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Foreword

This is, sadly, the last Human Development Report for which I will write the fore-

word, as I will step down as United Nations Development Programme (UNDP)
Administrator in August. When I arrived at UNDP in 1999, I said that the Human

Development Report was the jewel in the crown of the organization’s global intel-

lectual and advocacy efforts. Six years and six reports later, I can report with some

pride that its lustre has only grown.

Building on the powerful foundation laid dur-
ing the Report’s first decade, when successive
Human Development Reports introduced and
fleshed out the concept of human develop-
ment, the Reports have gone from strength to
strength. From examining how best to make
new technologies work for rich people and poor
people alike to highlighting the critical impor-
tance of strengthening human rights and deep-
ening democracy to protect and empower the
most vulnerable, the Human Development Re-
port has steadily widened the intellectual fron-
tiers of human development in the new mil-
lennium. And that shift has been increasingly
mirrored in development practice through
work by UNDP and its many partners on the
ground in all these critical areas.

In short, as a robustly independent and
articulate voice that, while sponsored by UNDP,
does not necessarily reflect UN or UNDP pol-
icy, the Human Development Reports over the
years have won a well deserved global reputa-
tion for excellence. They have played an indis-
pensable catalytic role in helping frame and
forge concrete responses to the key development
policy debates of our time. Today, as the Report
makes clear, the single greatest challenge facing
the development community—and arguably
the world—is the challenge of meeting the Mil-
lennium Development Goals by the target date
of 2015.
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Human Development Report 2003, draw-
ing on much of the early work of the UNDP-
sponsored UN Millennium Project, laid out a
detailed plan of action for how each Goal could
be achieved. But even as significant progress has
been made in many countries and across several
Goals, overall progress still falls short of what
is needed. Earlier this year the UN Secretary-
General’s own five-year review of the Millen-
nium Declaration, drawing heavily on the final
report of the UN Millennium Project, laid out
a broad agenda for how this can be achieved by
building on the 2001 Monterrey consensus.
The cornerstone of that historic compact is a
commitment by developing countries to take
primary responsibility for their own develop-
ment, with developed countries ensuring that
transparent, credible and properly costed na-
tional development strategies receive the full
support they need to meet the Millennium De-
velopment Goals.

But, as the Report persuasively argues, that
agenda simply will not succeed unless we can de-
cisively resolve bottlenecks currently retarding
progress at the pace and scale that are needed
over the next decade in three broad areas: aid,
trade and conflict. Across each of these critical
arcas the Report takes a fresh look at the facts
and delivers a compelling and comprehensive
analysis on how this can be done—and done
now. The year 2005 will be remembered as a



year of choice, when world leaders had the op-
portunity at the UN September Summit to
turn pledges and promises into concrete ac-
tions to help eradicate extreme poverty in our
world. It is an opportunity we cannot afford to
miss if we are to bequeath a safer, more secure
and more just world to our children and future
generations.

Finally, while this may be my own last Re-
port as Administrator, it marks the first to be
written under the leadership of Kevin Watkins
as Director of the Human Development Report

Office. The strength and depth of its analysis
make clear that the Human Development Re-
port and the legacy of human development it
represents and symbolizes could not be in safer
hands. I wish him, his dedicated team and my
own successor, Kemal Dervis, all the very best
for the future.

Moz Mhakton fons,

Mark Malloch Brown
Administrator, UNDP

The analysis and policy recommendations of the Report do not necessarily reflect the views of the United Nations Develop-
ment Programme, its Executive Board or its Member States. The Report is an independent publication commissioned by
UNDRP. It is the fruit of a collaborative effort by a team of eminent consultants and advisers and the Human Development
Report team. Kevin Watkins, Director of the Human Development Report Office, led the effort.
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Every hour more than
1,200 children die
away from the glare

of media attention

Overview

International cooperation at a crossroads
Aid, trade and security in an unequal world

The year 2004 ended with an event that demonstrated the destructive power of

nature and the regenerative power of human compassion. The tsunami that swept

across the Indian Ocean left some 300,000 people dead. Millions more were left

homeless. Within days of the tsunami, one of the worst natural disasters in recent

history had given rise to the world’s greatest international relief effort, showing what

can be achieved through global solidarity when the international community com-

mits itself to a great endeavour.

The tsunami was a highly visible, unpredictable
and largely unpreventable tragedy. Other trag-
edies are less visible, monotonously predictable
and readily preventable. Every hour more than
1,200 children die away from the glare of media
attention. This is equivalent to three tsunamis
amonth, every month, hitting the world’s most
vulnerable citizens—its children. The causes of
death will vary, but the overwhelming majority
can be traced to a single pathology: poverty. Un-
like the tsunami, that pathology is preventable.
With today’s technology, financial resources
and accumulated knowledge, the world has the
capacity to overcome extreme deprivation. Yet
as an international community we allow pov-
erty to destroy lives on a scale that dwarfs the
impact of the tsunami.

Five years ago, at the start of the new mil-
lennium, the world’s governments united to
make a remarkable promise to the victims of
global poverty. Meeting at the United Nations,
they signed the Millennium Declaration—a
solemn pledge “to free our fellow men, women
and children from the abject and dehumaniz-
ing conditions of extreme poverty”. The decla-
ration provides a bold vision rooted in a shared
commitment to universal human rights and so-
cial justice and backed by clear time-bound tar-
gets. These targets—the Millennium Develop-
ment Goals (MDGs)—include halving extreme
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poverty, cutting child deaths, providing all of
the world’s children with an education, rolling
back infectious disease and forging a new global
partnership to deliver results (box 1). The dead-
line for delivery is 2015.

There is more to human development than
the MDGs. But the goals provide a crucial
benchmark for measuring progress towards
the creation of a new, more just, less impover-
ished and less insecure world order. In Septem-
ber 2005 the world’s governments will gather
again at the United Nations to review devel-
opments since they signed the Millennium
Declaration—and to chart a course for the dec-
ade to 2015.

There is little cause for celebration. Some
important human development advances have
been registered since the Millennium Declara-
tion was signed. Poverty has fallen and social in-
dicators have improved. The MDGs have pro-
vided a focal point for international concern,
putting development and the fight against pov-
erty on the international agenda in a way that
seemed unimaginable a decade ago. The year
2005 has been marked by an unprecedented
global campaign dedicated to relegating pov-
erty to the past. That campaign has already left
its imprint in the form of progress on aid and
debt relief during the summit of the Group of
Eight (G-8) major industrial economies. The



lesson: powerful arguments backed by public
mobilization can change the world.

Yet as governments prepare for the 2005
UN summit, the overall report card on progress
makes for depressing reading. Most countries
are off track for most of the MDGs. Human
development is faltering in some key areas, and
already deep inequalities are widening. Various
diplomatic formulations and polite terminol-
ogy can be found to describe the divergence
between progress on human development and
the ambition set out in the Millennium Decla-
ration. None of them should be allowed to ob-
scure a simple truth: the promise to the world’s
poor is being broken.

This year, 2005, marks a crossroads. The
world’s governments face a choice. One option
is to seize the moment and make 2005 the start
of a “decade for development”. If the invest-
ments and the policies needed to achieve the
MDGs are put in place today, there is still time
to deliver on the promise of the Millennium
Declaration. But time is running out. The UN
summit provides a critical opportunity to adopt
the bold action plans needed not just to get back
on track for the 2015 goals, but to overcome the
deep inequalities that divide humanity and to
forge a new, more just pattern of globalization.

The other option is to continue on a busi-
ness as usual basis and make 2005 the year in
which the pledge of the Millennium Declara-
tion is broken. This is a choice that will result
in the current generation of political leaders
going down in history as the leaders that let
the MDGs fail on their watch. Instead of de-
livering action, the UN summit could deliver
another round of high-sounding declarations,
with rich countries offering more words and no
action. Such an outcome will have obvious con-
sequences for the world’s poor. But in a world of
increasingly interconnected threats and oppor-
tunities, it will also jeopardize global security,
peace and prosperity.

The 2005 summit provides a critical oppor-
tunity for the governments that signed the Mil-
lennium Declaration to show that they mean
business—and that they are capable of break-
ingwith “business as usual”. This is the moment
to prove that the Millennium Declaration is

not just a paper promise, but a commitment to
change. The summit is the moment to mobilize
the investment resources and develop the plans
needed to build the defences that can stop the
tsunami of world poverty. What is needed is the
political will to act on the vision that govern-
ments set out five years ago.

The 2005 Human Development
Report

The Report is about the scale of the challenge
facing the world at the start of the 10-year
countdown to 2015. Its focus is on what govern-
ments in rich countries can do to keep their side
of the global partnership bargain. This does not
imply that governments in developing countries
have no responsibility. On the contrary, they
have primary responsibility. No amount of in-
ternational cooperation can compensate for the

m The Millennium Development Goals

This is the moment to
prove that the Millennium
Declaration is not just

a paper promise, but a

commitment to change

In September 2005 the UN General Assembly will review achievements since the

Millennium Declaration of 2000, including progress towards the eight Millennium

Development Goals. These goals provide tangible benchmarks for measuring prog-

ress in eight areas, with a target date for most of them of 2015:

Goal 1

Goal 2

Goal 3

Goal 4

Goal 5

Goal 6

Goal 7

Goal 8

Eradicate extreme hunger and poverty. Halving the proportion of people
living on less than $1 a day and halving malnutrition.

Achieve universal primary education. Ensuring that all children are able to
complete primary education.

Promote gender equality and empower women. Eliminating gender dispar-
ity in primary and secondary schooling, preferably by 2005 and no later
than 2015.

Reduce child mortality. Cutting the under-five death rate by two-thirds.

Improve maternal health. Reducing the maternal mortality rate by
three-quarters.

Combat HIV/AIDS, malaria and other diseases. Halting and beginning to
reverse HIV/AIDS and other diseases.

Ensure environmental stability. Cutting by half the proportion of people
without sustainable access to safe drinking water and sanitation.

Develop a global partnership for development. Reforming aid and trade
with special treatment for the poorest countries.
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There is a real danger that

the next 10 years, like the

last 15 years, will deliver far

less for human development

16

than has been promised

actions of governments that fail to prioritize
human development, to respect human rights,
to tackle inequality or to root out corruption.
But without a renewed commitment to coop-
eration backed by practical action, the MDGs
will be missed—and the Millennium Declara-
tion will go down in history as just one more
empty promise.

We focus on three pillars of cooperation,
each in urgent need of renovation. The first pil-
lar is development assistance. International aid
is a key investment in human development. Re-
turns to that investment can be measured in the
human potential unleashed by averting avoid-
able sickness and deaths, educatingall children,
overcoming gender inequalities and creating
the conditions for sustained economic growth.
Development assistance suffers from two prob-
lems: chronic underfinancing and poor quality.
There have been improvements on both fronts.
But much remains to be done to close the MDG
financing gaps and improve value for money.

The second pillar is international trade.
Under the right conditions trade can be a
powerful catalyst for human development.
The Doha “Development Round” of World
Trade Organization (WTO) talks, launched
in 2001, provided rich country governments
with an opportunity to create those conditions.
Four years on, nothing of substance has been
achieved. Rich country trade policies continue
to deny poor countries and poor people a fair
share of global prosperity—and they fly in the
face of the Millennium Declaration. More than
aid, trade has the potential to increase the share
of the world’s poorest countries and people
in global prosperity. Limiting that potential
through unfair trade policies is inconsistent
with a commitment to the MDGs. More than
that, it is unjust and hypocritical.

The third pillar is security. Violent con-
flict blights the lives of hundreds of millions of
people. It is a source of systematic violations of
human rights and a barrier to progress towards
the MDGs. The nature of conflict has changed,
and new threats to collective security have
emerged. In an increasingly interconnected
world the threats posed by a failure to prevent
conflict, or to seize opportunities for peace,
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inevitably cross national borders. More effective
international cooperation could help to remove
the barrier to MDG progress created by violent
conflict, creating the conditions for accelerated
human development and real security.

The renovation needs to take place simulta-
neously on each pillar of international coopera-
tion. Failure in any one area will undermine the
foundations for future progress. More effective
rules in international trade will count for little
in countries where violent conflict blocks op-
portunities to participate in trade. Increased
aid without fairer trade rules will deliver sub-
optimal results. And peace without the pros-
pects for improved human welfare and poverty
reduction that can be provided through aid and
trade will remain fragile.

The state of human development

Fifteen years ago the first Human Develop-
ment Report looked forward to a decade of
rapid progress. “The 1990s”, it predicted op-
timistically, “are shaping up as the decade for
human development, for rarely has there been
such a consensus on the real objectives of de-
velopment strategies.” Today, as in 1990, there
is also a consensus on development. That con-
sensus has been powerfully expressed in the re-
ports of the UN Millennium Project and the
UK-sponsored Commission for Africa. Unfor-
tunately, the consensus has yet to give rise to
practical actions—and there are ominous signs
for the decade ahead. There is a real danger that
the next 10 years, like the last 15 years, will de-
liver far less for human development than the
new consensus promises.

Much has been achieved since the first
Human Development Report. On average, peo-
ple in developing countries are healthier, bet-
ter educated and less impoverished—and they
are more likely to live in a multiparty democ-
racy. Since 1990 life expectancy in develop-
ing countries has increased by 2 years. There
are 3 million fewer child deaths annually and
30 million fewer children out of school. More
than 130 million people have escaped extreme
poverty. These human development gains
should not be underestimated.



Nor should they be exaggerated. In 2003,
18 countries with a combined population of
460 million people registered lower scores on
the human development index (HDI) than in
1990—an unprecedented reversal. In the midst
of an increasingly prosperous global economy,
10.7 million children every year do not live to
see their fifch birthday, and more than 1 billion
people survive in abject poverty on less than $1
a day. The HIV/AIDS pandemic has inflicted
the single greatest reversal in human develop-
ment. In 2003 the pandemic claimed 3 million
lives and left another 5 million people infected.
Millions of children have been orphaned.

Global integration is forging deeper inter-
connections between countries. In economic
terms the space between people and countries
is shrinking rapidly, as trade, technology and
investment link all countries in a web of inter-
dependence. In human development terms the
space between countries is marked by deep and,
in some cases, widening inequalities in income
and life chances. One-fifth of humanity live in
countries where many people think nothing of
spending $2 a day on a cappuccino. Another
fifth of humanity survive on less than $1 a day
and live in countries where children die for
want of a simple anti-mosquito bednet (box 2).

At the start of the twenty-first century we
live in a divided world. The size of the divide
poses a fundamental challenge to the global
human community. Part of that challenge is
ethical and moral. As Nelson Mandela put itin
2005: “Massive poverty and obscene inequality
are such terrible scourges of our times—times in
which the world boasts breathtaking advances
in science, technology, industry and wealth
accumulation—that they have to rank along-
side slavery and apartheid as social evils.” The
twin scourges of poverty and inequality can be
defeated—but progress has been faltering and
uneven.

Rich countries as well as poor have an in-
terest in changing this picture. Reducing the
gulfin wealth and opportunity that divides the
human community is not a zero-sum game in
which some have to lose so that others gain. Ex-
tending opportunities for people in poor coun-
tries to lead long and healthy lives, to get their

children a decent education and to escape pov-
erty will not diminish the well-being of people
in rich countries. On the contrary, it will help
build shared prosperity and strengthen our col-
lective security. In our interconnected world a
future built on the foundations of mass pov-
erty in the midst of plenty is economically in-
efficient, politically unsustainable and morally
indefensible.

Life expectancy gaps are among the most
fundamental of all inequalities. Today, some-
one living in Zambia has less chance of reach-
ing age 30 than someone born in England in
1840—and the gap is widening. HIV/AIDS is
at the heart of the problem. In Europe the great-
est demographic shock since the Black Death
was suffered by France during the First World
War. Life expectancy fell by about 16 years. By
comparison, Botswana is facingan HIV/AIDS-
inflicted fall in life expectancy of 31 years. Be-
yond the immediate human costs, HIV/AIDS is
destroying the social and economic infrastruc-
ture on which recovery depends. The disease
is not yet curable. But millions of lives could
already have been saved had the international
community not waited until a grave threat de-
veloped into a fully fledged crisis.

No indicator captures the divergence in
human development opportunity more power-
fully than child mortality. Death rates among
the world’s children are falling, but the trend
is slowing—and the gap between rich and poor
countries is widening. This is an area in which
slowing trends cost lives. Had the progress of
the 1980s been sustained since 1990, there
would be 1.2 million fewer child deaths this
year. Sub-Saharan Africa accounts for a rising
share of child deaths: the region represents 20%
of births worldwide and 44% of child deaths
(map 1). But the slowdown in progress extends
beyond Sub-Saharan Africa. Some of the most
highly visible globalization “success stories”™—
including China and India—are failing to con-
vert wealth creation and rising incomes into
more rapid decline in child mortality (box 3,
figure 1). Deep-rooted human development in-
equality is at the heart of the problem.

Debates about trends in global income dis-
tribution continue to rage. Less open to debate

The world’s richest 500
individuals have a combined
income grater than that of

the poorest 416 million
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Most child deaths are avoidable. While faster economic growth
would reduce mortality rates, mortality rates are higher than they
need to be because of the indefensible underuse of effective, low-
cost, low-technology interventions—and because of a failure to ad-
dress the structural causes of poverty and inequality.
Cross-country research published in The Lancet in 2003 identi-
fied 23 interventions having the strongest impact on child mortal-
ity. These interventions—15 of them preventive and 8 curative—
ranged from the provision of oral rehydration therapy to drugs and
insecticide-treated bednets for preventing malaria and antenatal and
obstetric care. Most of the interventions can be provided on a low-
cost basis through trained health workers and local communities.
Using 2000 data and assuming 100% coverage for these interven-
tions, the authors of the study concluded that around two in every
three child deaths—6 million in total—could have been avoided.
The findings highlight the huge potential for tackling one of
the gravest human development problems facing the international
community. Communicable diseases and systemic infections, such
as pneumonia, septicaemia, diarrhoea and tetanus, cause two in

every three child deaths—nearly all of them preventable. The 2.5

million deaths from diarrhoea and pneumonia could be dramati-

cally reduced through community-level interventions supported by
government agencies. The precise intervention priorities vary by
country, and there is no single solution. But the common problem
is one of low coverage of services, high levels of inequality linked to
poverty and neglect of neonatal mortality in public health policy.

Several myths reinforce the idea that the MDG target of reduc-
ing child mortality by two-thirds may be unattainable. The following
are among the most common:

e Myth 1. Achieving rapid decline is unaffordable. Not true. Some
countries do face major financial constraints—hence the need
for increased aid. But child mortality is an area in which small in-
vestments yield high returns. Recent cross-country research on
neonatal mortality identifies a set of interventions that, with 90%
coverage in 75 high-mortality countries, could reduce death rates
by 59%, saving 2.3 million lives. The $4 billion cost represents
two days’ worth of military spending in developed countries.

e Myth 2. High-technology interventions such as intensive care
units hold the key to success. Not true. Sweden at the end
of the nineteenth century and the United Kingdom after 1945
achieved rapid declines in neonatal mortality with the intro-
duction of free antenatal care, skilled attendance at childbirth
and increased availability of antibiotics. Developing countries
such as Malaysia and Sri Lanka have similarly achieved steep

declines in neonatal deaths through simple, home-based, dis-

trict-level interventions supported through training for health

workers and midwives and publicly financed provision.

e Myth 3. Poor countries lack the institutional capacity to scale
up. Not true. Institutions matter, but many poor countries have
achieved rapid advances by using institutional structures cre-
atively. Egypt has sustained one of the fastest declines in child
mortality rates in the world since 1980. Bangladesh, Honduras,
Nicaragua and Viet Nam have also achieved rapid progress. In
each case decentralized district-level programmes have inte-
grated child health and maternal health programmes—includ-
ing immunization, diarrhoea treatment and antenatal care—into
health service delivery. They also invested in training health
workers and midwives and in targeting vulnerable populations.
Even poor-performing countries do not lack evidence of the
potential for scaling up. In the Indian state of Maharashtra a
three-year pilot project covering 39 villages extended basic an-
tenatal care programmes through home-based care provision
and simple clinical interventions costing $5 per person cov-
ered. The infant mortality rate fell from 75 deaths per 1,000 live
births in the baseline period (1993-95) to 39 three years later.
The mortality rate in an adjacent district declined only from 77
deaths per 1,000 live births to 75 over the same period.

The potential for rapid progress reflects the large deficit in cur-
rent provision. In Sub-Saharan Africa less than 40% of women de-
liver with skilled care and in South Asia less than 30% do. More
than 60 million women each year deliver without skilled care. In-
equality in service use—a theme taken up in chapter 2—adds to
vulnerability. The poorest women are more likely to be malnour-
ished and less likely to take advantage of services because they are
unavailable, unaffordable or of inadequate quality. Beyond service
provision, deeper gender inequalities exacerbate the problem. Esti-
mates suggest that birth spacing could reduce death rates by 20%
in India and 10% in Nigeria, the countries with the highest neona-
tal mortality rates. Lack of control over fertility, which is linked to
imbalance in power within the household and beyond, is central to
the problem.

The real barriers to progress in reducing child deaths are not
institutional or financial, though there are constraints in both areas.
Poor quality service provision and chronic financing shortfalls have
to be addressed. At the same time, poverty reduction strategies
need to focus more on the structural causes of high mortality linked
to the low status of women, inequalities in access to healthcare and
a failure to prioritize child and maternal health.

Source: Cousens, Lawn and Zupan 2005; Mills and Shilcutt 2004; Wagstaff and Claeson 2004.

is the sheer scale of inequality. The world’s rich-  living on less than $2 a day—40% of the world’s

est 500 individuals have a combined income population—account for 5% of global income.
greater than that of the poorest 416 million.  Therichest 10%, almost all of whom live in high-

Beyond these extremes, the 2.5 billion people  income countries, account for 54% (figure 2).
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The geography of child mortality—progress towards the 2015 MDG target

[ Achieved
[ On track

. Lagging (achievement between 2015-40)
. Stagnation (achievement after 2040)

. Reversal

Note: This map is stylized and is not to scale. It does not reflect a position on the legal status of any country or territory or the delimitation of any frontiers.
Source: Calculated on the basis of data on child mortality and primary enrolment from UN 2005b; for details see Technical note 3 in the full Report.

“The slow improvement in the health status of our people has been
a matter of great concern. We have paid inadequate attention to
public health.”

Dr. Manmohan Singh, Prime Minister of India, April 20051

India has been widely heralded as a success story for globaliza-
tion. Over the past two decades the country has moved into the
premier league of world economic growth; high-technology exports
are booming and India’s emerging middle-class consumers have
become a magnet for foreign investors. As the Indian Prime Minis-
ter has candidly acknowledged, the record on human development
has been less impressive than the record on global integration.
The incidence of income poverty has fallen from about 36% in
the early 1990s to somewhere between 25% and 30% today. Pre-
cise figures are widely disputed because of problems with survey
data. But overall the evidence suggests that the pick-up in growth

has not translated into a commensurate decline in poverty. More
worrying, improvements in child and infant mortality are slowing—
and India is now off track for these MDG targets. Some of India’s
southern cities may be in the midst of a technology boom, but 1
in every 11 Indian children dies in the first five years of life for lack
of low-technology, low-cost interventions. Malnutrition, which has
barely improved over the past decade, affects half the country’s
children. About 1 in 4 girls and more than 1 in 10 boys do not at-
tend primary school.

Why has accelerated income growth not moved India onto a
faster poverty reduction path? Extreme poverty is concentrated in
rural areas of the northern poverty-belt states, including Bihar, Mad-
hya Pradesh, Uttar Pradesh and West Bengal, while income growth
has been most dynamic in other states, urban areas and the service
sectors. While rural poverty has fallen rapidly in some states, such

(continued on next page)

Differences among states in India

Indicator India Kerala Bihar Rajasthan Uttar Pradesh
Female share of population (%) 48 52 49 48 48
Under-five mortality rate (per 1,000 live births) 95 19 105 115 123

Total fertility rate (births per woman) 2.9 2.0 &3 3.8 4.0

Birth attended by health professional (%) 42 94 23 36 22
Children receiving all vaccinations (%) 42 80 11 17 21

Source: |IPS and ORC Macro 2000.
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as Gujarat and Tamil Nadu, less
progress has been achieved in
the northern states. At a na-

Education inequalities
put a brake on progress

Under-five . DPT
mortality rate immunization tional level, rural unemployment
(per 1,000 rate L . :
live births) (% of children) is rising, agricultural output is
Completed - increasing at less than 2% a
middle school

year, agricultural wages are
stagnating, and growth is vir-
tually “jobless”. Every 1% of
national income growth gener-
ated three times as many jobs
in the 1980s as in the 1990s.

The deeper problem fac-
ing India is its human devel-
opment legacy. In particular,
pervasive gender inequali-
ties, interacting with rural pov-
erty and inequalities between
states, is undermining the po-
tential for converting growth
into human development.

Perhaps the starkest gender inequality is revealed by this sim-
ple fact: girls ages 1-5 are 50% more likely to die than boys. This
fact translates into 130,000 “missing” girls. Female mortality rates
remain higher than male mortality rates through age 30, reversing
the typical demographic pattern. These gender differences reflect a
widespread preference for sons, particularly in northern states. Girls,
less valued than their brothers, are often brought to health facilities
in more advanced stages of illness, taken to less qualified doctors
and have less money spent on their healthcare. The low status and
educational disadvantage suffered by women have a direct bearing
on their health and their children’s. About one-third of India’s children
are under weight at birth, reflecting poor maternal health.

Inadequate public health provision exacerbates vulnerability.
Fifteen years after universal childhood immunization was intro-
duced, national health surveys suggest that only 42% of children
are fully immunized. Coverage is lowest in the states with the high-
est child death rates, and less than 20% in Bihar and Uttar Pradesh.
India may be a world leader in computer software services, but
when it comes to basic immunization services for children in poor
rural areas, the record is less impressive.

Gender inequality is one of the most powerful brakes on human
development. Women’s education matters in its own right, but it is
also closely associated with child mortality. The under-five mortal-
ity rate is more than twice as high for children of illiterate mothers
as for children whose mothers have completed middle school (see
figure). Apart from being less prone to undernutrition, better edu-
cated mothers are more likely to use basic health services, have

123 -« |literate

Mother’s
education level

National
average

lliterate

Completed

BJ middle school

Source: IIPS and ORC Macro 2000.

1. BBC News 2005a.

fewer children at an older age and are more likely to space the
births—all factors positively associated with child survival. As well
as depriving girls of a basic right, education inequalities in India
translate into more child deaths.

State inequalities interact with gender- and income-based in-
equalities (see table). Four states account for more than half of
child deaths: Bihar, Madhya Pradesh, Rajasthan and Uttar Pradesh
(see figure). These states also are marked by some of the deepest
gender inequalities in India. Contrasts with Kerala are striking. Girls
born in Kerala are five times more likely to reach their fifth birthday,
are twice as likely to become literate and are likely to live 20 years
longer than girls born in Uttar Pradesh. The differences are linked
to the chronic underprovision of health services in high-mortality
northern states, which is in turn linked to unaccountable state-level
governance structures.

Translating economic success into human development ad-
vances will require public policies aimed explicitly at broadening
the distribution of benefits from growth and global integration, in-
creased public investment in rural areas and services and—above
all—political leadership to end poor governance and address the
underlying causes of gender inequality.

There are encouraging signs that this leadership may be
starting to emerge. In 2005 the government of India launched a
$1.5 billion National Rural Health Mission, a programme targeting
some 300,000 villages, with an initial focus on the poorest states in
the north and north-east. Commitments have been made to raise
public health spending from 0.9% of national income to 2.3%.
Spending on education has also been increased. In an effort to
create the conditions for accelerated rural growth and poverty re-
duction, ambitious public investment programmes have been put
in place to expand rural infrastructure, including the provision of
drinking water and roads.

Translating increased financial commitment into improved
outcomes will require a stronger focus on effective delivery and
measures to improve the quality of public services. There is no
shortage of innovative models to draw upon. States such Himachal
Pradesh and Tamil Nadu have sustained rapid progress in educa-
tion, not just by increasing budget provision but by increasing the
accountability of service providers and creating incentives—such
as free school meals, scholarships and free textbooks—aimed at
increasing the participation of poor households.

Overcoming the legacy of decades of underinvestment in
human development and deep-rooted gender inequalities poses
immense challenges. Political leadership of a high order will be
needed to address these challenges. Failure to provide it and to ex-
tend health and education opportunities for all, regardless of wealth
and gender, will ultimately act as a constraint on India’s future pros-
pects in the global economy.

Source: BBC News 2005a; Cassen, Visaria and Dyson 2004; Kijima and Lanjouw 2003; Joshi 2004; Dev 2002; Dreze and Murthi 2001.
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An obvious corollary of extreme global in-
equality is that even modest shifts in distribu-
tion from top to bottom could have dramatic
effects on poverty. Using a global income distri-
bution database, we estimate a cost of $300 bil-
lion for lifting 1 billion people living on less
than $1 a day above the extreme poverty line
threshold. That amount represents 1.6% of the
income of the richest 10% of the world’s popu-
lation. Of course, this figure describes a static
transfer. Achieving sustainable poverty reduc-
tion requires dynamic processes through which
poor countries and poor people can produce
their way out of extreme deprivation. But in our
highly unequal world greater equity would pro-
vide a powerful catalyst for poverty reduction
and progress towards the MDGs.

What are the implications of the current
global human development trajectory for the
MDGs? We address this question by using
country data to project where the world will
be in relation to some of the main MDGs by
2015. The picture is not encouraging. If cur-
rent trends continue, there will be large gaps
between MDG targets and outcomes. Those
gaps can be expressed in statistics, but behind
the statistics are the lives and hopes of ordinary
people. Human costs can never be captured by
numbers alone. But our 2015 projection pro-
vides an indication of the scale of the costs (see
teature 1, The human cost of failure to meet the

Figure 2
World income distributed by percentiles of the population, 2000

Richest

Poorest

Per capita
income

Source: Dikhanov 2005.

Millennium Development Goals). Among the
consequences for developing countries of con-
tinuing on the current path:

e The MDG target for reducing child mortal-
ity will be missed by 4.4 million avoidable
child deaths in 2015—a figure equivalent to
three times the number of children under
age 5 in London, New York and Tokyo.
Over the next 10 years the gap between the
target and the current trend adds more than
41 million children who will die before
their fifth birthday from the most readily
curable of all diseases—poverty. This is an
outcome that is difficult to square with the
Millennium Declaration’s pledge to protect
the world’s children.

e The gap between the MDG target for
halving poverty and projected outcomes
is equivalent to an additional 380 million
people living on less than $1 a day by 2015.

e The MDG target of universal primary ed-
ucation will be missed on current trends,
with 47 million children still out of school
in 2015.

These are simple forward projections of cur-
rent trends—and trends are not destiny. As the
financial market dictum puts it, past perfor-
mance is not a guide to future outcomes. For
the MDGs that is unambiguously good news.
As the UN Secretary-General has put it: “The
MDGs can be met by 2015—but only if all

Where the money is
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No access to clean water—the human cost

Child mortality—the human cost

Deaths of children under age 5
(millions)

People (millions)

1,000 %
Current trend S
8 Human \\ ‘\
shortfall— 800 N
4.4 million YN
. How many without NN
Sub-Saharan - oo
Africa clean water? 600 ‘\ s Human
AN shortfall—
‘\\ ° 210 million
4 B Goal M ' \
others 400 \ Sub-Saharan
South Goal'\ Africa
Asia ‘ '
2
200 Al '
others
South
0 Asia
2015 0
Shortfall 2002 2015 Shortall
Sub-Saharan Africa 3.0 Sub-Saharan Africa 278.2 198.6 80.1
Arab States 0.3 Arab States 46.7 19.0 6.7
East Asia & the Pacific 0.3 East Asia & the Pacific 419.0 190.7 14.6
South Asia 0.8 South Asia 232.6 108.9 103.6
Latin America & Caribbean 0.0 Latin America & Caribbean 55.0 8.1 4.9
All developing countries 44 All developing countries  1,036.6 525.2 209.9
Income poverty—the human cost
People (millions)
1,000 -
800 \ ‘
\\ Human
N shortfall—
600 \ 380 million
How many will remain N
destitute? \ Sub-Saharan
\ Africa
Goal
400
Al
others ‘
200 South
Asia
0
2002 2015 Shortfall
Sub-Saharan Africa 313.0 352.7 218.7
Arab States 7.0 9.8 7.5
East Asia and the Pacific 271.0 17.2 7.5
South Asia 431.0 395.0 101.4
Latin America & Caribbean 50.0 51.0 44.4
All developing countries  1,072.0 826.7 379.9
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Children not enrolled in school—the human cost

Primary-school age children out of school (millions)
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“‘ Africa
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40 47 million & the Pacific
20
0 Goal
2002 2015 Shortfall
Sub-Saharan Africa 455 18.7 18.7
Arab States 8.8 5.7 5.7
East Asia & the Pacific 10.0 15.8 11.3
South Asia 42.3 4.0 4.0
Latin America & Caribbean 3.3 0.9 0.9
All developing countries 109.9 46.7 46.7

Girls not enrolled in school—the human cost

Primary-school age girls out of school (millions)
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Human J
30 shortfall— A Saharan
6 million
20
«
others
Latin America
10 & the Caribbean
0 Source: Calculated on the basis of data on under-five
2002 2015 Shortfall mortality and people with access to improved water
Sub-Saharan Africa 238 96 38 sources from UN 2005b, data on births, population,
Arab States 5.0 3.5 05 and population growth rates from UN 2005d, data on
East Asia & the Pacific 49 71 0.7 children attending school and girls attending school
South Asia 23.6 9.6 0.0 from UNESCO 2005, data on children out of school
Latin America & Caribbean 15 1.1 11 from UNICEF 2005d, and data on people living on less
All developing countries 58.8 30.9 6.0 than $1 a day (PPP US$) from World Bank 2005d; for

details see Technical note 3 in the full Report.
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The MDG target for reducing

child mortality will be missed

24

by 4.4 million avoidable

child deaths in 2015

involved break with business as usual and dra-
matically accelerate and scale up action now.”
Some of the world’s poorest countries—includ-
ing Bangladesh, Uganda and Viet Nam—have
shown that rapid progress is possible. But rich
countries need to help meet the start-up costs of
a global human development take-off.

As governments prepare for the 2005 UN
summit, the 2015 projection offers a clear
warning. To put it bluntly, the world is heading
for a heavily sign-posted human development
disaster, the cost of which will be counted in
avoidable deaths, children out of school and lost
opportunities for poverty reduction. That disas-
ter is as avoidable as it is predictable. If govern-
ments are serious about their commitment to
the MDGs, business as usual is not an option.
The 2005 UN summit provides an opportunity
to chart a new course for the next decade.

Why inequality matters

Human development gaps within countries are
as stark as the gaps between countries (figure 3).
These gaps reflect unequal opportunity—
people held back because of their gender, group
identity, wealth or location. Such inequalities
are unjust. They are also economically waste-
ful and socially destabilizing. Overcoming the
structural forces that create and perpetuate
extreme inequality is one of the most efficient
routes for overcoming extreme poverty, enhanc-
ing the welfare of society and accelerating prog-
ress towards the MDGs.

The MDGs themselves are a vital statement
of international purpose rooted in a commit-
ment to basic human rights. These rights—to
education, to gender equality, to survival in
childhood and to a decent standard of living—
are universal in nature. That is why progress to-
wards the MDGs should be for all people, re-
gardless of their household income, their gender
or their location. However, governments mea-
sure progress by reference to national averages.
These averages can obscure deep inequalities in
progress rooted in disparities based on wealth,
gender, group identity and other factors.

Asshown in the Report, failure to tackle ex-
treme inequalities is actingasa brake on progress

SUMMARY HUMAN DEVELOPMENT REPORT 2005

towards achieving the MDGs. On many of the
MDGs the poor and disadvantaged are falling
behind. Cross-country analysis suggests that
child mortality rates among the poorest 20% of
the population are falling at less than one-half
of the world average. Because the poorest 20%
account for a disproportionately large share of
child mortality, this is slowing the overall rate
of progress towards achieving the MDGs. Cre-
ating the conditions under which the poor can
catch up as part of an overall human develop-
ment advance would give a dynamic new impe-
tus to the MDGs. It would also address a cause

of social injustice (box 4).

Gini coefficient, income distribution
(GDP per capita, PPP US$)

Inequality in income—

selected countries and regions

GINI
90
! Inequality within countries
Namibia 70.7
Sub-Saharan Brazil 59.3
Africa 72.2 South Africa 57.8
Chile 571
World 67.0 Zimbabwe 56.8
Mexico 54.6
Zambia 52.6
Latin America & Argentina 52.2
the Caribbean 57.1 Malaysia 49.2
East Asia & Philippines 46.1
the Pacific 52.0 China 44.7
Thailand 432
Kenya 42.5
Central & Eastern United States 40.8
Europe & CIS 42.8 Viet Nam 370
High-income q United Kingdom 36.0
OECD 36.8 = Egypt 34.4
South Asia 33.4 - foland Sl
Sri Lanka 332
France 32.7
Russian Federation ~ 31.0
Ethiopia 30.0
2 Albania 28.2
Hungary 26.9
Sweden 25.0

1

Source: Regional data, Dihkanov 2005; country data, indicator table 15.



Multiple and interlocking layers of inequal-
ity create disadvantages for people throughout
their lives. Income inequality is increasing in
countries that account for more than 80% of
the world’s population. Inequality in this di-
mension matters partly because of the link be-
tween distribution patterns and poverty levels.
Average income is three times higher in high-
inequality and middle-income Brazil than in
low-inequality and low-income Viet Nam. Yet
the incomes of the poorest 10% in Brazil are
lower than those of the poorest 10% in Viet
Nam. High levels of income inequality are bad
for growth, and they weaken the rate at which
growth is converted into poverty reduction:
they reduce the size of the economic pie and the
size of the slice captured by the poor.

Income inequalities interact with other
life chance inequalities. Being born into a poor
household diminishes life chances, in some
cases in a literal sense. Children born into the
poorest 20% of households in Ghana or Senegal
are two to three times more likely to die before
age 5 than children born into the richest 20%
of households (figure 5). Disadvantage tracks
people through their lives. Poor women are less
likely to be educated and less likely to receive
antenatal care when they are pregnant. Their
children are less likely to survive and less likely
to complete school, perpetuating a cycle of de-
privation that is transmitted across generations.
Basic life chance inequalities are not restricted
to poor countries. Health outcomes in the
United States, the world’s richest country, re-
flect deep inequalities based on wealth and race
(box 5). Regional disparities are another source
of inequality. Human development fault lines
separate rural from urban and poor from rich
regions of the same country. In Mexico Iiteracy
rates in some states are comparable to those in
high-income countries. In the predominantly
rural indigenous municipalities of southern
poverty belt states like Guerrero literacy rates
for women approximate those in Mali.

Gender is one of the world’s strongest mark-
ers for disadvantage. This is especially the case
in South Asia. The large number of “missing
women” in the region bears testimony to the
scale of the problem. Disadvantage starts at

birth. In India the death rate for children ages
1-5 is 50% higher for girls than for boys. Ex-
pressed differently, 130,000 young lives are lost
each year because of the disadvantage associ-
ated with being born with two X chromosomes.
In Pakistan gender parity in school attendance
would give 2 million more girls the chance of
an education.

Reducing inequality in the distribution of
human development opportunities is a public
policy priority in its own right: it matters for in-
trinsic reasons. It would also be instrumental in
accelerating progress towards the MDGs. Clos-
ing the gap in child mortality between the rich-
est and poorest 20% would cut child deaths by

almost two-thirds, saving more than 6 million

Figure 4
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Namibia

Central African Republic
Brazil

Guatemala

Peru

Mexico

Zambia

South Africa
Bolivia

Malaysia

Mali

China

United States
Kenya

Thailand

United Kingdom
Tanzania, U. Rep. of
France

Viet Nam

Nepal

Russian Federation
Indonesia
Germany
Bangladesh
Sweden

Czech Republic

Source: Indicator table 15.

Some 130,000 young Indian
lives are lost each year
because of the disadvantage
associated with being born

with two X chromosomes

Slicing the income pie
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Like motherhood and apple pie, everybody is in favour of “pro-
poor growth”. The concept, like its increasingly popular and more
recent variant “shared growth”, captures the idea that the quality
of growth, as well as the quantity, matters for poverty reduction.
But the concept means very different things to different people.
The World Bank and international development agencies favour an
absolute definition of pro-poor growth. What matters in this defini-
tion is not whether the incomes of poor people are rising in relation
to average income, but how fast their incomes are rising. Pro-poor
growth on this definition can be consistent with rising inequality,
even in countries already marked by extreme inequalities.

The progressive definition of pro-poor growth adopted in the
Report focuses on the relative position of poor people. It highlights
the potential for small distributional shifts to produce major gains
for poverty reduction.

Are these just semantic differences? Or do they have a direct rel-
evance for human development? The differences can be overplayed:
all parties in the debate favour rapid poverty reduction. By extension,
nobody argues that low levels of inequality are inherently good for
poverty reduction. If they were, low-growth, low-inequality (a Gini
coefficient of about 36 throughout the 1990s) Benin would be outper-
forming China. However, two important issues are at stake, both con-
nected to the balance between economic growth and distribution.

Source: Kakwani, Khandker and Son 2004; Ravallion 2005; DFID 2004b.

Children of the poorest are most likely to die

The first issue is one of social justice. In the absolute definition
distribution-neutral growth is pro-poor: any growth that increases
the income of the poor can be deemed pro-poor. It is difficult to
square this with basic ideas of social justice. If everybody in Brazil
shared in increments to growth on the current distribution pattern,
the richest 20% would receive 85 cents of every $1. The poorest
20% would receive 3 cents. Everybody—including the poor—is bet-
ter off, so growth might be deemed pro-poor. But if more weight is
attached to the well-being of poor people, that distribution pattern is
not consistent with basic principles of fairness and social justice.

The second, related concern is about the conversion of growth
into poverty reduction. If maximizing the impact of growth on pov-
erty reduction is a central policy goal, then distribution matters.
Other things being equal, the bigger the share of any increment
to growth captured by poor people, the faster the rate of poverty
reduction. Increasing their share of additional growth can acceler-
ate the rate at which rising prosperity reduces poverty, while at the
same time raising the overall growth rate.

The progressive growth approach focuses attention on the
structural inequalities that deny poor people and marginalized
groups an opportunity to contribute to and participate in growth
on more equitable terms. It puts redistribution, alongside growth, at
the centre of the policy agenda for reducing extreme poverty.

Share of deaths of children under age 5, by wealth quintile (%)
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Source: Calculated on the basis of data on under-five mortality rates and births from Gwatkin and others forthcoming.

lives a year—and putting the world back on
track for achieving the MDG target of a two-
thirds reduction in child death rates.

More equitable income distribution would
act as a strong catalyst for accelerated poverty
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reduction. We use household income and ex-
penditure surveys to simulate the effect of a
growth pattern in which people in poverty cap-
ture twice the share of future growth as their
current share in national income. For Brazil
this version of pro-poor growth shortens the
time horizon for halving poverty by 19 years;
for Kenya, by 17 years. The conclusion: when it
comes to income poverty reduction, distribu-
tion matters as well as growth. That conclusion
holds as much for low-income countries as for
middle-income countries. Without improved
income distribution Sub-Saharan Africa would
require implausibly high growth rates to halve
poverty by 2015. It might be added to this con-
sideration that a demonstrated commitment
to reduce inequality as part of a wider poverty
reduction strategy would enhance the case for
aid among the public in donor countries.
Scaling up national simulation exercises
using a global income distribution model

highlights the potential benefits of reduced
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The United States leads the world in healthcare spending. On a per
capita basis the United States spends twice the Organisation for
Economic Co-operation and Development average on healthcare,
or 13% of national income. Yet some countries that spend sub-
stantially less than the United States have healthier populations.
US public health indicators are marred by deep inequalities linked
to income, health insurance coverage, race, ethnicity, geography
and—critically—access to care.

Key US health indicators are far below those that might be an-
ticipated on the basis of national wealth. Infant mortality trends
are especially troublesome. Since 2000 a half century of sustained
decline in infant death rates first slowed and then reversed. The in-
fant mortality rate is now higher for the United States than for many

other industrial countries.
Infant mortality
comparison

Infant mortality rate, 2003
(deaths per 1,000 live births)

Malaysia—a country with an
average income one-quarter
that of the United States—
has achieved the same infant

15 —<Urban Kerala, India mortality rate as the United

S African Americans States (figure 1). And the In-
Uruguay dian state of Kerala has an
10 urban infant death rate lower

Malaysia, United States than that for African Ameri-

5 US White cans in Washington, DC.
Wide differences in health
Japan . .
across socio-economic
0 groups partly explain the

Source: India data, IIPS and ORC Macro 2000;
US data, The Henry Kaiser Family Foundation 2005;
national data, indicator table 10.

poorer health outcomes in
the United States than in
other industrial countries.
From the cradle to the grave the health of US citizens shows ex-
treme divergence. For example, racial and ethnic health disparities
are persistent—a result of differences in insurance coverage, in-
come, language and education, among other factors (figure 2). Af-
rican American mothers are twice as likely as white mothers to give
birth to a low birthweight baby. Their children are twice as likely to
die before their first birthday. Income differences are closely cor-
related with health differences. A baby boy from a family in the top
5% of the US income distribution will enjoy a life span 25% longer
than a boy born in the bottom 5%.

Many factors contribute to health inequalities. One important
driver is the coverage of healthcare provision. The United States is
the only wealthy country with no universal health insurance system.
Its mix of employer-based private insurance and public coverage
has never reached all Americans. While more than half the popula-
tion have health insurance coverage through their employers and
almost all the elderly are covered through Medicare, more than one

in six non-elderly Americans (45 million) lacked health insurance
in 2003. Over a third (36%) of families living below the poverty line
are uninsured. Hispanic Americans (34%) are more than twice as
likely to be uninsured as white Americans (13%), and 21% of Af-
rican Americans have no health insurance. Health insurance cov-
erage also varies widely across the 50 states, depending on the
share of families with low incomes, the nature of employment and
the breadth of each state’s Medicaid programme for low-income
people.

More than in any other major industrial country the cost of treat-
ment is a major barrier to access in the United States. Over 40%
of the uninsured do not have a regular place to receive medical
treatment when they are sick, and more than a third say that they
or someone in their family went
without needed medical care,
including recommended treat-
ments or prescription drugs, in
the last year because of cost.

Unequal access to health-
care has clear links to health
outcomes. The uninsured are 40

Health insurance,
poverty and

race in the
United States

Share of population without health
insurance (%)

X —< Below poverty line
less likely to have regular out- Y

1-2 times
poverty line income

patient care, so they are more el

likely to be hospitalized for
avoidable health problems. 20
Once in a hospital, they re-

ceive fewer services and are

National
average

4 times poverty line

more likely to die than are in- income and above

sured patients. They also re-
ceive less preventive care. The
Institute of Medicine estimates

Income

Race

Source: The Henry Kaiser Family Foundation 2005.

that at least 18,000 Americans die prematurely each year solely
because they lack health insurance. Being born into an uninsured
household increases the probability of death before age 1 by about
50%.

Unequal access to healthcare has a powerful effect on health
inequalities linked to race, which are only partly explained by insur-
ance and income inequalities. One study finds that eliminating the
gap in healthcare between African Americans and white Americans
would save nearly 85,000 lives a year. To put this figure in context,
technological improvements in medicine save about 20,000 lives
ayear.

The comparison highlights a paradox at the heart of the US
health system. High levels of personal healthcare spending reflect
the country’s cutting-edge medical technology and treatment. Yet
social inequalities, interacting with inequalities in health financing,
limit the reach of medical advance.

Source: Rowland and Hoffman 2005; Proctor and Dalaker 2003; Munnell, Hatch and Lee 2004; The Henry Kaiser Family Foundation 2005; Deaton 2002.
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International aid is one of
the most effective weapons

in the war against poverty

inequality for global poverty reduction. Using
such a model, we ask what would happen if peo-
ple living on less than $1 a day were to double
their share of future growth. The result: a de-
cline of one-third—or 258 million people—in
the projected number of people living on less
than $1 a day by 2015 (figure 6).

Exercises such as these describe what out-
comes are possible. Working towards these
outcomes will require new directions in public
policy. Far more weight should be attached to
improving the availability, accessibility and af-
fordability of public services and to increasing
poor people’s share of the growth. There is no
single blueprint for achieving improved out-
comes on income distribution. For many coun-
tries, especially in Sub-Saharan Africa, measures
are needed to unlock the productive potential of
smallholder agriculture and rural areas. More
universally, education is one of the keys to greater
equity. Socially transformative fiscal policies that
provide security and equip the poor with the as-
sets needed to escape poverty are also vital.

None of this implies that achieving greater
equity in human development is easy. Extreme
inequalities are rooted in power structures that
deprive poor people of market opportunities,

Extreme poverty.
two scenarios for 2015

Number of people in extreme poverty (millions)

704
600
Sub-Saharan Africa
446

400

Latin America
200 & the Caribbean

East Asia

South Asia

0
If income If the income
distribution of the poor grows

remains constant at twice the natonal rate

Note: Extreme poverty refers to a poverty line of $700 a year (personal
consumption expenditure); for details see Technical note 2in the full Report.
Source: Dihkanov 2005.
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limit their access to services and—crucially—
deny them a political voice. These pathologies
of power are bad for market-based development
and political stability—and a barrier to achiev-
ing the MDGs.

International aid—increasing the
quantity, improving the quality

International aid is one of the most effective
weapons in the war against poverty. Today, that
weapon is underused, inefliciently targeted and
in need of repair. Reforming the international
aid system is a fundamental requirement for
getting back on track for the MDGs.

Aid is sometimes thought of in rich coun-
tries as a one-way act of charity. That view is
misplaced. In a world of interconnected threats
and opportunities aid is an investment as well
asa moral imperative—an investment in shared
prosperity, collective security and a common fu-
ture. Failure to invest on a sufficient scale today
will generate costs tomorrow.

Development assistance is at the heart of
the new partnership for development set out in
the Millennium Declaration. As in any part-
nership there are responsibilities and obliga-
tions on both sides. Developing countries have
a responsibility to create an environment in
which aid can yield optimal results. Rich coun-
tries, for their part, have an obligation to act on
their commitments.

There are three conditions for effective aid.
First, it has to be delivered in sufficient quantity
to support human development take-off. Aid
provides governments with a resource for making
the multiple investments in health, education and
economic infrastructure needed to break cycles of
deprivation and support economic recovery—and
the resource needs to be commensurate with the
scale of the financing gap. Second, aid has to be
delivered on a predictable, low transaction cost,
value for money basis. Third, effective aid requires
“country ownership”. Developing countries have
primary responsibility for creating the conditions
under which aid can yield optimal results. While
there has been progress in increasing the quantity
and improving the quality of aid, none of these
conditions has yet been met.



When the Millennium Declaration was
signed, the development assistance glass was
three-quarters empty—and leaking. During
the 1990s aid budgets were subject to deep cuts,
with per capita assistance to Sub-Saharan Af
rica falling by one-third. Today, the aid financ-
ing glass is approaching half full (figure 7). The
Monterrey Conference on Financing for Devel-
opment in 2001 marked the beginning of a re-
covery in aid. Since Monterrey, aid has increased
by 4% a year in real terms, or $12 billion (in
constant 2003 dollars). Rich countries collec-
tively now spend 0.25% of their gross national
income (GNI) on aid—lower than in 1990 but
on an upward trend since 1997. The European
Union’s commitment to reach a 0.51% thresh-
old by 2010 is especially encouraging,.

However, even if projected increases are de-
livered in full, there remains a large aid shortfall
for financing the MDGs. That shortfall will in-
crease from $46 billion in 2006 to $52 billion
in 2010. The financing gap is especially large
for Sub-Saharan Africa, where aid flows need
to double over five years to meet the estimated
costs of achieving the MDGs. Failure to close
the financing gap through a step increase in
aid will prevent governments from making the

The composition
of increased aid

2003 US$ (pillions)

O0DA
2004 level
Emergency aid | 1.7
Debt relief grants | 3.7
Technical cooperation | 5.2
e
re

ODA  Muttilateral | 2.4
2000 level

Other | 1.7
bilateral

Source: OECD/DAC 2005f.

investments in health, education and infra-
structure needed to improve welfare and sup-
port economic recovery on the scale required to
achieve the MDGs.

While rich countries publicly acknowledge
the importance of aid, their actions so far have
not matched their words. The G-8 includes
three countries—Italy, the United States and
Japan—with the lowest shares of aid in GNI
among the 22 countries on the Organisation
for Economic Co-operation and Develop-
ment’s Development Assistance Committee.
On a more positive note the United States, the
world’s largest aid donor, has increased aid by $8
billion since 2000 and is now the world’s larg-
est donor to Sub-Saharan Africa. The setting of
more ambitious targets is another welcome de-
velopment. However, donors do not have a good
record in actingon aid targets—and some major
donors have failed to move from setting targets
to making concrete and binding budget com-
mitments (box 6). The next 10 years will have
to mark a distinct break from the past 15 years
if the MDGs are to be achieved. Since 1990 in-
creased prosperity in rich countries has done
little to enhance generosity: per capita income
has increased by $6,070, while per capita aid
has fallen by $1. Such figures suggest that the
winners from globalization have not prioritized
help for the losers, even though they would gain
from doing so.

The chronic underfinancing of aid reflects
skewed priorities in public spending. Collec-
tive security depends increasingly on tackling
the underlying causes of poverty and inequality.
Yet for every $1 that rich countries spend on aid
they allocate another $10 to military budgets
(table 1). Just the increase in military spending
since 2000, if devoted to aid instead, would be
sufficient to reach the long-standing UN target
of spending 0.7% of GNT on aid. Failure to look
beyond military security to human security is
reflected in underinvestments in addressing
some of the greatest threats to human life. Cur-
rent spending on HIV/AIDS, a disease that
claims 3 million lives a year, represents three
day’s worth of military spending.

Questions are sometimes raised about

whether the MDGs are affordable. Ultimately,

Tied aid remains one
of the most egregious
abuses of poverty-focused

development assistance
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Box 6

Group of Eight (G-8) summits have a long track record in delivering lofty promises,
that are swiftly broken, especially to the world’s poorest countries. Will it be differ-
ent after the July 2005 summit in Gleneagle, Scotland?

The G-8 communiqué makes some important commitments. The pledge to
increase aid by $50 billion over 2004 levels, with half the increase going to Sub-
Saharan Africa, could close a substantial part of the MDG financing gap. Moreover,
for the first time the G-8 leaders have signed a communiqué specifying concrete
targets, which may reduce the risk of backsliding.

Looking ahead, there are three challenges on aid. First, G-8 leaders must be
held to their word. There is a real danger that at least two EU members—Germany
and ltaly—will not translate G-8 summit commitments into public expenditure
plans. Second, some countries need to go much further. Even with aid increases
Japan and the United States will still be spending only 0.18% of GNI on aid in 2010
(putting them at the bottom of the OECD aid table)—and Canada is also an aid
underperformer. Third, it is important that a sizeable share of the increased aid
commitment be delivered up-front, not in five years time.

Beyond aid, the G-8 communiqué receives mixed marks. The commitment to
free and compulsory primary education, free basic health care and “as close as
possible to universal access” to treatment for HIV/AIDS could accelerate progress
towards the MDGs. So, too, could the pledge to train and equip some 75,000 troops
for African Union peace-keeping operations by 2010 (see chapter 5). On trade,
by contrast, the G-8 communiqué makes for unimpressive reading. The general
commitment to phase out a limited range of agricultural export subsidies within an
unspecified time-frame will come as cold comfort to Africa’s farmers.

Two critical ingredients combined to make the G-8 summit in Gleneagle dif-
ferent: political leadership and the political momentum generated by global cam-
paigning and public opinion. The same ingredients will be needed if the UN summit
in September 2005 is to consolidate and build on what has been achieved.

Source: G-8 2005.

what is affordable is a matter of political priori-
ties. But the investments needed are modest by
the scale of wealth in rich countries. The $7 bil-
lion needed annually over the next decade to
provide 2.6 billion people with access to clean
water is less than Europeans spend on perfume
and less than Americans spend on elective cor-
rective surgery. This is for an investment that
would save an estimated 4,000 lives each day.
Donors have acknowledged the importance
of tackling problems in aid quality. In March
2005 the Paris Declaration on Aid Effective-
ness set out important principles for donors to
improve aid effectiveness, along with targets for
monitoring progress on new practices. Coordi-
nation is improving, there is less use of tied aid,
and more emphasis is being placed on country
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Military expenditure dwarfs

official development
assistance in rich countries

Share of government spending, 2003 (%)

Country ODA Military expenditure
Australia 14 10.7
Austria 11 43
Belgium 2.7 57
Canada 12 6.3
Denmark 3.1 5.7
Finland 16 54
France 17 10.7
Germany 14 7.3
Greece 14 26.5
Ireland 21 4.6
Italy 0.9 9.8
Japan 1.2 57
Luxembourg 3.9 4.8
Netherlands 3.2 6.5
New Zealand 12 6.3
Norway 41 8.9
Portugal 1.0 10.0
Spain 1.3 6.7
Sweden 2.8 6.4
Switzerland 3.5 8.5
United Kingdom 16 13.3
United States 1.0 25.0

Source: Calculated on the basis of data on ODA from OECD/DAC 2005f, data on
military expenditure from indicator table 20 and data on government spending from
World Bank 2005f.

ownership. But good practice lags far behind
declared principle. Aid delivery still falls far
short of pledges, undermining financial plan-
ning for poverty reduction. At the same time
the specific form that conditionality takes often
weakens national ownership and contributes to
disruptions in aid flows. Donor reluctance to
usc national systems adds to transaction costs
and weakens national capacity.

Tied aid remains one of the most egregious
abuses of poverty-focused development assis-
tance. By linking development assistance to
the provision of supplies and services provided
by the donor country, instead of allowing aid
recipients to use the open market, aid tying
reduces value for money. Many donors have
been reducing tied aid, but the practice remains
widely prevalent and underreported. We con-
servatively estimate the costs of tied aid for low-
income countries at $5—$7 billion. Sub-Saharan
Africa pays a “tied aid tax” of $1.6 billion.

In some areas the “new partnership” in aid
established at the Monterrey conference still



looks suspiciously like a repackaged version of
the old partnership. There is a continuing im-
balance in responsibilities and obligations. Aid
recipients are required to set targets for achiev-
ing the MDGs, to meet budget targets that are
monitored quarterly by the International Mon-
etary Fund (IMF), to comply with abewildering
array of conditions set by donors and to deal
with donor practices that raise transaction costs
and reduce the value of aid. Donors, for their
part, do not set targets for themselves. Instead,
they offer broad, non-binding commitments on
aid quantity (most of which are subsequently
ignored) and even broader and vaguer commit-
ments to improve aid quality. Unlike aid re-
cipients, donors can break commitments with
impunity. In practice, the new partnership has
been a one-way street. What is needed is a genu-
ine new partnership in which donors as well as
recipients act on commitments to deliver on the
promise of the Millennium Declaration.

This year provides an opportunity to seal
that partnership and forge a new direction in
development assistance cooperation. Donor
countries need first to honour and then to
build on the commitments made at Monterrey.
Among the key requirements:

o Set a schedule for achieving the aid to GNI
ratio of 0.7% by 2015 (and keep to it). Do-
nors should set budget commitments at a
minimum level of 0.5% for 2010 to bring
the 2015 target within reach.

o Tuckle unsustainable debt. The G-8 summit
in 2005 produced a major breakthrough
on debt owed by the heavily indebted poor
countries (HIPCs). However, some prob-
lems remain, with a large number of low-in-
come countries still facing acute problems
in meeting debt service obligations. Final
closure of the debt crisis will require action
to extend country coverage and to ensure
that debt repayments are held to levels con-
sistent with MDG financing.

o Provide predictable, multiyear financing
through government programmes. Building
on the principles set out in the Paris Decla-
ration on Aid Effectiveness, donors should
set more ambitious targets for providing
stable aid flows, working through national

systems and building capacity. By 2010 at
least 90% of aid should be disbursed accord-
ing to agreed schedules through annual or
multiyear frameworks.

o Streamline conditionality. Aid conditional-
ity should focus on fiduciary responsibility
and the transparency of reporting through
national systems, with less emphasis on
wide-ranging macroeconomic targets and
a stronger commitment to building institu-
tions and national capacity.

o End tied aid. There is a simple method for
tackling the waste of money associated with
tied aid: stop it in 2006.

Trade and human development—
strengthening the links

Like aid, trade has the potential to be a power-
ful catalyst for human development. Under the
right conditions international trade could gen-
erate a powerful impetus for accelerated prog-
ress towards the MDGs. The problem is that
the human development potential inherent in
trade is diminished by a combination of unfair
rules and structural inequalities within and be-
tween countries.

International trade has been one of the most
powerful motors driving globalization. Trade
patterns have changed. There has been a sus-
tained increase in the share of developing coun-
tries in world manufacturing exports—and
some countries are closing the technology gap.
However, structural inequalities have persisted
and in some cases widened. Sub-Saharan Africa
has become increasingly marginalized. Today,
the region, with 689 million people, accounts
for a smaller share of world exports than Bel-
gium, with 10 million people. If Sub-Saharan
Africa enjoyed the same share of world exports
as in 1980, the foreign exchange gain would
represent about eight times the aid it received
in 2003. Much of Latin America is also falling
behind. In trade, as in other areas, claims that
global integration is driving a convergence of
rich and poor countries are overstated.

From a human development perspective
trade is a means to development, not an end in

itself. Indicators of export growth, ratios of trade

Unlike aid recipients, donors
can break commitments

with impunity
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The world’s highest trade
barriers are erected against

some of its poorest countries

to GNI and import liberalization are not prox-
ies for human development. Unfortunately, this
is increasingly how they are treated. Participa-
tion in trade offers real opportunities for raising
living standards. But some of the greatest mod-
els of openness and export growth—Mexico
and Guatemala, for example—have been less
successful in accelerating human development
(box 7). Export success has not always enhanced
human welfare on a broad front. The evidence
suggests that more attention needs to be paid
to the terms on which countries integrate into
world markets.

Fairer trade rules would help, especially
when it comes to market access. In most forms of
taxation a simple principle of graduation applies:
the more you earn, the more you pay. Rich coun-
try trade policies flip this principle on its head.
The world’s highest trade barriers are erected
against some of its poorest countries: on aver-
age the trade barriers faced by developing coun-
tries exporting to rich countries are three to four
times higher than those faced by rich countries
when they trade with each other. Perverse gradu-
ation in trade policy extends to other areas. For
example, the European Union sets great store by
its commitment to open markets for the world’s
poorest countries. Yet its rules of origin, which
govern eligibility for trade preferences, minimize
opportunities for many of these countries.

Agriculture is a special concern. Two-thirds
of all people surviving on less than $1 a day live

Viet Nam and Mexico—a tale of two globalizers

and work in rural areas. The markets in which
they operate, their livelihoods and their pros-
pects for escaping poverty are directly affected
by the rules governing agricultural trade. The
basic problem to be addressed in the WTO ne-
gotiations on agriculture can be summarized in
three words: rich country subsidies (box 8, fig-
ure 8). In the last round of world trade negotia-
tions rich countries promised to cut agricultural
subsidies. Since then, they have increased them.
They now spend just over $1 billion a year on
aid for agriculture in poor countries, and just
under $1 billion a day subsidizing agricultural
overproduction at home—a less appropriate
ordering of priorities is difficult to imagine. To
make matters worse, rich countries’ subsidies
are destroying the markets on which small-
holders in poor countries depend, drivingdown
the prices they receive and denying them a fair
share in the benefits of world trade (figure 9).
Cotton farmers in Burkina Faso are competing
against US cotton producers who receive more
than $4 billion a year in subsidies—a sum that
exceeds the total national income of Burkina
Faso. Meanwhile, the European Union’s ex-
travagant Common Agricultural Policy (CAP)
wreaks havoc in global sugar markets, while de-
nying developing countries access to European
markets (figure 10). Rich country consumers
and taxpayers are locked into financing policies
that are destroying livelihoods in some of the
world’s poorest countries.

Both Viet Nam and Mexico are in the premier division of new glo-
balizing countries, as measured by standard economic indicators.
Measured on human development indicators, they are in different
leagues. Deeper participation in trade has sustained rapid ad-
vances in Viet Nam. In Mexico export “success” has gone hand in
hand with limited progress in human development (see table).

Viet Nam. Since introducing market reforms at the end of the 1980s,
Viet Nam has sustained growth rates in excess of 5% a year—one of the
highest in the world. Participation in trade has been critical, providing
producers with access to new markets and new technologies. Imports
and exports have been rising at more than 20% a year since the early
1990s, with the share of exports in GDP doubling.
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Human development advances have accompanied this trade
success. During the 1990s income poverty levels fell from 58%
to 28%, life expectancy increased by six years, and child mortal-
ity was cut in half. Inequality has risen, but from a low base. The
Gini coefficient increased from 35.7 at the start of the 1990s to 37
at the end of the decade—still one of the lowest in the world. The
country’s HDI ranking today is 16 places above its wealth ranking.
The factors behind Viet Nam’s success include:
® Prior investments in human development. Before economic

take-off Viet Nam had high levels of income poverty, but other

indicators (school enrolment, literacy, life expectancy) were
far higher than the average for countries at a similar income
level.

(continued on next page)
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Global integration and human development: some do it better than others

Exports of goods and services GDP per capita
(% of GDP) (2002 PPP US$)
0
Aav:l:'zgle l;v:;zgr Extreme poverty rate (%) [ncome share of
National extreme International extreme the poorest 20% of
growth growth i " N - —_
1990-2003 1990-2003 poverty line? (%) poverty line (%) population (%) Gini coefficient
Country 1990 2003 (%) 1990 2003 (%) 1990 2002 1990 2002 1990 2002 1990 2002
Viet Nam 36.0 59.7 20.2 1,282 2,490 5.9 30.0 15.0 60.0 37.0 . 75 35.7" 37.0
Mexico 18.6 28.4 11.4 7,973 9,168 1.4 225" 20.34 15.8 9.9 . 3.1 50.3¢ 54,64

.. Not available.

a. Comparisons should not be made across countries because national poverty lines vary considerably.
b. Data are for 1993.

c. Data are for 1992.

d. Data are for 2000.

Source: Exports data, indicator table 16; GDP per capita data, indicator table 14; national extreme poverty data, Mexico, Secretaria de Desarrollo Social 2005 and UN Viet Nam 2002; international extreme poverty data for
Mexico, World Bank 2005d, for Viet Nam, UN Viet Nam 2002; poorest 20% of population’s income and Gini coefficient data, indicator table 15.

® Broad-based, inclusive growth. Export growth was driven by
millions of smallholder producers. Economic reform started
with liberalization of agricultural markets. Restrictions on rice
exports were relaxed, constraints on imports of fertilizer were
lifted, and land tenure rights were extended. Rising prices and
falling input costs led to rapidly rising income for smallholders.
Agricultural wages, domestic trade and local demand all rose.

e A commitment to equity. Viet Nam collects about 16% of GDP
in revenue—a high share for a low-income country. As a result,
the government was able to distribute the benefits of trade more
widely through spending on social and economic infrastructure.

e Gradual liberalization. Higher growth and export promotion
pre-dated import liberalization. Quantitative restrictions were
reduced beginning in the mid-1990s, but mean tariffs remained
at about 15%. Capital markets remained closed, insulating Viet
Nam from the impact of the East Asian financial crisis.

e Market diversification. At the end of the 1980s Viet Nam relied
almost exclusively on exports of oil to Japan and Singapore.
During the 1990s policies promoted diversification of exports
(manufactured goods now account for about one-third of the
total) and export markets.

Mexico. Over the past decade Mexico has sustained export
growth rates for manufactured goods of about 26%. The country
now accounts for about half of all manufactured exports from Latin
America. Moreover, export growth has been concentrated in high-
growth, high value-added technology sectors, such as automobiles
and electronics.

In stark contrast to this export success story, economic growth
per capita between 1990 and 2003 averaged just over 1%. Real
wages are stagnant, and unemployment is higher than at the start
of the 1990s. Extreme poverty has fallen only marginally, while in-
equality has increased. The reasons for Mexico’s human develop-
ment failures are a mirror image of the factors behind Viet Nam’s
success.

A high degree of initial inequality. Mexico has one of the high-
est Gini coefficients in the world—and it has risen slightly over
the past decade. The poorest 10% of the population account
for one-quarter of the share of national income of their counter-
parts in Viet Nam. The role of the government in developing the
social and economic infrastructure for broad-based growth has
been constrained by weak revenue collection. Mexico has an
average income five times the level of Viet Nam but a lower tax
revenue to GDP ratio of 13%, which is comparable to Uganda.
Rapid liberalization. Under the North American Free Trade
Agreement Mexico has been one of the developing world’s
most rapidly liberalizing economies. In some sectors import
liberalization has compounded poverty. Imports of subsidized
maize from the United States have increased sixfold since lib-
eralization started in 1994, contributing to a 70% decline in
real proceeds for Mexico’s millions of maize farmers. Agricul-
tural export growth has been concentrated in large irrigated
commercial farms, while small farmers have had to adjust to
increased import competition.

Weak industrial policy. Export data pointing to a high-technology
boom are misleading. Half of Mexico’s exports originate in the
maquiladora zone, where production is dominated by simple
assembly and re-export of imported components. Export ac-
tivity is associated with limited local value added and minimal
skills and technology transfer. Dependence on a low-wage,
low-skill export sector has left Mexico highly exposed to com-
petition from lower wage economies such as China. Employ-
ment has fallen by 180,000 since 2001 alone.

Power imbalances in labour markets. Despite sustained pro-
ductivity increases real wages have not risen with rapid export
growth, partly because of the concentration of export activity
in low value-added sectors. Weak collective bargaining rights
and unemployment pressures are contributing factors. Another
is wage inequality linked to the feminization of the work force:
on average, women’s wages are 11% lower than men’s.

Source: Viet Nam 2004; IMF 2003b; Audley and others 2003; Oxfam International 2003b.
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The answer to the question posed in the title is simple: when de-
veloped countries say so. One problem now facing developing
countries is that industrial countries have transferred support into
subsidy areas that are weakly covered by WTO rules—rules crafted
under heavy EU and US influence.

The Uruguay Round Agreement on Agriculture, negotiated
largely between the European Union and the United States, intro-
duced three categories of subsidy. Amber Box subsidies are sub-
ject to any cut in support agreed at the WTO. Green Box subsidies,
deemed to be “non-distorting”, are permitted. In between are Blue
Box subsidies, which are exempt from cuts if the subsidies are
linked to taking some land out of cultivation. These were introduced
at EU insistence to accommodate CAP reforms, under which eligi-
bility for direct payments was made conditional on producers re-
moving a certain proportion of their holdings from cultivation.

Why do these distinctions matter? Because the WTO frame-
work exercises weak or non-existent disciplines over precisely the
forms of support into which developed country governments are
now directing agricultural subsidies. In 2001 (the last year for which
notifications to the WTO are available) the United States spent
$50 billion on Green Box payments—three times what it spent on
Amber Box payments (see table). Not to be outdone the European
Union spent $50 billion on Green Box and Blue Box payments—
more than it spent on Amber Box payments. In both cases the sub-
sidy superpowers have been able to remain below the WTO subsidy

Large subsidies escape World Trade

Organization regulation

US$, 2001702 (billions)

European  United
Union States

Amber Box 44.3 14.4

Maximum Amber Box allowed under WTO rules 75.7 191
Blue Box 26.7 0.0
Green Box 23.3 50.7

Source: WTO 2005.

ceiling by restructuring, rather than cutting, overall support. The
upshot is that for WTO purposes many of the subsidies that allow
Europe to export cereals and the United States to sell rice, cot-
ton, maize and other crops at below cost on world markets are not
currently categorized either as export subsidies or trade distorting
and are therefore potentially exempt from any agreement to cut
such subsidies.

Some developing countries have already used WTO dispute
panels to challenge specific subsidies. Brazil successfully chal-
lenged the US Green Box categorization of direct payments to cot-
ton. Brazil, India and Thailand have successfully challenged the
legality of EU sugar subsidies, with a WTO panel ruling that these
subsidies are not in compliance with WTO rules. However, there
is a growing danger that a WTO agreement could provide suffi-
cient space to enable overall agricultural support, as defined by
the OECD’s producer support estimate, to remain around current
levels, albeit in repackaged form.

Such an outcome would severely diminish the credibility of
any Doha Round agreement on agriculture. Not all subsidies are
equally distorting in their effects. However, the annual transfer of
billions of dollars to large agricultural producers clearly has market-
distorting effects, even if the payments are nominally categorized
as non-distorting. This is especially the case in sectors where large
surpluses are produced for world markets. At the very least these
payments provide a guarantee against risk, capital resources for
investment and a source of collateral for loans.

From the perspective of cotton farmers in Burkina Faso or rice
farmers in Ghana, the precise legal categorization of subsidies
in the WTO is of less immediate relevance than whether subsi-
dies in rich countries undermine their livelihoods. The problem
with the current framework of rules in agriculture is that it institu-
tionalizes unfair trade practices behind a veneer of WTO legality,
weakening the legitimacy of the rules-based multilateral system
in the process. The development of WTO rules that prohibit unfair
competition between developed and developing countries should
be one of the benchmarks for judging the outcome of the entire
Doha Round.

Source: US Department of Agriculture, Economic Research Service 2005b; Watkins 2003b.

In some areas WTO rules threaten to sys-
tematically reinforce the disadvantages faced
by developing countries and to further skew
the benefits of global integration towards devel-
oped countries. An example is the set of rules
limiting the scope for poor countries to develop
the active industrial and technology policies
needed to raise productivity and succeed in
world markets. The current WTO regime out-
laws many of the policies that helped East Asian
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countries make rapid advances. WTO rules on
intellectual property present a twin threat: they
raise the cost of technology transfer and, poten-
tially, increase the prices of medicines, posing
risks for the public health of the poor. In the
WTO negotiations on services rich countries
have sought to create investment opportunities
for companies in banking and insurance while
limiting opportunities for poor countries to ex-
portin an area of obvious advantage: temporary
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country support to agriculture

L% bllions) Support as a share of
iy value of production (%)
51 Other
243
58
49 | Japan —
= United
States
European
Union \
1986-88 2004

Source: OECD 2005

transfers of labour. It is estimated that a small
increase in flows of skilled and unskilled la-
bour could generate more than $150 billion
annually—a far greater gain than from liberal-
ization in other areas.

The Doha Round of WTO negotiations
provides an opportunity to start aligning multi-
lateral trade rules with a commitment to human
development and the MDGs. That opportunity
has so far been wasted. Four years into the talks
and nothing of substance has been achieved.
The unbalanced agenda pursued by rich coun-
tries and failure to tackle agricultural subsidies
are at the core of the problem.

Even the best trade rules will not remove
some of the underlying causes of inequality
in world trade, however. Persistent problems
such as weak infrastructure and limited sup-
ply capacity need to be addressed. Rich coun-
tries have developed a “capacity-building” aid
agenda (box 9). Unfortunately, there is an un-
healthy concentration on building capacity in
areas that rich countries consider strategically
useful. Some long-standing problems do not
even figure on the international trade agenda.
The deep crisis in commodity markets, espe-
cially coffee, is an example. In Ethiopia falling
prices since 1998 have reduced the average an-
nual income of coffee-producing households
by about $200.

US cotton production—
immune to world price changes
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Source: International Cotton Advisory Committee 2005.

The emergence of new trading structures
poses new threats to more equitable trade in
agriculture. Supermarket chains have become
gatekeepers to agricultural markets in rich coun-
tries, linking producers in developing countries
to consumers in rich countries. But smallholder
farmers are excluded by the purchasing practices
of some supermarkets, weakening the links be-
tween trade and human development. Creating
structures to facilitate the entry of small farmers
into global marketing chains on more equitable
terms would enable the private sector to play a
crucial role in the global fight against poverty.

Strengthening the connection between
trade and human development is a long-haul
exercise. The Doha Round remains an oppor-
tunity to start that exercise—and to build the
credibility and legitimacy of the rules-based
trading system. Viewed in a broader context the
round is too important to fail. Building shared
prosperity requires multilateral institutions
that not only advance the public good, but are
seen to operate in a fair and balanced way.

The WTO ministerial meeting planned for
December 2005 provides an opportunity to
address some of the most pressing challenges.
While many of the issues are technical, the

EU sugar—how
to overproduce

and dump on
world markets

Euros per tonne, 2003

716
Minimum import price

632
EU guaranteed
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157
World
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Source: Oxfam International 2004a.
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Capacity building is critical to successfully integrating developing
countries in world trade. Developed countries have made this a
growing priority in their aid programmes. But technical assistance
for capacity building suffers from shortcomings that undermine its
effectiveness. This is particularly the case under the Trade-Related
Technical Assistance for Capacity Building (TACB) measures.

Donor-driven priorities. All too often TACB is biased towards
donor priorities. At the start of the Doha Round the EU negotiating
agenda prioritized competition policy, trade facilitation and
investment—the Singapore issues. The overwhelming majority
of developing countries, especially in Africa and among the least
developed countries, rejected this agenda. Even so, in 2001
the Singapore issues accounted for one-half of total technical
assistance in trade policy recorded by the WTO. By contrast, 1% of
policy support was directed towards negotiations on agriculture—
an area of vital concern for developing countries. In bilateral
programmes bias occurs through negative discrimination (donors
refuse to fund activities inimical to their immediate interests) and
positive discrimination (support is offered in areas prioritized by
donors).

Biased and restricted advice. Too much TACB advice is
about how to implement WTO agreements dictated by developed
countries, including much of the WTO activity conducted under
the Global Trust Fund established in 2001. Too little advice is about

Source: Deere 2005.

areas that might redress power imbalances and enhance public
policy objectives.

Underfunding. Some of the most effective TACB programmes
are chronically underfunded. One example is the Joint Integrated
Technical Assistance Programme of the WTO, the United Nations
Conference on Trade and Development and the International Trade
Centre. This programme is highly regarded by African governments
in particular. However, the programme is currently financed
through a Common Trust Fund amounting to $10 million for 20
countries—hardly commensurate with the scale of disadvantage
facing African governments at the WTO. Current funding for the
Integrated Framework for Trade-Related Technical Assistance to
least developed countries amounts to less than $6 million.

Weak links to development strategies. Donor efforts to make
TACB integral in development cooperation and national poverty
reduction planning have fallen far short of expectations. The Integrated
Framework, a case in point, has carried out several high-quality
diagnostic assessments of supply-side constraints, especially as they
relate to the poor. Yet there is no evidence that the recommendations
have been integrated into Poverty Reduction Strategy Papers, most
of which say little about trade policy. Weak coordination, conflicting
and overlapping mandates of the agencies involved and bias towards
technical assistance over financing for infrastructure have further
weakened the Integrated Framework’s effectiveness.

practical requirement is for a framework under o  Compensation for countries losing prefer-

which WTO rules do more good and less harm
for human development. It would be unrealis-
tic to expect the Doha Round to correct all of
the imbalances in the rules—but it could set the

limited benefits in the aggregate, their with-

ences. While rich country preferences for
some developing country imports deliver

scene for future rounds aimed at putting human
development at the heart of the multilateral sys-
tem. Among the key benchmarks for assessing
the outcome of the Doha Round:

o Deep cuts in rich country government support

for agriculture and a prohibition on export
subsidies. Agricultural support, as measured
by the producer support estimates of the
OECD, should be cut to no more than 5%—
10% of the value of production, with an im-
mediate prohibition on direct and indirect
export subsidies.

o Deep cuts in barriers to developing coun-

try exports. Rich countries should set their
maximum tariffs on imports from devel-
oping countries at no more than twice the
level of their average tariffs, or 5%-6%.
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drawal has the potential to cause high levels
of unemployment and balance of payments
shocks in particular cases. A fund should be
created to reduce the adjustment costs fac-
ing vulnerable countries.

Protection of the policy space for human de-
velopment. Multilateral rules should not
impose obligations that are inconsistent
with national poverty reduction strategies.
These strategies should incorporate best in-
ternational practices adapted for local con-
ditions and shaped though democratic and
participative political processes. In particu-
lar, the right of developing countries to pro-
tect agricultural producers against unfair
competition from exports that are subsi-
dized in rich countries should be respected
in WTO rules.



o A commitment to avoid “WTO plus” ar-
rangements in regz'omzl trade agreements.
Some regional trade agreements impose ob-
ligations that go beyond WTO rules, espe-
cially in areas such as investment and intel-
lectual property. It is important that these
agreements not override national policies
developed in the context of poverty reduc-
tion strategies.

° Refomsz’ng 0f services negotiations on tempo-
rary movements of labour. In the context of
a development round less emphasis should
be placed on rapidly liberalizing finan-
cial sectors and more on creating rules al-
lowing workers from developing countries
improved access to labour markets in rich
countries.

Violent conflict as a barrier to
progress

In 1945 US Secretary of State Edward R. Stet-
tinius identified the two fundamental com-
ponents of human security and their connec-
tions: “The battle of peace has to be fought on
two fronts. The first front is the security front,
where victory spells freedom from fear. The sec-
ond is the economic and social front, where vic-
tory means freedom from want. Only victory
on both fronts can assure the world of an en-
during peace.” It was this reasoning that led the
United States to play a central role in founding
the United Nations.

Sixty years later, and more than a decade
after the end of the cold war appeared to mark
the start of a new era of peace, security concerns
again dominate the international agenda. As
the UN Secretary-General’s report I Larger
Freedom argues, we live in an age when the le-
thal interaction of poverty and violent conflict
poses grave threats not just to the immediate
victims but also to the collective security of the
international community.

For many people in rich countries the con-
cept of global insecurity is linked to threats
posed by terrorism and organized crime. The
threats are real. Yet the absence of freedom
from fear is most marked in developing coun-

tries. The interaction between poverty and

violent conflict in many developing countries
is destroying lives on an enormous scale—and
hampering progress towards the MDGs. Fail-
ure to build human security by ending this
interaction will have global consequences. In
an interdependent world the threats posed by
violent conflict do not stop at national borders,
however heavily defended they may be. Devel-
opment in poor countries is the front line in the
battle for global peace and collective security.
The problem with the current battle plan is an
overdeveloped military strategy and an under-
developed strategy for human security.

The nature of conflict has changed. The
twentieth century, the bloodiest in human
history, was defined first by wars between
countries and then by cold war fears of vio-
lent confrontation between two superpow-
ers (table 2). Now these fears have given way
to fears of local and regional wars fought pre-
dominantly in poor countries within weak or
failed states and with small arms as the weapon
of choice. Most of the victims in today’s wars
are civilians. There are fewer conflicts in the
world today than in 1990, but the share of
those conflicts occurring in poor countries has
increased.

The human development costs of violent
conflict are not sufficiently appreciated. In the
Democratic Republic of the Congo deaths at-
tributable directly or indirectly to conflict ex-
ceed the losses sustained by Britain in the First
World War and Second World War combined.
In the Darfur region of Sudan nearly 2 mil-
lion people have been displaced because of con-
flict. The immediate victims of these and other

The interaction between
poverty and violent conflict
in many developing
countries is destroying lives

on an enormous scale

Table 2 Conflicts steadily cost more in human lives

Conflict-related

World population,

Conflict-related deaths as

deaths mid-century share of world population
Period (millions) (millions) (%)
Sixteenth century 1.6 493.3 0.32
Seventeenth century 6.1 5791 1.05
Eighteenth century 7.0 7574 0.92
Nineteenth century 194 1172.9 1.65
Twentieth century 109.7 2,519.5 4.35

Source: Conflict deaths data, Sivard 1991, 1996; twentieth century population data, UN 2005d; other population data, Human Development

Report Office interpolation based on Sykes 2004 (table B-10).
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Starving conflict-prone
states of aid is bad

for global security

conflicts periodically make it into the interna-
tional media spotlight. But the long-run human
development impact of violent conflict is more
hidden.

Conflict undermines nutrition and public
health, destroys education systems, devastates
livelihoods and retards prospects for economic
growth. Of the 32 countries in the low human
development category as measured by the HDI,
22 have experienced conflict at some time since
1990. Countries that have experienced violent
conflict are heavily overrepresented among the
group of countries that are off track for the
MDGs in our projections for 2015. Of the 52
countries that are reversing or stagnating in
their attempts to reduce child mortality, 30 have
experienced conflict since 1990. The immen-
sity of these costs makes its own case for con-
flict prevention, conflict resolution and post-
conflict reconstruction as three fundamental
requirements for building human security and
accelerating progress towards the MDGs.

Part of the challenge posed by human inse-
curity and violent conflict can be traced to weak,
fragile and failing states. Compounded failures
to protect people against security risks, to pro-
vide for basic needs and to develop political in-
stitutions perceived as legitimate are standing
features of conflict-prone states. In some cases
deep horizontal inequalities between regions or
groups are a catalyst for violence. External fac-
tors also play a role. The “failure” of states such
as Afghanistan and Somalia was facilitated by
the willingness of external powers to intervene
in pursuit of their own strategic goals. Imports
of weapons and the capture by narrow interest
groups of the flows of finance from the sale of
natural resources help to sustain and intensify
conflict. Political leadership in conflict-prone
states is a necessary condition for change, but
not a sufficient one. Rich countries also need to
provide leadership.

New approaches to aid are a starting point.
Weak and fragile states are not just underaided
in relation to their ability to use finance effec-
tively, but they are also subjected to high lev-
els of unpredictability in aid flows. Evidence
suggests that aid flows are 40% lower than
would be justified by the institutions and policy
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environment. The nature and sequencing of aid
is another problem. Too often donors make
large commitments of humanitarian aid in im-
mediate post-conflict periods without follow-
ing through to support economic recovery in
subsequent years.

Mineral and other natural resource exports
do not create violent conflict. Neither do small
arms. But markets for natural resources and
small arms can provide the means to sustain
violent conflict. From Cambodia to Afghani-
stan and countries in West Africa exports of
gems and timber have helped finance conflict
and weaken state capacity (table 3). Certifica-
tion schemes can close off opportunities for ex-
port, as demonstrated by the Kimberley certifi-
cation process for diamonds. Small arms claim
more than 500,000 lives a year, the majority of
them in the world’s poorest countries. Yet in-
ternational efforts to control the deadly trade
in small arms have had limited impact. Enforce-
ment remains weak, adherence to codes is vol-
untary, and large legal loopholes enable much
of the trade to escape regulation.

One of the most effective ways in which rich
countries could address the threats to human
development posed by violent conflict is by sup-
porting regional capacity. The crisis in Darfur
could have been diminished, if not averted,
by the presence of a sufficiently large and well
equipped African Union peacekeeping force—
especially if that force had a strong mandate
to protect civilians. During the peak of the
crisis there were fewer than 300 Rwandan and
Nigerian troops monitoring what was happen-
ing to 1.5 million Darfuris in an area the size
of France. Building regional capacity, in areas
from the creation of effective early warning
systems to intervention, remains a pressing re-
quirement for human security.

If prevention is the most cost-effective route
for addressing the threats posed by violent con-
flict, seizing opportunities for reconstruction
runs a close second. Peace settlements are often
a prelude to renewed violence: half of all coun-
tries comingout of violent conflict revert to war
within five years. Breaking this cycle requires a
political and financial commitment to provide

security, oversee reconstruction and create the



Table 3 Natural resources have helped fuel conflicts in many countries

Country Duration of conflict Resources

Afghanistan 1978-2001 Gems, opium

Angola 1975-2002 0il, diamonds

Angola, Cabinda 1975— Qil

Cambodia 1978-97 Timber, gems

Colombia 1984— Qil, gold, coca

Congo 1997 Qil

Congo, Dem. Rep. of the 1996-97, 1998-2002 Copper, coltan, diamonds, gold, cobalt
Indonesia, Aceh 1975- Natural gas

Indonesia, West Papua 1969— Copper, gold

Liberia 1989-96 Timber, diamonds, iron, palm oil, cocoa, coffee, marijuana, rubber, gold
Morocco 1975- Phosphates, oil

Myanmar 1949- Timber, tin, gems, opium

Papua New Guinea 1988-98 Copper, gold

Peru 1980-95 Coca

Sierra Leone 1991-2000 Diamonds

Sudan 1983-2005 Qil

Source. Adapted from Bannon and Collier 2003.

conditions for the development of competitive
markets and private sector investment over the
long haul. That commitment has not always
been in evidence.

While the MDGs have provided a focus
for progress towards “freedom from want”, the
world still lacks a coherent agenda for extend-
ing “freedom from fear”. As the UN Secretary-
General’s report In Larger Freedom has argued,
there is an urgent need to develop a collective
security framework that goes beyond military
responses to the threats posed by terrorism, to
a recognition that poverty, social breakdown
and civil conflict form core components of the
global security threat. Among the key require-
ments for reducing that threat:

o A new deal on aid. Starving conflict-prone
or post-conflict states of aid is unjustified.

It is bad for human security in the coun-

tries concerned—and it is bad for global se-

curity. As part of the wider requirement to
achieve the aid target of 0.7% of GNI, do-
nors should commit themselves to a greater
aid effort, with greater predictability of aid
through long-term financing commitments.

Donors should be more transparent about

the conditions for aid allocations and about

their reasons for scaling down investments

in conflict-prone countries.

o Greater transparency in resource manage-
ment. As parties to the natural resource
markets that help finance conflict and,
in some cases, undermine accountable
government, transnational companies in-
volved in mineral exporting should increase
transparency. The international legal frame-
work proposed by the UK-sponsored Com-
mission for Africa to allow for the investi-
gation of corrupt practices by transnational
companies overseas—as already practised
under US law—should be developed as a
priority.

o Cutting the flow of small arms. The 2006
Small Arms Review Conference provides
an opportunity to agree on a comprehensive
arms trade treaty to regulate markets and
curtail supplies to arcas of violent conflict.

o Building regional capacity. For Sub-Saharan
Africaan immediate priority is the develop-
ment, through financial, technical and lo-
gistical support, of a fully functioning Afri-
can Union standby peacckeeping force.

o Building international coberence. The UN
Secretary-General’s report calls for the cre-
ation of an International Peace-Building
Commission to provide a strategic frame-
work for an integrated approach to col-
lective security. As part of that approach a
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global fund should be created to finance on
a long-term and predictable basis immedi-
ate post-conflict assistance and the transi-
tion to long-term recovery.

When historians of human development look
back at 2005, they will view it as a turning
point. The international community has an
unprecedented opportunity to put in place the
policies and resources that could make the next
decade a genuine decade for development. Hav-
ing set the bar in the Millennium Declaration,
the world’s governments could set a course that
will reshape globalization, give renewed hope to
millions of the world’s poorest and most vulner-
able people and create the conditions for shared
prosperity and security. The business as usual
alternative will lead towards a world tarnished
by mass poverty, divided by deep inequalities
and threatened by shared insecurities. In rich
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and poor countries alike future generations will
pay a heavy price for failures of political leader-
ship at this crossroads moment at the start of
the twenty-first century.

The Report provides a basis for consider-
ing the scale of the challenge. By focusing on
three pillars of international cooperation it
highlights some of the problems that need to
be tackled and some of the critical ingredients
for achieving success. What is not in doubt is
the simple truth that, as a global community,
we have the means to eradicate poverty and
to overcome the deep inequalities that divide
countries and people. The fundamental ques-
tion that remains to be answered five years
after the Millennium Declaration was signed
is whether the world’s governments have the
resolve to break with past practice and act on
their promise to the world’s poor. If ever there
was a moment for decisive political leadership
to advance the shared interests of humanity,
that moment is now.



