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Improve maternal health

Combat HIV/AIDS, malaria, and other diseases

Ensure environmental sustainability

Foster a global partnership for development
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O
urs is a world out of balance. Of the six

billion people living in the world today,

one billion receive 80 percent of global in-

come, while more than one billion barely survive on

less than a dollar a day. And while developed coun-

tries spend $600 billion a year on defense, and incur

$300 billion in direct and indirect agricultural subsi-

dies, they offer only $56 billion a year in aid to devel-

oping countries.

Over the next 25 years, 50 million people will be

added to the population of rich countries. But over

the same period, about one and a half billion people

will be added to the population of poor countries.

Today, more than 2.9 billion people—nearly half

the world’s population—are under the age of 25.

Many of these young people will experience poverty

and unemployment. Disillusioned with what they will

see as an inadequate global system, many will leave

their homes, and often their countries, to find work.

The world is moving—but still too slowly—to ad-

dress these issues. In 2000, world leaders gathered at

the Millennium Summit to assess the future. They

committed to cutting poverty in half by 2015—the

foremost of a broad set of targets called the Millenni-

um Development Goals. The other objectives to be

met by 2015 are achieving universal primary educa-

tion; promoting equality for girls and women; reduc-

ing child mortality; improving maternal health; com-

bating the spread of HIV/AIDS; protecting the

environment; and developing a global partnership

for aid.

The global community can rise to meet the chal-

lenges presented by the Millennium Development

Goals if the considerable progress of recent decades

serves as a guide.

Over the past 40 years, life expectancy in develop-

ing countries has increased by 20 years—about as

much as was achieved in all of human history prior to

the middle of the 20th century. Over the past 30 years,

adult illiteracy in the developing world was nearly

halved to 25 percent from 47 percent. Over the past 20

years, the absolute number of people living on less

than one dollar a day has for the first time begun to

fall, even as the world’s population has grown by 1.6

billion people. Over the last decade, economic growth

in the developing world has outpaced that in the de-

veloped countries.

However, at current rates of progress, only the Mil-

lennium Goal of halving poverty is likely to be met by

2015. Thanks in particular to poverty reduction efforts

in China and India, the proportion of people living on

less than $1 a day by 2015 is projected to decrease to

just over 12 percent from more than 28 percent, bring-

ing half a billion people out of poverty. Unfortunately,

in parts of South Asia, the poverty reduction picture is

less promising. In Sub-Saharan Africa, the number of

people living in absolute poverty is slated to increase.

On many of the other Millennium Development

Goals, progress is lagging in virtually all regions.

Extraordinary efforts are required by both devel-

oping and developed countries if these targets are to

be met. In the past two years, global leaders at meet-

ings in Monterrey, Doha, and Johannesburg agreed

on a course of action to meet these goals.

Developing countries agreed to strengthen gover-

nance, create a positive investment climate, build

transparent legal and financial systems, and fight cor-

ruption. Developed countries agreed to support these

efforts by increasing aid and better aligning it to na-

tional strategies, opening their markets more to trade,
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and offering more generous debt relief. Poverty 

reduction strategies or national development plans

now provide the framework for the actions of coun-

tries and their partners to come together in accelerat-

ing progress toward the Millennium Development

Goals. While this is a promising beginning, even more

and better aid, greater market access, and deeper debt

relief are still needed.

Based on current rates of reform, developing

countries could productively absorb twice the $16

billion a year in additional aid already promised

through 2006—and in the medium term, perhaps as

much as another $50 billion a year as they further

strengthen their policies and absorptive capacities.

The World Bank recognizes the urgent need to act

and to ensure that successes in one project, in one

country, or in one region lead to similar advances in 

others. Building on what has worked and learning

from what has not, the Bank and its partners are seek-

ing to broaden our understanding of the most effec-

tive ways to reduce poverty. Most of all, we have come

to appreciate the central role poor people themselves

must play as entrepreneurs and problem-solvers if

long-lasting solutions are to be found and funded.

This report provides a snapshot of the efforts to

work with governments, civil society, other aid agen-

cies, and communities worldwide to help developing

countries get better results and achieve the Millenni-

um Development Goals. Reaching these goals, and in

so doing restoring balance to the world, requires that

we act now. For all of us, it is time to implement the

global bargain that was agreed in Monterrey, Doha,

and Johannesburg. We know what is needed to reduce

poverty. What we need now is action.

James D. Wolfensohn

President, The World Bank
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A
t the United Nations Millennium Summit in

September 2000, the international communi-

ty confirmed its commitment to reducing

poverty and signaled its broad acceptance of a wide

definition of poverty, as embodied in the Millennium

Development Goals.

The Bank’s World Development Report 2000/2001,

drawing on the experience of the 1990s, articulated a

strategy for reducing income and nonincome poverty

based on three broad imperatives:

• Promoting opportunity for poor people, by stimu-

lating overall economic growth and helping poor

people participate more fully in the economy by

building their assets and addressing inequality.

• Facilitating poor people’s empowerment, by pro-

moting inclusive development and accountable 

institutions in which poor people have voice, by at-

tacking corruption, and by supporting decentral-

ization, community development, and gender 

equity.

• Enhancing poor people’s security, by helping them

manage risk and shocks, by addressing conflict,

and by tackling epidemics such as HIV/ AIDS.1

This strategy builds on the 1990 World Development

Report, which also acknowledged the multidimen-

sional nature of poverty and framed a strategy for

poverty reduction calling for broad-based growth and

safety nets.

Using the principles of the Comprehensive Devel-

opment Framework—country ownership, a long-

term vision, partnerships, and a focus on results—the

World Bank is supporting countries in putting this

three-part strategy into action.

At Monterrey in 2002, world leaders forged a con-

sensus and agreed that reducing poverty requires 

renewed partnerships among developing and devel-

oped countries that reflect a spirit of mutual account-

ability (the Monterrey Consensus).

The partnerships that the Bank has forged with

leaders in a variety of development-related fields

have greatly enhanced its capacity to contribute to

better results.

Over the past 10 years the World Bank has issued

eight Poverty Progress Reports, which focus mainly

on trends in income poverty and Bank efforts to help

reduce it. Drawing on guidance received from the Ex-

ecutive Board of Directors, this new report shows how

the World Bank Group is working with others to help

countries move toward the broader vision of poverty

reduction embodied in the Millennium Development

Goals and the Monterrey Consensus.

Using country examples, the report highlights the

range of the Bank Group’s activities to promote

growth and reduce poverty in its multiple dimen-

sions. While a report of this kind must be selective,

the approach—broad in coverage, but anchored in

concrete country examples—is intended to present a

picture of some of the ways that the Bank is helping

countries to address global poverty.

The report spotlights Bank-supported policies and

programs to accelerate progress in fighting poverty. In

the medium term, as countries, the Bank, and other

donors strengthen their reporting on development

results, the Bank will be able to provide a more com-

prehensive assessment of its effectiveness in con-

tributing to these results.

Part 1 outlines the challenge of reducing poverty,

framed by the Millennium Development Goals. Part 2

summarizes the response of the international com-

munity to this challenge, and the associated priorities

for action by developed and developing countries.

Part 3 presents the World Bank’s efforts to support

country-led partnerships to achieve better develop-

ment results in low-income countries, conflict-affect-

ed countries, and middle-income countries.

Part 4 illustrates how the World Bank provides an-

alytical, technical, and financial assistance to support

country-led efforts to attack poverty in all its dimen-

sions. Part 5 discusses how the Bank works with part-

ners to harmonize donor assistance for national

poverty reduction efforts, and to spur the provision

of global public goods to address global issues.

The report concludes in part 6 with the key priorities

for achieving faster and better results in reducing

poverty.
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R
educing poverty is at the heart of develop-

ment. As the world moves into a new millen-

nium, it can look back on some remarkable

successes in global development—successes that pro-

vide a solid foundation for intensifying the attack on

world poverty. The last 50 years have been a period of

global economic growth propelled by international

partnership and interdependence. Many developing

countries have started to participate in this growth

and prosperity. In the 1990s, for the first time, growth

in the developing world outpaced that in the devel-

oped world, leading to a decline in aggregate poverty

rates and in the number of people living on less than

$1 a day.

Growth in the 1990s was particularly strong in East

Asia and Pacific. Even with the economic crisis toward

the end of the decade, growth averaged 6.2 percent a

year (table 1.1), which resulted in a 44 percent reduc-

tion in the number of poor people in the region be-

tween 1990 and 2004. More recently, the transition

economies of Eastern Europe and Central Asia have

made a marked recovery—reversing the rising pover-

ty of the 1990s.

The importance of growth for reducing poverty

cannot be overstated. Poor people typically benefit

from rising aggregate incomes and suffer from eco-

nomic contractions.2 Major improvements have also

occurred in the nonincome dimensions of poverty in

recent decades. Life expectancy in developing coun-

tries has increased by 20 years in the last 40 years,

while the proportion of illiterate adults has been cut

in half in the last 30 years (World Bank 2002a).

But progress has been uneven, and massive chal-

lenges remain. In 2000 about 1.1 billion people—

almost one person in every five—lived on less than 

$1 a day, and almost half the world’s people lived on

less than $2 a day. The challenges are greatest in Sub-

Saharan Africa, beset by high population growth

rates, declining per capita incomes, and limited

progress in reducing poverty.While most regions have

been affected by conflict, growing climate instability,

and the mounting HIV/AIDS epidemic, the econom-

ic and social costs of these developments have been

harshest in Africa. AIDS reduced the average life 

expectancy at birth there to 47 years, wiping out the

advances of the last 20 years (UNAIDS 2002).

The Millennium Development Goals

The new century brought a renewed commitment to

attack poverty across the developing world. Drawing

on lessons from the past 50 years, the international

community is uniting around a development frame-

work that acknowledges the nonincome as well as the

income dimensions of poverty, with clearly defined

goals to track progress toward concrete, measurable

results. Reflecting these trends, the Millennium De-

velopment Goals, adopted at the 2000 United Nations

Millennium Summit, commit the international com-

munity to an expanded vision of development and

provide a clear framework for accountability in track-

ing progress. The remainder of part 1 reports on

progress in achieving the goals.

9
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We will spare no effort to free our fellow men, women, and children from the 

abject and dehumanizing conditions of extreme poverty to which more than 

a billion of them are currently subjected.

United Nations Millennium Declaration, September 2000 
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Are we reaching the goals? 

Important if uneven progress has been made toward

reaching the Millenium Development Goals.3 If cur-

rent trends in growth and poverty reduction contin-

ue, the goal for eradicating extreme income poverty is

within reach. But for many of the other nonincome

goals—such as achieving universal primary educa-

tion, promoting gender equality, and reducing child

mortality—current rates of progress are too slow.

Because poverty is multidimensional, many of the

goals are mutually reinforcing. For instance, advances

in health and education help reduce income poverty.

Better access to infrastructure is central to improving

health and education outcomes and for supporting

economic growth. And progress in combating

HIV/AIDS will support the health and education tar-

gets. This interdependence also means that progress

toward any one goal relies heavily on progress in the

others. Faster economic growth remains the central

driver for accelerating progress toward all the goals.

Historically, countries that have experienced the

largest reduction in poverty are those experiencing

prolonged periods of sustained economic growth.

Goal 1: Eradicate extreme poverty. The first Millen-

nium Development Goal calls for cutting in half the

proportion of people living in extreme poverty—and

those suffering from hunger—between 1990 and

2015. In 1990, 28.3 percent of the people in low- and

middle-income countries lived on less than $1 a day.

By 1999 the share had fallen to 21.6 percent, reflecting

strong growth in China and India (figure 1.1). If pro-

jected growth rates remain on track, global poverty

rates will fall to 12.5 percent by 2015—less than half

the 1990 level—and 500 million more people will

move out of extreme poverty.

Although many people in low-income countries

live on less than $1 a day, a poverty line of $2 a day is

closer to a practical minimum in middle-income

countries, and national poverty lines may be set even

higher.4 By 2004 an estimated 2.7 billion people are

expected to live on less than $2 a day—more than

half the population of the developing world (table

1.2). The number of people living on less than $2 a

day will continue to rise in South Asia and Sub-Saha-

ran Africa, while improvements will be greatest in

East Asia and Pacific. By 2015, if present trends con-

tinue, the poverty rate measured at this higher line

will have fallen by no more than 40 percent from its

1990 level.

Nor has progress been uniform across regions—

far from it. The fastest economic growth and the

greatest poverty reductions were in East Asia and Pa-

cific, where GDP per capita rose by 75 percent, while

the share of people in extreme poverty fell from 29.4

percent to 14.5 percent between 1990 and 1999. In

Sub-Saharan Africa, where GDP per capita fell by 5

percent, the extreme poverty rate rose from 47.4 per-

cent in 1990 to 49 percent in 1999 (figure 1.2), and

the number of people living in extreme poverty in

Sub-Saharan Africa is expected to rise by 82 million

by 2004. The transition economies of Europe and

Central Asia experienced an even sharper decline in

income, and their poverty rate more than doubled in

the early and mid-1990s. But recently poverty rates

there have been dropping, returning in many cases to

10
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Table 1.1 GDP per capita growth by region (annual percentage) 

Projected Projected 
Region 1991–2000 2000 2001 2002 2003 2004

East Asia and Pacific 6.23 5.98 5.5 6.7 6.1 6.7

Europe and Central Asia –2.53 6.57 2.2 4.6 4.3 4.5

Latin America and the Caribbean 1.22 2.12 0.3 1.8 1.8 3.7

Middle East and North Africa 1.26 2.24 3.2 3.1 3.3 3.9

South Asia 3.34 2.38 4.9 5.4 5.4 5.4

Sub-Saharan Africa –0.67 0.58 3.2 2.8 2.8 3.5

Source: World Bank 2003f.Sub-Saharan Africa

will account for 50%

of the world’s poor in

2015, up from 19% in

1990, per current

trends.

1990 1995 2000 2005 2010 2015
0

40

30

20

10

Projected (<$1)
MDG target (<$1)

Actual (<$1)

Below $1 a day

All developing countries

Percent

28.3

21.6

14.2

12.5

Figure 1.1 Share of people in developing countries
living on less than $1 a day

Source: World Bank 2003f.
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pre-transition levels. For countries in the Middle East

and North Africa region in the 1990s, $1 a day pover-

ty rates remained low at just 2 percent and $2 a day at

23.3 percent, but overall poverty rose.

Progress is also uneven within countries. Many

middle-income countries may have lower poverty

rates, but deep pockets of poverty and inequality are

often concentrated among particular social groups or

lagging regions. Brazil has one of the highest levels of

income inequality in the world, largely reflecting re-

gional differences. Poverty incidence in Brazil range

from 3.1 percent in metropolitan São Paulo to more

than 50 percent in the rural Northeast.5 China’s in-

land provinces lag far behind coastal regions, with na-

tional poverty rates ranging from 43 percent in

Guizhou to negligible levels in the coastal province of

Guangdong (Chen and Wang 2001). Regional differ-

ences are also stark within low-income countries that

have strong track records in reducing poverty. In In-

dia’s poorest states, such as Orissa and Bihar, almost

half the people live below the national poverty line,

compared with less than 10 percent in the richest

state, Punjab.6

Reduce hunger and malnutrition. The first Millen-

nium Development Goal also calls for halving the

proportion of people who suffer from hunger. The

Food and Agriculture Organization of the United Na-

tions estimates that in 1998–2000 799 million people,

or 17 percent of the population in developing coun-

tries, were undernourished.7 This does not include the

30 million undernourished people in the transition

economies of Eastern Europe and the former Soviet

Union or the 11 million in high-income countries.

Since 1990–1992 the number of undernourished peo-

ple in developing countries has fallen by 20 million,

but the prevalence of undernourishment fell by only

3 percentage points, indicating that on current trends

this target will not be met. Regional trends show the

greatest progress in East Asia and Pacific, but malnu-

trition rates remain high in South Asia and are rising

in Sub-Saharan Africa.

Goal 2: Achieve universal primary education. In

2000 the Millennium Declaration resolved that 

all children would be able to complete a course of

primary education by 2015. This target can be

achieved—and it must be, if all developing countries

are to compete in the global economy. Three re-

gions—East Asia and Pacific, Europe and Central

Asia, and Latin America and the Caribbean—are on

track to achieve the goal. But three more, with 150

million children of primary school age, are in danger

of falling short. Sub-Saharan Africa lags farthest be-

hind, with little progress since 1990. South Asia is the

other region with chronically low enrollment and

completion rates. The Middle East and North Africa

regions, while having rather higher enrollments, are

still likely to fall short.

Goal 3: Promote gender equality and empower
women. This goal calls for eliminating gender dispar-

ities in primary and secondary education by 2005—

and at all levels of education by 2015. By 1999, the

most recent year with data, all regions except Latin

America and the Caribbean remained nine points

11
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Table 1.2 Number of people living in poverty (millions)

Region People living on less than $1 a day People living on less than $2 a day 

1990 2004 2015 1990 2004 2015

East Asia and Pacific 470 261 44 1,094 873 354

(excluding China) 110 57 3 295 273 98

Europe and Central Asia 6 20 6 31 101 48

Latin America and the Caribbean 48 56 46 121 136 124

Middle East and North Africa 5 8 4 50 72 38

South Asia 466 432 268 971 1,052 968

Sub-Saharan Africa 241 323 366 386 504 612

Total 1,237 1,100 734 2,653 2,737 2,144

(excluding China) 877 896 692 1,854 2,138 1,888

Source: World Bank 2003f.

1990 1995 2000 2005 2010 2015

60

50

40

30

20

10

0

Sub-Saharan Africa and East Asia and Pacific

Sub-Saharan Africa

East Asia and Pacific

MDG target

Percent

47.4 49

42.3

14.5

29.4

23.7

14.7

2.3

Figure 1.2 Share of people in Sub-Saharan Africa and
East Asia and Pacific living on less than $1 a day

Source: World Bank 2003f.

About a third of the

people in developing

countries were under 

the age of 15 in 2002:

44% in Sub-Saharan

Africa, 36% in the 

Middle East and 

North Africa.

JP 7409 Text  1/8/04  11:24 AM  Page 11



short of the 2005 target (figure 1.3). The differences

between boys’ and girls’ schooling are greatest in re-

gions with the lowest primary school completion

rates and the lowest average incomes. In Sub-Saharan

Africa the ratio of girls to boys in primary and sec-

ondary enrollments has barely changed since 1990,

and in 1998 it stood at 80 percent. In South Asia

progress has been greater, but girls’ enrollments

reached only 78 percent of boys’ in 1998.

Goal 4: Reduce child mortality. Rapid improve-

ments before 1990 gave hope that mortality rates for

infants and children under five could be cut by two-

thirds in the following 25 years, as called for in goal 4.

But progress slowed almost everywhere in the 1990s,

and unless current trends are altered, this goal will

not be met (figure 1.4). Infant and child mortality

rates have fallen by only 12 percent since 1990 in low-

income countries and by 36 percent in middle-in-

come countries.

No region, except possibly Latin America and the

Caribbean, is on track to achieve this target. Progress

has been particularly slow in Sub-Saharan Africa,

where civil disturbances and HIV/AIDS have driven

up rates of infant and child mortality in many coun-

tries. Within countries there is evidence that improve-

ments in child mortality have been greatest among

the better off. In Bolivia, nearly on track to achieve the

target, under-five mortality rates fell by 34 percent for

the wealthiest fifth of the population but by only 8

percent for the poorest fifth.

Goal 5: Improve the health of mothers. The most re-

cent global estimates of maternal mortality suggest

that about 500,000 women died during pregnancy

and childbirth in 2000, most of them in developing

countries. The Millennium Development Goals call

for reducing the maternal mortality ratio by three-

quarters between 1990 and 2015. For this to be possi-

ble, women need much greater access to modern

health services.

The share of births attended by skilled health staff

provides a good index of where the need is greatest.

Only 58 percent of women in developing countries

give birth with the assistance of a trained midwife or

doctor. In Latin America and the Caribbean, where

the share of births attended by skilled health person-

nel is high, maternal mortality is fairly low. But in

Africa, where skilled attendants and health facilities

are not readily available, it is very high. Maternal mor-

tality outcomes are difficult to measure, and the lack

of reliable data across countries and over time limits

the ability to track progress toward this goal. But cur-

rent trends suggest that the goal will almost certainly

not be met.

Goal 6: Combat HIV/AIDS, malaria, and other dis-
eases. Epidemic diseases exact a huge toll in human

suffering and lost opportunities for development.

In Africa the spread of HIV/AIDS has reversed

decades of improvements in life expectancy, leaving

millions of children orphaned. It is draining the sup-

ply of teachers and eroding the quality of education.

In 2002, 42 million adults and 5 million children were

living with HIV/AIDS—more than 95 percent of

them in developing countries, 70 percent in Sub-

Saharan Africa. There were almost a million new cas-

es in South and East Asia, where more than 7 million

people are infected. Current projections suggest that

by 2010, 45 million more people in low- and middle-

income countries will become infected—unless the

world mounts an effective campaign to halt the dis-

ease’s spread and to meet this goal.

Goal 7: Ensure environmental sustainability. This

goal draws attention to some environmental condi-

tions that need to be closely monitored to ensure sus-

tainable development. These conditions include

changes in forest coverage, biological diversity, energy

use, and greenhouse gas emissions, as well as the

plight of slum dwellers in rapidly growing cities, and

12
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Path to goal
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Figure 1.3 Ratio of girls to boys in primary and
secondary education in low- and middle-income
countries 

Source: World Bank 2003f.
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Figure 1.4 Under-five mortality in low- and middle-
income countries 

Source: World Bank 2003f.
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the limited availability of adequate water and sanita-

tion services.

A lack of clean water and basic sanitation is the rea-

son that diseases transmitted by feces are so common

in developing countries. In 1990 diarrhea led to 3 mil-

lion deaths, 85 percent of them among children. Be-

tween 1990 and 2000 about 900 million people ob-

tained access to improved water sources, just enough

to keep pace with population growth.8 In 2000, 1.2

billion men and women still lacked access to an im-

proved water source, 40 percent of them in East Asia

and Pacific, 25 percent in Sub-Saharan Africa.

The number of people with access to safe drinking

water must increase by 270,000 a day to meet the 2015

target for halving the proportion of people without

sustainable access to safe drinking water. This rate is

lower than the daily increase achieved in the 1980s,

but many of those connections did not provide sus-

tainable access to safe water. And it is higher than the

performance levels of the 1990s.

Goal 8: Develop a global partnership for develop-
ment. Embodied in the Millennium Development

Goals is the need for collective action at the country

and global levels. Only with a creative, determined

global partnership of developed and developing

countries can we hope to achieve sustained progress

across all dimensions of poverty. Goal 8 commits

wealthy countries to work with developing countries

to create an environment for rapid, sustainable, and

broad-based development. Working in partnership

with the international community to identify where

each partner has a comparative advantage can magni-

fy the impact of each development dollar. In recent

years, the World Bank has deepened partnerships

with international institutions, such as the Interna-

tional Monetary Fund, the Organisation for Econom-

ic Co-operation and Development, the World Trade

Organization, and the United Nations—and bilateral

development agencies and leaders from global civil

society, foundations, legislatures, and the private sec-

tor. There is no question that these relationships are

enhancing the Bank’s ability to contribute to better

development results.

The accountabilities of developing and developed

countries in helping accelerate progress toward the

Millennium Development Goals, as well as of those of

multilateral institutions, are discussed in part 2. Illus-

trations of effective partnerships at the country and

global levels are evident in many of the country spot-

lights in parts 3 and 4, and are highlighted in part 5.
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R
eaching the Millennium Development Goals

requires a concerted effort by developing and

developed countries alike. Success will depend

on the actions by developing countries and the policy

frameworks they have in place. But greater interna-

tional cooperation, including a pro-poor trading en-

vironment and more assistance from developed

countries, is also essential.

The consensus that emerged from the March 2002

U.N. Financing for Development Conference in Mon-

terrey outlines agreed actions and accountabilities for

all parties—developing countries, developed coun-

tries, and multilateral institutions—to meet the

shared development goals. The consensus was reaf-

firmed at the May 2002 launch of the Doha Round on

international trade, at the September 2002 World

Summit on Sustainable Development, and at the Feb-

ruary 2003 High Level Forum on Harmonization.

This part of the report outlines the actions agreed to

by developing and developed countries.9

Action by developing countries is 
a priority

Developing countries need policies to promote

stronger economic growth—and to enhance the ca-

pabilities of poor people to participate in that growth.

Sound macroeconomic management is essential for

sustaining growth and thus for reducing poverty.

Low- and middle-income countries have made en-

couraging progress with their macroeconomic and

trade policies (average inflation and tariff rates have

been halved in the past decade). But progress has been

uneven and fragile in many low-income countries, es-

pecially in Sub-Saharan Africa, and the need remains

for much stronger macroeconomic performance. In

middle-income countries, which are typically better

integrated into international capital markets, the pri-

ority is to strengthen policies to reduce the incidence

and severity of economic and financial crises.

But even where macroeconomic policies have im-

proved, commensurate advances in growth, poverty

reduction, and other goals are not reflected. Adverse

political and external circumstances have been part of

the problem. Slow progress on critical policy and gov-

ernance reforms, as well as inadequate delivery of ba-

sic services, have also delayed improvements.

Going forward, three broad areas for action by de-

veloping countries have been identified by the Bank

and the International Monetary Fund as necessary to

generate faster economic growth and progress toward

the Millennium Development Goals: improving the

investment climate for private sector growth,

strengthening governance and public sector manage-

ment, and scaling up human development efforts

(IDA and IMF 2003a).

Improving the investment climate. Improving the in-

vestment climate is essential for expanding opportu-

nities for poor people, for improving the productivi-

ty of their resources, and for raising the welfare of the

overall population. Employment and income oppor-

tunities for poor people can be constrained by a weak

investment climate. To improve the investment cli-

mate, countries need to upgrade the legal, regulatory,

and institutional frameworks for competitive mar-

kets, overcome bureaucratic inefficiencies and cor-

ruption, and improve access to key financial and in-

frastructure services. To ensure that poor people

benefit from an improved investment climate, re-

forms are needed that increase the productivity of

their assets, such as land titling, microfinance, and

agricultural market reforms.
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Findings from the Bank’s country investment cli-

mate assessments and the Doing Business project

highlight serious shortcomings in rules-based gover-

nance, high regulatory burdens, and weak market in-

stitutions.10 All these factors make the investment cli-

mate unfavorable for the private sector in many

countries and impede the development of new busi-

nesses. For example, the cost of starting a new busi-

ness is 10 times greater in a low- income country than

in a country that is an Organisation for Economic

Co-operation and Development (OECD) member

(figure 2.1). Reforms to improve the investment cli-

mate are thus becoming a major part of poverty re-

duction strategies.

Strengthening governance and public sector manage-
ment. For many countries, low- and middle-income

alike, better public sector governance is essential for

overall development and poverty reduction. The ca-

pacity of governments needs to be increased to give

poor people a voice over the public actions that affect

them. Available indicators show public sector gover-

nance to be unsatisfactory or moderately unsatisfac-

tory in four-fifths of low-income countries (figure

2.2). Research shows that weak governance is inimical

to improving economic performance generally11 and

that it is associated with lower incomes and social out-

comes for the poor.12

Accelerated reform is needed in public expendi-

ture and financial management, especially in trans-

parency, accountability, and combating corruption.

In middle-income countries governance is one of the

most important areas in need of attention. Gover-

nance reforms are now a key part of the policy agen-

da in many developing countries, and various gover-

nance indicators have shown some improvements

since 1999. But sustained progress in governance re-

forms will require careful nurturing of reform own-

ership and a focus on capacity building in key public

sector institutions.

Scaling up human development. To ensure that poor

people contribute to and benefit from growth requires

higher public spending on education and health, with

better service delivery to poor people. Better social

services help poor people take advantage of the op-

portunities provided by growth, enhancing their se-

curity and protecting them from economic and natu-

ral crises.Yet public spending on education and health

has risen only modestly in low-income countries—to

6.5 percent of GDP on average in 2000 from 4.4 per-

cent in 1993 (IDA and IMF 2003b).

But simply increasing expenditure on human de-

velopment will not be enough—a more explicitly

pro-poor allocation of spending is also critical,

particularly in middle-income countries. Public

spending on human development in the late 1990s

continued to benefit higher income groups dispro-

portionately.13 Also needed is attention to intersec-

toral linkages (acknowledging the importance of wa-

ter, sanitation, and education for reaching the health

goals). Public-private partnerships can help as well,

with more community involvement and more partic-

ipation of poor people, especially women, in deci-

sions that affect them.

But developed countries must also act

Actions by developing countries alone will not be

enough to reach the goals set by the international

community. Developed countries also need to act on

their side of the compact—promoting access to trade,

expanding the quality and quantity of assistance, and

deepening debt relief.

Promoting access to trade. The prospects for achieving

the Millennium Development Goals in many develop-

ing countries would be significantly enhanced by

greater access to markets, both developed and devel-

oping.A World Trade Organization (WTO) agreement

that lowers tariff peaks and averages in both rich and

developing countries could produce up to $520 billion
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in income gains, with rich and poor countries both

gaining substantially. Such an agreement would in-

crease growth in developing countries and would lift

an additional 140 million people out of $2-a-day

poverty, over and above current projections (World

Bank 2003f). Reducing trade barriers in both devel-

oped and developing countries will not only have an

important impact on poverty reduction, it will also in-

crease the impact of existing and future flows of aid.

Developing countries, to reap the benefits of their

reforms, need better access to industrial country mar-

kets. Tariff and nontariff barriers, including domestic

subsidies, have to be removed for products that devel-

oping countries export—particularly agricultural

products and textiles and apparel. The average tariff

levied by developed countries on developing country

exports of manufacturers is four times that on exports

originating in other developed countries.

Although some developing countries benefit from

preferential access to OECD markets, few are among

the “preferred” set. The problem is compounded by

escalating tariffs on processed exports from develop-

ing countries and extensive use of nontransparent

and trade taxes. Moreover, there is often substantial

uncertainty about the conditions of market access be-

cause of antidumping actions and the inability of

products to satisfy product standards.

In addition to these market access barriers, subsi-

dies to agriculture in the OECD countries further dis-

tort international prices of commodities produced in

developing countries and reduce market access for

them. In 2001 total support to agriculture in OECD

countries (a mix of subsidies and price supports re-

sulting from trade barriers) amounted to $311 bil-

lion. Prices received by farmers in these countries

were on average 31 percent above world prices

(OECD 2002).

Successive rounds of multilateral trade liberaliza-

tion have been central to the unprecedented rise in

global prosperity over the past half century. The Doha

Trade Round presents an opportunity to deepen this

process, to maintain and accelerate growth, and to

spread trade benefits more widely. Unfortunately,

WTO members have not yet made the commitments

necessary to realize the promises of the Doha Trade

Round. In September 2003, trade ministers gathered

in Cancun, Mexico, for a WTO Ministerial meeting to

review progress and negotiate the next stages in the

Doha Agenda. WTO member countries were not able

to agree on key issues, such as agriculture, and the

meeting ended without agreement.

Since Cancun, there have been encouraging signs

that countries are willing to return to the negotiating

table. WTO members are reaffirming their support
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for the multilateral trading system and indicating

flexibility in some of the issues that led to the impasse

at the meeting.

The process of negotiating trade rules that benefit

all countries—especially poor people in developing

countries—must go forward. It is essential that WTO

members find a way to relaunch talks to remove key

stumbling blocks to increased participation in global

trade by developing countries. Developed countries,

which have benefited most from the expansion in

world trade, should take the lead in overcoming the

resistance by special interests that benefit from trade

distorting policies. Developing countries, especial-

ly middle-income economies, must help by indicat-

ing a willingness to lower their own trade barriers

(box 2.1).

Providing more and better assistance. Faster progress

toward the Millennium Development Goals will re-

quire substantially more aid—and more effective

aid—in support of countries’ efforts to improve

their policies and governance. Following the Mon-

terrey conference the international community

committed to increase annual aid volumes by about

$16 billion annually over the next three years. Re-

search shows that developing countries could use

productively twice this amount, or about $30 bil-

lion, and substantially more in the longer term, par-

ticularly if the pace of policy reform in developing

countries picks up.14

To be more effective in supporting the efforts of

developing countries, increases in aid need to be 

accompanied by three sets of changes in how aid is

provided.

First, as developing countries build a track record

of policy performance, their efforts should be sup-

ported with access to timely and predictable aid.

Greater assurance that they will receive adequate and

timely external support will make it more likely that

countries initiate and sustain reform programs.

Second, aid should be provided in ways that are

better aligned with the recipient country’s own devel-

opment priorities and processes, as articulated in its

poverty reduction or development strategy. This

means accepting national goals and improving donor

coordination and harmonization of donor policies

and procedures around recipient countries’ own sys-

tems, building on the impetus of the Rome Forum on

Harmonization (see part 5).

Third, aid should be provided in forms that can

meet the incremental costs of financing the Millenni-

um Development Goals. A much higher proportion

of additional aid will need to be provided directly to

countries in the form of cash so that they can help fi-

nance the costs of meeting the goals. In some coun-

tries aid should be provided in ways that can finance

recurrent costs. And in countries that are highly in-

debted, susceptible to shocks, but with good policies,

a greater share of aid may need to be in the form of

grants.

Deepening debt relief. The Monterrey Consensus also

called for faster debt relief under the Heavily Indebt-

ed Poor Countries (HIPC) Initiative.15 Of 38 poor

countries with large debt overhangs, 27 have reached

their decision points and are benefiting from debt re-

lief. The international community has committed to

reducing the overall debt stock of these countries by

about two-thirds. Savings from lower debt service

payments are being used to increase spending on pro-

poor growth and to strengthen public expenditure

management.

The ratio of debt service to exports for these 27

HIPC countries fell from 15.7 percent in 1998 to an

estimated 9.9 percent in 2002 and is expected to fur-

ther decline to 8 percent by 2005. Total debt relief

committed under the initiative for the 27 post-

decision-point HIPC countries amounts to approxi-

mately $52 billion in debt service savings over time.

This commited debt relief for the 27 countries equals

67 percent of the total debt relief estimated for all 38

HIPC countries. The Bank Group will provide $12.4

billion of this relief, more than 25 percent of the total

committed by all creditors.

Key challenges remain. One is to help pre-decision

point HIPC countries address transition challenges

from conflict or the resolution of large arrears. A sec-

ond is to help HIPCs whose debt relief is not yet ir-

revocable reach their completion points. A third is to
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help countries balance the tensions between sustain-

able debt and financing the Millennium Development

Goals. The decision by the International Develop-

ment Association donors to provide up to 40 percent

of funding as grants to debt-vulnerable countries will

help in this, but the grants issue will need continuing

attention.16

Translating the priorities of the Monterrey Con-

sensus into accelerated progress toward the Millenni-

um Development Goals requires action by developing

and developed countries. The Bank is working closely

with both sets of countries and other development

partners to contribute to global efforts for reducing

poverty. The rest of this report examines how the

Bank, together with its partners, is supporting coun-

try-led development efforts and multidimensional 

interventions to attack poverty—as well as partner-

ships that aim to address global issues requiring con-

certed action by the international community.
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Box 2.1 Developing countries also need to lift trade barriers

Developing countries also have to assume certain responsibilities in order to realize the promise of the Doha

Trade Round. Exporters in low- and middle-income countries pay twice as much in foreign tariffs as their rich

country counterparts. Low-income countries could benefit from cheaper imports, productivity gains, and 

expanded imports by tackling their own trade barriers. Middle-income countries generally have lower and less

distorting protection in agriculture, but they have high average tariffs in all sectors and are more restrictive in

services. As trade increases, this protection undermines poorer trading partners, undercutting productivity

growth. In manufactures 60 percent of total tariff payments by East Asian exporters are paid to other developing

countries. Latin American exporters face average tariffs in Latin America that are seven times higher than those

faced in industrial countries. Developing countries clearly have much to gain from their own liberalization.

Source: World Bank 2003f.
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