
ple in poverty, disrupting their access to services.
The uncertainty reduces investment and diverts
effort toward self-preservation and security. It
also erodes social capital, destroying families and
leaving a history of violence that makes reinte-
grating combatants and rebuilding cohesive
political systems very difficult. This “conflict-
development trap” is responsible for much of the
extreme poverty remaining in the world.1” And
interventions in conflict-affected areas must be
grounded in knowledge of the local social con-
text and its interconnections with poverty, vul-
nerability, and violence.

The increasing importance given to equity.
Equity has long been recognized as a desirable
outcome, and the 1990s saw a deepening under-
standing that equity often has instrumental
value. New research, both theoretical and empir-
ical, emphasized that inequality could slow the
pace of poverty reduction, through two channels.

The first channel is direct and a simple arith-
metic: income poverty reduction depends
directly on the elasticity of poverty reduction
with respect to growth. In a static sense, and
ignoring the possible relationship between eco-
nomic growth and income equality, a given rate
of growth produces less poverty reduction, in rel-
ative terms, in a more unequal environment.!®
Dynamically, a worsening income distribution
may even offset the favorable effects of growth
on poverty. In Ethiopia, for example, the growth
between 1981 and 1995 would have reduced the
poverty headcount by some 31 percent, if the dis-
tribution of income had remained constant. In
fact, the distribution worsened in ways that con-
tributed to a 37 percent increase in poverty—so
that the net effect was a 6 percent increase in
poverty. Indonesia experienced the opposite
effect between 1996 and 1999: there, distribu-
offset the poverty-

increasing effects of weak growth.!?

tional improvements

The second channel is indirect, but to some
extent more important. Many aspects of
inequality—particularly inequality in access to
opportunities—are inefficient and perpetuate
the cycle of low productivity and poverty. Early
development theories posited the opposite:
though inequality was undesirable as an end,
those theories viewed it as a means to long-run
growth, because wealthy people tended to save
and invest more of their incomes.?° In the 1970s
development thinkers and practitioners mapped
out strategies for “growth with redistribution.”
Actions to promote equity were conceived of
mainly in static terms, which implied a tension
between growth and equity: short-term static
interventions for equalizing incomes and wealth
(for instance, extremely high tax rates or the
expropriation of assets) were recognized as
harmful to the incentives for individuals and
economic agents to work, invest, and innovate.
The challenge therefore was to achieve as much
growth as possible and then to redistribute.?!

But there is a view that the economy grows
and develops best when the bulk of the popula-
tion has the tools to participate in and benefit
from growth. In this view, development strategies
should aim to reduce sharp inequalities and
equalize opportunities, improving both efficiency
and equity. For instance, ensuring access to edu-
cation and health care improves the productivity
of the poor, boosting their quality of life and
potentially the dynamism of society. Access to
work opportunities decreases the likelihood that
people will resort to crime. Because economic
power often translates into political power,
greater equity can underpin a broader targeting
of public policy. If well executed, measures to
equalize opportunities for people to lead produc-
tive lives are good for consensus, for social justice,
for political stability, and for productivity.
of  global
Finally, and perhaps most visibly, development

Recognition interdependencies.
policy and development assistance in the 1990s
had to adapt to the deepening of cross-border
interdependencies—to what is usually called
“globalization.” Economic integration at a grand
scale is nothing new: cross-border flows of labor
and capital in the 19th and early 20th centuries



were impressively large, with European bond
investors financing much of the railroad infras-
tructure in the Americas, to take one example.
But the recent globalization trends are excep-
tional in three main ways. First, the costs of trans-
porting goods across borders are now far lower,
which thanks to trade liberalization has boosted
trade flows at rates far faster than global income
growth. Second, information, including new
technologies, now flows instantaneously around
the globe, in quantities unimagined in earlier
decades. Third, portfolio capital can now move
extremely rapidly into (and out of) a larger num-
ber of emerging markets, in response to changes
in local conditions or investor sentiment.??

These changes offer new opportunities to
developing countries, for example, by allowing
them to become integrated into global produc-
tion chains. But they also bring new risks and
vulnerabilities, particularly to poor countries.
Stronger links between economies mean that
shocks in industrialized or rapidly growing
countries can be transmitted to smaller countries
less well-equipped to cope with them. The rip-
ple effects of the East Asian and Russian crises
of the 1990s demonstrated this all too well. Sim-
ilarly, trade and aid can benefit poor countries,
but unexpected drops in either—perhaps caused
by economic decline in rich countries or by new
waves of protectionism—will have destabilizing
effects on their economies. Such shocks could
drag many poor countries back below the thresh-
old of sustainable debt. Poor countries also suf-
fer migration barriers and credit constraints that
keep unskilled labor from flowing out, while
highly educated people exit freely and in large
numbers.

Globalization brings other public bads.
Among them, the damage that economic
growth, both in developed and developing coun-
tries, inflicts on the environment, particularly
through greenhouse gas emissions. Breaches in
security are also being felt as a global public bad,
and the imbalance of global development has
been blamed for it. It is certainly difficult to trace
all international security problems directly to
economic development issues, but the links are
obvious in several instances: national conflicts

spilling over to neighbors and forcing foreign
intervention, and failed states threatening global

stability.

Improved understanding of development
assistance

Does aid promote development, and if so, under
what circumstances? The large literature on these
questions advanced considerably over the past
decade. Before the mid-1990s, cross-country
regression-based assessments of the role of aid
were particularly inconclusive: while some stud-
ies found no impact, others found that aid gen-
erally fostered growth.?® But since 1996 a series
of empirical World Bank studies laid out a more
nuanced position. On average, aid spurs growth
and poverty reduction in countries with better
institutions and policies, but it is squandered in
poor policy and institutional environments.

In 1998 the Bank published its influential
study, Assessing Aid: What Works, What Doesn't,
and Why, which developed this logic and argued
that foreign aid would have a greater impact on
poverty reduction if it were focused on poor
countries with stronger economic institutions
and policies.?* The recognition that the effects of
aid depended heavily on the environment was a
major step forward. While this empirical judg-
ment has not gone unchallenged by other
researchers, new studies also tend to find a ben-
eficial effect of aid, differing primarily on how
much the beneficial results depend on the envi-
ronment.” On this point, both intuition and
case study evidence seem more consistent with
the Assessing Aid argument.?

A second major advance has been the recog-
nition that successful development assistance
requires a conducive political economy in the
recipient country. The failure of many structural
adjustment programs in the 1980s, whether
because of flawed design or poor implementa-
tion, underlined the country ownership of
reforms. Empirical evidence suggested strongly
that conditions on loans—that is, promises of
future reforms—were far less reliable as guides to
the borrower’s reform commitment than past
actions. As a result, the extensive use of condi-
tionality fell out of favor with development
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thinkers.?” And new studies provided evidence
that aid was highly fungible: foreign aid to one
sector often had the effect of financing invest-
ments in another sector on the margin, because
the recipient government could redeploy its own
resources from the first sector to the second,
undermining the intent of the donor.?® For
development assistance to make a positive con-
tribution, therefore, it was necessary that the
broader public expenditure program be consis-
tent with development aims. It no longer suf-
ficed to ensure that a single project was well
designed and implemented.

Both advances in thinking would have the
effect of shifting development resources from
countries with poor policies, institutions, and
governance to those with better environments
for growth. While this strategy had strong eco-
nomic justification, it raised a troubling ques-
tion: what could the development community do
to help the hundreds of millions of people living
in the countries with the poorest aid environ-
ments? More recent work has begun to address
that question, and while it is too early to assess
whether that work will bear fruit, merely putting
the question squarely on the development
research agenda is a major advance.

Changes in development practice
The changes in development thinking inspired
and paralleled changes in development practice.
The aid programs in the 1980s and early 1990s
were substantially influenced by strategic con-
cerns, heavily determined by donor views on
reforms, enforced through long lists of condi-
tions. The end of the 1990s marked a sea change
in development practices and a revival of multi-
lateral initiatives on development.

More effective allocations of aid

Recent work shows that over the past few years,
most donors have incorporated the new research
on aid selectivity in their work. Three-fourths of
aid agencies studied have a positive relationship
between their aid allocations and a measure of
sound policies and institutions, after controlling
for per capita GDP and population.?” In general,

the most policy-focused agencies are also the

most poverty-focused ones, indicating that it is
possible to target aid both to the countries where
poverty is great and to countries with reasonable
governance.

The improvement in selectivity has been
most noticeable for the World Bank’s IDA facil-
ity, now the most selective of all donors. In
198489 there was little relationship between
IDA disbursements and measures of gover-
nance. By 2002 the relationship had strength-
ened to the point that a one standard deviation
increase in the measure of policies and institu-
tions (the CPIA index) translated into nearly
100 percent more aid flowing to the country.*
Several bilateral donors also rank high on policy
and poverty selectivity, including Denmark, Ire-
land, the Netherlands, Norway, Sweden, and the
United Kingdom.3!

Better aid delivery: Reducing conditionality,
promoting ownership and harmonization
As noted earlier, it is not only where the aid goes
that matters—it is how it is delivered. The shift
in aid allocation in the 1990s was accompanied
by a shift in the way aid is delivered to countries,
responding to the increased emphasis on politi-
cal economy and country ownership. The 1980s
and early 1990s were marked by a surge in struc-
tural adjustment programs. These programs
mostly aimed at improving the macroeconomic
conditions of a country through broad liberaliza-
tion measures, with appropriate policies typically
enforced through loan conditions. The focus on
macro stability and drastic interventions was a
response to the sorry state of many economies,
which took on massive debts, thanks to recycled
petrodollars, and continued to spend as they had
in the commodities boom of the 1970s

In early 1999 World Bank President James D.
Wolfensohn announced the Comprehensive
Development Framework (CDF)—a new
framework for how the World Bank should do
business with recipient countries and other
development partners. It promotes four princi-
ples, addressing past shortcomings in develop-
ment assistance. First, development efforts
should be rooted in a long-term, holistic vision
of a country’s needs, not just macroeconomic but



also social and structural. Second, it should focus
on results rather than inputs. Third, it should be
based on country-owned strategies. And fourth,
development actors should foster partnerships to
support the country-owned strategy.

These principles led to a major innovation in
aid delivery—the Poverty Reduction Strategy
(PRS) process adopted in 2001 by the boards of
the World Bank and IMF. This process became
the basic springboard for all low-income coun-
try access to expanded debt relief, and then to the
concessional funding windows of the two insti-
tutions—the International Development Asso-
ciation (IDA) and the Poverty Reduction and
Growth Facility (PRGF). It marks an advance
on previous aid-delivery mechanisms in several
key respects.

First, the PRS process is more explicitly based
on country ownership than past approaches.
Each PRS strategy is developed by the recipient
country and presented in a Poverty Reduction
Strategy Paper, through what is envisioned as a
participatory process with representatives from
all major groups in society.

Second, the PRS offers a new vehicle for
effective  coordination and harmonization
among donors, reducing the costs of donor frag-
mentation. It is not only the explicit coordina-
tion between the World Bank and the IMF that
marks an advance. Several bilateral donors,
among them the European Commission and the
U.K. Department for International Develop-
ment, have thrown their full support behind the
PRS approach and placed their own grants to
low-income countries under the same discipline.
For many countries, the PRS process has now
become the main forum for donor coordination.

Third, the PRS process has supported a move
away from project-centered assistance, setting
development assistance in an explicit policy-
consistent framework. Where countries have
demonstrated some track record of seriousness
in their reforms, aid is now delivered as direct
budget support through Poverty Reduction Sup-
port Credits, rather than individual projects. To
provide accountability, the PRS identifies clear
targets for results and monitors progress toward
them.

Fourth, in its emphasis on country ownership
and budget support, the PRS has supported a
move away from excessive conditionality. The
adjustment lending programs of the 1980s and
early 1990s were marked by a proliferation of
conditions—as many as 40 legally binding con-
ditions per operation in the early 1990s.

While conditionality can support policy
changes, it cannot persuade reluctant reformers.
Since aid was becoming more focused on “will-
ing reformers” articulating a development vision
through the PRS process (the poor countries
with relatively good institutions and policies),
donors have attempted to lighten conditionality
and mainly support measures the country
included in its PRSP. For example, in the IME’s
Poverty Reduction and Growth Facility, condi-
tionality has become more parsimonious,
focused on the IMF’s core areas of expertise, and
limited to measures that have a direct and criti-
cal impact on the program’s macroeconomic
objectives.

The change to a more country-driven process
is not trivial. There is an inherent tension
between a voluntary, country-owned statement
of priorities (the PRSP) and a mandatory, exter-
nally driven judgment about its quality and fea-
sibility.>  The two

separate—the government “owns” its strategy

may be notionally
and the donors “own” their independent assess-
ments of the strategy and resulting aid alloca-
different

relationships and local chemistry determine how

tions. But in practice, power
much one actually influences the other. It is too
soon to evaluate this evolution in the way of
delivering aid. The implementation of this
reform is taking time, both by donors (harmo-
nization) and recipient countries (elaboration of

PRSPs). But the first results are encouraging.®

The centrality of governance and
institutions

The changes described earlier emphasize the
centrality of good governance in a comprehen-
sive development vision and effective aid. The
international community’s focus on governance
and corruption is fairly recent. Since 1996, when

James D. Wolfensohn highlighted corruption in
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his Annual Meetings speech as a major obstacle
to development, the World Bank and the devel-
opment community more generally have tried to
build up considerable expertise and knowledge
in this area. For example, there is now greater
recognition that democratic accountability,
voice, and transparency matter for development,
as both ends and means. There is also better
understanding of the effects of corruption and
poor governance on the investment climate.
This greater understanding has led to the cre-
ation of a spectrum of measurements, allowing a
better understanding of which components mat-
ter in which settings.>* These measurements are
guiding operational decisions by donors. For
example, the World Bank allocates IDA funds
across countries in part on the basis of each
country’s CPIA rating, the Bank’s measure of the
quality of each recipient country’s policy and
institutional framework.3> “Quality” here means
the extent to which that framework fosters sus-
tainable, poverty-reducing growth and the effec-
tive use of development assistance. With CPIA
ratings available, the quantity of development
assistance to IDA countries now depends more
on the quality of underlying governance and
institutions, rather than simply on policy com-
mitments made by the recipient government.3
But focusing more assistance on countries
with good governance and institutions has high-
lighted the need to also figure out how to assist
poor people in “poor performing countries’—
countries with poor economic management,
deep-seated corruption, and governments failing
to deliver basic services to their populations.
Aid-financed programs in those countries—
categorized as low-income countries under stress
and characterized by CPIA ratings equal to or
below 3.0—have not worked well. Because of the
move toward aid selectivity, the Bank disengaged
from some countries and later was not ready to
respond when opportunities arose. In recogni-
tion of the great complexities, the Bank devel-
oped a new approach in 2002. Though these
countries receive less financial support from the
Bank, the Bank remains engaged with other
donors by promoting domestic demand and
capacity for change, supporting simple reforms,

and exploring innovative mechanisms for social
service delivery.

While this approach is more promising, it
would be overly optimistic to expect quick
turnarounds. Of the low-income countries under
stress in the early 1990s, few besides Mozambique
and Uganda have since made great progress in
reducing poverty. Even so, faster development in
even a handful of countries would affect millions
of people. The commitments under the New Part-
nership for Africa’s Development (NEPAD)—
that governance reforms need to take place as a
kind of quid pro quo—is of course good. But this
is a slow long-term process. It has always been so,
even in today’s rich countries.?’ Yet rich countries
are already complaining that NEPAD is not deliv-

ering. In part, this is a lack of realism.

Addressing the global agenda
The beginning of the millennium has been char-
acterized by a welcome revival of multilateral ini-
tiatives for development. This revival coincides
with the emergence of anti-globalization move-
ments that have been very vocal in rich countries
to advocate on behalf of developing countries.

The 1990s opened with the World Confer-
ence on Education for All (EFA) in Jomtien,
Thailand. Representatives from 155 countries
pledged to universalize primary education by
2000. Their intention was that children, youth,
and adults would “benefit from educational
opportunities designed to meet their basic learn-
ing needs.”® The assessment presented at the
EFA Dakar conference in April 2000 revealed a
mixed scorecard. The number of children in
school had increased (from 599 million in 1990
to 681 million in 1998), and many countries were
approaching full primary school enrollment for
the first time. But some 113 million children
were out of school. Discrimination against girls
was widespread. And nearly a billion adults—
mostly women—were illiterate. Many develop-
ing countries were blamed for their inaction,
while the donor community was criticized for
dwindling aid commitments.

In Rio de Janeiro, Brazil, in June 1992, at the
United Nations Conference on Environment and
Development, better known as the Earth



Summit, world leaders signed the UN Frame-
work Convention on Climate Change, an agree-
ment to limit emissions of greenhouse
gases—contained in automobile exhaust and
industrial pollutants—that are widely blamed for
climate change. The agreement based on volun-
tary efforts to reduce emissions was not legally
binding and did not contain measures for
enforcement, but it provided a framework to limit
emissions. The Earth Summit led to a follow-up
conference on global warming in Kyoto, Japan, in
1997, which resulted in the “Kyoto Protocol”
requiring all industrial countries to cut their
emissions to levels below those of 1990 in 10
years. All major industrial nations ratified the
protocol, including the European Union and
Japan. The United States signed the treaty but
recently withdrew. Ten years after Rio, the World
Summit on Sustainable Development, in Johan-
nesburg, South Africa, in August 2002, picked up
on the same areas of global concern but looked
farther ahead—to achieving sustainable develop-
ment and protecting the environment (including
climate change, energy, clean water, health,
development, and sanitation).

In international trade the Uruguay Round,
concluded in 1994, was a failed attempt at promot-
ing development through trade. The bargain was
that the North would reduce import barriers, par-
ticularly in textiles and agriculture, and the South
would adopt new domestic regulations in areas
such as services and intellectual property. While
developing countries benefited from the reduction
in import barriers, the new domestic regulations
proved costly: the measures were expensive to
install (particularly in countries with limited
capacity) and those for intellectual property rights
led to higher prices for patented products.® The
round to start in 2000 did not fare well either,
despite declared intentions from various parties. In
1999 the trade ministers of WTO’s 135 member
countries adjourned the Seattle Ministerial Con-
ference, amid raucous demonstrations by anti-
globalization movements, without having set an
agenda for the next round of negotiations. For two
years or so, demonstrations occurred at every polit-
ical meeting of international leaders—such as G-7

meetings and Annual and Spring Meetings of the

IMF and the World Bank. The passionate debate
on the benefits of globalization took center stage
in newspapers, on the web, and in political, eco-
nomic, and academic circles. It probably had the
salutary effect of increasing awareness in devel-
oped countries of the plight of poor people and
the lack of action by rich countries.

The United Nations Millennium Summit,
in New York in 2000, marked a turn with a new
agreement between rich and poor countries
about what to do for the world’s poor. The
international community made a major com-
mitment to promoting development and fight-
ing poverty. This was crystallized in the
Millennium Declaration, adopted by world
leaders. The declaration pulled together unful-
filled commitments made at various interna-
tional conferences on specific subjects in the
1990s. The Millennium Development Goals
(MDGs) include specific targets for reducing
income poverty and improving health, educa-
tion, the status of women and girls, the envi-
ronment, and international development
cooperation by 2015.

At the United Nations Conference on
Financing for Development in Monterrey, Mex-
ico, in March 2002 world leaders reaffirmed
their commitment to the MDGs and adopted an
action plan to reach them. Developing countries
committed to improving governance, institu-
tions, and policies, while developed countries
committed to increasing aid, opening their mar-
kets to trade, and supporting capacity building in
developing countries.

Progress was made in other areas too. Con-
cerns about the costs of rising debt burdens led
to the Jubilee 2000 movement for debt forgive-
ness, as well as the expansion of the heavily
indebted poor country (HIPC) initiative for
debt relief. The initiative aims to relieve the
onerous debt burdens of the world’s poorest
countries, conditional on a track record of com-
mitted pro-poor growth policy reforms and a
commitment to maintain social spending.
Countries identified as HIPCs share certain
features. They have been heavily indebted for
most or all of the past decade. They are poor,
with at least half of their populations living on
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less than $1 a day. And they are highly depen-
dent on development assistance, having received
an average of 10 percent of GDP in aid in the
1990s.

For this group the HIPC initiative is an
important step toward reducing poverty and set-
ting them on a growth path. Today 13 countries
have reached their completion point under the
HIPC Initiative and been granted $26 billion in
unconditional debt service relief. The 27 coun-
tries that have reached decision point are
expected to receive $53 billion in nominal debt
service reduction over time and the ways to move
beyond debt relief to debt sustainability are now
being analyzed.

Finally, the international trade agenda was
unblocked with the launch of the Doha Devel-
opment Round. In 2001, at the 4th WTO Min-
isterial Conference in Doha, political leaders
from alarge number of countries agreed on a new
round of trade negotiations (under the auspices
of the WTO). And for the first time, they placed
the interests of developing countries at the top of
the agenda. As discussed in part 2, the Doha
Round reached a landmark at the WTO Gen-
eral Council Meetings in July 2004.

Summary

The past 10 years have witnessed a dramatic shift
in development thinking and practice. We
understand better the concept of poverty and the
dynamics of poverty reduction. And our under-
standing has become more pragmatic, driven not
by dogmas but by country realities. This shift in
development thinking has changed the aid
mechanisms at the World Bank and IMF and in
the donor community as a whole. More aid is
delivered to the poor countries that have proven
able to improve their policies and governance,
with the aid based on the development vision
that each country develops for itself. The donor
community is still struggling with harmonizing
its processes and instruments, but even here
there has been major progress. We are only start-
ing to see the benefits.

Part 2 explores how development outcomes
have changed in the past decade, and how well
developed and developing countries are deliver-
ing on the commitments made since the UN
Millennium Summit of 2000. It shows that the
progress has been encouraging but mixed, both
for development and for delivering on the
North-South partnership.



Where are we now? The past
decade’s development achievements

Part 2 assesses the facts on the ground. The
changes in developmental thinking and practice
appear positive, but how have development out-
comes changed? Is progress accelerating toward
the development goals? And are developing and
developed country governments delivering on
recent commitments to sustain progress as part
of their renewed development partnership?

Thanks to better macroeconomic manage-
ment, and investments in their people, develop-
ing countries have improved the growth of per
capita income from the lows of the early 1980s.%
The share—and even the number—of people
living in extreme income poverty continued to
fall in the 1990s. And there has been progress on
many social indicators, including life expectancy
and literacy. But the record on global inequality
is more mixed: a large share of individuals in the
developing world are catching up, even as many
developing countries and their people are falling
behind. And delivering on the development
partnership is far from complete.

The advances of the 1990s cannot be
attributed primarily to recent changes in devel-
opment thinking and practice, for it was on-the-
ground experience that led to those changes. In
many of the areas outlined in part 1, develop-
ment thinking and practice may be beginning to
contribute to better outcomes. But greater
progress will take time.

Poverty reduction: Global progress,
but with lagging regions

This section surveys indicators of development
progress at the global level, including income
growth, poverty, inequality, and health and edu-
cation. It then highlights some development
successes and failures for countries.

Accelerating growth—but not everywhere
An obvious first indicator of economic progress
is economic growth. Though development

entails much more than growth in incomes and
encompasses poverty reduction across various
dimensions—as emphasized in Part 1—long-
term poverty reduction needs to be built on a
foundation of sustained growth.

There are signs that the better economic poli-
cies and greater investments in human capital are
paying off, despite the recent recession. GDP per
capita in the developing world rose by 30 percent
between 1981 and 2001. Average GDP growth
in developing countries (though not per capita
growth) has outpaced growth in developed
countries every year since 1993, except in the cri-
sis years 1998-99. And there are indications
that, in the midst of large fluctuations caused by
several major shocks, the trend rate of GDP
growth in developing countries has risen since
the early 1980s.#* Combined with slower popu-
lation growth, the underlying rate of developing
country per capita GDP growth has increased
significantly since 1981 (figure 1). The picture
would be much less encouraging if the graph
began in the 1960s—when developing country
growth was quite rapid—and continued into the
1970s, when growth rates slowed dramatically

part

Figure 1 Growth in developing world GDP per capita has accelerated
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after the oil price shocks set off global recessions
and developing country debt crises. But the
rebound from the nadir of the late 1970s and
early 1980s is unmistakable, at least in the global
averages.

While this is welcome news at the global
level, it conceals large and sobering regional dis-
parities. The acceleration is driven substantially
by the increasing weight of fast-growing China
and India in the developing-world GDP calcu-
lations. Without those countries, the accelera-
tion is less pronounced, with the growth rate
picking up only in the past decade, rebounding
from the lows of the early 1990s.%?

The recent history of growth is decidedly
mixed:

*  Per capitaincomes in East Asia and Pacific
outside China grew strongly on average in
the 1990s, as they had in the 1980s. This
strong regional growth reflected not only
the progress in the East Asian “newly
industrialized countries” that had estab-
lished themselves in the 1970s and 1980s,
but also rapid growth elsewhere, most
notably in Vietnam. Incomes in South
Asia outside India also grew at significant
rates in the 1990s, though less strongly
than in East Asia.

* Sub-Saharan Africa had no net per capita
income growth in the 1990s, despite rapid

Figure 2 Growth in Sub-Saharan Africa accelerating but highly volatile
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growth in a few countries. The fast growers

included Botswana and Mauritius, which

historically had grown rapidly, but also

Mozambique (almost 8 percent annual

growth in the 1990s) and Uganda (almost

7 percent). By the end of the decade, there

were signs of a broader (if still modest)

pickup in growth, and average incomes rose
over the past several years. Thanks to that
pickup, Africa now shows a trend accelera-
tion in growth over 1981-2002, one that is
statistically significant and greater than for

the developing world as a whole, if from a

very low base (figure 2). But the very large

year-to-year variation in growth rates cau-
tion against reading too much into what
could be a cyclical upturn.

* The Europe and Central Asia region saw its
average income decline sharply in the 1990s,
during the transition from state socialism to
market economy. While Poland recovered
fast enough to record average growth of 4.5
percent over the decade, most other coun-
tries—especially the countries of the former
Soviet Union—saw more protracted transi-
tion recessions. Even so, the region
rebounded to strong positive growth of
about 4 percent in 2001-03, and growth is
expected to continue.

¢ Per capita incomes grew in both Latin
America and the Caribbean and the Mid-
dle East and North Africa in the 1990s,
but much slower than in East and South
Asia. Moreover, Latin America and the
Caribbean suffered a slight fall in incomes
in 2001-03, in the wake of Argentina’s
financial crisis.*?

So, even as growth picked up at the global
level, many countries have been left behind, dis-
proportionately the ones that started poor.

The poorest countries grew the slowest over
the past 20 years, and as per capita incomes rise
the growth rate increases (figure 3). For most
countries in the first three deciles, the trend is
especially disheartening: not only did they fail to
narrow the gap separating them from the rich
countries, but they actually suffered falling per
capita incomes on average.** Economically



speaking, global incomes are diverging rapidly,
both in relative and absolute terms. Countries in
the top decile had on average 16 times the per
capita income of countries in the bottom three
deciles in 1980, with an absolute income gap of
$19,000 (in 2002 prices and using purchasing
power parity corrections). In 2002 they had 22.5
times more, with a gap of $26,500.

The picture is somewhat more heartening if
the focus is on what happened to the average
person, not the average country (figure 4).
Notably, the income share of the bottom 70 per-
cent of world population clearly increased.*

Despite this progress, global income inequal-
ity remains quite high. In population-weighted
terms, the poorest 40 percent of countries receive
just over 10 percent of world gross national
income, the richest 20 percent receive more than
60 percent. If we compare people at the two
extremes of the distribution, the ratio of the per
capita income of the top 5 percent to the bottom
decile’s per capita income is 32 to 1.

Reductions in income poverty

The key indicator of development progress is the
share and number of people in extreme poverty.
Different countries set their national poverty
lines at different levels, so for comparative pur-
poses, extreme poverty is often defined as subsist-
ing on less than $1 in consumption per day. By
this measure, and in line with previous findings,
recent years have seen tremendous progress at the
global level. The proportion of people living in
extreme poverty in developing countries dropped
by almost half between 1981 and 2001, from 39.5
percent of global population to 21.3 percent
(table 1). And for the first time in history, the
absolute number of people living on less than $1
a day in all developing countries dropped, from
1.5 billion in 1981 to 1.1 billion in 2001. Much
of this progress occurred in the 1980s, but
extreme poverty continued to decline in the
1990s. The number of extremely poor people fell
by about 100 million—from 1.2 billion to 1.1 bil-
lion people—while the global poverty rate
dropped from 28 percent to 21 percent.*®

Much of this progress on the global front was

concentrated in Asia. In East Asia and Pacific
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the absolute number of people pulled out of
extreme poverty since 1981 was close to 500 mil-
lion, most of them in China, where GDP per
capita has quintupled since 1981, and the num-
ber of extremely poor fell from more than 600
million to slightly more than 200 million. About
half this progress was in the first half of the
1980s, as China took the first major steps to lib-
eralize its rural economy. As China grew rapidly
in the 1990s, poverty continued to fall, if more

Figure 3 Poor countries are growing slowest
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Figure 4 Average global income shares of poorer countries rose
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slowly. South Asia also grew rapidly, reducing its
poverty rate from from 41 percent in 1990 to 31
percent in 2001 (though the number in poverty
did not drop as fast because of rapid population
growth).

By contrast, poverty rose in Sub-Saharan
Africa and in Europe and Central Asia. Since
1981 a 15 percent contraction in GDP per capita
in Sub-Saharan Africa resulted in a near-
doubling of the number of people living in
extreme poverty, as the poverty rate rose from 42
percent to 47 percent. In Eastern Europe and
Central Asia, too, high unemployment and
declining output in many of the former centrally
planned economies drove extreme poverty rates
up from near-zero in 1981 to 6 percent by 1999
(and $2 a day poverty rates from 2 percent to 24
percent). Much of the increase was likely transi-
tional, and poverty has recently declined. In
Latin America and the Caribbean poverty rates
rose in the “lost decade” of the 1980s, but fell in

Table 1 People living on less than $1 a day (millions)

the 1990s, ending near their 1981 levels. And in
the Middle East and North Africa extreme
poverty rates dropped by about half since 1981,
with almost all this progress in the 1980s, and a
significant rise in the numbers of people in

poverty in the 1990s.

Progress on social indicators

Part 1 emphasized the multidimensionality of
poverty: that development means not just higher
incomes for poor people, but improved social
indicators and expanded individual capabilities.
Raising incomes tends to improve health and
education outcomes, but these outcomes have
improved even in countries where incomes were
not growing robustly.

The health gains have been impressive.
Developing countries at any given level of
income now have infant (under-5) mortality
rates far lower than those of countries at the same
income 25 or 50 years ago, thanks to better

Region 1981 1984 1987 1990 1993 1996 1999 2001
East Asia & Pacific 767 558 424 472 416 287 282 284
China 606 421 308 377 336 212 224 212
Europe & Central Asia 1 1 2 2 17 20 30 18
Latin America & Caribbean 36 46 45 49 52 52 54 50
Middle East & North Africa 9 8 7 6 4 5 8 7
South Asia 475 460 473 462 476 441 453 428
Sub-Saharan Africa 164 198 219 227 241 269 292 314
Total 1,451 1,272 1,169 1,219 1,206 1,075 1,117 1,101
Excluding China 845 850 861 841 870 863 894 888
Source: Chen and Ravallion (2004).
Table 2 Proportion of people living on less than $1 a day (%)
Region 1981 1984 1987 1990 1993 1996 1999 2001
East Asia & Pacific 55.6 38.6 27.9 29.6 25.0 16.6 15.7 15.6
China 61.0 40.6 28.3 33.0 28.4 17.4 17.8 16.6
Europe & Central Asia 0.3 0.3 0.4 0.5 3.7 4.2 6.2 3.7
Latin America & Caribbean 9.7 11.8 10.9 11.3 11.3 10.7 10.5 9.5
Middle East & North Africa 5.1 3.8 3.2 2.3 1.6 2.0 2.6 2.4
South Asia 51.5 46.8 45.0 413 40.1 35.1 34.0 31.1
Sub-Saharan Africa 41.6 46.3 46.8 44.6 43.7 453 454 46.5
Total 39.5 32.7 284 279 26.2 223 222 213
Excluding China 31.5 29.8 28.4 26.1 25.5 24.0 23.7 22.8

Source: Chen and Ravallion (2004).



knowledge and technology.*” Partly as a result,
the developing world enjoyed a significant
increase in life expectancy over the past two
decades: from 60.0 years in 1980 to 63.1 in 1990
and 64.6 in 2002. But the pace of advance was
far slower than between 1960 and 1980, when
life expectancy at birth rose, remarkably, by
almost 15 years.

The developing world has also made major
strides in education. For the 73 developing coun-
tries with complete data, the average number of
years of education completed (among adults
aged 15 and older) rose from 3.6 in 1980 and 4.4
in 1990 to 5.1 in 2000. And the number of adults
with no schooling fell from half of the develop-
ing world’s population to just over a third.*®

Almost all of a variety of other health and
education measures show progress (tables 3 and
4).% The improvements after 1980 were slower
than in the 1970s, but most of them continued
in the 1990s for many regions and indicators.

Table 3 Selected education indicators

Sub-Saharan Africa lags behind on each of
these indicators—hardly surprising, given the
region’s poverty, economic stagnation, and
health crises over the past three decades. And
yet, even in Africa, all of the indicators in the
table show progress since 1970, and most since
1990 as well. The most glaring (and terrible)
exception to this trend is life expectancy. Because
of HIV/AIDS, average life expectancy in the
region stopped rising in the late 1980s, and by
2002 it had fallen by four years, from 50 to 46.
And in much of Southern Africa, the tragedy is
even greater: in Botswana, life expectancy fell
from a peak of 61 years to 38, in South Africa
from 63 to 46, in Zimbabwe from 57 to 39—
unimaginably tragic reversals of decades of
progress.

Dewvelopment successes and failures
The recent development progress in China and
India does much to drive the population-weighted

Gross primary school enrollment

llliteracy rate, adult females

(%) (% of females aged 15 and above)
Region 1970 1980 1990 2000 1970 1980 1990 2000
East Asia and Pacific 89 1M 121 106 57 42 29 21
Europe & Central Asia . 99 98 95 8 7 5 4
Latin America & the Caribbean 107 105 106 132 30 23 17 12
Middle East & N. Africa 70 87 96 95 83 73 60 49
South Asia 71 77 90 98 82 75 66 58
Sub-Saharan Africa 51 80 74 79 82 72 60 43

Note: The gross enrollment ratio is the ratio of total enrollment, regardless of age, to the population of the age group that officially corresponds to the level
of education. Overage or underage enrollment frequently occurs. Repetition rates are quite high in some developing countries, leading to a substantial
number of overage children enrolled in each grade. Thus enrollments are an indicator of the capacity of the education system, but a high ratio does not

necessarily mean a successful education system.

Table 4 Selected health indicators

Fertility rate

(births per woman)

Under-5 mortality rates
(per 1,000 live births)

Region 1970 1980 1990 2000 1970 1980 1990 2000
East Asia and Pacific 5.72 3.06 244 2.12 125 77 58 44
CEE/CIS & Baltic States 2.65 2.47 2.26 1.57 76 58 44 38
Latin America & the Caribbean ~ 5.25 4.09 3.14 2.56 123 84 54 36
Middle East & N. Africa 6.74 6.17 4.75 3.41 196 132 81 62
South Asia 5.98 5.26 4.06 3.29 206 176 128 100
Sub-Saharan Africa 6.62 6.63 6.07 5.20 223 194 180 174

Source: Stern, Dethier, and Rogers (forthcoming).
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measures of global advances, but the progress

extends far beyond these two countries.*

* Mozambique emerged in 1992 from along
and debilitating civil war, which left the
country among the world’s poorest. With
international help, Mozambique imple-
mented policy reforms that reduced infla-
tion and spurred investments and exports.
After growing just 0.1 percent on average
in the previous decade, GDP grew 8.4
percent a year from 1993 to 2001, and

The low-income school enrollment expanded rapidly.

countries under * Uganda’s new government in the mid-

stress, both 1980s inherited a country devastated by

individually and years of conflict and economic mismanage-

as a group have ment. Since then, reforms have increased
I’

astoundin g Iy private investment, reversed capital flight,

. and boosted external trade. As a result,

P OO.I‘ social Uganda reversed income poverty sharply,

indicators from 56 percent in 1992-93 to 35 percent
in 2000. It has made great strides in primary
education, implementing a universal pri-
mary education policy that brought several
million additional children into school (the
gains also represent also a rebound from
pre-contflict levels).

*  Vietnam also moved strongly to reform its
economy and reduce poverty at the end of
the 1980s, when disastrous economic poli-
cies had produced hyperinflation, falling
economic activity, and mass exodus of eco-
nomic migrants. The reforms included
stabilization, infrastructure investments,
reform of property rights, and expansion
of the education system, and the results
were remarkable: Vietnam cut its income
poverty rate from 58 percent to 37 percent
in just six years (1993-99).

* Some countries made progress on the non-
income dimensions of poverty despite
slow growth and little reduction in income
poverty. Bangladesh, one of the world’s
poorest and most densely populated coun-
tries, has not sustained rapid growth since
achieving independence in 1971, though
there has been a noticeable acceleration of
growth in the last 10 years or so. Nor did
it significantly reduce income poverty

rates over 1984-2000, the period with
data. Even so, it has made impressive
strides in improving the health and educa-
tion of its people. Over the first 30 years of
independence, it saw infant mortality drop
from about 140 per 1,000 live births to 71.
It was the only one of the world’s 20 poor-
est countries to sustain reductions in birth
rates between 1980 and 2000. And by tar-
geting interventions to reduce the cost of
schooling for girls, their enrollment
increased from 34 percent of secondary
enrollment in 1990 to 48 percent in 1997.

Many countries have done much worse. The
low-income countries under stress, both individ-
ually and as a group, have astoundingly poor
social indicators.”® As a result, they made little or
no progress toward the MDGs. They have failed
largely for domestic reasons, but international
actions often have not helped from a develop-
mental perspective, and sometimes have height-
ened the problems.

The most tragic cases are countries in con-
flict. Globally, the incidence of civil war has
increased substantially over the past 40 years,
concentrated in the poorest countries, which
have three times the number of civil wars that
middle-income countries do.”? Many of them
seem to be in a trap where economic decline and
natural resource dependence fuel conflict, which
then prevents growth and development, impris-
oning the country in conflict.

Some other countries have taken major steps
to improve economic management and invest in
their populations, but have yet to reap the divi-
dends. They include such regional leaders as
Brazil and South Africa, which in the 1990s
maintained macroeconomic  stability and
increased economic openness in an often diffi-
cult global environment. Both greatly expanded
educational access for the students from poor
families. Yet neither has seen growth accelerate
to the levels that would rapidly reduce poverty.

Global environmental stewardship
Serious environmental problems in developing
countries include polluted air and water, depleted
land and water resources, greenhouse gas



emissions, declining fisheries, destroyed forests,
and lost biodiversity. Air pollution alone causes 2
million deaths each year, and the huge economic
costs from environmental degradation are a major
drag on economic growth. As these costs have
become more apparent during the past two
decades, national governments and international
agencies have taken significant steps to reduce
environmental damage. At the World Bank, for
example, environment and natural resource man-
agement projects now account for $11.2 billion in
lending, 12 percent of the Bank’s active portfolio.
Other multilateral and bilateral agencies have also
provided billions for environmental improve-
ment, and developing countries have made exten-
sive investments from their own resources.

For some local environmental problems, these
efforts have contributed to significant progress.
Alir pollution has fallen, and many lives have been
saved in some cities of China, Brazil, Mexico, and
other rapidly industrializing countries. This
improvement occurred far sooner than might
have been expected, given the experience of cities
in higher income countries. China is actually
reforesting, and recent evidence from a few Latin
American countries suggests that deforestation
has at least slowed in some protected areas. These
local achievements are satisfying, because they
show that progress is possible. But they are no
cause for complacency. Millions continue to die
from pollution. Widespread land degradation
impoverishes poor farmers. And water resources
are being rapidly depleted in many countries.

In the global arena, a notable success was the
Montreal Protocol, which committed developed
and developing countries to eliminate ozone-
depleting substances. Projects to phase out these
substances in developing countries have been
heavily supported by a multilateral fund. From
1986 to 2000, the consumption of ozone-
depleting substances dropped from 1.1 million
tons a year to less than 100,000, with the pro-
gram on track to complete elimination by 2010.

Other global environmental problems have
proven much less tractable. Greenhouse gases
are accumulating steadily, fish stocks are still
falling, and there is no convincing evidence that
overall deforestation and biodiversity loss have

diminished. If recent trends continue, we are
headed for drastic depletion of our global envi-
ronmental resources.

What have we learned? We know that today’s
institutional arrangements can, under favorable
conditions, reduce environmental problems that
are clearly identified, measurable, rapidly
reversible, and obviously contrary to the interests
of politically influential groups. For example,
poisonous air pollution in cities affects rich and
poor alike, many emissions sources are easily
identifiable, and reducing these emissions at the
source can clean the air quickly and, in many
cases, at modest cost. Under these conditions,
several governments have embarked on policies
to reduce pollution, often in collaboration with
multilateral agencies.

But those institutions have proven much less
effective in dealing with the accumulation of
greenhouse gases, the loss of biodiversity, the
accumulation of persistent organic pollutants in
human tissues, and the depletion of soil and water
resources. These problems are not reversible
within electoral cycles or the lifespans of conven-
tional projects. They grow slowly, often without
accurate measurement, so the popular media
generally ignore them. They often reflect overex-
ploitation of common-property resources that are
difficult to manage collectively. Their victims are
frequently scattered, poor, and powerless. And
effective action promises substantial near-term
costs for politically powerful constituencies.

Delivering on commitments

The Monterrey summit ushered in a new compact
between developing and developed countries—
the Monterrey Consensus—that stressed their
mutual responsibilities and accountabilities in the
development effort. It called on developing coun-
tries to improve their policies and governance, and
on developed countries to step up their support
through market access for trade, more and better

aid, and debt relief.

Has the quality of policies and governance
in developing countries improved?

Developing countries, taken as a group, have
done much to strengthen the foundations for
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growth since the early 1990s. Macroeconomic
management has improved substantially, as
developing countries reduced fiscal imbalances
and reined in inflation. For low-income countries
the average fiscal deficit shrank from 6.7 percent
of GDP in 1988-92 to 5.0 percent of GDP in
1998-2002, and the median annual inflation rate
fell from 10 percent to 5 percent.”® In middle-
income countries, average fiscal deficits worsened
slightly over the period, but only to a manageable
3.6 percent of GDP in 1998-2002, while the
median inflation rate dropped from more than 14
percentin 1988-1992 to 5 percent in 1998-2002.

Developing countries have increased their
integration in the world economy while limiting
their vulnerability to shocks. Unweighted average
tarift rates in developing countries fell by almost
half, from over 25.4 percent in the late 1980s to
13.5 percent in 2003. The drop was greatest in
the most protected region, South Asia, which cut
tariffs from 68.9 percent to 19.8 percent. Nor
were tariffs generally being replaced by nontariff
barriers: like other regions, South Asia also
sharply curtailed the coverage of nontariff barri-
ers from 57 percent of all tariff lines in 1989-94
to 13 percent in 2000. In addition, the external
debt burden of developing countries is now less
severe than in the early 1980s or mid-1990s. The
debt to export ratio fell from an average of 157
percent in the early 1980s (peaking at more than
200 percent) to 90 percent in 2003. And the ratio
of debt service and short-term debt to reserves
fell from 330 percent to 72 percent.

Progress is harder to measure in the domain
of institutions and governance. According to the

World Bank’s CPIA index, both the low-income

and middle-income country groups on average
improved the quality of their public sector man-
agement and their institutions for social inclu-
sion between 1999 and 2003 (table 5). But the
improved performance on institutions and
governance still lags well behind that on eco-
nomic management. The ratings of other multi-
lateral development banks—most comparably,
the African Development Bank and the Asian
Development Bank—all show similar patterns
of recent improvement in average ratings on gov-
ernance, public management, and socially inclu-
sive development.>

Where do we stand on the Doha

trade agenda?

A second element of the partnership for develop-
ment, also enshrined in the Monterrey Consen-
sus, is a commitment by developed countries to
open market access for goods and services pro-
duced in developing countries. This is particularly
important in agriculture, textiles and clothing, and
labor-intensive services—where developing coun-
tries typically have a comparative advantage. The
state of affairs in these sectors is rather disappoint-
ing. For example, developed country support to
agriculture through border controls and producer
subsidies amounts to more than $300 billion a year.
World Bank estimates suggest that further trade
liberalization in agriculture and other sectors can
increase real income in the developing world by up
to $500 billion by 2015, if complemented by devel-
oping country actions. These estimates are likely
to understate the full effects of trade integration
because they include only the dynamic effects that
can be easily quantified.

Table 5 Average CPIA scores on four governance components, 1999-2003

Quality of
budgetary & financial
management

Efficiency Quality Transparency,
of revenue of public accountability, control
mobilization administration of corruption

1999 2003 1999 2003 2001 2003 1999 2003

All developing countries 3.18 3.41 3.22 3.53 3.12 3.19 2.88 3.16
Low-income 2.74 3.06 2.94 3.28 2.73 2.86 2.56 2.80
Middle-income 3.54 3.68 3.45 3.73 3.42 3.44 3.15 3.45
Low-income countries under stress 2.00 2.18 2.27 2.91 1.77 2.09 1.96 2.23

Note: The scores for components of the CPIA index range from 1 (worst) to 5 (best).

Source: Development Committee 2004.



The Doha Round reached a landmark at the
WTO General Council Meetings in July 2004.
While aiming for an agreed “framework” rather
than the more specific modalities for negotiations
was a modest objective, delegations exceeded
expectations by beginning to address key issues.
By coming to such an agreement, the delegations
provided the momentum to keep the process
going through the political season in the United
States (elections) and Europe (changes in the
European Commission). Observers hope that
substantive negotiations can then resume in 2005,
but the new optimism should not cloud the fact
that no firm commitments have been made yet.

Agriculture remains the main focus of the dis-
cussions. The most important and contentious
issue is market access. The G-20 and the Cairns
Group pushed for a more liberal framework,
focusing on liberalizing domestic support and
eliminating export subsidies. And it was in this
area that the Geneva agreement laid the ground-
work for significant reforms in global agricultural
trade. It did this by charting the way toward elim-
inating export subsidies, introducing new com-
mitments on trade-distorting farm subsidies, and
providing for progressive reductions in border
protection—all of which should remove con-
straints on the incomes of the world’s poorest
countries and producers. It was encouraging that
cotton, a product of particular importance to least
developed countries, received special emphasis.

But poor countries face daunting barriers to
their nonagricultural products as well, with tariffs
on their manufactures typically exceeding by a
wide margin the tariffs on goods from wealthier
countries. Here too the Geneva talks promised
progress, with the conferees agreeing on a frame-
work for expanding nonagricultural market access.

A challenge beyond the details of these nego-
tiations is to keep the action on trade from slip-
ping out of the multilateral arena. The number of
bilateral and regional trade agreements continues
to escalate, posing a significant threat to the global
regime. While the gains from real-world trade
agreements depend heavily on country specifics
often missing from textbook models, bilateral and
regional agreements are less likely to improve wel-
fare, because of the potential for trade diversion to

inefficient producers. They also make reaching
multilateral agreements more difficult.

Where do we stand on the Monterrey aid
commitments?

The Monterrey Declaration acknowledged the
importance of aid in complementing domestic
efforts in developing countries. Aid clearly
needed renewed attention. In 2001 aid flows
from DAC donors stood at just 0.22 percent of
their gross national incomes, far below the 0.34
percent average from 1990-92.%° The Monterrey
Declaration called for a substantial increase in
official development assistance (ODA)—and for
donors to ensure that debt relief did not detract
from ODA resources. In making commitments
to increase development assistance, donors were
responding not only to the 1990s aid decline but
to the improvements in the allocation and effec-
tiveness of aid in the 1990s.

Discussions surrounding Monterrey produced
indicative pledges by donors for the volume and
targeting of ODA. The OECD estimated that if
all DAC countries were to meet these pledges, the
ratio of ODA to GNI would increase to 0.29 per-
cent by 2006—an increase that would return aid
ratios to 1994 levels but still be substantially below
pre—Cold War levels (table 6).

Donors have begun to follow through on
these commitments. Between 2001 and 2003 the
ratio of ODA to GNI rose from 0.220 percent
to 0.246 percent, around a third of the increase
needed (figure 5). In dollar terms the rise appears
quite substantial: from $52.3 billion in 2001 to
$68.4 billion in 2003, an increase of 30 percent.
But alarge part of that growth in the dollar value
is due to changes in exchange rates, especially the
weakening of the dollar. Correcting for exchange
rate movements and inflation, the real increase
in aid was 13 percent.

Another concern is that the 13 percent real
increase is not leading to new “net cash inflows”
to the countries in greatest need. Analysis sug-
gests that strategic (political) motives, technical
cooperation, and debt relief account for the
majority of the real increase in aid flows. In 2002,
$2.9 billion of the $5.9 billion nominal increase
in ODA was due to debt relief, and another
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$1 billion was for just two countries (Afghanistan
and Pakistan). Technical cooperation increased
by $1.9 billion. Netting these factors out leaves
an increase of only $0.1 billion in nominal terms.
So, the increments actually flowing to the broad
group of “MDG deficit” countries is small.

Although the recent commitments and actual
increases are somewhat encouraging, they fall far
short of what is likely needed to reach the
MDG:s. Available estimates of the additional aid
that would be necessary to reach the MDGs,
even though very rough, translate into aid to
GDP ratios more than 0.40 percent in donor
country GDP, far more than the current target
of 0.29 percent.

The quality of aid matters as much as its quan-
tity. The Nordic countries, the Netherlands, and
the United Kingdom show high policy selectiv-

ity, as does IDA. Other major donors, such as
France and the United States, are less selective.?®
But greater selectivity is no panacea. A major
challenge for the development community is to
deepen its understanding of the most effective
ways of dealing with unstable states whose poor
and worsening institutions are carrying them
toward “failing” as states.

Another element of aid quality is harmonizing
practices among donors. Over the past 2-3 years
donors and recipients have made some progress
toward making aid more disciplined and better
aligned with development priorities and country
strategies, but much remains to be done.”” Progress
is seen most often in countries where the initial
conditions are most favorable, where government
leadership is strong, and where some degree of
donor coordination is already taking place.

Table 6 ODA in 2001 and prospects for 2006 (Monterrey commitments)

DAC donors 2001 Monterrey commitments

ODA ($m current) ODA/GNI (%) Amount’ Achieved by
Australia® 873 0.25 0.25 Already
Austria 533 0.29 0.33 2006
Belgium? 867 0.37 0.70 2010
Canada 1,533 0.22 8% annual increase t0 2010
Denmark 1,634 1.03 >0.70 n.a.
Finland? 389 0.32 0.44 2007
France? 4,198 0.32 0.50(0.70 by 2012) 2007
Germany 4,990 0.27 0.33 2006
Greece 202 0.17 0.33 2006
Ireland? 287 0.33 0.70 2007
Italy 1,627 0.15 0.33 2006
Japan 9,847 0.23 2001-03 av. level ($9.5bn)  From 2003
Luxembourg 139 0.76 1.00 2005
Netherlands 3,172 0.82 0.80 n.a.
New Zealand 112 0.25 Future level under review n.a.
Norway 1,346 0.80 1.00 2005
Portugal 268 0.25 0.33 2006
Spain 1,737 0.30 0.33 2006
Sweden 1,666 0.77 1.00 (at least 0.87% in 2006) 2006
Switzerland? 908 0.34 0.40 2010
United Kingdom 4,579 0.32 0.40 2005-06
United States 11,429 0.1 0.17 2006
DAC countries, total 52,335 0.22 0.29 2006

1. Assumes average real growth in GNI of 2% a year (3% Canada, 4% Greece, 5% United States, and zero for Japan) from 2003 to 2006.

2. ODA/GNI ratio for 2006 interpolated between 2003 and year target scheduled to be attained.

3. As aid volume determined in annual budgets, assumes same ratio in forward years.

Source: OECD, DAC.
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Where do we stand on debt relief?

Development finance is on more stable ground
now than in the 1990s, thanks to the rotation in
external financing flows from debt to equity and
the pursuit of sounder economic policies by
developing countries. For the most heavily
indebted poor countries (HIPCs), debt relief is
crucial to create the fiscal space for spending
increases needed to promote growth and reduce
poverty. As of April 2004, 27 HIPCs have
reached the decision point and are receiving debt
relief. Together with other forms of debt relief,
the HIPC initiative has achieved a $51 billion
reduction in the overall debt stock of these coun-
tries (figure 6).°® As a percentage of exports, their
debt service has fallen from 16.9 percent in 1998
to 9.8 percent in 2003 (and a projected 7.9 per-

to improve trade opportunities for poor coun-
tries, though the recent Geneva meetings signal
that this is now changing. Aid flows have
increased, though too much of the increase
depends on special circumstances, raising fears
that the momentum will not be sustained. And
even if donors fulfill their current commitments,
total aid flows will remain well below the levels
thought necessary for reaching the MDGs. Last,
the debt situation is markedly better for some
countries that have qualified for relief, but
remains grave for too many others. All this adds
up to a worrying discrepancy between the
progress in ideas and results on the ground.

Figure 5 Official development assistance—bouncing back since 2001

ODA as a percentage of donors’ GNI

centin 2006). As a percentage of GDP, debtser- (36
vice fell from 3.9 percent in 1998 to 2.4 percent
in 2003, and as a percentage of government rev- 034
enue, from 25.2 percent to 14.6 percent.”’ 032

Compared with what was thought possible a e Monterrey target for 2006
decade ago, this debt relief for the poorest coun- 00000000000GBEE. E0000000E000000000000A000000000000000E00A0000C. $
tries is a substantial achievement. Yet many 0.28
indebted countries have yet to benefit fully. 5 DT
Some low-income countries under stress have prelminan igue
not yet fulfilled the requirements for debt relief. 0.24
And even some countries that have benefited (.22
from debt relief continue to have high debt 020

ratios, leaving them highly vulnerable to shocks.

Summary
The progress in development outcomes and the
delivery on the development partnership have
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Source: OECD, DAC.
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Figure 6 $51 billion less in debt for 27 heavily indebted poor countries

Billions of dollars in debt in 2002 (net present value)
80
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been mixed. The 1990s brought stronger GDP
growth performance and continuing (though in 70
some cases slowing) progress on income poverty
and social indicators. Yet many countries fell far- 60
ther behind, especially in Sub-Saharan Africa. 50
In part, the mixed outcomes reflect an
inevitable lag between thought, action, and out- 40
come. But they also reflect a failure of govern- 30
ments to deliver on their promises. Developing
countries have improved their policies, but the
quality of their governance and institutions often 10
lags well behind, especially in the low-income 0
countries under stress. Developed countries have Before After traditional After After additional
relief debt relief mechanisms HIPC bilateral relief

yet to show a willingness to do what is necessary

Source: HIPC Unit.
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The way forward

Where will the next decade take us? What will
we need to do to increase the chances of
approaching our development goals? We have
seen that real progress is possible. But current
trends point toward a real risk of dangerous
imbalances. Driven by widening income gaps,
unsustainable energy use, and rapid urbaniza-
tion, these imbalances could threaten economic
progress and feed social conflict. Avoiding that
possibility will require scaling up the partnership
for development. Despite supportive rhetoric,
action is lagging. And there are signs that short-
term preoccupations are distracting attention
from the big development issues.

This must change. Developing countries
need to continue improving their policies and
governance. Developed countries need to follow
through on their commitments to further liber-
alize trade, increase aid, and deepen debt relief.
And the development community will likely
need to go beyond even the current agenda, most
notably in global governance.

Projecting forward: The world in
2015 and 2030

Population dynamics: Slower growth and

a rapid demographic transition

Projections a decade or more out are notoriously
imprecise, even in demographics. But population
projections come with the greatest certainty,
because of the fairly steady evolution of life
expectancy. The world’s population is currently
projected to rise from 6.1 billion in 2001 to 7.1
billion in 2015 and 8 billion in 2030—roughly 1
billion people every 15 years. Almost all the
increase will be in developing countries, as
industrial country growth slows to nearly zero,
and almost all will be in cities. As a result, the
developing country share in world population
will rise from 84.5 percent to 87.4 percent—with
roughly a quarter in East Asia and Pacific, a

quarter in South Asia, and nearly a seventh in
Sub-Saharan Africa by 2030.

On average in developing countries, annual
population growth will slow from 1.3 percent to
0.8 percent by 2030, with declines across the
board. In Sub-Saharan Africa annual growth
should slow from 2.2 percent to 1.4 percent. And
some countries in Europe and Central Asia,
including the Russian Federation, are already
confronting absolute population declines.
China’s population control program has already
constrained population growth, with annual
growth to be halved again over the next 25
years—from 0.6 percent to 0.3 percent.

This is not the nightmare population explo-
sion foreseen by some analysts in the 1970s. And
yet the addition of 2 billion more people will
bring new strains to some countries. But as pop-
ulation growth declines rapidly in other coun-
tries, changes in dependency ratios—the number
of nonworking people supported by the average
worker—will create opportunities and burdens.

How could these demographic trends benefit
many developing countries? A smaller birth rate,
combined with a rising working-age population,
will lower the percentage of household resources
that need to be devoted to nonworking house-
hold members. For developing countries as a
whole, the under-15 dependency ratio will fall
from a high of 77 per 100 workers in 2001 to 55
in 2030.%° Even such high-dependency regions
as Sub-Saharan Africa should see a large decline
(from 126 per 100 workers to 82).5! This hold-
ing at bay of elderly dependency opens a window
of opportunity for developing countries over
most of the next 25 years.

The elderly dependency ratio in developing
countries will rise only slightly until 2015, from
13.4 per 100 workers to 14.5, and then increase
to 21.7 by 2030. The total developing country
dependency ratio, including the assumed third of
the working-age population not formally in the



labor force, is expected to fall for most of the next
quarter-century, an opportunity for developing
countries to increase savings and raise productiv-
ity. Even so, in Brazil, China, Russia, Vietnam,
and the EU accession countries, the overall
dependency ratio is expected to begin rising
much sooner—by 2010 or 2020. Dealing with
this rapid demographic transition will be a chal-
lenge, as countries need to put in place social
protection systems for their growing elderly
populations.

The flip side of falling dependency ratios over
the near term: the many jobs that developing
countries need to create. Labor supply growth is
now at peak rates in developing countries: more
than 3 percent a year in the Middle East and
North Africa, 2.6 percent in Sub-Saharan Africa,
2.3 percent in South Asia, and 2.0 percent in
Latin America and the Caribbean. With lower
labor force growth rates in East Asia and Pacific
and Europe and Central Asia, the average for all
developing countries is 1.8 percent. For the
developing world, this translates into the net cre-
ation of some 35—40 million new jobs each year—
some 22-23 million in Asia and 7 million in
Sub-Saharan Africa.%? The required employment
growth rate will slow modestly by 2015—to
around 1.4 percent on average—before halving to
0.7 percent by 2030.%3 If countries fall short in
creating jobs, unemployment rates may be high,
wages falling, and youth disaffected, with social
discontent and security threats.

Global economic balance: The growing
share of the developing world
Economic projections are even more uncertain
than those of population. Back in the 1960s, it
would have been impossible to predict the global
economic slowdown of the 1970s—and the per-
sistent productivity effects of the economic tur-
moil of those years. But to develop workable
strategies for action, it is important to give our
best estimates of the shape of things to come.
Under that best estimate—the World Bank’s
baseline scenario—the developing world will con-
tinue to expand its share of the world economy.
The global economy would grow from $35
trillion in 2005 to $75 trillion in 2030, with a

steady growth rate of 3 percent a year (at 2001
market exchange rates and prices). Developing
country growth would average close to 5 percent
a year, with industrial country growth at around
2.5 percent.®* Under this scenario, the GDP
share of the developing world climbs substan-
tially between 2005 and 2030—from just over a
fifth of global output to a third—with a sharp rise
in China’s global output (from 4 percent to 9 per-
cent). At this market exchange rate measure, the
United States would remain the largest economy
throughout 2005-30, though developing coun-
tries in aggregate would overcome the United
States sometime between 2025 and 2030.%°

Using PPP exchange rates, which correct for
the variations across countries in the prices of
nontradable goods, generally gives us a better
measure of the output of countries. Corrected for
PPP, the global economy grows from $54 trillion
in 2005 to $143 trillion in 2030, an annual
growth rate of 4 percent.® The developing coun-
try share of the world economy, 46 percent in
2005 in PPP terms, would rise to 61 percent by
2030. China’s output alone would amount to 22
percent of global output, a significant increase
from 13 percent today. Indeed, China’s PPP out-
put would overtake Europe’s around 2015 and
the United States’s by 2020.

These PPP-based projections should be used
with great caution, however. They assume con-
stant PPP exchange rates throughout the period.
But it is quite likely that rapidly growing
economies like China will have systematically
different trends in their PPP exchange rates than
the now-developed economies. So the figures
should be more a reminder that market exchange
rates understate the incomes of the developing
world, less a firm projection.

Economic convergence and divergence

At market exchange rates in 2001 the average
income per capita in developing countries was
only 5 percent of the average income in high-
income countries—$1,260 versus $25,850.
Under our baseline scenario, there will be some
slight convergence over time, with the parity
ratio (per capita income relative to the average
per capita income in high-income countries)
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reaching 5.7 percent in 2015 and 7.0 percent in
2030. There will be significant variation across
countries and regions. China, which ranks below
the developing country average at only 3.5 per-
cent in 2001, would see a rise to 6.0 percent of
the industrial country average in 2015 and 9.2
percent in 2030. Some regions could see a slight
widening of the income gap—with parity ratios
projected to fall from 14.6 percent of the indus-
trial country average in 2001 to 14.4 percent in
2030 in Latin America and the Caribbean and
from 1.8 percent to 1.7 percent for Sub-Saharan
Africa.

Broadly similar trends are observed in PPP-
adjusted figures. The overall parity index was
14.3 percent of the industrial country average. In
the base case, it would climb to 17.8 percent in
2015 and 22.7 percent in 2030. Focusing on
China, it would rise from 14.9 percent of the
industrial country average in 2001 to almost 40
percent. But the PPP adjustments do not change
the lack of convergence for Sub-Saharan Africa
and Latin America and the Caribbean (keeping
in mind that PPP-adjusted figures do not take
into account likely changes in relative prices
across countries).

There can be no doubt that the absolute (real)
dollar amounts separating the poorest and rich-
est countries will rise inexorably throughout the
forecast period. Most notably, the absolute per
capita income gap between the poorer countries
in Sub-Saharan Africa (those outside the South-
ern African Customs Union) and the average
developed country will increase steadily—in cur-
rent PPP-adjusted dollars, from $26,000 in 2001
to more than $52,000 in 2030. At the same time,
the share of the world population in Africa is
expected to rise.

Poverty

The growth patterns just described above would
lead to a continuation of the poverty trends seen
in the past decade: global progress, but with poor
performance in major regions of the developing
world. The Millennium Development Goal for
income poverty is to halve the global $1 a day
poverty rate, from about 28 percent in 1990 to
14 percent in 2015. Under the World Bank’s

baseline growth scenario, the world would meet
that target, with the rate falling from 22 percent
in 2001 to 12.5 percent in 2015. And by 2030,
the extreme poverty rate is expected to be around
7 percent of the developing world’s population,
about 500 million people.

Despite the global progress, Latin America
and the Caribbean and Sub-Saharan Africa are
projected to miss the MDG poverty target,
Africa by a wide margin.®” By 2030 Latin Amer-
ica and the Caribbean will barely achieve its
2015 target, and Sub-Saharan Africa will still be
off, though closing in. All these projections
assume that the elasticities of poverty to income
remain constant. If developing country labor
markets cannot absorb the many new entrants in
the next few years, so that the real wage falls, the
poverty elasticity is likely to fall too, making it
harder to reach the poverty goal.

Urbanization

By 2015 nearly four-fifths of the world’s largest
cities will be in the developing world, many of
them megacities with more than 5 million peo-
ple.%® In short, rapid urbanization will continue
to be a major feature of the developing country
quarter-century,
although the rate of urbanization will slow every-

experience over the next
where except in Sub-Saharan Africa, and rural-
urban migration will continue to be important.®

Urbanization can bring many advantages.
Firms can benefit from agglomeration of being
close to other firms, giving them better access to
technology and pools of trained workers. Urban
areas are typically centers of innovation, with
diversity breeding new ideas. And higher popu-
lation densities often allow more efficient deliv-
ery of public services. Yet urbanization can bring
large costs, in social problems and environmen-
tal spillovers. Developing countries need to con-
trol these costs even as they deal with all the

other concerns raised by these projections.”

Educational attainments and health
improvements

Progress in educational attainment, including
preschool, is expected to continue over the next
two decades, but it is far too slow to reach the



MDGs for education, particularly for universal
primary completion by 2015. According to a
recent study, of 38 countries analyzed that have
enrollment rates below 80 percent, all will have
to expand their educational systems at “histori-
cally unprecedented growth rates” to reach even
95 percent enrollment by 2015.7!

The same study analyzed the prospects of
meeting the MDG of reducing infant mortality by
two-thirds between 1990 and 2015. It concludes
that the prospects for this goal are only slightly
brighter than for primary completion. Looking
back, it shows that of 109 countries, 33 reduced
infant mortality by two-thirds between 1975 and
2000. The poorest countries were not in that
group. Indeed, only one country that started out
with an income of below $1,600 in 1975 would
have met the target. The authors conclude that
“widespread achievement of the fourth MDG has
no recent precedent in poor countries.””?

World Bank projections for meeting the social
goals are consistent with these historically based
inferences. For universal primary completion, the
large majority of countries in South Asia and
Sub-Saharan Africa are rated as “unlikely” or
“very unlikely” to reach the goal by 2015. For
child mortality, the situation is even less encour-
aging: Latin America and the Caribbean and
even East Asia and Pacific join South Asia and
Sub-Saharan Africa in having a large majority of
countries unlikely to meet the goal.

Advances could be tremendous even in coun-
tries that fall short of the goal. For example, if
Chad were to raise its completion rate from less
than 20 percent in 2000 to 50 percent in 2015,
that would have to be a development success. So
would a reduction of child mortality by half in a
country with a stagnant economy. But the goals
were intended to challenge the development com-
munity, not to accept historical precedents as what
is possible. So the fact that the world is falling so
far short of these key goals should raise alarm.

Energy consumption

Energy demand in developing countries is
expected to grow roughly twice as fast as in
developed countries—about consistent with

GDP growth. Energy efficiency will improve

slightly more in developing countries than in
developed countries, primarily because develop-
ing countries will continue a relatively rapid shift
toward services, which are less energy-intensive
than manufacturing. For the world this implies
energy consumption growth of between 2.8 and
3.0 percent a year. That growth is substantially
above the 1.8 percent forecast a few years ago by
the International Energy Agency, a rate already
found to be much too high, since it would be
twice the Kyoto target by 2010.

Without global action, constraining the
growth of carbon dioxide emissions will con-
tinue to be a great challenge, as will ensuring sta-
ble and adequate supplies of energy to feed
growing demand. The same likely applies to

forests and water.

Conflict and failing states

In the 1990s, 46 countries were involved in con-
flict, primarily civil. This included more than
half of the poorest countries (17 of 33). More-
over, the rate of conflict has risen in recent
decades for the developing world as a whole,
even as it has fallen for middle-income countries
as their incomes have risen.

For most of the world’s population, develop-
ment has reduced risks. But a significant minority
of people in low-income countries have not shared
in development, and for them the risks have been
increasing. If these two opposing forces persist, the
world will find itself stuck with a self-sustaining
incidence of civil war, determined predominantly
by the large and persistent pool of nondeveloping,
low-income countries. These countries will
account for a small and diminishing share of global
income. But they will be responsible for a high
share of the regional and global spillovers from civil
war.”> Without much faster development in the
poorest regions, civil conflict is likely to continue
to be a major feature of the development landscape
over the next quarter-century.

Official development assistance

Projecting development assistance is risky,
because it depends heavily on the geopolitical
situation and the domestic political environ-
ments in donor and recipient countries. There
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are at least two different ways of reaching pro-
jections. One is to assess the aid needed to meet
a particular set of development targets. We have
already noted the estimates of the scale of the
increase in aid likely to meet the MDGs—
roughly a doubling of annual aid flows to some
$100 billion, even if recipient countries continue
to improve their policies and institutions in ways
that promote growth.

A second approach is to project future ODA
levels, as opposed to needs, by basing forecasts
on recent history. The aid per capita that a coun-
try receives has been shown to depend on the
country’s population (larger countries receive
more aid overall but less aid per capita), on its
level of per capita income (wealthier countries
receive less aid per capita), and on the quality of
its policies, institutions, and governance (proxied
by its CPIA score). We can therefore use predic-
tions of population and income growth, com-
bined with the historical statistical relationships
with aid, to project aid levels.

If current historical relationships between aid
and key variables hold, and even assuming that
recipient-country CPIA scores do not improve,
total aid will continue to rise slowly through
2030.7* So even if the development community
were to fail to invest enough to meet the MDG
needs—in our view, a grave mistake—donors
should not suppose that the need for aid will
gradually wither away. It is even less likely to do
so in view of the fact that the implicit poverty
line behind today’s aid allocation is bound to
increase with average world affluence.

Summary

Even with progress on some of the global indi-
cators, the imbalances between regions and
countries will deepen.

* The absolute gap in per capita income
between the world’s poorest countries
(mostly in Africa) and the wealthiest will
double by 2030, while the share of popula-
tion in poorer African countries is expected
to rise. This may be cause for great concern.

* Present trends require an unprecedented
global rate of employment creation. If
developing country economies are not

productive enough to create labor demand
that meets the supply, this additional labor
force will have to be absorbed only at a
falling relative wage. This will reduce the
rate at which growth reduces poverty,
because the poverty elasticity hinges on
the wages paid to unskilled labor.

* Poverty defined on the current basis of $1
a day will fall substantially, but even in 2030
some 500 million people will still be living
below that extreme poverty line. So poverty
will not disappear from the agenda.

* Environmental problems will become
more acute, and the toll from HIV/AIDS
will be huge in the medium run, in Africa
and in other regions.

On current trends, it is reasonable to fear that
aid from developed countries to the rest of the
world will fall short of what is needed for rapid
economic and social development.

The agenda for the next decade
With global flows of information now much
faster, the world’s people know much more about
what is going on everywhere. The world’s poor-
est people know about progress in the more
advanced economies, and they observe the grow-
ing absolute gap between them and the world’s
middle and upper classes. People have always
cared about their relative status, not just their
absolute standard of living. These comparisons
were once made in communities, with the eco-
nomic success of one person opening the eyes of
others, providing an impetus for progress. What
has changed is that the community is now global,
and development anywhere affects the path and
likelihood of development elsewhere.
Widening gaps and better information may
have serious implications for peace and security
in the world. It is unlikely that that fully
informed people will remain totally passive in
the face of growing disparities in standards of liv-
ing. Such disparities feed radicalism of all types,
some leading to movements to disrupt national
and international orders. Civil conflicts arising
from the lagging development are immensely
costly for countries. When they spill over
national borders and make peace-enforcement



interventions and reconstruction by the interna-
tional community necessary, they are also costly
for the international community.

Radicalism can even lead to popular support
for some international terrorist movements in
countries lagging behind, where such movements
have some cultural resonance. Lagging develop-
ment can also lead to failing and failed states,
some becoming havens for terrorists or drug traf-
fickers. In short, growing absolute gaps seem
likely to sow disorder and conflict, both nation-
ally and internationally, with the damage spread-
ing through developing and developed countries.

Minimizing these risks requires moving
toward a global community, not as people
observing each other warily and enviously across
borders, but as world “citizens” working together
to improve the lot of the entire community. And
moving toward a global community requires
moving toward true global governance, with
world leaders concerned about people every-
where, not just the residents in the wealthiest
and most powerful countries. Not doing so is
likely to breed insecurity, increasing what the
rich, the less rich, and even the poor countries
spend each day on defense rather than develop-
ment and poverty reduction. It is also likely to
cause retreats to nationalism or regionalism,

when globalism should be the goal.

The window of opportunity
In the face of these challenges and major risks is
a window of opportunity. Several factors have
combined to open that window:

* The end of the Cold War in the early 1990s
made donors more willing to focus on
development goals, not just geopolitical
goals, in the developing world. It allowed a
political opening in many developing and
transition economies, increasing the possi-
bilities that reform programs would have
popular legitimacy and support.

* Progress in the past decade improves the
prospects for action. We understand better
the determinants of economic develop-
ment, and we have made progress toward
delivering on a partnership for develop-
ment, through reforms and improvements

of international aid and through promises
of freer trade and other international eco-
nomic flows. The world is not at peace, but
the international cooperation to preserve
peace seems full of hope.

* Some of the forecasts here improve the
prospects for successful action. In many
countries, the demographic transition will
offer a decade or more of low dependency
ratios, as the share of young dependents
falls, before the senior population shoots
up. Having a higher percentage of the
population of working age will offer coun-
tries the opportunity to save, invest, and
stride forward before that demographic
window starts closing.

Yet there is the danger that all this will seem
hopeless tomorrow. Each of these factors may
have a limited shelf life. Geopolitics is once again
beginning to affect aid allocation and delivery, as
the global war on terror separates allies from less
cooperative countries. The resolve to follow
through on commitments on aid and trade risks
fading, as leaders who made them move on.
Reformers in some developing countries may
find it difficult resisting pressure from their polit-
ical opposition, given the growing development
gaps. And if political instability follows, develop-
ment will be even less likely. At the same time,
poor progress on governance in many developing
countries may sow mistrust of their intentions for
developed countries, making catch-ups by the
poorest countries less and less probable. The
demographic window of opportunity will soon be
closing, even if it is some years away yet in most
countries. And some of the global risks on the
physical state of the planet or the security of peo-
ple may materialize, closing the window of
opportunity toward a truly better world.

The need for reform in global governance
Will we let this window of opportunity close
without any real attempt to move toward more
effective global governance? Taking those steps
will require political commitment by world
leaders—the G-8, of course, but increasingly the
G-20 developing nations as well—if we are to
create a true “world community.”
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We have a framework to deal with poverty
reduction and global environmental challenges.
‘What we do not have is a world executive com-
mittee that has global legitimacy, representing
the interests of the vast majority, dealing with
longer term strategic issues. Such a world body
would have three main tasks: to think seriously
about these internationally issues, to monitor
what happens, and to crack the whip when
progress is not forthcoming and selfish national
or parochial interests threaten to delay progress
for the common good. The G-8 is too narrow a
forum for this task. The G-20, or a similar insti-
tution working within a permanent frame ensur-
ing that initiatives are followed through, would
be a more adequate vehicle.

This is not the place to discuss the details of
a new international architecture or to imagine
what global governance would look like in prac-
tice, but our discussion of trends and possibilities
argues strongly that it is needed.

Urgent tasks

We have no illusions that these changes in global
governance will come about quickly or easily. In
the meantime, the development community
must take steps to continue to make progress on
development partnership. Barring an enormous
increase in development resources and in the
pace of policy and institutional change, it is
unlikely that most MDG targets will be reached
in all regions by 2015. So, there is an urgent need
to scale up our development efforts. The main
directions for these efforts are not new, and the
World Bank has relentlessly advocated them in
recent years.

A few simple policies must be implemented
for the world to take advantage of the window of
opportunity before it closes. They might be
thought of as the a# least list. The world should a#
least accelerate the Doha process to open markets
to developing country trade and create a true
development round. Developed countries should
at least fulfill their recent aid commitments.
Developing countries should a# least continue to
improve governance. Rather than being viewed as
extremely ambitious targets, these steps are the
bare minimum that the development community

should deliver on, while it works toward a better
system of global governance.

We close this paper by listing, in summary
form, the various tasks on this az Jeast list. All of
them have been analyzed in numerous docu-
ments by the World Bank and in other interna-
tional development agencies.”

Governance and institutions. The prime chal-
lenge here is for the developing countries. Progress
has been accomplished, but more is needed to
build capacity, to fight corruption, to improve
investment climate, to deliver social services in an
efficient and effective way, and to empower the
whole population.”® More, the progress in the
developing world must be uniform.

Trade. The resolution at the recent WTO
assembly in Geneva is encouraging. It kept the
negotiations from breaking down, but it is only a
first step. Developed countries must open all their
markets to developing countries, particularly their
agricultural markets. And developing countries
must make further progress toward free trade.

ODA flows. The Monterrey commitments
must be met. Despite the promises, progress
remains modest. Previous projections and cur-
rent estimates suggest that roughly a doubling of
aid in the coming years is necessary to have a
chance of reaching the MDGs. Not committing
this increased aid is likely to jeopardize all efforts
toward the goals in developing countries.

Debt. The HIPC initiative contributed to a
drastic reduction in the level of the debt of low-
income countries that reached their decision
points. Yet, there may be circumstances where
the remaining debt will severely constrain future
development. And too many countries have not
yet reached their decision points. Under way is a
debate on whether the debt should be reduced
further, and possibly totally forgiven, with grants
replacing loans in future aid flows.

Environment. To progress, we need smart uses
of limited resources, such as the Global Environ-
ment Facility working with developing country
institutions to implement new approaches that
have proven effective in pilot programs. For
climate change and biodiversity loss, with
planning horizons of 10-20 years, we need to
develop collaborative learning networks enabling



governments, multilaterals, NGOs, and private
firms to develop common views of critical prob-
lems, and coordinated approaches to address
them. We can build on such partnerships as the
CEO Forum on Forests, which verifies compli-
ance with forestry management standards that
protect the livelihoods of the poor; the World
Bank’s Prototype Carbon Fund, which is estab-
lishing mechanisms for trading greenhouse gas
emission reductions under the Kyoto Protocol;
and the World Wildlife Fund Forest Alliance,
which focuses on reducing the loss and degrada-
tion of forests.

Global learning

The Shanghai Conference, in May 2004, drew
lessons from successful development efforts and
showed that global learning is needed to reach the
MDGs. China, India, Uganda, and Vietnam
have truly reduced poverty on a large scale. In
each case, the acceleration of economic growth,
sustained for more than a decade, was the driving
force. And in each there were deliberate institu-
tional and policy reforms to stimulate growth.

The Shanghai Learning Process was predicated

on the notion that countries can learn from each
other, but that no simple recipe can be pulled off
the shelf to stimulate growth. Technology trans-
fers will be particularly important in this regard.
But each country needs to learn through trial and
error what works.

Communities have reduced poverty using
innovative interventions in education, health,
targeted transfers, water supply, sanitation, elec-
tricity, microfinance, and other important ser-
vice areas. The creation of processes and projects
to improve service delivery can lead to
widespread adoption and adaptation—and to
poverty reduction in the broad sense. Experience
shows that scaling up successful processes
requires a learning-by-doing approach. The
Shanghai Learning Process was aimed at stimu-
lating such an approach worldwide. Global
learning is also learning to be global.

Looking ahead, we have an opportunity to
change the world for today’s youth, who now
make up half the population of developing
countries—to create a world where we can share
the promises of faster development and much
less poverty.
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in all four categories (financial institutions, enterprises,
infrastructure, and markets and trade), all of which
encompass aspects of institutions and governance.

55 Military expenditures in high-income countries
accounted for 2.3 percent of GDP on average in 2001.

The world average is also 2.3 percent of GDP. The
United States spent 3.1 percent of GDP on military
spending in 2001, Russia 3.8 percent, China 2.3 per-
cent, and Europe (EMU countries only) 1.8 percent.

56 Development Committee (2004b), p. 171.

57 Development Committee (2004a).

58 Data from World Bank, Debt Department
(PRMDE).

59 Development Committee (2004b), p. 177.

60 Employment is measured by the size of the working
age population adjusted by two-thirds—an assumed
labor force participation rate.

61 The numbers for Sub-Saharan Africa are highly spec-
ulative given HIV/AIDS.

62 Based on the growth of the working-age population
adjusted by two-thirds for the assumed labor force
participation rate.

63 Particularly alarming is the situation in the Middle
East and North Africa, which, in the first two decades
of the 21st century, will need to create 100 million
jobs, implying a doubling of current employment
(World Bank 2004d).

64 This is based on the 2004 classification of income
groups for countries. Industrial countries include the
Asian newly industrializing economies—Hong Kong
(China), Republic of Korea, Singapore, and Taiwan
(China).

65 The United States accounted for 32 percent of world
output (GDP) in 2002 (World Bank 2004e).

66 This growth rate assumes no change in the PPP rates
over time. As some of the emerging economies con-
verge toward per capita incomes at the level of high-
income countries, PPP rates would also likely
converge. However, this is not taken into account in
these projections.

67 Europe and Central Asia and the Middle East and
North Africa will also miss the MDG poverty target,
but from a much lower level.

68 World Bank (1999). World Bank (2002b) shows a rise
from about 42 percent to about 54 percent, presum-
ably reflecting different definitions, but in any event
the change is similarly large.

69 World Bank (2002b).

70 For details, see World Bank (2002b).

71 All these conclusions are from Clemens, Kenny, and
Moss (2004).

72 Clemens, Kenny, and Moss (2004), pg. 19.

73 World Bank (2003a), p. 5-6.

74 Assumed elasticity of ODA with respect to GDP per
capita, population, and CPIA score are 0.1, -0.45,
and 1.71, respectively, with a constant of 6.74. Under
these assumptions, and with CPIA assumed to be
constant, ODA to IDA-eligible countries (those in
the calculation) rises by some 6 percent over that
period.

75 See Development Committee (2004b).

76 See World Bank (2003d, 2004f).
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