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Foreword 

Little more than a year ago, the World Bank held the first in its series of
Global Issues seminars. Since then, through videoconferences with

more than 20 participating universities, the series has brought hundreds of
students from around the world into a real-time dialogue with each other and
with development professionals representing the Bank’s full range of eco-
nomic and technical expertise. Many more students have participated indi-
rectly, by accessing the videotaped sessions and lecture materials over the
Internet. Through these discussions, participants on both sides have acquired
a deeper understanding of some of the most urgent issues confronting
humankind. This book grew out of the Global Issues seminars and is itself a
testament to that two-way dialogue: the suggestion to compile the speakers’
lecture notes into a book came from the students themselves.

Both the seminars and this book reflect the Bank’s conviction that the
seemingly intractable problems of our globalizing world—from entrenched
poverty, to climate change, to new infectious diseases such as AIDS and avian
flu—can be solved, but only with the informed participation of a global citi-
zenry, cooperating toward global solutions through global institutions that
they themselves own. In today’s world, the unchecked spread of disease,
hunger, pollution, and other menaces increasingly obscures established bor-
ders. Nations can no longer contain these forces, and experts can no longer—
if they ever could—resolve them by prescribing technocratic fixes. By the
same token, the general public can no longer simply outsource to govern-
ment, at whatever level, the awesome responsibility of confronting these
issues. Instead, we are all called, as responsible global citizens, to inform our-
selves about these issues, to then inform others, and finally to get involved in
seeking solutions. 

One lesson that emerges from the book is that the global issues are very
often interconnected, even if they may not seem so at first. Climate change,



for example, threatens not only farms in developing countries but also
fisheries all around the world, while at the same time contributing to the
spread of deadly infectious diseases. Similarly, lack of education in many
developing countries perpetuates poverty, which in turn keeps education out
of reach for many, in a vicious cycle, even as widespread undernutrition robs
many countries of education’s potential returns. But another of the book’s
messages is that this interconnectedness can be at least as much opportunity
as obstacle: if some global problems are mutually reinforcing, so, too, can be
their solutions. 

The book also reminds us that many global issues derive from the under-
supply of global public goods. Like public goods at the local or the national
level, such as roads and public schools, these are goods that are of value to
everyone but that markets by themselves fail to deliver, because private
providers cannot easily compel payment. Local and national governments can
step in to provide these goods within their jurisdictions, but the problem in
providing global public goods is precisely that no correspondingly global gov-
ernment exists or is likely to emerge. Yet, as the book also describes, more
than a century of international cooperation has already led to some remark-
able innovations in the provision of global public goods. From the founding
of the International Telegraph Union over 140 years ago, to the creation of
the World Bank itself in the 1940s, to more recent successes in protecting the
ozone layer and eradicating smallpox, foresightful international leadership
has time and again brought countries and concerned individuals together to
meet urgent global needs. That kind of cooperative leadership in solving
global problems is needed today more than ever.

I am proud that the World Bank took the initiative to convene these Global
Issues seminars, and I am grateful both to the Bank staff who, under Vinay
Bhargava’s direction, organized and presented the seminars, and to the stu-
dents—future global leaders—who engaged so energetically in the discus-
sions and shared their own perspectives. I am especially grateful that my Bank
colleagues have responded, with equal enthusiasm, to their students’ urging
to elaborate their presentations into this book, for the greater understanding
of still other global citizens around the world.

Paul Wolfowitz
President

The World Bank
August 2006 
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Preface

What kind of future are we facing, and what kind of world will we
leave for the next generation? These questions are demanding

urgent attention in an increasingly interconnected world, where it is already
apparent that many issues affecting people’s lives locally have their origins
globally. These global issues are as diverse as they are challenging; they range
from climate change, to bird flu, to fair trade, to financial stability, to terror-
ism. Each of these issues affects a large number of people all around the
planet. Addressing them requires collective action on the part of nations, and
progress has been made, but effective mechanisms and institutions that can
truly resolve these issues are in many cases lacking. Much more can and needs
to be done.

This book is a compilation of articles by 27 experts at the World Bank, who
have collaborated to provide some basic information on 17 of the global issues
that matter most to the future shape of our world, as well as on three key ele-
ments of the global governance system: the United Nations, the international
financial institutions, and global compacts. Our aim in publishing this vol-
ume is to help increase awareness and understanding of these global issues
among the citizens of the world—and among college and university students
in particular—so that they can participate in an informed way in the debate
over these global issues and ultimately contribute to their solution. 

Inspiration for the book grew out of the Global Issues Seminar Series that
the World Bank offered during 2005 and 2006 to university students from
Australia, Bulgaria, France, India, Japan, the Netherlands, Ghana, Lebanon,
Pakistan, Sri Lanka, the Republic of Korea, South Africa, the United King-
dom, and the United States. During these weekly seminars, students from
different countries were connected by live videoconferencing facilities for
an interactive session with the Bank experts. The seminars were videotaped,
and the videos, along with the text materials, have been placed on the
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Bank’s Web site so that anyone can access them (www.worldbank.org/
globalseries). Many of the students suggested that the staff’s lecture notes
for the seminars be compiled in a book, to be used both as a reference and as
a textbook for other courses and seminars in international studies. 

The book’s introductory chapter offers a definition of what constitutes a
global issue, lists those issues that are most commonly recognized as such, dis-
cusses the main forces shaping these issues, and reviews the common forms
of international action that currently exist to address them. The first three
parts of the book are devoted to selected global issues in the areas of the global
economy, global human development, and the global environment. Part Four
discusses global governance—the mechanisms and institutions that the lead-
ers of the world’s nations have established to address these global issues
jointly.

Each of the chapters that address a specific global issue begins by defining
the issue and identifying what makes it global in scope. The chapter then
moves on to explore the key underlying forces that shape the issue and the
consequences of addressing or not addressing it, and then to a discussion of
solutions, controversies, and international actions already under way or pro-
posed. Each of the chapters ends with a brief review of the World Bank’s own
perspectives on the global issue in question and its role in seeking solutions.   

One set of global issues that the book does not address are those related to
the political aspects of global peace and security, such as arms
proliferation, genocide, peacebuilding forces, de-mining, drug trafficking and
other transnational crimes, and refugees. Although these are undoubtedly
important matters, they are beyond the expertise and mandate of the World
Bank.

During the seminar series, many participants asked: What can we do as
individuals to make a difference on these global issues? Our response was that
the process begins by recognizing that we are all global citizens as well as cit-
izens of our own country, and that our civic duties extend in both dimen-
sions. The next step is to begin to get to know the issue: this means going
beyond the basic facts to understand the dynamics shaping the issue, the dif-
ferent points of view of those affected by it, what concrete actions are being
taken and by whom, and what more needs to be done. The fact that you are
reading this preface indicates that you have taken at least the first step toward
understanding these issues. It is our hope that you will take this book along
with you, and that it will help you as you proceed along that journey. 

Understanding global issues is not the end of the journey, of course.
Beyond awareness lies proactive involvement, for those who really wish to

Preface
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make a difference. Here we would like to draw upon a handy list compiled by
the famous author and activist Jared Diamond, in his book Collapse: How
Societies Choose to Fail or Succeed:

• Let your views be known to your elected representative and vote for
those who show an inclination to help solve global issues. 

• Influence policies of big companies by buying or refusing to buy their
products and praising or embarrassing them on the basis of the compa-
nies’ corporate social and environmental responsiveness. 

• Talk to your family and friends about issues and get them involved. 
• Develop support within your faith-based organizations. 
• Make donations to an organization that is promoting actions on global

issues that you would like to see happen. 

Talking with family, writing a letter, buying a pound of fair trade coffee—
these might not seem like giant strides on a global journey. But they are steps
in the right direction, and the more such steps each of us takes, and encour-
ages others to take, the closer we all come to a better life for all of humanity,
locally and globally.

Vinay Bhargava
The World Bank

August 2006

Preface
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Introduction to 
Global Issues 

VINAY BHARGAVA

More than at any other time in history, the future of humankind is
being shaped by issues that are beyond any one nation’s ability

to solve. Climate change, avian flu, financial instability, terrorism, waves of
migrants and refugees, water scarcities, disappearing fisheries, stark and
seemingly intractable poverty—all of these are examples of global issues whose
solution requires cooperation among nations. Each issue seems at first to be
little connected to the next; the problems appear to come in all shapes and
from all directions. But if one reflects a moment on these examples, some
common features soon become apparent:

■ Each issue affects a large number of people on different sides of
national boundaries. 

■ Each issue is one of significant concern, directly or indirectly, to all or
most of the countries of the world, often as evidenced by a major
United Nations (UN) declaration or the holding of a global conference
on the issue. 

■ Each issue has implications that require a global regulatory approach;
no one government has the power or the authority to impose a solu-
tion, and market forces alone will not solve the problem. 

These commonalities amount almost to a definition of global issue, and
awareness of them will help throughout this book in identifying other such
issues besides those named above. First, however, a few other definitions and
distinctions will further clarify just what we mean by global issues.

I would like to thank Cinnamon Dornsife, Michael Treadway, Jean-François Rischard, and Asli
Gurkan for their advice and comments on earlier versions of this chapter.



Some Definitions
Global issues, globalization, and global public goods are related but differing
concepts. Globalization generally refers to the increasing integration of
economies around the world, particularly through trade, production chains
(where parts for a final good, such as an automobile, are produced in one
country and assembled in another), and financial flows. The term increasingly
also refers to the movement of people and of information (including not only
financial and other raw data but ideas, fashions, and culture as well) across
international borders. Globalization can be understood as a driving force
affecting many global issues, from migration to fair trade to debt relief. 

The concept of global public goods is a more recent one, and indeed its
dimensions and implications are still being worked out by researchers and
policy analysts. The International Task Force on Global Public Goods has
defined international public goods (a term that includes both global and
regional public goods) as goods and services that “address issues that: (i) are
deemed to be important to the international community, to both developed
and developing countries; (ii) typically cannot, or will not, be adequately
addressed by individual countries or entities acting alone; and, in such cases
(iii) are best addressed collectively on a multilateral basis.”1 By this definition,
most but not all of the global issues addressed in this book involve the creation
of—or the failure to create—global public goods. We will return to the topic
of global public goods later in the chapter.

What Global Issues Do We Face Today?
Global issues are present in all areas of our lives as citizens of the world. They
affect our economies, our environment, our capabilities as humans, and our
processes for making decisions regarding cooperation at the global level
(which this book will call global governance). These issues often turn out to be
interconnected, although they may not seem so at first. For example, energy
consumption drives climate change, which in turn threatens (a) marine fish-
eries through changes in ocean temperature and chemistry and (b) other food
resources through changes in rainfall patterns. For purposes of this book, we
group global issues into the five thematic areas shown in table 1.1. Of course,
there are also other possible categorizations and other approaches to global
issues.2

Not all of the issues listed in table 1.1 are discussed in this book. Rather,
we have tried to cover the most important ones in each of the categories in
table 1.1 where the World Bank has expertise. Global issues in the area of
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peace and security are also very important but are beyond the expertise and
mandate of the World Bank. The book therefore has four parts, covering the
global economy, global human development, the global environment and
natural resources, and global governance. Each part has several chapters, each
of which covers one of the global issues listed in table 1.1.

Each chapter begins by defining the issue and identifying what makes it
global in scope. The chapter then explores the key underlying forces that
shape the issue, the consequences of addressing or not addressing it, and pos-
sible solutions, controversies, and international actions already under way or
proposed. Each chapter ends with a brief review of the World Bank’s own
perspectives on the issue and its role in seeking solutions. What follows is a
brief introduction to the four thematic areas and the global issues discussed
within each.

The Global Economy
National and regional economies around the world are becoming increasingly
integrated with each other through trade in goods and services, transfer of
technology, and production chains. The interconnectedness of financial mar-
kets is also expanding rapidly. Such integration offers greater opportunity for
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TABLE 1.1 A List of Global Issues by Thematic Area

Thematic area Global issues

Global economy International trade,* financial stability,* poverty and inequality,*
foreign aid,* debt relief,* international migration,* food security,*
intellectual property rights

Global Human  Universal education,* communicable diseases,* humanitarian 
development emergencies, hunger and malnutrition,* refugees

Global environment Climate change,* deforestation,* access to safe water,* 
and natural loss of biodiversity, land degradation, sustainable energy,* 
resources depletion of fisheries* 

Peace and security Arms proliferation, armed conflict, terrorism, removal of land
mines, drug trafficking and other crime, disarmament, genocide 

Global governance International law, multilateral treaties, conflict prevention,* reform
of the United Nations system,* reform of international financial
institutions,* transnational corruption,* global compacts,* human
rights

Note: Asterisks indicate that a chapter on this global issue is included in this book. 



people to tap into more and larger markets around the world, and so increase
both their incomes and their ability to enjoy all that the world economy has
to offer.

At the same time, however, economic integration poses serious inherent
risks: in a globalized world economy, an adverse event such as a financial
crisis in one part of the world can easily spread to other parts, just as a con-
tagious disease spreads from person to person. An example of such conta-
gion was the East Asian financial crisis of 1997–98, in which a financial and
currency crisis in Thailand quickly triggered similar upheavals in the Repub-
lic of Korea, Indonesia, and elsewhere, prompting international intervention
to avert a global crisis. (See chapter 3 for more about the East Asian and other
financial crises.) Another example involves the globalization of trade and
labor markets: concerns about the fairness of recent international trade
agreements and about the effects of freer trade on jobs and working condi-
tions led to violent protests at the World Trade Organization meeting in Seat-
tle in 1999; these protests helped change the dynamic of the latest round of
international trade negotiations. (See chapter 7 for a discussion of these
ongoing negotiations.) There are also concerns that the world economy is
growing in an unbalanced way, with rising inequalities in incomes and
opportunities.

Part One of the book is devoted to those global issues that fall under the
heading of the global economy. Of the many issues that could be addressed,
the book considers the following: poverty and inequality, financial stability,
aid, debt, migration, trade, and food security. 

Poverty and Inequality

Substantial progress has been made in recent decades in reducing poverty—
the proportion of people living in extreme poverty worldwide has halved
since 1980. Yet poverty remains deep and widespread: more than a billion
people still subsist on less than one dollar a day, and income per capita in
the world’s high-income countries, on average, is 65 times that in the low-
income countries.

Income is not the only measure of poverty, nor is it the only one for which
the recent numbers are grim. Over three-quarters of a billion of the world’s
people, many of them children, are malnourished. Whereas the rich countries
have an average of 3.7 physicians per 1,000 population, the low-income coun-
tries have just 0.4 per 1,000. Maternal mortality in childbirth in many 
low-income African countries is more than 100 times higher than in the high-
income countries of Europe. Vast numbers of people also struggle to survive
in squalid, depressing living conditions, where they lack both opportunity to
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better their lives and the social recognition and voice to demand such oppor-
tunity. These, too, are real and important aspects of poverty.

Accompanying widespread poverty is widespread inequality, again as mea-
sured both by income and by other yardsticks. Measured in absolute terms,
the income gap between rich and poor countries has widened over the past
several decades. The economic divide within countries is likewise large. 

In an increasingly interdependent world, the high prevalence and stubborn
persistence of poverty and inequality in developing countries—the subject of
chapter 2 of this volume—have implications for all countries. Deep depriva-
tion weakens the capacity of states to combat terrorism, organized crime,
armed conflict, and the spread of disease, and these in turn can have severe
economic, environmental, and security consequences for neighboring states
and the global community. Poverty and inequality and their associated out-
comes can no longer be contained within national boundaries. This makes
them a global problem of huge proportions, and it means that alleviating
poverty and reducing inequality are critical to maintaining and strengthen-
ing regional and global stability. That is why the UN has made reducing world
poverty a top priority—it is a target under the first of the Millennium Devel-
opment Goals (MDGs) adopted at the UN Millennium Summit—and that is
why the World Bank takes as its fundamental mission to build a world free of
poverty.3

Financial Stability

The emergence of a global, market-based financial economy has brought
considerable benefits to those middle-income countries at the forefront of
economicreformandliberalization—theso-calledemergingmarketeconomies.
Thanks largely to the opening of the financial sector in these countries, investors
in other countries can now better diversify their investment choices across
domestic and international assets, increasing their expected rate of return. Busi-
nesses within these countries, meanwhile, are better able to finance promising
ideas and fund their expansion plans. As a result, financial resources worldwide
are investedmoreefficiently,boostingeconomicgrowthandlivingstandardson
both sides of these transactions.

But, as chapter 3 argues, the globalization of financial markets has proved
to be a double-edged sword. Even in those countries where liberalization
has been a tonic for economic growth, it has also raised the real risk of
financial crisis. The most controversial aspect of financial liberaliza-
tion involves the liberalization of portfolio flows, especially short-term bor-
rowing. The dangers were brought into sharp focus during the East Asian
financial crisis of the late 1990s, mentioned above. The failure of financial
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systems in that episode imposed high economic and social costs, such as
rampant unemployment, increased migration, social conflict, and social
instability—and not only in the countries directly affected. In the wake of
this and other crises, an urgent debate has been launched over reform of the
international financial architecture to reduce the chances of further finan-
cial instability.

Aid for Development

Foreign aid has been one of the foundations of international cooperation for
many decades. A large part of such aid is intended to promote development
in low- and middle-income countries: almost every country in the world has
benefited from aid at some time in its development history. Aid comes from
both government sources (in which case it is called official development assis-
tance) and private sources. Among government sources are the bilateral aid
programs of national governments, such as the U.S. Agency for International
Development, and international financial institutions, such as the Interna-
tional Monetary Fund and the World Bank. Private sources include a grow-
ing number of charitable and other nongovernmental organizations, among
others. Besides directly financing a vast range of development activities, aid
also comes in the form of debt relief for the world’s heavily indebted countries.

Aid for development plays, and is expected to continue to play, a vital role
in addressing many of the global issues discussed in this book. Meanwhile the
growth of global programs and funds and the emergence of new bilateral and
private donors are increasing the channels by which aid is delivered. With this
expansion in the volume and sources of aid, more and better coordination
among donors will be essential if aid is to be delivered effectively. Chapter 4
discusses the basic concepts of international assistance, the forces shaping aid
for development, the various criticisms levied against existing aid programs,
international responses to increase the volume and the effectiveness of aid
flows, and the prospects for increasing worldwide aid and for better moni-
toring of its use and impact.

Debt Relief and Debt Sustainability

For the world’s poorest countries, foreign aid and the ability to take on foreign
debt present a valuable opportunity to invest in their own development. But
foreign borrowing poses great disadvantages as well as great advantages. On the
one hand, when the proceeds of public borrowing are invested wisely, directed
at the right policies and programs, they can indeed promote more rapid devel-
opment. On the other hand, too much borrowing, or any borrowing that is not
undertaken prudently, can act as a drag on the economy, as precious funds
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must then be devoted to debt service rather than to serving the country’s
development needs. As chapter 5 explains, debt that is rising rapidly relative to
a country’s output or exports can threaten that country’s very future.

This threat became increasingly and painfully evident in the case of a num-
ber of low-income countries in the 1980s and 1990s. Their plight sparked an
international advocacy campaign, popularly know as the Jubilee movement,
to forgive the debts of the poorest countries with huge debt burdens. This
campaign led in turn to the launch of the Heavily Indebted Poor Countries
(HIPC) Initiative in 1996, to address the excessive debt burdens of the world’s
poorest nations. Since then, 38 of these countries—32 of them in Sub-
Saharan Africa—have qualified or potentially qualify for HIPC assistance, and
of these, 18 are now receiving irrevocable debt relief and 10 are receiving
interim relief. The rest have been beset by persistent social difficulties that
make debt relief infeasible for now. However, at their summit in Gleneagles,
Scotland, in 2005, the leaders of the Group of Eight major industrial nations
pledged to eventually write off 100 percent of the debt of the poorest African
countries. In line with this proposal, officially known as the Multilateral Debt
Relief Initiative, efforts are under way to provide $37 billion in debt relief to
countries that are at the HIPC completion stage. 

International Migration

Increasing flows of people across national borders are both a contributor to and
a consequence of a more interconnected world. About 180 million people
worldwide already live outside their country of birth, and pressure for interna-
tional migration will continue, driven by differences in demographics and real
incomes between countries. Research shows that although the largest economic
gains from immigration accrue to the immigrants themselves, the international
migration of labor can also benefit both the countries receiving immigrants and
the countries sending them, and that on balance it boosts world income and
reduces poverty. In the receiving countries, migrants can fill labor shortages in
certain industries. In the sending countries, they can help ease unemployment
and other social pressures while increasing financial inflows, in the form of
remittances from the migrants to their families back home. Remittances also
help level out the distribution of income both within and across countries.
Worldwide remittances have doubled in the past decade, reaching $216 billion
in 2004, according to official statistics, of which $151 billion is estimated to have
gone to developing countries. Actual remittances are most likely higher,
because remittances through informal channels fail to be counted.

Migration is not without its costs, however. For the migrants themselves,
the journey itself and the search for fair employment and humane treatment
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in the host country can be arduous and risky. The host country government
may bear added costs to assimilate the migrants, and wages for some native
workers may fall. The home country may suffer a loss of valuable skilled
workers. The sum of these and other costs depends, of course, on the num-
ber of migrants, and so the major issues surrounding international migration
today, which chapter 6 examines, are how to help countries adapt to large-
scale migration and how to improve its global development impact. Equitable
migration is also ultimately linked to other broader issues such as poverty
reduction and human rights, making it a global concern. 

International Trade

In an ever more integrated world economy, international trade matters more
than ever before. As chapter 7 argues, a robust and equitable trading system
is central to the fight against global poverty, because it drives economic
growth and provides jobs in developing countries where they are sorely
needed. Measured by the volume of goods and services traded, world trade
continues to grow, and just since 2000, the exports of developing countries as
a group have increased their share of world markets by more than a fifth, from
19 percent to 23 percent. Yet growth in trade in many low-income countries
has long been held back by protectionist policies in the more developed
countries. Many rich countries offer subsidies to politically favored domestic
industries such as sugar, textiles, apparel, and steel. These subsidies are a
serious barrier to low-income countries’ exports. 

The Doha Development Round of multilateral trade talks, now under way
under the auspices of the World Trade Organization (WTO), is the first such
round to place developing country interests at the center of the negotiations.
Although progress on the Doha round stalled following the collapse of the
September 2003 WTO Ministerial Conference in Cancún, Mexico, WTO
members have committed themselves to make progress as the talks proceed.
Delivering on the promise of lowering tariffs as well as nontariff barriers in
both developed and developing countries could stimulate worldwide increases
in income that would lift an estimated 144 million people out of poverty.

Food Security

In a world of growing prosperity and agricultural abundance, about 800 mil-
lion people still do not get enough to eat. Eliminating hunger is thus one of
the most fundamental challenges facing humanity. The challenge is a complex
one—so much so that this book devotes two chapters to unraveling its
multiple dimensions. As chapter 8 explains, the task of reducing hunger—
another one of the targets under the first of the MDGs—is shaped by
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interlinked issues of food availability, access to food, food security, and food
distribution. Food availability refers to the supply of food, whether at the
global, regional, national, or local level, without regard to the ability of
individuals to acquire it. Sources of supply may include production within the
household, domestic commercial food production, food stocks accumulated
in earlier periods, commercially purchased imports, and food aid. There are
presently no signs of a food availability problem at the global level. In fact,
global food production has more than kept pace with growing world popula-
tion in recent decades, increasing in per capita terms by 0.9 percent annually
and even faster in such populous developing countries as China and India.

In most circumstances, the main cause of food insecurity is not lack of
availability but lack of access at the household level: because of weak
purchasing power and insufficient household agricultural production—both
characteristics associated with poverty—millions of people cannot obtain
enough of the food that is available locally to meet their dietary needs. And
even access to sufficient food at the household level does not guarantee that
all individuals will have an adequate food intake. That depends upon the
distribution of food among household members, methods of food prepara-
tion, dietary preferences, and mother-child feeding habits—issues taken up
further in chapter 11.

Global Human Development
Part Two of the book covers three global issues related to the development
and preservation of human capability: communicable diseases, education, and
malnutrition. The Human Development Reports team of the UN Develop-
ment Programme has defined the task of human development as “creating an
environment in which people can develop their full potential and lead
productive, creative lives in accord with their needs and interests.”4 Build-
ing human capabilities through education, health services, and access to
resources and knowledge is fundamental to human development. Most of the
actions needed lie within the domain of national governments, but broad-
based human development also has significant externalities, or spillover
effects, that make it a global issue. Education, good health, and good nutrition
are all vital not only for the earning capacity and general well-being of
individuals but also for the prosperity of national economies and, in a
globalizing world, for the global economy. Controlling the global spread of
diseases is determined in part by the effectiveness of national public health
programs, but also by the degree of international cooperation in containing
outbreaks, and the weakest link in the chain determines the risk for all. The
importance of education, health, and nutrition both for individuals and for
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human society at all levels explains why several of the MDGs focus on these
human development issues.

Communicable Diseases

HIV/AIDS, tuberculosis, and malaria are just a few of the infectious diseases
that continue to plague humankind, especially in the developing world.
Meanwhile new threats such as avian flu and severe acute respiratory
syndrome (SARS) continue to emerge. With essential vaccines and immu-
nizations still underprovided in many developing countries, communicable
diseases are an international public health issue that has caught the attention
of the global public and its leaders. There is increasing global awareness that
communicable diseases do not respect national borders and that how these
diseases are dealt with in developing countries has consequences both for
global public health and for the global economy. 

As chapter 9 reports, this view is well grounded in years of research, which
has produced some important breakthroughs but also reported some
dismaying findings: 40 million people worldwide are now infected with HIV,
and those infected experience a decline in life expectancy of 6 to 7 years on
average; communicable diseases represent 7 of the top 10 causes of child
mortality in developing countries, even though 90 percent of these deaths are
avoidable. Improvements in global public health not only promise relief from
human suffering on a vast scale but also have important economic benefits,
as reductions in mortality, reduced incidence of disease, improved nutrition
leading to improved intellectual capacity, and other gains feed through to a
larger, more productive, and more capable world labor force.

Education

In today’s global economy, education has become more vital than ever before
in determining whether people, their local communities, and their countries
achieve their potential and prosper. The world economy is undergoing
changes that make it much more difficult for individuals in any country to
thrive without the skills and tools that a quality education provides. This is
particularly important for the poor, who rely on their skills and labor as their
way out of poverty. 

As chapter 10 explains, these changes present new challenges and oppor-
tunities for educators and educational systems, and the stakes are tremen-
dously high. The choices that countries make today about education could
lead to sharply divergent outcomes in the decades ahead. Countries that
respond astutely should experience extraordinary educational progress, with
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major social and economic benefits, including catch-up gains for the poor
and marginalized. Countries that fail to recognize the challenge and respond
to it risk stagnating or even slipping backward, widening social and economic
gaps and sowing the seeds of unrest.

Malnutrition

As chapter 11 reminds us, malnutrition remains the world’s most serious
health problem and the single biggest contributor to child mortality. Nearly
one-third of all children in the developing world are either underweight or
stunted, and more than 30 percent of the developing world’s population suffer
from micronutrient deficiencies. Without investments to reduce malnutrition,
many countries will fail to achieve the MDGs, and other major international
efforts in health may be derailed. In Sub-Saharan Africa, malnutrition rates are
increasing, and in South Asia, which has the highest prevalence of undernu-
trition of any region, the situation is improving only slowly. 

There is now unequivocal evidence that workable solutions to the malnu-
trition problem are available. An example is the strikingly low cost at which
micronutrients could be provided to those in need of them: one estimate is that
all of Africa’s micronutrient needs could be met for a mere $235 million a year.
Indeed, interventions such as these have been shown to be excellent economic
investments. The May 2004 Copenhagen Consensus of eminent economists,
which included a number of Nobel laureates, concluded that, among a lengthy
list of interventions proposed to meet the world’s myriad development chal-
lenges, nutrition interventions pay some of the highest returns. 

Global Environment and Natural Resources
Part Three of the book focuses on issues related to conserving and more equi-
tably sharing the planet’s environmental and natural resources in ways that
meet present needs without undermining future uses. This is the essence of
environmental sustainability—a concept reflected in yet another of the
MDGs. Resources such as a stable world climate, energy, clean and fresh
water, fisheries, and forests are all part of the global commons, and all are
already under stress. Those stresses will only become more intense as world
population and incomes increase, and as today’s developing countries follow
consumption paths taken decades earlier by the developed countries. Yet
addressing the challenges of sustainable resource use is hampered by a sober-
ing reality: many of the world’s resources are global public goods, which
means (as discussed below) that individuals and individual nations acting
only in their self-interest will fail to take fully into account the implications of
their consumption for the well-being of other people and other countries. In
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the absence of foresightful and globally coordinated policies, exploitation of
these resources can easily become a race to grab whatever one can grab before
nothing is left. The chapters in this part of the book discuss these issues of how
to manage shared global resources and use them in a sustainable fashion. 

Climate Change

Virtually all climate scientists now agree that climate change is occurring and
is due largely to human activity, and that further change is inevitable. Recent
studies indicate that human activity over the past 100 years has triggered a
historically unprecedented rise in global surface temperatures and ocean levels,
with a worrisome acceleration particularly over the past two decades. The con-
sequences will affect billions of people, particularly in poor countries and in
subtropical regions, through decreases in agricultural productivity, increased
incidence of flooding and of severe weather events, an expanded range of
waterborne diseases, loss of biodiversity, and a number of other effects. Beyond
this, if the global climate is pushed far out of balance, it may become launched
on an irreversible course toward catastrophe, with worldwide repercussions. 

Thus, as chapter 12 argues, there is an urgent need to develop an effective
response to climate change. That response will necessarily be twofold,
requiring, on the one hand, internationally coordinated efforts to prevent still
further climate change, and on the other, cost-effective adaptations to a world
in which a changing climate is certain to affect the livelihoods of all, and
especially the poor. 

Energy

The world economy of 2035 will be three to four times its present size, thanks
largely to rising incomes in developing countries. Even if dramatic improve-
ments in energy efficiency are achieved, this vastly expanded activity will
consume much more energy than the world uses today. Pressures to supply
enough fossil fuel, biomass, and electricity to meet world demand will there-
fore only get worse. As chapter 13 explains, world economic activity must
become radically less carbon intensive, to avoid not only environmental dis-
aster through climate change but also health disasters on an epic scale, as cities
in the developing world choke under a fog of pollution. A shift to renewable
energy and low- or no-carbon fuels is essential, as are the development and
adoption of energy-efficient technologies.

Water

During the past century, while world population has tripled, the use of fresh
water for human consumption, agriculture, and other activities has increased
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sixfold. Some rivers that formerly reached the sea no longer do so—all of the
water is diverted to human use before it reaches the river’s mouth. Half the
world’s wetlands have disappeared in the same period, and today 20 percent
of freshwater species are endangered or extinct. Many important aquifers are
being depleted, and water tables in many parts of the world are dropping at
an alarming rate. Worse still, world water use is projected to increase by about
50 percent in the next 30 years. It is estimated that, by 2025, 4 billion people—
half the world’s population at that time—will live under conditions of severe
water stress, with conditions particularly severe in Africa, the Middle East,
and South Asia. Currently, an estimated 1.1 billion people lack access to safe
water, 2.6 billion are without adequate sanitation, and more than 4 billion do
not have their wastewater treated to any degree. These numbers are likely to
only grow worse in the coming decades. 

This potentially bleak outlook makes water supply a critical issue and one
that cuts across national and regional economies and many productive
sectors. Many observers predict that disputes over scarce water resources will
fuel an increase in armed conflicts. The issue has fortunately caught the atten-
tion of policy makers and, as discussed in chapter 14, efforts are under way at
both the national and the international level to address water scarcity issues.

Fisheries

The continuing depletion of the world’s marine fisheries is a global issue of
increasing concern. Fish is an important food for billions of people and pro-
vides a livelihood for an estimated 200 million worldwide. Fishers follow
migrating schools of fish from sheltered bays and estuaries to the open ocean
and from one sea to another, harvesting a global resource that benefits all but
is managed by none. Small-scale fishers from Senegal and Ghana fish in the
waters of many other countries in West Africa and in the Gulf of Guinea;
European and Asian industrial tuna fleets operate throughout the Atlantic,
Indian, and Pacific Oceans. Nations, too, act much like individual fishers,
each seeking its own individual benefit from the common resource. In the
past half century, the growth of human populations and economies, the
spread of new technologies such as fishing nets made from synthetic materi-
als, and the motorization of fishing fleets has contributed to the decline of
many fisheries, jeopardizing ecological and economic sustainability for
coastal communities around the world. 

Chapter 15 depicts the situation of the world’s fisheries today as a classic
“tragedy of the commons.” Without effective international regulation, fisheries
accessible to more than one country, including those on the high seas,
are declining as each vessel tries to take as much as it can of what remains. Yet
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efforts to provide such regulation have been beset with problems. Many existing
international instruments designed to regulate high-seas and transboundary
fishing are weak. The existing Law of the Sea Convention and its subsidiary
instruments have important gaps, and effective enforcement of measures for
responsible high-seas fishing has proved elusive. The World Bank and other
organizations have started a major global initiative under a global partnership
program called PROFISH to focus attention on the actions needed.

Forests

The world’s forests cover about 25 to 30 percent of its land surface, or between
3.3 billion and 3.9 billion hectares, depending on the definitions used. It is esti-
mated that during the 1990s the world suffered a net loss of 95 million hectares
of forests—an area larger than República Bolivariana de Venezuela—with most
of the losses occurring in the tropics. These losses matter because forests pro-
vide a complex array of vital ecological, social, and economic goods and services.

From an ecological point of view, forests are the repository of the great
bulk of terrestrial biodiversity. In some countries in the Asia-Pacific region,
forest destruction is responsible for global biodiversity losses on the order of
2 to 5 percent per decade, resulting in inestimable harm to ecosystem stabil-
ity and human well-being. Forests also contain large amounts of sequestered
carbon, and their destruction or degradation (especially by burning) is
thought to contribute between 10 and 30 percent of all carbon dioxide gas
emissions into the atmosphere. Deforestation is thus a major factor in global
warming. In addition, mismanagement of woodlands in humid tropical and
subtropical countries contributes significantly to soil losses equivalent to
10 percent of agricultural output in those countries each year. From an eco-
nomic and social point of view, about 60 million people (mainly indigenous
and tribal groups) are almost wholly dependent on forests, and another
350 million people who live within or adjacent to dense forests depend on
them heavily for subsistence and income. In developing countries, about
1.2 billion people (including more than 400 million in Africa) rely on open
woodlands or agroforestry systems that help to sustain agricultural pro-
ductivity and generate income. Some 1 billion people worldwide depend on
medicines derived from forest plants or rely on common-property forest
resources for meeting essential fuel wood, grazing, and other needs. 

As chapter 16 argues, conservation and production must coexist if the full
potential of forests for poverty reduction and protection of the global envi-
ronment is to be realized. Much of the world’s forest area will inevitably be
used for productive purposes. But large areas must be preserved intact for
their ecological and cultural value. 
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Global Governance
The need for a global governance system comprising international institutions,
agreements, and regulations has long been recognized. After World War I, the
League of Nations was created as the first attempt at such a global system.
However, the League proved ineffective, and after World War II a new inter-
national system was designed,5 with the UN, the World Bank, the International
Monetary Fund (IMF), and the General Agreement on Tariffs and Trade
(succeeded in the 1990s by the WTO) as its cornerstones. This system remains
in place today as the primary means for addressing the global issues agenda.

However, the inherited system suffers from many problems such as lack of
perceived legitimacy, lack of resources, lack of effective enforcement mecha-
nisms, and lack of representativeness. As global issues and challenges have
intensified, demands for reform to make these global governance mecha-
nisms more effective have grown ever more urgent, and many proposals have
been offered in response. Some progress has also been made in the adoption
of global compacts, in which countries agree to work together toward global
development goals and to prevent and resolve violent conflicts. Part Four of
the book discusses two key issues in global governance (conflict prevention
and international actions to curb corruption), the two principal groups of
global governance institutions (the UN system and the international finan-
cial institutions), and the main global compacts and the processes that led to
them.

Conflict and Development

Some 1.1 billion people are either affected currently by violent conflict or at
extremely high risk of being affected in the foreseeable future. The majority
of violent conflicts today are intrastate, or civil, rather than interstate, or
between nations, and the prevalence of both kinds of conflict is declining.
Most of the world’s conflicts now occur in low-income countries, particularly
in Africa. 

With globalization, however, the persistence of conflict anywhere has
ripple effects that range far and wide. Neighboring countries, in particular,
suffer reduced income and increased incidence of disease, and often they must
absorb large numbers of refugees fleeing the conflict. Civil conflicts frequently
result in large territories lying outside the control of any recognized govern-
ment, which may then become epicenters of crime and disease. In the post-
September 11 world, these areas are also often linked to terrorism, making
them a truly global concern. These concerns have prompted world leaders to
initiate new measures under the auspices of the UN, including a new Peace-
building Commission. This and other measures are discussed in chapter 17.
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Corruption

Chapter 18 addresses what former World Bank President James Wolfensohn
called the “cancer of corruption”—the abuse of public institutions for private
gain. Recent studies have shown conclusively what has long been widely
assumed, namely, that corruption is detrimental to both the economic and
the political well-being of countries. Corruption creates distortions and inef-
ficiencies in public administration and in private economic activity, and it
increases inequality: it unfairly benefits the few with access to the powerful,
while especially harming the poorest. In 2004 the World Bank estimated that,
worldwide, more than $1 trillion, or the equivalent of 3 percent of gross world
product, is paid in bribes each year. This form of corruption takes place at
both the national and the international level. The victims are usually people
in developing countries, whose precious foreign aid and investment are
siphoned off from badly needed development projects and into the pockets
of corrupt government officials, their family members or cronies, or corrupt
brokers or middlemen. Recent years have seen a major step forward to
address transnational corruption and its effects, with the launch of the UN
Convention Against Corruption.

The United Nations System

Effective management of global issues requires effective international cooper-
ation, and the UN is the principal body within which such cooperation takes
place. The Charter of the UN sets out the basic principles of international rela-
tions and entails obligations on all its member states. According to the Char-
ter, the UN has four purposes: to maintain international peace and security, to
develop friendly relations among nations, to cooperate in solving international
problems and in promoting respect for human rights, and to serve as a center
for harmonizing the actions of sovereign nations. The UN itself consists of six
principal organs: the General Assembly, the Security Council, the Economic
and Social Council, the Trusteeship Council, the International Court of
Justice, and the Secretariat. The extended UN family, however, is much larger,
encompassing various agencies, funds, programs, and other bodies, such as the
UN Children’s Fund (UNICEF) and the UN Development Programme. In
addition to these are the specialized agencies, such as the World Health Orga-
nization, the World Bank, and the International Monetary Fund, which are
administered autonomously but are considered part of the UN system. 

The UN today faces many challenges to its effectiveness and is undertak-
ing a variety of reforms in response. The success or failure of these reforms
will have significant implications for the global issues discussed in this book.
The organization also suffers from an unfortunate rift between developed and
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developing countries, which will make movement on reform extremely diffi-
cult going forward. Chapter 19 reviews the numerous efforts over the years of
the UN Secretariat, the other UN bodies, the member states, and their advis-
ers to reform the system so as to improve coordination among the various
bodies and so better serve the UN mission.

International Financial Institutions

Addressing global issues requires international cooperation in the economic
as well as the political sphere. Whereas the latter is primarily the domain of
the UN system, as described just above, the mobilization of economic and
financial cooperation, including transfers of resources, to address global
issues falls mainly within the purview of the international financial institu-
tions (IFIs). IFIs are institutions that provide financial support and profes-
sional advice for economic and social development activities in developing
countries, or that promote international economic cooperation and
stability—or both. They include the IMF, the World Bank, and the four
regional development banks: the African Development Bank, the Asian
Development Bank, the Inter-American Development Bank, and the Euro-
pean Bank for Reconstruction and Development. (The World Bank and the
regional development banks are also called multilateral development banks.)
As with the UN, there are many proposals on the table for reform of the IFIs,
to enable them to play a more effective role in the global issues agenda.
Chapter 20 provides an overview of the IFIs, the role they play in addressing
global issues, and the main proposals to improve their effectiveness. 

Global Compacts

At the start of the 21st century, world leaders laid out, in remarkable unison,
a series of global compacts for a sustainable world, including most promi-
nently the Millennium Development Goals. The most recent global summits
have sought to evaluate progress toward the MDGs and to advocate the
creation of institutional mechanisms to deal with the global development
challenges ahead. Global compacts have great potential to prevent the
world from growing further out of balance. However, progress so far has been
slow, and there are real concerns that the targets will not be achieved by the
established deadlines.

Chapter 21 discusses the global initiatives of recent decades that triggered
the consolidation of a global development agenda through global compacts.
It highlights the issues and controversies that have influenced these efforts to
make a better world for all. Besides the MDGs, the key meetings and compacts
covered include 
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■ The WTO ministerial conference in Doha, Qatar, in 2001
■ The International Conference on Financing and Development in

Monterey, Mexico, in 2002
■ The World Summit on Sustainable Development in Johannesburg,

South Africa, also in 2002 
■ The UN World Summit of 2005.

What Are the Forces Shaping Today’s Global Issues?
The global issues identified in the previous section are not static but rather
dynamic, and their evolution in the coming years will be shaped by many
factors. The forces driving these issues, the consequences thereof, and the
appropriate solutions vary from issue to issue, but certain broad forces are
common to many of them. These include demographics, growth of the global
economy, technology and innovation, global interdependencies, and global
advocacy.

Demographics
After doubling from 3 billion in 1960 to 6 billion in 2000, the world’s popu-
lation is expected to increase to 8 billion by 2030. It should then stabilize in
the 21st century at 9 billion to 10 billion, which would be 20 to 30 percent
fewer than forecast in the 1960s and 1970s. Most of this growth will occur in
developing countries; population in the developed countries as a group will
actually decline. Meanwhile the dependency ratio—the number of nonwork-
ing people supported by the average worker—will decline in the developing
countries, boosting their ability to save and so to raise productivity. This in
turn will increase their capacity to finance on their own the investments
needed to meet basic human needs, maintain and improve public health,
educate the next generation, and create job opportunities.

However, given that some 2.5 billion to 3 billion people in developing coun-
tries (about half the current world population) now live on less than two dol-
lars a day, the ability of these countries to take care of all their people is at
present extremely limited and will remain so for some time to come. Unless
the richer nations help them through increased aid and trade, growing social
discontent and outright conflict in developing countries will fester and even-
tually spill across their boundaries. The developed world cannot simply build
a wall and turn its back on what is happening in the developing countries.
Demographics will combine with the other forces to find their way through
such barriers, whether made of bricks and mortar or of institutionalized indif-
ference.
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Economic Growth
Even if we assume, conservatively, real global economic growth of 3 percent
a year, the global economy will grow from $35 trillion in 2005 to $75 trillion
in 2030 (both figures are at 2001 market exchange rates and prices).6 This vast
expansion of output will have major consequences for both production and
consumption, particularly of food, water, and energy, and will make today’s
environmental stresses still more acute. Within this expanding global econ-
omy, the developing countries as a group are projected to grow at 5 percent a
year in real terms, while industrial country growth is projected to be just
2.5 percent a year. In this scenario, the share of the developing world in gross
world product climbs substantially from just over a fifth to a third, with a
major share going to China. 

Although the share of the developing countries in world income rises sig-
nificantly in this scenario, and absolute poverty in the world declines, the gap
in income per capita between the rich and the poor countries nonetheless
widens. Without deliberate intervention, persisting inequality both within
and across countries will retard global development.7

Scientific and Technological Innovation
Future breakthroughs in science and technology have the potential to dramat-
ically improve the health and productivity of the world’s poor, mitigate climate
change and environmental degradation, and feed a larger world population in
a sustainable manner. Whether they actually will do so depends in large mea-
sure on collective decisions about the funding, implementation, and dissemi-
nation of technological innovation. Some technologies may also make global
issues harder to grapple with. For example, the safe long-term disposal of
nuclear waste is becoming a global issue, and some emerging technologies
(such as genetic engineering) are beginning to pose legal and ethical dilemmas.

Increasing Interconnectedness and Interdependence
The ever-greater interconnectedness of people around the world—the very
spirit of globalization—can be seen in the growth of international migra-
tion, tourism, and education, and in increased traffic on telephone
exchanges, satellite television and radio, and of course the Internet. Unfor-
tunately, that same interconnectedness also manifests itself in an increase
in diseases that spread across borders, in international terrorism, in threats
to the global environment, and in myriad other ways. The growing interde-
pendence of people and communities worldwide can be seen in terms of
expanded economic integration through trade and capital flows; in growing
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public security concerns related to drug trafficking, transnational crime,
terrorism, and human rights; and in concerns about the overuse of world
resources and the preservation of the environment. These two forces—
interconnectedness and interdependence—are themselves interrelated and
mutually reinforcing: growing interconnectedness increases awareness of
our interdependence, and vice versa. Both are powerful drivers of increased
concern about global issues and demand for effective action. The fact that
different nations, communities, and individuals experience the benefits and
costs of this increasing globalization differently generates controversies; it
also complicates, and sometimes undermines, the effective and timely res-
olution of global issues.

Global Advocacy
The continuing revolution in communications technologies and networks,
cited just above, is enabling the global flow of information to all corners of
the world instantaneously. People in today’s world know much more, and in
real time, about what is going on elsewhere in the world than their grandpar-
ents or even their parents could have imagined. We are all becoming more
and more aware of the differences between the world’s haves and its have-
nots, the interconnections between local human activity and global ecology,
and the increased vulnerability of all of us everywhere to diseases, crises, and
conflicts arising anywhere. Some nations are throwing the doors open to these
new communications technologies, while others are trying, usually in vain, to
control their spread. 

The flow of information through these new communications technologies
is neither one-way nor top-down. Rather, the new technologies are empow-
ering people everywhere to express their views to a global audience (for exam-
ple, through blogs) and enabling them to connect with like-minded persons
to promote social (or in some cases antisocial) activities and advocate for their
causes. This phenomenon has serious implications for the manner in which
global issues are addressed and for the maintenance of peace and security
across borders. Growth in instant worldwide communications is generating
a parallel growth in public advocacy and activism, elevating formerly local or
regional issues to global status, while mobilizing public opinion and demand
for action on a global scale. For many of the global issues discussed in this
book, instant communications and advocacy are already playing a crucial role
in global policy making; examples include the debt relief movement, the
climate change movement, the campaign to make poverty history, and the
international drive for new vaccines. 
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Why Care About Global Issues?
It may be only a fortunate coincidence that the new communications tech-
nologies that have made such global grassroots interaction possible are the
same technologies that have shown us the uses to which such interaction can
and should be put—and that it is urgent to do so. Thanks in part to these
technologies and the information they impart, we know not only that migra-
tion is an issue in Guatemala, and sea-level rise an issue in Maldives, and debt
relief an issue in Uganda. Rather, our instantaneous technology allows us to
consider these disparate issues simultaneously, side by side, and to under-
stand that they are all issues of great importance whose impact is felt
everywhere—that they are indeed global issues. 

And that means they are our issues. Because these issues are global, the con-
sequences of action, inaction, or inadequate action on these issues will, by def-
inition, be felt globally—not just somewhere on the other side of the world,
but here, where we live. If that is not sufficient reason to care about these
issues, and to use our newfound interconnectedness to join with others and
do something about them, then what in the world is? 

But what do we really know about those consequences just alluded to? One
thing we can say is that although they will vary from global issue to global
issue, there is also significant interaction between issues and consequences.
The consequences of inaction can be grouped into economic, social, security,
health, and environmental effects:

■ Economic consequences. If the world and its leaders fail to address such
global economic issues as fairness in international trade, greater equal-
ity of income and opportunity, financial stability, sustainable debt, and
corruption, the growth and stability of the global economy could be
undermined and overall prosperity reduced. These consequences—
weaker growth and greater inequality—would grow, feeding frustra-
tion and social stress. The insistence of the antiglobalization movement
on turning back the clock would grow stronger, for example, and its
protests more disruptive. 

■ Social consequences. As populations grow, as communities around the
world become more and more interconnected, and as global flows of
information accelerate and expand their bandwidth, more and more of
the world’s people will know more and more about what is going on
outside their local communities and national borders. Those suffering
from inequality and deprivation will become increasingly aware of the
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better lives that others elsewhere lead. The slowing growth of world
population and the rise in developing countries’ share of world income
provide a great opportunity to address crucial human development
issues such as health and education, social issues such as inclusiveness
and social cohesiveness, and governance issues such as institutional
accountability. Failure to address these issues adequately could have
serious implications for civil peace and harmony in societies all around
the world. 

■ Security consequences. The widening gap between rich and poor,
together with intensifying competition for increasingly scarce natural
resources, both nationally and internationally, will fuel conflict and
extremism, which will inevitably spill across national borders. Lagging
development could also lead to the failure of states, some of which
would likely become havens for terrorists or drug cartels. The damage
would soon spread to other states, developing and developed, that
remain otherwise intact. 

■ Health consequences. Failure to address malnutrition and the spread
of preventable and communicable diseases would perpetuate and
indeed increase human suffering and mortality wherever these
scourges strike. The unchecked spread of disease would also have
economic consequences, through reduced productivity and an
increased disease burden, and these, too, would spread beyond
national borders.

■ Environmental consequences. Today’s patterns of production and con-
sumption cannot simply be scaled up to a world with $75 trillion or
$100 trillion in annual gross product. Something will have to give, and
that something is likely to be our shared environment. If today’s devel-
oping countries replicate the consumption patterns of today’s rich
countries, great damage to the global environment, and to the planet’s
ability to sustain life and growth, is in store. The technologies needed
to change these consumption patterns and develop alternatives are
among the most valuable of global public goods, yet their development
is now largely neglected. If present trends in the deterioration of biodi-
versity continue, the world of tomorrow will be biologically much
poorer than that of today, even if the many poor communities depen-
dent on fragile ecosystems can be moved to alternative locations and
livelihoods. The financing needed to compensate these communities,
so as to preserve biodiversity for the benefit not only of the countries
involved but of the world, is huge—well beyond the means of those
countries alone.
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How Are Today’s Global Issues Being Addressed?
It is clear that how today’s global issues are addressed, or not addressed, will
have a profound impact on the shape of the future world in which we all
will live. Yet, as noted above, there is no global government to address these
global issues, set global public policies and priorities, collect taxes on a world-
wide basis, and allocate resources accordingly. Thus progress on most of these
issues depends on a deliberate—and deliberative—process of building
international consensus for collective action. This consensus can be expressed
in many forms, for example:

■ International agreements signed by both industrial and developing
countries. Programs based on international agreements enjoy strong
legitimacy, thanks to their formal authorization, especially when there
is strong participation of developing countries in their design and
implementation, and when there are equitable governance agreements.
Examples include the MDGs and the 1987 Montreal Protocol on the
control of ozone-depleting chlorofluorocarbons. 

■ International law. The International Law Commission of the United
Nations prepares drafts on various aspects of international law, which
can then be incorporated into conventions and submitted for ratifica-
tion by the member states. Once a nation has ratified a convention, it is
legally bound thereto. Thus the ratification constitutes consensus.
Some of these conventions form the basis of law governing relations
among states, such as conventions on diplomatic relations and the
Geneva Conventions. 

■ Declarations signed by participants at international conferences. These
declarations represent a less explicit and less binding form of interna-
tional consensus than formal conventions or treaties and are largely
oriented toward advocacy. 

■ Actions of the G-8, G-20, G-77, and other such groupings. The declarations
of these intergovernmental groups are similar to international confer-
ences in that they advocate and mobilize their members to take action,
whether it is on doubling aid for Africa, debt relief, or any of a number
of other issues. Of course, these statements signify consensus only
among their members, not a global consensus. The economic and politi-
cal power of the group (greatest for the G-8, less for the others) largely
determines its potential to engage in effective problem solving on global
issues. Their choice of issues on which to focus may in turn be driven by
the advocacy efforts of civil society and other organizations.
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■ Civil society campaigns and associations. In some instances, global
action is driven by civil society campaigns such as the Jubilee move-
ment, the Live Aid concerts, the Global Call to Action Against
Poverty, and the Make Poverty History campaign. Some well-known
annual global forums such as the World Economic Forum and the
World Social Forum also frequently focus on global issues and can
profoundly influence the debate. 

■ Global partnerships. Often partnerships to address global issues are
established by groups of donors, including governments, private sector
and civil society organizations, and international organizations. Some
recent examples in the health field are the Global Alliance for Vaccina-
tion and Immunization; Roll Back Malaria; the Global Fund to Fight
AIDS, Tuberculosis, and Malaria; and the Partnership for Maternal,
Newborn, and Child Health. Many of these partnerships promote
ownership among developing countries by focusing on issues of rele-
vance to them and by demonstrating that they can have an impact.

■ Global governance institutions. Nations of the world have set up many
international organizations with mandates to work on a wide array
of global issues in the economic, social, cultural, education, health,
and other fields. Among these multilateral organizations are the UN
and its agencies, the IMF, the WTO, the World Bank and the regional
development banks, and the International Labour Organization. All
of these are involved in managing global issues as mandated by their
governance bodies, which consist of representatives of the member
nations.

What Makes Global Issues So Difficult to Address?
Dissatisfaction with the current structures for addressing global issues is wide-
spread. Many people feel that some of the most important global issues are
not being addressed adequately, and they worry that the current generation
may leave the planet in worse shape than when it was inherited. The public
goods nature of many global issues, which was touched upon earlier in this
introduction, is a key reason why action commensurate with the challenge
can be slow to emerge. 

Public goods are defined by two characteristics: the benefits they produce
can be enjoyed without paying for them (nonexcludability), and consumption
of the good by one person does not detract from its consumption by another
(nonrivalrousness). An often-cited example of a public good is a lighthouse—
but perhaps a more timely example would be a global positioning satellite
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(GPS). The signal from such a satellite can be captured by anyone with a GPS
receiver (which must normally be paid for, but the signal itself need not), and
so it is nonexcludable; the number of people who can access the signal simul-
taneously is effectively limitless, and so it is nonrivalrous as well. Most types
of knowledge and know-how are also public goods, after any patent or copy-
right restrictions on their use have expired. Global commons are goods or
resources that are usually of natural origin, such as wilderness forests or ocean
fisheries. They share the characteristics of public goods to a certain extent: they
are largely nonexcludable, and they are nonrivalrous to the extent that their
use does not exceed their capacity to regenerate themselves. When usage
passes a certain point, the resource will be degraded or even destroyed.

Markets, whether national or international, typically fail to provide public
goods: since it is impossible to make the user pay for them, there is no incen-
tive for businesses to produce them. Nor are markets by themselves able to
address the problem of managing global commons. At the national level, gov-
ernments step in to provide many public goods, paying for them through
taxes and other revenues. However, in the case of global public goods, no
global tax or other mechanism exists to finance their production and supply.
Countries looking only to their own narrow self-interest will be unlikely to
agree on which global public goods should be provided, or on how to share
the burden of financing them. At the same time, there is overproduction of
global public “bads,” such as communicable diseases, drug smuggling, cli-
mate change, and human rights abuses.

Global public goods have nonetheless been provided, some more successfully
than others. Global Monitoring Report 2003 (World Bank and IMF 2003) cites
the following examples, starting with the most successful: aviation safety, postal
systems, the Internet, the eradication of smallpox, advances in agricultural
research, and protection of the ozone layer.8 Examples where success has so far
proved elusive include the prevention of climate change and the sustainable use
of fisheries. Institutional arrangements such as UN peacekeeping programs,
global funds such as the Global Environment Facility, and research groups such
as the Consultative Group on International Agricultural Research have emerged
and are very active in addressing global issues. These, too, are public goods, and
their modest successes thus far are welcome and need to be expanded.

What the World Bank Is Doing About Global Issues
Over the past few years the World Bank has put significant resources into activ-
ities related to global issues, including the creation of global public goods. One
important vehicle for such activities is the MDGs, which the Bank vigorously
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supports along with its country members, the UN system, and numerous other
organizations. The Bank is increasingly being called upon to take a lead role in
addressing global issues because of its global membership and reach, its power
to convene technical and financial expertise, its ability to mobilize resources,
and its multisectoral experience and institutional knowledge. As the only
global institution among the multilateral development banks, the World Bank
has increased its support for global programs rapidly in recent years. The Bank
is now participating in some 70 different programs involving the following
global issues (some of which are covered in this book), among others: 

■ Biodiversity
■ Climate change
■ Coastal and marine management
■ Conflict prevention and postconflict reconstruction
■ Corruption
■ Debt relief
■ Disaster management 
■ Energy
■ Environment
■ Financial sector
■ Fisheries and aquaculture
■ Forests and forestry
■ Health, nutrition, and population
■ HIV/AIDS
■ Hunger
■ Land resources management
■ Malaria
■ Natural resources management
■ Poverty reduction
■ Protection of the ozone layer (the Montreal Protocol)
■ Renewable and rural energy
■ Safe motherhood
■ Sustainable development
■ Tuberculosis
■ Water resources management
■ Water supply and sanitation.

The Bank’s support for global programs—as distinct from the single-
country projects and programs that make up the bulk of its work—began
three decades ago, with the establishment of the Consultative Group on
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International Agricultural Research (CGIAR). The Bank serves as both con-
vener and donor to CGIAR, as well as a lender to developing countries for
complementary activities. CGIAR, which brings together leading agricultural
research institutes from around the world, has had some notable successes in
creating global public goods such as the high-yielding varieties of crops that
were the backbone of the Green Revolution. A major expansion of the Bank’s
work on global issues began in the late 1990s, when the Bank increased its ori-
entation toward global partnerships and associated program support activi-
ties. This change in policy reflected the Bank’s recognition of the rapid pace
of globalization and the sharply increased attention to global issues within the
development community. In September 2000, the Development Committee
of the Bank and the IMF endorsed the Bank’s priorities in supporting global
public goods; those priorities focus on five areas: public health, protection of
the global commons, financial stability, trade, and knowledge.

Finally, in addition to its own programs, the World Bank is active in many
global partnership programs that address global issues. Through its participa-
tion in these programs, the Bank plays an important role in collective action on
a variety of global issues. Besides CGIAR, examples include the Global Fund to
Fight AIDS, Tuberculosis, and Malaria; the Global Environment Facility; and
the Consultative Group to Assist the Poorest. The Bank looks forward to con-
tinuing and strengthening these partnerships while continuing to pursue its
own initiatives on global issues—alongside its traditional country-based pro-
jects, many of which also contribute to building a healthier global community.

Notes
1. The International Task Force on Global Public Goods (http://www.gpgtaskforce.org) was created

through an agreement between France and Sweden signed in April 2003. The Task Force’s man-
date is to assess and prioritize international public goods, both global and regional, and make rec-
ommendations to policy makers and other stakeholders on how to improve and expand their
provision.

2. See, for example, Lomborg (2004), Rischard (2002), and the Web site Facing the Future
(http://www.facingthefuture.org). An alternative list of global issues can be found at
http://www.un.org/issues.

3. The full list of MDGs appears in chapter 21 of this book; for more on the MDGs go to
http://www.un.org/millenniumgoals.

4. The team consists of leading scholars, development practitioners, and experts from around the
world and is supported by the Human Development Report Office of the UN Development
Programme. For more details go to http://hdr.undp.org/hd.

5. For a comprehensive discussion of the evolution of the international system and its strengths and
weaknesses, see chapter 2 of Dervis and Ozer (2005). 

6. This section draws on Wolfensohn and Bourguignon (2004).
7. See World Bank (2006a). 
8. World Bank and International Monetary Fund (2003, chapter 12). 
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PART ONE

The Global Economy

The globalization of the world economy is the epic of our era and a dri-
ving force behind many global issues outside the economic realm as

well. Not only nations and private enterprises around the world but also the
people within them—individual workers and consumers—are today ever
more interconnected through trade in goods and services, finance, migration,
and in other ways. As the chapters of this part of the book show in consider-
able detail, globalization is a double-edged sword. It brings with it a vast
expansion of opportunities to interact with our fellow human beings for our
mutual benefit, but it also poses great risks: an invidious concentration of
wealth, financial instability and crushing debt burdens, and increased ten-
sions among cultures, to name just a few. Hence a common theme of these
chapters is the urgency of enhanced international cooperation to manage the
risks of globalization responsibly while reaping the promised benefits of
greater material prosperity. 





31

2

Poverty and 
Inequality

PUNAM CHUHAN

Poverty in developing countries remains deep and widespread. Despite
substantial progress in recent decades in reducing poverty—the pro-

portion of people living in extreme poverty has halved since 1980—more than
a billion people still subsist on less than one dollar a day. Over three-quarters
of a billion people, many of them children, are malnourished. Each year
nearly 11 million children die from malnutrition or disease before reaching
their fifth birthday; most of these deaths would be easily preventable in any
developed country. Over half a million women die every year in childbirth
from lack of appropriate health care, malnourishment, or disease. More than
100 million children of primary school age, the majority of them girls, do not
attend school. 

Staggering as these numbers are, the inequalities in income and other mea-
sures both between and within countries are overwhelming as well. Income
per capita in the world’s high-income countries, on average, is 65 times that
in the low-income countries. Rich countries have 3.7 physicians per 1,000
population, compared with just 0.4 per 1,000 in low-income countries.
Maternal mortality in childbirth in many low-income African countries is
more than 100 times higher than in the high-income countries of Europe.
Even though the recent trend in the distribution of world income shows a
decline in inequality, it remains quite high: the population-weighted Gini
index is over 50 for the world as a whole. (The Gini index is a standard mea-
sure of inequality and is discussed further below.) The economic divide
within countries is likewise large, particularly in Africa and Latin America. 

In an increasingly interdependent world, the high prevalence and stubborn
persistence of poverty in developing countries have implications for all coun-
tries. Deep deprivation weakens the capacity of states to combat organized
crime, armed conflict, terrorism, and the spread of disease, and these in
turn can have severe economic, environmental, public health, and security



consequences for neighboring states and the global community. Poverty and
its associated outcomes can no longer be contained within national bound-
aries. This makes poverty a global problem of huge proportions, and it implies
that alleviating poverty is critical to maintaining and strengthening regional
and global stability.

In recognizing this challenge, the international community has commit-
ted itself to a global partnership to promote development and reduce poverty.
In 2000, the United Nations (UN) adopted the Millennium Development
Goals (MDGs)—targets to be achieved by 2015—against which the global
community can measure progress toward reducing poverty, and in 2002, the
international community adopted the Monterrey Consensus, which created
a new framework of mutual accountability between developed and develop-
ing countries for meeting these goals. The MDGs call for a dramatic reduc-
tion in poverty relative to 1990 levels and the promotion of sustained
development. For the billion people in the world who live on less than a dollar
a day, a future free of poverty, illiteracy, extreme vulnerability to disease, and
lack of opportunities is only possible with sustained development; develop-
ment holds the key for world peace and security as well. Yet despite a remark-
able consensus on the actions and policies needed to achieve these goals,
much remains to be done.

This chapter discusses the various dimensions of poverty and inequality
and offers a sense of the scope of the problem and the direction of recent
trends. It also discusses the international community’s response to spur devel-
opment and alleviate the scourge of poverty. The chapter then highlights the
forces shaping the debate over poverty and inequality. Finally, it addresses the
recent global actions aimed at accelerating progress on poverty reduction. 

Concepts and Measures of Poverty and Inequality
An extensive and growing literature analyzes poverty and inequality. When
one studies the evolution of poverty and inequality; the relationship among
growth, poverty, and inequality; and the impact of globalization on the poor,
it is useful to have an understanding of the underlying methodological issues.
Some of the key aspects of definition and measurement are summarized
below.

Definitions
The conventional notion of poverty is narrow, characterizing it in terms of
deprivation or lack of essential goods and services. In this view, poverty is
defined as income or consumption of commodities that is below some
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minimum threshold. This narrow characterization of poverty is not new. More
than a century ago, Seebohm Rowntree used a survey on earnings and expen-
ditures to estimate that 10 percent of residents of the city of York, England,
lived in poverty—that is, below the minimum amount needed to subsist.

But what makes poor people poor is not just deprivation of income or of
things to consume; often they are illiterate, have high health risks, and live in
squalid conditions as well. A broader view of poverty encompasses these non-
income dimensions of poverty such as education, health, prevalence of dis-
ease, gender equality, and access to water and sanitation. These dimensions
are included in the MDGs and are recognized in the World Bank’s World
Development Report 2000/2001, which defines poverty as a “pronounced
deprivation in well being.” 

An even broader view of poverty is the “capability approach” to well-being
promulgated by Nobel laureate Amartya Sen (2000). This approach extends
the notion of poverty to include vulnerability to risk, lack of voice in society,
and powerlessness. Sen argues that what is important to well-being is the
capability to function in society.1 Key capabilities include not only adequate
resources for essential needs—food, shelter, clothing—but also access to
education, good health, security from violence and other risks, and political
participation and voice. Poverty arises when people lack these basic capabili-
ties to function in the society in which they live. 

Closely related to poverty is inequality, or the gap between the poor and the
rich. Inequality has to do with the distribution of outcomes such as income,
wealth, consumption, or other dimensions of well-being.2 It is different
from equity, which is essentially about the distribution of opportunities—
economic, political, and social; World Development Report 2006 (World Bank
2006) argues that inequity in opportunities affects economic development
and that greater equity can over time promote stronger growth. The focus of
this chapter is on equality in income and other outcomes. 

Measurement
Because poverty has these various dimensions, monetary and nonmonetary,
and because it is such a complex phenomenon, there is no single perfect
measure of poverty. The various measures are complementary, and the choice
of which measure to use will depend upon the purpose it is to be used for. So,
to measure poverty, one must first define an indicator of well-being. A
standard approach is to derive income or consumption per capita from
household surveys, which must be well designed in order to provide relevant
and representative information. The World Bank has developed the Living
Standards Measurement Survey (LSMS) to obtain reliable household income
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and consumption information; data collected from the LSMS are widely used
in poverty analysis. The next step is to establish a threshold of income or
consumption that represents the minimum acceptable level for subsistence.
This threshold, called the poverty line, will vary from country to country and
can be defined either in absolute monetary terms or relative to some baseline.
For example, the poverty line in the United States is set in absolute terms
(currently about $19,000 for a family of four), whereas the European Union
proposes a relative poverty line, defined as household income less than 50 per-
cent of the national mean. 

The final step is to generate an aggregate measure, based on the poverty
line, of the incidence of poverty in the economy. The most common indica-
tor is the headcount index, which is simply the proportion of the population
living under the poverty line. This indicator, however, does not measure the
depth of poverty among the poor—it counts a person (or household) just
below the poverty line the same as a desperately poor person living far below
the line. One measure that does address this dimension of poverty is the
poverty gap, which weights the headcount index, on a scale of zero to one, by
the average shortfall of the poor household from the poverty line. The further
the person (or household) is from the poverty line, the larger the weight; for
example, someone who is exactly at the poverty line gets a weight of zero,
while someone halfway between the poverty line and zero gets a weight of 0.5. 

Because they differ from country to country, national poverty lines are not
useful in comparing poverty across countries. For that, a single uniform
poverty threshold is required. The approach most often used today is that first
applied by World Development Report 1990 (World Bank 1990), namely, the
proportion of people living on less than a dollar a day. To derive this “inter-
national poverty line,” the 1990 report converted national poverty lines into
a single “international dollar” measure using 1985 purchasing power parities
(PPPs),3 and the poverty line that was most typical of those among low-
income countries was selected. The current international poverty line that is
comparable to the one-dollar-a-day line in 1985 is actually equal to $1.08 a
day in 1993 consumption purchasing power parity terms (but is still referred
to as one dollar a day).4 Another poverty threshold that is commonly used in
international poverty comparisons is two dollars a day. 

The Human Development Index (HDI), developed by the United Nations
Development Programme (UNDP) in 1993, is a composite measure of well-
being based on life expectancy at birth, knowledge (in terms of adult literacy
and gross enrollment in primary, secondary, and tertiary education), and
income per capita (measured as gross national product per capita at PPP).
The UNDP uses the HDI to provide an annual ranking of countries on these
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three dimensions. A value below 0.5 represents low development. Most
African countries rank among the lowest on the HDI, and the trend for these
countries is far from favorable.

Several measures have been developed to analyze the scope and extent of
income inequality. These measures typically compare the income of an
individual or a group with that of another individual or group. Like poverty,
inequality can be expressed in absolute or relative terms—that is, in terms of
the absolute gap between individuals or groups or the relative gap. The
relative measures most commonly used today are the Lorenz curve and the
Gini coefficient. The Lorenz curve plots the cumulative percentage of total
income received against the cumulative percentage of recipients, starting with
the recipient with the lowest income. If incomes were perfectly uniformly
distributed, so that every recipient has exactly the same income, each point
along the curve would be higher than the point to the left of it by a constant
amount, and thus the curve would trace a straight diagonal line. The Gini
coefficient (or Gini index, which is simply the Gini coefficient multiplied by
100) is a summary statistic derived from the Lorenz curve. It measures the
area between the actual distribution of income, as depicted by the Lorenz
curve, and the diagonal line that depicts perfect income equality; the Gini
coefficient is scaled so that it ranges from 0 to 1, with 0 representing absolute
equality in distribution and 1 representing complete inequality. 

The distribution of income can also be described in terms of the percent-
age of total income received by various quantiles of the population, where a
quantile refers to some fraction of the population ordered by income from
lowest to highest. For example, the bottom quintile refers to the one-fifth of
the population with the lowest incomes, the bottom decile to the lowest tenth,
and so on.

Inequality can be measured within a country, between or across countries,
or globally (across all people of the world).5 Inequality is commonly expressed
in terms of income,6 but it can be applied to other indicators of poverty as
well:

■ Within-country inequality measures the distribution of income or
consumption with respect to individuals or groups living in the same
country.

■ Between-country inequality measures the income gap between people
in different countries, assuming each receives the average income for
his or her country. There are two concepts of inequality between coun-
tries, and the choice of which concept to use will again depend upon
the purpose: Intercountry inequality compares mean income per capita
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across countries, focusing on the distribution of unweighted country
means. Thus a country with a large population such as India has the
same weight as a country with a tiny population such as Fiji. This
measure provides little information about inequality among the
people of the world. International inequality considers both the coun-
try’s mean income per capita and the size of its population. Thus it
represents the distribution of country means weighted by population.
Although this measure does not take account of income distribution
within a country, it is useful in assessing income disparities among the
people of the world.

■ Global inequality focuses on the incomes of individuals and their
distribution. Here, the individual, not the country, is the unit of
observation. This measure relies on national income distributions
based on countries’ household survey data to estimate a global
income distribution. The data requirements for compiling this
measure are much greater than for the other two measures.

Poverty and Inequality as Global Issues 
The high prevalence of poverty in the developing world and the pronounced
deprivation faced by millions living in developing countries have brought
poverty and inequality to the forefront of the global agenda. Since 1980, inter-
national attention has been increasingly sharply focused on reducing poverty
worldwide. More recently, the focus has widened to include equality and
equity as well.

The latest data available show that over a billion people in the developing
world were living in extreme poverty (on less than a dollar a day) in 2002,
450 million fewer than in 1981 and 200 million fewer than in 1990 (table 2.1).
(Although poverty is a worldwide phenomenon, the focus of this chapter is
on developing countries.) The greatest reduction in absolute poverty has
occurred in East Asia, where the number of poor declined by three-quarters
during 1981–2002; South Asia has also made strong inroads in reducing the
number of poor. Not all regions have participated equally in this improve-
ment, however. Sub-Saharan Africa has seen a near doubling in the number
of poor—from 164 million to 303 million—and the number of people living
on less than a dollar a day has risen in Latin America and in developing
Europe and Central Asia as well. Prospects are bright for a continued decline
in overall poverty, to the point where, by 2015, only 10 percent of the devel-
oping world’s population will be living on less than a dollar a day—well below
the MDG target of 14 percent. 
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But not all regions will achieve the goal of halving extreme poverty. Sub-
Saharan Africa is the region most at risk: nearly half of those countries are off
track to achieve the income poverty MDG, and an additional 40 percent lack
sufficient data to allow an evaluation of their prospects. There has also been
overall progress on reducing hunger, yet only 33 out of 77 countries with
reliable data on malnutrition are on track to achieve the MDG target for
hunger. Here, too, Africa is seriously off track. 

Progress in reducing poverty has thus been uneven. Some countries
and regions have seen a remarkable decline in poverty, while others have
actually experienced an increase. Figure 2.1 shows how poverty reduction has
progressed, or not, in selected countries. Each symbol in the figure represents
a country, and its position with respect to the vertical axis shows the percent-
age of that country’s population in extreme poverty in 1981, while its position
with respect to the horizontal axis shows the corresponding percentage in
2001. Thus, countries that have reduced poverty by this measure will lie above
the diagonal line, countries that have seen an increase will lie below it, and
countries that have seen no change in poverty will lie directly on the diagonal.
As the figure shows, the greatest improvement has occurred in the Asian
economies, most notably in Cambodia, China, India, Pakistan, and Vietnam;
only one East Asian country and one South Asian country fall below the
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As percentage of total 
Millions population

Region 1981 1990 2002 1981 1990 2002 MDG 2015a

East Asia and the Pacific 796 472 214 57.7 29.6 11.6 14.8
China 634 375 180 63.8 33.0 14.0

Europe and Central Asia 3 2 10 0.7 0.5 2.1 0.3

Latin America and the 36 49 47 9.7 11.3 8.9 5.7
Caribbean

Middle East and North 9 6 5 5.1 2.3 1.6 1.2
Africa

South Asia 475 462 437 51.5 41.3 31.2 20.7

Sub-Saharan Africa 164 227 303 41.6 44.6 44.0 22.3

All developing countries 1,482 1,218 1,015 40.4 27.9 19.4 14.0

Source: World Bank, World Development Indicators.
a. The MDG for poverty calls for a halving of the proportion of the population living on less than a dollar a day from
1990 levels by 2015.

TABLE 2.1 People Living on Less Than a Dollar a Day, by Developing Region, 1981,
1990, and 2002



diagonal line. Most of the African countries, in contrast, saw a long-term slip-
page in poverty reduction, including several that experienced relatively rapid
economic growth and some poverty reduction in the 1990s, such as Ghana,
Mozambique, and Tanzania. The performance of the Latin American
economies was mixed, with nearly half seeing an increase in the proportion
of people living on less than a dollar a day. 

Progress on the human development MDGs (those addressing education,
gender equality, child and maternal mortality, and communicable disease)
has been mixed. All regions are off track on at least some of the goals, and
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although some countries in South Asia and Sub-Saharan Africa are meeting
some of the goals, these regions are largely off track on all of them. On the goal
of universal primary education, progress has been encouraging: the number
of countries that have achieved or are on track to achieve this goal has
increased, as has the rate of growth in the primary completion rate. Gender
disparities in primary and secondary education are also narrowing. By con-
trast, the pace of reduction in child mortality has been slow: only 20 percent
of developing countries are on track to reduce child mortality rates by 
two-thirds of their 1990 levels by 2015. Gains toward this goal have been
particularly slow in Sub-Saharan Africa. Maternal mortality rates remain
unacceptably high in many developing countries as well, although some
countries in East Asia and Latin America have substantially improved mater-
nal health through better health facilities and an increase in the number of
trained birth attendants. Diseases such as HIV/AIDS, malaria, and tubercu-
losis continue to exact a heavy toll on populations in Sub-Saharan Africa.
Although the prevalence of HIV/AIDS has stabilized, the death rate from this
disease is on the rise. 

Progress on the environmental MDG is likewise mixed. Despite strong
progress in some regions, many countries are off track toward the goal of re-
ducing by half the proportion of people without sustainable access to safe
drinking water and basic sanitation by 2015. The situation in Sub-Saharan
Africa is particularly critical: 64 percent of the population lack access to an
improved water source, and 37 percent lack access to improved sanitation
facilities.

Views differ on whether the decline in absolute poverty worldwide has
been accompanied by greater equality in the distribution of income. The
answer depends upon the concept of equality that is used. In terms of
intercountry inequality—that is, when all countries are weighted equally—
income inequality has increased since the 1980s. But in terms of international
equality—when the more populous countries have larger weights—the gap
between countries has narrowed. This favorable result is driven by the strong
economic growth in China and India during this period. 

A 2004 study used data from 138 countries during 1980–2002 to show how
the world distribution of income changed over that period.7 If one takes only
differences between countries into account, in 2002 the poorest 40 percent of
the world’s population received slightly more than 10 percent of world
income, while the wealthiest 10 percent received nearly 40 percent (figure 2.2).
The population-weighted world Gini index (assuming equal income within
countries) was over 50. Although the distribution of world income is thus
quite unequal, the recent historical trend shows a decline in inequality: the
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poorest 40 percent of world population have nearly doubled their share of
world income, while the richest 10 percent have seen only a small increase in
their share. Not all of the lower deciles saw an improvement, however. The
second through the sixth deciles gained income share, but the poorest decile
and the seventh and eighth deciles all saw a decline in income share on
balance.

By contrast, global inequality measures, which combine cross-country
differences and income distribution within countries, show mixed results for
trends in inequality in the 1990s. Some studies estimate that the world Gini
index has declined by between 3 and 4 points, whereas other studies find
either no change or an increase in inequality.8 The differences in results most
likely stem from differences in data and assumptions used to compute the
inequality measure. Despite these differences in findings regarding the trend,
all studies find global inequality to be very high: the world Gini value for the
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Source: Bourguignon, Levin, and Rosenblatt 2004.
Note: The top two strata represent the top 5 percent and the second 5 percent, respectively, of the population; the remaining
strata represent the eighth through the first (lowest) deciles, respectively. Gross national income is measured in 1995
international dollars (dollars adjusted for PPP).
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1990s is about 65, indicating that between-country inequality is sharply
greater than within-country inequality. The richest 5 percent of the world’s
population receive about a third of world income (measured in PPP terms),
while the poorest 5 percent receive only 0.2 percent.9

Within-country inequality is high in many developing countries. Nearly
60 developing countries have a Gini index of 40 or more; by comparison, the
high-income countries of Europe typically have Gini values of 25 to 35. Gini
indexes reveal that countries in Sub-Saharan Africa and in Latin America and
the Caribbean appear to be the most unequal in the world. Evidence also sug-
gests that public spending on education and health is often regressive, with
the poorest quintiles receiving much smaller shares than the richer quintiles.

Several factors explain why poverty and inequality are global issues. First,
as this part of the chapter has shown, poverty remains widespread, and it is
readily apparent that, unless action is taken to reduce poverty, the situation
will dramatically worsen. Second, there is an increasing recognition that
developed and developing countries need to work together to make poverty
history; the poor countries cannot achieve the MDGs on their own. Rich
countries can help poor countries accelerate progress on reducing poverty by
providing resources—aid—to scale up service delivery and investment in
much-needed infrastructure. Moreover, by removing barriers to trade that
discriminate against developing countries, rich countries can help spur
growth and accelerate poverty reduction in the developing world. 

Forces Shaping the Agenda
The poverty and inequality agenda today is being shaped by two broad forces:
global concern over fairness, and globalization. The persistence of deep
poverty and of inequality not only has fueled a sense of deprivation and injus-
tice among the poor themselves but has also violated a basic sense of fairness
in those who are not poor. People everywhere have a general sense of fairness
as it applies to themselves and others, which is rooted in the concept of social
justice. This shared notion of fairness reflects widely held moral and ethical
values of the world community and forms the basis of the international
system of human rights. Persistent poverty, large inequalities between and
within countries, and lack of opportunity are not consistent with this sense
of fairness.

The forces of globalization mean that the problem of poverty is no longer
contained within national boundaries. With increasing interdependence
through trade, migration, and financial integration, the actions of people in
one country have consequences for people in other countries. Concerns for
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both fairness and globalization are contributing to an increasing awareness
among the citizens of the world’s rich countries that they need to help
improve the well-being and opportunities of the citizens of poor countries,
especially if they are to reduce global inequalities. 

A worldwide survey conducted by Gallup International in 2005, covering
more than 65 countries and over 50,000 people, reports that more than one
in four people view either poverty or inequality as the most pressing global
problem (figure 2.3). This perception is evident across all world regions as
well: in Latin America poverty or inequality was ranked as the most impor-
tant problem by 39 percent of those surveyed, in Africa by 37 percent, in
Eastern and Central Europe by 30 percent, and in Asia and the Pacific by
18 percent. All regions also report evidence of hunger. At 43 percent, Africa
has the highest incidence of people or families who lack adequate food to eat.
The numbers for other regions are lower but still substantial. 

Advocacy groups have played an important role in building consensus on
key public actions by the international community. Their campaigns on crit-
ical issues such as debt relief and a fair global trading system have raised
awareness among citizens of rich and poor countries alike. Advocacy groups
have been particularly effective in campaigning to reduce the debt burden of
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enough to eat in the preceding 12 months.

FIGURE 2 .3 World Opinion on Poverty and Equality as a Major Issue and on the
Incidence of Hunger



the poorest countries: the international coalition Jubilee 2000, which called
for the cancellation of poor countries’ debt by the year 2000, played a key role
in the Heavily Indebted Poor Countries (HIPC) Initiative; the international
coalition Make Poverty History successfully campaigned in 2005 for cancel-
ing poor countries’ debt through what subsequently became known as the
Multilateral Debt Relief Initiative (MDRI). 

World leaders have acknowledged the global threat posed by deep poverty.
A 2004 UN report lists poverty, communicable diseases, and degradation of
the environment among the top six threats to international peace and secu-
rity facing the world in the 21st century.10 The report takes a comprehensive
view of collective security. It addresses the security concerns of all states,
not just rich states but poor and weak ones as well. It also recognizes an inter-
connectedness of poverty, civil war, and possibly terrorism11: extreme
poverty, hunger, and a high incidence of infectious diseases can create condi-
tions for domestic unrest, armed conflict, and failed states.12 The report
argues that the foremost way to promote security is through development.
Development reduces poverty and strengthens the state’s capacity to govern,
and so reduces the threats of organized crime, civil war, and terrorism. Attain-
ing the MDGs is therefore essential to improving global security.

By 2015, world population is expected to increase by over three-quarters
of a billion. Virtually all of this growth (95 percent) will occur in developing
countries, and many of these people will be born into poverty; simulations
show that a third more people could be rescued from poverty if growth is -
pro-poor rather than distributionally neutral.13 Poor countries and the
global community must act now so as to provide a better future for all. 

Globalization and the Poor
Two controversial issues in the debate over poverty and inequality are
whether globalization benefits or harms the poor and whether the extent of
inequality adversely affects poverty reduction and thus is bad for the poor. 

Does Globalization Harm the Poor?
The impact of globalization on poverty has generated considerable debate.
Globalization has many facets, including foreign trade, cross-border financial
flows, international migration, temporary movement of service providers,
and information flows. The focus here is on openness to trade. Although
absolute poverty has declined as the world has globalized, some view global-
ization as unfair to the poor. Anti-globalizers argue that openness to trade has
led to greater poverty and to rising disparities between and within countries. 
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The standard macroeconomic perspective is that openness to trade reduces
poverty by stimulating economic growth, which is central to poverty reduc-
tion. Another indirect way through which trade liberalization impacts poverty
is by boosting productivity, which is necessary for fostering long-term
growth. There are a variety of other channels through which trade liberaliza-
tion can directly alleviate poverty: by lowering the prices of households’
consumption baskets (including through lower tariffs), raising wages and
employment, and increasing government revenue and spending.14

Several studies, however, suggest that the linkages between globalization
and poverty are not so straightforward.15 The outcome is influenced by other
factors, including the degree of labor mobility across sectors; access to credit
markets for the poor, so they can avail themselves of profitable investment
opportunities; and access to technical know-how and training programs.
Thus globalization can in some situations have a negative impact on the poor,
especially in the near term. This points to the need to have appropriate poli-
cies in place to ensure that the poor gain from globalization.

A recent survey of the empirical literature found that no simple general-
izations can be made about the impact of openness to trade on poverty.16 The
evidence broadly supports the view that, in the long run, trade liberalization
reduces poverty on average, and there is no evidence of a generally negative
impact on poverty. This is not to say, however, that the employment and
wages of the poor have never suffered, or that declining fiscal revenues have
never caused spending on the poor to be curtailed, where trade has been
liberalized. The empirical evidence also shows that poor households are less
able than better-off households to take advantage of new economic opportu-
nities or to protect themselves against negative shocks.

As noted earlier, whether economic inequality has declined or not depends
upon what is being measured—that is, the underlying concepts. Not surpris-
ingly, those who claim that economic disparities have widened as a result of
trade liberalization generally base their argument on absolute as opposed to
relative differences in equality.17 In fact, studies have shown that, on average,
the impact of openness to trade on the distribution of the growth of income is
neutral.18 Thus trade liberalization on average does not affect relative inequal-
ity, but it does widen absolute inequality. This is not to say that some countries
have not seen a widening of within-country relative inequality during growth
spurts. Indeed, in India and China some productive sectors have grown
disproportionately faster than others, and this unequal growth has benefited
certain groups over others: urban residents and the well educated, for
example, saw their incomes rise more than did rural residents and the
unskilled.
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Inequality Matters for the Pace of Future Poverty Reduction
While recognizing global inequality as a problem, the international commu-
nity has been mostly focused on reducing absolute poverty. For example, the
MDGs measure the numbers of people living in deprivation and do not
address distribution issues directly. However, a growing literature argues that
inequality can affect the pace of poverty reduction.19 One way it can do so is
through reducing the effectiveness of growth in achieving poverty reduction.
The response of poverty reduction to economic growth depends on inequal-
ity, so that two otherwise identical economies with very different income
distributions will have very different poverty reduction responses to growth.
The country with high initial income inequality is likely to see a smaller
positive impact of growth on poverty reduction than the country with low
initial income inequality.20 Change in the initial income distribution can
affect the pace of poverty reduction as well.

Recent Actions by the International Community
There is today a broad consensus within the international community on how
to reduce poverty and reach the MDGs. The consensus rests on a framework of
mutual accountability between developed and developing countries. This con-
sensus recognizes the need to harness global forces to tackle poverty through

■ Better access of developing country producers to developed country
markets

■ Better access to international financial resources to boost investment in
health, education, and infrastructure and to reduce vulnerability to
external shocks and natural disasters

■ Debt relief to free up resources for investing in health, education, water
and sanitation, and to reduce debt overhang

■ Adapting technological and scientific advances and medical research to
directly benefit the poor. 

For their part, developing countries need to pursue sound policies and make
a commitment to good governance, which is central to development. Gov-
ernments in developing countries need to be accountable to their citizens for
the delivery of services such as health, education, and infrastructure and for
their use of resources. Strengthening the quality of developing countries’
public financial management is central to this framework. Building on this
consensus, there is an urgent need for all parties—developed and developing
countries alike—to scale up their action. 
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Development and the world’s poor took center stage in the world arena in
2005. This “Year of Development” kicked off with the UN Millennium Project
and reached a high point with the UN World Summit in September. During
2005, the international community sharpened its focus on aid, debt relief, trade
liberalization, and security. At their summit in Gleneagles, Scotland, the
leaders of the Group of Eight countries pledged to double their aid to Africa—
an increase of $25 billion a year—by 2010, and donors worldwide agreed to
expand their aid to all developing countries by about $50 billion. Major
progress was also made in 2005 in extending and deepening debt relief to the
poorest countries through the MDRI. This initiative will cancel 100 percent of
the debt that heavily indebted poor countries owe to the African Development
Fund, the International Development Association (IDA), and the International
Monetary Fund (IMF), delivering over $50 billion in debt relief (in nominal
terms).21 Donors need to ensure that they deliver on their aid commitments
and that more of the increment in aid is available for reducing poverty.

The UN World Summit in September 2005, which saw the largest gather-
ing of world leaders in history, drew sharp attention to the interconnectedness
of economic development and security. One of the summit outcomes was the
creation of the UN Peacebuilding Commission, which will bring together key
international actors to marshal resources, advise on postconflict peacebuilding
and recovery strategies, and focus attention on reconstruction and institution-
building efforts to help lay a solid foundation for sustained development. The
work of this commission will be critical to meeting the special challenge facing
fragile states, in which government and the rule of law are weak.

Despite world attention, recent progress on multilateral trade liberalization
has been modest. The Doha Development Round of multilateral trade negoti-
ations, which began in 2001, has great potential for spurring growth and fight-
ing global poverty. Welfare gains to developing countries from complete
liberalization of merchandise trade (see chapter 7) are conservatively esti-
mated at $86 billion a year by 2015, according to Global Monitoring Report 2006
(World Bank and IMF 2006). Of course, not all poor countries are expected to
benefit equally, and some might lose in the near term. Nevertheless, the answer
is not to postpone trade reform but rather to assist poor countries in meeting
the adjustment costs of competing in freer markets, and to implement mea-
sures to improve their investment climates.

Despite the opportunities offered by trade liberalization, members of the
World Trade Organization have so far been unable to make progress on
modalities for market access for agricultural and nonagricultural products; as
a consequence, the Doha round’s deadlines have repeatedly been missed.
Members face a challenge to conclude the negotiations in 2006. All parties must
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redouble their efforts to reach an ambitious conclusion of the Doha round:
key items are for the European Union to expand access to its agricultural
market, for the European Union and the United States to reduce their domes-
tic support to agriculture, and for developing countries to further liberalize
their manufacturing and services sectors.

To further influence the global response to poverty, poor countries also
need to exert greater influence in international forums. An active debate is
ongoing on the appropriate share and representation of developing countries
in international financial institutions.

The Role of the World Bank in Poverty Reduction
The World Bank’s mission is to work for a world free of poverty. The Bank is
helping developing countries and their people achieve the MDGs and sus-
tained development through a two-pillar strategy: building a climate for
investment, jobs, and sustainable economic growth; and investing in and
empowering poor people to participate in development. The development
strategy recognizes that strong growth requires an economic environment
that is conducive to investment, job creation, and productivity growth. It also
recognizes that economic growth cannot be sustained without human
development. Thus, investing in education, health, and gender equality and
achieving the MDGs are vital in helping to empower people so that they can
better participate in the development process. 

The World Bank helps countries reduce poverty and sustain development
by providing financial assistance—concessionary financing through loans
and grants from its affiliate IDA, and nonconcessionary financing through the
International Bank for Reconstruction and Development (IBRD)—as well as
a wide range of policy advisory and analytical services and technical assis-
tance. In conducting these activities, the Bank tailors its support to the needs
of the recipient country. The Bank’s programs help to foster economic and
financial stability, enhance the investment climate and the development of the
private sector, promote more open international trade, improve infrastruc-
ture services, strengthen governance and fight corruption, and promote envi-
ronmental sustainability. Through its programs the Bank also supports
education, promotes gender equality, improves health outcomes, and com-
bats communicable disease. 

IDA is the largest source of concessional financial assistance for the world’s
poorest countries. Traditionally, IDA provided assistance in the form of
highly concessional credits, but since fiscal 2003, it has expanded the use of
grants for the poorest and most deeply indebted countries. IDA commitments

Poverty and Inequality 47



totaled $8.7 billion in fiscal 2005. Africa received $3.9 billion, followed by
South Asia at $2.9 billion and East Asia and the Pacific at $1.1 billion. The
sectors receiving the largest support were public administration, including
law and justice, $2.2 billion; health and social services, $1.3 billion; and trans-
portation, $1.1 billion. IDA allocates resources to individual countries on the
basis of their need and performance. The performance factors include the
quality of policies and institutions, with a particular emphasis on gover-
nance.22 IBRD commitments were $13.6 billion in fiscal 2005.

The Bank works closely and continuously with national governments,
bilateral donors, other international institutions, the private sector, civil
society organizations, and other stakeholders to improve the effectiveness of
its development activities. Through these sustained, cooperative efforts it
hopes to come ever closer to achieving its goal of a world free of poverty.

Notes
1. See Sen (1999, especially chapters 3 and 4).
2. See Atkinson and Bourguignon (2000) for a detailed discussion of economic inequality.
3. The PPP exchange rate states the number of units of local currency required to purchase the same

basket of goods and services that can be purchased for one dollar in the United States. 
4. Current practice is to use a single consumption level or gross domestic product PPP for a coun-

try. The International Comparisons Program will produce poverty comparisons where, for the
first time, there will be separate conversion factors for each income group—that is, there will be
income-specific baskets. 

5. See Milanovic (2006) and Ravallion (2003). 
6. An added complication is that income-per-capita measures based on the national accounts can

be quite different from those based on disposable income from household surveys. This means
that inequality measures will be sensitive to the data source. 

7. Bourguignon, Levin, and Rosenblatt (2004).
8. See Milanovic (2006). Dikanov and Ward (2001) and Bourguignon and Morrison (2002) find a

decline of about 1 point in the Gini index. Bhalla (2002) suggests that the decline is about 3 to 4
points.

9. Milanovic (2006).
10. United Nations (2004).
11. Krueger and Maleckova (2003) find little evidence of a direct link between poverty and terrorism. 
12. There is a considerable literature on the links between poverty and conflict; see, for example,

Collier and Hoeffler (2002) and Humphreys and Varshney (2004). The empirical evidence sug-
gests that poverty and slow growth increase the risk of conflict and that conflict worsens poverty
by imposing a steep financial cost on an economy and adversely affecting growth.

13. Dikhanov (2005).
14. See Easterly (forthcoming), Winters, McCulloch, and McKay (2004), and Winters (forthcoming)

for detailed discussions of the channels through which globalization affects the poor.
15. Harrison (forthcoming).
16. Winters, McCulloch, and McKay (2004).
17. See Ravallion (2003) and Deaton (2004) for a discussion of these issues. Ravallion (2003) argues

that quality-of-data issues also contribute to the controversy over the impact of globalization. 
18. See Dollar and Kraay (2002).
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19. See World Bank (2005), Aghion, Caroli, and Garcia-Penalosa (1999), Dikhanov (2005), and
Ravallion (2005b).

20. Ravallion (2005b).
21. The cutoff date for debt relief was the end of 2004 for the African Development Fund and the IMF,

and the end of 2003 for IDA.
22. See World Bank and IMF (2006).
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3

The Search for Stability
in an Integrated Global

Financial System
STIJN CLAESSENS

The growing interconnectedness of national financial systems is a key
dimension of globalization. Today virtually every country in the world

is linked to the global financial system, and many firms, individuals, and
countries enjoy the benefits of access to global financial markets for financ-
ing their investment and consumption needs. On the investor side, even small
players in the global marketplace, such as individual investors, can direct their
wealth around the world almost as easily as moving pieces on a chessboard—
a privilege that formerly only the biggest firms and the richest people enjoyed.
This increased freedom of financial movement has benefited all involved by
facilitating trade, enhancing the diversification of assets, and expanding the
resources available for development.

Counterbalancing this greater freedom and opportunity, however, are the
dangers inherent in financial markets. National and international financial
markets can experience booms and busts. Firms, industries, and even whole
countries can go in and out of financial fashion, subject to the whims of a scat-
tered and contentious population of investors, who often behave more like an
angry herd than the rational homo economicus of economic theory. Whole
economies can be left trampled and broken in the wake of such stampedes.
Effective mechanisms are needed to harness these flighty markets and ensure
that their vital energy is directed to productive, not destructive, purposes.

National financial systems, especially in the world’s rich countries, have
developed such mechanisms to varying degrees. They include central banks,
capital market and insurance regulators, bank deposit insurance regimes, and
bankruptcy systems, among many others. But many developing countries are

The author thanks Patrick Honohan for his very useful comments.



still struggling to develop such institutions. And no strong analogues to most
of these institutions yet exist at the global level, although, as the international
financial system becomes increasingly globalized, their absence is ever more
keenly felt. This chapter explores the ongoing integration of the global finan-
cial system and the ongoing challenge of making it work for the benefit of all.

Financial Integration Yesterday and Today
The global integration of financial systems, with all its opportunities and dan-
gers, is a topic of enormous current interest, but by no means a new one.
National financial systems, especially those of the major industrial countries,
were by some measures almost as closely intertwined in the first decade of the
past century as they are in the first decade of this century. A long period of
weak financial integration occupied much of the early and middle decades of
the 20th century—long enough perhaps to create the perception that global
financial interconnectedness is the exception rather than the norm. But that
period of low global integration now appears to have been an interruption in
a very long-term trend toward an ever more globalized world financial
system.

Figure 3.1 is adapted from a chart constructed by Maurice Obstfeld
(1998), a long-time student of international financial integration and the
coauthor of a leading international economics textbook. The figure shows
dramatically the rise, fall, and recovery of global financial integration since
1860. (How exactly Obstfeld measures integration is a technical matter; one
can say that it is based on net international flows of money and credit in a
given year, and that it is measured in a consistent way over the entire
140-year period.) Integration is seen to rise steeply, and even accelerate, in
the last four decades of the nineteenth century. This was the period of the
international gold standard, when each of the world’s major industrial coun-
tries fixed the price of gold in its own currency: for example, the price of gold
in the United States was set at $20.67 an ounce. By doing so, countries auto-
matically fixed the price of each other’s currencies in terms of their own—
that is, their exchange rates. The ability to exchange one currency for another
at a predictable rate engendered confidence among would-be international
investors, encouraging them to take the risk of sending their capital abroad.
It is probably no coincidence that the period from 1880 to 1914 was also a
period of unprecedented economic growth, with relatively free trade not only
in capital but also in goods and labor.

With the outbreak of World War I, however, this integrated world finan-
cial system collapsed as major belligerents resorted to inflationary finance.
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The gold standard was briefly reinstated from 1925 to 1931 as the Gold
Exchange Standard, but integration struggled to rebound. It plunged again
with the onset of the Great Depression, reaching new lows by the end of
World War II. After that war ended in 1945, integration by Obstfeld’s mea-
sure began a steady recovery; again not coincidentally, this period of reinte-
gration also followed the creation of the Bretton Woods international
monetary regime a few years after the war. That arrangement once again
linked national currencies to gold, this time indirectly via links to the U.S. dol-
lar, as the U.S. government promised to redeem other central banks’ holdings
of dollars for gold at a fixed rate of $35 an ounce.

After 1970, despite the breakup of the Bretton Woods regime and the shift
to floating exchange rates, integration surged: between 1980 and 2000,
Obstfeld’s measure rose more than in any previous 20-year period in the fig-
ure. However, its level at the end of that period was only marginally higher
than its previous peak in 1914. Financial integration seemed to have come full
circle from the long hiatus of world wars and depression, and in recent years
it appears poised to continue its long-term upward trend.
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a. See the source for a description of how integration is measured.
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Figure 3.2 uses differences in international interest rates to demonstrate
the same historical cycle of financial integration, disintegration, and reinte-
gration at a higher level than before. The law of one price says that two sellers
cannot charge very different prices for the same good if buyers can purchase
it from one seller as easily as from the other. Therefore, if countries are finan-
cially integrated, so that borrowers can borrow abroad as easily as in their
own country, interest rates in the two countries should converge, since the
interest rate is simply the price one pays to borrow money. Savings should
flow from countries with less demand for money and credit to countries with
greater demand, equalizing the interest rates in the two countries, after
adjusting for any differences in expected inflation rates between their cur-
rencies. By the same token, if two countries are not closely integrated finan-
cially, average interest rates in the two countries can diverge and remain far
apart indefinitely.

It follows that one can measure financial integration by the extent to which
international interest rates move in tandem, or, equivalently, the extent to
which differences in interest rates remain close to zero. Figure 3.2 plots the
difference in average real (that is, inflation-adjusted) interest rates between
the United States and the United Kingdom over most of the same period
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a. Smaller differences in mean interest rates indicate greater integration.
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shown in figure 3.1. From 1870 until about the outbreak of World War I, the
average difference in interest rates, shown by the solid line, was usually below
1 percentage point (with the interest rate in the United States, the country
with the greater demand for funds, consistently above that in the United
Kingdom). The standard deviation of the difference in interest rates (a mea-
sure of the variation in this difference over the course of a year, shown by the
dots in figure 3.2) was also quite small. From 1914 until about 1980, however,
the difference between U.K. and U.S. interest rates was usually both large and
highly variable. After 1980, stability returns: the difference is even smaller and
more stable than it was before 1914. This evidence from interest rates is thus
quite consistent with the pattern observed in figure 3.1: countries were closely
financially integrated before World War I and after 1980, and not in the
period in between.

Yet a third way of demonstrating the historical pattern of financial inte-
gration is by looking at gross international asset positions. The first two
figures were based on flows of capital, that is, the amount entering or leaving
a country in a given year. Figure 3.1 measured these flows directly, and fig-
ure 3.2 indirectly, through the effect of these flows (or lack of flows) on inter-
est rates—that is, through prices. Figure 3.3 now looks at how much of the
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a. Sample of industrialized countries.
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total stock of global capital is owned by someone residing in a different coun-
try from that in which the capital is invested—this is how foreign capital is
conventionally defined. These stocks of foreign capital represent the accu-
mulated capital flows of current and past years, less any reflow to the country
of origin, much as the level of a reservoir reflects the accumulation of rainfall
in the surrounding area over some past period, less any water released from
the reservoir.

When this stock measure of foreign capital is taken as a ratio to gross
domestic product (GDP), for a sample of countries that are mostly highly
developed today, the pattern is again one of high integration in the early
1900s, a sharp decline during the two world wars and the years in between,
and a sharp increase once again after World War II. Also as in the first two
figures, financial integration is seen to have only recently risen above its
previous peak. Capital assets held by investors outside the country of desti-
nation amounted to just over half of the sample GDP in the early 1900s, but
only about 10 percent by 1945, rising to about two-thirds of sample GDP
by 1990.

However, when the denominator is world GDP rather than the combined
GDPs of the sample countries, the gross foreign asset position is much
smaller: 20 percent or less in the earlier period, rising to about 60 percent in
the later period. This way of looking at the data shows that international
financial integration in the past was more limited to today’s highly developed
industrial countries, whereas today capital is invested in many more coun-
tries, far beyond anything experienced in the first great era of financial
globalization—this will be discussed further below.

The Forces Driving Today’s Global Capital Flows
Figure 3.3 showed that a lot more capital is held outside its country of origin
today than just 30 or 40 years ago. Indeed, by scaling to GDP, the figure actu-
ally understates this growth in the foreign capital stock, because world GDP
itself has grown severalfold since 1970, just as it grew severalfold from 1860
to 1970. If the figure instead reported all assets in dollars, even inflation-
adjusted dollars, today’s foreign capital stock would dwarf anything seen dur-
ing the first era of financial integration, before 1914.

In either of those earlier periods, one might reasonably have made the case
that gross foreign capital holdings mainly reflected imbalances in countries’
current accounts. In other words, some countries were importing more goods
and services from abroad than they were exporting, and foreign capital stocks
mostly represented countries’ borrowing and other liabilities to finance
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that excess of imports. Something different was clearly happening by the 
mid 1980s, however, and especially after about 1990. From less than 25 per-
cent of world GDP, gross foreign asset positions surged to well over half of
world GDP by 2000, with no sign of leveling off. This means that the average
resident of the average country holds outside its borders an amount of wealth
equal to half a year’s income. That is clearly far more than the financing of
current account imbalances can explain. What could be driving these huge
increases in gross foreign capital stocks?

The most likely answer is diversification. Prudent investors avoid putting
all their investment eggs in one basket, so that the loss of one basket does not
imply the loss of all one’s eggs. At the national or regional level, this argues
for spreading one’s wealth geographically and across industries, so that one’s
fortune is not wiped out by a single bad harvest in one state or province or the
bankruptcy of a single company or industry. The same logic applies on a
global scale: not all countries will experience extended periods of poor (or
good) economic performance at the same time; therefore diversification
across countries can further protect one’s portfolio. This desire to diversify
can explain why investors would invest large shares of their wealth in coun-
tries other than their own; more than that, it can also explain why they would
invest even in countries whose investment opportunities are similar to those
available at home.

The motivation to invest overseas was different in earlier eras such as the
turn of the 20th century. Development, and specifically the high returns
expected from investing in the fast-growing developing countries of that time,
was the main motive behind most foreign investment—not diversification,
although that played a role as well. The greater share of international capital
flows went from the rich industrial countries of that time to poorer countries
to build infrastructure and develop industry. The recipient countries were
usually the colonies or former colonies of the rich countries. The United
Kingdom was the most important supplier of this development capital, and
the United States—then still largely undeveloped—was the most important
recipient. Today, in contrast, although there is again a large flow of capital
into developing countries, this is dwarfed by the amount of capital flowing
from rich countries to other rich countries, many of which are both impor-
tant senders and important recipients of capital. 

This shift in the direction of capital flows is evident in figure 3.4. Each pair
of bars represents the set of countries whose incomes per capita lay, in either
1913 or 1997, within a certain range of income per capita relative to that in
the United States. Thus, for example, the pair of bars in the far left of the fig-
ure represents the poorest countries, those whose incomes per capita were
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less than one-fifth of U.S. income per capita in the indicated year. The height
of the bars represents the percentage share of the total foreign capital stock
residing in that set of countries in either 1913 or 1997. Since all possible lev-
els of income are represented in the figure, the sum of the bar heights for each
year equals 100 percent, by definition. Thus, for example, in 1913 about a
quarter of all of the world’s foreign capital (which, again, means capital held
outside its country of origin) went to the poorest countries. 

The figure shows that foreign capital was distributed very differently
around the world in the first era of financial globalization than in the second.
In 1913, the poorest countries of the world were home to almost exactly the
same amount of foreign capital as the next poorest group (those with income
per capita between 20 and 40 percent of U.S. income per capita), and together
these two groups were home to slightly more foreign capital than the rich and
moderately rich countries (those with income per capita at least 60 percent of
the U.S. level). (The low share of foreign capital in the countries in the mid-
dle pair of bars perhaps indicates that few countries fell into that category.) In
1997, however, the world’s top two groups of rich countries claimed roughly
80 percent of the world’s gross foreign capital, or four times as much as the
rest of the world combined. This, too, is hard to square with the idea that most
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Source: Obstfeld and Taylor 2002. Reprinted with permission.
a. Shares are of gross stocks.
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capital flows in recent decades have been for purposes of development and
higher rates of return; rather, investors in the rich countries have been send-
ing most of their capital to other rich, already-developed countries, presum-
ably for purposes of diversification.

If gross flows and diversification are so much more important today in
international financial markets, the question that must still be answered is:
What has changed? Why is there so much capital movement that does not
lead to net increases in investment? Why has diversification emerged as a
dominant force only in the current era of globalization? What prevented
investors back then from spreading their capital liberally around the whole
world, diversifying their holdings in other rich countries as well as seeking out
high rates of return in developing countries? The answer behind the increase
in gross capital flows seems to be threefold: technological advance, special-
ization, and deregulation, with all three closely linked to globalization.

The role of technology is perhaps the easiest to understand. As is well
known, advances in telecommunications have made it far easier and faster to
send money and credit around the world than ever before, and easier and
quicker to bring that capital home when needed. Just as important, improve-
ments in telecommunications—and in particular the Internet—make it far
easier to know what is happening in markets all around the world. Informa-
tion about markets, including markets in other countries, is after all the
lifeblood of international finance. Sound investment requires the ability to
monitor the use of one’s capital by those to whom it has been entrusted; those
who forgo such monitoring are unlikely for long to have capital to risk. New
technology has also led to a revamping of industrial structures in the finan-
cial sector, allowing nonbank entities such as utilities (and telecommunica-
tions firms themselves) to market financial services. The evolution of
ever-faster telecommunications with ever-greater bandwidth has thus con-
tributed greatly to investors’ ability to diversify their holdings worldwide.  All
of these trends have been affecting the rich countries most, leading to
increased capital flows among them.

With increased globalization also comes increased specialization in the
provision of financial services. Economies of scale are possibly more impor-
tant in finance than in any other industry. The incentive to exploit these scale
economies drives the growth of a few major financial centers such as New
York, London, and Tokyo and concentrates the issuance and trading of finan-
cial instruments in these global hubs. The concentration of both borrowing
and lending services in these global financial capitals—and often in a hand-
ful of large financial conglomerates headquartered there—partly explains the
growth of large foreign capital positions in the rich countries.
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The third driving force, deregulation, itself has three important dimen-
sions: deregulation of products, deregulation of domestic markets, and dereg-
ulation of cross-border financial transactions. The deregulation of products
is partly seen in the bewildering array of new financial instruments that finan-
cial institutions now offer, some of which—for example, in the exchange rate
arena—help build safe and efficient international financial markets. At the
same time, financial markets themselves are being deregulated, for example,
as institutions formerly confined to one small part of the financial services
domain are allowed to enter others. Commercial banks in many countries are
now being allowed to expand into investment banking, insurance, brokerage,
and other financial services. In addition, deregulation has spurred a wave of
mergers and acquisitions of financial companies, creating megafinancial cor-
porations that can efficiently exploit the increased economies of scale men-
tioned above. Cross-border mergers of financial companies have increased to
the point where they now make up 30 percent of all such mergers. Finally,
deregulation of international transactions has made it possible for leading
financial institutions in the developed countries and elsewhere to operate
more freely in less-developed markets, bringing in best practices while also
contributing to the concentration of activity in the large financial centers. In
some emerging markets, foreign banks control 50 percent or more of the
banking system.

More Opportunity—But Also More Instability: 
The Consequences of Financial Globalization
The various forms of financial liberalization can foster the development of the
financial sector in developing countries. In turn, a well-functioning financial
sector can help boost private sector–led growth, the most important driver of
poverty reduction. And, indeed, a more developed financial sector has been
shown to speed countries’ economic development. There is much evidence
today of a strong and causal relationship between the depth of a country’s
financial system (as measured, for example, by the supply of private credit or
stock market capitalization relative to GDP) on one hand, and such key
economic indicators as investment, growth, poverty, and total factor
productivity, on the other hand. Many empirical tests have shown financial
development to be one of the few robust determinants of the growth of
countries.

But finance matters for the well-being of people even beyond its contribu-
tion to economic growth: it can help individuals smooth their income over
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time, ensure against risks, and broaden investment opportunities. Finance
can be particularly important for the poor, because a well-functioning finan-
cial sector provides them with access to credit and other financial services.
Indeed, recent evidence has shown that a more developed financial system can
help reduce poverty and income inequality.

These gains also exist at the international level. More financially integrated
countries—that is, countries that have opened themselves up to a greater
degree to international financial markets—have been found to have higher
levels of investment. Many researchers have found a positive effect on GDP
growth, as well as reduced volatility, from international risk sharing facilitated
through international financial market liberalization.

On the other hand, global capital flows also pose serious risks, in the form
of greater vulnerability to currency crashes, surges in inflation, falls in output,
increases in unemployment, and so forth. Financial crises can burden coun-
tries with crippling costs, hinder development, and increase poverty. The
decade of the 1990s saw many such crises, which raised questions about
whether international financial markets were working as they should. The cri-
sis in the European Exchange Rate Mechanism in the fall of 1992 was followed
by the Mexico crisis of 1994–95, the East Asian crises of 1997–98, and crises
in Russia and Brazil later in 1998. Already in the first years of the 21st century
there has been a severe crisis in Argentina, further financial turmoil in Brazil,
and a crisis in Turkey. It is thus still a matter of controversy whether the net
effects of international financial integration on growth and volatility are pos-
itive. More generally, there remains a perception that countries’ development
financing needs are poorly matched with the amount of available capital and
with the forms in which that capital is available to them. There is also much
disappointment and skepticism among policy makers and interested citizens
worldwide about the contribution of the international financial system to
global development.

International Initiatives to Enhance Global Financial Stability
The financial crises of the 1990s—with the East Asian crises of 1997–98 as the
main trigger—made it clear that action was needed to strengthen the inter-
national financial system, to prevent further crises and possibly a global finan-
cial meltdown. Not only a whole region but indeed the whole of the global
financial system had been seriously shaken by the turbulence. There ensued
a lengthy and often-heated debate over what has come to be called the inter-
national financial architecture, or the whole of the system that monitors,
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coordinates, regulates, and otherwise influences cross-border capital flows
and domestic financial systems.

The choice of metaphor has proved remarkably appropriate: as the debate
has evolved, close analogues to real architectural issues and processes
continue to emerge. A few examples: What should be the sequence of
reforms—should we fix the banking system before dealing with insurance and
equity markets? (Should we call in the plumbers first, or wait until the elec-
tricians are done?) Do we need new international regulatory bodies, or can
we work with existing ones? (Should we add on to the house or improve what
is already there?) Should we undertake sweeping and possibly risky structural
changes, or should we try to get by with merely cosmetic ones? (Should we
call in an interior decorator to make things look better, even if the house is
falling apart?) Should we rely mainly on free financial markets to regulate
themselves, or should we impose tight governmental controls? (Do we want
the style to be American Modern or Classic European?) One thing that is cer-
tain is that the new financial architecture has many rooms and corridors, only
a few of which this chapter can explore.

One generally accepted broad principle in the redesign of the international
financial architecture has been to retain its basic market orientation. The free
operation of financial markets has, on balance, served the world economy
well. But, as recent history has reminded us, financial markets have certain
dynamics that other markets do not, which can lead to instability under some
circumstances. And instability in one market in one country can have
spillover effects on markets in other sectors and other countries. Thus, there
remains a role for official or semiofficial institutions at the international level
and for a genuinely global public policy. 

However, any effort to maintain and improve stability in global financial
markets must start from one basic fact: no international body has the legal
authority to exercise direct control over international transactions under nor-
mal circumstances. There is, for example, no global central bank analogous
to, say, the U.S. Federal Reserve or the European Central Bank that can pro-
vide liquidity globally, nor is any international agency empowered to provide
deposit insurance, mandate uniform accounting standards, or legislate finan-
cial disclosure requirements for firms issuing equity or bonds. And there is
little likelihood of the countries of the world agreeing to establish such global
financial governing bodies in the foreseeable future. The International Mon-
etary Fund (IMF) is perhaps the closest to an organization with an interna-
tional mandate, but its power derives mostly from its ability to step in and
impose rules on countries already in crisis, as a condition of receiving the
IMF’s emergency lending. The IMF can and does monitor the transactions of
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countries in global financial markets and issue warnings when appropriate,
and it conducts regular surveillance of countries’ policies and prospects, but
there is little it can do to directly prevent a financial crisis or force countries
to change policies. Legal authority for regulating financial systems continues
to reside mainly at the national, not the international, level.

Given this reality, proposals to reform and reinforce the international
financial architecture have had a twofold focus. The first is to encourage
countries to voluntarily agree on and enforce common standards for finan-
cial regulation and supervision; the second is to improve monitoring and sur-
veillance of countries and international financial markets by the IMF and
other international institutions.

Much progress has already been made in setting new international finan-
cial standards and getting them adopted by countries around the world.
Indeed, no fewer than 60 such standards have been promulgated, although
only about 12 have been widely adopted; these are considered the core inter-
national standards, and countries today are being monitored for compliance
with these standards by the IMF or the World Bank, or both.

Much of the impetus for standards setting for banking systems has come
from the Basel Committee on Banking Supervision, which has concluded
standards for banking, dealing mostly with capital requirements, national
supervision, and disclosure of risks. The Organisation for Economic Co-
operation and Development (OECD), for its part, has promulgated standards
for corporate governance. Standards have also been developed by the IMF for
fiscal and monetary policy transparency on the part of national governments,
by the International Association of Insurance Supervisors for insurance reg-
ulation, by the International Organization of Securities Commissions for
securities market regulation, and most recently by the Financial Action Task
Force on Money Laundering. Standards for national bankruptcy procedures
have also been issued—an important development because, as discussed
below, efforts to establish an international bankruptcy court have so far failed
to reach fruition. These are just a few of the major international standards
already in existence; for a more complete list, see table 3.1.

Increased macroeconomic and financial surveillance has been largely
within the purview of the IMF. In addition to their surveillance efforts, the
IMF and the World Bank have embarked on two new initiatives. The first is
the Financial Sector Assessment Program. This program identifies strengths
and vulnerabilities in countries’ financial systems, determines how key
sources of risk are being managed, and ascertains needs for developmental
and technical assistance in countries’ financial sectors. The second is the
Reports on the Observance of Standards and Codes. As the name indicates,



these are regular reports on how well countries are implementing and adher-
ing to the various new standards.

Beyond these two programs, both international financial institutions are
heavily involved in financial sector development. The World Bank’s focus is
on building robust and inclusive financial systems that offer services to all
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Area of concern Standard or code and organization responsible

Policy transparency
Data transparency Special Data Dissemination Standard and General Data

Dissemination System (IMF)
Fiscal transparency Code of Good Practices on Fiscal Transparency (IMF)
Monetary and financial Code of Good Practices on Transparency in Monetary and

policy transparency Financial Policiesa (IMF)

Financial sector regulation and supervision 
Banking Core Principles for Effective Banking Supervision (Basel

Committee on Banking Supervision)
Securities Objectives and Principles for Securities Regulation (International

Organization of Securities Commissions)
Insurance Insurance Supervisory Principles (International Association of 

Insurance Supervisors)
Payments systems Core Principles for Systemically Important Payment Systems

(Committee on Payments and Settlements Systems)
Recommendations for Securities Settlement Systemsb

(Committee on Payments and Settlements Systems)

Market integrity
Corporate governance Principles of Corporate Governance (Organisation for Economic

Co-operation and Development)
Accounting International Accounting Standards (International Accounting

Standards Board)
Auditing International Standards on Auditing (International Federation

of Accountants)
Insolvency and Standard based on Principles for Effective Insolvency and

creditor rights Creditor Rights Systems (World Bank) and Legislative Guide on
Insolvency Law (United Nations Commission on International
Trade Law)

Other
Money laundering and 40+9 Recommendations (Financial Action Task Force)

terrorist financing

Source: Financial Stability Forum. For links to full descriptions of the standards and codes, see http://www.
fsforum.org/compendium/key_standards_for_sound_financial_system.html.
a. Usually assessed under the Financial Sector Assessment Program, a joint program of the IMF and the World Bank.
b. For countries with significant securities trading.

TABLE 3 .1 Standards and Codes Relevant for the International Financial Architecture 



members of society. Specific objectives are to increase access for the under-
served, reduce the risk of financial crisis, enable longer-term finance, and
smooth the financial effects of natural disasters and other shocks. The World
Bank Group, through its five component institutions, offers its public- and
private-sector clients in the developing world a broad menu of complemen-
tary products and instruments with which to build sound and efficient finan-
cial systems. These include financial instruments (loans, investments, and
guarantees), advisory services (assessments, technical assistance, capacity
building, and economic and sector work), knowledge generation and dis-
semination, and partnerships.

An important historical fact about the international standards approach,
and one that has led to some criticism of it, is that the standards have been
shaped for the most part by the world’s developed countries. Leadership in
this area has come mainly from the Group of Seven (now Eight) and the
Group of Ten, whose membership consists of the largest industrial countries.
The developed countries are also more influential within the World Bank and
the IMF than would be the case if voting rights in those organizations were
determined by population, or by “one country, one vote” as in the United
Nations. Developing countries, consequently, have had relatively little input
in the standards discussion: few emerging markets are represented in the
Financial Stability Forum (a body set up after the crises of the late 1990s,
which brings together national authorities, international financial institu-
tions, and others), and the newly created Group of Twenty, which does
include developing countries, has had relatively little input thus far in
standards setting. In the view of some, the current balance of influence
amounts to financial regulation without representation. 

The dominance of the developed countries in the standards-setting process
was to some extent inevitable: it was these countries, with their already well-
developed financial markets, that were mostly at the forefront of the issues.
They also had most of the resources and expertise needed to undertake a thor-
ough review of the existing systems, and they had already been working in
concert to develop common standards, through forums such as the Basel
process and the OECD. Thus, the global promulgation of standards was
largely seen as just a matter of bringing these already existing or in-process
standards to the rest of the world.

Yet it is not without merit to argue that the standards process has unfairly
left the developing countries on the outside looking in. Not only did the
process give greater weight to the interests of developed country govern-
ments, but it also gave representatives of the financial and corporate sectors
of those countries an opportunity to lobby for their own private interests. As
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a consequence, the current set of standards is arguably not neutral between
developed and developing countries but tends rather to favor the former,
which are the global economy’s traditional lenders, over the latter, the tradi-
tional borrowers. Moreover, the process has tended to leave out some coun-
tries, like Brazil, China, India, and Russia, that were small players in the world
economy when the process began but have become major players since, and
will be even more important in the near future.

As a result, the poorer countries of the world have had to adapt or catch up
to a set of standards that they had little voice in creating, even as they are mak-
ing prodigious efforts to build and expand their often still weak domestic
financial systems. At best, one can say that they had few outmoded national
standards to scrap and replace. But these countries have good reason to won-
der if the new global standards are designed in their interest, and this raises
issues about the standards’ legitimacy. For example, the standards promote
free entry by foreign banks and other financial institutions into national
financial markets. Although this may help developing countries import state-
of-the-art technology and worldwide best practice, it clearly works to sustain
the financial dominance of the developed countries, in which nearly all the
world’s leading banks are headquartered. More broadly, whereas the new
standards typically constrain national autonomy, they put no such constraints
on private global investors’ choices. Perhaps most worrisome of all, the stan-
dards tend to presume that a one-size-fits-all approach is best, without tak-
ing into consideration the very real differences between countries in terms of
size, development, history and culture, and financial sophistication.

Arguably, one adverse consequence of this perceived lack of legitimacy has
already occurred, namely, the failure to create an international bankruptcy
court. Such an institution (or a similar sovereign debt reduction mechanism
[SDRM]) would have great potential to prevent future financial crises, or at
least mitigate their destructiveness, by bringing to situations of country illiq-
uidity and insolvency the same structure and discipline that now applies
within countries with effective reorganization and bankruptcy laws. Often the
prospect of a country’s default on its debt actually precipitates a crisis, as
investors run for the door to be first to sell off their holdings, because they fear
that, if they wait, there will be nothing left to sell. Like Chapter 7 or Chapter 11
procedures in the United States, an international bankruptcy institution
could, in effect, call a timeout in such a situation. This would give the coun-
try a chance to recover its footing, or at least allow for an orderly restructur-
ing of financial claims. Unfortunately, the SDRM proposal has so far gone
nowhere, in part because of opposition from the U.S. administration, but also
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because emerging market economies have failed to support it. Some of these
countries fear that this new institution, too, would be tailored to the devel-
oped countries’ preferences and interests rather than their own.

In the meantime, financial crises have continued. They have occurred with
less frequency and less of a propensity for spillover than during the 1990s, but
the crises that have occurred have sometimes been severe, as in Argentina and
Turkey. There have been some near misses as well. Meanwhile, the crises that
have occurred continue to be managed in the same contentious, ad hoc way
as were earlier crises. 

A most obvious consequence of the lack of universal support for the
redesigned international financial architecture is that some countries have
been amassing huge foreign exchange reserves as a buffer against a future cri-
sis. China, India, the Republic of Korea, and other countries have all expanded
their reserves severalfold since 1997. This buildup of reserves relates to the
form of exchange rate management that these countries have adopted. With
fixed exchange rates, countries accumulate or lose foreign reserves depending
on the movement of capital into or out of the country. Views on what the right
exchange rate model is for emerging markets have varied over time. Some
years ago, a fully fixed exchange rate or a currency peg was considered an
attractive option for developing countries. However, after the 1990s currency
crises, the option, at the other end of the spectrum, a floating, freely deter-
mined rate, came to be considered more attractive. The thinking these days
leans toward managed floating plus, where countries allow the currency to
float, target a reasonable inflation rate to tie down price expectations, and
make some additional reforms, such as limiting foreign exchange exposure in
the banking system.

Although a floating exchange rate regime is nowadays the preferred model,
in practice many countries continue to manage their exchange rates, and this
explains why some countries are accumulating such large foreign exchange
reserves. Countries with floating exchange rates do not need to accumulate
reserves. Their fear of floating relates to the desire to build up foreign
exchange buffers against a continued threat of instability. As the new inter-
national financial architecture remains imperfect and lacks legitimacy in the
eyes of some, countries prefer to pile up reserves as a form of self-insurance.
This is costly, however, as these developing countries, which arguably should
be importers of capital to finance their development, become exporters of
capital instead. Because the risks of a major future crisis remain considerable,
the longer-run issues of the legitimacy of the international financial architec-
ture need to be addressed to find a structural solution.
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Development Aid:
Key to Balanced

Global Development
PUNAM CHUHAN AND VINAY BHARGAVA

Foreign aid has been one of the pillars of international cooperation for
many decades. Aid is provided from both government (official devel-

opment assistance [ODA]) and private sources, most of it for the purpose of
promoting development, where it plays a vital role in addressing many of the
global issues discussed in this book. This chapter will discuss some basic con-
cepts relating to aid, recent trends and innovations in aid flows, the impor-
tance of aid to development, some common criticisms of aid and how it is
given, international efforts to provide more and better aid, and the prospects
for increasing aid for development (the new aid architecture).1

Concepts
Several interrelated terms are commonly used in discussions about foreign aid
and will be used in this chapter as well. The list below draws on an excellent
glossary put together by the Development Assistance Committee of the Organ-
isation for Economic Co-operation  and Development (OECD) to define some
key concepts (see the list of selected Web links at the end of the chapter):

■ Aid commitment. A firm obligation expressed in writing and backed by
the necessary funds, undertaken by an official donor to provide speci-
fied assistance to a recipient country or multilateral organization. 

■ Debt restructuring. Any action officially agreed to between creditor and
debtor that alters the terms previously established for repayment. This
may include forgiveness (cancellation of the loan) or rescheduling,
which may be implemented either by revising the repayment schedule
or by extending a new refinancing loan. 



■ Grant element. A measure of the concessionality of a loan, determined
by the difference between the interest rate on the loan and the market
interest rate (currently the conventional reference rate is assumed to be
10 percent a year). 

■ Grant. A transfer made in cash, goods, or services for which no
repayment is required. 

■ Loan (or credit). A transfer for which repayment is required.
■ Official development assistance. Grants or loans provided on conces-

sional financial terms (with a grant element of at least 25 percent) by the
official sector (a government or government-owned institution) with
promotion of economic development and welfare as the main objective.

■ Tied aid. Official development assistance that may only be used to
procure goods or services from the donor country or from a group of
countries that does not include substantially all developing countries. 

Aid for development comes from a number of sources: the bilateral aid
agencies or programs of governments, such as the U.S. Agency for Interna-
tional Development and the Swedish International Development Coopera-
tion Agency; international financial institutions, such as the African
Development Bank, the International Development Association, and the
International Monetary Fund’s Poverty Reduction and Growth Facility (see
chapter 20); and nongovernmental organizations. The largest organized
group of donors is the OECD Development Assistance Committee (DAC).2

Aid finances a wide range of development activities as well as debt relief for
heavily indebted countries (see chapter 5).

Current Trends
After falling substantially in the second half of the 1990s, ODA has rebounded
as donors deliver on the aid commitments they made at the Monetary Financ-
ing for Development Conference in 2002 and thereafter. Assistance from
DAC countries exceeded $106 billion in 2005, up from less than $80 billion
in 2004 and about $62 billion in 2001. Although nominal net ODA has more
than doubled from 1997 to 2005, the increase measured in real terms (taking
account of inflation and exchange rate movements) is a more modest 55 per-
cent, for an average annual growth rate over those years of 11.6 percent
(figure 4.1). Growth in ODA accelerated in 2005, partly in response to special
factors, notably the implementation of Paris Club debt agreements for
Iraq and Nigeria. However, not all of this new ODA represents additional
resources that can be used for development; for example, debt relief involves
a net transfer of resources if debt is being serviced—that is, not in arrears—
but is closer to a mere accounting exercise if it is not.
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These increased aid flows mirror an increase in the DAC countries’ aid
effort: their ODA as a share of their combined gross national income (GNI)
climbed from 0.22 percent to 0.33 percent in 2001–05 (figure 4.1). However,
this is still well short of the target ratio of 0.7 percent of GNI that rich
countries pledged in 1970 to move toward, and that all developed countries
were urged to achieve under the Monterrey Consensus. Only five donors—
Denmark, Luxembourg, the Netherlands, Norway, and Sweden—have met
that target. Even with the increase in ODA, development assistance is a frac-
tion of major donors’ military spending. Military spending by the five largest
DAC donors was $648 billion in 2005, more than nine times their net ODA
spending of $71 billion, according to the Stockholm International Peace
Research Institute.3 World military spending that year was $1 trillion.

Countries other than DAC members contribute an increasing share of total
aid. ODA from non-DAC donor countries that report flows to DAC nearly
tripled in nominal terms in 2001–04, to $3.7 billion. Saudi Arabia accounts
for the largest share of assistance by this group. Other donors that are begin-
ning to emerge in importance include the Republic of Korea, Kuwait, Taiwan
(China), and Turkey. Non-DAC donors that are members of the European
Union are committed to meeting country-level ODA targets to which the
European Union has agreed collectively; they are also beginning to provide
larger volumes of aid. Meanwhile, some major emerging market economies,

Development Aid: Key to Balanced Global Development 73

FIGURE 4 .1 Net Official Development Assistance Provided by Development 
Assistance Committee Member Countries, 1990–2010 
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Source: Organisation for Economic Co-operation and Development 2006.
Note: Data for 2006–10 are projections.
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such as China and Russia, are playing an increasing role. Data on assistance
from these newly emerging non-DAC donors are incomplete, however, mak-
ing it difficult to obtain comprehensive information on the volume and
prospects of that assistance. The World Bank is partnering with DAC and with
the United Nations Development Programme to gather better information
on aid from non-DAC donors.

Private giving is increasing as well. Grants from nongovernmental organi-
zations (NGOs) out of their own resources grew by more than 50 percent in
2001–04, to more than $11 billion. (NGOs also often serve as a conduit of aid
resources from official donors; these flows are not included in the $11 billion
figure.) Private giving surged in 2005 in response to a string of natural
catastrophes such as the Indian Ocean tsunami of December 2004 and the
South Asia earthquake of October 2005. Global private giving for tsunami-
related humanitarian relief was $5.1 billion, or 38 percent of the $13.4 billion
in total amounts pledged.4 This growth in private donor funds also reflects the
success that NGOs have had in influencing policy on an array of development
issues, from debt reduction to the environment, social programs, and
women’s rights.

Aid continues to be the largest source of external financing for low-income
countries, especially in Sub-Saharan Africa. Totaling about $25 billion in
2004, assistance to Africa far outpaced nondebt private financial flows such
as foreign direct investment ($11.4 billion) and inward remittances ($7.7 bil-
lion). The prospects for attracting more direct investment to the region are
improving, however, as several African countries undertake tough reforms to
liberalize their economies and promote macroeconomic stability. Neverthe-
less, much remains to be done to enhance their investment climate. Thus, in
the near to medium term, increases in ODA will remain critically important
for the region.

Innovations in Funding Development Assistance
Innovative financing mechanisms could augment traditional aid and improve
its predictability. Progress on developing and implementing several of these
mechanisms is ongoing: the International Finance Facility for Immunization
(IFFIm) is being established as a pilot International Finance Facility (IFF); a
pilot advance market commitment (AMC) proposal is being developed; and
an increasing number of countries are moving forward with legislation to
impose an airline departure tax, with the revenue to be used for ODA.

IFF, which was first proposed by the United Kingdom in 2003, would be
designed to frontload aid flows in the short term to help countries reach the
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Millennium Development Goals (see chapter 21). Donors would make off-
budget pledges of future increases in aid commitments. IFF would then raise
funds on private capital markets by issuing AAA-rated bonds backed by these
pledges, and the proceeds would be provided to developing countries through
existing aid programs. IFF would draw down donor pledges to pay off the
bonds over time.

Technical aspects of the IFF proposal are being addressed through IFFIm,
which will channel funds pledged by France, Italy, Norway, Spain, Sweden,
and the United Kingdom through the existing governance structure and
country programs of the Global Alliance for Vaccines and Immunization.
Work to implement the IFFIm structure is under way. In addition, France and
the United Kingdom are evaluating the implementation of a full IFF for health
and education, partly funded by the airline departure tax.

AMCs for vaccines could complement the IFFIm program to strengthen
global immunization efforts. Under an AMC, donors would guarantee a set
envelope of funding at a given price for a new vaccine that meets specified
target requirements. AMCs are designed to provide financial incentives to the
private sector to develop vaccines for diseases that disproportionately affect
the world’s poor. The finance ministers of the Group of Eight countries are
supporting the development of an AMC pilot, which is likely to be launched
by the end of 2006.

Among proposals to generate additional revenue for aid funds, the airline
departure tax has gained steady support. France has passed legislation enabling
collection of an airline departure levy, with revenue estimated at €200 million
a year. Over a dozen countries have said they will implement the tax, and oth-
ers plan to follow suit. The United Kingdom indicated its intention to use part
of the revenue from its existing air passenger duty to provide a long-term
stream of finance to IFFIm and other IFFs. Many countries have welcomed
France’s proposal to use departure tax revenue and other contributions to fund
an International Drug Purchase Facility, which would provide long-term, pre-
dictable finance to purchase and lower the prices for drugs used to treat the
major pandemics affecting the world’s poorest countries.

Does Aid Make a Difference for Development?
Theorysuggests thatdevelopmentassistancecanlowerpovertybyboostingeco-
nomic growth. One way in which aid can affect growth directly is by easing the
short- and medium-term resource constraints facing poor countries, thereby
enabling these countries to make much-needed investments in their infra-
structure, the productive sectors, and social services (investing in health and
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education increases the productivity of labor). Also, when aid takes the form of
technical assistance, it can facilitate the transfer of new technology and
knowledge. To the extent that it can influence the other drivers of growth, such
as the quality of institutions and governance, aid can indirectly influence
growth and poverty reduction as well.

In many low-income countries, especially in Sub-Saharan Africa, most
external development inflows come in the form of aid. Accordingly, these
countries are particularly dependent on increased aid if they are to achieve the
Millennium Development Goals—and they are vulnerable to aid shortfalls.
Developed countries can help developing countries alleviate poverty by
providing more and better aid.

Some analysts have argued that aid is needed to help poor countries out
of what these analysts call a poverty trap. Developing countries often lack a
minimum amount of capital—infrastructure, human capital, and public
administration—to support modern production activity. Without capital, the
economic environment remains weak, constraining private sector activity
(including the investment that would create such capital) and resulting in low
or negative economic growth. These economies are thus caught in a trap in
which low saving, low productivity of investment, and poor health cause
poverty to persist. The key to breaking out of the poverty trap, in this view, is
a large infusion of investment in physical and human capital, funded pre-
dominantly by external sources, given the limited domestic capacity to save.
Such a scaling up of aid at the initial low level of the capital stock would yield
increasing returns to additional aid (as one would expect from investment
theory), with diminishing returns to investment setting in only beyond some
minimum capital stock threshold.

Jeffrey Sachs and his colleagues claim that many low-income countries in
Africa are in, or vulnerable to, a poverty trap because of their physical geog-
raphy (many are small, are landlocked or lack good natural harbors, and are
far from developed country markets), and because they suffer from low pro-
ductivity in agriculture and a severe disease burden.5 To boost economic activ-
ity and growth in Africa, public investment in basic infrastructure and human
capital is needed to raise the capital stock above a minimum threshold. And
because domestic resources are insufficient to support such an investment
program, a substantial amount of aid will be required. Once basic health, agri-
culture, and infrastructure needs are met, poor countries will be able to boost
domestic investment and foster growth, thus escaping the poverty trap.

The recent empirical evidence on the contribution of aid to development
is mixed, however. Cross-country studies support three broad alternative
views of the linkages between aid and economic growth. 
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One set of studies finds that the relationship between aid and growth is pos-
itive but that the returns to aid diminish as aid increases (because of limits to
absorptive capacity and other constraints).6 An extension of this work suggests
that the type of aid matters. Aid is not homogeneous: some aid does not directly
foster economic growth in the short run but is instead provided for humanitar-
ian purposes or to promote democracy, establish judicial and other essential
institutions, and improve education and health. And so it is likely to affect
growth over a longer period. One recent paper argues that only aid that directly
fosters growth in the near term, such as spending on infrastructure and the pro-
ductivesectors, shouldbe includedinassessingtherelationshipbetweenaidand
growth.7 This short-impact aid was found to have a positive affect on growth in
Sub-Saharan Africa: short-impact aid above the average for developing coun-
tries lifted growth in annual income per capita by half a percentage point. The
paper concludes that although growth in Africa was disappointing over the
period studied (1973–2001), it would have been worse in the absence of aid.

Another set of studies finds that the effect of aid depends on the quality of
policies and institutions or on other country characteristics. The most influ-
ential of these studies, by Craig Burnside and David Dollar, finds that aid has
a more favorable impact on economic growth when countries have better
policies and institutions in place.8 Other studies find evidence that aid raises
growth in countries with adverse terms of trade shocks,9 and that aid can be
effective in countries experiencing difficult economic environments such as
natural disasters and falling terms of trade.10 Although subsequent studies
have questioned the Burnside-Dollar results, donors have embraced their
view of how aid works, which has thus influenced the selectivity with which
aid is allocated in the emerging aid architecture.

A third set of studies finds no effect, or even a negative effect, of aid on
growth. This could happen if the aid supported unproductive projects,
encouraged graft and corruption, promoted rent seeking by an elite group, or
postponed much-needed reforms. (Broadly speaking, rent seeking refers to
the ability of economically well-positioned individuals or companies—for
example, natural monopolies—to reap high profits from their favored
position rather than from any advantage in efficiency.) Aid might also have
undermined private sector activities by weakening the external competitive-
ness of the economy—that is, through Dutch disease.11 Increased aid can put
pressure on the recipient country’s currency to appreciate, as aid increases
demand for nontraded goods (schools, hospitals, and other infrastructure for
development). This pushes up the prices of nontraded goods relative to those
of traded goods and draws domestic resources from the production of the
latter to the former. Although currency appreciation can thus undermine
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both export growth and overall growth, especially in the short run, the actual
outcome depends upon the supply response of the economy. If that response
is strong, the resulting gains in productivity will outweigh any loss from
declining export competitiveness. 

This mixed empirical evidence has fueled the debate on the usefulness of
aid. Some analysts have been sharply critical of aid, arguing that it has been
wasteful, supporting corrupt governments and perpetuating bureaucracies
while failing to help the poor. Aid skeptics maintain that the real constraints
on growth are weak governance and inappropriate policies in developing
countries, not resource availability. William Easterly claims that although
donors have provided $568 billion in aid to Africa over four decades, African
economies are as poor today as they were at the start.12 He points in particular
to the poor record of aid in African economies such as the Democratic Repub-
lic of Congo, Côte d’Ivoire, and Somalia. Aid failed in these and other coun-
tries, in his view, because of a lack of feedback and accountability—two
elements that are critical if aid is to work. Aid agencies must be subject to eval-
uation by outside, independent evaluators and be held accountable for results.

While accepting that aid has sometimes failed, some supporters of
increased aid argue that it is largely the donors who are to blame. Donors have
used foreign aid to pursue various objectives that had more to do with fur-
thering the donors’ own interests than with directly promoting economic
development. One study finds that political and strategic considerations,
more than economic development, underlie donors’ aid allocations.13 They
find that two major determinants of aid are ties from the colonial past (coun-
tries tend to give aid to their former colonies) and political alliances. Also,
countries that democratize receive more aid at the margin. Given all these
other factors that have gone into the aid decision, it is not surprising to find
cases where aid has not worked to reduce poverty or promote development.
As a contrast, supporters draw on several examples of countries that appear
to have used aid well, experiencing surges in economic growth after receiving
large infusions of aid. Notable examples are Botswana and Korea in the 1960s
and Ghana, Mozambique, Tanzania, and Uganda in more recent years.

There is also growing evidence that aid can be effective in fragile states and
especially in countries recovering from violent conflict. Analyses show that
growth in these economies is particularly responsive to the quality of policies,
institutions, and governance. During the first postconflict decade—and par-
ticularly about five years after the end of conflict—aid appears to be effective
in supporting growth as well.14 The reason is that postconflict countries can
effectively handle increased aid only later in the process, when their absorptive
capacity has increased. Thus, more aid sustained over a longer period is more
likely to produce a turnaround in these countries. The priority in the early stage
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should be to build institutions that can effectively manage public spending.
Often, however, aid has been inadequate and ill timed, phasing out (after the
stage of disarmament and demobilization) just when it should be phasing in.

Common Criticisms of Aid Practices
Some have argued that more aid is not the main issue but rather the quality
of that aid. In this view, how aid is allocated and delivered by donors, and con-
straints on developing countries’ capacity to absorb the additional resources,
will determine aid’s effectiveness. Analysts, aid advocates, NGOs, and others
have identified many ways by which aid could be made more effective. The
main criticisms of current aid practices are summarized below.

Debt Relief Does Not Always Add New Resources
Nearly half the increase in net ODA from 2001 to 2004 came in the form of
debt relief and technical cooperation, more than a quarter was for emergency
assistance, and only a tenth for flexible forms of financing (table 4.1). As

Development Aid: Key to Balanced Global Development 79

Share of
increase in
DAC ODA,
2001–04

Source of ODA 2001 2003 2004 2003–04 2001–04 (percent)

DAC members
Special-purpose grants 29.6 40.6 38.4 −2.2 8.8 73

Debt forgiveness 3.5 9.1 7.1 −2.0 3.6 30
Technical cooperation 17.0 19.7 18.8 −0.9 1.9 15
Food aid and 5.5 8.0 8.5 0.5 3.0 25

emergency relief
Administrative costs 3.7 3.8 4.0 0.2 0.3 2

Flexible bilateral ODAa 14.8 13.2 16.0 2.8 1.2 10
Contributions to 23.0 21.4 25.1 3.8 2.1 17

multilateral institutions
Total 67.4 75.1 79.5 4.4 12.1 100

Non-DAC members 1.6 3.7 3.7 0.0 2.2
Grants by NGOs from 8.7 10.9 11.4 0.5 2.6

own resources

Source: Development Assistance Committee of the Organisation for Economic Co-operation and Development
database.
Note: Numbers may not sum to totals because of rounding.
a. DAC members’ ODA less special-purpose grants less contributions to multilaterals. 

TABLE 4 .1 Composition of and Increase in Net Official Development Assistance,
2001–04

Net ODA (billions Increase (billions  
of 2004 dollars) of 2004 dollars)



noted above, debt relief represents additional financial resources if the debt
is actually being serviced, but it amounts to little more than an accounting
exercise if it is not. In that case, it contributes zero new resources but is
merely a recognition of the fact that the debt will not be repaid. A study by
ActionAid International estimates that a substantial amount (over 60 per-
cent, and more for some of the larger donors) of ODA from DAC countries
is “phantom” aid that does not represent a real resource transfer to the recip-
ient.15 Debt relief, technical assistance, tied aid, and aid that is not targeted
for poverty reduction are included in this definition of phantom aid. By this
measure, only $27 billion of the $69 billion in aid provided by DAC coun-
tries in 2003 represented a resource transfer. In computing its Index of
Donor Performance, the Center for Global Development uses a net resource
transfer concept instead of a net flows concept to adjust the quantity of ODA
flows; thus, it excludes forgiveness of non-ODA loans from the ODA
statistics.16

There was a shift toward flexible forms of financing in 2004, but the broad
pattern observed over the past few years is expected to continue in the near
term, as debt forgiveness for Iraq and Nigeria are reflected in ODA flows. For
example, 2005 data show that over a fifth of ODA represented debt relief, with
Iraq and Nigeria receiving about $19 billion in debt forgiveness. Beyond the
near term, as donors deliver on commitments, a larger share of ODA is
expected to represent actual resource transfers.

Technical Cooperation and Tied Food Aid Are Inefficient
The modality through which donors deliver aid matters. Technical coopera-
tion accounts for a third of bilateral aid flows and remains a key donor tool
for supporting capacity building. Yet the effectiveness of such aid has come
into question: technical cooperation is often criticized as excessively expen-
sive, because of the high cost of hiring international experts. It may also
worsen the problem of brain drain in developing countries, if foreign experts
are used instead of the best and brightest people available locally. Technical
cooperation is also widely viewed as too fragmented and uncoordinated.

If it is to support sustainable capacity development, technical assistance
should be made more effective and aligned with the newer paradigm for
capacity building outlined, for example, in a recent World Bank report.17

This will require recipients to have more ownership and control over such
assistance, so that it can be provided where it is really needed. In addition,
the focus of technical assistance should be on building capacity at the level
of institutions, organizations, and individuals. Depending on country
circumstances, donors should shift away from technical assistance toward
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providing more aid in flexible form—that is, as resources that can be used to
finance recurrent expenditures in health and education and investment in
much-needed infrastructure and productive capacity.

A similar issue arises with bilateral food aid. Although food is a small com-
ponent of total aid (about 5 percent), it remains an important tool for
providing emergency assistance and for addressing hunger and malnutri-
tion.18 Most food aid is tied, which raises the issue of whether untying it can
lower the cost. A recent OECD study finds that providing direct transfers in
kind is at least 30 percent more costly for donors than unrestricted financial
assistance.19 Nor is tied food aid cost-effective for the recipient country: trans-
fer of food in kind was found to be about 50 percent more costly than locally
procured food, and 33 percent more costly than food imports from a third
country. It appears that financial assistance or more flexible sourcing of in-
kind assistance is preferable, except where local procurement might not be an
option (especially in areas with food shortages) or where well-functioning
internal markets are lacking, or where weak trade links could hamper imports
from third countries.

Geopolitical and Strategic Considerations Drive Much of the Aid,
Rather Than Need
Much of the increment in ODA has been directed to geopolitically strategic
countries: front-line states such as Iraq and Afghanistan accounted for over
half of the increase in net ODA from all donors during 2001–04 (figure 4.2).
Although recent evidence shows that bilateral donors are allocating more aid
to poorer countries and to better performers—those with stronger policies
and institutions—there is considerable variation across donor countries, with
some of the larger donors among the least selective in terms of these criteria.
Also, bilateral donors are in general less selective than multilateral donors.
Bilateral donors need to ensure that assistance to countries that need the most
help in achieving the Millenium Development Goals (MDGs), is not crowded
out by other donor objectives.

Donor Fragmentation Reduces Aid Effectiveness
Donor fragmentation—many donors, each with a small share of total aid,
leading to the diffusion of aid across multiple small, independent, uncoordi-
nated projects—remains a problem. Such fragmentation can lower the
quality of aid provided, through several well-known mechanisms: high trans-
action costs for recipients, because more time is taken up meeting donor
requirements; failure to capture returns to scale, as too many small projects
are each subject to large fixed costs; and a reduced stake on the part of the
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donors in the overall country outcome. Evidence from donor shares in annual
aid distribution indicates that donor fragmentation has been rising. The
degree of fragmentation, computed from these shares, is moderately corre-
lated with the size of ODA relative to recipients’ GNI, suggesting that greater
aid dependency is associated with greater fragmentation. Donor fragmenta-
tion for Africa is higher than that for developing countries as a whole. On
average, a recipient country in Sub-Saharan Africa received foreign aid from
25 different donors a year during 1980–2002.20 Although major donors con-
centrate their aid in a few countries, they tend to provide some aid in every
country in the region.

Volatility of Aid Flows Reduces Aid Effectiveness
When aid flows vary dramatically and unpredictably from year to year, it puts
considerable stress on the ability of recipient countries to plan and use
resources well, and the result can be a loss of aid’s effectiveness. The problem
can be particularly severe for countries that receive large volumes of aid,
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FIGURE 4 .2 Distribution of the Increase in World Official Development 
Assistance, 2001–04
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because these countries cannot usually offset the shortfall by borrowing
abroad or domestically. One study finds that aid shortfalls are mostly offset
by reductions in government spending, and sometimes by increases in taxes.21

Other researchers find that aid is relatively more volatile than fiscal revenue
or economic output.22 Moreover, this relative volatility of aid grows with aid
dependency. The uncertainty of aid also makes it difficult for recipients to
maintain macroeconomic stability through consistent policies. Aid flows
need to be disbursed in a more predictable and timely way if recipient coun-
tries are to use these flows effectively.

Constraints on Absorptive Capacity Limit the Scope for Scaling Up
Recipients’ absorptive capacity and other constraints limit the amount of
additional resources that can be effectively provided. Capacity constraints can
manifest themselves at many levels (from national policy and public budget
management to local service delivery) and in many ways (macroeconomic
management, institutional capacity, infrastructure, human capital, and social
and cultural factors). But these constraints are not equally binding; some,
such as weak public expenditure management, can be eased in the near term,
while others, such as shortages of skilled health and education service
providers and weak quality of political checks and balances, may take longer.
Also, efforts to remove these constraints can be mutually reinforcing, with
improvements in one area spurring change in others. All these aspects of
capacity constraints point to the importance of properly sequencing inter-
ventions in capacity building.

Aid Fosters Dependency
In many low-income countries, aid finances a large share of government
expenditure, sometimes over 50 percent. In order to lower dependency on
foreign aid, which is inevitably temporary, domestically generated govern-
ment revenue will need to rise. The concern is that aid can undermine the
state’s ability to mobilize domestic resources. Large aid inflows may reduce
the government’s incentive to raise revenue at home; aid also lowers the gov-
ernment’s reliance on its citizens for revenue, and this may make the govern-
ment less accountable to its citizens and may insulate it from domestic
pressure to spend prudently and effectively.

Corruption Causes Much Aid to Be Wasted
There is an increasing recognition that corruption is a development issue—
that corrupt practices in a country can impede its growth and poverty
reduction. As chapter 18 documents, corruption and embezzlement occur
worldwide on a large scale—amounting to as much as $1 trillion by one
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estimate.23 Zaire’s President Mobutu Sese Seko alone embezzled an estimated 
$5 billion, and Nigeria’s President Sani Abacha stole an estimated $2 billion
to $5 billion. The recent report on the United Nations Oil-for-Food program
for Iraq found evidence of $1.8 billion in kickbacks from oil companies and
suppliers to the Iraqi government.24

The sheer size of aid flows to developing countries opens multiple oppor-
tunities for resources to be diverted to improper uses. The primary responsi-
bility for preventing this rests with the national authorities of the countries
on both sides of the aid transaction, but ultimate responsibility lies with their
citizens; in recipient countries, this means establishing strong national gov-
ernance systems and combating corruption at the local level. Nevertheless,
global factors can influence corruption even at this level. Donors and inter-
national financial institutions are essential parts of the global governance
framework, especially for poor countries. It is up to them to move to bolster
their own anticorruption controls, improve transparency, encourage adher-
ence to internationally recognized standards and codes, and work with their
clients to encourage domestic accountability.

How the International Community Is Responding 
to the Aid Challenge
Donors are keenly focused on increasing aid and its effectiveness. As this chap-
ter has shown, they are already delivering more assistance, and the prospects
for scaling up aid further have brightened. Moreover, there is an increasing
recognition that, for achieving the MDGs, how aid is allocated and delivered
is as important as how much aid is provided. Aid is more effective when it is
aligned with recipients’ development priorities, when it reduces transaction
costs through harmonized and coordinated donor processes, when it is more
predictable, and when there is a clear focus on results. The last several years
have seen substantial changes in country-level delivery processes.

Increasing the Volume of Aid
At their July 2005 summit in Gleneagles, Scotland, the leaders of the Group
of Eight leading industrial countries committed to increase aid to Africa by
$25 billion a year by 2010, more than doubling assistance to the region. DAC
members have also agreed to expand aid to all developing countries by about
$50 billion a year by 2010. These promises would raise DAC donors’ ODA
to 0.36 percent of their GNI in 2010. In May 2005, DAC members of 
the European Union (EU) set an intermediate target for their collective 
ODA-GNI ratio of 0.56 percent for 2010, and they revised their target for 2006
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upward to 0.42 percent, from 0.39 percent.25 These pledges represent a near
doubling of assistance, to $81 billion (in 2004 dollars) by 2010 for this donor
group. Countries also reaffirmed their commitment to raise their ODA to
0.7 percent of GNI by 2015. If all DAC countries’ commitments are delivered
upon, ODA measured in 2004 dollars would be just under $100 billion in
2006 and would rise to about $128 billion by 2010.

To achieve these targets, ODA will have to expand at an accelerated pace.
Total ODA will need to grow 50 percent faster (in real terms) from 2004 to
2010 than it did on average from 2001 to 2004; the pace of growth will need to
triple for those EU members that are also DAC countries. Implementation of
Paris Club debt agreements for Iraq and Nigeria are expected to boost aid vol-
umes in the near term (through 2006). Beyond that, more of the increase in
ODA will represent a real transfer of resources, perhaps raising difficulties for
donors that deliver a large share of their aid through debt relief. For several
countries, the acceleration in the growth of ODA required to meet commit-
ments might be much greater. Coming at a time when public budgets are under
pressure, could introduce some uncertainty in medium-term aid volumes.

The prospect of significant additional amounts of aid make improved mon-
itoring of commitments and flows all the more important. Careful monitoring
is needed not only to assess progress in implementing promises but also to
build momentum for emulating best practice. Just as important, monitoring
can help clarify the scale of resources that will become available over the
medium term, and how this scaling up will translate into availability of
resources at the country level. By providing such information reliably over the
next few years, monitoring can facilitate improvements in the transparency and
coordination of aid and help improve its predictability. Donors recognize the
challenge of providing three-year forward projections on aid at the country
level and have asked DAC to undertake an effort to collect such information.

Scaling up will also require better coordination among aid delivery
channels—bilateral funds, global funds, multilateral funds, and private funds.
The growth of global programs and funds and the emergence of new bilateral
and private donors are increasing both the number and the bandwidth of
delivery channels. More coordination among donors will be essential to deliv-
ering this assistance effectively. For example, global funds need to support
country-led development strategies and priorities and not undermine the
capacity of national authorities for coherent planning, financing, and service
delivery. Likewise, bilateral donors need to shift toward delegated coopera-
tion, so as to make use of the comparative advantages of individual donors.
The first step to achieving better coordination will be better sharing of infor-
mation on planned donor activities.
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Focusing on Harmonization, Alignment, and Results
Donors have sharpened their focus on improving aid delivery. The Paris
Declaration on Aid Effectiveness, endorsed by officials of about 90 countries
and 27 aid agencies in March 2005, gave a boost to the aid effectiveness agenda.
Through the Paris Declaration, which built on the 2003 High Level Forum on
Harmonization in Rome and the 2004 Roundtable on Managing for Develop-
ment Results in Marrakech, donors and partners agreed to mutual account-
ability in carrying out the partnership agreements made by both sides. Building
on the principles of ownership, alignment, harmonization, managing for
results, and mutual accountability, the agenda set by the Paris Declaration spec-
ifies monitorable, time-bound actions to improve the quality of aid. Broad-
based support for this agenda has translated into progress at the global level, as
evidenced by the adoption of global targets for 2010 for the 12 indicators in the
Paris Declaration. Much remains to be done, however, as indicated by the gaps
between the preliminary baselines and the agreed global targets.26 Progress in
implementing the Paris framework at the country level has been mixed—only
a few countries have seen substantive progress in the customization of several
Paris indicators and targets to the country context. Vigorous implementation
of the Paris agenda is needed to deliver more effective development assistance.

Mutual accountability of donors and partners is the cornerstone of the
new international aid architecture.27 Along with higher aid volumes, the new
architecture calls for better aid coordination, more effective aid delivery, and
a sharper focus on results. It also recognizes the centrality of governance
and institutions, the importance of strengthening public sector management,
and the need to address absorptive capacity constraints. Faster progress in
implementing this partnership framework is needed for achieving the MDGs.

The Role of the World Bank
The World Bank is a vital source of financial assistance to developing coun-
tries around the world. The World Bank also plays a leadership role in the
global aid community through its analytic and advisory work. The Interna-
tional Development Association (IDA) is the affiliate of the World Bank that
helps the world’s poorest countries by providing resources—concessional
finance and grants—for programs aimed at boosting economic growth and
improving living conditions. IDA credits are interest-free loans with repay-
ments stretched over 35 to 40 years, including a 10-year grace period. In 2002,
IDA began providing a significant portion of its resources in the form of
grants, which are anticipated to account for approximately 30 percent of
IDA’s commitments in the coming years. 
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The allocation of IDA’s resources is determined primarily by each bor-
rower’s rating in the annual country performance and institutional assess-
ment (CPIA). In addition to CPIA, portfolio performance and governance
also feature in the allocation process. Together with these factors, population
and income per capita also determine IDA allocations. IDA plays a leading
role at the country level, working with countries and donors to help coordi-
nate programs. Many IDA programs are co-funded with other donors.
During the 12-month period ending June 30, 2005, IDA approved $8.7 billion
for 160 new operations in 66 countries. Cumulative credits outstanding as of
June 30, 2005, were $120.9 billion.

IDA’s assistance is intended to improve the lives of the people living in
poor countries. To measure the degree to which IDA is helping these coun-
tries grow and reduce poverty, IDA introduced a system for measuring results
in 2002, as part of the policy framework for the 13th replenishment of IDA
resources (IDA-13).28 This system was designed to strengthen the focus of
IDA’s activities on development outcomes and to help inform IDA donors
about the effectiveness of IDA’s assistance. The system has been strengthened
as part of the negotiations for the 14th replenishment of IDA’s funds (IDA-
14), and the enhanced system took effect in July 2005. The IDA-14 results-
measurement system is designed to show aggregated results across IDA
countries, reflect the priorities and processes of national poverty reduction
strategies, assess IDA’s contribution to development results, and link to the
MDG’s framework. It measures results on two levels: aggregate country out-
comes and IDA’s contribution to country outcomes.

Along with financing development activities and influencing country
policies and programs, the Bank supports development through its analytic
and advocacy work on donor country policies and actions. Particularly
important is its work with respect to improving the paradigm for delivering
aid, strengthening the selectivity of aid allocation, developing principles for
effective international engagement in fragile states, enhancing monitoring
and evaluation, sharpening the focus on results, and providing debt relief to
the poorest countries. The World Bank collaborates with its various partners
when addressing these and other major global development issues.

Notes
1. This chapter draws on chapter 3 of World Bank and International Monetary Fund (2006). 
2. The DAC has 22 member countries: Australia, Austria, Belgium, Canada, Denmark, Finland,

France, Germany, Greece, Ireland, Italy, Japan, Luxembourg, the Netherlands, New Zealand,
Norway, Portugal, Spain, Sweden, Switzerland, the United Kingdom, and the United States.

3. Stockholm International Peace Research Institute (2005).
4. Inderfuth, Fabrycky, and Cohen (2005).
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5. Sachs and others (2004).
6. Dalgaard, Hansen, and Tarp (2004); Hansen and Tarp (2001). 
7. Clemens, Radelet, and Bhavnani (2004).
8. Burnside and Dollar (2000).
9. Collier and Dehn (2001).

10. Guillaumont and Chauvet (2001). Terms of trade refers to the ratio of the price of a typical basket
of a country’s exports to that of a typical basket of its imports. When its terms of trade are falling,
the country can buy fewer imports with a given quantity of its exports than before.

11. In its classic form, Dutch disease occurs when a country has an abundance of a valuable natural
resource (natural gas in the case of the Netherlands in the 1950s), and strong foreign demand for
that resource causes its currency to appreciate, which in turn makes the country’s other exports
less competitive, so that those industries decline. Using cross-country evidence, Rajan and
Subramanian (2005) find a significant adverse impact on labor-intensive and exportable
manufacturing industries from aid surges and an associated real appreciation of the currency.

12. Easterly (2006).
13. Alesina and Dollar (2000).
14. Collier and Hoeffler (2004).
15. Action Aid International (2004).
16. The Center for Global Development’s Index of Donor Performance combines both quantitative

and qualitative measures to adjust the ODA of DAC donors. It attempts to quantify some of the
dimensions of aid quality by favoring selectivity on the basis of need and quality of governance,
penalizing tying of aid, and penalizing project proliferation. It also makes an adjustment for tax
policies that support charitable giving.

17. World Bank (2005).
18. Generally speaking, food aid is provided under three types of circumstances: during emergency

situations in which food supply has been disrupted or the local food market has been destroyed;
for humanitarian purposes to prevent hunger in poor households; and through sales in local mar-
kets, with the proceeds providing budget support.

19. Organisation for Economic Co-operation and Development (2005b).
20. World Bank and International Monetary Fund (2005).
21. Gemmell and McGillivray (1998).
22. Bulir and Hamann (2003); Bulir and Lane (2002).
23. Kaufmann (2005). 
24. Independent Inquiry Committee into the United Nations Oil-for-Food Programme (2005).
25. According to the Council of the European Union (2005), the objective for 2010 for each of the

EU member states that are part of DAC is 0.51 percent, and that for the 10 newest EU members
is 0.17 percent.

26. Organisation for Economic Co-operation and Development (2005a).
27. Bourguignon and Leipziger (2006).
28. Because IDA assistance is in the form of grants and concessional loans, it is not self-financing, and

member countries must replenish its funds from time to time. The thirteenth replenishment in
IDA’s history was agreed to in 2002, and the fourteenth in 2005.
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5

Debt Relief, Debt
Sustainability,
and Growth in 

Low-Income Countries
SONA VARMA

Afamiliar saying in finance is that when a small borrower can’t pay,
it’s the borrower’s problem, but when a big borrower can’t pay, it’s

the lender’s problem. By the same token, when dozens of impoverished bor-
rowing countries around the world can’t pay, it’s a global issue. Debt
sustainability—the ability of a country to meet its debt service obligations
without resort to exceptional financing or a major correction in its balance
of income and expenditure—is an important precondition for that country’s
economic stability. Without it, investors both domestic and foreign will not
continue to invest in the country and its people, and without investment,
economic growth and development will slow and stall. But because repay-
ment of debt depends on growth and development in the debtor country,
when many such countries see their economies become unstable and thus
fail to grow, those who lent to those countries are put at risk as well. This
means that a country’s debt sustainability matters not only to the debtor
country itself but also to its creditors. And when such lenders see their finan-
cial positions weakened, their ability to lend to other, healthier borrowing
countries becomes compromised, possibly causing that growth to stall as
well. It is in this sense that unsustainable debt in the world’s poorest coun-
tries is an issue of global concern.

Unlike middle-income countries, low-income countries rely mostly on
official aid to finance their development. However, many have proved

Valuable inputs in the preparation of this chapter were received from Soniya Mitra, Mark Roland
Thomas, and Luca Bandiera of the World Bank and Christina Daseking of the International Monetary
Fund.



unable to use the loans offered to them on highly concessional terms, often
decades ago, to generate sufficient growth to repay those loans.1 At first, some
creditors addressed the problem by offering what was euphemistically called
precautionary lending, intended to maintain positive net transfers to bor-
rowing countries and keep them from defaulting. However, this only post-
poned resolution of the growing problem of unsustainable debt burdens.
Gradually, it became clear that something had to be done, and on a global
scale, to relieve the debt burdens of these desperately poor countries. The
alternative was that a large proportion of humanity would face a grim eco-
nomic future, with consequences for the rest of the world economy as well.

Meanwhile some politicians, civil society organizations, and religious
groups had been seeking to place debt relief at the forefront of the global
agenda. Together they played a key role in lobbying for multilateral debt relief,
and ultimately in the creation of the Heavily Indebted Poor Countries (HIPC)
Initiative in 1996 and its enhancement in 1999. Activist civil society groups
such as Jubilee International held numerous debt relief campaigns worldwide,
which painted debt as evil and pointed out the large size of many poor coun-
tries’ debt service burdens compared with what they could afford to spend on
health and education. Jubilee 2000 was a highly effective global lobbying
campaign that managed to put this relatively arcane issue on the negotiating
table throughout the world. 

These campaigns exerted strong political pressure on the leaders of the
industrialized nations to take action. They played an important role in the
June 2005 proposal by the finance ministers of the Group of Eight (G-8)
major industrial countries, which called for the International Development
Association (IDA, the World Bank’s concessional lending affiliate), the Inter-
national Monetary Fund (IMF), and the African Development Fund (Af DF,
the African Development Bank’s concessional lending affiliate) to cancel
100 percent of the debt owed to them by all HIPCs worldwide.

The United Nations’ Millennium Declaration and the associated Millen-
nium Development Goals (MDGs), by focusing the world’s attention on the
plight of the poorest, have also played an important role in the recognition
of debt as a global issue. Meeting the MDGs by the target date of 2015 will
require substantial financial flows to developing countries. For many 
low-income countries, these resources need to be provided on sufficiently
concessional terms to avoid a renewed risk of debt distress. Moreover, as
countries, donors, and other stakeholders struggle to find these resources,
some have legitimately questioned why countries that are unable to meet the
basic needs of their people should have to repay their debts to countries that
are far more prosperous. 
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How Did Countries Become Overindebted?
The debt crisis in low-income countries is partly the result of disappointing
economic growth and the use of large volumes of borrowed funds—as opposed
to grants—in the struggle against poverty. As economists Serken Arslanalp and
Peter Henry argue,2 the poorest countries did not suffer from a debt overhang,
a situation where too much debt exerts a drag on economic performance.
Instead, they were unable to put large amounts of net external financing to good
use for growth and poverty alleviation, because they lacked the basic infrastruc-
turethat formsthebasis forprofitableeconomicactivity: things likewell-defined
property rights, roads, schools, hospitals, and clean water. In a global environ-
ment inwhichmanyeconomieswereprosperingfromgrowingtradeandfinan-
cial integration, these desperately poor countries were thus left further behind.
Amongthecountriesmeetingtheofficialcriteria fordesignationasaHIPC,debt
ratios rose from moderate levels to dangerously high levels as export and gross
domestic product (GDP) growth faltered: on average, the net present value of
debt as a ratio to exports was below 250 percent (the HIPC threshold) in the
early 1980s, but by the mid 1990s, it had risen to some 800 percent of exports
(and 160 percent of gross national income; figure 5.1). The debt problem in
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low-income countries is a clear reminder of the challenges that lie ahead in
translating new borrowing into growth-enhancing projects and policies.

Several factors were responsible for the disconnect between borrowing and
growth in most of the crisis countries. Perhaps the foremost of these were
severe shocks such as droughts or prolonged declines in prices of primary
commodities—the predominant export category for many low-income
countries. Commodity prices fell sharply at the start of the 1980s and
remained low for many years. Other factors included, depending on the coun-
try, waste of resources due to policy deficiencies, poor governance, or weak
institutions; inadequate debt management (reflected in unrestrained lending
and borrowing on unfavorable terms); nonconcessional lending and refi-
nancing policies on the part of creditors, primarily in the early years, moti-
vated in part by the desire of some creditor countries and their export credit
agencies to promote their exports3; and political factors, such as civil war and
social strife, which often had devastating economic consequences.4 Some
borrowed resources were simply embezzled by corrupt governments and
never used for the purposes for which they were intended. This debt, also
known as “odious debt” (box 5.1), has been an important focus of attention
by debt relief activists, who argue that poor countries should not have to repay
these illegitimate debts contracted by corrupt regimes. In addition, as already
noted, the debt crisis developed in slow motion and largely invisibly, as
bilateral creditors at first used stopgap solutions to deal with—or to paper
over—their borrowers’ payment difficulties. 

The reasons behind the unsustainable rise in these low-income countries’
debt offer important lessons for preventing debt crises in the future. Although
the specifics again differ from country to country, a common theme is that
lending and borrowing decisions were predicated on growth projections and
marginal returns on invested resources that never materialized. Figure 5.2
shows that if the low-income countries as a group had experienced real GDP
growth at an annual rate of 5 percent since 1980, their average debt-to-GDP
ratio would have been about 50 percent in 2000, much smaller than the actual
ratio. A 5 percent real growth rate is a relatively modest target for a develop-
ing country, yet only a little more than one in three low-income countries
achieved that rate of growth during the period.

The Consequences of Excessive Debt
Heavy and unsustainable debt burdens in low-income countries have vari-
ous adverse consequences not only for the borrowers but also for their cred-
itors and the global aid architecture.5 The need to repay debt reduces what
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the debtor country can spend internally on investment in education, health,
infrastructure, and other poverty-reducing activities; this in turn reduces its
growth potential and thus its future ability to service the debt. And because
external debt must nearly always be repaid in foreign currency, debt service
may siphon off a large share of a country’s foreign exchange holdings, lim-
iting its ability to import capital goods and thus further hindering growth.
As already noted, a large debt overhang also dampens incentives to invest in
the debtor country, because potential investors realize that higher taxes will
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Odious debt is generally understood as debt taken on by a country that serves
the interests of the ruler or the ruling regime (typically a nondemocratic one)
rather than the country as a whole and its people. When, as so often happens,

the ruler or regime that incurred the debt is overthrown or otherwise replaced, the
question immediately arises as to whether the country should be held liable for that
debt, from which, by definition, it has received no benefit.

The issue of odious (or illegitimate) debt is a particularly thorny one for several
reasons. The concept itself is not well delimited either in law or in practice, and there
are no internationally accepted rules, frameworks, or conventions in place to define
and deal with it. What, for example, constitutes an illegitimate regime? Some klepto-
cratic dictatorships enjoy the support at least of a large minority of the population,
and, on the other hand, even democratically elected leaders can be thoroughly cor-
rupt. In the latter case, shouldn’t the voters have monitored the rulers’ actions and
called them to account when they misborrowed or misspent?

Let us assume that the regime was illegitimate. Money being fungible, can it be con-
vincingly established that none of the debt was used for legitimate purposes? If that
cannot be established, and the debt has to be apportioned as to legitimate and illegiti-
mate uses, how does one do that? How does one determine how much of the debt
was beneficial and how much went into the pockets of the rulers and their cronies?

Other questions involve the lenders. Should they forfeit their claim on the grounds
that they should have realized they were lending to an illegitimate regime? What if
their home country government encouraged or even pressured them to lend? Should
the lenders have anticipated that the debt might someday be labeled as illegitimate
and that they might be compelled to write it off? Might not such ex post determinations
give rise to a moral hazard, discouraging lending to any country whose political institu-
tions are at all questionable?

Internationally accepted norms and standards that answer these questions need to
be developed before any discussion of how to operationalize them can occur. Yet it is
far from clear who should set such international standards, how they would be
applied, or how they would be mediated in the event of a dispute.

BOX 5.1 Odious Debt



likely be imposed on the returns on their investment in order to service the
debt. Investors may also fear that onerous debt servicing obligations may
result in foreign exchange rationing for imports, or even currency controls.
Multinational companies that invest directly in a developing country by
building factories or other operations there often rely heavily on parts and
other resources imported from their operations in other countries to make
their products; thus foreign exchange rationing could threaten their opera-
tions. Finally, when a rising share of revenue must be devoted to debt service,
the government’s ability to implement reforms is weakened. The result can
be a severe loss of credibility that undermines public support for policy
reform and brings the government under pressure to renege on its debt ser-
vice obligations.

For their part, when creditors must provide debt relief to their borrowers
with heavy debt burdens, they are left with fewer of their finite resources to
finance new investment. Moreover, creditors are often hesitant to lend to
countries that have required large-scale debt relief in the recent past, for fear
the cycle will merely repeat itself. This tends to result in a shift from lending
to grant financing, which is seldom available on the same scale that the lend-
ing would have been. Indeed, as debt relief for low-income countries has
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increased in recent years, a number of bilateral creditors have already shifted
toward greater grant financing.

The International Community’s Response
The international community was admittedly slow to recognize and respond
to the debt problem at its roots. But eventually, it did come to grips with the
issue and began to provide relief, first from debt owed to official bilateral cred-
itors (that is, the governments of industrialized countries) and later from debt
owed to multilateral financial institutions such as the World Bank. Steps are
also being taken to put a framework in place that is intended to prevent a
recurrence of the problem.

Bilateral Creditors
The initial responses to the debt crisis in low-income countries were predi-
cated on the belief that the problem was temporary. Bilateral creditors, who
initially held the bulk of the debt in low-income countries, addressed the
emerging debt-servicing problems through new net lending and flow resched-
uling, first on commercial and subsequently on increasingly concessional
terms. Net transfers to these countries (grants and loans minus debt service
paid) remained positive, averaging 13 percent of GDP for the average bor-
rowing country over 1984–96, but because a large share of the new flows came
in the form of new debt rather than grants, they did little to relieve the debt
burden. (For the group as a whole, the ratio of aggregate net transfers to the
countries’ combined GDP—that is, the GDP-weighted average flow—was
7 percent, reflecting proportionately smaller flows to the larger economies in
the group.) This strategy also distracted the attention of both debtors and
donors from more fundamental economic issues and, by pushing debt service
payments into the future, added to the debtors’ solvency problems.

The acknowledgment that the debt stocks of these countries—that is, the
still-unpaid debts resulting from past borrowing—were effectively unsus-
tainable, and that indebtedness itself could be among the factors impeding
investment and growth, started to take hold only in the early 1990s, when
the Paris Club began to consider stock-of-debt operations. (The Paris Club
is the organization of industrial country creditors that negotiates debt and
debt service relief with developing country borrowers.) The realization that
low-income countries needed larger and larger amounts of debt relief cul-
minated in 1996 in the HIPC Initiative, with its comprehensive treatment of
all the outstanding obligations of eligible low-income countries, as discussed
below.6

Debt Relief, Debt Sustainability, and Growth 97



Multilateral Creditors
It soon became apparent that bilateral debt relief was insufficient to alleviate
the payment difficulties faced by the poorest countries. Indeed, as bilateral
debt relief through the Paris Club took hold, an increasing share of low-
income countries’ debts came to be owed to multilateral lenders such as the
World Bank, IMF, and the regional development banks such as the African
Development Bank (AfDB). Various stakeholders intensified their campaign
for the multilateral creditors to cancel the debts owed to them, arguing that
the burden of debt service was further impoverishing low-income countries
by diverting their scarce resources away from poverty-alleviating expendi-
tures. In response to these campaigns, the World Bank and IMF launched the
HIPC Initiative in 1996, which created a framework within which all credi-
tors, including multilateral creditors, could provide debt relief to the world’s
poorest and most heavily indebted countries.

Today, 40 countries are potentially eligible to receive HIPC assistance. Of
these, 29 are already receiving debt service relief totaling more than $59 billion,
of which the World Bank’s contribution to date is about $14 billion. The
resulting lower debt-service payments have allowed debtor governments
to spend more on initiatives related to poverty reduction, including basic
health, education, and infrastructure. With HIPC relief, poverty-reducing
expenditures in these countries are expected to rise from less than twice their
debt service payments to more than four times (figure 5.3).

Recent Initiatives
In June 2005, the G-8 proposed to augment debt relief to those HIPCs that
have reached their HIPC completion point, leading to 100 percent cancella-
tion of the debt they owed to IDA, IMF, and AfDB. (Under the HIPC Initia-
tive, a country reaches the completion point, and is granted irrevocable debt
relief, when it has implemented the reforms it has previously agreed to, has
satisfactorily implemented a Poverty Reduction Strategy, and has maintained
sound macroeconomic policies.) This proposal, later named the Multilateral
Debt Relief Initiative, was recently endorsed by the shareholders of the World
Bank, IMF, and AfDB. Post–completion point HIPCs received debt cancella-
tion under this initiative from IMF effective January 2006, and IDA debt can-
cellation became effective as of July 1, 2006. AfDB will also deliver debt relief
under this initiative in the course of 2006. 

The main objective in canceling this debt is to provide additional resources
to help the HIPCs reach the MDGs. With this additional debt relief, HIPCs’
debt ratios will fall considerably (figure 5.4), leading to an average annual
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reduction in debt service payments of about $1 billion in these countries, with
larger amounts after that. The cost to the World Bank of financing the initia-
tive is estimated to be $37 billion, and the total initiative is expected to cost
about $50 billion, effectively doubling the debt relief provided by the HIPC
Initiative. For IDA and AfDB, debt cancellation is being financed entirely by
additional donor resources.

In addition, the World Bank and IMF are implementing a forward-looking
debt sustainability framework for low-income countries that aims to contain
the risk of future debt crises by preventing a renewed buildup in external debt.
The Bank and IMF approved this framework in early 2005 to ensure that low-
income countries are provided resources on terms commensurate with their
risk of debt distress. Staff of the two institutions are using this framework to
jointly analyze debt sustainability in those countries eligible for assistance
from IDA, and IDA has adopted the framework as the basis for grant alloca-
tion under the fourteenth replenishment of its funds (IDA-14). By current
estimates, about 40 countries could receive part or all of their IDA allocation
in the form of grants, because of concerns related to medium-term debt sus-
tainability. Overall, about 30 percent of IDA-14 resources could be provided
as grants between mid-2006 and mid-2008. Although further debt cancella-
tion will significantly reduce debt ratios in the HIPCs, a strong forward-
looking framework that mitigates the risk of recurring debt problems remains
important to preserving sustainability in these countries as well as in those
not qualifying under the initiative.

Is Debt Relief Really the Answer? Arguments For and Against
Now that substantial debt relief has been extended to a large number of
HIPCs, it is worth reviewing the experience and asking whether, in retrospect,
the initiative was both the right and the effective thing to do. 

There are four basic arguments for providing debt relief to low-income
countries. The first is the moral argument, strongly promoted by the Jubilee
campaign and some other advocates: put simply, poor countries should not
have to devote scarce resources to repaying rich creditors. Although this argu-
ment resonates strongly with anyone who feels compassion for the plight of
the world’s poor, it would essentially mean no further lending to poor coun-
tries, which would then be limited to accessing grant resources to finance their
development. This would imply a shrinking of the total resources available to
help poor countries invest and grow.

The second argument is that poor countries need to reduce their debt over-
hang in order to spur growth. In this context, the HIPC Initiative has sharply
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reduced debt service and laid the basis for debt sustainability in the qualify-
ing countries. However, as mentioned above, the evidence on whether a true
debt overhang exists in low-income countries is mixed at best. 

A third argument is the efficient lending argument: debt relief is an
efficient way of cleaning up the balance sheet in the event that lenders have
overlent, partly in an effort to ensure positive net flows to poor countries. If
provided in this context, however, debt relief might create a moral hazard:
if the efficient lending argument was valid last time, why should it not be
valid again the next time? Such reasoning might lead developing countries—
possibly the same ones as before—to borrow heavily and recklessly in the
future, in the expectation that they will once again receive debt relief should
the perception again arise that creditors have overlent. 

Perhaps the most reasonable economic argument for debt relief is that it
can be an important alternative source of financial flows to countries that
desperately need financing to meet their basic needs, in a world where such
flows to the poorest countries are limited. Debt relief offers a vehicle for the
international community to provide the additional resources needed to meet
the MDGs in a predictable and easily accessible form. For example, some of
the resources that African countries currently spend on debt service (around
$2 billion annually) could surely be better used in pursuit of the MDGs: this
is the main argument behind the Multilateral Debt Relief Initiative described
above. In the view of Jeffrey Sachs, director of the Earth Institute at Colum-
bia University, among others, some of these needs can indeed be met with
relatively modest amounts of financing, and in such cases debt relief may be
sufficient on its own to provide the necessary resources. 

But this argument also has its shortcomings. Debt relief can only generate
a limited amount of resources, especially for HIPCs, much of whose debt has
already been forgiven, and most of whose remaining debt is at very low inter-
est rates. As figure 5.5 shows, between 1999 and 2003, HIPCs paid the equiv-
alent of only a fraction of their total official development assistance in the
form of debt service. 

To the extent that the poorest countries continue to face difficulties in
maintaining debt sustainability, debt relief can be beneficial. But debt relief
cannot guarantee debt sustainability. And for accomplishing the broader
objectives of growth and sustainable development, debt relief is a limited tool,
in several ways: 

■ Because, as just noted, the resources that can be generated from debt
relief are limited by the existing stock of debt, the potential gains from
debt relief are modest compared with those from trade liberalization
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and increased access to markets (a major part of the agenda under the
Doha round of international trade negotiations). 

■ The benefits of debt relief can quickly be erased if relief is not accompa-
nied by sustained improvement in policies and a prudent new strategy
for future borrowing. The history of debt relief is full of countries that
failed to reform their policies and so began once again to build up debt
after having their debts forgiven.

■ If donors provide debt relief by reallocating resources already earmarked
for aid, the recipient countries will see no net increase in resources.
Although the HIPC Initiative was supposed to provide resources that
were additional to existing aid programs, donors have to some extent
simply reallocated their new aid flows toward the initiative. In the future,
a necessary condition should be that the donor community increase its
overall aid envelope, and not reduce other aid flows to finance debt relief.

Finally, one must not overlook some other serious issues that continue to
plague the effectiveness of debt relief. One of these is equitable treatment.
Given limited donor resources, debt relief to some countries tends to divert
funds away from other poor countries that have managed their debts respon-
sibly. For example, between 1999 and 2003, HIPCs received nearly five times
more aid per capita than other low-income countries. Equally important is the
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issue of moral hazard, discussed briefly above: the expectation of future debt
relief may cause governments to engage in irresponsible borrowing in the hope
that it will someday be forgiven.7 Empirical analyses have in fact indicated a
strong positive relationship between debt distress (and hence the need for debt
forgiveness) and poor policy and institutions.8 The presence of moral hazard
strengthens the argument that strong policy performance must be a precondi-
tion for debt relief. 

Notes
1. Financing from the International Development Association, the World Bank’s concesssional

lending arm, is provided at 0.75 percent annual interest with a 10-year grace period and 40-year
maturity. Most other multilateral lenders provide similarly concessional terms. The debt issues
of middle-income countries are discussed elsewhere in this volume. 

2. Arslanalp and Henry (2004).
3. For a discussion of the historical role and objectives of export credit agencies, see Stephens (1999).
4. For a discussion of these factors and the specific experience of 10 low-income countries,

see Brooks, Cortes, Fornasari, Ketchekman, and Metzgen (1998).
5. This section draws heavily on Moss and Chiang (2003). 
6. The Paris Club provided its first concessional stock-of-debt operation in 1995 to Uganda. For a

brief history of debt relief to low-income countries, see Daseking and Powell (1999). 
7. See Easterly (2002).
8. See Kraay and Nehru (2004).
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Globalizing with 
Their Feet: The

Opportunities and
Costs of International

Migration
IAN GOLDIN

Long before the world had heard of international investment or even
trade, people were choosing migration as a way to escape poverty

and find a better life. It was, after all, the emigration of primitive hunter-
gatherers from central Africa to settle in the fertile valleys of Egypt and
Mesopotamia that gave rise to civilization itself. Ever since then, migrants
have made room for themselves wherever dynamic and productive econ-
omies have emerged around the world, making those economies still more
dynamic and productive.

When the Netherlands established itself as the hub of the world economy
in the 1600s, no less than a quarter of the population of Amsterdam was for-
eign born. Two centuries later, the invention of the steamship made possible
an era of mass migration to the booming Americas and, to a lesser extent,
Australasia: already by the 1840s some 300,000 migrants were crossing the
Atlantic each year from Europe alone, and by 1900 that figure had risen to

This chapter draws on work on migration in Globalization for Development: Trade, Finance, Aid,
Migration and Policy (World Bank and Palgrave Macmillan, 2006), which I co-authored with Kenneth
Reinert, who has proved to be an excellent collaborator in every respect. I also am deeply grateful to
Andrew Beath, who provided outstanding research assistance and a substantive contribution, includ-
ing through the development of the typology and data reflected in this chapter. 



1.4 million. In the present century, as the cost of travel has continued to drop,
millions still leave their homelands to seek opportunity abroad—from Indian
techies seeking high-paying jobs in the information sector, to Filipino nurses
filling gaps in industrial-country health care systems, to low-skilled Indone-
sians and Pakistanis laboring in the oilfields of the rich Gulf states.

Like trade and investment, migration need not be a zero-sum exercise,
merely transferring to one country what it takes from another. Rather, it is a
way of matching opportunity with need, supply with demand, in a way that—
potentially at least—benefits all by allocating resources more efficiently and
revealing comparative advantage, in this case of individuals perhaps more
than of nations. Migrants tend to go where their talents and skills can be put
to best use and earn the best return. As they do, they contribute to economic
growth in the countries that welcome them; they also bring with them prac-
tices and customs that enrich the culture of the host country—imagine
London without its curry restaurants or Miami without its ubiquitous salsa
beat. At the same time, migrants usually send a large share of their earnings
back to family members, thereby reducing poverty in their home countries;
they also promote the diffusion of new technologies to their homelands, help-
ing those countries advance and prosper. The resulting rich mix of peoples
and ideas is the face of globalization itself.

If international migration has the potential to provide economic gains for
everyone involved, how large might those gains be? It is obviously difficult to
estimate the impact of migration on a global scale, but one such estimate finds
that even a modest increase in migration flows could boost global output by
$150 billion a year. That may not seem an enormous payoff in a world econ-
omy that produces some $30 trillion a year, but even small improvements
would yield gains equivalent to those predicted from liberalization of world-
wide trade in goods.

But again, like trade and investment, migration is not without its costs and
risks, the most obvious of which are incurred by the migrants themselves.
Emigrants leave family, friends, and a familiar culture behind for what is
sometimes only a vague hope of employment abroad. They often must pay a
large fraction of their annual income just to make what can be an extremely
hazardous journey, must spend even more to overcome barriers to their
entry, and, once arrived, must deal with hostility or exploitation on the part
of some of their hosts. 

The costs to the host country of a large inflow of migrants may also be
considerable—which is one reason why the barriers are there in the first place.
Migrants may compete for jobs with native-born workers (although, as indi-
cated below, the net long-term impact of migrants on employment tends to
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be positive), and they may use taxpayer-funded social services (although the
evidence suggests that migrant families often pay more in taxes than they
claim in benefits and that they do not consume more of such services than do
native-born families of similar income). Add to this an array of language and
cultural differences and other frictions, and it is scarcely surprising when
residents of host countries complain about migrants—a concern one hears
voiced even in countries that were themselves built on relatively recent migra-
tion, such as the United States and Australia.

Finally, and often underestimated, are the costs to the countries that the
migrants have left behind. Migration has very significant personal and social
costs. Emigration may skim off a large share of a country’s best workers and
innovative leaders, leaving the country even less well equipped than before to
manage the development shortcomings that prompted the emigration.

Clearly, global migration presents countries—and the world as a whole—
with difficult problems but also immense opportunities. But these problems
and opportunities are not shared across countries in equal proportions, and
indeed some of the problems will surely exceed any one country’s ability to
solve them, least of all the poorest countries. Making migration work to the
betterment of all countries and peoples is therefore likely, as with so many
other global challenges, to require increased international cooperation, a
greater effort to understand the issues, and, finally, concerted action.

The Forces Driving Migration and the Forces Inhibiting It
Broadly speaking, people migrate when they come to believe their lives will
be better in another country than in their own. But this simple and obvious
statement obscures what is really a complicated decision for each individual
or family, with the outcome depending on a number of interrelated factors.
Ultimately, the choice is based on some kind of cost-benefit analysis, however
informal: people will migrate if they are reasonably confident that the sum of
the changes, positive and negative, they endure by migrating will increase
their overall satisfaction—their utility, to use the standard economic jargon—
relative to what it will be if they do not migrate.

The typical individual considering whether to emigrate is probably correct
in surmising that migration will raise his or her income. But the prospect of
higher income is not the only item on the benefit side of the ledger. Prospec-
tive rural migrants may also harbor dreams of a more exciting and fulfilling
life in a large foreign city. Those who already have family living overseas will
yearn to be reunited with them. Besides these pull factors encouraging migra-
tion, there are also push factors. One of these, of course, is endemic poverty
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and hardship at home or, in the extreme, the threat of starvation, perhaps
brought on by natural disaster or environmental degradation. Civil strife and
other forms of political turmoil also exert pressure to migrate, especially for
members of groups on the losing side. A financial crisis may suddenly destroy
large numbers of jobs and chill economic expansion, compelling the jobless
to leave or face a drastic decline in their standard of living. Less dramatic and
thus less well recognized, but also important, are changes in social or eco-
nomic policy in the home country that make life more difficult for some at
the margin. In Mexico in the 1990s, for example, cuts in farm subsidies and
the increased agricultural competition brought on by the North American
Free Trade Agreement put economic pressure on many small Mexican farm-
ers, especially those cultivating marginally productive land. In all these cases,
migration offers an escape from an intolerable situation. (Box 6.1 provides a
taxonomy of the types of migrants according to the various motives for
migration.)

Against these benefits to the migrant must be balanced the costs he or she
bears. As already noted, the travel expense alone poses a huge obstacle to
many would-be migrants, especially those from the poorest countries and
the poorest groups within countries. In a world where over a billion people
live on less than a dollar a day, saving up the hundreds of dollars needed for
an airline ticket to the United States or Western Europe is for many out of
the question. Making matters worse, those from the poorest countries and
groups are also less likely to benefit from chain migration: unlike migrants
from many middle-income countries, they typically lack access to social net-
works of previous migrants in the destination country, who can both lend
the transportation fare and help the new migrants establish themselves once
arrived.

As a consequence, most migrants to the world’s rich countries come not
from among the world’s poorest but from middle-income countries or from
the middle and upper reaches of the income distribution in low-income
countries. Economists specializing in migration issues speak of a migration
hump. Very few U.S. immigrants earned less than $1,000 in annual income
(adjusted for international purchasing power differences) in their home
countries, and very few earned more than $15,000. The vast majority lie in
between these levels of income (see figure 6.1). Migration, apparently, is not
a solution well targeted to mass poverty, nor does it seem to have great appeal
to most people who are already well off at home. (Again, these data are for
migration to the United States only; the picture may be different elsewhere,
for example in Europe, where international distances tend to be smaller and
barriers, at least within the European Union, are lower.) 
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The costs of migration to the migrant do not end with arrival in the desti-
nation country. There are still the costs associated with any move to a new
domicile, whether within a neighborhood or across an ocean. For immigrants
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International migrants can be characterized along several dimensions, such as their
reason for migrating and the duration of their expected stay in the host country. Of
course, the resulting categories may overlap: in particular, people may migrate for

more than one reason, and the true reason for their seeking to migrate may be difficult
to discern. The following are a few commonly used terms to describe different types of
migrants.

Permanent settlers are persons who, whatever their reason for migration, intend to
reside permanently in the host country, possibly becoming citizens there.

Economic migrants are those who migrate primarily for economic reasons—that is,
to improve their material standard of living, apart from any other consideration—
whether or not they intend to take up permanent residence.

Family migrants are those whose principal motive is to reunite with family and
loved ones who have migrated previously, whether or not they intend to take up
permanent residence.

Expatriates are persons who migrate with the intention of returning home after
some undefined period in the host country, which may be long or short, and who retain
their citizenship in the home country. They are distinguished from permanent settlers
by their intention to return, and from guest workers in that their stay is indefinite.

Guest workers are persons who are allowed to enter a host country to work for a
defined, limited period. 

Asylum seekers are persons who migrate on their own accord for noneconomic
reasons—specifically, out of a well-founded fear of state persecution in the home
country—and claim entitlement, under the 1951 Geneva Convention on Refugees, to
resettlement in one of the countries that are signatories of the convention.

Refugees are persons who flee their homeland, usually temporarily, in response to
disruption of any sort, including official or unofficial persecution but also for economic
reasons or because of natural calamity, and who therefore are not necessarily entitled
to asylum under the 1951 Geneva Convention.

Undocumented migrants, or illegal migrants, are those who cross borders without
official permission by the destination country.

Visa-free migrants are those who migrate freely between countries within a recog-
nized single labor market such as the European Union.

Source: Authors.

BOX 6.1 A Taxonomy of Migration



these costs may be higher because they are unfamiliar with local markets for the
goods and services they need, and they may even find themselves cheated or
defrauded. Immigrants often also suffer the noneconomic costs of incomplete
acceptance into, or even outright exclusion from, their adopted society.

This description of the costs and benefits facing would-be migrants has
thus far left out one crucial dimension, namely, risk. All of the above con-
siderations are subject to great variation across individual outcomes, and
typically the would-be migrant lacks the information needed to accurately
assess the various probabilities. Entry to the destination country may be
granted, or it may be denied; jobs may be plentiful or scarce; wages may be
generous or miserly; working conditions may be good or intolerable. The
migrant may face harassment from officials, abuse or exploitation by
unscrupulous employers, and hostility and even violence from native-born
peers. (Box 6.2 describes further some of the abuses that migrants, espe-
cially low-skilled migrants, all too often suffer.) All of these contingencies,
in a country the migrant has probably never visited, are difficult to predict,
and this leads many potential migrants to discount heavily any estimate of
the potential benefits of emigrating. Such risk aversion in the face of uncer-
tainty may help explain why, even in Puerto Rico, where any native-born
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worker can freely move to the U.S. mainland and expect, on average, to
triple his or her salary, three out of four nevertheless elect to stay on the
island.

The Consequences of Migration for Source and Destination
Countries: Benefits and Costs
The previous section discussed the pros and cons of migration from the point
of view of the migrants. But how does emigration affect the homeland that
the migrants leave behind? Again, close observation reveals both benefits and
costs.

Benefits to Source Countries
A significant economic benefit from migration for the home country is the
inflow of remittances: earnings that the emigrant workers send back (as trans-
fers, not as loans) to families and friends at home. Worldwide, these are sub-
stantial in magnitude and growing: remittances to all developing countries
have been estimated at about $160 billion, up from less than $5 billion in 1975
and about $100 billion in 2003. (These numbers are not adjusted for inflation,
and the observed increase may partly reflect greater diligence in monitoring
all money flows in the wake of the September 11 attacks.) Latin America and
South Asia have seen remittances roughly double in just the past decade, to
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In 2004, Human Rights Watch completed a thorough investigation into human rights
abuses suffered by low-skilled migrant workers. The ensuing report paints a
depressing picture of the extent to which vulnerable individuals are exploited by

unscrupulous individuals in both source and destination countries and then ignored by
the governments involved. Many victims, it seems, are doomed even before they leave
home. Recruitment agencies demand substantial sums from prospective migrants for
the promise of a job abroad. For this, migrants borrow heavily. Their confidence is ulti-
mately belied, however, upon arrival in the destination country, when the contract they
signed is replaced by a document promising far below the agreed wage. Unaware of
their rights or fearful of being sent home without earning a cent, such exploitation is
endured. This climate of fear—and the confined or isolated living quarters migrants
often inhabit—also traps many female migrant workers in situations in which they are
abused by employers. Such employers perhaps know that many migrants are afraid of
the justice system, a fear that for some migrants may be well founded.

Source: Human Rights Watch 2004. 

BOX 6.2 Migrant Dreams Become Nightmares



about $24 billion and $16 billion, respectively (table 6.1); meanwhile,
remittances to Sub-Saharan Africa have grown steadily but remain below
$5 billion—consistent with the observation that the lowest-income countries
send relatively few emigrants.

Globally, remittances sent through official channels approximate foreign
direct investment (FDI) as a source of hard currency for developing countries.
But in many developing countries, remittances loom larger in the national
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Remittances Remittances as
received percentage of

Region and country Totala per capitab GDP FDI ODA

Latin America and the Caribbean 24,153 64 2 93 634
Mexico 14,595 143 2 135 14,148
Jamaica 1,259 477 16 175 36,599
Haiti 811 96 30 10,397 406

South Asia 15,959 19 4 518 433
India 17,406 16 3 408 1,847
Bangladesh 3,191 23 6 3,114 229
Sri Lanka 1,309 68 7 572 195

East Asia and Pacific 19,532 11 1 33 285
Philippines 7,880 97 10 2,470 1,069
Tonga 66 647 40 2,454 240
Vanuatu 53 252 19 279 163

Middle East and North Africa 14,400 52 2 338 219
Morocco 3,628 120 8 159 694
Lebanon 2,700 600 14 754 1,182
Jordan 2,201 415 22 585 178

Sub-Saharan Africa 4,901 8 1 59 27
Nigeria 1,676 12 3 140 528
Lesotho 184 103 16 439 232
Cape Verde 92 196 11 622 64

Europe and Central Asia 12,818 27 1 36 135
Poland 2,314 61 1 56 194
Bosnia and Herzegovina 1,178 285 17 309 219
Moldova 465 110 24 796 399

Source: World Bank data.
FDI = foreign direct investment
GDP = gross domestic product
ODA = overseas development assistance.
a. Millions of dollars. b. Dollars.

TABLE 6 .1 Economic Importance of Remittances by Developing Region 
and in Selected Countries, 2003



accounts than do either FDI or foreign aid: remittances to Haiti, for example,
were four times that country’s foreign aid in 2003, and over 100 times its
(admittedly meager) FDI; even in Mexico, in recent decades one of the devel-
oping world’s investment magnets, remittances exceeded FDI by fully a third.
Remittances account for 10 percent or more of national income in a long list
of developing countries, including El Salvador, Eritrea, Jamaica, Jordan,
Nicaragua, and the Republic of Yemen.

Unlike most FDI, however, remittances are often distributed widely
through the source country’s economy: 15 percent of Filipino households, for
example, and 34 percent of households in the Dominican Republic receive
payments from family and friends working abroad. In part because of their
wide social reach, remittances have been found to have a powerful impact on
poverty reduction and on overall consumption in the recipient countries.
And because remittances do not vary with the strength of the local economy,
they tend to be stable over time, even countercyclical (if more money is remit-
ted when times are tough)—a particular benefit in countries going through
recession or a financial crisis.

Another, less visible benefit of emigration for many source countries—in
Eastern Europe and the former Soviet Union, for example—is partial relief
from the economic and social pressure of supporting a large underemployed
population. Not only is the burden reduced for governments of having to pro-
vide social services to those jobless workers who emigrate, but emigration
may also defuse social tensions that would otherwise build among idle, mostly
young workers who lack opportunities at home.

Finally, another intangible benefit to source countries derives from
the social and business networks that their expatriates build while abroad.
These networks expand the bandwidth, as it were, of economic interaction
with the richer host economy, enabling still more emigrants to seek employ-
ment there while also stimulating increased trade and investment. Here, a
good example is the sophisticated city-state of Singapore, whose large emi-
grant Chinese population has contributed significantly to the recent progress
of less developed China. The arrival of skilled, energetic migrants in a host
country also alerts other entrepreneurs and investors there to the economic
opportunities presented by the underused human capital remaining in the
home country. This may lead to increased FDI in the latter. Perhaps most
important for the long run, these networks encourage the transfer of tech-
nology from the typically more advanced host country to the more backward
home country, as returning emigrants bring back the knowledge and skills
they have acquired during their foreign sojourn, and as FDI expands.  The
examples of Israel and Taiwan (China) illustrate the significance of a large
diaspora, in terms of both investment and political support.
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Costs to Source Countries
But emigration can also impose high and sometimes unpredictable costs on
those left behind. As already noted, in the poorest countries it is mostly the
relatively well off—who tend also to be the most highly skilled—who emi-
grate; host countries may amplify this tendency by cherry picking the most
skilled emigrants out of the multitudes seeking entry. Yet often the departure
of these relatively affluent and skilled individuals creates a scarcity of desper-
ately needed skills back home, in medicine and education, for example. It also
deprives the country of much-needed tax revenue. More broadly, the loss of
potential leaders and innovators can undermine the home economy’s
dynamism and growth potential, and even its social cohesion. Often these
skilled emigrants acquired their skills through free or heavily subsidized
public education in the home country. In such cases, it is the residents of the
wealthy host countries who reap what the taxpayers of the poorer source
country have sown—this amounts to a perverse subsidy of the rich by
the poor.

Nor is this brain drain a small-scale phenomenon. One study found that
of some 2 million scientists and engineers born and educated in developing
countries, about 400,000—one-fifth—were now employed in research and
development in high-income countries. In all, about 3 million university
graduates from developing countries are living outside the developing world.
Smaller countries tend to suffer the greatest outflow, especially when they are
geographically close to a large developed country or region: Guyana, for
example, has lost 70 percent of its university graduates to the United States;
65 percent of Gambians with university degrees—as well as 51 percent of
Somalis, 45 percent of Sierra Leonians, and 44 percent of Ghanians—have
also emigrated. India and China have lost only about 4 percent of their college
graduates, but because these tend to be the cream of the crop, the impact is
nonetheless great: the income earned by the relatively few Indian expatriates
in the United States alone is equivalent to 10 percent of India’s national
income. India’s income tax revenue would be as much as a third higher had
these emigrants stayed in India. It is estimated that the total worldwide wealth
transfer due to brain drain is between $45 billion and $60 billion.

Benefits to Destination Countries 
One could make a prima facie case that immigration is on balance good for
the host countries simply by noting that, just like the Netherlands in the 17th
century, many of the world’s boom countries today have large immigrant
populations. In Singapore, the richest country in Southeast Asia, immigrants
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make up a quarter of the workforce; the two wealthiest countries in Europe,
Luxembourg and Switzerland, also have the largest proportions of immigrant
workers; in Dubai, perhaps the most dynamic economy in the Middle East,
migrant workers actually outnumber the native-born nine to one.

But correlation does not necessarily imply causation: are these countries
prospering because they welcome migrants, or do migrants come because
these countries are prospering? Teasing out the true contribution of immi-
grants to growth involves some difficult econometrics. At the very least,
though, one can say that immigration has not prevented these economies
from growing rapidly and, conversely, that it takes more than just dismantling
the border controls for host countries to realize the benefits of immigration. 

On theoretical grounds, however, it is much more than plausible that
immigration has indeed boosted growth where immigrants have been wel-
comed. Low-cost immigrant labor can lower production costs, thus encour-
aging new domestic business formation while also attracting business capital
from abroad. Immigrants may also bring in skills and expertise that are in
short supply in the host country, possibly stimulating innovation throughout
whole sectors. And the bandwidth effect spoken of earlier—the broadening
of trade and investment links because of increased migration—works in both
directions, benefiting the host country as well as the migrants’ home coun-
tries. Finally, by lowering the average age of the population, immigrants may
also contribute to the long-term survival of public pension systems in host
countries, as discussed further below.

Costs to Destination Countries 
Not everyone in the developed world finds these arguments persuasive, of
course. The most commonly heard argument against immigration in devel-
oped countries is that immigrants take jobs away from some native workers
and lower wages for the rest. This is certainly consistent with elementary eco-
nomic theory, which holds that an increase in the quantity of labor supplied
will reduce its price (that is, wages) and that at the lower price some workers
will choose to withhold supply (that is, become unemployed), all else being
equal. There is also plenty of anecdotal evidence of immigrants taking jobs
that native-born workers were unwilling to take at the offered wage. But all
other factors are not equal, and it turns out that whether immigration lowers
wages and raises joblessness in the aggregate, at a national or a regional level,
is again a difficult question to answer empirically.

For one thing, migrants and native-born workers are seldom perfect
substitutes for one another: often migrants lack the fluency in the host-
country language required for some jobs, and some jobs are so unattractive
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and poorly paid that they would go unfilled if only native-born workers were
available. Also, in countries like the United States with a long history of migra-
tion, new immigrants may simply replace old ones, leading to little if any net
change in the immigrant share of the workforce or the population. Native-
born workers also have other options than competing head to head with new
immigrants: for example, they can go back to school to acquire new skills that
the migrants lack, or they can become migrants themselves, moving to other
regions of the country where immigration is lower or abroad. Of course, these
options have costs of their own.

As for the impact on wages, most studies have found that the average wage
of native-born workers is only slightly lower in markets with large numbers
of immigrants. But average prices may also be lower than they would be oth-
erwise, thanks precisely to the immigrants’ willingness to work hard for low
pay. In addition, businesses may be attracted to cities and regions where
immigration has lowered average labor costs, increasing the dynamism of the
local economy and perhaps ultimately equalizing wages across regions at a
higher level than before.

Another common complaint among opponents of immigration in the rich
countries is that immigrants inevitably become a net burden on government
and society, consuming more in public services than they contribute in tax
revenue. For example, an influx of immigrant families may place a burden on
local school systems, which, even if sufficient funding were available, cannot
always expand their facilities fast enough to keep pace with the growing
demand. Public health care systems may likewise be hard put to accommo-
date the arrival of large numbers of mostly uninsured immigrants.

That immigrants impose a net burden on their host communities may
indeed be the case sometimes, but other times not; in the end this, too, is an
empirical question, and the answer likely depends both on the immediate cir-
cumstances and on the time horizon. One leading immigration economist
calculated that illegal immigration into California created a net burden on
California taxpayers of about $2 billion to $3 billion a year, or roughly 3 per-
cent of that state’s budget. But many studies of European immigration find
large net benefits to the host country, in part because undocumented immi-
grants cannot easily claim the public services to which they would be entitled
if they were legal. A study of the United Kingdom found that, were it not for
the tax revenue accruing from the immigrant population, public services
would have to be cut sharply or the income tax raised by a full percentage
point.

A longer view of the budget impact of immigrants paints a somewhat
different picture, however. It is well known that, with their countries’ aging
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populations, nearly all developed country governments will soon be hard
pressed to meet their obligations to retirees in full. A falling ratio of current
workers to retirees will mean that either the payroll taxes that fund public pen-
sions and medical care for the aged will have to be raised, or those services will
have to be reduced. Increased immigration offers a way to escape this dilemma,
or at least to blunt its horns. By allowing more immigrants of working age to
enter, aging developed countries can push the declining worker-retiree ratio
back upward. Indeed, since the typical migrant tends to be in the early years of
his or her working life, immigration can bring in a large cohort of workers who
will remain in the workforce for many decades to come—the greatest com-
parative advantage of migrants, from this perspective, may be their youth. A
thorough present-value calculation may even determine that the net fiscal
costs of subsidizing immigrants today, through such public services as free
education and food assistance, will be more than paid back when these young
immigrants mature into productive members of their adopted society.

But the costs to the destination country, like those for the source country
and the migrants themselves, cannot be reduced to economic considerations
alone. There are many other dimensions. First and foremost is the impact on
the local culture of a large influx of immigrants from quite different cultures
and the ability of individuals and communities to sustain their identities while
accepting the entry and diversity of others.  The networks of migrants and
clustering to maintain community connections and support, at times revealed
in differences in language and culture, may lead to de facto segregation of
immigrants in ethnic enclaves.  If a relative weakness in education and oppor-
tunities tend to keep these enclaves poorer than the surrounding communi-
ties, the resulting social inequality may contribute to increased isolation and
perceptions or experience of higher crime and other antisocial behaviors. The
recent attention given to the question of immigration in virtually all the rich
countries reflects the importance of these complex noneconomic factors.

National and Global Strategies for Migration
The analysis thus far can be summarized as follows: the host countries of
migrants—as well as the migrants themselves—are more likely to benefit
from migration, on net, than to lose from it. As with any economic transfor-
mation, some individuals and possibly some groups will be made worse off,
but, in principle at least, part of the net gains from migration can be used to
compensate these losses. For the sending or home countries and communi-
ties of the migrants, the net effect cannot be ascertained in advance as the
implications, for example, of increased remittances and diaspora benefits, need
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to be considered in light of the implications of brain drain and loss of entre-
preneur and social fabric. In general, in high-unemployment environments,
migration of lower skilled migrants is likely to have a broadly positive impact,
whereas the impact of higher skilled migrants may on balance be negative.
These conclusions will sound familiar to students of economic policy or to
anyone who has studied the welfare effects of international trade. And indeed,
from a policy perspective, the implications appear to be quite similar: better
to accept and adapt to migration, while regulating it effectively, than to try to
reduce it or ban it, on the one hand, or to allow free entry to all comers, on
the other. The question then becomes how should countries adapt, and how
can they regulate effectively?

The question is urgent, because more people around the world wish to
migrate—and can migrate—than ever before in history. The close to 200 mil-
lion people who today live outside the country of their birth is actually a low
figure by historical standards relative to total population, but flows have
grown rapidly in recent decades, and the trend is clearly upward. Globaliza-
tion has made millions in the developing world more aware of the higher
standard of living that people in the industrialized world enjoy, and develop-
ment has lowered the international and financial cost and travel times
involved and raised living standards to the point where migration is consid-
ered by many. Unless policies change in the countries that receive migrants,
therefore, traditional methods of border control will inevitably come under
great strain, the burden on taxpayers in those countries will increase, and the
seamy side of migration—the human smugglers, the exploiters, the human
traffickers—will expand and thrive.

A New Multilateral Initiative: The Global Commission 
on International Migration
The urgency and growing importance of the issues of migration, remittances,
and brain drain have led to widespread recognition that migration is indeed
a global issue and that international action is needed to address the challenges
to the source and host countries and, even more important, the social and
economic challenges to the migrants themselves. This recognition, in turn,
led to the launch by the United Nations of the first multilateral initiative on
migration, the establishment of a Global Commission on International
Migration (GCIM) with the following mandate:

■ Placing international migration on the global agenda   
■ Analyzing gaps in current policy approaches to migration and examin-

ing interlinks with other issue-areas

Global Issues for Global Citizens118



■ Presenting recommendations for action to the United Nations
Secretary-General.

GCIM issued its report in October 2005. It found that the international
community had failed to realize the full potential of international migration
and had not risen to the many opportunities and challenges such migration
presents. Greater coherence, cooperation, and capacity are required for
more effective governance of migration at the national, regional, and global
levels.

The GCIM report provided a concise yet wide-ranging analysis of key
migration issues, stressing that migration and related policies must be based
on shared objectives and a common vision. The commission proposed a com-
prehensive, coherent, and global action framework based on six broad prin-
ciples for action, along with a number of related recommendations covering
the role of migrants in a globalizing labor market, migration and develop-
ment, irregular (often referred to as illegal) migration, migrants in society,
human rights of migrants, and governance of migration.

The report further noted that the recent expansion in the scale and scope
of migration seems certain to continue for the foreseeable future and may well
accelerate, given the growing developmental, demographic, and democratic
disparities that exist between different regions of the world. Migration is 
driven by powerful economic, social, and political forces, and states must
acknowledge this reality.

The six broad principles that GCIM proposed for international action are
as follows:

■ People should be able to migrate by choice rather than out of necessity,
in a safe and authorized manner and because their skills are valued and
needed.

■ The role of migrants in promoting economic growth, development,
and poverty reduction should be recognized and reinforced; migration
must become an integral part of global development strategies.

■ States, exercising their sovereign right to decide who enters their terri-
tory, should cooperate with each other in an effort to stem irregular
migration, while fully respecting the rights of migrants and refugees
and readmitting those citizens who choose to return to their home
country.

■ Long-term and authorized migrants should be effectively integrated in
the societies where they settle, so as to accommodate social diversity
and foster social cohesion; migrants must be aware of their rights and
respect their legal obligations.
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■ The human rights framework affecting international migrants should
be implemented more effectively, so as to improve protections and
labor standards for migrants. 

■ Migration policies should be enhanced by improved coherence and
strengthened capacity at the national level, by greater cooperation at
the regional level, and by more effective dialogue and consultation
among governments and between international organizations at the
global level.

World Bank Initiatives on Migration and Remittances
There is an urgent need for more research and data that view migration from
a development perspective. A World Bank research program is currently
engaged in data gathering and analysis on the development impact of inter-
national migration, with the aim of identifying policies, regulations, and insti-
tutional reforms that developed and developing countries can adopt to ensure
that migration results in improved development outcomes. Complementing
this research is ongoing work by the Bank on remittances, to improve the col-
lection of data on remittances, reduce the costs of sending remittances and
strengthen the relevant financial infrastructure; to better understand the
development impact of remittances; and to enhance the integrity of money
transfer systems. 

The Bank and the International Monetary Fund are leading a working
group of national statistical agencies, formed at the request of the Group of
Eight, to better record remittances in countries’ national accounts. Its draft
report is due in 2006. The Bank has made its research available to GCIM for
which it has prepared a policy paper on the portability of social security ben-
efits for temporary migrant workers. Bank staff have also contributed to the
Group of Twenty’s deliberations on migration and remittances. As part of
international efforts to reduce the cost of remittances, the Bank co-chairs,
with the Bank for International Settlements, a taskforce on international pol-
icy coordination for remittance payment systems. 

A research volume titled International Migration, Remittances, and the
Brain Drain (Ozden and Schiff 2005) was recently published by the World
Bank, comprising four case studies on the impact of remittances on poverty
in certain countries and four chapters on the brain drain. The book also con-
tains the largest database on the brain drain in print, along with analyses of
its impact. 

The Bank’s Global Economic Prospects 2006: Remittances and Migration, the
latest in the annual Global Economic Prospects series, reports the staff’s
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analysis of a scenario in which international migration increases sharply. It
considers the impact of such an increase on the migrants themselves and their
countries of origin; the change in the size of remittances and the resulting
impact; the implications of greater remittances for development at the house-
hold level; and the transactions costs associated with such remittances.
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Trade Reform 
and the Doha 

Development Agenda
KYM ANDERSON AND JOHN D. NASH

Awealth of evidence, accumulated over many years, shows that market
openness and integration with the world economy promote economic

growth and reduce poverty.1 Provided that foreign exchange markets are also
operating well, a country’s trade policy is the key link in the transmission of
price signals from the world marketplace to the national economy. These sig-
nals allow the country’s resources to be allocated in a manner consistent with
its comparative advantage in production, thereby increasing efficiency. An
open trade regime also encourages the import of modern technologies that
can boost productivity growth. History shows that no country has achieved
rapid growth and lifted large numbers of its citizens out of poverty while iso-
lated from the world economy. To paraphrase Arvind Panagariya, professor
of economics at Columbia University and a leading expert on international
trade, although trade openness is not by itself sufficient to trigger growth, it is
clearly necessary.2

It is especially critical that developing countries harness this engine of growth
and poverty reduction for the benefit of their agriculture, for several reasons.
First, agriculture is hugely important for these countries. Around 63 percent of
the population in low-income countries live in rural areas, and agriculture and
the processing of agricultural goods account for 30 to 60 percent of gross
domestic product (GDP) in these countries and an even larger share of employ-
ment. Second, poverty is predominantly a rural phenomenon: close to three-
quarters of the world’s poor (defined as those living on less than a dollar a day)
reside in rural areas, and the rural poor worldwide will outnumber their urban
counterparts for at least another generation. In the first 21 countries that have
prepared Poverty Reduction Strategy Papers, the rural poverty rate exceeded
the urban rate in all but 3, by margins ranging from 7 to 43 percent.



Some developing countries have already seized the opportunities offered
by global agricultural trade to generate dynamic rural growth and achieve
dramatic poverty reduction. For example, Chile’s rural poverty rate fell from
53 percent in 1987 to 23 percent in 2000, thanks largely to an export-oriented
agricultural growth strategy that provided not only new farm jobs in horti-
cultural industries but also part-time, off-farm job opportunities to other
farm families in such activities as packing, processing, and transporting the
new exportable products. 

But in most developing countries agricultural trade has not fulfilled its
potential. Developing countries have approximately doubled the share of
manufactures in their exports to both industrial and other developing coun-
tries in the past two decades, and they have increased the share of agricultural
goods in their exports to other developing countries by close to half. Yet dur-
ing the same period, the share of agricultural goods in their exports to high-
income countries actually fell (table 7.1). This suggests that barriers in the
high-income countries are obstructing agricultural trade. Indeed, a formida-
ble array of policy instruments exists in both developed and developing coun-
tries to tax or otherwise restrict agricultural imports, notwithstanding recent
reforms.

Most high-income countries rely on a combination of border measures
(tariffs, export subsidies, or quantitative import restrictions) and direct pro-
duction subsidies to protect and support their farmers (figure 7.1). All of these
measures reduce market opportunities for developing countries. Developing
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TABLE 7 .1 Product Composition of Merchandise Trade in Developing Countries 
Percentage of total

Product type 1980–81 1990–91 2000–01

Agricultural goods and processed food
To other developing countries 9.5 8.9 13.4
To high-income countries 25.8 23.3 22.9

Total 35.3 32.2 36.3

Other primary goods 45.3 45.1 30.3

Other manufactured goods
To other developing countries 6.6 7.5 12.3
To high-income countries 12.7 15.2 21.1

Total 19.3 22.7 33.4

Source: COMTRADE data.



countries are likewise guilty, although, compared with developed countries,
they tend to protect their farmers more through import tariffs than through
direct support. Many developing countries have liberalized their trade
regimes since the 1980s, but liberalization has advanced much further in
manufacturing than in agriculture (table 7.2).

Developed countries do not, as a rule, impose high tariffs on the tropical
products that are the traditional exports of most developing countries. (Sugar
is an exception: because it can be produced from sugar beets and other tem-
perate crops, most developed countries have high barriers against imported
sugar.) But the barriers they do maintain are nonetheless important, even for
tropical commodity producers, for two reasons. First, their tariff structures
on these tropical products are often escalated—the higher a product is on the
processing chain, the higher the tariff. (Tariffs are typically higher on
processed chocolate than on cocoa beans, for example.) By discouraging the
import of higher-value-added products, these tariffs keep exporting countries
dependent on production of these low-value-added, primary products, which
are also subject to high price volatility. Second, protection against nontradi-
tional exports discourages developing country producers from diversifying
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into these products. So, although in theory farmers of developing countries
could escape the rural poverty trap by diversifying, in reality high trade bar-
riers by developed countries prevent them. 

Until the Uruguay Round, which concluded in 1994, agriculture remained
outside the purview of multilateral trade talks under the General Agreement
on Tariffs and Trade. The Uruguay Round Agreement on Agriculture began
a process of making trade-distorting instruments in agriculture more trans-
parent and less of a hindrance to trade. A number of loopholes, however, have
limited the agreement’s impact in increasing trade opportunities for devel-
oping countries. The current Doha Development Round of multilateral trade
negotiations, conducted under the auspices of the World Trade Organization
(WTO), recognized from the beginning that agriculture would be central to
the negotiations, and this has proved to be the case. 

An important reason to liberalize trade through multilateral negotiations
is the fact that liberalization is a global public good, such that its benefits
are not adequately internalized in the decision processes of individual
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TABLE 7 .2 Average Applied Import Tariffs by Sector and Region, 2001
Percenta

Importer

High-income Developing
Product category and exporter countriesb countriesc World

Agriculture and food
High-income countries 18.0 18.0 17.8
Developing countries 14.0 18.0 15.6
All countries 16.0 18.0 16.7

Textiles and wearing apparel
High-income countries 8.0 15.0 12.0
Developing countries 7.0 20.0 9.3
All countries 8.0 17.0 10.2

Other manufactures
High-income countries 2.0 9.0 4.1
Developing countries 1.0 7.0 2.5
All countries 1.0 8.0 3.5

Source: Anderson, Martin, and van der Mensbrugghe 2006a.
a. Ad valorem equivalents.
b. Regions include the newly industrialized East Asian customs territories of Hong Kong (China), Republic of Korea,
Singapore, and Taiwan (China) as well as the transition economies that joined the European Union in April 2004.
The European Union is assumed to be a single customs territory.
c. Data are import-weighted averages incorporating tariff preferences granted to developing countries. 



liberalizing countries. Trade policy reforms (such as lowering of tariffs) as
well as investments in trade machinery (such as customs reform and ports)
can have significant externalities, or spillover effects, from the country
undertaking the reform or making the investment to other countries. All
countries benefit from one country’s trade reforms and trade-related invest-
ments, and these benefits are increased when undertaken by a number of
countries concurrently. However, because the liberalizing country does not
realize the full benefits of its own reform and investment, it may undertake
less of both than is best for all. This kind of positive externality of reform
can be internalized through the liberalization undertaken in the WTO
negotiations.

The Arguments for (and Against) Removing Trade Barriers
The standard analysis of national gains from international trade emphasizes
the fact that countries’ costs of production of various goods and services
differ, as do the preferences of their residents for those different goods and
services. Thus economic benefits can arise when each country specializes in
the goods and services that it is relatively good at producing and exchanges
them for the goods and services in which other countries similarly specialize.
A country’s economy becomes more productive as those industries in which
it has an advantage in production compared with other countries expand,
drawing resources from other industries that lack such comparative advan-
tage, which then grow more slowly or contract.

The gains from increased trade tend to be greater, as a share of national
output, for smaller economies, particularly where economies of scale in pro-
duction were not fully exploited before trade reform, and where consumers
(including firms importing intermediate inputs) value variety, so that intra-
as well as interindustry trade can flourish. In such cases the more efficient
firms within the expanding industries tend to take over the less efficient ones.
The gains from trade are also greater when, before reform, trade barriers
allowed imperfect competition to prevail in the domestic marketplace; this,
too, is more common in smaller economies where each industry tends to
consist of only one or a few firms.

To this standard analysis need to be added links between trade and eco-
nomic growth. There are several channels through which increased openness
to trade can affect an economy’s growth rate. These include the scale of the
market when knowledge is embodied in the products traded, the degree of
redundant knowledge creation that is avoided through openness, and the
effect of knowledge spillovers.
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Economies that are more open tend to attract more investment from
abroad, which raises their stock of capital. More-open economies also tend
to be more innovative, because of greater trade in intellectual capital
(information, ideas, and technologies, sometimes but not always in the form
of purchasable intellectual property). Trade liberalization can thereby lead
not just to a larger capital stock and a one-time increase in productivity but
also to higher rates of capital accumulation and productivity growth in the
reforming economy because of the way reform energizes entrepreneurs. It is
widely agreed, however, that for those higher growth rates to be sustained,
several other things are needed: effective institutions to allocate and protect
property rights, freely functioning domestic factor and product markets, and
macroeconomic and political stability.

Why Do Countries Retain Protectionist Policies?
If the economic gains from removing trade distortions are so evident, why do
most countries retain protection from foreign competition for at least some
of their industries? A number of possible reasons have been identified: to pro-
vide temporary shelter from competition for infant industries, to prevent or
reduce unemployment, to maintain a favorable balance of payments, or to
raise tax revenue. But all of these are almost always found wanting, because
an alternative domestic policy instrument is available to meet the same objec-
tive more effectively or more cheaply. 

The most compelling explanation for the persistence of trade barriers is
one based on political economy. The changes in product prices that result
from trade liberalization or cuts in subsidies necessarily change the prices for
the services of productive factors: land, labor, and capital. Hence, even though
the country’s total income and wealth are expected to grow when trade
distortions are reduced, not everyone will gain. Some industries and their
workers will be made less well off than before, and in most countries the social
safety net, if it exists at all, typically provides only partial compensation for
such losses. Moreover, these expected losses in jobs, income, and wealth tend
to be concentrated in the hands of a few industries and workers, who are
therefore prepared to support politicians who resist reform. However, the
gains for consumers, although larger in the aggregate than the aggregate
losses, are distributed widely and thus are small for each consumer; hence it
is not worthwhile for consumers to get together to lobby for reform. Export
firms and other potential gainers from increased export opportunities may
be better positioned to act as a political counterbalance to protectionist
forces, but under the status quo before reform they tend to be weaker than
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the antireform forces, and indeed the eventual gainers cannot always be iden-
tified in advance of the reform itself. All this stacks the deck in favor of the
prereform status quo.

Agriculture seems to be particularly resistant to reform in many countries.
One reason is that many farmers, understandably, would prefer not have to
give up a familiar, traditional livelihood that their families may have practiced
for generations. Meanwhile, many urban dwellers are evidently willing to sup-
port them in this preference, often because farming has an important place in
the country’s history and culture. 

Even so, it is ironic that agricultural trade policy is so contentious, given
the farm sector’s small and declining importance in the global economy.
Agriculture’s share of global GDP has fallen from around 10 percent in the
1960s to little more than 3 percent today (although, when food processing
is added, the share doubles to 6 percent). In developed countries agriculture
accounts for only 1.8 percent of GDP and only a slightly larger share of
employment. Mirroring that decline, agriculture’s share of global merchan-
dise trade has fallen over the past three decades, from 22 percent to 9 per-
cent, and in developing countries from 42 percent to 11 percent. Agriculture
and food together account for only 7 percent of global trade in goods and
services combined.

However, 52 percent of employment in developing countries is in agricul-
ture, and 44 percent of all jobs globally are on farms. As will be discussed
below, agricultural trade liberalization offers enormous potential benefits to
these farmers. True, as with any trade reform, those benefits do not come
without costs. Reform will force some industries to shrink or close while
others expand, and the costs of adjustment for firms and workers in the
downsized industries may not be trivial even if they are dwarfed by society’s
overall gains. There are also social costs. Many of those disemployed by
reform will become eligible for government social support, such as unem-
ployment payments and retraining grants, and in the meantime crime may
increase, with its attendant costs. These one-time costs need to be weighed
against the ongoing economic benefits from reform. The private and social
costs of adjustment tend to be smaller, the longer the phase-in period of the
reform. Also, the annual change in an industry’s terms of trade under phased
trade reform is typically dwarfed by changes due to exchange rate fluctua-
tions, technological improvements, preference shifts, and other normal
economic developments. Hence most estimates of the costs of reform indi-
cate that they are minor relative to the benefits. 

Trade liberalization has also lately attracted considerable resistance from
some nongovernmental organizations (NGOs)—witness their prominence
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during the demonstrations outside the WTO ministerial meeting in Seattle
in 1999. Some NGOs see trade reform as contributing to world economic
dominance by multinational firms, and certain unpleasant aspects of glob-
alization as inflicting grievous social and environmental ills in rich and poor
countries alike. But just as the traditional, economic arguments for trade
protection have been found wanting, so, too, have the social and environ-
mental ones, both conceptually and empirically. For example, increased
trade has caused no systematic race to the bottom in the environmental or
labor standards of rich countries, and foreign corporations operating in
poor countries often set higher environmental and labor standards for
themselves than do their domestic competitors. Nor has trade growth been
a major contributor to wage stagnation among unskilled workers in devel-
oped countries.3

One further contentious issue that has become more prominent in recent
debates has to do with whether low-income countries would in fact gain from
agricultural reform by high-income countries. One reason they may not is
that, if they themselves are net food importers, they may have to pay more for
food on international markets if developed country subsidies and protection
are cut. Another reason is that, as food exporters become able to access freely
those protected high-income markets abroad (through various trade prefer-
ence schemes), food-exporting low-income countries might receive less for
their produce as domestic prices come down in those currently protected rich
countries. These arguments are valid, but they are only part of the story. The
other part depends on what happens to the prices of developing countries’
other imports and exports—including, for example, their exports of cotton,
which currently have to compete with highly subsidized cotton produced in
high-income countries, especially the United States. This is a complex empir-
ical question that can only be addressed using a mathematical model of the
global economy (see below). 

Actions Already Under Way to Promote Freer Trade—and
Actions Still to Come
One way to reduce trade protectionism is through better dissemination of
more-convincing information about the benefits to consumers, exporters,
and the overall economy from reducing subsidies and other trade distor-
tions. Such information could help bring greater balance to a debate too
often dominated by the views of single-issue NGOs, labor unions, and oth-
ers, who tend to focus only on the (often overstated) costs of reform to their

Global Issues for Global Citizens130



constituents. Already the spread of more-balanced assessments of the
benefits and costs of trade reform has led some countries to make such
reforms unilaterally. These include not only numerous developing countries
but also some richer countries such as Australia and New Zealand. More
recently, several major NGOs, together with the Secretariat of the Organisa-
tion for Economic Co-operation and Development, have focused on pro-
viding better information about the wastefulness of environmentally
harmful subsidies; their efforts have already had an impact, such as in reduc-
ing coal mining subsidies in Europe.

Another way is through technological innovation. The information and
telecommunications revolution of the past two decades, for example, has
dramatically lowered the costs of doing business across national borders. The
resulting trade opportunities have encouraged exporters to mobilize to
counter the antitrade lobbying of import-protected groups and NGOs.

One country’s trade opening may also favorably influence the policy stance
adopted by others, by raising international prices, stimulating foreign
investment, and providing greater market access abroad for those countries’
exporters. Such opening also adds to the evidence of the net gains to be won
at relatively low cost (particularly when reforms are phased in) from trade
reform, thus providing solid empirical ammunition against the alarmists. 

A coincidence of this and the previous two types of shocks has given rise
to the latest wave of globalization, which has raised not only the rewards to
those economies that practice good economic governance but also the cost
of tolerating poor governance. Just as financial capital can now flow into a 
well-managed economy more easily and quickly than ever before, so can it be
withdrawn more quickly if confidence in that economy’s governance is
shaken—as the East Asian financial crisis of the late 1990s demonstrated all
too clearly. A crucial element of good economic governance is a commitment
to a permanently open international trade and payments regime, along with
sound domestic policies such as secure property rights and prudent monetary
and fiscal policies. 

Governments seeking to open their economies are increasingly consider-
ing a range of bilateral, regional, and multilateral negotiating opportunities,
because they recognize that the potential exchange of market access conces-
sions can tip the political equilibrium in trade’s favor, both at home and
abroad. If country A were to allow more imports unilaterally, it might harm
its import-competing producers more than it helps its exporters; but if coun-
try A instead lowers its trade barriers in exchange for its trading partners low-
ering theirs, its exporters will be made better off. Their added benefit may
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then exceed the import-competing producers’ loss by enough to make
the political calculus tilt in favor of reform. When politicians in country A’s
trading partners likewise see opportunities to gain from such an exchange, the
prospects for trade negotiations are ripe.

It stands to reason that the gains from market access negotiations are
potentially greater, nationally and globally, when more countries are involved
and when more products and issues are covered. That is precisely the logic
behind the wide-ranging negotiations now under way among nearly
150 WTO member countries in the Doha Round. As that process, however,
becomes increasingly cumbersome, many countries choose to negotiate bilat-
erally or regionally as well, in the hope of still faster and deeper integration.
Preferential free trade areas involving just a subset of countries may fail to
make all participants better off, however, because such agreements, rather
than expanding trade, may actually divert trade from lower-cost suppliers
outside the agreement; nonparticipants may, of course, be made worse off,
too. Hence any proposed trade agreement should undergo a careful empiri-
cal analysis of the likely net gains.

What Can the Doha Development Round Contribute?
The gains from reducing unwarranted government intervention in markets
have been well known ever since Adam Smith wrote The Wealth of Nations
more than two centuries ago.4 Even so, greater dissemination of empirical
results on the net benefits of reducing trade distortions can still promote
liberalization by balancing the often-exaggerated claims of its opponents.
Such studies can also identify the domestic policy reforms that should
accompany trade reform, to guarantee that not only does aggregate national
welfare improve but also that as few people as possible are left behind and
that harm to the environment is minimized. In an ideal world such infor-
mation would persuade all governments to fully liberalize their trade
unilaterally. Although that outcome may be unlikely, it provides a bench-
mark against which all opportunities for partial trade liberalization can be
measured.

Of the opportunities for freer trade available today, the one most nearly
within reach is a nonpreferential, legally binding partial liberalization
achieved within the Doha Round. That round was launched in 2001 with the
intention of completing negotiations at the end of 2004. But the issues asso-
ciated with agriculture have been so controversial that a successful conclusion
is not yet certain, and the completion date has been moved back to 2007 at
the earliest.
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What Are the Prospective Gains from Full Trade Liberalization?
What would be the economic impact of removing all merchandise trade bar-
riers and agricultural subsidies globally? The most recent study to model these
effects uses a newly released database on protection and the latest version of
the World Bank’s Linkage model of the global economy.5 It also provides
comparable estimates of partial reforms as proposed for the Doha Round.
The following are among the study’s key messages.

The potential gains from further global trade reform are huge, even if one
ignores the dynamic gains and the gains from greater economies of scale and
increased competition. Freeing all merchandise trade and eliminating agricul-
tural subsidies is estimated to boost global welfare by nearly $300 billion a
year by 2015 (table 7.3), plus any effects from increased productivity. 

Developing countries would gain disproportionately. Developing countries
would enjoy almost 30 percent of the global gains (table 7.3), well above their
one-fifth share of global GDP. Their welfare would increase by 0.8 percent,
compared with just 0.6 percent for the developed countries. The reason for
their larger share is partly that existing developing country tariffs are relatively
high, and so their reduction leads to substantial efficiency gains. In addition,
their exports are more concentrated in farm and textile products (table 7.1),
which will benefit disproportionately as current developed country tariffs are
reduced under the agreement.

Benefits could be as great from South-South as from South-North trade
reform. Trade reform by developing countries themselves will be almost as
important economically to those countries as reform by the developed coun-
tries (table 7.4, bottom panel). If developing countries instead delay their own
reforms, or undertake less reform than the developed countries, they may fail
to realize the full potential gains.

Agriculture is where liberalization is needed most. By far the greatest cuts in
bound tariffs and subsidies are required in agriculture, where rates of assis-
tance remain very high relative to those in other sectors. Food and agricul-
tural policies are responsible for almost two-thirds of the global gain currently
forgone because of merchandise trade distortions (table 7.4, top panel),
despite agriculture’s small shares of world trade and GDP noted earlier. And
agricultural trade reform is as important for the developing countries as for
the world as a whole: almost two-thirds of their potential gains come from
global agricultural liberalization, compared with just one-quarter from
textiles and clothing and one-tenth from other merchandise liberalization
(table 7.4, bottom panel). Moreover, these gains ignore the social and envi-
ronmental benefits from boosting agriculture in developing countries: in
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TABLE 7 .3 Estimated Impact of Full Liberalization of Global Merchandise Trade, 
by Country and Region, 2015a

Estimated increase 
in real income

Estimated total(billions of 2001 dollars)
increase in

Because of change real income as 
in terms of share of baseline 

Country or region Total trade only income (percent)

Australia and New Zealand 6.1 3.5 1.0
Europeb 65.2 0.5 0.6
United States 16.2 10.7 0.1
Canada 3.8 −0.3 0.4
Japan 54.6 7.5 1.1
Republic of Korea and Taiwan  44.6 0.4 3.5

(China)
Hong Kong (China) and Singapore 11.2 7.9 2.6

Argentina 4.9 1.2 1.2
Bangladesh 0.1 −1.1 0.2
Brazil 9.9 4.6 1.5
China 5.6 −8.3 0.2
India 3.4 −9.4 0.4
Indonesia 1.9 0.2 0.7
Mexico 3.6 −3.6 0.4
Russian Federation 2.7 −2.7 0.6
South Africa 1.3 0.0 0.9
Thailand 7.7 0.7 3.8
Turkey 3.3 0.2 1.3
Vietnam 3.0 −0.2 5.2

Rest of South Asia 1.0 −0.8 0.5
Rest of East Asia 5.3 −0.9 1.9
Rest of Latin America and 10.3 0.0 1.2

the Caribbean
Rest of Europe 1.0 −1.6 0.3

and Central Asia
Middle East 14.0 −6.4 1.2

and North Africa
Selected countries in 1.0 0.5 1.5

Sub-Saharan Africac

Rest of Sub-Saharan 2.5 −2.3 1.1
Africa

Rest of world 3.4 0.1 1.5

(Continues on the following page)
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TABLE 7 .3 (Continued)

Estimated increase 
in real income

Estimated total(billions of 2001 dollars)
increase in

Because of change real income as 
in terms of share of baseline 

Country or region Total trade only income (percent)

High-income countries 201.6 30.3 0.6
Developing countries 85.7 −29.7 0.8

Middle-income countries 69.5 −16.7 0.8
Low-income countries 16.2 −12.9 0.8
East Asia and Pacific 23.5 −8.5 0.7
South Asia 4.5 −11.2 0.4
Europe and Central Asia 7.0 −4.0 0.7
Middle East and North Africa 14.0 −6.4 1.2
Sub-Saharan Africa 4.8 −1.8 1.1
Latin America and the Caribbean 28.7 2.2 1.0

World 287.3 0.6 0.7

Source: Anderson, Martin, and van der Mensbrugghe 2006a (table 12.4).
a. Increases are measured relative to baseline.
b. Europe includes the 25 members of the European Union plus the members of the European Free Trade Association.
c. They are Botswana, Madagascar, Malawi, Mozambique, Tanzania, Uganda, Zambia, and Zimbabwe. These
countries accounted for 14 percent of Sub-Saharan African GDP in 2001, while South Africa accounted for 36 per-
cent and the rest of Sub-Saharan Africa accounted for 50 percent.

TABLE 7 .4 Distribution of Estimated Welfare Effects of Full Trade Liberalization,
by Source and Product Group, 2015a

Percent

Product group

Textiles
Agriculture and Other manu- All

Source of welfare effect and food clothing factures goods

Share of total effects on global welfare
Changes in developed country policies 46 6 3 55
Changes in developing country policies 17 8 20 45
Changes in all countries’ policies 63 14 23 100

Share of total effects on developing countries’ welfare
Changes in developed country policies 30 17 3 50
Changes in developing country policies 33 10 7 50
Changes in all countries’ policies 63 27 10 100

Source: Anderson, Martin, and van der Mensbrugghe 2006a (table 12.6).
a. Developing countries include the transition economies of Eastern Europe and the former Soviet Union.



addition to reducing poverty, those benefits include less crowding of cities
and less industrial pollution.

What Are the Prospective Gains from Partial Liberalization?
The same study that produced the above findings also examined the July 2004
WTO Framework Agreement and identified a range of scenarios that might
emerge from the Doha Round. The study draws the following conclusions:

■ In addition to phasing out farm export subsidies (involving less than
$5 billion a year globally), countries should make large cuts in legally
bound domestic farm support commitments (currently involving
payments of a little under $100 billion a year) and agricultural tariffs
(involving far greater transfers than do subsidies) to ensure cuts in
applied rates of protection, which are typically set well below legally
bound rates. 

■ Even large cuts in bound tariffs will accomplish little if the category of
sensitive products receives lesser cuts, because countries will then simply
classify their most protected goods as sensitive. 

■ Cuts in cotton subsidies would help cotton-exporting developing
countries enormously: developing countries’ share of global cotton
exports would rise from just over half to as much as 85 percent.

■ Lowering barriers to imports of nonagricultural goods and services in
developing countries would help balance the exchange of concessions
between them and the developed countries.

■ Most developing countries would gain from partial liberalization in the
Doha Round, and the rest could gain as well if they also reform their
own trade policies.

■ Farm output and employment would grow in developing countries
under all likely Doha scenarios; only in the most protected countries of
Western Europe, northeast Asia, and the United States would they fall,
and even then by only small amounts (table 7.5).

In short, much is to be gained from liberalizing merchandise trade—and
especially agricultural trade—in the Doha Round, and a disproportionate
share of that gain would go to developing countries. Moreover, it is the
poorest in these countries—farmers and unskilled laborers—who appear
most likely to gain from liberalization.6 However, the political sensitivity of
farm support programs, coupled with the complexity of the measures
introduced in the Uruguay Round Agreement and of the modalities set out
in the Doha Framework Agreement, ensure that the devil will be in the
details.
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TABLE 7 .5 Effects of Comprehensive Doha Trade Reform on Agricultural Output 
and Employment Growth, by Country and Region, 2005–15
Percent a yeara

Growth in Growth in agricultural
agricultural output employment

Doha Doha
Country or region Baseline scenariob Baseline scenario

Australia and New Zealand 3.5 4.4 0.4 1.1
Canada 3.5 4.3 0.2 1.0
United States 2.2 1.7 −0.8 −1.4
Europec 1.0 −0.4 −1.8 −2.8
Japan 0.5 −1.4 −2.7 −4.1
Republic of Korea and Taiwan 2.2 1.6 −1.3 −2.1

(China)

Argentina 2.9 3.6 0.9 1.6
Bangladesh 4.2 4.2 1.1 1.2
Brazil 3.3 4.4 1.1 2.2
China 4.3 4.3 0.8 0.8
India 4.3 4.4 1.0 1.0
Indonesia 3.0 3.0 −0.7 −0.6
Mexico 3.9 4.1 2.0 2.4
Russian Federation 1.5 1.4 −2.3 −2.3
South Africa 2.5 2.7 0.0 0.1
Thailand −0.1 0.4 −4.6 −4.3
Turkey 3.0 3.1 −0.5 −0.5
Vietnam 5.8 5.9 3.9 4.0

Rest of South Asia 4.8 4.9 2.0 2.1
Rest of East Asia 3.7 3.8 0.2 0.3
Rest of Latin America 4.4 5.3 1.9 2.7

and the Caribbean
Rest of Europe 3.3 3.4 0.0 0.1

and Central Asia
Middle East and North Africa 4.0 4.1 1.5 1.6
Selected countries in 5.3 5.4 3.0 3.0

Sub-Saharan Africad

Rest of Sub-Saharan Africa 4.6 4.8 2.2 2.3
Rest of world 5.0 5.5 2.4 2.8

Source: Anderson, Martin, and van der Mensbrugghe 2006a (tables 12.12 and 12.13).
a. Annual averages.
b. The details of this partial reform scenario are described in Anderson, Martin, and van der Mensbrugghe (2006a).
c. Europe includes the 25 members of the European Union plus the members of the European Free Trade 
Association.
d. They are Botswana, Madagascar, Malawi, Mozambique, Tanzania, Uganda, Zambia, and Zimbabwe.



Why Trade Reform May Not Be Enough
Reduction of formal trade barriers is a necessary condition for the sustain-
able expansion of trade, but it may not be sufficient, as other constraints can
reduce exporters’ ability to take advantage of new opportunities. The impor-
tance of resolving these behind-the-border issues is increasingly being
recognized, and the aid for trade agenda is aimed at doing just that (see
below). Within agricultural trade, food safety and agricultural health stan-
dards are often cited as possible impediments to developing country exports.
The development of these sanitary and phytosanitary (SPS; phytosanitary
refers to plant health and sanitation) standards has been a prerequisite for
the explosion of growth in trade of high-value agricultural products. But
there is concern that standards will undermine the competitive progress
already made by some developing countries and present insurmountable
barriers to new entrants into the high-value food trade. There is particular
concern about the following issues: 

■ Emerging food safety and agricultural health measures will be applied
in a discriminatory manner.

■ Developing countries lack the administrative, technical, and other
capacities to comply with new or more stringent requirements.

■ The costs incurred to reach compliance will undermine the compara-
tive advantage of developing countries in the high-value food trade.

■ Institutional weaknesses and compliance costs will further marginalize
weaker economic players, including smaller countries, enterprises, and
farmers.

■ Inadequate support is available for capacity building in this area,
despite the provisions made in the WTO Agreement on the Application
of Sanitary and Phytosanitary Measures.

Experience shows, however, that even though new or more stringent stan-
dards by importers can serve as a trade barrier, they can also act as a catalyst
for progressive change. Where the investment climate is good, stricter stan-
dards can provide a stimulus for investments in supply-chain modernization,
provide increased incentives for the adoption of better safety and quality
control practices in agriculture and food manufacturing, and help clarify the
appropriate and necessary roles of government in food safety and agricultural
health management. This can contribute to more sustainable and profitable
trade over the long term. Exporters are best able to exploit opportunities
when actions to address SPS problems are embedded in an overall competi-
tiveness strategy from the outset, rather than taken on an ad hoc basis in
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response to a crisis. The private sector must take the lead in complying with
SPS measures, but weak government SPS administration in exporting coun-
tries may add to the transaction costs of complying with importers’ standards.
Many countries face a need to build capacity in this field.

How Is the World Bank Helping?
Historically, the World Bank has been involved in trade policy chiefly through
its country-based programs. The Bank has long supported the efforts of its
client countries to integrate into the world trading system by reforming their
own trade policies. In the 1980s, the trade regimes of many developing
countries were demonstrably unsuccessful in generating growth, and they
frequently contributed to macroeconomic crises. They also created strong
biases against private sector development and an export-led growth strategy
and generated opportunities for corruption. The Bank made structural
adjustment loans available to support reform, and, partly as a result, many
countries did significantly open their economies. Between 1995–97 and
2001–03, the simple average of agricultural tariffs fell by 23 percent among
low-income countries and by 15 percent among middle-income countries,
compared with 30 and 25 percent, respectively, for tariffs on manufactures.

Since the 1980s, exports from developing countries—both to industrial-
ized countries and to other developing countries—have boomed, although
agricultural exports to industrialized countries have lagged behind. The focus
has now shifted from trade policy reform as such to institutional issues,
including the performance of customs agencies and product quality and
certification.

In addition, the World Bank has used its lending to support investments
in behind-the-border measures, to overcome trade bottlenecks caused by
inadequate institutions or infrastructure. Growth in trade-related operations
in recent years has been quite impressive. Actual and projected commitments
for new trade operations for the three-year period from fiscal 2004 through
2006, at $2.9 billion, exceed those for all ongoing trade operations approved
over the preceding eight-year period ($2.4 billion). Of particular interest here
are projects that addressed increasingly complex food safety, agricultural
health, and other standards, which, as already noted, developing countries
must meet in order to exploit opportunities in markets for high-value-added
products. Currently, the Bank has 15 ongoing projects with standards com-
ponents, and another 15 projects are under preparation. In the past these pro-
jects have generally been designed to address shortcomings in institutional
capacity and to finance some infrastructure—government and private—to
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improve the ability of food exporters and processors to meet quality and food
safety standards (box 7.1). But recently some projects have gotten under way
to address threats to global health and trade that arise from diseases of animal
origin such as avian influenza, and more such projects are being prepared.
The Bank has also teamed with WTO, other international organizations, and
several bilateral partners to establish a Standards and Trade Development
Facility, to provide grant financing for innovative capacity-building pro-
grams, especially in low-income countries.

Beyond the traditional trade agenda, increasing attention has focused
recently on the adjustment costs that trade liberalization can impose on devel-
oping countries. Countries facing such costs should be assured of transitional
support. The World Bank and the International Monetary Fund (IMF) are
ready to provide adjustment assistance under existing mechanisms (including
lending, for example, through IMF’s recently inaugurated Trade Integration
Mechanism). Where these costs are particularly severe, the Bank and IMF are
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In light of ongoing global changes in the global food industry and an increased
emphasis on food safety and standards, marketing rather than production issues
were determined to be the most important factor limiting Senegal’s agricultural

export expansion in the mid 1990s. Specific areas where attention was identified as
needed were market information and intelligence; quality, shipping, and packaging
tests; new product tests; and export infrastructure. Senegal’s reputation as a reliable
and safe exporter needed to be rebuilt after it was lost in the 1980s, and a combination
of hard (physical infrastructure) and soft (capacity building) investments was needed
to achieve this. Project components included both, and the design proved effective in
demonstrating the export potential of the Senegalese horticultural sector. 

The project succeeded in doubling exports, after Senegalese producers successfully
passed 60 tests of pesticide residue on fruits and vegetables carried out on random
samples. Capacity building under the program included the training of 1,360 members
of the two major producer-exporter associations, establishment of a central data and
information center, initiation of regular publication of an exporter bulletin, and estab-
lishment of a Web site, http://www.iflexsenegal.org, with information on fruits and veg-
etables available for export. On the physical infrastructure side, a state-of-the-art cold
storage facility was designed and constructed at Dakar’s airport, and an innovative
packaging center was completed in Sangalkam. Both facilities were designed through
an innovative and inclusive process that closely involved stakeholders, enhanced insti-
tutional capacity, and generated momentum for increased private sector investment in
the industry. The project was closed in mid 2004, and a recent evaluation judged it to
be successful, with a high probability that its accomplishments would be sustained.

BOX 7.1 Senegal’s Agricultural Export Promotion Project



prepared to coordinate with other donors to bring in additional assistance, in
the form of grants or loans as appropriate. Likely candidates for assistance
could include countries adversely affected by the end of textile quotas, coun-
tries affected by erosion of developed country trade preferences, net food-
importing countries, and countries undertaking major trade reforms.

The World Bank also has an extensive program of technical assistance for
countries dealing with trade-related problems. In the low-income countries
much of this is undertaken through a multidonor initiative known as the Inte-
grated Framework for Trade-Related Technical Assistance. The Bank has
taken the lead in the majority of the Diagnostic Trade Integration Studies that
are the first stage of assistance within this framework. These studies identify
barriers to enhanced trade and integration and identify any needed projects
or follow-up technical assistance. More in-depth work then follows to pre-
pare the projects or undertake the assistance. 

Although the World Bank is itself neither a member of WTO nor a party
to the Doha negotiations, it has been closely involved in client countries’
accession processes, providing both technical assistance and capacity build-
ing. In addition, since the beginning of the Doha Round, the Bank has advo-
cated reaching an ambitious agreement that would significantly lower trade
barriers. It has argued, both in its public statements and elsewhere, that agri-
culture is key to a pro-development outcome and that the industrialized
countries must show leadership in making this happen. But developing coun-
tries also should take advantage of this opportunity to reduce their own trade
barriers. This advocacy—together with the Bank’s other work in trade
policy—is underpinned by an extensive program of research, which has pro-
vided much of the evidence on the possible results of the Doha Round cited
above. The Bank plans to continue to do all it can to make the global trading
system more development-friendly and to help developing countries take full
advantage of the opportunities that liberalized trade offers. 

Notes
1. Recent surveys of the effects of market opening and economic integration include Dollar and

Kraay (2004), Winters (2004), and World Bank (2002).
2. Panagariya (2004).
3. Two recent books, by Bhagwati (2004) and Wolf (2004), provide comprehensive yet very readable

discussions of the positive net effects of freer trade, as well as rebuttals of trade liberalization’s
opponents.

4. On the intellectual history of the virtues of free trade, see Bhagwati (1988, chapter 2) and Irwin
(1996). Bhagwati notes that the virtues of division of labor and exchange were cited 24 centuries
ago in Plato’s Republic.

5. See Anderson, Martin, and van der Mensbrugghe (2006a) for details of the model and its 
findings.
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6. For more on the potential antipoverty consequences of the Doha Round, see Hertel and Winters
(2005, 2006).
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The Challenge
of Food Security:

Strategies to Reduce
Global Hunger

and Malnutrition
KEVIN CLEAVER, NWANZE OKIDEGBE, AND ERWIN DE NYS

In a world of growing prosperity and agricultural abundance, about
800 million people still do not get enough to eat. Eliminating hunger and

malnutrition is thus one of the most fundamental global challenges facing
humanity. Besides alleviating human suffering from hunger, better nutrition
in low- and middle-income countries will result in healthier people who are
more capable to contribute to a thriving global economy, participate in world
trade, and be less dependent on foreign assistance. A healthier population
may also require fewer resources devoted to health care. For these reasons the
United Nations has set, as one of its Millennium Development Goals, the goal
of cutting in half the number of hungry and malnourished people worldwide
by 2015. The international community and developing countries must work
together to achieve this goal.

Malnutrition and its associated disease conditions can be caused by eating
too little, eating too much, or eating an unbalanced diet that lacks necessary
nutrients. Broadly speaking, two different types of malnutrition exist: under-
nutrition, and overweight and obesity. Undernutrition is defined as failure
to consume adequate energy, protein, or micronutrients to meet basic

The authors would like to thank Jock R. Anderson, Csaba Csaki, and Gershon Feder for their excel-
lent comments in improving this chapter.



requirements for body maintenance, growth, and development. This is the
leading nutrition problem in low-income countries and is characterized by
low height for age (stunting), low weight for height (wasting), and low weight
for age (underweight).

Overweight and obesity are both labels for ranges of weight that are greater
than what is generally considered healthy for a given height. (There is no uni-
versally agreed definition, but by one commonly used measure, obesity refers
to weight exceeding the upper limit of normal body mass index by more than
20 percent.) The key causes of overweight and obesity are increased con-
sumption of energy-dense foods high in saturated fats and sugars, along
with reduced physical activity. Overweight and obesity are strong risk factors
for major diet-related noncommunicable diseases, such as type II diabetes,
cardiovascular disease, hypertension, stroke, and certain types of cancer.

Although undernutrition and obesity problems coexist in developing
countries, this paper focuses on undernutrition only, and from the perspec-
tive of agricultural policy and food security in its different dimensions. Other
perspectives on malnutrition are covered in chapter 11 and should not be
considered as competing concepts but rather as complementary.

The Global Scale of Malnutrition
Undernutrition is a major global problem that is inextricably linked with
poverty. Data show that the proportion of undernourished people in the devel-
oping world (about 17 to 20 percent of the population) remained fairly con-
stant from 1990–92 to 2000–02. As figure 8.1 reveals, the vast majority of the
world’s undernourished people live in Asia (60 percent of the total) and Africa
(28 percent), where undernutrition has decreased very little over the past
decade (by 4 percent in Asia and 3 percent in Sub-Saharan Africa). The extent
of undernutrition has been studied best among children, in extensive surveys
conducted since the 1970s. Data from the World Health Organization show
that the prevalence of stunting in preschool children in developing countries
worldwide fell from 47.1 percent in 1980 to 32.5 percent in 2000. Thus,
although the trend is positive, child undernutrition remains a major global
problem.

In Africa, although the prevalence of stunting likewise declined, from
40.5 percent in 1980 to 35.2 percent in 2000, the absolute number of
stunted children increased by more than one-third over the same period.
Within Africa, stunting is most prevalent in eastern Africa, where, on aver-
age, 48 percent of preschool children are affected. In western Africa, the
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prevalence of stunting has changed little (from 36.2 percent to 34.9 percent),
whereas northern Africa has shown considerable improvement (from
32.7 percent to 20.2 percent). Meanwhile, Asia has made substantial
progress: stunting there decreased from 60.8 percent in 1980 to 43.7 percent
in 2000. Yet stunting remains widespread, particularly in South Asia, where
child malnutrition is extremely common.

The effects of undernutrition on child mortality in developing countries
are devastating. It has been estimated that protein-energy undernutrition is
a causative factor in 49 percent of the approximately 10.4 million annual
deaths among children under five years of age. Undernutrition also has a sig-
nificant economic impact. The economic loss to a nation where undernutri-
tion is prevalent can be estimated in terms of lost productivity per individual
worker. For example, the annual economic loss in Nigeria due to all forms
of malnutrition in children under age five in 1994 has been estimated by this
method at $489 million, or about 1.5 percent of gross domestic product
(GDP). The economic costs of undernutrition are of a similar order of mag-
nitude in other developing countries (see figure 8.2).
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FIGURE 8 .1 Estimated Prevalence of Undernourishment in the Developing World, 
2001–03a

Percent
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FIGURE 8 .2 Estimated Annual Economic Costs of Malnutrition in Selected 
Countries
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The Forces Shaping the Problem of Undernutrition
The discussion in this section is guided by the notion of food security as
defined at the 1996 World Food Summit in Rome (box 8.1). Food security is
a multilayered concept, determined by several factors, including food avail-
ability, access to food, and food consumption, each working at several levels:
global, regional, national, household, and individual. 

Food Availability
Food availability refers to the supply of food, whether at the global, regional,
national, or local level, without regard to the ability of individuals to acquire
it. Sources of supply may include production within the household, domes-
tic commercial food production, food stocks accumulated in earlier periods,
commercially purchased imports, and food aid. There are presently no signs



of a food availability problem at the global level. In fact, global food produc-
tion has more than kept pace with increasing world population in recent
decades, increasing in per capita terms by 0.9 percent annually and even faster
in such populous developing countries as China and India.

Important changes are occurring in food production and in trade patterns
between different regions of the world. There is a trend toward greater food
imports in many developing regions: Sub-Saharan Africa is a region of par-
ticular concern in this regard. This trend reflects the poor performance of the
agricultural sector in the region, where yields for cereals (1 ton per hectare),
roots and tubers (8 tons per hectare), and pulses (0.5 ton per hectare) are well
below world—and even developing country—averages. The main culprits are
lags in technological change, problems in input supply, and the region’s mar-
ginal position in global trade and investment. Each of these proximate causes
of poor performance in turn stems from a wide variety of problems con-
fronting African agriculture, including poor infrastructure, domestic policies
that are often hostile to agriculture, trade barriers in industrial countries,
unsuitable climate, and weak education systems. Food availability is also low-
est in Sub-Saharan Africa, at 2,195 kilocalories (kcal) per capita per day, and
has remained almost stagnant over the past four decades (table 8.1). In con-
trast, the supply of energy per capita has risen dramatically in East Asia (by
almost 1,000 kcal per capita per day, mainly in China) and in the Middle East
and North Africa (by over 700 kcal per capita per day).
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The World Food Summit was held in Rome in 1996, with the aim of renewing
global commitment to the fight against hunger. The Food and Agriculture Organi-
zation of the United Nations (FAO) called the summit in response to widespread

undernutrition and growing concern about the capacity of agriculture to meet future
food needs. The conference produced two key documents, the Rome Declaration on
World Food Security and the World Food Summit Plan of Action.

The broader concept of food security is reflected in the World Food Summit defini-
tion: “food security, at the individual, household, national, regional and global levels is
achieved when all people, at all times, have physical and economic access to sufficient,
safe and nutritious food to meet their dietary needs and food preferences for an active
and healthy life.” It recognized that poverty is “a major cause of food insecurity and
that sustainable progress in poverty eradication is critical to improving access to food,”
but noted that “conflict, terrorism, corruption and environmental degradation also
contribute significantly to food insecurity.”

Source: Overseas Development Institute 1997.

BOX 8.1 The World Food Summit’s Definition of Food Security 



At the national level, food availability has often been viewed mistakenly as a
food self-sufficiency problem. As a result, government food security strategies
have frequently emphasized increased domestic food production, largely
through the distribution of Green Revolution technologies, as the key means
for addressing malnutrition. However, domestic production strategies are not
necessarily the best way to increase availability: some degree of reliance on
imports may be a less costly way of procuring domestic food needs. In this sense,
globalization may help to improve food availability worldwide. Moreover,
increased food availability at the national level does not ensure increased access
to food at the household level. As the economist and Nobel laureate Amartya
Sen argues, “starvation is the characteristic of some people not having enough
food to eat. It is not the characteristic of there being not enough food to eat.”1

Access to Food
Access to food refers to the ability of households to obtain food, whether
through home production, commercial purchase, or transfers. In most
circumstances, the main cause of food insecurity is not lack of availability
but lack of access due to weak purchasing power and insufficient house-
hold agricultural production—both characteristics associated with poverty.
Access to food is a large problem in South Asia, where, although crop
yields and food availability are higher than in Sub-Saharan Africa, access
to food remains limited by low income per capita ($380 a year on average)
and the large share of the population (43 percent) living in poverty.
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TABLE 8 .1 Food Availability by World Region, Selected Years
Kilocalories per person per day

Region 1964–66 1974–76 1984–86 1997–99

Developing countries 2,054 2,152 2,450 2,681
Middle East and North 2,290 2,591 2,953 3,006

Africa
Sub-Saharan Africa 2,058 2,079 2,057 2,195
Latin America and the 2,393 2,546 2,689 2,824

Caribbean
East Asia 1,957 2,105 2,559 2,921
South Asia 2,017 1,986 2,205 2,403

Industrialized countries 2,947 3,065 3,206 3,380
World 2,358 2,435 2,655 2,803

Source: Food and Agriculture Organization of the United Nations 2002.



Differences in malnutrition also exist between urban and rural popula-
tions. Analyses indicate that although average levels of stunting are consis-
tently greater in rural areas, large differences by socioeconomic status exist
within both urban and rural groups. These differences are commonly
greater in the urban areas: the most disadvantaged urban children have
rates of stunting that are, on average, only slightly lower than those of the
most disadvantaged rural children.

However, even access to sufficient food at the household level does not
guarantee that all individuals have adequate food intake. That depends also
upon the distribution of food among household members, methods of food
preparation, dietary preferences, and mother-child feeding habits.

Food Consumption
Food consumption refers to the quantity and quality of food ingested at the
household or the individual level. Although often measured in terms of food
expenditure, it is conceptually closer to “food intake” as measured by calories
or by quantities of different nutrients consumed. Nutritional status, in turn,
refers to a person’s physical condition as a result of the ingestion, absorption,
and utilization of nutrients. Nutritional status thus depends not only on food
intake but also on the body’s ability to use these nutrients, which may be
influenced by other health factors.

Empirical evidence suggests that one cannot simply assume strong and
straightforward links all along the pathway from food production to nutri-
tional outcomes. For instance, increased food availability may not lead to
increased food access, if the former is achieved in such a way that it does not
increase the real incomes of low-income households. Also, many factors other
than household food production and income may affect rural food con-
sumption, such as resource allocation patterns within households. Similarly,
many factors other than food consumption, such as infectious disease, may
affect nutritional status.

The challenge for policy makers and analysts concerned with achieving food
and nutrition security is to understand how these various determinants—food
availability, access to food, and food consumption—are linked to one another;
how closely they are related in various contexts; and what important inter-
vening variables affect the links of these variables to nutritional outcomes.
Although research on food preparation and diets is first and foremost a local
and country-level activity, the production of global agricultural public goods
(for example, by the Consultative Group on International Agricultural
Research, the worldwide alliance of agricultural research centers) can provide
considerable economies of scale, especially in an age of rapid advances in
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information technology and biotechnology. Sharing of information and best
practices may therefore improve nutrition globally.

Controversies and Alternative Views
No one disputes the responsibility of national governments and the interna-
tional community to combat hunger and malnutrition. The question is how
to achieve better nutrition. This section presents some alternative perspectives
on and approaches to this question, such as the role of food aid, school feed-
ing programs, and the use of agricultural biotechnology.

Food Aid
Food aid is the international provision of food commodities, usually the sur-
plus of donor countries, for free or on highly concessional terms. Food aid is
a contentious issue, because although it can clearly help some of the neediest
in society, it may also cause economic harm to others. A key challenge
regarding food aid lies in determining whether it can be an effective compo-
nent of development policies aimed at achieving food security and improved
nutrition.

On the one hand, food aid can fill the gap when food availability from local
production and commercial imports is insufficient and markets fail to respond
to demand; this generally occurs only in acute food-supply shocks. On the
other hand, it is argued, food aid may undermine agricultural production by
reducing domestic prices for farm produce, which now has to compete with
food aid. In addition, food aid may create a disincentive to invest in agricul-
tural inputs, processing plants, and markets, thus impeding economic devel-
opment. Because both these arguments have some truth to them, food aid
must be carefully managed so as to minimize the negative impacts. 

Donors need to clarify their policy on the use of food aid, because it is
generally recognized that food aid-in-kind sent by industrial countries, often
at great cost, is not the best way for developing countries to attain long-term
food security. In certain situations food aid may be essential to the well-being
of vulnerable segments of the population, if it is provided on time, cheaply,
and in a manner that does not destroy local production incentives. Argu-
ments for or against the use of food aid should be made on the grounds of its
efficiency as an instrument to address specific objectives and situations, such
as preserving lives during natural and human-made disasters and protecting
vulnerable social groups such as refugees, disabled people, or AIDS orphans.
Food aid should be handled in a way that avoids disrupting local markets and
production and should be linked to longer-term strategies for agricultural
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rehabilitation and development. Alternatives to food aid delivered from
donor countries should be considered. For example, it may be preferable for
donors to provide cash to recipient governments with which to buy food on
the international market. Another alternative is for donors to buy food in
nearby developing countries with adequate food supply and then donate it to
poor, food-short countries.

School Feeding Programs
The provision of free or subsidized food to children in school is another
contentious issue, because it is not clear that school feeding programs are a
cost-effective investment for improved nutrition. Many governments justify
such programs for their supposed nutritional benefits. However, the consen-
sus in the research community is that such aid may come too late: the damage
caused by undernutrition to human growth, brain development, and human
capital formation is greatest—and largely irreversible—during gestation and
the first two years of life. Any such investments after this critical period are much
less likely to improve nutrition. For these reasons, the United Nations (UN)
Millennium Project Task Force on Hunger does not view school feeding as a
direct nutritional intervention.

School feeding programs can, however, sometimes be justified on other
than nutritional grounds, as providing an incentive for children to go to
school and to perform better. It can reduce a child’s hunger during the school
day, allowing him or her to be more attentive in class. A comprehensive food-
for-schooling program can also ensure that children who attend school are
given food rations to take home, offering economic incentives for poor fam-
ilies to release children from household or labor obligations so that they can
attend school. The evaluation of school feeding programs in Bangladesh, for
example, has shown increased participation in (by 20 to 30 percent) and dura-
tion of (between 0.4 and 1.4 years) schooling. This increase, however, was not
clearly reflected in either nutrient intakes or anthropometric indices such as
stunting and wasting. In conclusion, from a nutritional point of view, earlier
intervention during gestation and the first two years of life is a more effective
means of dealing with undernutrition in children.

Agricultural Biotechnology
Biotechnology has tremendous potential to improve agriculture and food
production in developing countries. In Africa, several countries are putting in
place structures and capacities for research and development in biotechnol-
ogy. Improvements in productivity are beginning to emerge from the applica-
tions of biotechnology. For example, the application of tissue culture to
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address constraints of availability to farmers of adequate disease-free planting
materials and rapid improvement in crop production is now commonplace in
several countries. The demand for such materials is high, and the impact on
the incomes of small farm households is becoming increasingly noticeable. The
importance of genetic modification in increasing the production of transgenic
food crop varieties with resistance to pesticides, insects, and diseases, and its
impact on reducing the prohibitive costs to farmers of agricultural chemical
inputs and yield losses, cannot be ignored.

However, major differences exist between countries in relation to the
level of application, and many countries, developed and developing, are
fearful of the impact of agricultural biotechnology. In 2002–03, when a
number of southern African countries suffering from food shortages rejected
food aid in the form of genetically modified maize, a highly polarized debate
over the role of biotechnology came to the surface, which continues today
(box 8.2).
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Zambia made its position on genetically modified (GM) food clear in 2002, when it
rejected food aid from the United States during that year’s drought and subse-
quent food crisis because the aid could not be confirmed to be GM free. The

Zambian government banned the import, sale, and use of GM products, citing health,
environmental, and trade concerns. The following year a team of southern African sci-
entists, which the member nations of the Southern African Development Community
(SADC) had asked to investigate the potential effects of planting and eating GM crops,
concluded that the crops posed no immediate risk to humans and animals. They
advised the southern African nations to embrace the technology because of its poten-
tial to increase agricultural yields. However, they also warned that the potential environ-
mental risks remained a challenge. They therefore recommended that GM
technologies be evaluated in African environments, and they called for African nations
to develop their own capacity to regulate and test GM products.

In sharp contrast to the SADC team’s findings, Zambia’s own team of scientists rec-
ommended that the country should maintain its stand against GM food, because “GM
crops can cause resistance to antibiotics and compromise immunity in people with
poor health status.” In 2005, when southern Africa was in the grip of its third severe
drought since 2000, the Zambian government maintained its position on GM food. At
the same time, the Zambian media (together with other journalists in eastern and
southern Africa) issued a declaration outlining their resolve to make their coverage of
biotechnology-related issues more balanced, accurate, and analytical to educate the
public about technology. This came after the release of a report that criticized the
Zambian media for being one-sided on GM issues and uncritical of the government line.

BOX 8.2 The Debate over Genetically Modified Maize in Zambia 



This debate about biotechnology has created fear, mistrust, and general con-
fusion among the public, and participants have often failed to seek the views of
policy makers and stakeholders in developing countries. The controversy over
the characteristics of genetically modified (GM) crops and the implications of
their use have tended to overshadow consideration of the many other contri-
butions that cutting-edge agricultural research and non-GM techniques can
make to increasing crop productivity, as well as developing and propagating
new crop varieties. In fact, the debate should not be whether developing coun-
tries need biotechnology, but how biotechnology can be promoted, supported,
and applied in safe and sustainable ways that contribute to improved agricul-
ture and to social and economic welfare. Developing countries need to develop
long-term policies on biotechnology that promote the assessment of and
targeted research into their specific needs; improve and enhance their own
scientific capacities and technological infrastructure; and integrate biotechnol-
ogy risk management into their environmental, health, and agricultural
interventions.

What Countries and the International Community Can Do
Because undernutrition is related to poverty and lack of development in so
many ways, a wide variety of development actions are needed to improve
food security and nutrition. Some of these can be undertaken by national
governments; others must be addressed by the international community.
Detailed strategies and actions at the country level can only be defined
through a country-specific analysis of the forces driving undernutrition. This
chapter can therefore make only a few general recommendations.

Domestic Policies and Investment
Undernutrition can be often attributed to shortcomings in the domestic
political framework or the domestic economic environment. Several studies
have shown that the rate of rural poverty reduction is strongly influenced by
the rate of agricultural growth. This is not surprising given the importance of
agriculture as a source for employment and income for the rural poor.

In order to bring about food security, governments should put in place
policies and institutions that foster growth and reduce poverty and that bal-
ance the interests of food consumers in low prices with those of producers and
investors in high returns. This requires a clear strategy to ensure that eco-
nomic growth is pro-poor and that the poor have access to productive assets,
markets, institutions, and services. As the incomes of the poor rise, generally
they purchase more and better food. This will not cure the problem of hunger
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and undernutrition, because the cause is not just low income. It will, however,
contribute to a solution at the household level. 

The literature on agriculture and food security offers a number of general
recommendations for how governments could reform their policies and
increase their investments in agriculture in order to achieve food security,
including the following: 

■ Promoting an integrated policy approach to hunger education 
■ Restoring the budgetary priority of the agricultural and rural sectors
■ Linking nutritional and agricultural interventions 
■ Increasing poor people’s access to land and other productive resources 
■ Empowering women and girls
■ Creating vibrant partnerships to ensure effective policy implementation.

An integrated and multisectoral policy approach is essential, because coun-
tries frequently lack a clear policy or strategy to address each of the three
dimensions of food security. Also, institutional roles, mandates, and initiatives
toward improved nutrition are often diffused across a range of ministries,
donor-funded projects, nongovernmental organizations, monitoring net-
works, and the private sector. The drafting of Poverty Reduction Strategy
Papers provides a good opportunity for multisector planning and main-
streaming of food security in all areas of domestic policy.

National governments must also make a commitment to increase public
funding to the sectors essential in combating undernutrition, in particular the
agricultural and rural sectors. The Maputo Declaration on Agriculture and
Food Security in Africa, adopted by the African Union in July 2003, is an exam-
ple of such a commitment. This declaration endorsed a recommendation that
African countries invest at least 10 percent of their budget in agriculture and
rural development.

Again, however, general recommendations for agricultural policy reform
are difficult to provide, because the causes of food insecurity and malnutri-
tion are often country-specific. Broadly speaking, the best policies and
investments are best that promote agriculture and food market development
and rural infrastructure, and that stimulate private investment in agriculture
and in agroprocessing. In addition to these long-term general policies and
investment for agricultural development, improved social safety nets can offer
protection to poor people and other vulnerable groups by providing direct
access to food through feeding programs for mothers and infants, school
meals and school gardens, and food-for-work and food-for-education
programs.
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Removal of Internal and Regional Barriers to Agricultural Trade
Trade is an essential element of food security. An export-led agricultural strat-
egy focusing on areas of comparative advantage is likely to generate stronger
growth and increased incomes and may be a better way to bring about food
security. A strong external trade position also helps achieve food availability
at the national level by strengthening the capacity to import. 

However, low-income countries, which today account for less than
0.5 percent of global trade, have been largely excluded from the benefits of
trade liberalization. Their export industries continue to face both internal
obstacles (lack of a secure legal framework; and weaknesses in infrastructure,
information flows, and human resources) and market access restrictions
imposed by industrialized countries (tariffs, quotas, and technical barriers
to trade). It is essential that developed countries make greater concessions to
open their markets to all types of products from low-income countries. Also
needed is greater capacity for trade, achieved by tackling the many obstacles
and helping exporters meet product standards, safety requirements, and cer-
tification procedures.

Conversely, liberalization may result in increased exposure to foreign com-
petition and the removal of government support for certain sectors. These
adverse impacts may have negative consequences for food security in the
short term. In view of these risks, rules for special and differential treatment
(S&DT) for developing countries are being negotiated within the World
Trade Organization. In the agricultural negotiations, S&DT measures relate
mainly to export competition, domestic support, and market access. These
measures must allow developing countries to pursue agricultural policies that
support their development goals and poverty reduction strategies, as well as
their food security and livelihood concerns.

Regional integration can help achieve food security by expanding market-
ing opportunities, integrating food markets, and facilitating food transfer
from areas of surplus to areas of shortage. Beyond the benefits of free trade
areas and customs unions, regional cooperation is vital to solving common
problems related to food insecurity. Environmental problems, agricultural
pests and diseases, agricultural research, and infrastructure often have a cross-
border dimension that requires effective regional cooperation. 

The results of regional cooperation in developing countries have generally
fallen far short of expectations. In Africa, the Caribbean, and the Pacific, for
example, the oldest regional economic communities have been in existence for
more than 30 years. Their main aim was to encourage and strengthen trade
among member countries, especially for food and other agricultural products.
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However, according to the United Nations Economic Commission for Africa
(UNECA), intraregional trade today accounts for only 9 percent of total trade
in West Africa and just 4 percent in central Africa. Trade also remains weak
within the Caribbean Community (CARICOM), since many of the islands
produce similar products. By contrast, in the European Union more than
half of all trade is conducted among member states. Nevertheless, some exam-
ples of significant progress toward regional integration in agriculture can be
cited (box 8.3).

Strengthening of Agricultural and Nutritional Research
The exceptional growth in agricultural productivity over the past century was
primarily a result of investments in agricultural research, agricultural exten-
sion, irrigation, and rural infrastructure, combined with private investment
in agriculture, agricultural input supply, and processing. Research generates
new knowledge and technologies, which may or may not benefit the poor and
increase food security. In industrialized countries, agricultural research is
increasingly conducted by private companies and has benefited farmers
and consumers in those countries. By contrast, less research has been done in
low-income countries, and what research has been done has focused on the
staple crops grown by poor farmers and on techniques suited to nonirri-
gated, low-input, risk-prone agriculture on marginal lands. This has con-
tributed, along with the other factors described above, to many poor farmers
remaining poor.

The UN Millennium Project Task Force on Hunger recommends sup-
porting a more active role for the public sector in agricultural and nutrition
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Significant progress has been made in Africa over the past few years toward
regional integration in agriculture through the creation of common agricultural
policies. The most recent example is that of the West African Common Agricul-

tural Policy (ECOWAAP), adopted in January 2005 by the conference of West African
heads of state and government. ECOWAAP is a wide-ranging initiative that seeks to
harmonize procedures across the participating countries with regard to land access,
natural resource management, assistance for farmers, and access to credit. 

The improvement of regional infrastructures is another crucial element toward the
integration of African agriculture. In East Africa, for example, the African Development
Fund estimates that the Mombasa–Nairobi–Addis Ababa Road Corridor Development
Project will increase trade in the region by 500 percent.

BOX 8.3 Examples of Regional Integration in Agriculture in Africa



research in developing countries by increasing national investment in such
research to at least 2 percent of agricultural GDP by 2015. Three-quarters of
this should go to agricultural research—embracing sustainable crop, live-
stock, fish, and tree production systems and associated natural resource and
ecosystem management—and the rest to nutrition research. This would
much more than double the current funding for such research. Rural infra-
structure and other rural services (such as finance and marketing) also need
significantly increased investment.

In addition, developing country governments and donors should enter into
a new partnership with private companies with deep pockets for research.
Governments, donor agencies, and the international agricultural research cen-
ters coordinated by the Consultative Group on International Agricultural
Research should increasingly facilitate the transfer of technology between
developed and developing countries and between the private sector and the
public domain.

International agricultural research can support the fight against malnutri-
tion and hunger in numerous ways: 

■ Crop breeding is perhaps the most direct approach toward improving
nutrition through increased agricultural production. This was shown by
the Green Revolution, which succeeded in increasing farm productivity
and output in South Asia, leading to price declines and increased
human food energy intake.

■ More recent work has focused on plant breeding to improve micro-
nutrient status by biofortifying staple crops. 

■ Livestock farming can improve nutrition both by raising producer
incomes and by increasing consumption of high-protein animal-source
foods.

■ Fish provides proteins and a wide range of vitamins and minerals.
However, increasing fish production to improve nutrition has proved to
be quite a complex undertaking, and success at integrating fish produc-
tion and nutrition appears to be largely context and project specific.
There have, however, been some notable successes, particularly in
China.

■ Postharvest activities can affect nutrient availability in many ways, such
as by increasing the nutrient density of foods consumed by infants and
increasing consumption of nutrient-rich foods.

To be sure, both the potential and the actual nutritional benefits of these
types of interventions will depend largely on the context and on the specific
project, as well as on the other factors that affect nutrition.
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Actions by the International Community
The international community has committed itself on several occasions to
fighting global malnutrition and hunger. The right of all people to adequate
food and nutrition has been recognized in various international human
rights instruments, both legally binding conventions and nonbinding decla-
rations (table 8.2). In the Rome Declaration, described in box 8.1, heads of
state reaffirmed “the right of everyone to have access to safe and nutritious
food, consistent with the right to adequate food and the fundamental right
of everyone to be free from hunger.” Although nonbinding, declarations
such as these exert a measure of moral suasion on the signatory governments.

Concrete targets were set at the UN Millennium Summit in 2000, where
world leaders pledged to reduce hunger and extreme poverty by half. The
nutrition target of the Millennium Development Goals (MDGs) is to reduce
by half the prevalence of underweight among children under five between 1990
and 2015. The link with agriculture is also strong for the MDG of reducing
poverty and hunger by half. Other MDGs also have direct or indirect links with
agriculture.

International donors also made a strong financial commitment in the
Monterrey Consensus of 2002, which urged rich countries to raise their annual
overseas development assistance from 0.2 percent of their combined gross
national product ($53 billion at the time) to 0.7 percent. Reaching the Mon-
terrey target would require raising total assistance to $175 billion a year. Many
scholars and various civil society groups have made a persuasive case for end-
ing extreme poverty by 2025 by honoring the Monterrey Consensus and
increasing assistance to sectors related directly to hunger reduction, such as
agriculture, nutrition, water, and sanitation, and markets related to agriculture.
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TABLE 8 .2 Key International Conventions and Declarations Relating to Hunger 
and Food Security

1948 Universal Declaration of Human Rights
1974 Universal Declaration on the Eradication of Hunger and Malnutrition
1990 Convention on the Rights of the Child
1992 World Declaration and Plan of Action on Nutrition
1996 Rome Declaration on World Food Security and World Food Summit Plan

of Action
2000 United Nations Millennium Declaration
2002 Monterrey Consensus on Financing for Development 
2002 Johannesburg Declaration on Sustainable Development



Finally, international donor agencies must increase the effectiveness and
coordination of their investments in agriculture, nutrition, and humanitarian
food aid. Projects are often not as efficient as they could be because of their typ-
ically short horizon (three to five years), cumbersome procedures, inadequate
monitoring and evaluation, and failure to address problems on a national
scale. Suitable vehicles for donor coordination must be sought through shar-
ing coordination mechanisms, adopting common monitoring procedures,
and developing robust systems for sharing knowledge and results.

The World Bank’s Role in Addressing 
Undernutrition and Hunger
The World Bank is the single largest source of funding for agriculture and
rural development in developing countries. In financial year 2005, total
World Bank lending to agriculture was $2.1 billion, and lending for all rural
development activities was $8.7 billion. About 70 percent of Bank lending to
agriculture supports production of food and cash crops, irrigation and
drainage, and the development and distribution of technology.

The agricultural dimension of the World Bank’s approach to malnutrition
and hunger is outlined in its rural development strategy as presented in its
2003 publication Reaching the Rural Poor. That strategy is aligned with the
Bank’s focus on poverty reduction and therefore sets broad-based economic
growth, and specifically, economic growth in rural areas, as one of its main
objectives. At the country level, the Bank’s support is mainly focused on poli-
cies that are agriculture-friendly, as well as projects and programs that pursue
increased agricultural productivity and economic growth in other sectors.
These projects and programs may contain nutrition components.

On the policy front, the World Bank works with client countries to create
an appropriate overall macroeconomic and agricultural-rural policy and a
supportive institutional framework. That includes, for example, the liberal-
ization of agricultural markets by both industrial and developing countries.
The Bank urges the industrial countries to remove trade barriers to develop-
ing countries’ products and to phase out agricultural subsidies. A concrete
example of Bank support related to greater openness to trade is its review of
the role and effectiveness of state enterprises in food crop production (for
example, in India and Indonesia) and in producing crops for export (for
example, in Burkina Faso, Ghana, and India).

Improved agricultural productivity and growth are a central focus of the
World Bank’s rural development strategy, recognizing that, in many low-
income countries, agriculture is the main source of rural economic growth and
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that agricultural growth is the cornerstone of reducing rural poverty. The Bank
has supported numerous interventions aimed at increased agricultural pro-
ductivity in countries throughout the developing world and continues to do so.

In the past few years, the World Bank and other donor agencies have
increased their support to agricultural programs in low-income countries.
However, more is needed because the level of investment in agriculture
remains inadequate to achieve the MDG of reducing hunger and malnutri-
tion by half by 2015. Increased and sustained investments in agriculture in
collaboration with other sectors are required. If the global effects of malnu-
trition are not adequately addressed through increased investments, the
consequences would be disastrous. The world’s low-income countries, in
partnership with the donor community, should work together to rid human-
ity of the scourge of malnutrition.

Note
1. Sen (1981, p. 1).
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PART TWO

Human Development

The world’s population is expected to approach 11 billion sometime in
the next century, nearly double what it is today. The challenge of devel-

oping and harnessing this human capacity for the greater good of the planet
is a formidable one. At the same time the downside risks of human suffering
that such growth could cause, especially through widespread hunger and dis-
ease, is all too easy to imagine. The chapters in this part of the book address
these challenges and dangers head on and explore what the world community
can do to address them. Large amounts of funds, knowledge, and national and
international actions will be needed to prevent hunger, raise well-nourished
children, avoid common diseases, and contain and eventually overcome dis-
ease pandemics. Global virtues of tolerance and respect for human rights
within families and across nations will require fostering. This places educa-
tion at the core of human development, aimed at promoting a global social
environment in which all men and women can achieve their full human
potential.
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Diseases Without 
Borders: Coping with

Communicable
Disease

JAYSHREE BALACHANDER

The twentieth century was a period of steady progress in preventing and
controlling a wide range of communicable diseases. Effective public

health measures and the development and widespread use of vaccines and
drugs have greatly reduced the death toll and disease burden from infectious
diseases. Immunization saves an estimated 3 million children annually,1 and
the percentage of children who die before reaching the age of five has been cut
in half since 1960.  Smallpox, formerly a major killer in the developing world,
has been eliminated, and polio has been declared eradicated in a number of
countries. Many other serious conditions such as bacterial meningitis and
pneumonia can now be satisfactorily treated with antibiotics. Medical
advances have spread, improving health around the world.

Despite this remarkable progress, infectious diseases remain a leading
cause of death worldwide, accounting for more than 10 million deaths every
year according to the World Health Organization (WHO), including nearly
two-thirds of all deaths among children under age five. The big three infec-
tious diseases—HIV/AIDS, tuberculosis, and malaria—account for more
than half of all deaths from communicable diseases. These diseases continue
to be major public health threats, especially in developing countries, despite
years of organized national and international efforts to control them. Vaccines
that could effectively prevent these diseases have not yet been developed.

Virtually unknown 25 years ago, the human immunodeficiency virus
(HIV) that causes AIDS has already infected more than 60 million people

This chapter draws on previous World Bank research and publications. Useful inputs and comments
were provided by Olusoji Adeyi, Rama Lakshminarayanan, and Tawhid Nawaz.



worldwide, and more than 20 million have died, 3.1 million in 2005 alone.
Over 8 million children under 15 years of age have been orphaned. Of the
approximately 40 million people living with HIV/AIDS today, some 38 mil-
lion live in developing countries. AIDS is now the leading cause of death in
Sub-Saharan Africa and the fourth-largest killer globally. The epidemic has cut
life expectancy by more than 10 years in South Africa and Botswana. Mean-
while, HIV continues to spread at varying but unknown rates in the Caribbean,
China, India, and Russia. A series of new, potent antiviral drugs have been
developed which, when used in combination, can retard the progress of HIV.
However, these drugs cause a range of side effects and must be constantly
reevaluated as HIV develops resistance to them, and they are expensive—
indeed, unaffordable except in high-income countries (see box 9.1).

Another worldwide killer, tuberculosis, causes 8.8 million new cases each
year (nearly 25,000 a day) and is responsible for an annual mortality of
1.7 million. The microbe that causes the disease, Mycobacterium tuberculosis,
is resilient and highly adaptive. Efforts to control it are seriously hampered by
drug resistance and by co-infection with HIV. About a third of the world’s
40 million HIV-positive people also suffer from tuberculosis, and HIV infec-
tion increases the chance of developing tuberculosis 10-fold. More HIV-
positive patients die from tuberculosis than from any other infection.
Without treatment, 50 to 70 percent of those with infectious tuberculosis will
die, and a single untreated person can, on average, infect between 10 and
15 people a year.
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AWashington Post editorial by Donald M. Berwick, titled “We All Have AIDS,”
challenged the directors of drug companies to reduce to zero the cost of HIV
treatment in poor countries. The editorial, which appeared on June 26, 2001,

sparked off a spirited debate in which the chairman of GlaxoSmithKline said that his
company offered its medicine to poor countries at preferential prices but had to cover
costs so that the supply remains sustainable. However, manufacturers in countries
such as India and Brazil have been able to sell the same drugs at a cost of $600 per
patient per year, 40 percent less than the discounted price offered by the major manu-
facturers in the industrialized countries. The production of the drugs by these countries
bypasses patents on the drugs by reverse engineering them—a practice recognized
under current patent laws in India and Brazil but that would be phased out under
the revised Trade-Related Aspects of Intellectual Property Rights Agreement being
negotiated under the World Trade Organization. Affordable HIV treatment is still a
pipedream in most of the countries staggering under the HIV/AIDS epidemic. 

Source: Author.

BOX 9.1 Can HIV/AIDS Treatment Be Made Affordable?



Malaria is likewise widespread and deadly, especially in children or in its
more severe cerebral form. More than a third of the world’s population now
live in areas where malaria is endemic. Up to 500 million new clinical cases of
malaria occur each year, and the annual mortality from the disease is 1.2 mil-
lion a year.

In addition to these three major diseases, new infectious diseases can arise
from hitherto unknown microbes, many of them zoonotics,2 which are capa-
ble of causing a pandemic. The pathogens move among humans, pigs, and
bird species and can mutate during these transmissions, occasionally leading
to highly contagious or more deadly forms. Their genetic variability seems
designed to overcome the defenses of the hosts they infect. Zoonotics appear
to be a growing threat to human health because of increased human activity
in or alteration of ecosystems or habitats of certain insects and animals. Severe
acute respiratory syndrome (SARS), for example, is a viral respiratory illness
caused by a coronavirus believed to replicate in animal hosts. An outbreak of a
virulent and superinfectious form of the virus, hitherto unknown in humans,
occurred in 2003. A total of 8,098 people worldwide fell ill during the out-
break, and 774 died. WHO estimates the case fatality ratio of SARS to range
up to 50 percent, depending on the average age of those affected. The out-
break was effectively contained, but a number of important questions about
SARS and other zoonotics remain unanswered: How important are animals
in transmission? What are the factors responsible for the superspreader
phenomenon, in which one patient may infect several others through casual
contact or environmental contamination? What is the nature of the infection
that leads to transmission between humans and animals? Prevention and con-
tainment of pandemics will be extremely difficult unless microbiologists
discover the answers to these questions.

The ongoing avian flu epidemic is caused by a type of influenza virus,
H5N1, that is potentially deadlier and far more devastating than any other
influenza virus to date. The virus occurs naturally in certain aquatic migra-
tory bird species. It is harmless to these birds but is fatal to other birds such
as chickens, domestic ducks, and swans. The migrating species pass the virus
on to the local birds through their droppings, which the latter may ingest
when pecking on the ground. For a decade, H5N1 was confined to a small
pool of migratory birds, mostly inside China. In May 2005, however, a major
outbreak occurred at Lake Qinghai in central China, killing 6,000 birds,
including many species that had not been infected in the past. This was a turn-
ing point, since it signified that the virus had mutated and had become more
contagious and deadlier to a larger number of species. The first human trans-
mission followed shortly thereafter, and more than 90 of the 170 persons
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known to have been infected have died. So far the vast majority of those
infected are believed to have caught the disease directly from infected chick-
ens. If the microbe were to mutate further so as to spread easily from person
to person, an influenza pandemic could be in the making. 

Factors Driving the Spread of Communicable Diseases
Infectious diseases can be caused by a wide variety of organisms of dif-
ferent taxonomic lines, including viruses, bacteria, fungi, protozoa, and
helminths. Many factors—social, economic, climatic, technological, and
environmental—shape disease patterns and influence the emergence
and spread of these diseases. The current global socioeconomic situation
seems to influence and favor these factors. The Institute of Medicine commit-
tee on emerging infections in the United States identified six major factors that
contribute to the emergence and reemergence of infectious disease:

■ Changes in human demographics and behavior 
■ Advances in technology and changes in industry practices 
■ Economic development and changes in land-use patterns 
■ Dramatic increases in the volume and speed of international travel and

commerce, including movements not only of people but of animals,
foodstuffs, and other commodities 

■ Microbial adaptation and change
■ Breakdown of the public health capacity required to combat infectious

diseases at the local, state, national, and global levels. 

Meanwhile, the challenge posed by communicable diseases has grown in
scope and complexity. Some 30 previously unknown diseases, including,
most importantly, HIV/AIDS but also others such as Ebola hemorrhagic
fever, Rift Valley fever, and Lyme disease, have emerged. Still other diseases
once viewed as declining in significance, such as tuberculosis, have resurged
as the agents that cause these infections have developed resistance to the drugs
used for treating them. An additional threat is the potential deployment of
disease pathogens as weapons of war or instruments of terror. Several bacte-
ria and viruses have been identified as potential biological warfare agents,
including the pathogens responsible for causing anthrax and smallpox. After
the eradication of smallpox by the late 1970s, the global vaccination program
was phased out and the pathogens destroyed. The vaccine that protects
against anthrax is also in relatively short supply because anthrax is such an
uncommon disease. Thus the general population is particularly vulnerable to
both smallpox and anthrax, which can be deadly when used as weapons.
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These circumstances require that microbiologists, public health experts, and
law enforcement officials work together to develop a broad-based, coordi-
nated strategy for dealing effectively with the threat of bioterrorism. 

Finally, war-torn states, those with weak enforcement of law and order,
and those affected by natural calamities such as drought or flood pose special
problems, because the impairment of access for disease control teams com-
pounds the difficulties normally associated with controlling an epidemic.
During an outbreak of the deadly Ebola virus in Kelle, the Democratic Repub-
lic of Congo (formerly Zaire), in 1993, four teachers who were engaged in epi-
demic control activities were branded as witches and killed. Polio vaccination
efforts in the same country were hampered when an ongoing civil war kept
vaccine supplies from being delivered to patients, resulting in 1995 in the
largest outbreak of polio in modern times: more than 1,000 cases of paralytic
poliomyelitis were recorded in the city of Kisangani. Typhoid, malaria, and
gastrointestinal diseases are also serious threats in disaster-hit zones, where
even clean drinking water can be unavailable for days or even weeks; this was
the case after the “super cyclone” that killed over 20,000 people in the Indian
state of Orissa in 1999.

What Makes Communicable Diseases a Global Issue?
Although the great majority of deaths from communicable diseases occur in
developing countries, the threat they pose constitutes an important issue for
the world as a whole, on several counts. First, the sheer magnitude of the
problem makes it a substantial threat to people in all parts of the world and
demands worldwide attention and action. Infectious diseases can be a sub-
stantial obstacle to countries’ economic and social development. For exam-
ple, the Roll Back Malaria program has estimated that malaria has led to a
reduction in gross domestic product growth in Africa of about 1.3 percent a
year. Similarly, the economic cost of AIDS is estimated to be between 0.3 and
1.5 percent annually, although recent research sponsored by the World Bank
suggests that the long-term economic impact is likely to be much greater.
Health care costs are growing rapidly in many countries, absorbing a rising
share of income and forcing them to forgo other badly needed goods and ser-
vices.  Moreover, the heaviest burden of infectious diseases falls not only on
developing countries but also on the poorest households within them. These
households bear the largest share of the burden of infectious diseases, yet they
have the least opportunity to adopt protective measures and the least access
to affordable, good-quality care. Sickness further impoverishes the poor
through health care costs and loss of wages.
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Second, communicable diseases do not recognize international boundaries
or sovereign states. With the rise in international traffic and commerce that
accompanies globalization, diseases can be transmitted easily around the
world—a disease can now emerge anywhere on the globe and spread quickly
to other regions. Before 1999, for example, the West Nile virus, a well-
recognized cause of disease in Africa, Europe, and the Middle East, had never
been observed in the Western Hemisphere. Since then several thousand cases
have been reported throughout the United States and in parts of Canada and
Mexico. Severe acute respiratory syndrome (SARS) was first reported in Asia
in February 2003, and within a few months the illness had spread to more than
two dozen countries in Asia, Europe, North America, and South America
before the outbreak was contained. Avian flu has already rapidly spread far
and wide—Russia, Ukraine, Romania, Greece, Turkey, and all the other
countries along the Black Sea—and Mediterranean bird migratory routes
have been affected. The latest countries to join the list are Egypt, India, Israel,
and Nigeria. Figures 9.1 and 9.2 trace the global transmission routes of the
2003 SARS outbreak and the 2005 avian flu along bird migratory routes.

Third, globalization has far-reaching impacts on public health and inter-
national economies. The shrinking of the world by technology and the grow-
ing interdependence of national economies allow diseases to spread rapidly
through trade and travel. International air passengers carried SARS across the
Atlantic within a matter of days of its outbreak. The increasingly global nature
of food handling, processing, and sale is another means of rapid transmission
of pathogens. HIV/AIDS, tuberculosis, cholera, and malaria are examples of
infections that have spread from region to region through international com-
merce. The scale and scope of today’s international economic transactions are
unprecedented, and local outbreaks have global implications because of the
disruption of travel and commerce that can occur. For example, India’s brief
outbreak of plague in 1994 is estimated to have cost over a billion dollars in
economic damage from the travel restrictions and trade embargoes imposed
by other countries. 

Fourth, communicable diseases of global scope affect or are affected by
other global issues discussed elsewhere in this volume, such as climate change,
malnutrition, biodiversity, access to safe water, and migration. If climate
change follows the trajectory projected by current global circulation models,
it may have important and far-reaching effects on the spread of infectious dis-
eases, especially those transmitted by organisms whose body temperature
changes with the surroundings, such as mosquitoes and ticks. Most scientists
agree that global climate change will influence the transmission dynamics of
infectious disease, although the extent of the influence is uncertain. Infectious
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Source: U.S. Centers for Disease Control and Prevention 2000.

FIGURE 9 .1 Transmission Routes of the SARS Virus in the 2003 Outbreak

Sources: OIE World Organisation for Animal Health, Food and Agriculture Organization, Wetlands International, and national
government sources.
a. As of August 30, 2005. Dots indicate districts with H5N1 virus outbreaks since January 2005. 

FIGURE 9 .2 Avian Flu Outbreaks in 2005 and Major Flyways of Migratory Birdsa



diseases in children are highly correlated with malnutrition, which is a major
underlying factor in child mortality in many countries. The clearing of forests
and the construction of dams can have unforeseen health consequences when
natural habitats are affected, including a loss of valuable biodiversity
(box 9.2). Unclean water is a major cause of ill health; indeed, even the most
basic public health measures cannot be taken in the absence of safe water.
The Agreement on Trade-Related Aspects of Intellectual Property Rights,
negotiated in 1994 as part of the Uruguay Round of trade negotiations, will
have far-reaching impacts on the production and distribution of pharma-
ceuticals, many of them critical in the treatment of infectious diseases.
Another recent challenge has been to address the issue of health workers
migrating from the poor developing countries that need them the most to rich
countries, where they face better employment and income prospects. Nurses
have migrated en masse from countries such as the Philippines and Malawi
to the United States and the United Kingdom.  This presents yet another
challenge for the delivery of quality health care services in many developing
countries.

Finally, the global nature of the threat posed by new and reemerging infec-
tious diseases requires international cooperation in identifying, controlling,
and preventing these diseases. New vaccines and drugs for some of these dis-
eases are global public goods, whose development may be best facilitated and
financed globally. Infectious diseases themselves, however, are global public
“bads,” generating negative health, economic, and security-related external-
ities that must be dealt with. Understanding and responding to infectious
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Traditionally, biodiversity has contributed to human health mainly as a source of
important medicines. Ancient health systems, notably those of China and India,
relied on several species of herbs, trees, and other plants for medicinal use. In

recent years, these traditions are losing not only their practitioners and clients but also
their raw material, through the loss of a rich diversity of plant and animal species as
natural areas come under development. Moreover, human disturbance of ecosystems
has resulted in hitherto unknown diseases emerging or existing diseases spreading to
new areas. Jungle yellow fever, transmitted by a mosquito that resides solely in the for-
est canopy, high above human habitation, reached ground level by the felling of trees
in the jungles of the Amazon. Lyme disease affected humans only after forest deer
made human contact through land-use changes in the eastern United States. 

Source: Author.

BOX 9.2 The Relationship Between Biodiversity and Human Health



disease requires a global perspective, conceptually and geographically. The
recognition that countries need to cooperate to tackle infectious diseases itself
demonstrates that public health policy has been denationalized. An Institute
of Medicine report concludes that distinctions between domestic and inter-
national health problems are losing their usefulness and often are misleading,3

and that countries must increasingly come together to deal with infectious
diseases through internationally coordinated public health actions.

International Cooperation Against Diseases 
Without Borders
Countries have cooperated to control infectious diseases for the past
150 years, first through international sanitary treaties, whose origins date back
to 1851, following a cholera epidemic in Europe. After the formation of
WHO, its member states adopted International Sanitary Regulations in 1951
(renamed International Health Regulations in 1969). The original purpose of
these regulations was to outline measures that countries may take to protect
themselves against epidemics of three diseases: cholera, plague, and yellow
fever. The regulations required that countries report cases of these three dis-
eases to WHO, which then made that information available to other coun-
tries to provide national authorities with a basis for applying protective
measures. However, the regulations did not provide a framework for address-
ing epidemics within countries through international actions, nor did they
obligate the international community to help the affected countries. This,
together with noncompliance with the regulations in connection with report-
ing disease outbreaks, led to doubts about the effectiveness of the regulations.
In 1995, WHO initiated an effort to revise the International Health Regula-
tions to create a firmer legal footing and a stronger institutional commitment
to outbreak surveillance and response. The World Health Assembly approved
the revised regulations in May 2005, and full implementation is projected for
May 2007.

Besides the International Health Regulations, various forms of voluntary
cooperation have mushroomed in recent years, mostly in response to glob-
alization, the growing recognition of greater global interdependence, and the
inevitability of the rapid global spread of infectious disease outbreaks. In
1998, several organizations, including WHO, other United Nations (UN)
organizations, and the World Bank, inaugurated campaigns to reduce the
global burden of malaria by 50 percent (the Roll Back Malaria initiative) and
to reduce the prevalence of and mortality from tuberculosis by 50 percent
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(the Stop TB campaign) by 2010. These commitments were later consoli-
dated in the UN-sponsored Millennium Development Goals (MDGs),
which also include the objective of halting and beginning to reverse the
spread of HIV/AIDS by 2015.

Public health programs have also gone global through a number of other
channels involving new actors, including public-private partnerships. There
are estimated to be about 70 such global health initiatives. One of the largest
is the Global Fund to Fight AIDS, Tuberculosis, and Malaria, set up through
a commitment made at a UN special session on AIDS in June 2001, which was
endorsed later that year by the Group of Eight at their summit in Genoa, Italy.
The Global Fund has committed about $5 billion to date for programs cov-
ering these three diseases. The Bill and Melinda Gates Foundation, with an
estimated endowment of $28 billion, is the largest private foundation work-
ing in the health domain. Global health is a major concern of the foundation,
which funds projects to deal with AIDS, polio, and other communicable dis-
eases. The foundation also finances other initiatives such as the Global
Alliance for Vaccination and Immunization, whose goal is to ensure an ade-
quate supply of vaccines in all developing countries, and an International
AIDS Vaccine Initiative. The World Bank has funded a Multi-Country AIDS
Program for Africa, and the United States has established an Emergency Plan
for AIDS Relief. Worldwide funding available for malaria intervention in
2005 was estimated to be $570 million, and the commitment for HIV/AIDS
prevention and treatment programs in that year was an estimated $6 billion.
The plethora of funding actors has in fact led the Joint United Nations Pro-
gramme on HIV/AIDS to formulate the “Three Ones” principle for AIDS
programs in countries: programs should be implemented under one strategy,
one implementing agency, and one monitoring and evaluation system. These
initiatives have succeeded in raising global awareness, stimulating and fund-
ing new drug and vaccine research, and ensuring that the poor have access to
health services.

It remains to be seen whether these initiatives will ensure that the MDGs
for communicable diseases will be met. Although some other MDGs are on
track (the reduction in the number of people living on less than a dollar a day,
and the net primary enrollment goal), performance to date on the commu-
nicable diseases goals has not been encouraging. A 2004 review of progress on
the health MDGs by the World Bank concluded that progress has varied
across indicators and across regions. No region is on track to reduce the
under-five mortality rate by two-thirds, with Sub-Saharan Africa the furthest
away from the target. Although additional resources are needed, they will not
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be sufficient to reach the MDGs. Numerous policy and institutional weak-
nesses in the health system also need to be addressed, and the focus has to shift
to households, not only as users of health services but as producers of good
health themselves. 

Key Elements of a Global Disease Response Plan
Both WHO and the U.S. Centers for Disease Control and Prevention (CDC)
have developed response plans for global disease outbreaks. The WHO Global
Disease Response Plan consists of three key strategies: strengthening global
outbreak management, strengthening surveillance capacity within develop-
ing countries, and improving coordination and cooperation on surveillance
at the national and the regional levels. The CDC’s Emerging Infections Plan,
articulated in 2000, has four goals: strengthening infectious disease surveil-
lance and response to ensure timely detection and control of diseases and
their agents; addressing the many research issues raised by new and emerging
infectious diseases; strengthening public health systems, especially through
training; and strengthening prevention and control programs locally, nation-
ally, and globally. Some of the key elements of a global infectious diseases
response plan are discussed below. 

Outbreak Management
In April 2000, WHO inaugurated the Global Outbreak Alert and Response
Network to help organize and coordinate an international response to any
communicable disease outbreak. Various organizations have volunteered to
participate, including national public health institutions such as CDC, as well
as UN and nongovernmental organizations. The actual management of an
outbreak will depend on the nature of the disease, but it is likely to involve iso-
lation and quarantine of the persons or the area where the infection has been
identified, culling of animals exposed to the pathogen, rapid laboratory test-
ing of relevant samples from all suspected cases, training of staff, stockpiling
of supplies, and establishment of standards and guidance in the management
of the outbreak (box 9.3).

Disease Surveillance
Disease surveillance is the first line of defense in an epidemic, together with
the ability to rapidly conduct an epidemiological investigation and the pres-
ence of trained staff and modern laboratory facilities to diagnose diseases
accurately and rapidly. Surveillance systems in all countries suffer from a
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number of common constraints, such as weak links in the diagnostic and
reporting chains. However, these constraints are most severe in the poorest
countries, where expenditure per capita on health care is less than 1 percent
of that in high-income countries, according to World Bank data. Surveillance
in developing countries is often handicapped by shortages of human and
material resources. Key positions in laboratories and clinics are often vacant
or are filled by people who lack the necessary qualifications. According to
WHO, staff in over 90 percent of developing country laboratories are not
familiar with quality assurance practices, and more than 60 percent of labo-
ratory equipment is outdated or not functioning. WHO-sponsored assess-
ments of Sub-Saharan African health systems reported weaknesses in
laboratory capacity, ranging from a lack of trained technicians and commu-
nications equipment to poor roads and crumbling buildings. Health care
workers find it difficult to alert higher authorities about outbreaks or quickly
transport specimens to laboratories. Even if they do succeed in contacting the
authorities, they are unlikely to get much help, because higher management
levels suffer from the same systemic handicaps. All this has resulted in a severe
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Ebola hemorrhagic fever is one of the most virulent viral diseases known to
humankind, causing death in 50 to 90 percent of all clinical cases. The virus was
first identified in 1976 after epidemics broke out in Sudan and the Democratic

Republic of Congo (DRC). Several different species of the Ebola virus have since been
identified. The virus is transmitted by direct contact with the body fluids or tissues of
infected persons. Transmission has also occurred when people handled ill or dead
infected chimpanzees. In February 2003, an outbreak in the town of Kelle in DRC was
effectively handled by a WHO disease response team, which swung into action imme-
diately after the outbreak was reported. An intensive media campaign was launched to
warn people not to touch or eat the meat of animals found dead in the forest, particu-
larly monkeys, gorillas, chimpanzees, and rats. On February 14, a statement was made
in the National Assembly and on television news about the outbreak. On February 18,
the WHO team arrived in Kelle and immediately set about securing the hospital and
creating an isolation ward. Disinfection procedures were established and facilities pro-
vided in the security zone outside the isolation ward. Clinical management and safe
burial protocols were likewise established, and a mobile team was organized to visit
neighboring villages to carry out control and surveillance. By the end of June 2003,
after 135 cases and 120 deaths had been recorded, the epidemic was declared to be
under control.

Source: Author.

BOX 9.3 The Successful Campaign to Contain the Ebola Virus



underreporting of routine infectious diseases as well as increased drug resis-
tance and the emergence of new diseases.

The basic responsibility for disease surveillance and response lies with
individual countries. However, the international community has recently
launched a number of initiatives that may improve global surveillance. First,
the commitments to meeting the MDGs for the three major diseases call for
investments that will facilitate efforts to improve surveillance for these dis-
eases. Second, the international community has launched more broadly tar-
geted initiatives to upgrade laboratories, strengthen epidemiological capacity,
and otherwise improve surveillance for infectious diseases as a group.

National and Local Public Health Services
The basic strategy for fighting communicable diseases in developing countries
is to strengthen national and local public health services to the point where
they can provide effective service. In too many countries, publicly provided
health services still fall short of minimum standards and are especially failing
the poor. Resources often fail to reach frontline providers in rural and poor
urban areas altogether, and where poor people do receive services, the qual-
ity is often low. The situation would be several times worse during a pan-
demic, when facilities and resources even in the industrialized countries
would likely be overwhelmed. The same issues of financing, governance, and
technical and physical resources identified as weaknesses in surveillance affect
the system as a whole. WHO dedicated the 2000 edition of its annual World
Health Report to the issue of strengthening public health systems.

Health Providers
The MDGs are not achievable without an adequately trained, properly
deployed, and well-supported health work force. Although many health ser-
vice providers have the necessary qualifications and training, can deliver high-
quality care, and are responsive to their patients even in difficult
circumstances, the same is not true of many others, and very often even the
best providers lack the necessary support systems or the equipment and sup-
plies necessary to carry out their functions. As a result, health facilities are
underutilized in many developing countries, and patients often receive care
that is inappropriate to their needs, paid for out of very limited means.
WHO’s 2006 World Health Report is devoted to this important issue.

Research and Development
A program of research on infectious diseases in different parts of the world is
another key part of the international response. Research is now under way to
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develop vaccines against malaria and HIV/AIDS as well as an improved
antituberculosis vaccine. The existing vaccine against tuberculosis has been
effective in preventing the disease in young children in many parts of the
world but has proved less efficacious in adults, and it has not been effective in
controlling the disease in most developing countries. Recent research efforts
have focused on the genetics of the microorganisms responsible for the major
infectious diseases, with large-scale projects to develop more-effective drugs
and vaccines. Similar projects are under way to determine the full DNA
sequences of a range of important human pathogens as a way of developing
better diagnostic tests, vaccines, and drugs.

A Stronger International Legal and Regulatory Framework
Because of the need for international cooperation in the fight against diseases
without borders, international regulation will certainly play a role in the
global strategy for the control of infectious diseases. Recognizing this fact,
WHO revised the International Health Regulations so as to be effective to
“prevent, protect against, control and provide a public health response to the
international spread of disease,” and to “ensure the maximum protection of
people against the international spread of diseases, while minimizing inter-
ference with world travel and trade.”4 Under the revised regulations, coun-
tries have much broader obligations to build national capacity for routine
preventive measures, as well as to detect and respond to public health emer-
gencies of international concern. Reporting requirements cover all “events of
urgent international health importance.” The regulations also define a “code
of conduct” or set of core requirements for countries in the areas of surveil-
lance, notification, and response.

Prevention and Control
Ultimately, the struggle against global diseases must move from a reactive,
fire-fighting approach to a longer-term strategy of prevention and control in
the context of a globalized and rapidly changing environment. Strong health
care systems, along with improved communication strategies to educate and
alert the public about the risks of and prevention strategies for infectious
diseases, are the best long-term control measures. Although disturbances of
ecosystems that will affect the geographic incidence of diseases seem
inevitable, greater attention must be paid to the risks, and suitable mitigation
measures must be taken. A new instrument, the Infectious Diseases Impact
Statement, has been devised to make predictive assessments of changes in
infectious diseases arising from human activities. The instrument is intended
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to be proactive, like an Environmental Impact Statement, providing a formal
mechanism for answering specific questions about future changes in local
health conditions. Among the questions posed are the following: Which pop-
ulations are potentially susceptible? Which diseases are likely to increase in
response to development? What, if any, control measures already exist? What
disease vectors (such as insects or birds) are likely to be affected? and What
are the risks of any diseases that could be transmitted as a result? The assess-
ment has the potential to provide a rational basis and direction for develop-
ment, surveillance, and prevention measures. 

The Role of the World Bank
The World Bank developed its first Health, Nutrition, and Population Strat-
egy in 1997 and is currently revising it. A briefing was provided to the Bank’s
Board of Directors in June 2006, and a revised strategy will be completed by
December 2006. Broadly speaking, improving public health systems and
ensuring adequate health services for the poor are central to the World Bank’s
mandate of poverty reduction: better health contributes to higher productiv-
ity and income; poor health both results from and exacerbates poverty. Some
health activities are purely or partly public goods with substantial external
spillover effects—an important criterion for public financing. The Bank is
also a major player in health financing, which covers financing modalities and
instruments for the implementation of health policies. The Bank has diverse
instruments at its disposal, including investment lending; grants for pilot or
research activities; and Poverty Reduction Strategy Credits, which support
policy changes or investments in the health sector. Activities typically
financed by the Bank include health policy reform, the strengthening of pri-
mary health care systems, human resources development and training,
strengthening of surveillance systems, immunization and other preventive
services, and pharmaceutical procurement and planning.

The World Bank is formally committed to achieving the MDGs, including
those relating to communicable diseases, and indeed it is already one of the
world’s largest financers of programs to control and eradicate such diseases.
It provides significant resources in the fight against malaria ($150 million
since 2000) and tuberculosis ($560 million in current portfolio investments
in 30 countries). By the end of June 2004, the Bank had committed nearly
$2.5 billion for 106 freestanding AIDS projects and projects in the health,
education, transport, and social protection sectors with AIDS components
of more than $1 million each. These programs finance the strengthening of
infrastructure; the scaling up of disease control strategies; the provision of
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services ranging from information and education campaigns to testing and
counseling to condom distribution to vulnerable groups; and the develop-
ment and testing of vaccines against AIDS and malaria, among other dis-
eases. The Bank has also financed or managed several analytical studies on
HIV/AIDS.

The World Bank also participates in the international response to new epi-
demics or outbreaks, providing support both internationally, in cooperation
with WHO, and bilaterally to governments of the affected countries. During
the SARS epidemic, for example, the Bank’s East Asia Region worked with
national governments in the region to restructure existing projects to allow
the implementation of national strategies to fight SARS; it also made available
some grant funding for cross-regional information exchanges. The Bank has
set up an Avian Flu Task Force and a fund of up to $500 million. These
resources will allow affected countries to access financing to strengthen their
veterinarian and health services to deal with avian flu outbreaks, promote
activities to minimize the risk of human transmission, and prepare for and
respond to any potential human flu pandemic.

Strong partnerships with governments, beneficiaries, nongovernmental
organizations, the private sector, other multilateral agencies, bilateral donors,
and foundations have become central to the World Bank’s work in health.
These can take the form of commitments to international development goals
such as the MDGs; partnership in global technical initiatives such as the Part-
nership for Maternal, Neonatal, and Child Health and Safe Injection Global
Network, the Global Alliance for Improved Nutrition, and the Global Alliance
for Vaccines and Immunization; or programs such as Roll Back Malaria and
Stop TB. A critical goal of the partnerships is the coordination and harmo-
nization of policies and financing for meeting global health targets. 

The World Bank’s work in health is also indirectly supported by its work in
other sectors and on cross-cutting themes. Improved infrastructure services,
for example, can reduce the burden of communicable diseases: the lack or high
cost of transport is a major barrier to obtaining health care. Improved rural
roads through Bank-financed road projects have been associated with a sub-
stantial increase in access to health care in Morocco and Tanzania. Slum
upgrading projects have been successful in reducing the incidence of diseases
in those areas, and access to clean water has been shown to reduce child mor-
tality by up to 55 percent. Electrification projects allow for refrigeration for
vaccine storage as well as lighting for clinical care. Thematic areas of the Bank’s
work that affect the performance of health systems include improved gover-
nance, transparency, and accountability of public institutions, including
health services; decentralization to bring management and accountability
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closer to the level of service delivery; and participation to allow the beneficia-
ries, civil society, and the media to become engaged in improving health care.
As an example, citizen report cards have been widely distributed in the state of
Bangalore in India, allowing poor people to participate in their own health care
while giving providers an incentive to improve their services. Human rights
issues have surfaced in confronting AIDS, and the Bank supports reducing the
stigma of HIV infection through information and education campaigns.

The World Bank has some comparative advantage in health through its
established relationship with practically every sovereign state in the developing
world; its country-specific knowledge; and its capacity to work across sectors
and to convene diverse partners, national and international, in the private and
the public sectors. The Bank regularly evaluates its projects, and these evalua-
tions have identified some important success stories, including a significant
reduction in infant mortality and malnutrition in the Brazilian state of Ceará,
the reform of city health services in Johannesburg, and the reduction of the pub-
lic health caseload through cash transfers to households in Mexico linked to
participation in preventive health activities. A sectorwide evaluation carried out
by the Bank concluded that Bank projects have been successful in expanding
health care coverage, training health personnel, and supplying basic inputs.

The World Bank has also successfully used its lending to influence health
policy in developing countries. However, the Bank has been less successful in
bringing about sustained, systemic service quality improvements or institu-
tional changes, which seem to be driven mainly by factors specific to each
country. The Bank’s sectorwide evaluation, mentioned above, recommended
that projects focus more on what needs to be changed and how those changes
might be effected in the country context and in the context of macroeconomic
(especially fiscal policy) constraints.

Conclusion
The influenza epidemic of 1918, which killed an estimated 20 million to
40 million people all over the globe in a matter of 6 months, is a grim
reminder of the destructive power of diseases without borders. The Nobel
laureate Joshua Lederberg, in a 1999 briefing to the U.S. Congress,5 predicted
that although the world is better equipped to contain epidemics than in the
past, a major pandemic will occur sometime during the 21st century. Despite
the risk, global travel and commerce will continue, as will the evolution and
transmission of microbes. The large-scale movement of people, goods, and
services, accompanied by significant changes in the physical environment, is
a potent combination for the rise of unanticipated diseases and their spread
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through many different channels. New infections will continue to emerge,
and known infections will change in form, severity, and frequency. The list of
essential components of an effort to deal with the challenges posed by diseases
without borders, presented in table 9.1, is daunting in itself.

Despite the significant efforts made to date, more is needed. James Hughes,
director of the U.S. CDC, in a concluding address to the International Emerg-
ing Infectious Diseases Conference in Atlanta in 2000, summarized the chal-
lenge as follows:

If we truly want to end the threat of infectious diseases, we must do even
more together. We must inject into global gatherings—no matter where
they are, no matter what the subject—the urgency of working together
to defeat infectious disease. We must never let research into infectious
disease become a forgotten stepchild. We must continue to invest in
vaccine research and development and ensure that preventive vaccines
are available, affordable, and effective everywhere. We must work with
all our partners in the private sector to ensure that drugs, vaccines, and
tests are available during an infectious disease emergency. . . . We must
work together to deal with urban overcrowding, poverty, and poor
sanitation, which are spreading infectious disease in many parts of the
world. Finally, we must pool our greatest resources—our imagination
and intellect—to fight this collective fight. For as Joshua Lederberg once
noted, “Pitted against microbial genes, we have mainly our wits.”6
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The essential elements needed to deal with infectious diseases include the following:
■ Worldwide surveillance to map the global movement and evolution of microbes
■ Research and development to understand the complexities of the genetic mutations

of microbes and their modes of transmission
■ Adequate and steady financing, on a global scale but especially for low-income

countries, to strengthen health systems and implement disease control programs 
■ National capacity to take difficult and, if necessary, locally unpopular action to con-

tain any outbreaks
■ Committed health care staff with the technical skills and physical resources neces-

sary to perform effectively
■ Integration of knowledge and skills from many disciplines in the social, biological,

and physical sciences. 

Source: Author.

TABLE 9 .1 Elements of an Effort to Deal with Infectious Diseases
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Securing the Future
Through Education:

A Tide to Lift All Boats
RUTH KAGIA

Formal education is an organized effort by society to impart to its
members the skills and knowledge considered essential for them to

function in society—as productive workers, as informed citizens, and in
many other ways. Education is thus a critical tool for economic and social
development. Indeed, it is widely recognized as one of the most powerful
instruments not only for promoting sustained economic growth but also for
reducing poverty and inequality: as the 19th-century American educator
Horace Mann said, “Education, then, beyond all other devices of human ori-
gin, is a great equalizer of the conditions of men.”1

Education is fundamental, in particular, for the construction of societies
that are democratic and economies that are knowledge-based and globally
competitive. The history of civilization itself reflects the transformative power
of education: the invention of the printing press in the 15th century led to
popular demand for literacy and the freedom to choose what to read, and
from there to a hunger for other freedoms. This, in turn, precipitated major
religious and political changes in Europe. More recently, the quality of human
capital—the accumulated skills of educated workers—was found to be the
most important predictor of economic success in the East Asian miracle
economies, explaining 38 percent of their economic growth during the 1980s.

But never before today has the economic and social fate of nations
depended so heavily on the acquisition of education, knowledge, and skills.
No longer does a nation’s prosperity depend on its access to natural resources,
but rather on how effectively it uses its human resources to raise productiv-
ity and nurture innovation. As global economies become more knowledge
driven, the level of education attained by a country’s labor force, and the
quality of that education, become key determinants of that country’s



economic competitiveness. Technology and globalization have made it pos-
sible for firms to hire the best minds and tap into the most creative ideas from
anywhere in the world. One reason that India, for example, has succeeded in
capturing a large share of the global outsourcing market is that it has a large
pool of well-educated and trainable workers, connected by modern commu-
nications to the world economy. These same forces are also increasingly
allowing the world’s best and most creative young minds to travel anywhere
in the world to develop their talents: 34 percent of doctoral degrees in natural
sciences and 56 percent of those in engineering in the United States are
awarded to foreign-born students.

What all this means is that, for workers and countries seeking to compete
in a global economy, a primary education—mastering the “three R’s”—is just
not enough. A global, digitized, knowledge society increasingly needs a more
sophisticated labor force, equipped with competencies, knowledge, and
workplace skills that can only be developed through secondary and tertiary
education. Secondary schooling is essential to developing certain key mid-
level skills, but about 80 percent of the fastest-growing jobs of the future will
require some postsecondary education. Countries wishing to participate in
the evolving knowledge economy must therefore invest in dynamic, holistic
education systems that begin with early childhood development and basic
education but then continue through to secondary and tertiary education,
and on to lifelong learning opportunities.

Left to market forces alone, however, the benefits of education would reach
only a few people, and the challenges of building societies that can participate
effectively in the 21st century would be too great for many poor nations, many
of which are unable to provide even basic education for their children. If cur-
rent trends are maintained, more than 60 countries will not achieve the
Millennium Development Goal of universal primary education by 2015. In a
world that is increasingly interconnected, helping these countries close the
education gap is a global concern. Galvanizing international action to
strengthen education in all countries, especially the poorest ones, is not just
morally right; it is also good business, good policy, and good politics, for sev-
eral reasons. Education enables these countries to contribute to and benefit
from the global economy; it reduces inequality both within and between
countries; it widens the pool of available skills and innovative capacity; it
broadens opportunities for employment, thereby stemming the flow of eco-
nomic refugees; it helps to create free and open societies; and it is a wise
investment for global peace and stability.

A broad range of national and international actions is required to create
educated and productive societies that can compete in a global economy.
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They include supporting and strengthening countries’ capacity to provide
strong national leadership and vision; providing a stable and enabling macro-
economic framework to bolster the investment climate and expand job
opportunities; and creating capacity to deliver quality services to all, to gen-
erate resources and allocate and utilize them efficiently, and to monitor and
measure outcomes. Quite often, it is not enough to focus on the education
sector alone; complementary actions are required in other sectors to boost the
impact of education investments (figure 10.1). For example, recent studies
show positive correlations between nutritional status and cognitive develop-
ment: every 100-gram increase in birthweight is associated with an increase
in mean IQ at age 7 of 0.5 point for boys and 0.1 point for girls. Education
benefits from having these problems addressed, and it, in turn, is a means to
address these problems: education helps to prevent HIV infections, and
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female education helps to improve mother and child health. It is against this
backdrop that the World Bank has been supporting education development
in poor nations since 1963, within a broad development framework of
strengthening the investment climate for growth and investing in and
empowering the poor.

Education as a Tool for Development
As figure 10.2 shows, knowledge matters as much to a country’s economic
growth as does the accumulation of physical and human capital—if not more.
Higher education and technical education are necessary for the effective gen-
eration, dissemination, and application of that knowledge and for preparing
an entrepreneurial labor force that can adapt flexibly to a constant stream of
technological advances and change in a globalized world economy. Therefore,
to ensure their full participation in knowledge-driven development, countries
need to both build their human capital and adapt their entire education sys-
tem to the new challenges of the “learning” economy. (It should, however, be
noted that the share of the difference in growth between the Republic of Korea
and Ghana attributed to accumulation of knowledge in figure 10.2 also
includes other important factors, such as sound political governance.) 

Global poverty cannot be reduced unless the knowledge and skill
gaps across and within countries are narrowed dramatically. This implies
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providing, in all countries, a full curriculum of quality primary education as
the foundation for further learning and training, secondary and tertiary edu-
cation to provide skills and training, and lifelong learning opportunities to
harness new knowledge as it emerges and create innovative societies that seek
out new learning. Research on the impact of education on economic growth
in different countries demonstrates that education, skills, and technology—
or the lack of them—interact in important ways to create either a virtuous or
a vicious cycle. Low levels of human capital accumulation in a country that
also lacks other key assets necessary for economic growth lead to technolog-
ical stagnation and a slow-growing economy, which generate little demand
for higher-level skills and insufficient revenue to expand education opportu-
nities. India in recent years provides a good example of a virtuous cycle:
India’s economic growth averaged 6.2 percent a year between 1994 and 2004.
Since 1992, the net primary enrollment rate has increased from 68 percent to
82 percent, with more than 14 million additional pupils attending school.
Building on this progress, India has recently decided to extend, by 2015,
the universalization of education from those 6–11 years of age up to those
16 years of age. 

In some countries, families remain trapped at a low level of income and
skill from generation to generation. Education is key to breaking this inter-
generational transmission of poverty because it increases the productivity of
individual workers, which then increases their income and labor market
opportunities, which, in turn, allow them to afford to educate their own chil-
dren and so give them hope for a better life than their own. Each year of
schooling increases an individual’s earnings by a worldwide average of
approximately 10 percent, and by up to 20 percent in the poorest countries.
In the United States, a high school graduate can expect to earn about $275,000
more over the course of his or her lifetime than a student who does not fin-
ish high school; a college graduate with a bachelor’s degree can expect to earn
about $1 million more.

The case for education goes beyond its ability to stimulate and sustain eco-
nomic growth. Education gives people the power to reflect, make reasoned
choices, and improve their lives—what Nobel laureate Amartya Sen describes
as human capabilities. Such capabilities promote greater social and civic par-
ticipation, which empowers citizens to seek good governance and greater
accountability from their leaders. It is in this sense that education is regarded
as the cornerstone of democracy.

Less often recognized are the synergistic impacts of education on a wide
range of development objectives, such as better adult and child health,
reduced incidence of HIV/AIDS, and protection of the environment.
Education is one of the most effective preventive weapons against HIV/AIDS,
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which infects an additional nine people worldwide every minute and kills a
child below the age of 15 every six minutes. In one study covering 17 African
and 4 Latin American countries, educated girls were found to have a signifi-
cantly lower risk of HIV infection than uneducated girls. Research also
demonstrates that education, particularly functional literacy, increases envi-
ronmental awareness and contributes to the environmental sustainability of
development programs. 

Female education is perhaps the wisest investment of all. Apart from the
simple fact that one cannot have an equitable society when half of the popula-
tion lacks educational opportunities, the old adage also holds true that, “When
you educate a boy, you educate an individual, but when you educate a girl, you
educate a nation.” Mothers’ education has strong and well-documented
impacts, including improved health and family welfare and reduced fertility.
Better-educated women are more likely to send their children to school and
keep them there. Research also indicates that mothers are more likely than
fathers to use a higher proportion of their income to improve family welfare.

Why, Then, Does the Promise of Education Remain Elusive
for So Many?
Despite the known benefits of education, there remain large gaps in educa-
tion between rich and poor nations. A 5-year-old in Finland and a 5-year-old
in the United Kingdom can each expect to attain about 20 years of education,
whereas their counterparts in Cambodia, Mali, and Mozambique can expect
to complete no more than five or six years of school. Out of every 100 girls
who enroll in primary school in Mali, only 30 actually finish, compared with
100 percent of girls in Denmark, Germany, the Netherlands, and Slovenia.
These geographical disparities widen as one goes up the education ladder:
83 percent of the eligible age cohort are enrolled in tertiary education in the
United States, compared with 16 percent in Indonesia, 0.9 percent in Mozam-
bique, and 9 percent in the Republic of Yemen.

Poor Access to Education
Worldwide, more than 100 million primary school–age children are not cur-
rently enrolled, and two-thirds of adults who cannot read or write are women.
There are many interrelated reasons why children do not enroll or stay in
school long enough to complete their primary education: inadequate supply of
school infrastructure, weak demand for education (largely due to poverty), and
the high cost (including the opportunity cost of income from work forgone) of
attending school. Households in Cambodia, for example, devote 21 percent of
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their total spending to education; in contrast, children in the United States are
guaranteed more than 10 years of free education. Financial constraints and cul-
tural norms can intersect powerfully to limit households’ ability to send their
daughters to school (box 10.1). However, several strategies can be used to stim-
ulate demand: one is to engage parents and communities in school activities;
and another is to establish learning environments that are gender sensitive.

Inequality of Opportunity
Even though education is one of the shortest routes to reducing inequality,
access to education is far from equally distributed, both within countries and
across them. Low school participation rates translate into low educational
attainment profiles for the adult population, which, in turn, translate into low
earnings. In the developing world, a child from the richest 20 percent of the
population is almost three times as likely to be enrolled in school as one from
the poorest 20 percent. Indigenous peoples in Latin America have consider-
ably less access to education than the nonindigenous: in Bolivia, for example,
the difference between the two groups in average educational attainment is
almost four years. Unequal access to education is important because low edu-
cational attainment leads to low incomes, with the result that the average
adult in Cambodia or Mali earns less than $2 a day, about one-twentieth of
the minimum wage in the United States. In Ecuador, each additional year of
schooling reduces the probability of being poor by 4.8 percent.

Improvement of Educational Outcomes
Just as important as access to education is the quality of the education pro-
vided. Recent research indicates that educational quality has a consistent, sta-
ble, and strong influence on economic growth, and that quality matters as
much as, if not more than, quantity. Nevertheless, almost every country in the
world struggles with issues of educational quality. A survey of primary school
graduates in Bangladesh revealed that 80 percent were reading at the third
grade level. In Namibia and Zambia, fewer than 30 percent of sixth grade
pupils met the specified minimum reading standards on the regional learning
assessment. Only 23 percent and 16 percent of students in Morocco and Belize,
respectively, reached the lower quarter benchmark for the Progress in Read-
ing Literacy Study, a level that requires no more of students than to retrieve
explicitly stated information from a grade-appropriate passage or to locate rel-
evant information and use it to make inferences clearly suggested by the text.

But it is not just developing nations that are struggling to raise the quality
of educational outcomes. In the United States, 25 percent of eighth graders
could not identify, from a series of four drawings, which one showed the
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When girls’ access to education is broadened and the learning environment is
conducive, girls tend to perform as well as, if not better than, boys and to
complete the school cycle. The PROGRESA conditional cash transfer program

in Mexico was directed at both boys and girls, but evidence from evaluations showed
greater improvements in girls’ attendance and rates of transition to junior secondary
school. The Kenya Girls’ Scholarship Program was dedicated to providing scholarships
for girls to attend secondary school conditional on their examination performance. An
evaluation of this program showed that its design worked to increase girls’ attendance
and their test scores. The attendance and test scores of boys and girls who were not
eligible for the awards also increased, pointing to possible spillover effects. The pro-
gram had different impacts in its two implementation areas, which were interpreted as
suggesting that community support was important for improving learning outcomes
for girls.

Countries that have been successful in reducing gender disparity at the primary
and secondary levels use an integrated package of interventions by, for example:

■ Addressing the direct and opportunity costs of girls’ education by providing
scholarships and stipends to girls and reducing fees

■ Making schools more accessible and safe by bringing schools closer to the commu-
nity and constructing sanitation facilities, which provide privacy and running water,
especially for pubescent girls

■ Targeting action to the rural poor, disabled, and socially underprivileged girls
■ Improving the quality of education by providing instructional materials, teacher

training, and school programs
■ Making education more gender sensitive by increasing the number of female

teachers (and requiring gender sensitization in teacher training) and promoting
child- and girl-friendly teaching methodologies

■ Increasing community involvement (and the involvement of mothers in particular) in
the management of schools. 

The World Bank is using these lessons to support broad-based, quality education
focused on the disadvantaged; supporting programs to increase the participation of
women, particularly in post-basic training programs in math, science, and technology;
and targeting interventions such as stipends, scholarships, and collection of gender-
disaggregated data. The Bank is also strengthening strategic partnerships with actors
on the ground such as the Forum for African Women Educationalists (FAWE), who
have used research evidence to push for policy changes; FAWE is also undertaking
demonstration programs, including programs aimed at preventing early marriages and
allowing reentry to school after teenage pregnancy. The Bank is funding FAWE through
its Development Grant Facility.

BOX 10.1 What Works to Reduce the Gender Gap in Education?



direction in which a ball would fall if dropped from different locations on the
Earth. Highschool math test scores in the United States have risen very little
since the 1970s, and fewer than half of U.S. highschool graduates are 
adequately prepared for college-level math and science courses. (Box 10.2
excerpts a passage from a recent U.S. Department of Education publication
on the growing mismatch in that country between job demands and available
worker skills.) Norway, in spite of its top rank on other human development
indicators, performs below average on international tests of mathematics
given at the fourth and eighth grades, and ranks 20th out of 25 countries and
21st out of 46 countries, respectively, on fourth and eighth grade international
science achievement measures.

Like other productive enterprises, educational institutions require well-
defined performance standards and effective tools for measuring the quality
of their output. As already emphasized, knowledge economies require skills
and competencies that go beyond the “three R’s.” These include complex lan-
guage and communication skills, the ability to work in teams, adaptability,
and the ability to think creatively. Participation in international achievement
tests and benchmarking have helped many countries improve the quality of
their education systems and of those outcomes. Benchmarking with interna-
tional assessments, such as the Progress in International Reading Literacy
Study, the Program for International Student Assessment, and the Trends in
Mathematics and Sciences Study, allows countries not only to compare their
own results with those of other countries but also to use the data to analyze
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The spread of freedom is spurring technological innovation and global competi-
tion at a pace never before seen. We have to run to keep up. A high-school
diploma, once desirable, is now essential—and, increasingly, insufficient. About

80 percent of the fastest-growing jobs of the future will require some postsecondary
education. It is therefore unacceptable that among all ninth-graders, about 3 in 10 do
not graduate on time; or that for black and Hispanic students the figure is about 5 in
10. Whether filling “blue collar” or “white collar” positions, employers seek workers
with “pocket protector” skills—practical problem-solvers fluent in today’s technology.
If current trends continue, by 2012, over 40 percent of factory jobs will require
postsecondary education, according to the National Association of Manufacturers.
And yet, almost half of our 17-year-olds do not have the basic understanding of math
needed to qualify for a production associate’s job at a modern auto plant.

—Excerpted from U.S. Department of Education, Meeting the Challenge of a
Changing World: Strengthening Education for the 21st Century

BOX 10.2 Recognizing the Need to Run in Order to Keep Up



key investments and programs. Within the framework of a properly formu-
lated system of accountability and quality assurance in education, these
assessment instruments, together with national measures of learning out-
comes, have been helpful in evaluating the extent to which national and
transnational goals are being achieved. Although the use of those systems is
limited at present to only a few countries, the international community,
including the World Bank, is supporting the expansion of the geographical
coverage of such systems and capacity building in assessments for low-income
countries.

Delivering on the Promise of Education
We live in two worlds, one rich, the other poor. Education holds promise for
closing the income gap between the rich and the poor, but that promise will be
kept only if several conditions are met: access to basic education must be
expanded to include children currently out of school, who tend to be female,
poor, or marginalized; opportunities for education beyond basic education
must be broadened; educational quality must be improved; emerging issues
such as HIV/AIDS must be addressed; and complementary inputs such as
water, sanitation, and basic infrastructure must be provided, all within a
macroeconomic environment that is conducive to equitable economic growth.

Increasingly in the past 10 years, rich and poor nations alike have given
greater attention to education as a key strategy for reducing poverty and
strengthening their economic competitiveness. The result has been dramatic
increases in enrollment at all levels of education. In the poorer countries,
demand for education has outpaced the resources available from domestic
budgets. It is estimated that low-income countries require a minimum of
$5 billion a year from external sources to provide quality primary education
to all children. Aid to education has increased significantly in the past five
years: aid for basic education alone increased from $1.7 billion in 2002 to
$3.4 billion in 2004. Issues, however, remain: aid is not sufficiently predictable
or flexible to enable countries to make confident medium-term plans such as
for teacher training; it is insufficiently coordinated, making transaction costs
quite high for the recipient country; and many of the countries that need aid
the most have quite low absorption capacity.

Several actions are under way to improve the effectiveness of aid. They
include the Paris Declaration on Aid Effectiveness of 2005, which sets out a
framework for donor harmonization, alignment, and coordination, and the
Education for All–Fast Track Initiative (FTI; box 10.3). FTI was established
in 2002 to help low-income countries achieve free, universal basic education
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by 2015; it was conceived in response to the Monterrey Consensus, which
committed the world’s rich nations to provide additional aid to those poor
countries that implement sound policies. 

But putting resources in schools will not by itself improve learning out-
comes. It needs to be part of a package of reforms that include quality
improvement measures, performance-based incentives for teachers and
schools, increased levels of accountability, and a political economy that is
meritocratic but equitable.

The World Bank and Education
The World Bank is one of the largest multilateral donors to education, with a
current portfolio of $8.4 billion invested in 144 projects in 86 countries. As
noted above, the Bank has supported education in developing countries since
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The Education for All—Fast Track Initiative (FTI) was launched as a global partner-
ship to ensure accelerated progress toward good-quality universal primary
education by 2015. This partnership includes 30 multilateral and bilateral devel-

opment partners. All low-income countries that demonstrate serious commitment to
achieving universal completion of primary education can receive support from FTI.

FTI is built on mutual commitments. Partner countries agree to put primary educa-
tion at the forefront of their domestic efforts and to develop sound national education
plans; donors agree to provide coordinated and increased financial and technical sup-
port in a transparent and predictable manner. By bringing donors, civil society, and
developing country governments together around the same goal, FTI is improving the
effectiveness of aid by strengthening donor collaboration, alignment, and harmoniza-
tion. FTI has also evolved into a good model for country-driven implementation of a
Millennium Development Goal—universal primary education—linked to a global initia-
tive. It provides a framework and a platform whereby the country and its donors come
to an agreement that follows key principles to which FTI partners agree. These include
adequate domestic budget allocation to education and increased efficiency in the use
of resources.

As of April 2006, 54 low-income countries were receiving financial or technical
support from FTI, and 20 of these are fully endorsed partners. To date, FTI has received
commitments of about $500 million for its two financing channels and has stimulated a
doubling of Education for All funding through bilateral and multilateral channels. An
additional 40 countries are expected to join FTI partnership over the next two years,
requiring more resources to help some 70 million children achieve universal primary
education by 2015.

BOX 10.3 The Education for All—Fast Track Initiative 



1963, when it financed its first education project in Tunisia, and has trans-
ferred more than $39 billion in loans and credits for education since then.

World Bank lending in education has evolved continuously since that first
loan to Tunisia. The early programs supported the training of mid-level staff,
through expansion of general secondary and vocational education and build-
ing of education infrastructure. Later, primary education programs became the
predominant focus, driven by evidence that the returns to primary education
were highest for developing countries and exceeded the returns to vocational
and tertiary education. In the 1990s, the World Bank put poverty reduction at
the center of all its development efforts, while recognizing that institutions
are important and that equity is essential for prosperity. Along these lines, the
Bank’s support for education in developing countries is intended to maxi-
mize the impact of education on economic growth and poverty reduction. The
Bank’s strategic thrust is to help countries integrate education into national
economic strategies and policies and develop holistic and balanced education
systems that are responsive to the socioeconomic needs of the country.

The World Bank’s support for education extends beyond resource trans-
fer, and it is increasingly integrated into a holistic program covering all levels
of education. The Bank has a well-developed infrastructure for bringing
together a menu of services for the benefit of client countries, including pol-
icy advice; finance; sharing of experiences across regions, countries, and sec-
tors; and convening of a diverse range of stakeholders in formal and informal
partnerships. In fiscal 2006, the World Bank transferred about $2 billion to
developing countries to support the development of policies and strategies,
strengthen institutions and service delivery, and help countries expand the
qualitative and quantitative capacity of their education systems at all levels. 

The World Bank recognizes that educational outcomes depend heavily on
policies and factors beyond the education sector, which is why all its educa-
tion programs are nested in the economic and policy environment of the
client country. In addition, about a third of the Bank’s lending for education
is channeled through multisector programs such as public sector reform,
infrastructure, and poverty reduction strategy credits. Examples of such
multisector programs include school health programs (such as deworming),
expansion of water and sanitation facilities, and school construction through
community-driven programs. 

An important element of World Bank work in education is knowledge gen-
eration and dissemination and capacity building. This includes research in all
key areas of education, including teacher training, education quality, service
delivery, labor market outcomes, private sector participation, girls’ education,
and the economics of education. Much of the research undertaken by the
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Bank’s Development Economics Group is of direct relevance to education.
The most important is that associated with the annual World Development
Report, in particular the 2004 report, Making Services Work for Poor People;
the 2006 report, Equity and Development; and the forthcoming 2007 report,
Development and the Next Generation. All of these have explored issues rele-
vant to education in some depth. The World Bank Institute, the capacity
development arm of the Bank, provides an education learning program to
clients, consisting of more than 16 education courses that explore topics such
as education reform, enhancing of education quality and equity, the eco-
nomics and financing of education, and evaluation and performance moni-
toring. The World Bank increases its educational impact through more than
30 strategic partnerships.

Going Forward
The road ahead for education in developing countries is riddled with chal-
lenges but also replete with possibilities. Dramatic improvements are within
reach where the political will is strong, effective reforms are being adopted,
and international support is adequate. The past 10 years have demonstrated
that it is indeed possible to make quantum leaps in education development.
Countries such as Brazil, Eritrea, the Gambia, Guatemala, and Uganda
demonstrate that gains of more than 10 percentage points in primary school
completion rates can be achieved in less than a decade. The central challenges
are to scale up the successes and to sustain the gains through secondary and
tertiary education and into the labor market. More and more countries need
to accelerate progress in education; to increase access, particularly for those
most disadvantaged; and to improve quality and relevance, so that all
people—children and adults—enjoy healthier, more productive, and more
peaceful lives.

But broadened access to education is not enough. Education must produce
demonstrable results in terms of learning outcomes, it must be responsive to
the country’s social and economic needs, it must produce workers who are
sufficiently flexible and agile to respond to fast-evolving labor market
demands in an increasingly globalized world, and it must empower individ-
uals to make the personal and social choices that are in their own and soci-
ety’s interest. There is still much to do to achieve this ideal globally, and
especially in low-income countries. But it can be done with strong political
will and leadership; sustained international cooperation in education and
development more generally; and more effective sharing of knowledge,
enhanced by information technology. In addition, at the country level it will
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be important to strengthen accountability mechanisms for service delivery
and institutional capacity for developing, managing, and monitoring educa-
tion systems. 

Note
1. Mann (1848).
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Hunger, Malnutrition,
and Human 

Development
MEERA SHEKAR AND YI-KYOUNG LEE

Chapter 8 analyzed the global problem of hunger and malnutrition
from the point of view of food security and food supply: how weak-

nesses in the agricultural sector, and rural underdevelopment more gener-
ally, lead to food scarcity and lack of access to food in many developing
countries. This chapter approaches the same problem from a different per-
spective, that of human development. It assesses the scope of the problem
and explores why malnutrition occurs even in countries and households
where food scarcity is not an issue. It lays bare some persistent myths about
the efficacy and effectiveness of various approaches to improving nutrition
and health. Finally, it describes what international institutions, including the
World Bank, can do to meet the Millennium Development Goal (MDG) of
cutting malnutrition by half. First, however, it is important to understand
why adequate nutrition deserves to be seen as central to human development
and the global development agenda.

The Impact of Malnutrition on Economic 
and Human Development
It has long been known that malnutrition undermines economic growth and
perpetuates poverty. It does so through three distinct channels. 

■ First, undernourished children grow up to become stunted or under-
weight adults, lacking the physical strength that they would have
enjoyed had they been well nourished during childhood. Not only lack
of calories and protein but also micronutrient malnutrition can result in
diminished physical strength: for example, iron deficiency causes ane-
mia, which results in weakness and fatigue and can lead to more serious
disorders and death. Especially in countries where many jobs involve



hard physical work in agriculture or manufacturing, the result is dimin-
ished productivity and hence lower incomes. 

■ Second, malnutrition—whether it manifests itself as low weight for age
(underweight), low height for age (stunting), or a lack of certain critical
micronutrients—also leads to poor cognitive function, higher rates of
dropping out of school, lower educational performance for those who
stay in school, and hence lower productivity in later years. Iodine defi-
ciency, for example, is a leading cause of mental retardation. Thus
malnutrition can have a substantial impact on intellectual as well as
physical productivity. 

■ Third, a malnourished body is less resistant than a healthy one to a variety
of diseases—from diarrheal disease and other diseases of childhood, to
the major scourges of the developing world, such as malaria, tuberculosis,
and AIDS, to the diseases that can result from unhealthy lifestyles and
overconsumption of the wrong nutrients, such as cardiovascular heart
disease and diabetes. A society with a large malnourished population is
likely to experience higher health care costs per capita, which it must pay
for out of incomes already reduced by the first two effects. And because
malnutrition remains the single largest contributor to child mortality, it
also causes the outright loss of the lives of many children who would
otherwise grow up to become productive members of society.

How large are the economic costs of malnutrition? Research indicates that
they are substantial. The average productivity loss to individuals has been
estimated at more than 10 percent of lifetime earnings; at the country level,
conservative estimates suggest that losses may run as high as 2 to 3 percent of
gross domestic product. Improving nutrition is thus as much a matter of
sound economics as it is of human well-being and human rights. As will be
shown later, the returns to investing in better nutrition are high.

When poverty is broadly understood to include hunger and other forms of
poverty other than income poverty, better nutrition addresses this dimension
of poverty by definition. But malnutrition is also strongly statistically linked to
poverty defined more narrowly, in terms of income alone. The prevalence of
malnutrition is often two to three times higher among the poorest 20 percent
of a country’s population than among the richest 20 percent, and in some
countries it is many times higher. That is one reason why the first of the MDGs
speaks to both income poverty and hunger: it aims to reduce by half, by 2015,
both the proportion of the world’s population who live on less than one dol-
lar a day and the proportion of people who suffer from hunger, as measured
by the prevalence of underweight among young children.
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The Scope of the Malnutrition Problem
How widespread is malnutrition in the world today? Chapter 8 presented some
global statistics on the prevalence of stunting, or below-normal height for age.
However, the MDG on hunger cited just above measures hunger, or under-
nutrition, in terms of the percentage of children under five years of age who
are underweight. Therefore this chapter addresses progress on this key mea-
sure. Some statistics on micronutrient malnutrition, or the lack of certain crit-
ical vitamins or minerals, will also be presented. Overweight and its associated
problems were discussed briefly in chapter 8.

Nearly one-third of all children under five years of age in the developing
world today are underweight. The World Health Organization projects that
proportion will fall by about one-third by 2015, which would be laudable
progress but still well short of the 50 percent reduction called for under the
MDGs. Moreover, this global projection masks large differences between
developing regions—differences that are widening (figure 11.1). Asia as a
whole is expected to achieve the MDG on hunger reduction, thanks largely to
dramatic improvements in China. But in South Asia, which currently has the
highest prevalence of undernutrition of any developing region, not a single
country is projected to reach the goal. (Only Bangladesh may even come close.)
The shocking fact that underweight rates in many large South Asian countries
such as Afghanistan, Bangladesh, and India are nearly double those in Sub-
Saharan Africa has not been acknowledged by the larger global development
community. Combined with the large populations in these countries, this high
prevalence means that South Asia has the largest absolute number of under-
weight children of any region in the world.

Furthermore, undernutrition is actually worsening in 26 countries around
the world, most of them in Sub-Saharan Africa, where a vicious cycle between
human immunodeficiency virus (HIV) infection and malnutrition is grimly at
work. In East Africa, a region of the continent severely ravaged by HIV/AIDS,
underweight prevalence is expected to be 25 percent higher in 2015 than
in 1990. 

Although the picture is brighter in East Asia, a few countries—including
Cambodia, Indonesia, the Lao People’s Democratic Republic, the Philippines,
Timor-Leste, and Vietnam—continue to have serious problems with under-
nutrition (and with micronutrient malnutrition). Developing countries in the
Western Hemisphere have generally relatively low rates of underweight,
but some countries in Latin America, including Ecuador, Guatemala, Haiti,
Honduras, and Peru, are notable exceptions. In another 57 countries, progress
toward the hunger MDG is simply not known, because no trend data are
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available. In all, out of 143 developing countries in the world, only 34 are known
to be on track to meet the MDG on hunger—this despite the fact that, by most
assessments, most countries are on track to achieve the income poverty goal.

The MDGs do not specifically address micronutrient malnutrition, but it,
too, is a serious problem. Recent reports find that 35 percent of people in the
world lack adequate iodine in their diets, that 40 percent of people in the devel-
oping world suffer from iron deficiency, and that more than 40 percent of the
world’s children are vitamin A deficient. Micronutrient deficiencies such as

Global Issues for Global Citizens204

75

60

45

30

15

0
200520001995199019851980

Pr
ev

al
en

ce
 o

f u
nd

er
w

ei
gh

t (
%

)

200

160

120

80

40

0
200520001995199019851980

N
o.

 o
f u

nd
er

w
ei

gh
t c

hi
ld

re
n 

(m
ill

io
ns

)

60

40

50

30

20

0
200520001995

Source: De Onis and others 2004; United Nations Standing Committee on Nutrition 2004.
Note: Regions are as defined by the World Health Organization.
LAC = Latin America and the Caribbean.

199019851980

Pr
ev

al
en

ce
 o

f s
tu

nt
in

g 
(%

)

250

200

150

100

50

0
200520001995199019851980

N
o.

 o
f s

tu
nt

ed
 c

hi
ld

re
n 

(m
ill

io
ns

)

Bangladesh India China Africa Asia LAC
Developing Developed

Africa Asia LAC
Developing Developed

Africa Asia LAC
Developing Developed

FIGURE 11.1 Indicators of Malnutrition Among Children Under Five in Selected
Countries and Regions, 1980–2005



these are especially tragic because they are relatively easy and inexpensive to
address. It has been estimated that the cost of addressing all of Africa’s
micronutrient needs is a mere $235 million a year (although other estimates
are higher). Salt iodization for those parts of the world that do not already have
it could be provided for less than $1.5 billion a year, and twice-yearly vitamin
A supplementation for all children under five in the developing world for
about half that sum.

Because of micronutrients’ low cost, investments in their provision typically
have amazingly high benefit-cost ratios. Vitamin A supplementation for chil-
dren under six produces benefits estimated to range from $4 to $43 for every
dollar spent. The estimated payoff from iron fortification is even higher, rang-
ing up to 200 to 1, and that from iodine supplementation for women may be
as high as 520 to 1. The Copenhagen Consensus estimated that micronutrient
interventions yield the highest social returns out of 17 types of development
investments studied—higher than investments in trade liberalization, malaria
control, or water and sanitation (table 11.1). Other types of nutrition inter-
ventions have similarly high benefit-cost ratios (table 11.2).
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Rating Challenge Opportunity

Very good 1. Diseases Controlling HIV/AIDS

2. Malnutrition and hunger Providing micronutrients

3. Subsidies and trade Liberalizing trade

4. Diseases Controlling malaria

Good 5. Malnutrition and hunger Developing new agricultural technologies

6. Sanitation and water Developing small-scale water technologies

7. Sanitation and water Implementing community-managed systems

8. Sanitation and water Conducting research on water in agriculture

9. Government Lowering costs of new business

Fair 10. Migration Lowering barriers to migration

11. Malnutrition and hunger Improving infant and child malnutrition

12. Diseases Scaling up basic health services

13. Malnutrition and hunger Reducing the prevalence of low birthweight

Poor 14–17. Climate/migration Various

Source: Bhagwati and others 2004.

TABLE 11.1 Copenhagen Consensus Rankings of Development Investments 
by Social Return



When Does Malnutrition Occur?
It is now well established that undernutrition’s most damaging effects occur
during pregnancy and in the first two years of life. The effects of this early dam-
age on health, brain development, intelligence, educability, and productivity
are largely irreversible. Actions targeted to older children have little if any
effect. Initial evidence suggests that the origins of obesity and noncommuni-
cable diseases such as cardiovascular heart disease and diabetes may also lie in
early childhood, or even during pregnancy. In countries where mean over-
weight rates among children under five are high, a large proportion of children
are already overweight at birth. Governments with limited resources are there-
fore best advised to focus interventions on the narrow window of opportunity,
from before conception to 24 months of age, although actions to control
obesity may need to continue later.

Causes of Malnutrition in Food-Secure Households
Food scarcity and food insecurity can be important causes of malnutrition,
as chapter 8 showed, but by no means the only ones. Many children in coun-
tries and in families where the food supply is ample, and many even in fam-
ilies that are not income-poor, grow up underweight or stunted or lacking
key micronutrients. Moreover, in most parts of the world, underweight and
overweight individuals often live in the same country, the same region within
a country, and sometimes even the same household—a phenomenon that
would be hard to explain if inadequate food supply were the only cause
of undernutrition. This argument is further supported by the fact that
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Intervention program Range of benefit-cost ratios

Breastfeeding promotion in hospitals 5–67

Integrated child care programs 9–16

Iodine supplementation (women) 15–520

Vitamin A supplementation (children under six years) 4–43

Iron fortification (per capita) 176–200

Iron supplementation for pregnant women 6–14

Source: Behrman, Alderman, and Hoddinott 2004.

TABLE 11.2 Benefit-Cost Ratios for Selected Nutrition Programs 



undernutrition rates are sometimes the highest in regions where food pro-
duction is high, such as the Iringa region in Tanzania and the Arsi region in
Ethiopia. Despite major advances in agriculture in India during the Green
Revolution, India today has the same aggregate levels of underweight as
Ethiopia.

Why is malnutrition so common in countries and households where food
supply is adequate? Research has shown that the two most important factors
are, first, inadequate knowledge about the benefits of exclusive breastfeeding
and complementary feeding practices and the role of micronutrients, and sec-
ond, the lack of time that women have available for appropriate infant care
practices and their own care during pregnancy. Poor hygienic conditions and
inadequate access to health care services are also important.

It is now well established that breastfeeding is the best source of nutrients
for infants and the best protection against many infectious and chronic dis-
eases. Yet the more widespread availability of commercially processed infant
formula has led many mothers to substitute it for their own milk, and many
mothers introduce other foods to their infants too soon (or too late). The first
milk that a mother produces after birth, called colostrum, is too often dis-
carded, although it has been shown to be important in strengthening the new-
born’s immune system. Often colostrum is replaced by a mixture of sugar,
local herbs, and unclean water that may lead to diarrhea. 

Many poor mothers are simply too burdened with paid work or with house-
hold tasks, including the care of other children, to take the time to adequately
nourish themselves or their infants. Pregnant and nursing women may con-
sume too few calories and too little protein, have untreated infections such as
sexually transmitted diseases that lead to low birthweight, or do not get enough
rest. The disturbing truth is that some mothers and children do not get their
appropriate share of whatever food is available to the household.

Sanitary conditions within the household can interfere with children’s
nutrition even when food supply is ample. Poor hygiene on the part of the
mother or other caregivers may cause food to become contaminated with
bacteria or parasites. Once infected, children may be too ill to keep food
down, or their compromised digestive systems may be unable to absorb its
nutrients. Caregivers may not know how to feed children properly when they
are ill.

More broadly, parents often lack information about how best to feed and
care for themselves and their children, and many pernicious myths about good
nutrition persist (box 11.1). They and other caregivers may give children too
little food, especially in the child’s early years, or food that is not sufficiently
energy-dense or that lacks critical micronutrients. Nor can the untrained
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eye easily detect the early signs of malnutrition, especially micronutrient
malnutrition, and in particular when such signs are so widespread in the com-
munity as to be mistaken for normal.

Because malnutrition is often caused by inappropriate care behaviors and
poor sanitation, improving hygiene and the care given to young children is
vital; without this, further increases in food supply are largely wasted. Raising
the social status and educational attainment of women is another key factor in
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Poor nutrition is implicated in more than half of all child deaths worldwide—a
proportion unmatched by any infectious disease since the Black Death of the Mid-
dle Ages. It is intimately linked with poor health and environmental factors. But

planners, politicians, and economists often fail to recognize these connections. Among
the more serious misapprehensions are the following: 

Myth 1: Malnutrition is primarily a matter of inadequate food intake. Not so. Food
is, of course, important. But most serious malnutrition is caused by bad sanitation and
disease, leading to diarrhea, especially among young children. Women’s status and
women’s education both play big parts in improving nutrition. Improving the care of
young children is vital.

Myth 2: Improved nutrition is a by-product of other measures of poverty reduction
and economic advance. It is not possible to jump-start the process. Again, untrue.
Improving nutrition requires focused action by parents and communities, backed by
local and national action in health and public services, especially water and sanitation.
Thailand has shown that moderate and severe malnutrition can be reduced by 75 per-
cent or more within a decade by such means.

Myth 3: Given scarce resources, broad-based action on nutrition is hardly feasible
on a mass scale, especially in poor countries. Wrong again. In spite of severe economic
setbacks, many developing countries have made impressive progress. More than two-
thirds of all people in developing countries now eat iodized salt, combating the iodine
deficiency and anemia that affect about 3.5 billion, especially women and children, in
some 100 nations. About 450 million children a year now receive vitamin A capsules,
tackling the deficiency that causes blindness and increases child mortality. New ways
have been found to promote and support breastfeeding, and breastfeeding rates are
being at least maintained in many countries and increased in some. Mass immunization
and promotion of oral rehydration to reduce deaths from diarrhea have also done
much to improve nutrition.

Source: Jolly 1996.

BOX 11.1 Three Myths About Nutrition



improving nutrition, because in most societies women remain the primary
caregivers.

What Can Be Done to Improve Nutrition?
It is often assumed that once sustainable economic growth has been estab-
lished and poverty reduced, nutrition will improve spontaneously; in this view,
there is no need to intervene in nutrition directly to jump-start the process. In
fact, whatever the state of the economy, improving child nutrition requires
focused action on the part of families and communities, backed by action at
the local and the national level to improve public services, and all these actions
should occur simultaneously with other development initiatives. Economic
growth is certainly an important factor in improving nutrition, but it (along
with increased food production) is a long route to that destination compared
with the short routes of nutrition education, micronutrient supplementation,
and other essential, direct nutrition interventions. These shorter routes there-
fore should not be neglected during the long wait for incomes to rise; if they
are, the MDGs will not be achieved.

What are some of the most effective short routes to better nutrition?
Countries such as Bangladesh, Honduras, and Madagascar have successfully
used public–private partnerships to mobilize communities to tackle malnu-
trition through community-based approaches. These approaches focus on
promotion of the growth of young children through exclusive breastfeeding,
adequate and timely complementary feeding, micronutrient supplementation,
and improvement of mothers’ capacities to make informed decisions about the
health and well-being of their young children. Experience in Mexico has shown
that, at least in a middle-income-country setting, cash transfers made condi-
tional on the recipients regularly using health and nutrition services, coupled
on the supply side with improved health and nutrition service delivery, can
induce poor people to seek out these services and thereby improve child
growth.

What Has Been Done to Date to Address Malnutrition?
Many developing countries have made impressive progress against malnutri-
tion despite low income per capita, and indeed despite severe economic set-
backs. Already more than two-thirds of the developing world’s population,
including many in some of the poorest countries, consume iodized salt and are
thus protected against iodine deficiency. Some 450 million children a year
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worldwide now receive vitamin A capsules. Simply through the encourage-
ment of breastfeeding, millions of children receive better nutrition than before.
Mass immunization, together with the promotion of oral rehydration methods
for diarrheal disease, has worked in synergy with better nutrition to improve
the health and well-being of millions more. In countries that have done less to
improve nutrition, weak government commitment and weak capacity to plan,
design, and implement programs have proved a greater barrier to progress
than lack of government funds.

In situations where both undernutrition and micronutrient malnutrition
are prevalent, large-scale programs have already been shown to work in Asia
(Bangladesh and Thailand), in Africa (Madagascar), and in Latin America and
the Caribbean (Chile, Cuba, Honduras, and Mexico). In contrast, in address-
ing the problems of overweight, low birthweight, and the complex interactions
between malnutrition and HIV/AIDS, tried and tested large-scale models
are few. Here, therefore, action research is the priority. Such research
needs to focus on the following areas where practical knowledge is lacking, so
as to shorten the time lag between developing the science and scaling up
interventions:

■ Strengthening commitment and capacity, mainstreaming these
nutritional initiatives within the broader development agenda, and
documenting these experiences

■ Strengthening and fine-tuning existing service delivery mechanisms
■ Continuing to strengthen the evidence base that underlies these invest-

ments in nutrition.

Many countries have successfully implemented and scaled up individual
nutrition programs even in the absence of a comprehensive nutrition policy;
indeed, few countries yet have well-developed and well-resourced nutrition
policies. But these policies are important. Without them, policies in other
sectors—trade, foreign exchange, employment, gender, social welfare,
health—can have haphazard and often adverse effects on nutrition, becoming
in effect de facto nutrition policies themselves. Poverty and social impact
analyses should be more widely used to assess the intentional and uninten-
tional effects of countries’ development policies on nutrition outcomes.
Another important step is to develop, within a focal national institution such
as the ministry of finance or the poverty monitoring office, the capacity to
advise policy makers about the nutritional implications of other policies. If, as
argued above, countries themselves need to take the lead in improving the
nutrition of their people, a comprehensive nutrition policy is ultimately what
is needed for that to happen.
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What More Can Countries and the International
Community Do?
The international community and the governments of most developing coun-
tries have not done enough to reduce malnutrition over the past several
decades. This failure is all the more distressing because, as has been shown,
well-tested and cost-effective means of tackling the problem already exist and
have been shown to work at scale in some countries. As a result, malnutrition
remains the world’s most serious health problem, and most developing coun-
tries will not meet the MDG of reducing hunger and malnutrition by half by
2015 if current trends continue. The choice now is whether to continue to
fail—and so jeopardize several of the other MDGs as well, in maternal and
child health, education, HIV/AIDS reduction, and gender equity—or finally
to give nutrition the place it deserves at the center of the development agenda.
(table 11.3 shows how good nutrition can contribute to the success of each of
the MDGs.)

Countries themselves should be taking the lead in improving the nutrition
of their people. Good nutrition, after all, has some of the characteristics of a
public as well as a private good: this chapter has already noted the effects of a
healthy work force on a country’s productivity, and communicable diseases
are less likely to spread through a healthy population than an undernourished
one. In these ways and others, better nutrition for each individual benefits both
that individual and everyone else in the society. 

Although some national governments are taking the lead, in others weak
capacity to plan and implement nutrition programs and a lack of sustained
government commitment to better nutrition have led to failure to scale up
action to the level needed and, consequently, to low demand for outside assis-
tance. When this is the case, the role of the international community must
extend beyond merely responding when governments get around to asking for
help. International institutions, developed country governments, and global
nongovernmental organizations must pool their specialized resources of
analysis, advocacy, and capacity building to encourage and influence develop-
ing country governments to move nutrition higher on the agenda. 

Beyond the widespread myths and misconceptions, other informational
and organizational barriers often impede efforts to improve nutrition.
Malnutrition can easily go unrecognized in a community, and even when it is
recognized, the poor typically have too little voice in society to get their needs
attended to. Both they and society at large may fail to realize the full economic
and social costs of poor nutrition. Governments and other health care providers
may not know what interventions are available or which ones best suit their
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people’s needs. The presence of many different stakeholders, and the division
of responsibility for nutrition across different agencies or ministries, can allow
the poor and the malnourished to fall between the organizational cracks, and
the organizations that implement nutrition programs often suffer from weak
governance, poor accountability, and inadequate resources. For all these rea-
sons, officials responsible for public health may have insufficient incentive to
address nutrition problems with vigor and urgency.

There is much that the international community can do, but, first, its mem-
bers must agree on a common view of the problem and of the broad strategies
needed to address it, and then they must speak with a common voice. This will
involve, first, setting a strategic agenda for scaling up undernutrition and
micronutrient interventions in priority countries and making them more
effective and, second, engaging in action research (learning by doing) in the
areas where less is known. Much of the agenda setting has already been

Global Issues for Global Citizens212

Goal Nutrition effect 

Goal 1: Eradicate extreme Malnutrition erodes human capital through
poverty and hunger. irreversible and intergenerational effects on cogni-

tive and physical development. 
Goal 2: Achieve universal Malnutrition affects the chances that a child 

primary education. will go to school, stay in school, and perform well. 
Goal 3: Promote gender Antifemale biases in access to food, health,

equality and empower women. and care resources may result in malnutrition,
possibly reducing women’s access to assets.
Addressing malnutrition empowers women more
than men. 

Goal 4: Reduce child mortality. Malnutrition is directly or indirectly associated with 
most child deaths, and it is the main contributor to
the burden of disease in the developing world. 

Goal 5: Improve maternal health. Maternal health is compromised by malnutrition,
which is associated with most major risk factors
for maternal mortality. Maternal stunting and iron
and iodine deficiencies in particular pose serious
problems.

Goal 6: Combat HIV/AIDS, Malnutrition may increase the risk of HIV 
malaria, and other diseases. transmission, compromise antiretroviral therapy,

and hasten the onset of full-blown AIDS and pre-
mature death. It increases the chances of tubercu-
losis infection and reduces malarial survival rates.

Source: Adapted from Gillespie and Haddad 2003. 

TABLE 11.3 How Investing in Nutrition is Critical to Achieving the MDGs 



proposed in a 2006 World Bank document. The messages in that document
have been widely disseminated and have resonated at both the global and the
country level.

Setting a strategic agenda involves addressing three widespread operational
challenges: building global and national commitment and capacity to invest in
nutrition; mainstreaming nutrition in country development strategies; and
reorienting large-scale nutrition programs that have proved ineffective, so as to
maximize their potential effect. But setting a common strategic agenda does not
mean imposing a one-size-fits-all global approach. Rather, countries and their
development partners need to work together to develop a common strategy tai-
lored to the particular needs of each country, but with special attention paid to
certain well-established recommendations. These include the following:

■ Focus strategies and action on the poor, in a way that addresses the non-
income aspects of poverty reduction, which are closely linked to human
development and human capital formation.

■ Focus nutritional interventions on the window of opportunity—
pre-pregnancy and the first two years of an infant’s life—because that is
when irreparable damage can occur. This will entail a focus on improv-
ing maternal and child care practices such as exclusive breastfeeding for
infants and appropriate and timely complementary feeding. 

■ Scale up micronutrient programs. This should be a high priority, given
the widespread prevalence of micronutrient deficiencies, their impact
on productivity in adulthood, and the affordability and hence extremely
high benefit-cost ratios of these programs.

■ Build on capacities developed through these micronutrient programs to
extend public intervention into the area of community-based nutrition
programs.

■ Strengthen investments in the short route interventions to improve
nutrition, discussed above, while maintaining balance between these
and long route interventions.

■ Integrate appropriately designed and balanced nutrition interventions
into country assistance strategies, sectorwide approaches, multicountry
AIDS projects, and Poverty Reduction Strategy Papers. 

■ Complement public health-oriented nutrition programs with appropri-
ate actions in agriculture and rural development (see chapter 8), water
supply and sanitation, social protection, education, gender equity, and
community-driven development.

At the global level, the international development community needs to
work together to recognize and communicate to others the importance of
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malnutrition as an underlying cause of slow economic growth, poverty, mor-
tality, and morbidity. Agreement must be reached to coordinate efforts to
strengthen commitment to and funding for nutrition, to pursue a broad set of
strategic priorities for the next decade, to focus on an agreed-on set of prior-
ity countries, and to make a collective effort to shift from small-scale projects
to large-scale programs.
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PART THREE

Environment and
Natural Resources

The global commons—humankind’s vast inheritance of shared natural
resources—is increasingly under stress. In the absence of effective

global institutions and policies to husband these resources, a growing world
population has made ever deeper incursions into them, placing some at risk
of exhaustion or collapse. Fossil fuel reserves, sources of fresh water, the
oceans’ fisheries, and the continents’ forests are all global resources on which
the well-being of billions depends, and all are seriously threatened. At the
same time, global climate change, the result of a growing world economy that
remains dependent on fossil fuels, proceeds inexorably toward a possibly cat-
astrophic outcome. The chapters in this part of the book probe the various
challenges that we have created for ourselves through our own lack of fore-
sight in using our planet’s resources. However, they also offer hope that,
cooperatively, the nations of the world can devise and sustain remedies ade-
quate to those challenges.
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Confronting 
Climate Change

IAN NOBLE AND ROBERT T. WATSON

Climate change is now recognized as a real and important global
phenomenon, whose impacts are already being felt. Also well estab-

lished is that recent climate change is mostly driven by human activity,
primarily but by no means exclusively through the release of carbon dioxide
into the Earth’s atmosphere from the combustion of fossil fuels. Increased
atmospheric concentrations of carbon dioxide and certain other gases give
rise to the so-called greenhouse effect, whereby heat from solar radiation is
trapped in the atmosphere, warming the Earth’s surface. In the absence of any
serious effort to reduce net emissions of these greenhouse gases, the effects of
climate change on ecological, social, and economic systems during the rest of
this century will be dramatic—threatening, among other things, the sustain-
able development of today’s low- and middle-income countries and their
elimination of poverty.

Fortunately, it is also within the technological and organizational capabil-
ity of humankind to slow and ultimately halt the accumulation of greenhouse
gases in the atmosphere, and to adapt to the effects already irreversibly set in
motion by the uncontrolled emissions of past decades. Moreover, all this can
be done, if done in the right way, at modest cost: it is possible both to miti-
gate the degree of climate change and to adapt to the effects without drastically
reducing global economic growth or perpetuating poverty in the developing
world. But mitigation and adaptation will require dedicated and concerted
effort on the part of governments, private firms, international agencies,
civil society, and individual consumers. Although there is no room for free
riders, the United Nations Framework on Climate Change and its Kyoto Pro-
tocol does recognize the principle of differentiated responsibilities among

This chapter is adapted from Noble and others (2005).



countries. The response to climate change will have to be as global as climate
change itself.

The Drivers of Climate Change
The standard of living that much of the world, especially the developed coun-
tries, enjoys today is possible only through the consumption of large amounts
of energy. Since the start of the modern industrial era in the middle of the
eighteenth century, the energy available for human use has vastly expanded—
indeed, it is advancements in energy technologies such as the steam engine,
electricity, and the internal combustion engine that one thinks of as the
milestones of the industrial age. Besides enormously increasing potential
economic output, and thus the incomes of people fortunate enough to live
in today’s industrial economies, these technologies also made possible an
unprecedented expansion of those populations, which in turn further multi-
plied human energy consumption. Later, these same technologies spread to
the developing world, where the same cycle of growth in energy use, growth
in population, and still more growth in energy use is evident today.

With some relatively minor exceptions such as nuclear, biomass, solar and
wind energy, and hydroelectricity, all modern energy technologies are based,
directly or indirectly, on the same source, namely, fossil fuels: coal, petro-
leum, and natural gas. The combustion of these fuels—the reaction of the
carbon they contain with oxygen in the air—creates carbon dioxide: hence
industrialization implies a massive increase in carbon dioxide emissions.
Worldwide, as for fossil-fuel emissions, about 6.4 gigatons of carbon (Gt, or
billions of tons of carbon) were released into the atmosphere in 2000 alone. 

Although real-time scientific measurements have been taken for only the
past century or so, other methods have verified that atmospheric concentra-
tions of carbon dioxide and certain other greenhouse gases have been rising—
indeed, accelerating—since the late 18th century (figure 12.1). The
concentration of carbon dioxide has risen from about 280 parts per million
(ppm) to about 370 ppm; that of methane, the second most important green-
house gas, from 750 parts per billion (ppb) to nearly 1,750 ppb; and that of
nitrous oxides from about 265 ppb to about 312 ppb. Industrialization also
led initially to increased atmospheric amounts of sulfate aerosols, which tend
to cool the Earth, but regulation in many countries to combat local and
regional air pollution has more recently led to a decrease in these emissions,
at least in developed countries.

These increases in greenhouse gas concentrations have already been fol-
lowed by a measurable rise in the Earth’s surface temperature, as greenhouse
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theory would predict. The increase in mean surface temperature over the past
100 years has been about 0.6°C, or about 1.1° F, and the decade of the 1990s
was the warmest for the Earth as a whole since records first began to be kept
in the 1860s. Other effects consistent with a warming planet have been
observed, including a rise in sea levels, bleaching of coral reefs, thinning of sea
ice, retreating of glaciers, changes in precipitation patterns and growing sea-
sons, changes in the frequency of pest and disease outbreaks, changes in the
populations and geographical range of certain animal species, and changes in
the cultivable ranges of certain crops.

Of course, correlation does not necessarily imply causation—it is known,
for example, that fluctuations in solar radiation intensity and other natural
phenomena can also cause global surface temperatures to rise or fall, often for
long periods. But mathematical climate models that take account of such
natural forcing have shown that they cannot account for the observed rise in
temperature. Only a model that includes both natural and anthropogenic
(that is, human) influences tracks the actual temperature data closely at the
continental and global scale. The connection between human energy use and
climate change has become extremely difficult to deny.

Consequences of a Warming World
As the effects of climate change manifest themselves ever more starkly, and as
the scientific understanding of climate dynamics grows, estimates of the
warming still to come under unchanged policies become increasingly better
understood, and the contours of a warming planet become increasingly clear.
The picture that emerges is a sobering one. 

Estimation of Temperature Change Under Current Policies
The Intergovernmental Panel on Climate Change (IPCC) is the principal
international body charged with assessing the risks associated with human-
induced climate change. IPCC constructs various scenarios involving differ-
ent plausible future concentrations of greenhouse gases in the atmosphere,
derived from alternative projections of world population and economic
growth and energy use patterns. Using models that combine these results with
quantitative estimates of climate sensitivity and other inputs, IPCC then
projects how much warming should occur under each scenario, globally and
in different parts of the world, and with what effects.

In its most recent comprehensive analysis, published in 2001, IPCC
projected that world population would grow from 5.3 billion in 1990 to some-
where between 7 billion and 15 billion in 2100, and that the world economy
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(as measured by gross world product) would expand from $21 trillion to
somewhere in a range of $200 trillion to $550 trillion over the same period.
World energy demand would increase as a consequence from 351 exajoules a
year to between 515 and 2,740 exajoules a year, in the absence of a concerted
international effort to mitigate climate change. (An exajoule is 1 quintillion
joules, roughly equivalent to 1 quadrillion British thermal units.) If energy
consumption is at the upper end of that range, IPCC further projects that
related carbon emissions could rise as high as 36.8 Gt a year in 2100, from
6.0 Gt in 1990. (At the lower end, emissions could actually decline under some
scenarios, to as low as 3.3 Gt.) The atmospheric concentration of carbon diox-
ide would then rise as high as 970 ppm (or to as little as 540 ppm for the lower
end of the emissions range), from 370 ppm in 1990. (Annual methane emis-
sions would go from 310 megatons in 1990 to between 236 and 1,039 mega-
tons, and its atmospheric concentration from 1,750 ppb to between 1,600 and
3,760 ppb.) The resulting global mean temperature increase from the 1990
level would be between 1.4°C and 5.8°C, or approximately between 2.5°F and
10.4°F.

Predicted Effects of Rising Temperatures
What impacts would such a rise in global temperature have on natural ecosys-
tems and human societies? Here it is difficult to be precise, both because the
estimated range itself is so broad and because the linkages from temperature
change to its many possible effects are not completely known and are in many
cases interrelated, with possible feedbacks both positive and negative. (The
estimated temperature range is broad for two reasons. One is uncertainty
about the climate sensitivity factor, which can be thought of as the coefficient
that translates a given increase in greenhouse gas concentration into a pre-
dicted amount of warming. The other is the breadth of the estimated range in
emissions from which the concentrations are calculated. The two reasons
happen to contribute in roughly equal amounts to the total uncertainty.)
However, a number of effects have been identified as likely to result, at least
to some degree, from an increase in global mean temperature anywhere
within that range, and these can be described qualitatively, if not always
quantitatively.

The first and most obvious is that it will be hotter. Specifically, most parts
of the world will experience both warmer maximum and warmer minimum
temperatures, as well as more hot days and fewer cold days (and fewer days
with frost). But the increases will not be uniform: higher latitudes (those
nearer the poles) will see a larger absolute average temperature rise than the
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tropics and subtropics, and land areas in general will experience a larger rise
than the seas. As an example, if the average global temperature rise turns out
to be 3.1°C (near the middle of the projected range), then temperatures in
parts of northern Alaska, Canada, and Siberia are projected to rise by 6°C or
more, while oceans throughout most of the world should experience a rise in
surface temperature of less than 3°C (figure 12.2). Temperatures on land will
also tend to vary within a narrower range over the course of the day and night
than before the change. 

One of the most certain effects of climate change is rising sea levels,
brought about both by thermal expansion of seawater and by partial melting
of the vast sheets of ice at the Earth’s poles. Already the mean global sea level
has risen by between 10 and 25 centimeters; IPCC forecasts an additional rise
of between 8 and 88 centimeters by 2100. A rising ocean threatens the very
existence of some small island states, such as Maldives, as well as low-lying
alluvial regions, such as the heavily populated delta of the Ganges and
Brahmaputra Rivers. Many of the world’s largest cities, including many of the
developing world’s most important, are built on coastlines; these cities face
the choice of building costly protective infrastructure or being submerged.
Finally, the rise in sea levels also endangers a variety of biologically rich and
economically important ecosystems such as coral reefs, mangrove forests, and
other wetlands.
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Global precipitation is expected to rise with climate change, as warmer
temperatures cause more rapid evaporation from the oceans. But, as with the
rise in temperature itself, there will be significant variation across latitudes,
with the upper latitudes receiving much more rainfall and snowfall while
some areas in and around the tropics actually see rainfall diminish: the
Mediterranean, Mexico and Central America, central Chile, northeastern
Brazil, Mesopotamia, South Africa, and western Australia are among the areas
likely to be affected the worst (figure 12.3). These include some important
agricultural areas. In addition, heavy precipitation events are expected to
increase and light precipitation events to decline, resulting in an increase in
severe floods and, at the other extreme, severe droughts. Accompanying these
changes in precipitation will be an increased incidence of extreme weather
events in most parts of the world, including more and more-intense hurri-
canes and cyclones.

Reduced precipitation, in those parts of the world where it is projected to
occur, will have one almost certain consequence, namely, reduced agricultural
productivity. Since many of the likely affected areas lie in developing coun-
tries—often in places where agriculture is already a marginally remunerative
activity—the impact will be concentrated among people who are already poor
and have few resources and little technological or social capacity to deal with
such a change. At the same time, the reduction in precipitation will lessen the
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potential for hydroelectric generation and make less biomass available for
fuel. This could well induce a shift in these areas toward greater use of fossil
fuels, tending to worsen the problem in the long run. And, to the extent that
climate change shifts the world’s productive agricultural regions poleward, it
could lead to wholesale human migration in the same direction, leading to
competition for agricultural land, leading, in turn, to social and political ten-
sions and possibly violent conflict.

Nor would human beings be the only would-be migrants. Many species of
plants and animals would also find their supporting ecosystems degraded and
themselves stressed by rising temperatures, changes in precipitation, and
other greenhouse effects. These changes, moreover, would occur much more
rapidly than similar changes in the prehistoric past that stemmed from nat-
ural causes, allowing less time for adaptation. Some species would succeed in
reestablishing themselves in less hostile areas, but others would encounter
gaps in their potential migration routes, or human infrastructure blocking the
way. For example, although some wetlands and their native flora and fauna
could simply rise in elevation along with the sea level (if the change is grad-
ual enough), others will be trapped between the rising sea and human settle-
ments on the higher ground. Ecosystems that overlie permafrost in the
northern latitudes of Asia and North America could find their total habitat
reduced to a fraction of its former size. Thus it is probable that many species
worldwide will become extinct—one study of a sample of some 1,100 animal
and plant species estimates that between 15 and 52 percent of them may face
extinction as a result of climate change. With the loss of so many species,
many ecosystems would suffer a devastating loss of biodiversity. 

Even as many larger species dwindle and disappear, some of the micro-
organisms responsible for infectious diseases and infestations may thrive in a
warmer global climate. Higher average temperatures will likely expand the
territorial range of malaria-carrying mosquitoes and other pests; reduced pre-
cipitation in some tropical and subtropical areas, by concentrating the sources
from which humans and animals get their water, may encourage the spread
of water-borne diseases like cholera. Thus the incidence of some of the
world’s most feared diseases may increase. Already the World Health Orga-
nization attributes more than 150,000 deaths a year worldwide to causes
related to climate change.

Finally, all of the effects of climate change thus far described are expected to
occur more or less in proportion to the degree of climate change itself, more
or less gradually, and are reversible, at least over some reasonable time hori-
zon. This allows some degree of confidence that their impacts can be managed.
But other possible consequences of climate change are subject to major,
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unpredictable, and probably irreversible threshold effects. Of those identified
so far, the most disruptive would be the shutdown of the thermohaline con-
veyor that drives the major currents of the oceans. The Gulf Stream carries
warm water from the Gulf of Mexico to the North Atlantic, giving Western
Europe a warmer climate than it would otherwise have, given its latitude. A
shutdown of the Gulf Stream, due to changes in the saltiness of the North
Atlantic resulting from ice melt, would thus significantly lower temperatures
in that major industrial region and population center. One study puts the like-
lihood of a thermohaline collapse during the next 100 years at 30 percent.

The aggregate costs of the damage that all these effects of climate change
might entail are even more difficult to gauge than the physical effects them-
selves, both because of the many uncertainties involved and because some of
the damages, for example to the health of ecosystems and of people, are dif-
ficult to quantify in economic terms. Many ecosystem goods, such as flood
control, soil formation, biodiversity, and aesthetic value, are not traded in any
marketplace and so cannot easily be priced—nor can the value of a long and
healthy human life—but an attempt needs to be made and to be set against a
reasonable estimate of the costs of prevention, mitigation, and adaptation, to
determine hard-headedly whether the endeavor is a paying one, or whether
the more economically prudent course is to suffer and make do. 

In 1996, IPCC estimated the economic costs associated with a doubling of
carbon dioxide at between 1.5 and 2.0 percent of world gross domestic prod-
uct (GDP) (1.0 to 1.5 percent in developed countries and 2 to 9 percent in
developing countries). A group of experts led by the economist William
Nordhaus reported a mean estimate of 3.6 percent of world GDP for the eco-
nomic costs of warming by 3°C by 2090, although the cost rose to 21 percent
of GDP in some scenarios. 

Strategies for Responding to Climate Change
Given what is known today about the dynamics of climate systems and the
responses of ecological and socioeconomic systems, and what can be guessed
about the costs that would be imposed, how should the world community
respond to the changes in climate that IPCC has projected? In answering this
question, it is important to take into account that the thresholds at which
damages to ecosystems and critical resources become unacceptable are a
matter of judgment as much as of science, and therefore cannot be stated
precisely. Moreover, some countries and regions, and some industries and
populations within them, are more sensitive than others to the effects of cli-
mate change—some, such as many high-latitude farmers, may even benefit. 
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With these caveats, and given current understanding of the climate system
and the response of different ecological and socioeconomic systems, if signif-
icant global adverse changes to ecosystems are to be avoided, the best guid-
ance available today suggests that efforts should be made to limit the increase
in global mean surface temperature to less than 2°C above the pre-industrial
level, while also limiting the rate of change in temperature to less than 0.2°C per
decade. Meeting those targets would require limiting the atmospheric con-
centration of carbon dioxide to about 450 ppm or lower, compared with
370 ppm about 1990, and stabilizing or reducing current concentrations of
the other greenhouse gases. Maintaining climate change within those para-
meters would give reasonable assurance that significant global adverse
changes in ecosystems can be avoided: a recent meeting of climate scientists
concluded that a concentration of 450 ppm of carbon dioxide would have a
“medium likelihood” of keeping the change in global surface temperature
below 2°C. It has also been estimated that setting a less stringent target would
likely cross an important threshold, from a world in which climate change has
adverse impacts on only certain regions to one in which nearly all of the world
would be worse off. Meeting the above targets would also result in a low prob-
ability of large-scale catastrophic events such as thermohaline shutdown or a
collapse of the major polar ice sheets.

Given that some adverse effects of climate change are already evident, as
described above, it is obvious that setting a target for carbon dioxide concen-
tration that is more than 20 percent above today’s level implies that some
further damage is inevitable. This means that strategies to deal with the prob-
lem will have to include not only measures to mitigate the rise in greenhouse
gas concentration but also to adapt to some degree of unavoidable rise in tem-
perature and its effects. 

Mitigation
The goal of stabilizing greenhouse gas emissions at or below the target level is
more likely to be met if pursued across a wide range of activities simultane-
ously. These fall into three categories: developing energy resources in ways
that reduce emissions; increasing the efficiency with which energy is used; and
making changes in land-use practices. Many of these efforts will have the
added benefit of reducing local and regional pollution, for example, from
airborne particulate matter and from ozone and sulfur dioxide.

What is absolutely necessary for mitigation to succeed, however, is the par-
ticipation of countries in all regions of the world and at all income levels,
while acknowledging the principle of differentiated responsibilities men-
tioned above. The industrial countries alone, despite their greater resources
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and more advanced technology, cannot reduce their emissions by enough to
stabilize atmospheric concentrations, because today’s developing countries
are industrializing and will soon become major contributors to emissions
themselves. As figure 12.4 shows, developing countries will more than dou-
ble their total energy consumption between 2000 and 2030, under unchanged
policies, and fossil fuels will continue to provide about 85 percent of the total.
For their part, although developing countries have the opportunity to build
energy-efficient, reduced-emissions economies from the ground up rather
than engage in expensive retrofitting, it is unlikely that these countries will
accept—nor should they—a larger share of the mitigation burden than the
rich industrial countries bear. Cooperation on a global scale will be needed,
including transfers of finance and technology from the industrial world to the
developing world where the opportunities for low-cost mitigation are greater.

Numerous options exist within the energy sector itself to reduce green-
house gas emissions. Some of these involve changes in the ways in which
energy is extracted from fossil fuels, others in how that energy is distributed,
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and still others exploit opportunities to replace fossil fuels with other sources
of energy that do not emit carbon dioxide or other climate-unfriendly gases. 

Improving Fossil-Fuel Technologies

Within the fossil-fuel domain, several avenues appear promising: 

■ Some fossil fuels, such as coal, emit more carbon dioxide in combus-
tion for a given amount of energy than do others, such as natural gas.
Substitution of natural gas for coal can therefore reduce emissions,
where transmission of the gas is feasible, for a given energy output.
Natural gas–fired combined-cycle power plants are relatively inexpen-
sive and highly efficient and reduce local and regional pollution as well.

■ Fuel cell technologies offer significant potential for cogeneration
(production of both electricity and heat for living spaces) at smaller
scales, for example at the level of a single commercial building. This
avoids the need to transport the heated air over long distances from a
few large-scale generating plants.

■ The different types of fossil fuel are fungible, capable of being 
converted from one form into another that is more climate friendly.
For example, coal can be gasified through partial oxidation to produce
synthetic gas (primarily carbon monoxide and hydrogen). Superclean
fuels derived from synthetic gas in polygeneration facilities may soon
be economically competitive.

■ Technologies to capture and store emitted carbon dioxide at the site of
production would allow the continued use of fossil fuels, with little or
no emission of carbon into the atmosphere. The carbon dioxide could
be injected into depleted oil and gas wells or other geological forma-
tions, or into the deep ocean (although the latter option would be less
permanent and entails environmental risks of its own). An alternative
would be to store the carbon in the form of stable solid carbonates,
although this would be more costly and the technology has not been
proven on a large scale.

Developing Noncarbon Energy Technologies

Nuclear energy and various forms of renewable energy—small- and large-
scale hydropower, wind, solar, biomass, and others—have been around for
decades, and in some cases centuries, yet today they supply a relatively small
fraction of the world’s energy needs (about 6 percent in the case of nuclear,
and about 14 percent for all forms of renewables combined, with large-scale
hydropower being the dominant one). New technologies that lower the cost
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or improve the efficiency of these non-carbon-emitting forms of energy could
allow them to substitute for a large share of the energy now provided by fos-
sil fuels:

■ Nuclear energy is already a major source of energy in some industrial
countries. However, several drawbacks limit its potential. Like fossil
fuels, its source (uranium) exists in finite supply; it is widely perceived
by the public as unsafe; and management of its waste products remains
a contentious issue, complicated by the danger of nuclear weapons 
proliferation.

■ Biomass energy—from fuelwood to crop wastes to animal dung—is
today mostly devoted to traditional small-scale uses such as household
cooking and heating. Although combustion of biomass also emits 
carbon, if growing plants create equal amounts of new biomass 
simultaneously, the net climate impact is neutral. The development of
lower-cost biomass sources on a large scale—cheaper ethanol, for
example—would transform the biomass sector, but its potential
remains constrained because suitable agricultural land is limited, so
that conversion of land to growing biomass could displace food crops.
If uncultivated land is converted instead, biodiversity could be lost. On
the other hand, siting of bioenergy plantations on degraded land or
abandoned farmland could actually improve biodiversity. In addition,
there are questions regarding the economic viability of expanded bio-
mass production without significant subsidies.

■ Harnessing the kinetic energy of running water provides a clean and
perpetual source of power. However, geographic formations suitable
for developing hydropower also are finite; most unexploited sites
today are in the developing world. Construction of dams for
hydropower raises issues of displacement of communities as well
as ecological concerns. Run-of-the-river hydropower projects avoid
the need to construct dams and in general are less disruptive of
ecosystems.

■ “New” renewable energy sources, such as wind, solar, and geothermal
energy, today contribute very small fractions of the world’s energy
supply (less than 4 percent). Thus, even if new capacity could be
installed at a prodigious rate of increase, they would remain a minor
factor in solving the challenge of climate change for decades to come.
All three continue to face differing degrees of technological barriers to
their wide-scale adoption as affordable sources of energy, except in cer-
tain off-grid situations.
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Increasing Energy Efficiency

Literally hundreds of opportunities exist, in all sectors of the economy, to
improve the efficiency with which energy is used. It is estimated that, on a
worldwide basis over the next 20 years, the amount of primary energy needed
to perform a given amount of work could be reduced by 25 to 40 percent,
cost-effectively, even at current energy prices. Structural changes in the econ-
omy that shift it toward less-energy-intensive outputs could further reduce
the average amount of energy used to produce a unit of GDP. In the long run,
the efficiency of the global energy system could be improved by an order of
magnitude before theoretical limits are reached. Industrial uses, commercial
and residential buildings, and transport systems together account for well
over 90 percent of all consumption of energy, and enormous scope for
improvements in efficiency exists in all three areas. Many of these are no
regrets options: their adoption would more than pay for itself even before any
consideration of the benefits from reduced harm from climate change.

Industry accounted for about 43 percent of energy-related carbon emis-
sions globally in 1995, but the rate of increase in its emissions has slowed dra-
matically since 1990, to about 0.4 percent a year, in large part because of the
collapse of the notoriously energy-inefficient heavy industries of the former
Soviet bloc. Even so, improvements in the energy efficiency of industrial
processes offer great opportunities for reducing emissions, especially in devel-
oping countries, and often with net negative costs.

Buildings—their heating and cooling and other operations—contributed
about 31 percent of energy-related carbon emissions in 1995, with an average
growth rate from 1971 to the present of about 1.8 percent a year. Both resi-
dential and commercial buildings can be made more energy-efficient through
improvements in windows, insulation, lighting, heating and cooling systems,
and appliances, as well as more energy-efficient architectural design.

Transportation contributed only 22 percent of energy-related carbon
emissions in 1995, but since then it has turned in the highest growth rate in
emissions: 2.5 percent a year. Opportunities to increase transport efficiency
can be exploited in the redesign of automobiles—from more efficient engines
and lighter materials in conventional models to hybrid gasoline-electric and
fuel cell–powered vehicles—and in expanded mass transit systems. Changes
in land use and in work practices (for example, telecommuting) could also
help reduce the sector’s fossil-fuel consumption.

Adding Land-Use Changes

Reducing carbon emissions due to human activity is not the only way to
stabilize atmospheric concentrations of carbon. Another approach is to store
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more carbon in soils and vegetation. The world’s forests and some other ter-
restrial ecosystems act as carbon absorbers or sinks; already these sinks take
up and release 60 Gt a year. To the extent that rising carbon dioxide levels,
higher temperatures, and increased precipitation stimulate additional plant
growth, this could provide a natural feedback mechanism that partly blunts
climate change.

Human efforts can augment this natural process in several ways. The most
effective and immediate would be to reduce the deforestation that today
continues apace in parts of the developing world—the clearing of land for
agricultural and pastoral use results in over 1 Gt of carbon being released into
the atmosphere each year. Beyond that, positive efforts can be made to grow
new forests or restore forests that have been cut down. IPCC has estimated
that such afforestation and reforestation, together with improved manage-
ment of existing forests to prevent their degradation, could allow several
hundred megatons of carbon to be sequestered annually. Better management
of agricultural land and rangeland could contribute a similar amount, even
though such land carries far less biomass per hectare than do forests. Reduced
tillage of cropland, for example, can contribute significantly to reducing
carbon concentrations, while also improving soil conditions.

Adaptation
As was emphasized above, the leading edge of climate change is already being
felt around the world, and more is in the climatological pipeline. Therefore
no amount of effort today at mitigation, however rigorous, can prevent
climate change altogether. Indeed, if the recommended strategy is adopted of
limiting the change in global mean surface temperature to 2°C, it will ensure
that still more climate change will have to be tolerated. Adaptation is thus an
essential component of the global response.

Taken broadly, adaptation includes any adjustment in human or natural
systems in response to actual or expected climate change, intended either to
moderate harm or to exploit beneficial opportunities. Some adaptation will
occur autonomously, as a natural response on the part of ecosystems or as a
rational economic or social response on the part of human populations. But
the natural adaptive responses will occur only after climate change has begun
to make itself felt, and by then it may be too late. The same may be true for
some human responses; some more-timely responses, even if rational from
the individual’s perspective, may be less than adequate or even counterpro-
ductive from a broader social viewpoint. Many people will lack sufficient
resources to adapt, or they may not know how to adapt, to the new threat;
some, acting in their self-interest, may take actions that worsen the impact on
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all. All of this argues for well-planned policy intervention to ensure that the
adverse effects of climate change are minimized for as many of the Earth’s
inhabitants as possible.

Helping Ecosystems Adapt

For ecosystems that are already intensively managed, such as farmlands, the
options for adaptation are straightforward, if not always cheap. Farmers and
other managers of land have coped with transient variations in their weather
and climate for millennia, and the early effects of climate change will often
mimic these changes. In regions where climate change is relatively slight,
altering planting times or shifting to different crop varieties or different types
of livestock may suffice. Where the change in climate is greater, farmers may
need to change to altogether different crops or different livestock manage-
ment techniques, or they may have to undertake further changes in land use,
for example, switching from crop production to grazing. Emigration and
abandonment of the land should be necessary only in the most extreme
situations.

Other ecosystems, such as forests and rangelands, are less intensively
managed but do provide goods and services to human communities. Here
the decisions are more complex. Should resource managers try to keep the
composition and functioning of the ecosystem largely unchanged? This
might be achieved by inhibiting the direct drivers of change, for example by
preventing forest from being burned off, controlling invasive species, or set-
ting limits on what may be harvested. Or should they accept and try to
facilitate change, possibly by fostering a shift to different outputs? To date,
attempts to comprehensively reconfigure such systems in response to cli-
mate change have been few; however, ecosystems have been deliberately
replaced following major disturbances such as fire or prolonged drought.
Damaged forests have been cleared and converted to farmland or tree crop-
ping, for example.

A third set of ecosystems are forest and other reserves set aside for the pro-
tection of endangered species or general biodiversity. Management of such
areas should take into account the shifts in species distribution expected with
climate change (mainly toward the poles and to higher elevations). Greater
attention will have to be paid to preventing disturbances, or sequences of dis-
turbances (such as drought followed by fire), that will become more frequent
in an altered climate. Beyond these considerations, the management
approach will depend on the primary goal of the reserve, whether it be to pro-
tect certain species or to maintain an entire ecosystem intact. Of course, many
such areas have multiple goals, making careful planning indispensable.
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Helping People Adapt

Human adaptation to climate change is largely a matter of managing risks,
both to societies as a whole and to individuals. Broadly speaking, these risks
can be managed in three ways: by decreasing the probability of adverse
climate-related events occurring (for example, by building coastal barriers
against floods, or expanding irrigation systems in the face of expected
drought); by limiting the expected damage from such events when they do
occur (for example, by putting buildings on stilts in flood-prone coastal areas,
or resettling communities on higher ground); or by providing services that
enhance individuals’ ability to cope with such damage (for example, by set-
ting up early-warning systems against storms or making flood insurance
available).

The capacity to adapt to climate change varies greatly both across coun-
tries and societies and within them. The Netherlands and Bangladesh, for
example, both occupy low-lying river deltas, but the Netherlands has both
more installed infrastructure to deal with floods and more financial resources
to augment that infrastructure to cope with rising sea levels. Within develop-
ing countries, the poorest are often not only the least equipped to adapt to
climate change but face the greatest threat from it as well: they are more likely
to live on the most marginal land, or in cities with inadequate and failing
infrastructure; to depend on a single crop or other source of livelihood, which
may be precisely the one most threatened by climate change; to lack infor-
mation about coping strategies and available resources; and to lack robust
social networks to support them in time of need.

Traditional coping mechanisms are often the starting point for successful
adaptation in developing countries: as noted earlier in the case of farmlands,
the initial effects of climate change fall within the range of most societies’ past
experience. Strengthening these mechanisms can add to their resilience. But
when the traditional mechanisms fail, as climate change persists and intensi-
fies, they need to be superseded by, or incorporated into, wider regional and
national planning initiatives.

Here the key word is mainstreaming, that is, integrating those policies and
measures aimed at responding to climate change into already-existing devel-
opment initiatives and programs, from food security to water and sanitation
to education to health care. There is a danger of adaptation becoming
projectized—broken up into a series of discrete and disconnected projects that
risk becoming embroiled in institutional turf rivalries. Worse, it is all too easy
to imagine climate adaptation and development efforts working at cross-
purposes: the engineers designing the new reservoir may work in a different
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department than the environmental scientists fretting over the coming
decline in rainfall. Coordinating their activities is essential. Yet studies have
found that although some 40 percent of development projects and loans face
some element of climate risk, only 2 percent integrate that risk into their
project design. Adaptation has to become more firmly rooted in the broader
development strategy—and be prepared to learn from its experience.

Getting Incentives Right
Although, as described above, many of the necessary human responses to
climate change will occur autonomously, as individuals pursue their own self-
interest to avoid being made worse off, other responses will not. Intervention
by governments and other institutions, from the local to the international,
will then be needed. Some of these actions, such as the provision or adapta-
tion of large-scale infrastructure in most cases, will be direct. Others, and pos-
sibly the more important in the aggregate, will involve aligning the incentives
facing individuals, businesses, and other organizations with the broader social
need to address climate change, so that appropriate actions are taken. This
section focuses on those indirect interventions.

Pricing Strategies
One sure way to decrease the consumption of any good or service, including
fossil fuels, is to raise its price. In principle, the simplest way for a government
to raise the price of such fuels is to tax them. When a carbon tax or other price
intervention is set “just right,” the full price of the fossil fuel covers the full
cost of consuming the fuel, including the environmental cost, which would
otherwise go unpaid by the consumer and instead be shifted to society at
large, or to future generations. Economists describe this as internalizing an
externality.

An added benefit of a carbon tax is that it raises revenue that can be put
to other uses, including other climate-change initiatives; or an equivalent
amount of other, more economically distortive taxes can be cut. Ideally, the
tax would be set at just the level that induces the desired reduction in use,
but this can be difficult to determine. Substituting a carbon tax for another
tax, such as an income tax, could also undesirably shift the overall burden
of taxation from the relatively well off to the poor. And the response of
consumers to a given rise in fossil-fuel prices—that is, the price elasticity
of fossil-fuel demand—is likely to be small, because energy is such an
essential commodity for modern economies. Achieving the desired
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environmental result through taxation alone might require an oppressively
high tax rate.

If a price-based strategy to reduce fossil-fuel consumption is undertaken,
the logical place to begin is with fuels that are already underpriced. All too
often, countries retain subsidies on gasoline and other fuels as a way of assist-
ing the poor, supporting economic activity generally, or pacifying otherwise
politically irritable urban populations. There are better ways to achieve all
these ends, especially when the hidden environmental costs loom so large.
And subsidies to producers to search for still more fossil-fuel deposits make
scarcely any better sense in a warming world than do fuel subsidies to
consumers.

Emissions Regulation and Emissions Trading
Governments have the power, of course, simply to outlaw fossil-fuel con-
sumption or other practices that they view as promoting climate change or as
otherwise environmentally harmful. Or they can regulate the use of fossil
fuels, for example, by setting vehicle emissions standards or mandating the
adoption of climate-friendly technologies or practices by power plants. These
command-and-control approaches obviously create a powerful incentive
for the regulated producers to behave as the government wishes—the alter-
native is a heavy fine or other sanction. However, these approaches may
achieve the objective in a less than efficient way: different producers’ equip-
ment and processes, and thus their cost functions, will differ, so that if the
same regulation or mandate applies to all producers equally, some producers
will have a high cost of complying, while others could go beyond what the
regulation calls for at little or no cost but will not do so because they lack
the incentive.

This inefficiency can be avoided by issuing a fixed number of emissions
permits to producers and allowing the permits to be freely traded among
them. Those producers that can reduce emissions most cheaply will do so,
because it leaves them with unused permits that they can then sell to other
producers whose costs are higher. Under a well-enforced tradable permits
scheme, the amount of emissions that will occur is known at the outset (and
can be set at whatever level the government deems optimal), and the emis-
sions reduction is achieved at the lowest possible cost. Tradable permit
regimes have already proved successful, for example at reducing air pollution
in the United States, and have been introduced for reduction of greenhouse
gas emissions as well (box 12.1).
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Promotion of New Technologies
A still more proactive form of public intervention is to conduct research into
climate-friendly technologies or to subsidize such research by private sector
or other organizations. Typically, the best division of this labor assigns basic
research to the public sector, and more-applied research and development of
actual products to the private sector. Again, this kind of subsidization inter-
nalizes an externality: the expected benefits of such research to society far
exceed what the private firm conducting the research would realize in prof-
its, especially when the risk of failure is taken into account. Therefore the firm
would undertake less research than is socially optimal, were it not for the
subsidy.

Possibly just as important as the research subsidy that midwifes the
new technology is public support for its deployment in the market. The 
“buy-down” phase of product development, where production is ramped up
to a scale that lowers unit costs to an affordable level, is critical yet often
neglected. Much risk remains at this phase: incremental investment costs
must be financed, projected costs may be underestimated, and expected
demand may not materialize. Governments can reduce these risks and so
bridge the gap by mandating certain performance standards, or by providing
a market itself through its own acquisitions, for example, of hybrid or natural
gas–powered or other fuel-efficient vehicles.
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In 2003, the European Union established a trading system in which each country
receives a fixed number of carbon dioxide emissions allowances for its companies
in energy-intensive industries such as electric power generation, refining, paper,

steel, glass, and cement. Countries achieving reductions that leave them with surplus
allowances can trade the allowances to other European Union (EU) and, in some
cases, non-EU countries. Penalties for noncompliance are set at €40 per ton of carbon
dioxide in the trading period ending in 2007, increasing to €100 in the 2008–12
period.

In mid 2004, a “Linking Directive” was issued, which allows extra flexibility. This is
expected to reduce costs by about 20 percent. The directive also established a formal
link to the Kyoto process for the first time, but the EU system will still not allow the full
range of credits that Kyoto does: nuclear power is excluded and hydropower projects
are to be closely monitored. Reductions achieved through creation or expansion of 
carbon sinks are also excluded.

Source: Adapted from Nobel and others (2005).

BOX 12.1 Emissions Trading in the European Union



Finally, governments can promote the adoption of new technologies by
disseminating information about their benefits and training people in their
use. An example of the former is the Energy Star program in the United States,
which, since 1992, has certified qualifying household appliances—and, more
recently, homes and commercial buildings—as energy-efficient. 

The Cost of Coping with Climate Change—and 
a Tentative Bottom Line
Estimates of the costs of dealing with climate change vary widely, reflecting
differences in modeling methodologies and in the set of policies assumed to
be adopted. IPCC has estimated that, with well-designed policies, fully half of
the projected increase in carbon emissions between now and 2020 could be
eliminated at negative cost—that is, the ancillary benefits of such action,
wholly aside from the primary benefit in terms of reduced climate change,
would more than defray the cost. (Some of the ancillary benefits were
described above; they include the elimination of subsidies and other market
and institutional inefficiencies; local and regional air quality improvements
leading to improved health; and use of revenue from a carbon tax to reduce
other, more distortionary taxes.) The other half could be eliminated at a cost
of about $100 per ton of carbon. 

IPCC has also estimated the costs to industrial countries of complying with
the Kyoto Protocol: these range from 0.2 to 2.0 percent of GDP in the absence
of international carbon permit trading, and from 0.1 to 1.0 percent of GDP if
such trading is instituted. These costs could be reduced further by expanding
the stock of carbon sinks through afforestation, reforestation, and avoiding
deforestation, and through improved forest, cropland, and grassland man-
agement; by implementing project-based emissions swapping between indus-
trial and developing countries through the Clean Development Mechanism
(discussed below); and by reducing emissions of the other greenhouse gases,
including methane and halocarbons. 

The cost of stabilizing carbon dioxide concentrations steepens as one pro-
ceeds from less ambitious to more ambitious targets. For example, according
to the Millenniun Ecosystem Assessment, the mitigation cost of keeping the
concentration of carbon dioxide at or below 650 ppm is about $4 trillion (in
present value using 1990 dollers) in the highest-cost model. Lowering the
acceptable concentration from 650 ppm to 550 ppm. (These figures are net
present values in 1990 dollars using a discount rate of 5 percent a year. They
include neither the cost of adapting to the climate change that would occur,
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as discussed above, with a target carbon dioxide concentration of 450 ppm,
nor the offsetting costs of economic damages avoided.)

Recall that the estimated global cost of the change in climate caused by a
doubling of atmospheric carbon dioxide concentration (according to IPCC)
ranged from 1.5 to 2.0 percent of world GDP (1.0 to 1.5 percent in developed
countries and 2 to 9 percent in developing countries), and the group of
experts led by Nordhaus reported a mean estimate of the economic costs of a
3°C warming by 2090 of about 3.6 percent of world GDP. Thus, unless the
cost of mitigating climate change turns out to lie at or near the high end of the
higher set of estimates (for a scenario that does not allow for international car-
bon emissions trading), and the cost of business as usual falls at or very near
the low end of a very wide range of estimates, taking action to deal with cli-
mate change is very much a paying proposition. Despite the myriad uncer-
tainties, the appropriate course of action seems clear.

What the International Community Is Doing Now
Serious global efforts to address climate change began with the Earth Summit
(formally known as the United Nations Conference on Environment and
Development) in Rio de Janeiro in 1992. That conference produced the
United Nations Framework Convention on Climate Change (UNFCCC), a
treaty aimed explicitly at limiting climate change by reducing emissions of
greenhouse gases. The UNFCCC, however, did not establish mandatory emis-
sions ceilings or enforcement provisions. Instead, it provided for the signing
of protocols under the treaty’s auspices that would contain such mandates.
The Kyoto Protocol is by far the best known of these protocols.

The Kyoto Protocol
The Kyoto Protocol of the UNFCCC was negotiated at Kyoto, Japan, in late
1997 but did not enter into force until early 2005, after it had been ratified by
the requisite number of countries. As of this writing, 163 countries have rat-
ified the protocol; the only major countries still abstaining are Australia and
the United States. The United States has so far declined to participate because,
in its view, the costs of compliance are excessive, the exclusion of developing
countries will render the undertaking ineffective, and the scientific uncer-
tainties surrounding climate change remain too significant to warrant the
actions taken.

Under the Kyoto Protocol, most of the world’s developed countries agree
to reduce their emissions of greenhouse gases by an average of about 5 per-
cent from 1990 levels between 2008 and 2012; the negotiated emissions limits
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vary by country and range from a reduction of 8 percent to an increase not
to exceed 10 percent. Developing countries are not subject to such firm
commitments under the protocol. Core elements of the protocol include rules
for compliance; land-use, land-use change, and forestry (LULUCF) provi-
sions; and mechanisms aimed at giving countries greater flexibility in achiev-
ing the reductions to which they have committed. 

The Kyoto Protocol recognizes that LULUCF activities, which essentially
involve the development and preservation of carbon sinks, can play an impor-
tant role in meeting the ultimate objective of stabilizing carbon dioxide
concentrations. However, the rules of the protocol constrain the entry of
LULUCF sequestration into the compliance system to only about 100 mega-
tons of carbon a year. This falls far short of the 100 Gt that IPCC estimates to
be technically feasible, but it is likely that not even the 100 megatons will be
achieved during the first commitment period.

Several flexibility mechanisms are provided for under the protocol. The
most straightforward of these simply allows one country in good standing
under the agreement to sell emissions credits to another. Since emissions
limits for some countries are set well above their actual emissions, there is
considerable scope for such exchanges. As discussed above, this trading in
emissions allowances rewards those countries that meet and exceed their
commitment, while giving other countries a financial incentive to do the
same.

The second mechanism, called Joint Implementation (JI), allows legal enti-
ties in one country that has an emissions commitment to earn credit toward
that commitment by undertaking emissions reductions projects in another
such country. Countries facing relatively high costs for emissions reductions
can reduce their costs of compliance by earning such credits in countries
where the costs are lower. The amount of emissions eliminated is the same
as it would be without the exchange.

The third mechanism, called the Clean Development Mechanism (CDM),
is important because it brings developing countries into the process. Under
CDM, as under JI, developed countries may accrue emissions credits toward
their reduction commitment by sponsoring projects in developing countries
that reduce carbon emissions. Not only does this give the developed country
an opportunity to meet its commitment at lower cost than otherwise, but it
also promotes sustainable development in the developing country and
encourages the transfer of technology. Under both JI and CDM, the emissions
reductions undertaken must be additional to what would have occurred
in their absence. Demonstrating this additionality is a major challenge in
practice.
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After 2012
Without a strong likelihood for a regulatory framework beyond 2012, the
carbon emissions market will remain soft, and the private sector is unlikely to
become involved in any significant way. Because of the recognition of com-
mon yet differentiated responsibilities in the UNFCCC, and because the
industrialized countries are responsible for most of the anthropogenic green-
house gases currently in the atmosphere, developing countries are not
expected to bear the additional costs of a low-carbon economy. There are only
three sources of funding for mitigating greenhouse gas emissions: voluntary
action, international grants, and trade. Although all are potentially important,
carbon trade is likely to confer the biggest flow of funds (between $20 billion
and $120 billion a year). An efficient trading system will require a long-
term, stable, and predictable framework and accompanying regulatory 
system, which could be based upon targets, policies, and other measures.
Therefore, one question facing governments is whether to go ahead with a
second commitment period (covering 2013–17), or to develop instead a long-
term framework, with intermediate goals and targets, incorporating the
principle of differentiated responsibilities.

The Role of the World Bank in Mitigation and Adaptation
The World Bank participates in global efforts to mitigate and adapt to climate
change mainly through two initiatives: the Global Environment Facility and
the Carbon Finance Portfolio.

The Global Environment Facility
The World Bank acts as an implementing agency for the Global Environment
Facility (GEF), which was established in 1991 to provide grants for projects
to support biodiversity, climate change, international waters, land degrada-
tion, the ozone layer, and persistent organic pollutants. Through GEF
the Bank disburses about $250 million a year for projects related to energy
efficiency, renewable energy, and sustainable transportation. GEF has a small
pilot portfolio on adaptation and has managed two special funds related to
adaptation. Here the Bank’s major role is in piloting projects that link adap-
tation to more general development finance, although at this stage annual dis-
bursements amount to only a few million dollars a year. During the first
commitment period of the Kyoto Protocol, the Adaptation Fund, based on a
2 percent levy on CDM credits, will significantly increase the resources avail-
able for adaptation—probably to hundreds of millions of dollars a year.
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Carbon Finance Portfolio
The Bank was a pioneer in facilitating carbon trading under the CDM and JI
flexibility mechanisms of the Kyoto Protocol. The Prototype Carbon Fund
was launched in 1999 with a target of $180 million, and by 2006 the Bank was
managing nine funds with available funds approaching $2 billion. Approxi-
mately 850 project proposals covering a wide range of energy sources, reduc-
tions of greenhouse gases other than carbon dioxide, and LULUCF activities
have been reviewed by the technical specialists within the Carbon Finance
Unit, and about 40 contracts for the delivery of carbon credits have already
been signed.

The challenge for the Bank is to support the delivery of the energy needed
for development at low cost and with equitable access. This energy has to be
clean, both in terms of its impact on local and regional air quality and in terms
of greenhouse gases emitted. The challenge is to mobilize all available sources
of funding for these activities. 

Whatever success is achieved in reducing greenhouse gas emissions, the
impact of climate change will be felt. The Bank must play a leading role in
mainstreaming climate risks into the development planning process so that
the poorest and most vulnerable are not trapped in poverty through recur-
ring climate-related losses. 
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Toward a Sustainable
Energy Future
JAMAL SAGHIR AND KYRAN O’SULLIVAN

The global community today is working toward a potential double divi-
dend: meeting the essential needs of economic growth and fighting

poverty, while at the same time leaving a smaller environmental footprint.
Strategies to support clean energy and a low-carbon economy are vital to ful-
filling this promise.

Affordable and reliable energy services matter today more than ever in the
fight against poverty. Most economic activity, even the village and household
enterprises in developing countries that are the main source of income for the
poor in those countries, would be impossible without energy. The services
that hydrocarbons and electricity provide—motive power for industry and
agriculture, transportation of people and goods, heating and cooling of work-
places, power for appliances—increase productivity and economic output.
Thus economic growth that creates jobs and raises incomes depends on
greater access to and more efficient use of energy services and their con-
stituent energy resources. Figure 13.1 illustrates the strong correlation
between commercial energy consumption and national income: countries
with higher income per capita also tend to be those with higher energy con-
sumption per capita. 

Figure 13.2 shows a similarly strong correlation across countries between
commercial energy consumption and the Human Development Index (HDI).
This standard measure, reported annually by the United Nations (UN) Devel-
opment Programme, is derived from indicators that reflect countries’ progress 
in providing the most basic human needs: a long and healthy life (life
expectancy), possession of knowledge (literacy and educational achievement),

This chapter draws on earlier publications, which are included in the selected readings at the end of
this chapter.
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Source: World Bank, World Development Indicators database. 
a. Energy is commercially supplied energy only. Each symbol represents one country. Logarithmic scale is used.
b. Adjusted for international differences in the purchasing power of a dollar.
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and a decent standard of living (income, measured in dollars adjusted for
international differences in purchasing power).

Yet the reality today in many of the world’s least developed countries is that
the poor often cannot afford to purchase sufficient fuel and electricity to meet
their basic cooking and lighting needs, and energy services are often only
intermittently available to industry and social services. This lack of reliable
energy services constrains the delivery of social services and imposes a huge
cost on industry and commercial firms, undermining their competitiveness
and therefore their ability to expand and provide employment. The poor
performance of the energy sector in many countries is evidenced by poor
resource utilization, low asset yields, and commercial and technical ineffi-
ciency, leading to much energy being wasted, as well as financial losses.

The good news is that much can be done at the national and local
levels of government to promote the development of sustainable energy.
Governments can remove institutional and regulatory barriers that prevent
energy companies from delivering modern fuels and electricity to firms and
households. They can also help mobilize financial resources for investments
in energy infrastructure and services. At the same time, they can and should
regulate the environmental performance of energy production and use. Leg-
islators and other policy makers can take the lead in linking energy planning
to national plans for economic and social development and can play a criti-
cal role in sustaining political commitment to sound energy sector manage-
ment and governance.

However, action at the national and lower levels alone is not enough to
ensure sustainable energy development. There are also global aspects to the
challenge, and these will require international consensus building, coordina-
tion, and action. This chapter provides a brief introduction to these aspects
from a number of points of view:

■ Energy security
■ Energy and poverty reduction 
■ Energy and the environment
■ Investment for energy development
■ Development and deployment of clean-energy technology
■ International trade in energy. 

Energy Security
For developed and developing countries alike, energy security means a reli-
able and affordable supply of energy that makes further economic develop-
ment possible and supports a high and growing quality of life. For the
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international community, including the World Bank, energy security means
ensuring that countries can sustainably produce and use energy at reasonable
cost in order to facilitate economic growth (and, through this, poverty reduc-
tion) and directly improve the quality of peoples’ lives by broadening access
to modern energy services.

Today, world energy demand is growing rapidly. The latest forecast of the
International Energy Agency (IEA) shows global energy demand, under cur-
rent policies, increasing by more than 60 percent from 2004 to 2030 (although
vigorous new policies to reduce energy use could reduce this figure sharply).
IEA concludes that the world’s primary energy resources are adequate to meet
this projected increase in demand: proven reserves of gas, oil, and coal far
exceed cumulative projected consumption, and more reserves will be added
during the projection period. But developing these resources and ensuring
that demand is met will require a huge amount of investment at every point
in the energy supply chain. If that investment is not forthcoming or is delayed,
shortages, price increases, and price volatility may impede economic growth
in both developed and developing countries. 

IEA’s projections imply increasing interdependence between energy-
producing and energy-consuming countries, because a pronounced shift in
the geographical sources of incremental oil and natural gas supplies will occur
over the next several decades, and because growth in energy demand will be
increasingly concentrated in developing countries. International trade in
primary energy will have to expand to accommodate the growing mismatch
between the location of demand and that of production. As energy markets
become increasingly global, integrated, and interdependent, an enhanced pol-
icy dialogue between the governments of importing and exporting countries
will be essential in addressing long-term energy security risks. All countries—
energy producers and consumers, rich and poor—have a vital common inter-
est in ensuring a sustainable supply of the energy needed for a growing global
economy.

The attention of the international community toward the issue of energy
security has been greatly heightened by the increase in oil prices to record levels
in nominal terms since 2002 (figure 13.3). This poses a risk to all countries, but
especially the poorer oil-importing countries, which are the least able to cope.
The direct effect on an economy is felt through the worsening of the balance of
payments and the subsequent contraction of the economy required to restore
balance-of-payments equilibrium. The impact of the shock is proportional to
the percentage rise in oil prices times the ratio of net imports of oil and oil prod-
ucts to gross domestic product (GDP).1 The increase in the oil bill has been par-
ticularly severe for a number of countries that combine high energy intensity
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(that is, high consumption of energy per unit of GDP produced) with a heavy
reliance on imported oil. For these countries, even the relatively modest hike in
oil prices between 2003 and 2004 implied an increase in their oil bills of between
1.5 and 5 percent of GDP. A sustained price increase of $10 per barrel would
deliver an economic shock equivalent to a 1.5 percent loss of GDP, on average,
for the world’s poorest countries (those with GDP per capita of less than $300).
With a sustained price increase of $20 a barrel relative to 2003, the GDP loss for
these countries would be 3 percent. The lowest-income countries experience the
largest proportionate loss of GDP, as they are the most dependent on oil imports.
Countries have limited options for dealing with high oil prices, especially in
the short run. Policies that reduce dependence on oil as a primary fuel and that
reduce energy intensity take time to have an effect, but in the long run they
can reduce the vulnerability of the economy to oil price shocks.

Energy and Poverty Reduction
Improved energy services will be critical for strategies aimed at achieving
the Millennium Development Goals (MDGs). Worldwide, nearly 2.4 billion
people use traditional biomass fuels—wood, agricultural residues, and
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dung—for cooking and heating, and nearly 1.6 billion lack access to electric-
ity. Four out of five people without access to electricity live in rural areas. The
average resident of a poor country consumes only 5 percent of the modern
energy services (fossil fuels, electricity, and renewables) that his or her coun-
terparts in the developed countries consume. Modern energy services provide
lighting, cooking, heating, refrigeration, transportation, motive power, and
telecommunications that are indispensable to increasing productivity, creat-
ing enterprises, raising employment and incomes, and providing safe water
and sanitation as well as health and education services. Without access to
these services, the poor are deprived of opportunities for economic develop-
ment and improved living standards. 

Low-income households are affected most by increases in world oil prices.
Households experience the effect of high oil prices directly when they
purchase petroleum products (such as kerosene, liquefied petroleum gas, and
gasoline) and indirectly when they purchase other goods or services, includ-
ing transport and water services, whose costs are raised by higher oil prices.
Higher oil prices reduce the expenditure of households at all income levels in
oil-importing countries, and the poorest may have to cut their spending the
most. (Box 13.1 reports some dismaying statistics that illustrate the scale of
energy deprivation currently faced by the world’s poor.)

Policy makers have many options for improving the focus of current
energy policies on poverty reduction. Among the more important options to
consider are the following:

■ Designing scaled-up programs for energy access. Scaling up implies the
need for programs that will achieve ambitious rates of access within 10
to 15 years. Three types of access usually need to be addressed: access to
cleaner cooking systems, access to electricity, and access to mechanical
power. With respect to the first of these, the goal is to increase the use
of modern cooking fuels, as well as the adoption of improved cook
stoves and an increase in sustainable biomass production. Increasing
access to mechanical power plays a critical role in meeting the MDGs
though agroprocessing and water pumping. Mechanical agroprocessing
increases food production and reduces the labor that women must
devote to producing food. Water pumping improves health and nutri-
tion and enables irrigation.

■ Maximizing the development impact of electricity scale-up programs.
Here the implication is that implementation should be driven by
considerations of poverty reduction, including the enhancement of
productive enterprises and income generation and delivery of health
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and education. Scaling up also implies implementing the electrification
of homes and institutions as quickly as possible, for the largest number
of people feasible, while balancing affordability to end users with that
to the government in terms of the capital subsidies required. Large
gains in electrification rates among households and among health, edu-
cation, and other public institutions are feasible through grid exten-
sion. Many of those unserved today live in urban or periurban areas
within reach of the grid and can be connected through phased pro-
grams of grid extension. In other areas, where grid extension is not
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■ Some 1.6 billion people worldwide lack access to network electricity. In the absence
of vigorous new policies, 1.4 billion people will still lack electricity access in 2030—
only 200 million fewer than today.

■ Four out of five people without electricity live in rural areas of the developing world,
mainly in South Asia and Sub-Saharan Africa.

■ Some 2.4 billion people rely on traditional biomass—wood, agricultural residues,
and dung—for cooking and heating. This will increase to 2.6 billion by 2030 with no
change in policies.

■ Poor people in developing countries spend up to a quarter of their cash income on
energy.

■ In 2004, the richest 20 percent of the world’s population consumed 58 percent of
total energy usage, whereas the poorest 20 percent consumed less than 4 percent.

■ The world’s 1 billion poorest people use only 0.2 ton of oil-equivalent energy per
capita annually, whereas the 1 billion richest—those earning on average over
$20,000 a year—use nearly 25 times as much.

■ High transaction costs and high unit costs of investment constrain electricity service
provision in poor rural areas because of low demand and dispersed populations.
The cost of connections can range from $400 to $1,000 for households who may
only consume $4 worth of electricity a month.

■ Indoor air pollution from solid fuel use is responsible for 1.5 million deaths a
year worldwide. These deaths occur disproportionately among women and
children.

■ Low-grade fuels and poor environmental controls in transport and industry are a
leading cause of severe urban air pollution in the fast-growing cities of developing
countries. More than 80 percent of all deaths in developing countries attributable
to air pollution–induced lung infections are among children under five.

BOX 13.1 Energy and the Poor: A Fact Sheet



cost-effective, independent small grids and solar photovoltaic systems
will be necessary for remote institutions and households that can afford
such systems. Modern lighting systems for basic needs can be marketed
to very poor households. For example, LED (light-emitting diode)
lamps manufactured locally and sold by local private operators can
provide good-quality lighting at a lower operating cost than kerosene
lamps.

■ Ensuring that service providers are capable of delivering ambitious electri-
fication targets. Successful implementation requires that service
providers, including incumbent national utilities, be fully capable of
undertaking the necessary planning and execution functions and that
they exercise commercial discipline in their operations. Scaling up
electricity access implies an expansion in electric power generation. In
Sub-Saharan Africa and elsewhere, economies of scale can be achieved
by developing large generation and transmission projects that will serve
regional needs; small island systems are prone to high costs as well as to
heightened risk of service interruption.

■ Establishing effective regulatory frameworks and policies for rural and off-
grid areas for various types of providers of energy services. Sound regula-
tory frameworks would stimulate local community participation,
remove barriers and develop the roles of local entrepreneurs in provid-
ing energy services under new business models, and mobilize women’s
groups to find locally tailored solutions for meeting energy needs.

■ Focusing subsidies on the public good component of energy services. The
transfer mechanisms used should be targeted to the poor, predictable,
transparent, and fully funded. The prices charged for energy supply and
services—supported by appropriate regulatory and tax policies—should
remove market distortions that favor highly polluting forms of energy,
by taking both the economic and the environmental costs and benefits
into account. Many governments subsidize petroleum products, hold-
ing prices to consumers below international prices. When such subsidy
schemes remain in place for a long time, the drain on the public finances
can become very large, to the point where it limits spending on desirable
social programs. In addition, such subsidies distort the economy: low
prices provide little incentive for efforts to increase energy efficiency and
substitute for oil. Removing subsidies on oil products has proved politi-
cally difficult in many countries, especially when oil prices are rising
rapidly. It is easiest to reduce subsidies when international oil prices are
falling, by reducing the domestic price by less than the reduction in the
international price until the two prices are at parity.
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Country-specific energy strategies to help achieve the MDGs will be vital.
It will also be important to work upstream, for example, by supporting eval-
uations of energy-poverty linkages in country poverty assessments, so that
long-term national poverty reduction strategies incorporate energy strategies
and plans. In this regard, actions in the energy sector should be linked with
complementary activities in other areas such as agriculture, health, education,
finance, enterprise development, and institution building.

International support for energy programs, both through bilateral
development assistance and from the international financial institutions,
will continue to be critical. Often this support will be best applied when it
leverages the complementary roles of public and private investments (both
local and international) and when it draws on the comparative strengths of
different stakeholders to manage different risks through public-private part-
nerships. Such partnerships make possible a coordinated effort to expand
energy services to the poor. Mobilizing and coordinating long-term commit-
ments from development partners to scale up energy investments, transfer
knowledge, and deploy financing instruments for leveraging private capital
and resources will be key, particularly for countries with the largest concen-
tration of the energy-poor, such as those in Sub-Saharan Africa and South
Asia.

Energy and the Environment
The links between energy and the environment are many and profound,
and the environmental impacts of energy use are felt both locally, from
indoor pollution from cooking fires to urban air pollution, and globally,
through emissions of greenhouse gases by power plants, factories, and
automobiles.

Climate Change
Climate change presents an urgent challenge. The Earth’s climate is already
changing because of human activities, primarily the combustion of fossil fuels,
deforestation, and other land management practices, and it is projected to con-
tinue to change in the coming decades (see chapter 12). The Earth has already
warmed by about 0.6°C over the past 100 years, and it is projected to warm by
as much as another 5.8°C during the next 100 years in the absence of effective,
internationally agreed-upon policies to address climate change.

For governments today, climate change poses one of the greatest challenges
of the new millennium, namely, how to achieve and sustain economic growth,
with its promise of prosperity for all, while reducing the threat of climate
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change to human health and ecological systems. In fact, the two are linked:
sustaining global prosperity becomes increasingly difficult with a global
climate that continues to become warmer and more unstable. But economies
cannot grow without increasing energy consumption, and, today, energy
production is primarily dependent on the carbon-emitting fuels that result
in global warming. How these energy and environmental challenges are
addressed in the next two decades will, to a large degree, determine whether
future generations enjoy sustainable growth, environmental quality, and
national security.

Developing countries and the poor people who live in them are the
most vulnerable to climate change. Warmer temperatures, more-variable
precipitation, and an increased incidence of extreme climatic events will
become more common and, when coupled with rising sea levels, will threaten
agriculture, water resources, human settlements, human health, and ecolog-
ical systems, undermining economic development and the achievement of
many of the MDGs. Dealing with climate change will require the development
and implementation of climate-friendly technologies.

Air Pollution and Its Impacts
Most of the industrialized countries have managed to clean the once heavily
polluted air in their cities, despite continued high energy use per capita. In
many developing countries, however, local air pollution from energy use
remains a major environmental and public health hazard. Exposure to smoke
and soot has been estimated to cause as many as 4 million premature deaths
each year, as well as 40 million new cases of chronic bronchitis and wide-
spread cases of other respiratory illnesses. Small particulates (airborne parti-
cles less than 10 microns in diameter) from fuel combustion are particularly
dangerous and are a leading cause of cardiovascular disease, chronic bron-
chitis, and upper and lower respiratory tract infections. 

Lead exposure is another widespread public health hazard in regions that
still use leaded fuels. Lead is a treacherous poison: at lower levels of exposure,
no obvious symptoms may occur, but children exposed to lead become less
able to learn, putting them at a lifelong disadvantage. 

In addition to its effects on human health, air pollution from energy use
damages ecological systems. Emissions of sulfur dioxide and nitrous oxide
react with other chemicals in the atmosphere to form sulfuric acid and nitric
acid, which fall back to earth in rainfall. This acid rain has been found to dam-
age crops, forests, rivers, and lakes, sometimes thousands of kilometers from
the original source. 
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The first step in addressing local pollution is to identify and implement
those solutions that provide environmental benefits at no additional cost.
These win-win opportunities include improvements in energy efficiency at
the user level and a switch from highly polluting to less polluting energy fuels.
Energy sector reform that introduces competition between alternative energy
forms and between suppliers, and that allows market prices to send the right
signals to producers and consumers alike, will promote the shift from pollut-
ing to clean energy use. 

Reducing local air pollution beyond what can be achieved through these
win-win strategies, however, comes at an additional cost. Even so, the finan-
cial cost of abatement (for example, to meet improved emission standards in
power generation) is usually small compared with the value of the health and
environmental damage thereby avoided. It is therefore important for policy
makers to take account of these external effects.

There is considerable scope for international action on air pollution issues.
The phasing out of lead additives from gasoline is an example: regionwide
harmonization of fuel specifications and fuel pricing can help eliminate fuel
smuggling and fuel adulteration. Regional agreement on the timetable for
revised fuel specifications permits suppliers to make informed investment
decisions about the refinery reconfiguration that will be necessary to supply
fuels with the new specifications. 

Energy Sector Investment
Converting the world’s resources into available supplies on a scale that meets
projected demand will require massive investment. IEA estimates that total
capital investment of $8.1 trillion, equivalent to an average of $300 billion a
year (in 2005 dollars), is needed from 2003 to 2030 to meet the energy needs
of the world’s developing and transition economies. Of this investment,
roughly 73 percent will be for electricity, 12 percent for oil, 12 percent for
natural gas, and 3 percent for coal. Financing will come from three sources:
internal cash generation, private financing, and public funding. Developing
countries will face great challenges in raising these funds from domestic and
international capital markets (public funding is limited and usually cannot be
diverted from priority social spending), because their needs are larger relative
to the present size of their economies and because the investment risks are
bigger. The extent to which the huge investment gap, especially in the elec-
tricity sector, can be funded in the future will depend on the pace of policy
and regulatory reform, including the measures needed to attract private sec-
tor investment in these countries.
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Although many of the barriers to increased investment in developing
countries relate to their overall investment climate, others are specific to the
sector. A survey of international investors revealed that the most significant
barriers to investment in the electric power industry in developing countries
are weak legal protection for investors, absence of multilateral guarantees, and
weak payment discipline on the part of consumers.2 The study pointed to
several priorities for governments seeking to attract and retain international
(and domestic) investment in the industry: 

■ Ensure adequate cash flow. Among the highest priorities identified by
investors were the need to set prices adequate to cover costs and the
need for discipline in payment collection. Investors are unlikely 
to consider a proposed investment if these conditions are not 
present.

■ Maintain the stability and enforceability of laws and contracts. A clear
and enforceable legal framework is always important to investors. The
rules of the game should not be altered at the government’s conve-
nience once investment decisions have been made on the basis of those
rules. A government’s willingness and ability to honor its commitments
are key.

■ Be more responsive to the needs of investors. Investors identified gov-
ernment unresponsiveness to their needs and time frames as the
most important factor in the failure of investments. They considered
the administrative efficiency of the host government one of the
top criteria in deciding whether to invest in a country. Better prepa-
ration of the proposed transaction before inviting investors to partici-
pate can help reduce processing delays and investors’ opportunity
costs.

■ Minimize government interference. Investors are most satisfied with
their investment experience when they are free to realize returns from
their investments without government interference. Investors pointed
to their ability to exercise effective operational and management
control of their investments as a key factor in successful operations.
Investors also give much weight to the independence of regulatory
processes from government interference.

Energy Technology Development and Deployment
Achieving a truly sustainable global energy system will require technological
breakthroughs that will radically alter how energy is produced and used.
Which new technologies and which new forms of energy will transform
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today’s energy systems remains uncertain. Absent some immediate and
unforeseen technological breakthrough, fossil fuels are expected to remain the
backbone of primary energy supply for the next several decades. This under-
scores the need for high-performance technologies that permit the continued
use of existing fossil fuels together with abatement of the resulting greenhouse
gas emissions, particularly in electric power generation. Government action
can promote faster deployment of the enhanced energy technologies that are
available today. The resulting gain in market share will, in turn, make these
technologies still more cost effective.

An extensive array of technologies and practices in both energy supply and
end use are already available to enhance access to energy; improve energy secu-
rity; and promote environmental protection at the local, regional, and global
levels. No single energy production or end-use technology promises to alter
the energy development path of any country. Instead, a broad portfolio of tech-
nologies, supported by appropriate policies, will be required to address the
challenge of reducing the emissions that cause local and regional air pollution.

These technologies are also required for the transition to a low-carbon
economy. The same technologies employed to reduce greenhouse gas emis-
sions normally reduce the emissions of local and regional pollutants as well.
A clean-energy, low-carbon economy can be realized through a balanced
portfolio of energy production and distribution technologies. On the supply
side, the technologies needed include new thermal power plants based on
combined-cycle and supercritical boilers; natural gas as a bridging fuel in the
transition period until renewable energy technologies become commercially
viable; new renewable energy technologies (solar, wind, small and large
hydropower, biomass and biofuels, and geothermal sources); and improved
nuclear fission technologies. Energy supply technologies are complemented
by end-use efficiency technologies in the transportation sector (including effi-
cient gasoline and diesel engines), the buildings sector (insulation, advanced
windows, new lighting technology, and efficient space cooling and heating),
the industrial sector (cogeneration, waste heat recovery, preheating, new effi-
cient process technologies, efficient motors and drives, and improved control
systems), and the agricultural sector (efficient irrigation pumps), as well as in
municipal and urban systems (district heating systems and combined heat
and power).

Renewable forms of energy today still satisfy only about 3 percent of the
world’s primary energy demand. Hydropower is the largest renewable source;
new renewables, such as solar and wind power, each account for only a small
fraction of global energy demand. Several European governments currently
favor using renewables to reduce carbon dioxide emissions, and they have set
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national targets for increasing their use. Several developing countries, such as
China and Brazil, also have programs to promote renewables. Renewables are,
on average, more expensive per unit of energy than fossil fuels in supplying
large, grid-connected power systems, but as their deployment becomes more
widespread, their unit costs will fall. Therefore new government policies that
push for faster deployment of renewables will be important if renewables are to
meet a much larger share of world demand than the 4 percent currently fore-
cast by 2030.3 Several renewable energy technologies are potentially lowest-cost
options for mini-grid applications (village- and district-level networks with
loads between 5 and 500 kilowatts that are not connected to a national grid).

Energy Trade
Like trade generally, trade in energy can be mutually beneficial to both sup-
pliers and customers. In various regions of the world, neighboring countries
are seeking to develop their energy trade for a number of reasons: 

■ Energy trade can advance regional economic integration. Regional trade
in electric power helps build institutions and relationships that, as part
of a wider network of institutions, can help integrate a region economi-
cally and politically. Joint development of energy projects can help
build closer ties between countries through closer collaboration and
increased economic interdependence. 

■ Trade can underpin energy security. Trade can increase the reliability of
energy supply by making one country’s lower-cost supplies available to
other countries. Also, cross-border energy supply often contributes to
the diversification of energy sources—a key component of energy
security. Stable long-term agreements between countries are necessary
for such trade to flourish, however. 

■ Trade can exploit economies of scale. Many national markets, especially
in Africa, are too small to justify the investment needed to develop the
energy supply opportunities available to them. Merging national
markets can provide the needed economies of scale in such cases. As
markets mature and competition is introduced, the integration of small
neighboring markets can provide the scale necessary for competition to
be effective.

The interconnection of contiguous electric power networks can capture
significant economies of scale. The price of electric power generation in grid-
based systems can vary enormously from one country to another, depending
on the availability of hydroelectric resources, the cost of fuel, and many other
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factors. Interconnecting transmission networks and integrating power system
operations can thus bring significant benefits. In a regionally integrated power
system, the direct benefits accruing to each national power sector include
reduced operating costs, increased efficiency, lower energy costs, and
increased system reliability. Operating costs are lower in an interconnected
network because they allow development of the least-cost regional energy
resources. Also, by aggregating the demand of contiguous national systems,
regional integration creates sufficient demand to justify large investments that
would not have been economically feasible at the national level. 

International Organizations Active in Promoting 
Sustainable Energy
A number of international organizations have initiated programs and activi-
ties aimed at ensuring sustainable energy. This section discusses a few of the
more prominent. 

Food and Agriculture Organization
The work of the Food and Agriculture Organization (FAO) in the energy
sector focuses on bioenergy, agro-energy, wood energy, and climate change.
Providing multiple energy services for cooking and heating as well as power
for electricity, industry and transportation, and bioenergy can contribute sig-
nificantly to increased labor productivity and diversification of economic
activities in rural areas. FAO works to ensure the delivery of sustainable, equi-
table, and accessible bioenergy sources and services irrespective of gender,
wealth, location, or culture, for sustainable development, energy security, and
climate change mitigation.

International Atomic Energy Agency
The mandate of the International Atomic Energy Agency (IAEA) is to build
national capabilities in overall energy planning and, in particular, nuclear
power for peaceful purposes. IAEA’s Major Programme 1 on Nuclear Power,
Fuel Cycle, and Nuclear Science provides three major services: support of
power programs for additional uses of power reactors, catalyzing of innova-
tion, and energy analysis and building of planning capabilities.

International Energy Agency
IEA is an intergovernmental body committed to advancing the security of
energy supply, economic growth, and environmental sustainability through
cooperation on energy policy. IEA acts as energy policy adviser for its
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26 member countries in their efforts to ensure reliable, affordable, and clean
energy for their citizens. Founded during the oil crisis of 1973–74, IEA had as
its initial role the coordination of national measures in times of oil supply
emergencies. But in recent decades, as energy markets have changed, so has
IEA. Its purview now extends well beyond oil crisis management to broader
energy issues, including climate change policies, market reform, collabora-
tion on energy technology, and outreach to the rest of the world.

United Nations Development Programme
The efforts of the UN Development Programme (UNDP) in energy are
focused on supporting the achievement of the MDGs, especially the goal of
halving, by 2015, the proportion of people living in poverty. Increasing access
to sustainable energy services is one of six priority areas in UNDP’s energy
and environment practice and one of 30 service lines in its development sup-
port worldwide. In support of energy-related work, UNDP aims to strengthen
national policy frameworks to support energy for poverty reduction and sus-
tainable development; increase access to energy services to support growth
and equity; promote clean energy technologies for sustainable development;
and augment access to investment financing for sustainable energy.

United Nations Environment Programme
The energy program of the UN Environment Programme (UNEP) focuses on
building human and economic capacity—the technical skills, institutions, and
markets to create sustainable development that avoids the huge environmen-
tal burdens of past development. Underpinning all UNEP energy activities is
the integration of environmental and social factors into energy-related deci-
sions, bringing a longer-term, more comprehensive approach to the sector.

United Nations Framework Convention for Climate Change
The Climate Change Secretariat in Bonn, Germany, is the secretariat to both
the United Nations Framework Convention on Climate Change (UNFCCC)
and the Kyoto Protocol. A total of 189 parties have ratified the UNFCCC, and
161 parties have ratified the protocol. The UNFCCC entered into force in
1994 and the protocol in 2005. The ultimate objective of both the UNFCCC
and the protocol is the stabilization of greenhouse gas concentrations in
the atmosphere at a level that would prevent dangerous anthropogenic
interference with the climate system. That level should be achieved within a
timeframe sufficient to allow ecosystems to adapt naturally to climate change,
ensure that food production is not threatened, and enable economic devel-
opment to proceed in a sustainable manner.
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World Energy Council
The work of the World Energy Council (WEC) spans the entire energy
spectrum—coal, oil, natural gas, nuclear, hydropower, and new renewables—
and focuses on market restructuring; energy efficiency; energy and the environ-
ment; financing of energy systems; energy pricing and subsidies; energy poverty;
ethics; benchmarking and standards; use of new technologies; and energy issues
in developed, transitional, and developing countries. Every three years, WEC
holds a World Energy Congress, which features a major energy exhibition,
keynote addresses, roundtables, and technical presentations by energy experts.

World Health Organization
The World Health Organization (WHO) provides information on the many
linkages between climate variability and health and reviews the threats to
health posed by human-induced climate change. WHO provides regular
updates on the linkages between household energy, indoor air pollution, and
health, and it implements projects and programs to tackle this preventable
disease burden and evaluates the impacts of technical solutions on health,
socioeconomic conditions, and the environment.

United Nations Department of Economic and Social Affairs
The Department of Economic and Social Affairs of the United Nations Sec-
retariat works in three main interconnected areas:

■ To compile, generate, and analyze a wide range of economic, social,
and environmental data and information upon which member states of
the United Nations can draw to review common problems and take
stock of policy options 

■ To facilitate the negotiations of member states in many intergovern-
mental bodies on joint courses of action to address ongoing or emerg-
ing global challenges

■ To advise on ways and means of translating policy frameworks devel-
oped in UN conferences and summits into programs at the country
level and, through technical assistance, help build national capacities. 

The World Bank Group and Sustainable Energy 
Development
The World Bank Group supports government efforts at sustainable energy
development in developing countries through financing, advice, and knowl-
edge transfer (box 13.2). The International Finance Corporation issues loans
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and equity, and the Multilateral Investment Guarantee Agency issues guar-
antees, to support private investment in energy. The International Bank for
Reconstruction and Development (IBRD) and the International Develop-
ment Association (IDA) can issue partial risk guarantees, with sovereign
counterguarantees, to support such investment, particularly where the key
risk of a project relates to concerns about government performance or pol-
icy reversal. Similarly, IBRD or IDA partial credit guarantees with sovereign
counterguarantees can help catalyze long-term private financing for projects
that improve public services. IBRD loans and IDA credits to countries
with sovereign guarantees can also be used when private financing cannot be
catalyzed.

The World Bank Group works with member countries and multiple other
partners on urgent energy development issues, including increasing access to
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■ In China, the Renewable Energy Scale-up Project supports that country’s commit-
ment to increase the share of renewable energy in electric power generation to
15 percent by 2020, compared with 7 percent in 2005.

■ In the Lao People’s Democratic Republic, the Nam Theun 2 Project will enable the
country to export electricity to Thailand. The resulting income can be spent on
improving living standards.

■ In Nigeria, the National Energy Development Project supports the government’s
energy sector reform and facilitates the transition of the energy sector to the new
market and institutional structure. Investments will be made to upgrade and
improve the power transmission system and to reduce losses and improve the relia-
bility of electricity service as well as customer service. The project will increase
access to electricity in rural areas and will promote the use of renewable energy. 

■ In Bulgaria, the Energy Efficiency Project supports a large increase in energy-
efficiency-promoting investments through the development of self-sustaining,
market-based financing mechanisms. The project has a credit enhancement facility
to mitigate investment risk, supports a Bulgaria Energy Efficiency Fund, and provides
capacity building and information dissemination services.

■ In Peru, the Community Development Carbon Facility supports the 4.1-megawatt
Santa Rosa Hydro Project, the first small-scale clean-development mechanism pro-
ject in the country. The Peru Rural Electrification project will make investments to
supply electricity services to about 160,000 currently unserved rural households,
businesses, and public facilities (such as schools and health clinics that serve about
800,000 people), using both conventional grid extension and renewable energy
sources.

BOX 13.2 Selected World Bank Group Energy Projects in 2005



clean fuels and electricity, securing reliable energy supply that underpins
economic growth, catalyzing investments in the sector, reducing the sector’s
demand on public finances, and improving governance in the sector. In the
context of the Group of Eight’s Gleneagles Communiqué on Climate Change,
Clean Energy and Sustainable Development of July 2005, the World Bank
Group is preparing an investment framework for clean energy and develop-
ment, which will complement ongoing Bank activities in energy sector
reform, energy investment, implementation of projects of the Global Envi-
ronment Fund, development of carbon markets, and development and appli-
cation of methodologies to address climate variability and change. The
Development Committee of the World Bank and the International Monetary
Fund, which facilitates intergovernmental consensus building on develop-
ment issues, endorsed the approach in an April 2006 communiqué and noted
that the goal of securing affordable and cost-effective energy supplies to
underpin economic growth and poverty reduction need not conflict with the
goal of preserving the environment. The Development Committee called on
the Bank to review its existing financial instruments and to explore the poten-
tial value of new financial instruments to accelerate investment in clean,
sustainable, cost-effective, and efficient energy.

Notes
1. Bacon (2005).
2. Lamech and Saeed (2003).
3. International Energy Agency (2004).
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Calming Global
Waters: Managing

a Finite Resource
in a Growing World 

CLAUDIA SADOFF, KARIN KEMPER, AND DAVID GREY

Water is unique in many ways, from the vast range of its uses to its
profound symbolic significance in many cultures. It is a source of

great productive opportunities in agriculture, industry, energy, and transport,
and it is vital for the health of both people and ecosystems. However, water is
also a source of tremendous risk and vulnerability, both through its potential
for catastrophe from drought, flood, landslide, and epidemic, as well as more
insidiously through erosion, inundation, desertification, contamination, and
disease. Because of its enormous power for both good and ill, water must be
responsibly managed, to fully capture the opportunities while limiting the
risks.

In today’s  the opportunities created by water have an increasingly global
impact. Responsible, sustainable investment in water resources holds great
promise for increased human productivity, more abundant food, cleaner
energy, and more efficient trade and transport. Improvements in water man-
agement offer great potential to leverage economic growth and human well-
being and to bind countries together in mutually beneficial cooperation. 

But the vulnerabilities, too, have growing global reach. The loss of water-
dependent ecosystems and biodiversity, the spread of waterborne disease, the
tragedy of large-scale natural disasters such as drought and flood, and the
insecurity and even violence that arise from perceived injustices over con-
tested waters can all reach across borders. 

This paper draws heavily on earlier World Bank publications. Acknowledgment for their contribu-
tions is due, in particular, to John Briscoe, Meike van Ginneken, and Rafik Hirji.
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Achieving basic water security—a situation where water’s productive
potential is harnessed and its destructive impacts are limited—has been a
struggle for humankind throughout history. Security against climatic vari-
ability, against unpredictable flood and drought, was the primary reason why
the industrialized countries made early investments in major water infra-
structure projects such as dams and interbasin transfer schemes. For many
other countries the struggle to achieve this basic security continues. Millions
in the developing  still suffer from inadequate and unreliable basic water ser-
vices—many developing countries today have as little as 1/100th as much
water infrastructure as do developed countries with comparable climatic vari-
ability. And many people still die from water-borne diseases because they
drink unsafe water or lack adequate sanitation or hygiene (figure 14.1). Yet,
at the same time, people in developing countries are disproportionately
affected by water-related disasters: losses associated with these disasters are
estimated to be about five times higher per unit of gross domestic product
than losses from equivalent disasters in rich countries, according to the sec-
ond World Water Development Report.1 Meanwhile, the number of such dis-
asters appears to be on a rising trend, as figure 14.2 indicates.

The ever-increasing demand for safe water and the increased frequency of
water-related disasters, combined with continued growth in the populations
affected by both, call for greater effort than ever before in water resources

Source: World Health Organization 2002.

FIGURE 14.1 Deaths from Unsafe Water and Poor Sanitation and Hygiene, 2001



management. Providing basic water security in the developing world will
require expertise, technology, and in some cases finance from the developed
world to ensure that water resources are developed in responsible ways,
ensuring environmental sustainability and promoting social development.
This fact alone ensures that water is and will continue to be a global issue.

Throughout history, water has also been a source of dispute and at times
even violent conflict, both at the local level and internationally. As water
becomes ever scarcer relative to demand, the danger grows that waters shared
by two or more countries will become a source of dispute between them.
Meanwhile, as populations and economies grow and climate change makes
rainfall even more erratic, pressures will mount on this finite global resource,
adding to the challenge. Fortunately, however, there is also an emerging
record of fruitful cooperation on transboundary waters, supporting regional
integration as a driver of growth. 

Approaches to Improved Water Management
If the potential of water as a driver of sustainable, responsible growth is to be
successfully harnessed, two things are indispensable: sound infrastructure and
sound institutions, where the latter includes adequate management capacity
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Source: International Centre for Water Hazard and Risk Management, Tsukuba, Japan.
Note: Data from the Center for Epidemiology of Disasters, Louvain, Belgium; analysis by the Public Works Research Institute,
Tsukuba, Japan, 2005.

800

700

500

400

0
1960–64

600

Wind storm

300

200

100

1965–69 1970–74 1975–79 1980–84 1985–89 1990–94 1995–99 2000–04

Drought

Flood

Water epidemics

Landslide
Famine

Other disasters
Wave and surge

FIGURE 14.2 Incidence of Water-Related Disasters by Type, 1960–2004
Number of disasters



Global Issues for Global Citizens268

and a commitment to good governance. Investment in both infrastructure
and institutions in all water-related sectors—water resources management,
water supply and sanitation, irrigation and drainage, hydropower, and envi-
ronmental conservation—is critical.

Most developing countries need to take action both in managing their
existing water resources infrastructure and in further developing that infra-
structure. But the challenges need to be approached without preconceptions.
Not all problems can be solved with infrastructure, nor, in countries where
existing infrastructure is minimal, can all problems be addressed through bet-
ter institutions and management. Instead, an appropriate balance of invest-
ments in institutions (from local to basin-wide to national to international)
and investments in infrastructure (from small-scale to large-scale) will always
need to be considered, reflecting each country’s unique circumstances. 

The main management challenge is not to construct a vision of integrated
water resources management, but rather to adopt a pragmatic and principled
approach that respects efficiency, equity, and sustainability, while recogniz-
ing that water resources management is intensely political and that reform
requires the articulation of prioritized, sequenced, practical, and patient
interventions. In both design and implementation, more explicit attention
needs to be paid to the political economy of water management reform. This
will mean recognizing that solutions have to be tailored to specific, widely
varying circumstances, and that broader reforms outside the water sector
(often relating to overall economic liberalization and fiscal and political
reform) may be necessary preconditions. 

In many developing countries today, water management is at a crossroads,
where business as usual means the unsustainable use of increasingly
inadequate physical and financial resources, which in turn means forgone
growth opportunities and increasing social tensions. Policy changes and the
adoption of new practices are needed in many areas, often simultaneously: in
providing adequate water supply and sanitation services to the urban and
rural poor; in harnessing the energy potential of the available water resources;
in factoring environmental and ecosystem needs into water management
decisions; and in managing irrigated or rain-fed agriculture to feed a growing
population.

In each area, reforms should be designed with regard to how they affect the
incentives facing those involved: water users (both commercial and house-
hold), government officials, water service providers, and investors. An effec-
tive incentive structure is needed to improve the performance of water
services managers, to encourage conservation on the part of users, to attract
investment, and to achieve better returns on existing investments. Several key



factors influence these incentives: the degree of transparency in decision-
making processes, the degree of involvement of stakeholders, the prices that
users have to pay, their perception of their rights to water resources and to
water services, and the strength of enforcement of regulations and laws. When
these various building blocks are in place, a virtuous cycle can be started that
enables countries to tackle their water challenges effectively.

Examples from many countries show that transparency matters. When
members of civil society receive information about issues that affect them,
and when their views are solicited, government decision making becomes
more responsive to the needs of different stakeholder groups, including the
poor, as well as the needs of the environment.

Most improvements in the water sector will fail to be effective if govern-
ments do not develop socially acceptable and, to the extent possible, self-
financing pricing and tariff policies. Water and water services have historically
been underpriced, resulting in inefficient use. Underpricing has also led to a
lack of financial resources in the water sector, which then often operates
unsustainably, dependent on subsidies. When instead prices that accurately
reflect water’s scarcity value are applied to resources or services that were for-
merly provided free, two beneficial things happen. First, users now have infor-
mation on the value of the resource or service, leading them to use it more
sparingly. Second, the income thereby derived can be used to maintain exist-
ing infrastructure and build new facilities. Increased investment in the water
sector, whether from public or from private sources, must be accompanied
by the recognition that water pricing is essential both to ensure the sustain-
ability of the resource, in part by maintaining effective water resources man-
agement, and to expand services, including both operation and maintenance.
Subsidies, appropriately designed and targeted, may be needed to ensure the
poor have access.

Finally, clear definition of water use rights and obligations is critical. Real-
izing the full potential of a country’s water resources will require significant
effort across a range of activities, including harnessing the water resource,
putting efficient and equitable allocation mechanisms in place, building water
distribution structures, motivating good performance of water utilities and
irrigation districts, and providing for effective drought and flood manage-
ment. All these are interconnected and require adequate management capac-
ity, investment, and information. The assignment of water use rights (which,
as the name implies, constitutes a right to use water, not a right to own water)
promotes efficient and sustainable water allocation and facilitates voluntary
reallocation. These rights may encompass both individual and collective
rights, depending on the cultural context.
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Once established, such rights give rise to a series of fundamental and
healthy changes. First, those who require additional resources (such as grow-
ing cities) may be able to meet their needs by acquiring rights from those who
are using water for low-value purposes. Second, the establishment of water
use rights gives rise to strong pressures to improve the data required to man-
age the resource. Third, those who have rights have a powerful interest in sus-
tainability. However, it is not a simple task to introduce rights-based systems
for a fugitive resource with deep cultural associations in administratively
weak environments.

Uses and Users of Water
Globally, by far the largest share of freshwater resources goes to agricultural
production, as figure 14.3 shows. Water is essential, however, across all pro-
ductive sectors and is a key component of almost all environmental systems. 

Water Supply and Sanitation
Improving access to water supply and sanitation is essential for socioeco-
nomic development and poverty reduction—and for human dignity. These
services contribute both directly and indirectly to income generation, health,
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and education. Significant investments have been made in water supply and
sanitation in developing countries: over the past two decades alone, more
than 2 billion people have gained access to water supply for the first time. Yet
over 1 billion still lack access to improved water services, and hygiene and san-
itation continue to lag far behind, with some 2.4 billion people worldwide still
living without improved sanitation.

The challenge is to mobilize all stakeholders to expand, improve, and sus-
tain affordable water supply and sanitation services. The following are some
considerations to be kept in mind as part of this effort:

■ The very poor often pay much higher prices for lower-quality water than
do the better off. The poor are typically the last to receive water supply
and sanitation services, and often it is women and children who are
forced to travel long distances to fetch water.

■ Water supply and sanitation sector priorities can only be achieved if they
are integrated into the government’s strategic objectives, and resources are
allocated accordingly, often at the local government level. 

■ It is the service, not the provider, that matters. The debate is not about
whether provision should be public or private but about sustainable
access to safe and affordable water supply, provided in the most
effective way.

■ Water sector institutions must be accountable to the communities they
serve, either directly or through their representatives. The traditional, top-
down approach to service delivery has generally not worked. 

■ Water supply is always paid for by someone, and inevitably it is either the
consumer or the taxpayer who pays. Only service providers that generate
sufficient cash can ensure continued operation and maintenance of
water supply systems and attract investment funding to expand their
services.

■ Investments in service expansion need to be supported by policy and insti-
tutional reforms and by increased professional capacity in order to achieve
lasting results. Necessary reforms include the introduction of sound
policies, responsive institutions, and capacity at all levels—reforms are
only as effective as the people who implement them. 

■ The poor in medium-size and smaller towns also need to be served. Signif-
icant numbers of poor people are not benefiting from either expansion
of community-based services in rural areas or reform of municipal util-
ities, because they live neither on farms nor in cities but in emerging
and rapidly growing towns.

■ Sanitation and hygiene affect everyone. Improved sanitation (sewerage,
wastewater treatment, and drainage) benefits mainly the households
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that receive these services, but it also improves living conditions for
others living in the same neighborhood, the same city, and further
downstream, by reducing the prevalence of disease. 

■ Behavioral change is essential for improved sanitation to meet its full
potential. An important tool in this effort is hygiene education in the
schools.

■ The greatest sanitation challenge lies in the rapid growth of high-density
slums. Given the scale of the problem in urban areas (figure 14.4),
sanitation must be placed firmly within the urban development agenda.

Irrigation and Drainage
Improvements in irrigation and drainage have succeeded in boosting food
production, reducing poverty, and spurring regional development in many
parts of the developing world. Land currently under irrigation—about
250 million hectares—produces 40 percent of global food supply on just
17 percent of the world’s agricultural land. Irrigation accounts for 
two-thirds of all water consumption, and even more than that in some
developing countries.
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But today a new and conflicting set of challenges has arisen: global food
security must be achieved against a backdrop of growing populations, increas-
ing water scarcity, and rising environmental concerns. Reforms are needed to
promote the intensification of irrigated agriculture, through greater partici-
pation by farmers in irrigation management and in investments to modern-
ize and rehabilitate existing infrastructure. In the next 25 years, 90 percent of
the increase in food production will have to come from land already under
cultivation. Meanwhile, the need for new water supply for urban and indus-
trial uses and for environmental protection will increasingly take both water
and land away from irrigated areas. All of this means that the productivity of
the remaining irrigated land will have to double through the following:

■ Modernization and rehabilitation of irrigation and drainage systems and
improved operation and management are key to diminishing waterlog-
ging and salinity, increasing the efficiency of water use, raising agricul-
tural productivity, reducing poverty, and minimizing the negative
impacts of irrigation and drainage systems on water ecosystems. 

■ The roles and responsibilities of governments, users, civil society, and the
private sector need to be reflected in the institutional framework for
irrigation and drainage services. 

■ Improved financial mechanisms are needed so that farmers and farmers’
organizations share in the costs of infrastructure improvement. 

■ An efficient system of water use rights and volumetric delivery can give
users an incentive to increase efficiency, encouraging less efficient users
to transfer water, temporarily or permanently, to more efficient users
or higher-value uses. 

■ Where irrigation systems are not viable, because of insuperable financial
or environmental obstacles, those systems should be restructured. How-
ever, such restructuring may need to be delayed for a time to avoid
high social and economic costs from resettlements that are inade-
quately planned and implemented.

The Environment
Water resources—watersheds, rivers, wetlands, lakes, aquifers, and
floodplains—are essential for the sustenance and health of all species. They
also sustain the integrity of ecosystems that serve important “natural infra-
structure” functions, such as storing water, regulating flows, and absorbing
wastewater discharges. Unsustainable use and management practices due to
poor environmental, social, or economic policies and actions are increasing
the stress on the world’s water resources. Threats arise from the degradation
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of water resources at all levels—local, basin-wide, national, and interna-
tional—and from global climate variability and change. The hydrological,
ecological, and economic consequences are significant:

■ Understanding the importance of the functions provided by aquatic
ecosystems and managing the environmental dimension of water are
essential to sustaining development, economic growth, and poverty
reduction.

■ Environmental objectives cannot be managed separately from consump-
tion objectives and must take priority in important watersheds, recharge
areas, and wetlands. 

■ The downstream impact of drainage and sanitation projects is often
underestimated.

■ Invasive weeds, fish, and other species can impose high costs on communi-
ties, particularly the poor.

■ Preventive action is needed to avoid costly remediation of degraded water
quality in vital water bodies such as lakes, wetlands, and groundwater
systems. Particular attention needs to be paid to groundwater, where
impacts are slow to appear and remediation is difficult and costly. 

■ Water managers need to incorporate the impacts of climate change and
variability into water resources planning and management, including
through adaptive planning, predictive and forecasting capability, and
strategic drought and flood management strategies.

Energy
Today, 1.6 billion people worldwide remain deprived of the opportunities
provided by basic electricity services: in some countries as few as 3 percent of
the population have access to the electric power grid. Hydropower has great
potential to make electricity more widely available. Already it provides about
2,650 terawatt-hours a year worldwide, or 20 percent of all of the world’s elec-
tricity (and 92 percent of all electricity from renewable sources), and bring-
ing on line the world’s remaining economically exploitable hydropower sites
could almost triple that figure. Ninety percent of that additional electricity
would come from sites in developing countries, which, to date, have devel-
oped only about 20 percent of their hydropower potential (the figure in Africa
is only about 5 percent, compared with about 70 percent in the industrial
world). New, well-designed hydropower facilities are therefore probably the
single most important option, renewable or otherwise, for expanding elec-
tricity generation and service coverage in Africa, Asia, and South America. It
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is arguably the only proven, mature, renewable, and clean technology avail-
able at the necessary scale: 

■ Developing hydropower resources is instrumental for energy and water
security. When implemented well, hydropower can serve a wide range
of beneficiaries while respecting environmental and social values. 

■ Planning and operation of hydropower infrastructure need to be under-
taken within an integrated water resources management perspective that
considers other users of the water resource, such as farmers who
depend on downstream flows, as well as the environment.

■ Hydropower development can support the financing of other improve-
ments in water management. Hydropower can provide the backbone of
a broader water resources management system, providing water storage
and river flow regulation for multiple purposes, including water
supply, irrigation, and drought and flood management.

■ The future development of hydropower in most developing countries will
be very limited if left entirely to the private sector. In the private power
boom of the 1990s, hydropower accounted for only 2.5 percent of new
capacity developed. The necessary investments are so large that they
generally require public-private partnerships.

■ There is not yet—and there may never be—a universally accepted code of
practice for developing hydropower. Rather, the practical application of
sustainable hydropower, both small-scale and large-scale, will draw on
evolving good practice, including the recommendations of the World
Commission on Dams and the International Hydropower Association
and the environmental and social safeguards of the World Bank.

Forces Shaping the Challenges of Water Management
Growing populations and growing economies are putting water resources
under increasing pressure, especially in developing countries. At the same
time, the ecosystems that sustain life on Earth and provide valuable services
to all humankind also need sufficient water to function.

Economic Growth and Demographics
A growing world population requires more water services and water infra-
structure for economic activity, notably to provide safe water and sanitation,
meet increasing food needs, and secure inputs for industrial processes, as well
as to reduce the impacts of water-related shocks on society. As world popu-
lation has tripled since World War II, the amount of fresh water available for
the average person has fallen accordingly, by about two-thirds.
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But population growth is not the only cause of decreased water availabil-
ity. Pollution, which degrades water’s usefulness, has also reduced the amount
of usable, safe water that is available, and economic growth, by increasing the
demand for water per person, has put further pressure on the supply. Figures
on average water availability, moreover, obscure sharp differences between
countries and regions. Developing countries, with their more rapidly grow-
ing populations and economies and typically weaker environmental regula-
tion, are expected to suffer a disproportionate share of the growing imbalance
between supply and demand for safe water over the next 30 years. 

Global Climate Change and Adaptation
Climate change will add further to the global challenge of water management.
On the one hand, it will dramatically affect the demand for water. Irrigation,
which today accounts for some 70 percent of global water use, is the most
climate-sensitive water user, and the shifting pattern of irrigated crops in
response to climate change is likely to have major effects on the spatial and
temporal pattern of water demand, as well as on the need for water storage.
Industrial and municipal demand will likewise be affected. The effect on cities
will be further accentuated through the migration of people from increasingly
water-scarce to water-plentiful regions. 

Climate change will also affect water management from the supply side.
Although total global precipitation is likely to increase during the next cen-
tury, this increase will not be uniform across the world. Broadly speaking, the
wet countries will get wetter and the dry countries dryer: global warming will
likely reduce water availability in those countries where water is already
scarce, while also increasing the variability of rainfall and runoff. Water will
likely be less available in Central Asia, in the area around the Mediterranean,
in Sub-Saharan Africa, and in Australia in winter. South Asia and Southeast
Asia, in contrast, will likely have more water during the summer, possibly
leading to increased snowmelt and more frequent and severe flooding in the
countries downstream of the Himalayas. The high-latitude countries of the
Northern Hemisphere are likely to have more precipitation in both summer
and winter. 

In poor countries, which today generally lack adequate institutions and
infrastructure tomanage, store,anddeliver theirwaterresources, thesechanges
will be superimposed on existing, and in some cases extreme, vulnerabilities.
Inmanyof thepoorestcountries,particularly inSub-SaharanAfrica,variations
in weather from year to year or decade to decade are already many times greater
than their predicted climate change. Thus, even as many developed countries
are focusing on mitigating climate change, these developing countries remain
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more concerned with adapting to their current variability. In all countries,
however, adaptive capacity—both social and physical—will need to be
increased to protect the poorest and most vulnerable populations.

Scarcities at All Levels
The growing scarcity of water can be seen as not only a challenge of physical
resource scarcity, but one of economic and institutional scarcity as well. In
many of the world’s poorest countries, physical water resources may be ade-
quate to the need, but there is inadequate investment in the infrastructure
required to capture, store, and deliver this water—a situation described as
economic water scarcity. Similarly, institutional water scarcity exists when both
physical and infrastructural resources are sufficient, but because of unre-
solved issues of rights, governance, or social structures, not all members of
society have adequate access to water.

Water scarcity afflicts different groups of people in different ways, not only
within societies (urban residents versus rural residents, rich versus poor) but
also between societies that share a common water resource. Worldwide, about
260 river basins are shared by two or more nations; together these nations
make up perhaps 90 percent of the world’s population. As demand for water
grows across the world, and as poorer countries sharing these river basins seek
to realize the growth opportunities they offer, real threats to regional security
and peace are in the offing. However, if all parties understand the benefits that
cooperation in managing the resource can bring, benefit-sharing arrange-
ments can be reached that often bring substantial gains for each nation (or
states and provinces within nations): more water, more food, more power,
less risk from flood and drought, and better-conserved ecosystems. Regional
tensions over water can give way to economic cooperation and integration. 

Creation of More from Less
Alarming as current trends in water scarcity may appear, it is important to
recognize that only a very small share of the world’s fresh water is currently
used for basic needs, and that there is enormous scope for using the bulk of
the Earth’s water resources more wisely. Evolving management policies, prac-
tices, and technologies can make water use much more efficient and more
equitable.

Efficiency can be dramatically improved in the many water supply systems
around the world where nearly half of the water resource goes unaccounted
for, lost to leaks or illegal connections. In agriculture and industry, better
management, governance, and technologies could increase efficiency by
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enough to cut global water use by perhaps 50 percent, without diminishing
production.

Water infrastructure can be designed and operated in ways that capture
multiple benefits, while paying greater attention to river ecosystems and the
livelihoods of affected communities. For example, only about 25 percent of
the world’s existing dams are used to generate hydropower.

Policies that promote international trade in water-intensive products, such
as most agricultural goods, can lead to more efficient global patterns of water
use by encouraging their production in water-rich countries or regions, which
can then sell those goods in countries and regions where water is scarcer. This
makes much more economic sense than managing water through huge
investments in water transfer and storage infrastructure. Similar water effi-
ciency gains may be possible if water use patterns are considered on a basin-
wide scale, whether within a single country or shared by several. Then, for
example, agriculture or hydropower can be sited where the hydrology is most
favorable.

Finally, technological advances—for example, in desalination, aquifer
storage and recovery, and wastewater reuse—offer effective ways to enhance
the world’s water resource base. Although today many of these technologies
are too expensive for the world’s poorest countries, they hold great promise
for the future as their costs diminish and global incomes rise.

Choices and Controversies
The fact that water is so central to the opportunities and the vulnerabilities of
so many people, to basic social values, and to the health of the environment
makes water use and management particularly prone to controversy. Among
the issues currently being debated are the privatization of water, water as a
human right, and the development of large-scale infrastructure.

Public Versus Private
The first water supply services in some industrial countries were initiated by
private companies or cooperatives. Today, however, urban water supply and
sanitation services are typically provided by state-owned water utilities, often
(especially in smaller countries) run by the national government. Many of
these public utilities have been unable to finance or manage improvements in
service or even the expansion of connections. In the 1980s and 1990s, as part
of a general move to greater efficiency and accountability of services, a new
paradigm emerged to transform water utilities into more modern service
delivery organizations, emphasizing operational and financial sustainability.
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As a consequence, private sector involvement is one important option for the
improvement and expansion of water and sanitation services.

It is invariably the case, however, that among those who lack access to safe
water are the poorest in society. People without access to piped water gener-
ally rely on unsafe, expensive, inconvenient services from water vendors or
obtain water themselves from unprotected sources. As noted above, the lat-
ter burden usually falls on women and children. Given the importance of
access to clean water for all, every potential option for immediate delivery of
services to those currently without water should be considered. 

The private sector has played an increasingly important but still limited
role in managing and financing water and sanitation services in the last
decade. To date, private financing has accounted for less than 10 percent of
total investment in water supply and sanitation in developing countries,
and that share has decreased in the past few years. Public resources will
likely remain the most important source of financing for many years to 
come.

All investment and management in water and sanitation, whether public
or private, should be complemented by robust regulatory and monitoring
frameworks, designed with the active participation of water users and civil
society. The structure of financing, regulation, and management relations will
affect the performance of the utility. A range of models combining public and
private financing, and public and private management relationships, are
available, but the choice of any public-private partnership structure must be
driven by social objectives, efficiency, and cost-effectiveness—not by dogma.
Ultimately, the chosen approach must be tailored to the circumstances of the
country and its water sector, in line with the country’s long-term poverty
reduction objectives. The central question, then, is not public versus private,
but rather which solution works best and gets water to people—especially the
poor—in the most reliable and affordable manner.

Water as a Human Right
The International Covenant on Economic, Social and Cultural Rights by the
United Nations (UN) calls for recognition of water as a human right.
The importance of this declaration is that it obliges the 145 countries that
have ratified the covenant progressively to ensure access to clean water,
equitably and without discrimination. It therefore has the potential both to
strengthen efforts to deliver water services to the poor and to increase trans-
parency in this process. However, the challenge remains to implement
sound political decisions, reforms, and investments in an accountable and
sustainable manner.
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Debate has arisen because many have read the UN covenant as a call for
free water for all, and thus to argue against measures seeking cost recovery for
water services. The text of the covenant, however, merely adds access to water
to an existing list of “rights emanating from, and indispensable for, the real-
ization of the right to an adequate standard of living”—a list that already
included “adequate food, clothing and housing.” It therefore no more implies
free provision of water than it implies free provision of any of those other
necessities.

The bottom line is that, although water supply and sanitation services are
vital, they are also costly, and someone—whether consumers or taxpayers—
is certain to end up with the bill. To ensure long-term and sustainable access
to safe water supply and sanitation services for all, appropriate cost recovery
mechanisms are needed. These must take into account environmental and
social considerations and, where appropriate, provide well-targeted subsidies
to the truly needy.

The Role of Infrastructure
In the late 19th and early 20th centuries, all of the industrialized countries
invested heavily in water infrastructure and institutions, and these invest-
ments contributed to the remarkable economic growth that followed. How-
ever, in hindsight it has become apparent that many of the inevitable
trade-offs in water infrastructure development could have been better
addressed, and many projects have been poorly implemented, to the detri-
ment of affected communities and local environments. In recent years, a
great deal of controversy has grown up around water infrastructure devel-
opment, and particularly around large-scale projects such as dams and
reservoirs in developing countries. The perception has become fairly wide-
spread that the development of water resources infrastructure is intrinsi-
cally bad for the poor, for others directly affected, and for the environment.
This perception has become a barrier to obtaining finance for water devel-
opment, more so in countries with limited infrastructure (which are gen-
erally poorer) than in countries with mature infrastructure platforms
(generally richer).

But, in fact, there is no fundamental constraint to designing water devel-
opment investments to ensure that local communities and the environment
share real and early benefits from these investments, while still allowing the
economy and society at large to benefit from the growth that they make
possible. Moreover, without these investments it is generally the poor who
will remain vulnerable to the destructive impacts of water, and whose lim-
ited access to water services does not allow them to exploit the production
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opportunities that water can provide. This suggests that a lack of investment
in water infrastructure may, in fact, be intrinsically anti-poor. Past experi-
ence, both good and bad, with large-scale water projects offers insights for all
countries on how to strengthen institutions and management capacity,
ensure better design of new (or operation of existing) water resource infra-
structure, and strive for equity in the sharing of benefits. This knowledge,
often gained at great environmental and social cost, must be used to help
guide future policies, reforms, and investments so as to achieve growth in a
more equitable and sustainable—and responsible—manner.

International Initiatives on Water
During and after the Rio Earth Summit (the United Nations Conference on
Environment and Development, held in Rio de Janeiro in 1992), a global con-
sensus was forged that modern water resources management should be based
on four fundamental principles, which have become known as the Dublin
Principles:

■ Fresh water is a finite and vulnerable resource, essential to sustaining
life, development, and the environment. 

■ Water development and management should be based on a participa-
tory approach, involving users, planners, and policy makers at all levels. 

■ Women play a central part in the provision, management, and safe-
guarding of water. 

■ Water has economic value in all its competing uses and should be
recognized as an economic good.

More than a decade later, experience with implementing the Dublin
Principles continues to accumulate. A major review by the Organisation for
Economic Co-operation and Development of implementation by the indus-
trialized countries concluded that progress has been difficult, slow, and
uneven and that even the most advanced countries are far from full compli-
ance. The situation in developing countries should be seen in this light, and
expectations need to be adjusted in a pragmatic manner that helps develop-
ing countries move forward.

The Millennium Development Goals
The seventh of the Millennium Development Goals (MDGs) adopted at the
United Nations Millennium Summit includes an explicit target to “reduce by
half the proportion of people without sustainable access to safe drinking
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water.” Several of the other MDGs call for a range of global actions and invest-
ments to which water will be central:

■ Eradicating extreme poverty and hunger (MDG 1)
■ Promoting gender equality and empowering women (MDG 3)
■ Reducing child mortality (MDG 4)
■ Combating HIV/AIDS, malaria, and other diseases (MDG 6)
■ Ensuring environmental sustainability (MDG 7). 

In a 2005 progress report on the MDGs, UN Secretary General Kofi Annan
summarized efforts to date as follows: “. . . the report shows us how much
progress has been made in some areas, and how large an effort is needed to meet
the Millennium Development Goals in others. If current trends persist, there is
a risk that many of the poorest countries will not be able to meet many of them”
(United Nations 2005, 3).2 In this regard, one issue now being highlighted is
the linkage between water resources management and water supply services.
Focusing only on drinking water supply will not provide the desired results, if
the underlying water resources are not adequately managed and developed.

Ongoing International Dialogue
Many organizations are engaged in promoting greater understanding and
exchanging views and information on the challenges of water. Several global
nongovernmental organizations (NGOs) focus exclusively on water, includ-
ing the Global Water Partnership, the World Water Council, the Stockholm
International Water Institute, the International Water Management Institute,
the Water Supply and Sanitation Collaborative Council, and the Arab
Water Council. A number of other international NGOs, such as IUCN—The
World Conservation Union and the World Wildlife Fund, address water
issues as part of a larger portfolio of interests. Targeted capacity-building
organizations include the UN Educational, Scientific, and Cultural
Organization–Integrating the Healthcare Enterprise Institute for Water Edu-
cation and Cap-Net (the International Network for Capacity Building for
Integrated Water Resources Management). The multilateral development
banks as well as several UN agencies and most major bilateral donors are all
active in water policy discussions. A number of meetings and forums on water
issues are held on a regular basis and offer important opportunities for
exchange. Among these are the World Water Forum, held every three years
and sponsored by the World Water Council and rotating host governments;
the Stockholm World Water Week, held every August by the Stockholm
International Water Institute; and the “Water Weeks” held regularly at the
multilateral development banks.
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In addition, the international community occasionally launches special-
ized, cooperative undertakings. Important recent examples include the World
Commission on Dams (1997–2000), which examined the development
impact of large dams; the World Panel on Financing Water Infrastructure
(the Camdessus Panel 2001–03) and its current follow-up by the Gurria Task
Force; and the ongoing activities of the UN Secretary General’s Advisory
Board on Water, which is mandated to mobilize resources and action for
water and sanitation toward achievement of the MDGs.

The World Bank and Water
The World Bank Group has historically invested about $3 billion a year in
water-related sectors, accounting for about 5 percent of its investment in
developing countries. Lending for water accounted for about 16 percent of
World Bank lending over the past decade, and the major water services com-
ponents (irrigation, hydropower, and water supply and sanitation) as well as
water resources each accounted for about 4 percent.

Given the formidable challenges that remain to improving the technical,
financial, social, and environmental performance of water management
worldwide, the World Bank Group is committed to using its knowledge, its
convening power, its ability to link water issues to other sectors through
economy-wide engagement and a multidisciplinary perspective, its relations
with almost all riparian countries, its financial resources, and its engagement
at all scales (local, watershed, city, irrigation district, river basin and
aquifer, country, and regional) to integrate interventions across these various
dimensions.

The World Bank Group will continue to be a partner in bringing about
both investment and reform in a sequenced and prioritized manner aimed
at achieving sustainable, integrated water resources management and water
services, and thus responsible growth and poverty reduction in developing
countries. Depending on the needs of individual developing countries, the
Bank will support the development of water infrastructure, including
hydropower at a range of scales, depending on national and local needs and
opportunities.

Notes
1. United Nations Educational, Scientific, and Cultural Organization World Water Assessment

Program (2006).
2. United Nations. 2005. “The Millennium Development Goals Report 2005.” New York.

Calming Global Waters 283



Selected Readings and Cited References
Dubreuil, Celine. 2006. “The Right to Water: From Concept to Implementation.”

Marseilles: World Water Council. 
Grey, David, and Claudia W. Sadoff. 2006. “Water for Growth and Development.” In

Thematic Documents of the IV World Water Forum. Mexico City: Comisión
Nacional del Agua. 

International Center for Water Hazard and Risk Management.
Komives, Kristin, Vivien Foster, Jonathan Halparn, and Quentin Wodon. 2005.

Water, Electricity, and the Poor: Who Benefits from Utility Subsidies? Washington,
DC: World Bank.

United Nations Educational, Scientific, and Cultural Organization World Water
Assessment Program. 2006. Water, A Shared Responsibility: The 2nd United Nations
World Water Development Report. Paris: Berghahn Books. 

United Nations Office of the High Commissioner on Human Rights. 2002. “General
Comment 15. The Right to Water.” Comment on articles 11 and 12 of the Inter-
national Covenant on Economic, Social and Cultural Rights. U.N. document
E/C.12/2002/11 (Twenty-ninth session). New York.

World Bank. 2002. World Development Indicators 2002. Washington, DC: World
Bank.

World Commission on Dams. 2000. Dams and Development: A New Framework for
Decision-Making. London: EarthScan Publications.

World Health Organization. 2002. The World Health Report 2002: Reducing Risks,
Promoting Healthy Life. Geneva.

Selected Web Links on Water and Sanitation
Global Water Partnership http://www.gwpforum.org/servlet/PSP
UN Environment Programme GEMS http://www.gemswater.org
UN Educational, Scientific, and 

Cultural Organization World Water 
Assessment http://www.unesco.org/water/wwap

World Bank site for river basin http://www.worldbank.org/
management riverbasinmanagement

World Bank site for water resources http://www.worldbank.org/water
World Bank site for water and sanitation http://www.worldbank.org/watsan
World Resources Institute Earth Trends http://earthtrends.wri.org

Global Issues for Global Citizens284



285

15

Toward Sustainable
Management

of World Fisheries and
Aquaculture

KIERAN KELLEHER AND MICHAEL L. WEBER

The continuing depletion of the world’s marine fisheries is a key indica-
tor of a critical decline in ocean health and a global issue of increasing

concern. Fish is an important food for billions of people and provides a liveli-
hood for an estimated 200 million people worldwide. The living marine
resources of the planet are also an important part of the Earth’s diversity of life,
providing a range of ecological services and supporting recreation, scientific
research, and tourism. Yet, in the last half century, the growth of human pop-
ulations and economies, the spread of new technologies such as fishing nets
made from synthetic materials, and the motorization of fishing fleets have led
to overfishing and contributed to the decline of many fisheries, jeopardizing
ecological and economic sustainability for coastal communities around the
world.

The task of making fisheries sustainable has local, regional, and global
dimensions. Fish and fishers move from sheltered bays and estuaries to the
open ocean, and from sea to sea. Small-scale fishers from Senegal and Ghana
fish in the waters of many other countries in West Africa and in the Gulf of
Guinea; European and Asian industrial tuna fleets operate throughout the
Atlantic, Indian, and Pacific Oceans. The rapid expansion in the global fish
trade means that fish products from even the most remote fisheries are grad-
ually entering world trade.

The depletion of fish stocks and loss of critical marine habitats due to
overfishing can be traced to the inherent nature of wild fisheries as a com-
mon property to which all have access (see figure 15.1). For example, in
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many small-scale fisheries there are no restrictions on who may fish; as a
result, a growing number of fishers, having few alternative economic options
available, compete for limited fish resources. Since individual fishers have no
incentive to restrict their fishing so as to preserve the common resource, an
effective form of governance is needed, either to provide such an incentive
or to enforce restrictions to ensure the sustainable use of the resource.

The problem is the same at the international level. Nations may act like
individual fishers, each seeking its own individual benefit. Thus, without
effective international regulation, fisheries accessible to more than one coun-
try, including those on the high seas, may suffer this tragedy of the commons.
Yet efforts to provide such regulation have been beset with problems. Many
existing international instruments designed to regulate high-seas and trans-
boundary fishing are weak. Subsidized international fisheries access agree-
ments may benefit fishers from industrial countries at the expense of fishers
from developing countries. Regional fisheries management organizations

Source: Kelleher 1996.
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FIGURE 15.1 Growth of an Ungoverned Open Access Fishery



have limited powers of enforcement, and their consensus decisions often
reflect an ineffective compromise at the lowest common denominator. The
existing Law of the Sea Convention and its subsidiary instruments have
important gaps, and effective enforcement of measures for responsible high-
seas fishing has proved elusive. Vessels flying flags of convenience transgress
national and international law with impunity, and subsidies provide in-
equitable support to maintain overcapacity in industrial fleets.

At the heart of the matter lies a lack of political commitment to resolve a
difficult problem, one that requires long-term national, regional, and inter-
national efforts to build awareness and consensus. The short-term political
costs of fisheries reform may be high, yet the techniques and applications
required to reduce risks and secure the potential long-term benefits often
require investment and testing as well as sensitivity to the social costs of
change.

The Global Importance of Fisheries
For some 2.6 billion people around the world, fish provides at least 20 per-
cent of average per capita intake of animal protein. Fish is a particularly
important part of the diet in developing countries, where total protein-
intake levels may be low. In Bangladesh, Cambodia, the Republic of Congo,
Equatorial Guinea, and Sri Lanka, and in some small island states, fish may
account for 50 percent of total animal protein. (For comparison, the average
share in industrial countries is only 8 percent.) Declines in fishery resources
caused by overfishing or a significant increase in the price of food fish can thus
seriously affect the nutritional status of major population groups.

In 2002, about 76 percent of estimated world fish production was used
for direct human consumption; much of the remainder was used in the
manufacture of fishmeal and oil. These products are generally manufactured
from small pelagic fish (fish that live in surface waters). These species, such
as anchovies and sardines, made up 37 percent of total marine catches in
2002.

Worldwide, 38 million people are full-time fishers or fish farmers, and fish-
ing, aquaculture, and related activities such as fish processing employ roughly
150 million people in developing countries. The Food and Agriculture Orga-
nization of the United Nations (FAO) estimates that, since 1990, the number
of full-time fishers has been growing at an average rate of 2.5 percent a year;
the total increase since 1950 is about 400 percent. Most of this growth has
been in small-scale fisheries in the developing world, particularly Africa and
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Asia, where poverty among coastal communities is often high and fishing is
often the livelihood of last resort. In 2004, the global fishing fleet comprised
roughly 1.3 million decked fishing vessels and 2.8 million open, or undecked,
fishing vessels, of which 65 percent were without engines.

Trends
FAO, which monitors trends in the world’s fisheries, reports that total world
production of fish products by freshwater and marine fisheries and by aqua-
culture increased steadily from 19 million metric tons in 1950 to 100 million
tons in 1989 and nearly 140 million tons in 2004 (figure 15.2). Since 1985,
developing countries have accounted for more than half of this production.

Marine fishery catches increased to about 80 million tons by the end of
the 1980s and have since then remained at about that level, accounting for
about 60 percent of global production in 2003. However, the relatively sta-
ble level of catches in recent years obscures some problematic changes in the
world’s fisheries. In many areas, catch levels have been maintained only
through increasing effort and investment in more and better-equipped
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vessels with increasingly efficient gear. Analysis of global fisheries data shows
that the mean size of individual fish caught has declined, previously dis-
carded fish are being retained, and, in many cases, the net value of the catch
has also decreased.

Today, a quarter of the world’s marine fish stocks are being fished at an
unsustainable level (figure 15.3). Half of all stocks are fully exploited, with no
scope for further increases in catches. Seven of the top ten marine fisheries are
fully exploited or overexploited. It is unknown whether these overexploited
stocks can recover in the face of continued fishing and other pressures such as
pollution, disease, climate change, and habitat loss. Besides the impoverish-
ment of the Earth’s natural heritage, damage to marine ecosystems can have
long-term impacts on coastal communities.

Overfishing already has led to fewer jobs, higher fish prices, and reduced
income for coastal, regional, and national economies in both developing and
developed countries. The impacts are particularly troublesome in the devel-
oping world, where fishing has played a particularly significant role in pro-
viding food and income to many of the poorest people.

More generally, fishing can dramatically affect the rich diversity of life in
the oceans and the ecosystems of which they are a part. Fishing activities that
use certain kinds of gear, or that use them improperly, may do serious harm
to populations of marine wildlife other than those the fishers are seeking.
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According to FAO, 7.3 million tons of fish and shellfish are caught and then
discarded because there is no market for them or, at times, fishers must com-
ply with quota or size regulations. Some types of fishing gear, such as trawls,
can also damage important fish habitats, such as reefs and seagrass beds. In
March 2005, the Millennium Ecosystem Assessment, the first global assess-
ment of the state of the world’s ecological health, identified fisheries as one of
five global systems in critical condition.

Trade
Not only are many species of fish themselves highly migratory, passing easily
across national borders, but fish (including fish raised by aquaculture) is the
most heavily traded food commodity worldwide and the fastest-growing agri-
cultural commodity on international markets. In 2003, the top five fish-
importing countries by value—Japan, the United States, Spain, France, and
Italy—accounted for nearly 54 percent of the total value of global imports of
fish products. Between 1985 and 2003, the export value of fish and fishery
products (including from aquaculture) rose from $14.5 billion to $63.5 bil-
lion. In 2003, the top five fish-exporting countries—China, Thailand,
Norway, the United States, and Canada—accounted for one-third of the
global export value of fish products.

Exports from developing countries rose from $6.7 billion to $30.3 billion
between 1985 and 2003, and net foreign exchange earnings of developing
countries from exports of fish products amounted to $17.4 billion—more
than the value of their combined net exports of rice, coffee, sugar, and tea.
This represents an enormous shift since 1985, when developing countries
were net importers of fish products. Fish products now represent more than
10 percent of the total merchandise exports of at least 20 countries, most of
them developing. Although the expanding global fish trade creates opportu-
nities for developing countries, it can also foster overfishing and can place fish
beyond the purchasing power of the poor.

Climate Change

Climate change, by affecting ocean temperature and chemistry, may have a
profound effect on both inland and coastal fisheries. With rising tempera-
tures, the amount of oxygen in the water may decline, while salinity levels and
sea levels may rise. Loss of coral reefs and wetlands may reduce critical habi-
tat and alter the availability of food for some fish species. These changes will
have a disproportionate impact on the lakes and coastal areas of some devel-
oping countries, which lack the resources to adapt to or mitigate these
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changes. Among these countries are many small island developing states,
which have contributed little to the greenhouse gas emissions to which global
warming is largely attributed. Fisheries on the high seas are likely to be less
affected by global warming, although it may alter the distribution of some
species, such as tuna, that are of critical economic importance to many devel-
oping countries. 

The Forces and Dynamics Affecting Global Fisheries
Four major forces have contributed to the decline of marine and inland
fisheries: lack of effective governance, growing demand for seafood, more-
effective fishing technologies, and subsidies to fishing operations.

Governance
In most societies, fish are traditionally a common resource to which all have
free access. Unlike crops and livestock, fish resources are freely mobile and
hidden beneath the waves, making them difficult to measure or control. This
complicates the identification of ownership and tenure, which are the usual
bases for assigning responsibilities for stewardship of natural resources.
Numerous other factors complicate fisheries governance: the interaction
between industrial and small-scale fishing; climatic factors that influence the
abundance and distribution of fish; the fact that the by-catch of one fishery
may be the target species of another; and the poor selectivity of many types of
fishing gear.

Additional management challenges are presented by the geographi-
cal distribution and movement of fish populations between different
jurisdictions—between federal and state waters, between countries’ exclusive
economic zones (EEZs, or waters within 200 nautical miles of a country’s
coast, where it may claim exclusive rights to fish), or to and from the high seas.
Solutions are typically an outcome of protracted negotiations among fishers,
governments, and other stakeholders and are often superseded by the volatile
nature of the fisheries themselves. Even with an agreed management system
in place, difficulties in enforcing regulations remain. In many countries, fish-
ers consider penalties for illegal fishing as simply a cost of doing business,
because the benefits of breaking the law far outweigh the risk of detection and
punishment. Meanwhile, developing countries lack cost-effective means of
deterring the incursions of foreign vessels into their EEZs.

In many countries, the basic regulatory framework for fisheries manage-
ment is weak or nonfunctional. Efforts to improve fisheries management can
also be hindered by disagreements among the different subsectors of a fishery
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(for example, between small-scale and industrial fishers targeting the same
resource), between fisheries, or between or within governments. For exam-
ple, attempts to maximize revenue from foreign exchange earnings or from
the sale of access privileges to foreign fishing fleets can conflict with efforts to
manage fisheries sustainably by setting lower catch limits.

Ineffective governance also undermines the development of sustainable
forms of aquaculture, leading to water pollution, destruction of important fish
habitats, and declines in wild fish populations. In many countries, aquaculture
has expanded dramatically without careful planning and consideration of the
trade-offs between increased production and sustainability. As a result, valu-
able habitats such as mangrove swamps have been destroyed in some areas,
and wild fish populations have been exposed to disease and parasites.

The Maldives tuna fishery, which contributed about 9 percent of the coun-
try’s gross domestic product in 2004, provides an example of the risks
involved. Maldives exports about two-thirds of its catch, earning $75.6 mil-
lion in 2003, or about half the country’s exports by value. The fisheries sector
accounts for about 20 percent of Maldives’ total employment. In recent years,
the tuna fleet has been modernizing, replacing traditional wooden vessels
with larger vessels fitted with more powerful engines. Now concerns are grow-
ing about fleet overcapacity, economic overfishing,1 and possible declines in
some fish stocks. 

Demand
As the human population grows and countries around the world become more
affluent, the demand for fisheries products increases as well. Globally, annual
consumption of food fish products per capita has increased from 10.5 kilo-
grams to 16.2 kilograms over the past three decades (figure 15.2). Most of that
increase occurred in China, India, and Southeast Asia. However, excluding
China, fish supply per capita was 13.2 kilograms in 2002, the same as it was in
1992. In some countries, such as Ghana, Liberia, and Malawi, the average diet
contained less fish protein in the 1990s than it did in the 1970s. 

Global demand for fish products is predicted to reach about 20 kilograms
per person per year by 2020. Developing countries’ share of worldwide fish
consumption rose from 45 percent in 1973 to 70 percent in 1997. The growth
in aquaculture activities worldwide has also resulted in increasing demand for
fishmeal. The share of global fishmeal production used by aquaculture rose
from 10 percent in 1988 to over 50 percent in 2003. 

The projected gap between supply and demand is of particular concern in
some regions. For example, the International Food Policy Research Institute
and the WorldFish Center project that, by 2020, the gap between supply and
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demand in Africa will still be growing, even if existing harvests of wild-caught
fish can be maintained and aquaculture continues to progress at the current
rate.

Aquaculture is the most dynamic and rapidly growing sector of the global
agricultural economy (figure 15.4), and it remains the leading hope for
bridging the widening gap between supply and demand for fish products.
However, if pursued without adequate consideration for the wider social and
environmental impacts, commercial aquaculture developments may damage
aquatic ecosystems and social relationships in coastal communities.

Technology
Although the number of vessels in the global fishing fleet of large (industrial)
vessels has remained relatively stable over the past several decades, the catch-
ing capacity of much of the fleet has increased enormously, because of ever-
larger vessels and increasing sophistication and availability of the technology
for locating and catching fish. It has been estimated that average fishing power
per vessel has increased by 270 percent since 1965. Little reliable information
is available on the global fleet of small vessels, but there is ample evidence that
their number has multiplied in many developing countries. In the Republic
of Yemen, for example, it is estimated that the small-scale fleet has increased
threefold in the past decade, while the number of fishers has quadrupled.
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In the past, practical limitations on the size and power of fishing vessels
and the technology to detect and catch fish often limited fishing activities to
near-shore areas or other shallow waters. The open ocean and the deep sea
provided natural refuges for fish. Today, in contrast, global positioning sys-
tems (GPS), echo sounders, and monofilament nets all greatly enhance the
efficiency of fishing operations. For example, in the Pacific island countries,
outboard motors have allowed small-scale fishers to exploit remote fishing
grounds previously accessible only to local communities, and canoe fishers
equipped with handheld GPS units can now locate seamounts in the open
ocean.

Subsidies
Governments often subsidize fishing, along with many other activities, for
what are presumed to be socially beneficial reasons. Subsidies are not inher-
ently perverse: although they may distort markets and incentives, they do not
necessarily foster environmentally damaging activities. However, it is clear
that the billions of dollars in subsidies that governments provide to the fish-
eries sector do undermine efforts to manage fisheries for ecological and eco-
nomic sustainability. A number of studies by the World Bank and other
international organizations estimate fisheries sector subsidies worldwide at
between $12 billion and $20 billion a year. Up to half of these subsidies pro-
mote excess capacity and overcapitalization in fishing fleets, leading to over-
exploitation.2 The remaining subsidies are directed toward fisheries
management, research, conservation, and programs designed to reduce fish-
ing fleets.

Some Controversies Surrounding Fisheries 
and Aquaculture
The diversity and changing nature of fisheries and the difficulties involved in
regulating mobile resources and fishers make fisheries and aquaculture man-
agement a challenging task. Some of the controversies that have arisen along-
side efforts to make the global fishing industry sustainable are briefly
described below.

Allocation of Resources
The allocation of fish resources between small-scale or artisan fisheries and
industrial fisheries has been a recurring source of argument and conflict.
Table 15.1 reports some selected indicators relating to large- and small-
scale fishing; although the data are from 1980, they illustrate the relative
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distributional impacts and capital and environmental costs of the two sub-
sectors. Large-scale fishers claim, with some justification, that they are over-
regulated and complain about the lack of control over small-scale fisheries;
the latter, for their part, point to the destruction of artisan gears and fishing
grounds by industrial vessels.

International fisheries access agreements are a special case of the allocation
controversy. Under such agreements, one country compensates another for
access to its surplus fish resources. However, these access payments are nor-
mally paid to the national treasury and thus provide little direct benefit to
domestic fishers. The manner in which the surplus is determined can also
result in controversy: the quotas sold to the foreign fleets are measured as a
biological surplus, which does not necessarily correspond with allocations for
local fleets if measured in terms of what can be harvested economically by the
domestic fleet.

Scientific Advice
Independent scientific advice is vital when decisions are being made about the
sustainability of fisheries. However, the results of scientific investigations are
subject to considerable uncertainty, resulting in disputes over their interpre-
tation and over the efficiency or equity of proposed management measures.
Although controversy still surrounds the details, the collapse of the Canadian
cod fishery provides a classic example. Uncertainty over the state of the stocks
delayed management measures, and over a decade later the cod fishery has
still not recovered. A precautionary approach is now strongly advocated: the
absence of adequate scientific information should not be used as a reason for
postponing fundamental conservation and management measures.
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Indicator Large-scale fishers Small-scale fishers

Total employment 500,000 12 million
Annual catch of marine fish for 29 million metric tons 24 million metric tons

human consumption
Capital cost per person employed $30,000 to $300,000 $250 to $2,500

on vessel
Fishers employed per $1 million invested 5 to 30 500 to 4,000
Fish discarded at sea per yearb 8 million tonsc

Source: Adapted from Thompson (1980) and FAO sources.
Note: Data are approximate.
a. Data are from recent FAO sources.
b. Figure is for all fishers, of which small-scale fishers account for only a small proportion.

TABLE 15.1 Selected Global Indicators on Large-Scale and Small-Scale Fishing, 1980



Deepwater Trawling
Deepwater trawling is a high-cost, high-risk operation and highly destructive
of deepwater coral reefs and other habitats, which can take decades to recover.
However, declining coastal fish stocks push fishers to exploit the deeper
waters, often in areas outside national control. There is widespread support
for a global ban on deepwater trawling, particularly on the seamounts of the
high seas. Enforcement of such a ban presents numerous jurisdictional
problems, however, as reflagging of noncompliant vessels and use of ports
with weak controls often allow these activities to continue. More-rigorous
controls in ports and by the states under whose flags these trawlers operate
are needed.

Impacts on Endangered Species
Fishing affects numerous endangered species including marine mammals,
sharks, seabirds, and turtles. This has led to controversy between environ-
mentalists, who seek bans or other limitations on fishing to protect the
endangered animals, and the fishers themselves, who naturally view the
potential loss to their livelihood as outweighing the benefit of such protec-
tions. Trade sanctions to enforce measures that mitigate the impact of fish-
ing on endangered species have resulted in disputes being arbitrated within
the World Trade Organization. The best known of these cases is the tuna-
dolphin dispute between the United States and Mexico (and the European
Union) and a dispute between the United States and several Asian coun-
tries with regard to the use of turtle excluder devices in shrimp trawl nets.
In both instances, the United States placed restrictions on imports of
seafood captured by fishers that were not employing gear or fishing prac-
tices that reduced or eliminated the incidental drowning of dolphins or
turtles.

The United Nations Fish Stocks Agreement
Fewer than 60 countries are party to the United Nations Fish Stocks Agree-
ment, the primary international instrument governing fishing on the high
seas, and this lack of universal participation undermines its effectiveness and
global utility. Some countries are dissatisfied with certain provisions of the
agreement, but the contracting parties are reluctant to open the agreement
for renegotiation. Increased accession to the agreement would greatly assist
global efforts to address illegal fishing, limit the use of flags of convenience,
and help enforce international management measures.
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Aquaculture and the Environment
Finally, controversy surrounds the expansion of some types of aquaculture,
principally those for shrimp and for carnivorous fish such as salmon and cod.
Shrimp aquaculture has contributed to the destruction of large areas of man-
grove forest, which serve as a very productive habitat for fish and other
wildlife, a source of livelihood for subsistence users, and a coastal barrier to
the effects of typhoons. Many types of aquaculture also rely on large quanti-
ties of fishmeal and fish oil produced from wild fish and may contribute to
the spread of disease to wild populations and the displacement of wild species.
Codes and best practices such as the technical guidelines prepared to apply
FAO’s Code of Conduct, and those prepared with World Bank assistance for
marine shrimp aquaculture, provide guidance for environmentally sustain-
able aquaculture. 

The Consequences of Failure to Manage 
Fisheries Sustainably
Resolving the controversies just described is an important task for the inter-
national community, because failure to place the exploitation of marine and
freshwater fisheries and aquaculture on a truly sustainable foundation will
have significant consequences, particularly for coastal and lake communities
in developing countries:

■ Economic consequences: Continued declines in fisheries will result in the
sector becoming a net economic burden rather than a benefit, with calls
for increasing public support for unprofitable fishing based on a deplet-
ing resource. The economic consequences of inaction can be large and
long-lasting: for example, some 15 years after the collapse of Canada’s
Atlantic cod fishery the coastal communities of eastern Canada are still
recovering. Similarly unsustainable aquaculture development has jeop-
ardized important fish habitats and wild fisheries and resulted in local
economic collapse due to disease and environmental degradation.

■ Social consequences: The collapse of fisheries in developing countries, by
reducing the well-being of dependent communities, will encourage
increased emigration with all its attendant social tensions and difficul-
ties. Concentration and intensification of aquaculture may aggravate
disparities in income and in economic and political power.

■ Security consequences: Failure to maintain or increase the availability of
fish in the local markets in developing countries may lead to social
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unrest. Incursions by fishers into the waters of neighboring states con-
tinue to be a source of international incidents. Similarly, the failure of
fisheries will increase poverty and dislocation, possibly contributing in
some circumstances to failed states. 

■ Health consequences: In developing countries, fish from capture fish-
eries and sustainable aquaculture can be an important source of pro-
tein and micronutrients essential for the good health of the population.
Unsustainable fishing and aquaculture development will compromise
this supply.

■ Environmental consequences: Poorly managed fisheries will undermine
ocean, coastal, and lake ecosystems, reducing the rich biological
diversity of these areas and the many benefits that derive from
healthy ecosystems. Similarly, imprudent aquaculture practices
will degrade water quality in coasts, lakes, and rivers; damage or
destroy critical coastal and freshwater habitats; and threaten wild
fisheries.

Steps Already Taken Toward Improved Global
Fisheries Management
The mobility of fish and fishers, the difficulties in assessing the state of diverse
fish stocks, and the various impacts of overfishing and environmental change
pose substantial challenges to fisheries management. Similarly, aquaculture
uses public goods including freshwater resources, marine spaces, and
common-property wetlands and intertidal areas and can have an adverse
impact on critical habitats, biodiversity, and genetic heritage.

Addressing these issues requires establishing good fisheries governance.
Good governance, in turn, means protection of the inshore and coastal fish-
eries on which poor subsistence fishers and small-scale commercial fishers
depend, while clearly defining the important role of industrial fisheries. Good
governance also recognizes the important links among aquaculture develop-
ment; healthy wild fisheries; and the responsible management of water basins,
wetlands, and coastal zones. Good governance involves transparent and par-
ticipatory decision making that is accountable to both today’s stakeholders
and future generations.

Explicit policy frameworks that identify clear, realistic goals and how and
when they may be reached are an important instrument for realizing sustain-
able fisheries management. These frameworks, attuned to the needs of each
country, include a legal framework and an effective means of applying fishery
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regulations, means of engaging stakeholders, provisions for conflict resolution
and mediation, arrangements for cooperation and participation, financing of
independent scientific advice, extension and outreach institutions, and the use
of nongovernmental organizations for monitoring and independent oversight.

Fisheries management also has a vital economic dimension, since
economic measures must complement measures targeted on the biological
state of the fishery. A profitable fishery can be considered a source of infinite
positive cash flow, and thereby an important contributor to an economy. 

Several important international conventions provide a framework for
management of fisheries at the national and the international levels. These
include the following:

■ The United Nations Convention on the Law of the Sea, the principal
international instrument in this domain

■ The United Nations Fish Stocks Agreement, made pursuant to the Law
of the Sea Convention, which addresses management of highly migra-
tory species of fish and populations of fish that straddle international
boundaries

■ The FAO Compliance Agreement, which further defines the interna-
tional obligations of states with respect to their fishing vessels

■ Conventions establishing regional fisheries management organizations,
such as the International Convention for the Conservation for Atlantic
Tunas, charged with the management of the Atlantic tuna fisheries

■ A range of nonfisheries agreements and conventions, such as the Con-
vention on Biological Diversity and the Convention on International
Trade in Endangered Species, as well as conventions on rivers, lakes,
regional seas, pollution, safety at sea, labor standards, and other
relevant matters.

The international community also has adopted a number of nonbinding
instruments, including the following:

■ The FAO Code of Conduct for Responsible Fisheries, which sets out
principles and international standards of behavior regarding capture
fisheries and aquaculture development

■ International plans of action on illicit fishing, fleet capacity, and the
protection of sharks and seabirds

■ Regional instruments integrating the FAO Code of Conduct into
regional fisheries policy and practice, such as the South African
Development Community Protocol on Fisheries and various policies
and regulations of the European Union 

Toward Sustainable Management of World Fisheries and Aquaculture 299



■ Numerous United Nations General Assembly resolutions
■ Specific deadlines on five issues agreed on as part of a plan of action at

the 2002 World Summit on Sustainable Development (WSSD) in
Johannesburg, South Africa: illegal, unrecorded, and unregistered fish-
ing (often referred to as IUU fishing); fishing capacity; application of
an ecosystem approach; restoration of depleted stocks; and establish-
ment of representative networks of marine protected areas.

Management of fisheries has become increasingly sophisticated in the past
two decades, partly in response to the failure of past approaches to maintain
fisheries at sustainable levels. In line with the WSSD Plan of Action, several
promising tools can be highlighted:

■ Monitoring and enforcement: Cost-effective monitoring, control, and
surveillance are fundamental to enforcement of fishery regulations.
Current technology can track and detect fishing vessels worldwide,
including those engaged in IUU fishing.

■ Buybacks: In many fisheries, it is necessary to reduce the current fishing
fleet or fishing capacity in order to achieve sustainable fishing levels.
Buybacks are a means of removing fishing vessels from the fleet by
decommissioning them (scrapping the vessels or transferring them to
other uses), or by compensating fishers for the reduction in the num-
ber of fishing licenses. 

■ Rights-based management: Different forms of community or private
property rights can be created with respect to fisheries previously con-
sidered to be public, open-access resources. Experience shows that
property rights systems can improve sustainable use and profitability,
but they may also undesirably concentrate wealth. The application of
property rights requires analysis of opportunities and challenges on a
case-by-case basis and must meet equity objectives, in terms of both
access to resources and distribution of benefits. 

■ Co-management and decentralized decision making: Co-management is
an arrangement whereby government and users of a resource share
responsibility for its management. This allows fishers to influence the
decisions made, while governments can ensure that long-term manage-
ment objectives are met. Participation in decision making gains the
support of the fishers, confers legitimacy on the regulations, and fosters
compliance, which may also reduce the costs of monitoring and
surveillance.

■ Ecosystem approach to fisheries: In previous decades, fisheries manage-
ment generally focused on the main target species in a fishery.
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However, fishing activities also affect species other than the target
species and may alter overall ecosystem functions such as predator-
prey interactions, species composition, nutrient flows, and habitat
quality. Sustainable fisheries management requires consideration
and management of the entire marine ecosystem that supports the
fishery—not just the target species. The ecosystem approach to fisheries
is an evolving body of best practice that incorporates ecosystem consid-
erations into fisheries management.

■ Marine protected areas: A marine protected area (MPA) can offer a
range of protection, from complete prohibition against removal of any
living creature to seasonal closure or restrictions on the removal of cer-
tain designated species. It has been shown that MPAs contribute to sus-
tainable fisheries. The long-term benefits to fishers can outweigh the
short-term loss that they may experience when the MPA is first estab-
lished. MPAs require careful design not only in their spatial configura-
tion but also with respect to stakeholder involvement and institutional
sustainability.

■ Certification programs for fish products: Certification programs can pro-
mote sustainable fishing and poverty reduction by creating market
mechanisms that encourage fisheries to be managed in compliance
with a suite of criteria, such as stock condition and ecosystem impact.
The Marine Stewardship Council is one example of a fisheries certifica-
tion program. The council links suppliers (fishers) with consumers
through a chain of sustainable production by certifying fisheries as
sustainable, and recruiting distributors, such as major retail chains, to
market sustainable products to discerning consumers, often at
premium prices.

The Role of the World Bank in Maintaining 
Sustainable Fisheries
The fisheries and aquaculture loan portfolio of the World Bank has evolved
considerably in recent decades. Before 1980, about 60 percent of all World
Bank fisheries loans were for large-scale fisheries development, such as the
building of industrial vessels and fishery service facilities. By the 1980s, the
Bank had reduced its support for increased production from capture fisheries
and shifted its emphasis toward aquaculture, resource assessment, and
fisheries research. In the 1990s, the Bank further reduced its investments in
capture fisheries and increased its investments in aquaculture to roughly half
of its total direct investment in the sector.
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The World Bank has responded to the growing concerns of its member
countries over the sustainability of increased harvesting of wild fish stocks and
the impact on aquatic ecosystems of rapidly expanding aquaculture produc-
tion. The Bank has acknowledged that, to ensure the sustainability of capture
fisheries and aquaculture, long-term investments are required at many polit-
ical and societal levels: in planning, ecosystems-based resource management,
and postharvest operations; in human resources and applied science and
extension institutions; and in public–private partnerships. The Bank’s cur-
rent efforts concentrate on improved governance, coastal management,
inland fisheries, and smallholder aquaculture operations, mostly in Africa and
in South and East Asia.

The World Bank will broaden its support for sustainable fisheries at the
country, regional, and global levels and has established a new Global Program
on Fisheries (PROFISH). In implementing this program the Bank is focusing
on policy reforms guided by the FAO Code of Conduct for Responsible Fish-
eries and is working with global partners, including the FAO, the IUCN—The
World Conservation Union, the WorldFish Center, and regional organiza-
tions. PROFISH will focus on good governance, sustainable fisheries policies,
and promoting effective fisheries strategies. In cooperation with the Global
Environment Facility (GEF), the Bank is participating in regional fisheries ini-
tiatives, such as the Strategic Partnership for a Sustainable Fisheries Invest-
ment Fund in the Large Marine Ecosystems of Sub-Saharan Africa, while also
building on the GEF’s large marine ecosystem projects.

The rationale for greater involvement by the Bank and the international
community in fisheries issues follows directly from the agreements at the
WSSD and the Millennium Development Goals. These initiatives identified
an imperative to reduce poverty among 30 million small-scale fishers and
their dependents, many of whom now face declining incomes. These initia-
tives also speak to the urgent need to address the looming ecological crisis
associated with overfishing and degraded aquatic ecosystems.

Working with its client countries and the international donor community,
the World Bank has the capacity to combine policy dialogue at the highest lev-
els with specific investments. The Bank plans to help mount a global effort to
revitalize fisheries as follows:

■ Strengthening the institutions dealing with the governance of fishing in
the developing world

■ Assisting countries to include a fisheries component in national
development and poverty alleviation strategies 
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■ Helping countries develop the legal and regulatory frameworks needed
for sustainable fisheries

■ Supporting the establishment of market-based incentives for sustain-
able fishing, and curtailing open access to fisheries through rights-
based fishery management regimes

■ Raising awareness within industrial countries of the need for reform in
areas such as subsidies

■ Providing support and training for human capacity building, including
development of effective negotiating skills and strategies

■ Supporting the further provision of services to marginalized rural fish-
ing communities, and assisting coastal communities in managing their
fisheries in a sustainable manner

■ Promoting the establishment and implementation of marine reserves
and protected areas

■ Providing technical support for the development of sustainable
aquaculture.

The World Bank recognizes that it is time for a proactive, international
approach to improving the fisheries sector worldwide. The challenge in mov-
ing toward a sustainable fishing industry is to maintain economic growth and
development by enhancing productivity and the wealth of fisheries, while
avoiding the overfishing and ecological degradation observed today. The
Bank is committed to helping establish institutions, values, and practices that
will safeguard the future of fish resources and the health and livelihood of
communities that depend on these resources for their income, nutrition, and
quality of life.

Notes
1. Economic overfishing can occur when the fish catch is sustainable but large enough to drive prices

down, so that total income is less than it would be with a smaller catch. Economists describe this
as a dissipation of resource rents.

2. Excess capacity has both short-term and long-term dimensions. In the short term, excess capac-
ity is capacity that exceeds that required to capture and handle the allowable catch. In the long
term, it refers to capacity that exceeds the level required to ensure the sustainability of the stock
and the fishery at the desired level. 
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Sustaining the
World’s Forests: 

Managing 
Competing Demands

for a Vital Resource
WORLD BANK ENVIRONMENTALLY AND

SOCIALLY SUSTAINABLE DEVELOPMENT FORESTS TEAM

Forests cover about 25 to 30 percent of the Earth’s land surface, or
between 3.3 billion and 3.9 billion hectares, depending on the defini-

tions used. Each year forests covering an area the size of Portugal (approxi-
mately 92,000 square kilometers) are cut down. The Food and Agriculture
Organization (FAO) of the United Nations estimates that, during the 1990s,
the world suffered a net loss of 95 million hectares of forests—an area larger
than República Bolivariana de Venezuela—with most of the losses occurring
in the tropics. The loss of 161 million hectares of natural forests to deforesta-
tion was somewhat offset by 15 million hectares of afforestation (deliberate
creation of forest where none existed before), 36 million hectares of natural
expansion of forests, and 15 million hectares of reforestation.

These losses are serious because forests provide a complex array of vital
ecological, social, and economic goods and services. About 60 million people
(mainly indigenous and tribal groups) are almost wholly dependent on
forests, and another 350 million people who live within or adjacent to dense
forests depend on them to a high degree for subsistence and income. In devel-
oping countries, about 1.2 billion people (including more than 400 million in
Africa; see box 16.1) rely on open woodlands or agroforestry systems that help
to sustain agricultural productivity and generate income. Some 1 billion



people worldwide depend on medicines derived from forest plants or rely on
common-pool forest resources for meeting essential fuel wood, grazing, and
other needs. 

At the global level, forests make an important contribution to economic
development. Wood and manufactured forest products add more than
$450 billion to the world market economy each year, and the annual value of
internationally traded forest products has been running between $150 billion
and $200 billion. The International Labour Organization estimates global
forest-based employment (including both industrial and nonindustrial forest
harvesting and industrialized forest products manufacture) at approximately
47 million; forest-based employment in developing countries accounts for
about 32 million of those jobs, or almost 70 percent. FAO estimates that, out
of roughly 3.5 billion hectares of global forest area, 1.2 billion hectares is avail-
able for industrial wood supply. 

Besides providing wood and other products, forests are the repository of
the great bulk of terrestrial biodiversity, with all that that implies for gene
pools, pharmaceuticals, and other unique and valuable goods and services.
Forests also contain large amounts of sequestered carbon, and their
destruction or degradation (especially by burning) is estimated to contribute
between 10 and 30 percent of all carbon gas emissions into the atmosphere.
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Forests are vital for the welfare of millions in Africa, especially the poor and mar-
ginalized. Used wisely, they could improve livelihoods and people’s quality of life.
The following statistics give a sense of forests’ importance to the continent:

■ Over two-thirds of Africa’s 600 million people rely directly or indirectly on forests
for their livelihood, including food security.

■ Wood is the primary energy source for at least 70 percent of African households. 
■ Forest-related activities account for 10 percent of gross domestic product in at least

19 African countries, and more than 10 percent of national trade in 10 others.
■ Africa is home to 25 percent of the world’s remaining tropical rainforests and

contains 20 percent of the world’s biodiversity hotspots.

The end of violent conflicts in countries such as Angola, the Central African Repub-
lic, the Democratic Republic of the Congo, Liberia, Mozambique, Sierra Leone, and
Sudan presents new opportunities to support sustainable forest management. African
countries can also take advantage of a growing national and global demand for forest
goods and services.

Source: Adapted from Centre for International Forestry Research 2005, 2.

BOX 16.1 Why Forests Matter to Africa



Deforestation is thus a considerable factor in global warming. In addition,
forests help maintain the fertility of agricultural land, protect water sources,
and reduce the risks of natural disasters such as landslides and flooding.
Mismanagement of woodlands in humid tropical and subtropical countries
contributes significantly to soil losses equivalent to 10 percent of agricultural
output in those countries each year. In some countries in the Asia-Pacific
region, forest destruction is responsible for global biodiversity losses on the
order of 2 to 5 percent per decade, resulting in inestimable harm to ecosys-
tem stability and human well-being.

Sustainable management of forests is crucial for poverty reduction in many
developing countries. Many of the rural poor rely on forests for both subsis-
tence and income. Small-scale forest product processing and trade are often
important activities in rural economies. The forest products sector in most
developing countries continues to be dominated by small and medium-size
enterprises. Forest harvesting and primary processing are characterized by
low entry costs, enabling the rural poor to engage in these activities. For coun-
tries with large forest endowments, and even for others that have limited
forests, if forest issues are not fully incorporated into broad national govern-
ment and assistance strategies, the overarching goals of poverty reduction are
unlikely to be achieved.

The Forces and Dynamics Affecting the World’s Forests
The forest sector represents one of the most challenging areas in the develop-
ment of community and global public policy. Despite significant resource
flows, international concern, and political pressure, a combination of market
and institutional failures has led to forests failing to realize their potential to
reduce poverty, promote economic growth, and be valued for their contri-
butions to the local and global environment. 

Forest Law Enforcement and Governance
Many countries with substantial forest resources have been subject to cor-
ruption and serious inadequacies in how forests have been allocated, admin-
istered, and monitored. Despite their great economic value, forests are one of
developing countries’ most mismanaged resources, with both political and
business elites sharing the blame. Illegal logging and associated trade and
corruption at high political levels flourish because timber rights provide an
extremely valuable reward for services to political elites. Besides channeling
potential timber revenue away from national development efforts,
particularly from the people living in and near the forests, the low prices at
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which these concessions are often granted encourage waste, unsustainable
management, plundering for short-term gain, and replacement by less valu-
able and less sustainable activities. Such loss and degradation have come at
the expense not only of national economies but also of the rural people who
depend on forest resources for their livelihood. This mismanagement trans-
lates into enormous national costs. For example, failure to collect appropri-
ate royalties and taxes from legal forest operations costs governments around
$5 billion annually. Illegal logging results in additional losses of forest
resources from public lands of at least $10 billion to $15 billion a year.
Improvements in forest law enforcement and governance are critical to cap-
turing the full economic potential of forests in a sustainable manner.

Given forests’ significant commercial value, the private sector is the prin-
cipal source of finance in forest production in most countries. Indeed, the
level of activity and influence of the private sector in forests dwarfs that of the
international community—and sometimes of the national government. Offi-
cial development assistance accounted for only a fraction of the funds avail-
able for forestry in the mid 1990s, and it has declined sharply since then.
Meanwhile private sector investment—from both domestic and foreign
sources—has been on the upswing, and direct public sector investment has
dropped only slightly. Given this trend, legal and regulatory frameworks that
support sustainable forest practices must be developed to promote responsi-
ble private sector investment and eliminate corruption.

Local communities are playing an increasingly important role in forest
management. Studies of the ownership and administration of forests project
a near doubling of forest area under recognized community ownership and a
doubling of the area reserved for community administration (figure 16.1).
Community participation in decision making and implementation is consid-
ered to be essential for good governance, equitable distribution of benefits,
and sustainable resource management.

Forests in Poverty Reduction Strategies
Many of the world’s poor depend on forests for their livelihoods. Forests can
therefore play a significant role in realizing the Millennium Development
Goal of halving the number of people living in absolute poverty by 2015.
Unfortunately, rural development strategies often have neglected forests,
because forests have been mistakenly viewed as being outside the mainstream
of agricultural development. However, conservation and production must
coexist if the full potential of forests for poverty reduction is to be realized.
Although large areas of the world’s forests must be preserved intact for their
ecological and cultural value, much of what remains will inevitably be used
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for productive purposes. In addition to the lumber and wood products indus-
try, the gathering and marketing of hundreds of forest products, such as for-
est fruits, fuel wood, and medicinal products, constitute an economic activity
of enormous scale. Consequently, a dual approach covering both protection
and productive use is needed. Efforts to improve sustainable use and man-
agement in the productive sector must accompany continued efforts toward
protection and conservation.

Using forests for poverty reduction also requires a strong institutional
framework and an effective legal and regulatory environment in which the
rights of specific groups among the poor are recognized and protected. Addi-
tionally, opportunities to develop sustainable forest businesses must be pro-
vided to these and other groups. Therefore, development organizations need
an approach that focuses on participation and conflict resolution and not just
on the technical and economic aspects of forestry. 

Global Values from Forests
Forests play a critical role in balancing the global climate through carbon
sequestration, and they serve as the repository for most of the planet’s terres-
trial biodiversity. In both these roles, forests constitute global public goods
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(see chapter 1), which, to be maintained, must be both protected and man-
aged sustainably. Although biodiversity and key environmental services have
traditionally been sustained through the establishment of protected areas, the
wide range of competing uses of forests by diverse groups imposes constraints
on how much can be achieved by protection alone. Improving forest man-
agement practices in production forests (forests where productive use is per-
mitted) is an essential component of any strategy to protect vital local
environmental services, in addition to efforts aimed at bolstering the effec-
tiveness of management within protected areas. 

Although some forest products, primarily lumber and fuel wood, are deliv-
ered through markets, the economic value of many of the other contributions
of forests to the environment, to biodiversity, and to the stability of the global
climate go unrecognized by the market. Creative new mechanisms are needed
to ensure that the costs of any loss of forests’ environmental services are paid
for by those responsible. It is highly unlikely, however, that governments will
be able to significantly scale down lumber extraction to preserve forests for
their environmental services, unless the costs in terms of forgone revenue can
be offset in some way. Moreover, very few countries would be prepared to
borrow funds—from the World Bank or other sources—to finance forest
protection as a substitute for forest production. Innovative financing options
and markets for forests’ environmental services, such as ecotourism, carbon
offsets, and watershed management, will all have important roles to play. As
carbon credits grow in value under a future global carbon-trading system,
there will be increasing incentives to invest in the establishment of new
forested areas for their carbon benefits. 

Demand
As human populations grow and countries around the world become more
affluent, the demand for wood forest products—solid wood, pulp, and
paper—will increase as well. In 2005, removals of roundwood (wood in its
natural state, as felled or harvested) were forecast to be valued at around
$64 billion, an increase of about 11 percent over the previous 15 years. The
demand for nonwood forest products has also increased slightly since 1990,
with removals estimated at $4.7 billion. Furthermore, with growing popula-
tions there is an increase in the clearing of forests for agriculture (figure 16.2).
FAO estimates that each year farmers permanently convert 13 million
hectares of forest to agriculture, mainly in the tropics. Spillovers from poor
policies in other sectors can also contribute to rapid rates of deforestation.
This has been particularly evident in recent decades, for example, in the con-
version of forest areas to oil palm plantations in Indonesia. Pressures on
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forests from poorly aligned strategies in agriculture, transportation, energy,
and industry, as well as unsound macroeconomic policies, are major causes
of forest loss and degradation. Cross-sectoral cooperation to coordinate poli-
cies is essential to avoid forest degradation and to ensure that forests are man-
aged in a sustainable manner. 

Some Controversies Surrounding Forests

Forests and Poverty Reduction
Forests can be used to help alleviate poverty, but views differ on how this
should be done. The poor are not a homogeneous group with respect to their
use of forests. Among the poor are some who depend heavily on forests for
their subsistence and livelihoods, whereas others have a higher level of indus-
trial or artisanal skills and access to markets and therefore different forest
needs. If too much emphasis is placed on building the poor’s participation in
market-based use of forests, those groups who need to use the forests com-
munally for subsistence may be excluded. It is therefore essential to ensure
that market opportunities are assessed realistically and that group is not set
against group in a limited market. Appropriate collective control and
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management are also needed in community forest management systems, to
ensure that liberalization of markets and privatization of state forest and other
enterprises benefit the poor. Additionally, such controls should be incorpo-
rated into any program or initiative targeted at poverty reduction, including
payment for environmental services schemes, to ensure that the funds reach
the intended beneficiaries. 

Governance Issues
Another area of potential conflict is that between state ownership of forests
and the interests of communal and smallholder producers, who frequently
are poor. These groups are often excluded, whether deliberately by policy or
through failures in sector governance, from adequate participation in the
commercial use of forests. Additionally, many of the world’s indigenous peo-
ples live within or near forests and are among the poorest, most vulnerable,
and most powerless groups in developing countries. Their tenure rights, in
forest areas in particular, tend to be insecure. It is clear that policies and insti-
tutional reforms, and legal reforms that establish and protect the rights of
indigenous peoples—in a number of areas including forest use—are needed
in many countries. 

Devolution of management of forests to lower levels of government or
local community groups is widely considered essential for good governance,
equitable distribution of benefits, and sustainable resource management.
However, the implementation of these schemes has often resulted in capture
by local elites and created conflict in local communities. The result has been
unsustainable forest management and social disruption. Issues of gender
equality in access to forest resources have often not been adequately addressed
when forest management has been decentralized. Such matters need to be
taken on board in any decentralization or devolution process to ensure that
systems for equitable benefit sharing and sustainable management are put in
place.

Protection of Global Environmental Services
One of the problems inherent in protecting forests is that forests are in high
demand for a range of often mutually exclusive uses by competing groups
within society. Some conservation groups and policy makers mistakenly
assume that the interests of the forest-dependent poor, on the one hand,  and
the global interest in protecting and preserving forests for their biodiversity
and other global values, on the other, will always converge. Although in most
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cases the poor do share an interest in protecting an environment that will
enable them to maintain their livelihoods, this does not necessarily imply a
complete congruence of interests: the poor may prefer to change the existing
forest landscape in ways that may not meet the interests of global stakehold-
ers. The development of incentives, such as payment for environmental ser-
vices, that will balance local and global demands thus needs careful
consideration and further development. 

Actions of the International Community Toward 
Sustainable Forest Management
In the past 15 years, the legal and international framework that governs for-
est issues has advanced and broadened. The main agreements that affect the
forest sector are the conventions and processes arising from the 1992 United
Nations Conference on Environment and Development held in Rio de Janeiro
(the Rio Earth Summit) and from subsequent United Nations forums that
focus on forests, specifically the Convention on Biological Diversity; the Con-
vention to Combat Desertification; the United Nations Framework Conven-
tion on Climate Change (UNFCCC) and its Kyoto Protocol; and the
international dialogue on forests, which has culminated in the United Nations
Forum on Forests (UNFF). The Convention on International Trade in
Endangered Species also addresses some aspects of forest management. Addi-
tionally, innovations by nongovernmental organizations (NGOs) and civil
society, such as the development of forest certification schemes, have made
important contributions to global sustainable forest management.

The Rio Earth Summit
At the 1992 Rio Earth Summit, forests posed some of the most controversial
issues, which tended to polarize developing and developed countries. Intense
negotiations among governments resulted in an authoritative but non-legally
binding statement of Principles for a Global Consensus on Management,
Conservation, and Sustainable Development of All Types of Forests. This dec-
laration affirmed that states have sovereign rights over their natural resources
but also recognized that forests are a global public good that provides ecosys-
tem services of global value and significance, such as biodiversity preserva-
tion, carbon sequestration, and nutrient and hydrological cycling. Ultimately,
agreements emerging from the Rio Summit had as their objective to enhance
the scope and effectiveness of national institutions in developed and
developing countries related to management, conservation, and sustainable
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development of forests. Lending organizations such as the World Bank are
obliged to assist their clients in meeting the commitments and international
conventions arising from the Rio Summit.

The Kyoto Protocol
The negotiation of the 1997 Kyoto Protocol to the UNFCCC established
global commitments to mitigate climate change and created three flexible
mechanisms to achieve this objective. Two of these relate directly to the for-
est sector. The first allows parties from developed countries and countries in
transition from socialism to transfer or acquire emissions reduction units
from any other party. This mechanism, called Joint Implementation, could
play an important role in supporting sustainable forest management in tran-
sition countries. The second mechanism, the Clean Development Mechanism
(CDM), regulates greenhouse gas emissions trading between industrial coun-
tries and developing countries. Forests could play a role in CDM by integrat-
ing forest management and conservation through reforestation and
afforestation. Such integration could mobilize substantial resource flows to
developing countries. The third mechanism is emissions trading, wherein a
market for emissions reductions is created.

The first commitment period under the Kyoto Protocol is through 2012,
and negotiations are under way to establish parameters for the next commit-
ment period. Recently, the question of how to reduce greenhouse gas emis-
sions from deforestation has received considerable attention, and the new
concept of avoided deforestation as a means of compliance has been put on the
negotiating table. If accepted, it could have major implications for the forest
sector and the means of financing forest conservation. 

The United Nations Forum on Forests
Significant progress has been made in the international dialogue on forests
since the Rio Summit. During that time, the main focus within the United
Nations has been to continue to develop coherent policies to promote the
management, conservation, and sustainable development of all types of
forests. The Intergovernmental Panel on Forests (IPF), from 1995 to 1997,
and the Intergovernmental Forum on Forests (IFF), from 1997 to 2000, both
under the auspices of the United Nations Commission on Sustainable Devel-
opment, were the main intergovernmental forums for international forest
policy development during this period. In October 2000, through the
Economic and Social Council of the United Nations, the international
community created UNFF, a new international body that will build on the
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work of IPF and IFF in providing a platform for high-level policy discussion
and cooperation to strengthen long-term political commitment to the
sustainable management of forests. 

Independent Forest Certification
Since the 1990s, independent forest certification has become a powerful agent
for broader participation by civil society in identifying and promoting
improved forest management practices. Independent certification is a process
under which a third party audits the performance of forest management to
determine whether it meets broadly accepted environmental, social, and eco-
nomic standards. Independent certification provides an opportunity to send
clear and transparent signals about forest management to stakeholders,
whether they are consumers, governments, investors, or local communities.
Initially, the Forest Stewardship Council was the main body promoting inde-
pendent third-party assessment of forest operations and the performance of
forestry companies. However, a number of competing schemes have now
emerged, reflecting a growing international recognition that centralized con-
trol and management of forest resources by weak government forest services
had failed to stem escalating deforestation or ensure sustainable forest
management.

Designation of Protected Areas
The definition of protected areas has evolved within such large conservation
organizations as the World Wildlife Fund (WWF) and IUCN—The World
Conservation Society to recognize possibilities for combining conservation
with sustainable human use. Accordingly, governments in more countries
today recognize the importance of establishing and maintaining protected
area systems for protection of biodiversity. For example, in Latin America
during the past decade, the average share of total land area covered by pro-
tected area designation rose from 5 percent to 12 percent. A study by Con-
servation International has demonstrated that tropical parks have been
effective in protecting ecosystems and species within their borders, even as
people continue to live within 70 percent of these parks. Protected areas have
been particularly effective in preventing land clearing, which is the most seri-
ous threat to forests and biodiversity. 

Additionally, the private sector has shown some interest in buying conser-
vation concession rights to large blocks of forest. These concession rights are
leased at quasi-market rates (estimates of what the market price would be if a
market existed) and provide a direct incentive for conservation and provision

Sustaining the World’s Forests 315



of ecosystem services. The funds are used for social development and poverty
alleviation in the areas surrounding the protected areas. For example, the
Nature Conservancy has generated $700 million to acquire and protect habi-
tats in the United States and elsewhere. Ecologically friendly enterprises such
as ecotourism companies also attempt to combine the protection of forests
and biodiversity with sustainable development.

Consequences of Failure to Manage Forests Sustainably
Failure to manage forests sustainably would have a variety of adverse
consequences—economic, social, and environmental. At the national level,
forests have an important role to play in sustaining economic growth and alle-
viating poverty. National economies could benefit much more than they do
now from their forests. Destruction and mismanagement of forests lead to a
decrease in export earnings, which in turn lowers government revenue,
reduces employment, and limits the options for a diversified economy.

Over a billion people depend on forests as a direct source of income or
livelihood, including maintenance of soil fertility and water resources.
Approximately the same number depend largely on fuel wood for their cook-
ing and heat. A billion people also depend almost entirely on medicines
derived from forest plants for their medicinal needs. An estimated 60 million
people depend on benefits from downstream forest industries such as
sawmills, carpentry, and handicrafts. In addition to the tremendous loss of
cultural value from the loss of forests, the number of extreme poor could
increase significantly if forests are not well managed and new forest resources
are not developed. With fewer opportunities open to these mostly rural poor,
this would lead to increased rural-to-urban migration.

At least two-thirds of Earth’s terrestrial species are primarily found in
forests. The maintenance of significant areas of plant diversity ensures a suf-
ficiently wide range of tree species to buffer forests and helps ensure their
function in regulating the landscape and preventing disruption by pests, dis-
ease, and normal climate variations. Loss of the world’s forests would also
have a tremendous impact on global climate change, and the biotic diversity
of forests is the base for selection and breeding of plants and animals for a
range of environments and human uses. This genetic bank is the source of
higher-yielding and more pest-resistant food crops and of materials of med-
icinal, pharmaceutical, and industrial value. Failure to manage forests sus-
tainably would thus have tremendous environmental consequences at both
the local and the global levels.
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The World Bank’s Engagement in Sustainable 
Forest Management
The World Bank’s engagement in the forest sectors of developing countries
inevitably addresses the balance between production and conservation. It also
involves questions of the fair distribution of the benefits and responsibilities
of forest use and protection among interested economic and social groups, as
well as consideration of the longer-term issues of forest sustainability and
environmental health. Managing these trade-offs is not only technically dif-
ficult but politically complex as well. 

The World Bank’s Forests Strategy
Recognizing these challenges, in 2002 the World Bank revised its overall for-
est strategy, and today the Bank uses its various instruments in innovative
ways to further enable sustainable forest management. Beginning with its
1991 forestry strategy and its 1993 operational policy, the activities of the
Bank in the forest sector were guided by a do no harm principle that focused
largely on environmental issues and on pure protection options. Although the
1991 strategy recognized the role that forests could play in poverty reduction
and the importance of policy reforms in containing deforestation, its hall-
mark was a strong commitment not to finance commercial logging in primary
tropical moist forests. (Primary forests are forests that have not been previ-
ously felled.) The past decade has demonstrated that this strategy and opera-
tional policy constrained the Bank from adequately engaging in the sector,
and to a large extent prevented the Bank from participating in international
and national dialogues on this issue. Most important, the 1993 policy resulted
in many missed opportunities for the Bank to harness the potential of 
well-managed forests, open woodlands, and on-farm woodlots to make a sig-
nificant contribution to poverty reduction and to the protection of environ-
mental services of global importance. Meanwhile, the loss of forests has
continued at historically high rates, and successful efforts to reduce destruc-
tive and unsustainable logging and unwarranted forest clearing have been few
and far between. 

Starting in 1998, the World Bank reviewed its forest strategy. The new
strategy approved in 2002 was based on findings from a review by the
independent Operations Evaluation Department and a two-year process of
analysis and consultation, which gathered information and viewpoints
from development partners and other stakeholders around the world. The
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revised forest strategy is built on three equally important and interdepen-
dent pillars:

■ Harnessing the potential of forests to reduce poverty
■ Integrating forests into sustainable economic development
■ Protecting vital local and global environmental services and values.

Harnessing the Potential of Forests to Reduce Poverty

The new strategy focuses on creating economic opportunity, empowerment,
and security for people in rural areas, especially poor and indigenous groups.
This is to be achieved mainly through strengthening of policies and institu-
tions to ensure that the rural poor have sufficient access to, and are able to
manage, forest resources for their own benefit. The World Bank will also help
build the capacity of governments to support and regulate community use of
forests, open woodlands, plantations, and on-farm woodlots. The Bank relies
on its partners—particularly civil society—and on pilot operations supported
by others to demonstrate feasible approaches that can then be scaled up. In
collaboration with its client countries and partners, the Bank’s primary
objectives are to

■ Work with client countries to strengthen policy, institutional, and legal
frameworks to ensure the rights of people and communities living in
and near forest areas

■ Ensure that women, the poor, and other marginalized groups in society
are able to take a more active role in formulating and implementing
forest policies and programs

■ Support the scaling up of collaborative and community forest manage-
ment so that local people can manage their own resources, freely
market forest products, and benefit from security of tenure

■ Work with local groups, NGOs, and other partners to integrate
forestry, agroforestry, and small enterprise activities in rural develop-
ment strategies.

The Mexico Community Forestry Project, discussed in box 16.2, is an exam-
ple of an investment loan that used a community-driven development
approach.

Integrating Forests into Sustainable Economic Development

Under the second pillar, the Bank focuses on helping governments improve
their policy, economic management, and governance in the forest sector,
including forest concessions and other allocation policies, as well as addressing
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the potential impacts of economy-wide adjustment on forests. The Bank also
supports government efforts to bring about ecologically, economically, and
socially sound management of production forests (box 16.3). To this end, in
addition to the Bank’s standard implementation and safeguard procedures,
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Mexico’s Second Community Forestry Project assists communities in developing
and marketing forest and nonforest resources in order to increase their
income. It exemplifies several good practices such as preparation of a

detailed social and cultural analysis of the project site, recognition of the importance of
forest resources and diversification of income, and the strengthening of the private
sector for efficient service delivery. 

Although other projects have addressed the social and cultural background of the
project site, this project goes further to conduct a detailed analysis of the targeted
communities, including an analysis of the social relationships among different groups
and of intercultural conflicts. Understanding the social and cultural background of the
project site helps in several ways: by identifying potential sources of conflict, by allow-
ing a design of the project that suits the social and cultural context, and by allowing the
necessary resources to be used in the most effective and appropriate manner in the
local context. 

The project recognizes that forest resources are, for many indigenous communi-
ties, their most marketable natural resource as well as a good way to diversify income
and so reduce risk. Special attention has been given to the development of freshwater
supplies (through water bottling projects), conservation of protected areas, conserva-
tion of biodiversity, and the development of ecotourism. 

The project provides the following assistance to enable the diversification of forest
and nonforest products: 

■ Studies to identify opportunities to diversify production and assist communities in
decision making 

■ Specialized consulting services to carry out land-use zoning in accordance with
community goals and available resources 

■ Studies of and recommendations for strengthening community enterprises 
■ Feasibility studies for non-timber product marketing
■ Studies and recommendations for conflict management within and among

communities.

The project is also actively engaged in building capacity in the private sector, to
ensure efficient services for community development activities. The project will first
identify a pool of potential providers. It will then seek to build their capacity to work
with community and tribal organizations, as well as to develop skills in environmental
planning and forest management, biological analysis of specific non-timber species,
and economic and market analysis.

BOX 16.2 Mexico: Second Community Forestry Project



independent monitoring and certification of forest operations are encouraged.
These formal, market-based certification systems bring in an independent
third party to verify compliance with nationally or internationally agreed stan-
dards for forest management. Such certification is most useful when the bulk
of production goes to environmentally discriminating domestic or interna-
tional markets.

In support of the second pillar, the Bank’s objectives are to

■ Analyze and coordinate policies and projects to ensure a cross-sectoral
approach to planning and implementation of sustainable forest man-
agement, conservation, and development

■ Support improved governance by reforming inappropriate policies
on timber concessions and subsidies, and by encouraging multi-
stakeholder involvement in the development and implementation
of forest policy and practices
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As an integral part of its strategic approach, the World Bank has actively sup-
ported international and regional initiatives on forest governance. Since 2001,
the Bank has engaged in high-profile efforts to halt illegal logging and other

forest crimes, in partnership with producer and consumer country governments,
NGOs, and responsible members of the private sector. 

An important aspect of this work has been the establishment of the Forest Law
Enforcement and Governance (FLEG) ministerial process. The approach of the FLEG
program has been to convene a regional preparatory conference followed by a high-
level ministerial conference. This approach has allowed for multistakeholder technical
meetings where experiences with FLEG issues are shared; intergovernmental negotia-
tions for the drafting of a declaration or action plan for commitments to improve gov-
ernance and combat illegal logging, corruption, and associated trade; and other
stakeholder discussions and development of statements for consideration by the nego-
tiators. National-level actions with multistakeholder participation have assisted in
preparing inputs for the conferences and developing follow-up action plans. The
processes aim to create the high-level political commitment and the political space at
the national and regional levels needed to address these complex and politically sensi-
tive issues, in partnership with major stakeholders from civil society and the private
sector.

Regional FLEG ministerial processes were conducted in East Asia in 2001 and in
Africa in 2003. Both were co-hosted by forest producer and consumer countries and
the World Bank. A similar process for Europe and North Asia culminated in a minister-
ial meeting and declaration in November 2005.

BOX 16.3 Forest Law Enforcement and Governance



■ Help governments contain corruption and other illegal activities
through improved forest laws, regulations, and enforcement and
through consumer-driven demand for forest products from legal
sources

■ Address financial, fiscal, and trade issues related to the forest sector
and forest products, to enable governments to capture a larger
portion of forest revenue for sustainable social and economic
development

■ Promote catalytic investments in the full range of goods and
environmental services available from well-managed forests,
including sustainable timber harvesting and management—but
only outside critical forest conservation areas, in situations that can
be independently monitored through a system of verification or
certification that meets nationally agreed and internationally
acceptable standards.

Protecting Vital Local and Global Environmental Services and Values

The revised forest strategy adopts a more inclusive, twofold approach of pro-
tection and productive use in all types of forests. This shift allows the World
Bank to proactively engage with clients and partners to manage forests effec-
tively for all uses. It also allows the Bank to engage in sustainable forest man-
agement operations in the temperate forests of Russia and other republics of
the former Soviet Union. The Bank’s primary objectives in implementing this
third pillar are to

■ Help governments in all client countries proactively identify and con-
serve critical forest conservation areas in all forest types

■ Help governments promote the wide-scale adoption of responsible for-
est management practices in production forests outside critical forest
conservation areas

■ Develop options to build markets and obtain financing for global pub-
lic goods such as biodiversity and carbon sequestration

■ Help governments develop measures to mitigate and adapt to the
anticipated impacts of climate change and reduce the vulnerability of
the poorest to its effects 

■ Help governments design, implement, and finance national markets for
the local environmental services provided by forests

■ Help governments strengthen forest investments, policies, and
institutions to ensure that any adverse indirect and cross-sectoral
impacts on conservation activities and protected areas are minimized
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■ Ensure that Bank investments and programs in the forest sector and
other sectors that might harm protected forests and natural habitats
are implemented according to the Bank’s operational policies and 
safeguards.

The impact of the World Bank–WWF Forest Alliance illustrates how these
partnerships have promoted sustainable forest management. In addition to
providing seed money for innovative projects such as the Amazon Regional
Protected Areas project (box 16.4), the alliance has been instrumental in
developing a tool for identifying and conserving high-conservation-value
forests in productive settings.

Are International Interventions Relevant?
The World Bank, in partnership with governments, donors, NGOs, universi-
ties, and other key stakeholders, plays an important role in advancing sus-
tainable forest management. Without such interventions, the social,
economic, and environmental benefits that forests provide would continue
to be seriously undervalued, resulting in widespread mismanagement and
poor governance and leading to billions of dollars of lost revenue. The
spillover of poor policies in other sectors would also continue to contribute
to the rapid rate of deforestation seen in recent decades.

The Global Vision for Forests 2050 project, which brought together lead-
ing experts, NGOs, industry representatives, and donor institutions, yielded
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The World Bank–WWF Forest Alliance has provided seed funding for the Amazon
Regional Protected Areas (ARPA) project in Brazil. This engagement has been a
flagship activity of the alliance ever since. This 10-year program will protect

12 percent of the Brazilian Amazon basin and establish a $220 million trust fund to
support the ongoing management of that protected areas network. ARPA is the largest
joint initiative for tropical forests in history, seeking to encompass 50 million hectares
of new protected areas, including representative samples from all of Brazil’s 23 ecore-
gions. This will triple the extent of Brazil’s protected areas by 2012, to an area equiva-
lent to that of Spain.

ARPA has already added new protected areas totaling more than 17 million
hectares to the system of Amazonian protected areas in Brazil. This project has mobi-
lized significant resources, including $30 million from the Global Environment Facility
and $50 million from the WWF, the German development bank KfW, the government
of Brazil, and other partners.

BOX 16.4 Amazon Regional Protected Areas 



the scenario depicted in figure 16.3 for a global closed-forest area of 3 billion
hectares in 2050. This would result in an increase in community-owned 
and -managed forests and a significant increase in protected areas as defined
by the World Conservation Union. The area of state and private production
forests under intensive management would remain roughly the same as at
present, and industrial plantation forests would increase slightly, from 95 mil-
lion hectares to 100 million hectares. 

Conclusion
The forest sector is complex, facing multiple demands and pressures while
fulfilling diverse roles. Its resources are valued from a variety of perspectives
and for a variety of purposes. Forests are important because of their contri-
bution to the livelihood of the poor, the potential they offer for sustainable
economic development, and the essential global environmental services they
provide. Challenges for forest-rich countries and the international commu-
nity include addressing complex institutional, governance, and land tenure
issues such as community ownership and smallholder involvement; applying
landscape-based approaches in improving rural livelihoods and addressing
deforestation; and mainstreaming biodiversity conservation in productive
landscapes. Addressing these issues is critical for maximizing beneficial forest
outcomes for the poor, promoting economic development, and preserving
the environment. The World Bank is committed to working in partnership
with client countries and other stakeholders to maintain and enhance the
delivery of the services that forests provide to all countries and peoples.
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PART FOUR

Global Governance

Like globalization itself, the development of global institutions to build
a more peaceful and prosperous world has not followed a straight

upward path. Rather its history has been largely one of false starts, setbacks,
and disappointments. The decades since World War II, and especially since
the end of the Cold War, have been more successful in achieving meaningful
global cooperation. But that success still lags behind globalization’s own
breakneck pace, while at the same time engendering a vocal opposition to
both globalization and its current mode of governance. This part of the book
first explores two of the main challenges to effective global governance,
namely, the plague of violent conflict and the cancer of corruption. It then
explores the various mechanisms thus far developed to manage a ceaselessly
turbulent global economy and society: the United Nations system, the inter-
national financial institutions, and the historic series of global compacts that
includes most prominently the Millennium Development Goals. The lesson
derived is that such institutions and agreements may offer humankind’s last
and best hope for sustained peace and prosperity—but that they are also very
much works in progress.
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Development
in the Crossfire: 

Conflict Prevention
and Postconflict
Reconstruction

KAZUHIDE KURODA

Conflict is inherent in all societies—and between them. Differences in
interests and opinions between different groups are natural and have

existed throughout history. It is how such differences are expressed and man-
aged that determines whether conflict manifests and resolves itself primarily
in nonviolent ways or through violence. 

The post–Cold War period has seen many deadly conflicts in which an
unprepared international community called on the United Nations to mount
peacekeeping operations of unprecedented scope and size, whose outcomes
often left much room for improvement. Reconstruction operations under-
taken in the wake of these conflicts have provided much insight, not only
into how best to carry out such efforts but also into the broader relationship
between conflict and development. The link between the two has begun to be
seen as an indirect one, in which development can make crucial contributions
toward minimizing the risk of conflict. Although principally aimed at
reducing poverty, development efforts also strengthen the capacity for con-
flict management by, for example, making institutions more transparent,

This chapter is based on the pioneering work of David Hamburg and Paul Collier. Acknowledgments
are due also to Ian Bannon, Bernard Harborne, and Laura Bailey of the World Bank for their
contributions.



ensuring accountability, and building more inclusive and participatory
societies.

The majority of violent conflicts today are internal to countries—that is,
they are intrastate, or civil, rather than interstate—and the prevalence of both
kinds of conflict is declining (figure 17.1). A recent report by the Human
Security Centre finds that the number of armed conflicts worldwide has
dropped by 40 percent since 1992, and outright wars, defined as conflicts with
1,000 or more battle deaths per year, have fallen in number by 80 percent.1

Yet many countries continue to be afflicted, especially the poorest: most of
the world’s conflicts now occur in low-income countries, particularly in
Africa.

In addition, with globalization, the persistence of conflict anywhere has
ripple effects that range far and wide, affecting people everywhere. Neigh-
boring countries, in particular, suffer reduced income and increased inci-
dence of disease, and often they must absorb large numbers of refugees fleeing
the conflict. Civil conflicts frequently result in large territories lying outside
the control of any recognized government, which may then become epicen-
ters of crime and disease. In the post-September 11 world, these areas are also
often linked to terrorism, making them a truly global concern. 

Armed conflict almost inevitably increases public spending on the military
in the countries involved, which, among other things, crowds out important
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public spending in areas such as health and education, which in many coun-
tries were already desperately short of funds. At the global level, military
expenditure exceeds spending on international development assistance many
times over. Worldwide defense spending in 2003 was almost $1 trillion, com-
pared with total spending for development assistance of only $69 billion in
that year (but which rose to a record high of $106 billion in 2005).2 Conflict
also generates the need for increased spending on the part of the international
community to control it and, later, to repair the damage. A 1997 Carnegie
Commission study estimated that the international community spent
about $200 billion on seven major interventions in the 1990s: Bosnia and
Herzegovina, Cambodia, El Salvador, Haiti, the Persian Gulf, Rwanda, and
Somalia. The study also calculated that a successful preventive approach
would have cost the international community almost $130 billion less. A sim-
ilar, more recent calculation found that such an approach would have saved
$54 billion in one low-income country alone.3 Although these figures and
their implications need not be taken at face value, it is clear that, the difficul-
ties notwithstanding, efforts at conflict prevention are of pressing importance
from a development perspective alone, not to mention the obvious humani-
tarian imperative. 

The Changing Nature of Conflict and the Evolving 
Development Agenda
The post–Cold War period has seen a dramatic shift in the character of the
United Nations (UN) and other multilateral peacekeeping activities, as
the UN Security Council has authorized a greater number of more complex
peacekeeping missions, often to help implement comprehensive peace agree-
ments (which have included important nonmilitary components). These
missions have met with some success in Cambodia, El Salvador, Mozambique,
and Timor-Leste but were less successful in Bosnia and Herzegovina, Rwanda,
and Somalia. Lakhdar Brahimi, a senior UN official, undertook a review of
these operations and made several recommendations for future efforts: all
such operations, he argued, should have a clear mandate, the consent of the
parties in conflict, and resources adequate to the task. His report has greatly
influenced the thinking and actions of UN peacekeeping operations since
then,4 and his call for local ownership and a demand-driven approach in post-
conflict reconstruction has been taken to heart by all stakeholders.

During this period, the international community’s attention was also
drawn to efforts to prevent conflicts from occurring in the first place. In 1997,
the Carnegie Commission on Preventing Deadly Conflict completed its
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multiyear project. Among its innovations, it applied a medical concept of pre-
vention to conflict and introduced a new concept of operational and struc-
tural prevention. The former refers to measures taken in response to an
immediate and pressing crisis, such as preventive diplomacy, and the latter to
long-term structural preventive measures to keep crises from arising or, hav-
ing arisen, to keep them from recurring. Often this involves a long-term com-
mitment to helping vulnerable and poor countries develop their resources
through increased development assistance. In the words of UN Secretary
General Kofi Annan, speaking at the World Bank to endorse then-Bank pres-
ident James Wolfensohn’s call for integrating conflict prevention into devel-
opment operations, “If war is the worst enemy of development, healthy and
balanced development is the best form of conflict prevention.”5 The two lead-
ers’ joint stance on the issue prompted development agencies to begin review-
ing their policies and activities in conflict-prone countries in order to align
their actions so as to contribute to conflict prevention. The development
community has come a long way since the time when the phrase “conflict and
development agenda” implied that conflict and development was an either-
or proposition, and that development could occur or resume only after the
conflict was over.

Soon thereafter, a research project led by Paul Collier (then at the World
Bank) on the economics of civil wars, crime, and violence produced findings
with important implications for development policy. Among them were the
following6:

■ Some 1.1 billion people around the world are either currently affected
by conflict or at extremely high risk of being affected in the foreseeable
future. Most of them are very poor. Conflict and poverty are recipro-
cally linked, such that each can either cause or be caused by the other
(figure 17.2).

■ Conflicts are increasingly concentrated in low-income countries: 80
percent of the world’s poorest countries have suffered a major civil war
in the past 15 years. These countries have failed to sustain the policies,
governance, and institutions that might give them a chance of achiev-
ing reasonable growth and diversifying out of dependence on primary
commodities. Countries that have suffered conflict in the recent past
are also likely to see conflict return: the risk that a country will fall back
into conflict within the first five years of the end of a conflict is nearly
50 percent.

■ Dependence on primary commodity exports increases a country’s
risk of conflict by at least four mechanisms: they provide a source of
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financing to potential rebels; they tend to worsen the corruption in
governance that often leads to popular frustration with government
and so to rebellion; they give commodity-rich regions of a country an
incentive to try to secede; and dependence on such commodities
increases a country’s exposure to unfavorable trade shocks, which can
deepen economic distress and poverty and thus provide tinder for
conflict. Several practical approaches have been suggested to reduce
this vulnerability. These include improving the transparency of govern-
ment revenue flows from the extraction of oil and gas and other
resources, and reducing rents from the illegal trade in commodities
that have strong links to conflict.

■ An abundance of poor, jobless young men in a society provides both
motive and means for conflict and rebellion. Not surprisingly, a high
rate of unemployment among youth is highly correlated with the onset
of conflict.

Although research continues, policy makers and practitioners have already
noted the relevance of these findings and have begun to view development
issues through a “conflict lens,” approaching programs and projects with
greater sensitivity to the potential for conflict.
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With violent conflicts still causing havoc in parts of the world despite the
international community’s increasing efforts at conflict prevention and post-
conflict reconstruction, there has also been a rethinking of the concept of
security. “National security” alone as traditionally conceived has proved
insufficient to protect people in countries engaged in civil conflict. The
emerging understanding is that, when a government fails in its responsibility
to protect its people, the international community must step in to play this
role by providing protection and assistance. Such thinking led Sadako Ogata,
the former UN High Commissioner for Refugees, and Amartya Sen, the
Nobel Prize–winning economist, to articulate a new concept of security to
complement the traditional notion of national security. What they call
“human security” emphasizes not the security of states as such, but rather the
security of individuals.7 Whereas traditional national security focuses on the
protection of territory and sovereignty through national defense, human
security focuses on achieving people’s freedom from fear and want. Organi-
zations engaged in conflict prevention and management are now exploring
the policy implications of this concept and how to put it into practice.

Moving beyond the policy discussion, one observes that development
activities are nowadays increasingly being carried out in a variety of insecure
environments, in countries where organized armed conflict may be over but
insecurity persists, in countries where isolated pockets of fighting still occur,
and in failed states. Positive results on the ground suggest strongly that devel-
opment activities should be carried out wherever they are possible and appro-
priate and should not wait until security is fully restored. Each reconstruction
or development initiative, however, needs to take carefully into account,
before being implemented, the different factors contributing to the conflict
situation. Only in this way can one, at a minimum, avoid inadvertently wors-
ening a fragile situation. In fact, given the specific context of each situation, it
is becoming more common for development actors to carry out such an
analysis.

In many postconflict countries, open conflict may have been replaced by
a generalized insecurity, often with criminal elements exploiting weak secu-
rity institutions such as the police and the judiciary. These countries may find
themselves in a “security trap” from which they cannot easily escape on their
own: without security, the development process cannot take root; yet with-
out development, insecurity persists. In response, more development organi-
zations are becoming involved in the reform of the security sector,8 and are
examining the development implications of the proliferation of small arms,
other light weapons, and landmines, and the needs of ex-combatants, for
example, in disarmament, demobilization, and reintegration programs.
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Actions at the Global Level to Promote Peace 
and Development
As the conflict and development agenda evolves to encompass the political,
military, and economic dimensions, all concerned stakeholders are trying to
cooperate in finding the most appropriate way to meet the challenges. To
move toward action following several comprehensive reviews of UN peace-
keeping operations and other critical issues confronting the world commu-
nity, the UN convened a World Summit in September 2005. On the peace and
security agenda, following a recommendation by Secretary General Annan in
his report, In Larger Freedom: Towards Security, Development and Human
Rights for All,9 the UN approved the establishment of a UN Peacebuilding
Commission. This achievement recognizes the ongoing need of postconflict
countries to be provided with assistance in a concerted manner after the
departure of peacekeepers. The inaugural meeting of the Peacebuilding Com-
mission was held on June 23, 2006. The international community, and in
particular the people living in postconflict countries, are eager to see how the
commission will improve on current practice so as to contribute more effec-
tively to peace and sustainable development.

Even as the political momentum was gathering for the creation of the
Peacebuilding Commission, an important attempt was already being made to
get the UN, the international financial institutions, civil society organizations,
the private sector, and academic institutions to address jointly the challenges
of conflict prevention and postconflict reconstruction. For example, several
UN departments and agencies and the World Bank, working with recipient
governments, were making great progress in the areas of joint postconflict
needs assessment and priority programs. Meanwhile, several development
agencies have jointly produced a new conflict analysis instrument and are
increasingly applying it to better understand the roots of conflict in an effort
to design conflict-sensitive assistance programs. The impacts of these pro-
grams will be analyzed with much interest.

At the intergovernmental level, at the Organisation for Economic Co-
operation and Development, the Development Assistance Committee Network
on Conflict, Peace, and Development Cooperation is bringing together experts
in conflict prevention and peace-building from a range of bilateral and mul-
tilateral development agencies, including the UN system, the European
Commission, the International Monetary Fund, and the World Bank, to
define and develop common approaches in support of peace. The group
has so far issued guidelines on “Security Sector Reform and Governance” and
“Helping to Prevent Violent Conflict,” underscoring the importance of
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conflict prevention as an integral part of poverty reduction efforts.9 An
increasing number of donor governments and development agencies are now
using these guidelines.

Other global actions are also taking place, bringing in still other stake-
holders. One such innovative action is the Extractive Industries Transparency
Initiative (EITI). Launched by the prime minister of the United Kingdom at
the World Summit on Sustainable Development in 2002, EITI is intended to
increase transparency in transactions between governments and companies
in mining, petroleum, and other extractive industries. A similar effort is being
undertaken by the Publish What You Pay (PWYP) coalition of over 280 non-
governmental organizations worldwide, which calls for the mandatory
disclosure of all payments made by oil, gas, and mining companies to  gov-
ernments for the extraction of natural resources. As was noted above, rev-
enues from primary commodity exports have often been misused to finance
arms purchases. EITI and PWYP are making such diversion of funds more
difficult, while also helping to reduce corruption. 

Other noteworthy contributions have come from academic and research
organizations, often working with governments and sometimes with the pri-
vate sector. These organizations provide background analyses that inform
both experts in the field and the general public, whose aggregate voice then
propels governments to take action at the global level.

The Role and Programs of the World Bank in Conflict
Prevention and Postconflict Reconstruction
The World Bank’s role in postconflict reconstruction goes back to its origins:
the Bank’s very first loans supported the reconstruction of Western Europe
after World War II. For most of the period since then, the Bank has focused
more on traditional development projects in infrastructure and later on struc-
tural adjustment lending to developing countries. In the 1990s, however, the
Bank became once again much involved in postconflict reconstruction, first
in the West Bank and Gaza and then in Bosnia and Herzegovina, where it was
asked, along with the European Union, to manage the postconflict recovery.
Other such reconstruction efforts followed, for example, in El Salvador and
Mozambique. In recent years, the Bank has been working closely with the UN
and others in Afghanistan, the Democratic Republic of Congo, Haiti, Iraq,
Kosovo, Liberia, Sudan, and Timor-Leste.

Drawing on the lessons learned from the reconstruction initiatives of the
1990s, the World Bank in 2001 established an operational policy on conflict
and development cooperation. This has made the Bank’s approach to

Global Issues for Global Citizens334



conflict-affected and conflict-prone countries more systematic and more
consistent. Financing instruments and support arrangements have been
established to help Bank country teams provide timely and appropriate assis-
tance to these countries.

The Post-Conflict Fund
Innovative work in uncertain and fragile conflict-affected societies often can-
not be accomplished through normal sources of World Bank funding. In these
cases, the Bank’s Post-Conflict Fund (PCF) supports the planning, piloting,
and analysis of groundbreaking activities through funding of governments and
partner organizations at the forefront of this work. The emphasis is on
achieving speed and flexibility without sacrificing quality. PCF was established
in 1997 to enhance the Bank’s ability to support countries in transition from
conflict to sustainable peace and economic growth. The fund makes grants to
a wide range of partners—institutions, nongovernmental organizations, UN
agencies, transitional authorities, governments, and civil society institutions—
to provide broad Bank assistance to conflict-affected countries sooner than
would be possible otherwise. Grants are focused on restoring the lives and
livelihoods of the war-affected population, with a premium placed on innov-
ative approaches to conflict, partnerships with donors and executing agencies,
and leveraging of resources through a variety of funding arrangements. During
the Bank’s fiscal year from July 2004 to June 2005, PCF approved $6.1 million
through 12 grants. As of June 30, 2005, PCF had approved a total of $70 mil-
lion for 157 grants, of which $64 million has been disbursed.

Assistance to Fragile States
The international development community had already been debating—and
seriously questioning—the effectiveness of traditional aid mechanisms, espe-
cially in states seen as fragile or in danger of failing, when the September 11
attacks pushed the question to the top of the agenda. This discussion led to
the establishment of the Low Income Countries Under Stress (LICUS) Task
Force, whose recommendations included the establishment of a central unit
within the World Bank as well as a LICUS Implementation Trust Fund to sup-
port the Bank’s effort to reengage, and stay engaged, in fragile states. With an
initial allocation of $25 million in 2003 out of the Bank’s net income, replen-
ished in January 2006 with another $25 million, this fund is designed specif-
ically to provide support to and ensure the Bank’s engagement in the poorest
and most vulnerable fragile countries. Because many such countries are in
arrears to the Bank, and therefore not able to benefit from regular Bank
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programs, the LICUS trust fund is a particularly important source of finan-
cial assistance to these countries. Many postconflict countries are eligible for
help under the LICUS initiative and through access to the trust fund. The
trust fund will support domestic reform efforts to find a path out of crisis.
The trust fund has already committed support to a number of integrated
engagement strategies, including programs in the Central African Republic,
Comoros, Haiti, Liberia, Somalia, and Sudan, totaling over $24 million.

New Financing Arrangements
In the past several years, besides PCF and the LICUS initiative, the World Bank
has established other new financial instruments intended to improve its abil-
ity to finance reconstruction and work more closely with its partners. These
instruments are designed as quick-disbursing grants rather than loan arrange-
ments, which require more time to ensure that certain conditions are met:

■ Multidonor trust funds have been used successfully in the Afghanistan,
Bosnia and Herzegovina, Iraq, Timor-Leste, and West Bank and Gaza,
and in Africa for the Great Lakes’ multicountry demobilization and
reintegration program.

■ Through the Heavily Indebted Poor Countries Initiative and other
modalities, the Bank works with the International Monetary Fund to
help low-income countries with large external debts, including post-
conflict countries, obtain access to debt relief.

■ The Bank has also recently improved its allocation system in a way that
makes it easier for postconflict countries to receive resources from its
concessional arm, the International Development Association (IDA),
which administers grants and interest-free loans for the world’s poorest
countries.10

Integration of Conflict-Sensitive Development into World Bank
Operations
Conflict prevention is central to poverty reduction and sustainable develop-
ment, and the Conflict Analysis Framework (CAF) is one of the tools the
World Bank uses to ensure that a conflict prevention perspective is integrated
into its assistance programs. With CAF, the Bank and its partners are better
able to identify the sources and consequences of conflict and other conflict-
related factors so that strategies can be designed to address them; to examine
a country’s resilience to an outbreak of violence and its ability to de-escalate
the conflict; and to determine how this resilience can be strengthened through
development assistance. CAF identifies six categories to be analyzed: social
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and ethnic relations; governance and political institutions; human rights
and security; economic structure and performance; environment and natural
resources; and external forces. Many stakeholders are now benefiting from
the conflict analyses that have been completed for Burundi, Nigeria, Somalia,
and Sri Lanka.

Support of conflict sensitivity in Poverty Reduction Strategy Papers
(PRSPs) is key to ensuring that reducing the potential for conflict is integrated
into the World Bank’s development efforts. More than 60 low-income
countries are engaged in the PRSP process; of these, some have experienced
violent conflict during the past 10 years, and many others have social and eco-
nomic conditions that put them at risk of conflicts escalating into large-scale
violence. The Bank, in collaboration with its partners, has embarked on a
working program aimed at achieving effective poverty reduction in conflict-
affected countries. The program will also produce a report deriving lessons
from the program’s experience.

Collaboration with Other Stakeholders
Recognizing that cooperation is essential in providing assistance in conflict
settings, the World Bank has been strengthening its partnership with other
stakeholders in the postconflict countries in which it is involved. In particu-
lar, support for reconstruction in postconflict countries has benefited from
closer collaboration and coordination with UN entities, recipient and donor
governments, and civil society organizations. The Bank has jointly led needs
assessment missions in such countries as Afghanistan, Haiti, Iraq, Liberia,
Sudan, and Timor-Leste, and it has co-hosted several international recon-
struction conferences seeking agreement on reconstruction strategies and to
raise financial resources. The Bank continuously maintains dialogues with the
UN, donor countries, and intergovernmental organizations through a variety
of fora to coordinate policy and address emerging issues.

Continuation of Work in Conflict Settings
Guided by Bank operational policy on conflict and development cooperation,
World Bank country teams can continue to work even on projects that remain
active in the midst of conflict, provided certain security conditions are met.
For example, a project in Colombia is working in high-intensity conflict areas
to support community-based activities and the reintegration of displaced
populations; a project in Indonesia is working in six conflict-affected
provinces to support conflict prevention and address the marginalization of
youth; and a project in Nepal is attempting to redirect development efforts
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toward excluded populations such as women, minority indigenous groups,
and dalits (the group formerly known as untouchables), whose exclusion
provides the ostensible rationale for the Maoist insurgency in that country.
Despite severe constraints, promising and tangible results have been achieved,
and it will be worthwhile to learn what contributions the projects are making
in reducing conflict intensity or preventing its escalation.

Consolidation of Peace
In addition to reconstruction activities in economic management, basic ser-
vices, infrastructure, and capacity building, one other activity is key to any
process aimed at restoring lasting peace to countries formerly in conflict,
namely, disarmament, demobilization, and reintegration of the former com-
batants. The success or failure of such a process often determines whether the
postconflict country achieves the transition from war to peace and advances
toward stable nationhood. The challenge is twofold: to ensure that the neces-
sary means are in place to achieve disarmament, and to enable ex-combatants
to demobilize and reintegrate into society. This process has political, security,
and economic dimensions, and no single entity has the capacity to handle all
three. Close collaboration among stakeholders is therefore a must. The World
Bank has provided assistance to some 16 countries in the design and financ-
ing of demobilization and reintegration programs. The Great Lakes program
in Africa is among the most challenging, and there a regional approach has
been found most useful, given the cross-border nature of the conflicts and the
need for regionally coordinated international assistance.

Linking of Research to Policy, and Policy to Operations
Finally, it is important to stress that the World Bank’s approach to conflict
prevention and postconflict reconstruction is a holistic one. The Bank’s
research arm continues to deepen the development community’s under-
standing of the developmental and economic aspects of conflict, providing
both policy makers and development practitioners with recommendations
for action. Thematic units discuss these recommendations to distill from
them concrete policy suggestions and devise appropriate tools and instru-
ments. Once completed, these are put at the disposal of country teams, which
will apply them to project design and implementation and technical assis-
tance. The intended outcome of this process is to advance and help shape the
conflict and development agenda for the international community. More
specifically, it is to offer a set of assistance packages to conflict-affected coun-
tries that both strengthens their capacity to manage conflict, to the extent
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possible, and, when peace returns, allows postconflict reconstruction activi-
ties to be undertaken more effectively.

Notes
1. The Human Security Centre’s Human Security Report 2005 uses the definitions in the

Uppsala/PRIO data set, according to which a “conflict” is one that results in at least 25 battle-
related deaths. Because that data set counted only state-based conflicts, data were also collected
on non-state-based conflicts for 2002 and 2003. The result was that, in both those years, more
non-state-based than state-based conflicts occurred, although the non-state-based conflicts
involved fewer fatalities.

2. Stockholm International Peace Research Institute (2004). The development assistance figures are
from the Organisation for Economic Co-operation and Development.

3. Collier and Hoefler (2004).
4. United Nations (2000).
5. Annan (1999).
6. World Bank (2003).
7. Commission on Human Security (2003).
8. The Organisation for Economic Co-operation and Development defines the security sector to

encompass developing a clear institutional framework for the provision of security; integrating
development and security policy; strengthening the governance of security institutions; and build-
ing professional security forces that are accountable to civil authorities.

9. United Nations (2005a).
10. Generally, IDA resources are allocated on the basis of policy performance: a country gets more

resources, the better its implementation of economic and social policies that promote growth and
poverty reduction. This policy often works against postconflict countries, however, since they typ-
ically have performed poorly in this regard at the very time they most need financial resources.
The Bank has therefore devised a new set of indicators better tailored for these countries, includ-
ing indicators that measure progress toward peace and good governance.
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Curing the Cancer
of Corruption 

VINAY BHARGAVA

The World Bank defines corruption as the abuse of public office for pri-
vate gain. In 1996, the then-President of the World Bank, James D.

Wolfensohn, declared that, for developing countries to achieve growth and
poverty reduction, “we need to deal with the cancer of corruption.”1 With that
speech at the annual meetings of the Bank and the International Monetary
Fund, Wolfensohn confronted head on a topic that the development com-
munity had long ignored. In the decade since then, fighting corruption has
moved to the forefront of all national and international development dia-
logues. Several recent global public opinion polls indicate that corruption is
seen as a major issue all around the world, affecting people’s lives everywhere.
For example:

■ In a 2003 Global Poll by the World Bank covering 48 countries, corrup-
tion ranked fourth among the most important development issues facing
the world—close behind economic growth, poverty reduction, and
education.

■ In a 2005 Transparency International Global Corruption Barometer
survey covering 69 developed and developing countries, 75 percent of
respondents said that corruption affects political life in their countries
to a moderate or large extent; 65 percent said the same thing about the
business sector; and 58 percent said that corruption affects them
personally.

Corruption occurs in a variety of forms (box 18.1) and in almost all coun-
tries, as shown by worldwide research on corruption by Transparency Inter-
national as well as other cross-country governance indicators published by
the World Bank Institute (figure 18.1).

I would like to thank Sanjay Pradham and Randi Susan Ryterman of the World Bank for their help-
ful comments on earlier versions of this chapter.



Corruption as a Global Development Issue
Experience and evidence show that corruption has both national and inter-
national dimensions. Although fighting corruption is primarily a national
matter, many types and instances of corruption at the national level also have
an international aspect, which requires international action.

Global Issues for Global Citizens342

New
 Ze

ala
nd

Unit
ed

 King
do

m

Unit
ed

 St
ate

s
Jap

an

Est
on

ia

Bots
wan

a

Mala
ysi

a
Ita

ly

So
uth

 Afric
a

Colo
mbia

Th
ail

an
d
Braz

il
Mexi

co

Eg
yp

t, A
rab

 Re
p. 

of
Chin

a

Mon
go

lia
Ind

ia

Vie
tna

m

Ph
ilip

pin
es

Ve
ne

zu
ela

, R
. B

. d
e

Ind
on

esi
a

Pa
kis

tan

Nige
ria

Ban
gla

de
sh

Source: Transparency International. Reprinted with permission.

0

2

6

4

8

10

FIGURE 18.1 Corruption Perceptions Index for Selected Countries, 2005
Score (0 = perceived most corrupt)

Corruption can occur in different forms, in different types of organizations, and at
different levels within organizations. Because of these differences across several
dimensions, the categories used to describe the types of corruption often over-

lap. Corrupt practices range from small amounts paid for frequent transactions (petty
corruption) to bribes to escape taxes, regulations, or win relatively minor procurement
contracts (administrative corruption) to massive and wholesale corruption. Corruption
occurs within private corporations (corporate corruption) or, more famously, in the
public sector, including the political arena (political corruption). When corruption is
prevalent throughout all levels of society, it is seen as systemic, and when it involves
senior officials, ministers, or heads of state serving the interests of a narrow group of
businesspeople, politicians, or criminal elements, it is aptly called grand corruption.

BOX 18.1 The Types of Corruption



The Transnational Scope of Corruption
In 2004, the World Bank estimated that, worldwide, more than $1 trillion, or
the equivalent of 3 percent of gross world product, is paid in bribes each year.
This form of corruption takes place at both the national and the international
level, but the latter, or transnational corruption, is one of its most detrimen-
tal forms. The victims are usually developing countries, whose precious for-
eign aid and investment are siphoned off from badly needed development
projects and into the pockets of corrupt government officials, their family
members or cronies, or corrupt brokers or middlemen. The following exam-
ples demonstrate the nature and scope of transnational corruption; they also
show that international corruption usually requires a permissive international
business environment and the complicity of international companies as bribe
givers:

■ The Iraq Oil-for-Food Scandal. Following Iraq’s invasion of Kuwait in
1990, the United Nations imposed comprehensive economic sanctions
on Iraq, including sanctions on Iraqi oil exports. In response, Iraq’s
then-president, Saddam Hussein, refused to allow the United Nations
(UN) to feed Iraq’s starving children, in the hope of getting the sanc-
tions lifted. In 1996, Iraq agreed to the UN-supervised Oil-for-Food
Programme, which allowed the Iraqi government to sell oil as long as it
used the revenue to buy humanitarian goods for its citizens. When the
program ended following the U.S.-led invasion in 2003, over $64 bil-
lion worth of oil had been sold, of which $39 billion had been used to
purchase food. However, reports started surfacing that the Iraqi gov-
ernment had been imposing surcharges on the oil and collecting kick-
backs from companies supplying the humanitarian goods. A UN
investigation in 2005 found that $1.8 billion in illicit payments had
been diverted from the program and that much of the purchased food
was unfit for human consumption. More than 2,200 companies were
involved (figure 18.2). Illicit kickbacks came from companies and indi-
viduals from 66 different countries, and illicit surcharges were paid by
companies from around 40 countries. 

■ The Enron debacle. In 2001, Enron Corporation, the seventh-largest
publicly owned company in the United States and one of the world’s
largest energy, commodities, and services companies, filed for bank-
ruptcy, driven to insolvency by the corrupt practices of its officials as
well as corrupt business dealings. At the time of its collapse, Enron’s
21,000 employees and its $32 billion in assets were spread across 40
countries, including operations in Asia, Europe, Latin America, and the
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Middle East. Its fall, therefore, had both direct and indirect interna-
tional consequences, and some of its international deals were among
those that came under scrutiny for corruption. Among those directly
affected were Enron’s worldwide investors and employees, with many
of the latter losing their pension accumulations as well as their jobs.
The scandal’s silver lining was that it led to stricter U.S. regulation of
the accounting industry, better disclosure policies for corporations,
and harsher penalties for corrupt executives. The U.S. Congress also
passed campaign finance reform legislation, partly in response to the
finding that Enron had been a major political donor and may have
unfairly benefited from its political connections.

■ Kleptocracy on a grand scale. In its Global Corruption Report 2004,
Transparency International estimates that Suharto, president of
Indonesia from 1967 to 1998, embezzled somewhere between $15 bil-
lion and $35 billion during his presidency. Philippine President Ferdi-
nand Marcos embezzled anywhere from $5 billion to $10 billion, and
President Mobuto Sese Seko of Zaire (now the Democratic Republic
of Congo) up to $5 billion. These sordid achievements would not
have been possible except in a global environment that enables multi-
national companies to enter into such deals and allows the domestic
beneficiaries of these illegal payments to deposit funds in secret bank
accounts or in dubious offshore companies. Frequently, when finally
cornered, corrupt high officials have escaped prosecution by fleeing to
developed country sanctuaries, taking their spoils with them. In

Global Issues for Global Citizens344

Total illicit income: $1.8 billion

Source: Independent Inquiry Committee into the United Nations Oil-for-Food Programme 2005.

Iraq

Baghdad

Surcharges
$229 million

Oil surcharges

After-sales-service fees
$1.02 billion

Inland transportation fees
$.53 billion

Humanitarian
kickbacks

Rx

FIGURE 18.2 Illicit Income Received by Iraq under the UN Oil-for-Food Programme



recent years, however, some of the recipient banks have agreed to
freeze and return such funds to the countries from which they were
stolen.

■ Acres International. In 2004, the World Bank imposed sanctions on a
Canadian firm, Acres International, for bribing, through an intermedi-
ary, the chief executive in charge of the $8 billion Lesotho Highlands
Water Project. The Bank declared Acres ineligible to receive any new
Bank-financed contracts for a period of three years. This debarment
followed the precedent-setting conviction of Acres for bribery by the
High Court of Lesotho in 2002, a conviction upheld by the country’s
Court of Appeals in 2003. Masupha Ephraim Sole, the executive who
had accepted bribes from Acres and several other major international
infrastructure companies, was sentenced to 15 years in prison, on evi-
dence obtained through a Swiss court order to disclose Sole’s secret
bank accounts. Following the Acres trial, a German company,
Lahmeyer International, was also found guilty of bribery in 2003—
in fact, it had used the same intermediary as Acres. A South African
intermediary also pleaded guilty to bribery, and French and Italian
companies were charged as well. These cases are significant in that they
held both bribe givers and bribe takers to account, and for showing that
a small and very poor country could take several major international
construction companies to court and win. In addition, the World
Bank’s response in the Acres case set an example for other international
financial organizations; perhaps most important, the cases increased
companies’ perceived risk of punishment for bribery committed any-
where in the world.

The Costs of Corruption
Why are people around the world so concerned about corruption? The short
answer is that, thanks to ever-increasing information flows in an intercon-
nected world, people are becoming more aware that corruption is impeding
economic growth, perpetuating poverty, and feeding political instability by
undermining faith in society’s key institutions of governance.

Corruption reduces growth and undermines development by lowering
incentives for, and the efficiency of, both domestic and foreign investment
(figure 18.3). It also reduces growth by lowering the quality of public
infrastructure and services, as funds intended for these public goods are
diverted to private pockets.
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The 2005–06 Global Competitiveness Report by the World Economic
Forum discusses the links between corruption and growth, and between
corruption and poverty reduction, as well as the payoffs from controlling cor-
ruption. The report cites econometric evidence showing that even a slight
(one standard deviation) improvement in governance results in a threefold
increase in income per capita in the long run. The research also shows that
good governance substantially reduces infant mortality and illiteracy. A
recent survey by Transparency International confirms that corruption not
only lowers growth but also hurts the poor the most (table 18.1). 

Another factor driving public concern about corruption is that it under-
mines key institutions of society and leads to political instability. Results
published in Transparency International’s Global Corruption Barometer 2005
show that people in 69 countries believe that corruption affects all key
governance-related sectors and key institutions in society (figure 18.4). As a
consequence, public trust in governments, corporations, and global institu-
tions is declining, as was reported by a survey reported at the 2005 World Eco-
nomic Forum (figure 18.5).
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Source: World Economic Forum 2005. Reprinted with permission.
a. Firms were asked to ”Select among the above 14 constraints the five most problematic factors for doing
business in your country.”
NICs = newly industrializing countries
OECD = Organisation for Economic Co-operation and Development
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TABLE 18.1 Personal Effect of Corruption on Respondents, by Household Income
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Can Corruption Sometimes Be Tolerated?
Some argue that, although corruption is undeniably a bad thing, under some
circumstances it may be tolerated. The following arguments for tolerance are
frequently heard:

■ Corruption is a Western concept, inconsistent with the culture and tra-
ditions in some non-Western countries.

■ Corruption is rooted in the colonial practice of paying civil servants
below-subsistence wages and expecting them to take bribes to survive;
therefore, until civil service pay is raised so that it provides a living
wage, some corruption may have to be accepted. 

■ Bribes serve the function of reintroducing an effective price mechanism
in the presence of scarcities of certain public goods due to public sector
inefficiency or distorted prices.

■ Some countries such as Bangladesh, China, and Vietnam are growing
rapidly and reducing poverty despite widespread corruption; therefore
corruption may not be worth the trouble of eradicating.

■ Denying development assistance to poor people in countries with corrupt
governments will only make their suffering worse and cause them to feel
victimized by the donor community as well as their own government.
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■ A policy of zero tolerance for corruption in development assistance will
only create more failed states, which will be much more costly to deal
with than corrupt but functioning states.

■ Even if some foreign aid is lost to corruption and fraud, at least the
bulk of the funds reaches the intended beneficiaries. 

Most development experts and policy makers, however, agree that the cost
and consequences of corruption to society on a global scale are simply too
great to tolerate. Indeed, several recent global compacts articulate the impor-
tance of fighting corruption nationally as well as internationally: 

■ The UN’s Millennium Declaration specifically includes (as part of Mil-
lennium Development Goal 8) “a commitment to good governance . . .
nationally and internationally.”2 This pledge was reaffirmed by UN
member countries as part of the Monterrey Consensus of 2002 and
again at the 2005 World Summit.

■ In 2001, a group of African leaders pledged to fight corruption as part
of the New Partnership for Africa’s Development, an integrated devel-
opment framework designed to tackle the continent’s chronic underde-
velopment and marginalization. 

■ In 2002, the Group of Eight (G-8) leading industrial countries acknowl-
edged the importance of the African leaders’ commitment to good gov-
ernance and promised to match this commitment with economic and
other forms of support in the G-8 Africa Action Plan. The G-8 followed
up on this promise at its 2003 economic summit with detailed propos-
als for combating Africa’s pervasive corruption.

■ A February 2006 joint statement of the European Parliament, the
Council of Europe, and the European Commission, “The European
Consensus on Development,” repeatedly stressed the importance of
good governance for development.3 The statement identified good gov-
ernance as one of the European Union’s main objectives, as a key com-
petency of the commission, as one of nine areas the European Union
will actively address, and as one of the cross-cutting issues it intends to
mainstream in its activities.

Forces Shaping the Evolution of Corruption 
as a Global Issue
In a dynamic world, many forces will shape the way the global community
addresses the global aspects of the cancer of corruption. Broadly speaking, the
key forces that national and international public policy makers can influence
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or control will be the evolution of demand for good governance, supply
responses to that demand, and the strength and effectiveness of governance-
related institutions. A fourth, underlying force is globalization itself, and in
particular the continuing global integration of financial systems that makes
money flows harder to monitor and the spread of instantaneous forms of
communication that multiply the risks of corrupt behavior.

Demand for controlling corruption globally and nationally will, in turn, be
shaped by policies that increase transparency in the public, corporate, and
international financial arenas, and by the extent to which ongoing research
contributes new remedies for corruption as well as credible information on
its incidence, its causes and consequences, and the effectiveness of global
advocacy efforts. The supply response will take the form of anticorruption
measures across a broad range of areas that shape the governance landscape
nationally and internationally. Whether strong and effective institutions
emerge will depend on the speed with which such institutions mature at the
national and the international level, and the extent to which they practice
good governance themselves and act to apply checks and balances. 

Stimulation of Demand for Control of Corruption
A steady flow of information from credible sources on the incidence and con-
sequences of corruption, coupled with increased awareness of the involve-
ment of international actors using international systems in this illicit
behavior, is increasingly shaping public opinion and inspiring outrage,
increasing the pressure on public officials to control corruption. The results
of global and national opinion surveys and other research by international
organizations such as Transparency International, the World Bank Institute,
and the International Finance Corporation will be pivotal to strengthening
the information arsenal in the fight against corruption.

In 1995, Transparency International published its first Corruption Per-
ceptions Index, which compares levels of corruption across countries, and the
TI Source Book, which introduced the concept of a “national integrity system”
and reports on global best practice in fighting corruption.4 These seminal
tools were followed by annual reports documenting the organization’s activ-
ities and thrusts; the Bribe Payers Index (starting in 1999), which measures
the propensity of leading exporting countries to bribe abroad; and the Global
Corruption Report (starting in 2001), which provides an overview of the ‘state
of corruption’ around the globe. Transparency International’s newest tool,
the Global Corruption Barometer (based on Gallup International’s Voice of
the People survey) measures international attitudes, experiences, expecta-
tions, and priorities on corruption.
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The World Bank Institute, using a rich base of sources from 1996
onward, keeps track of six governance indicators: voice and accountability,
political stability and absence of violence, government effectiveness, regula-
tory quality, rule of law, and control of corruption. The institute publishes
updates on these indicators every two years. Integrated into the indicators
are measures of countries’ ability to enforce their laws and guarantee the
protection of property rights, measures of the degree of openness of their
economic and political systems, and measures of other factors that may
determine how much opportunity there is for corrupt behavior within their
borders.

The World Bank and its affiliate the International Finance Corporation
also maintain and publish databases of the costs of doing business and of
the results of enterprise surveys in many countries. The surveys track such
indicators as the number of days it takes to process a business license (the
longer it takes, the more opportunity for corruption to occur), the
amounts paid unofficially to obtain such licenses, the value of a gift
expected to secure a government contract, and the severity of corruption
as an obstacle to firms. These indicators reveal which countries have busi-
ness environments conducive to bribery—that is, which ones lack clear
rules, require speed money to cut through red tape and reduce costly delays,
permit illegal activity in exchange for compensation, and give preferential
treatment to those who can pay for it, among other common causes of
corruption.

The international surveys mentioned above usually contain national data
as well. However, some countries also collect and present data from their own
national surveys. For example, in the Philippines, the Social Weather Stations,
an independent social survey institute, has tracked public satisfaction with the
government’s anticorruption efforts for 20 years. 

Although the availability of good-quality information on corruption has
increased dramatically in recent years, efforts remain at an early stage. Much
more research is needed on the causes and consequences of corruption and
on preventive and remedial measures.

Another force increasing the demand for good governance is advocacy.
Combined with increased information and instant communications (see
box 18.2), growing global advocacy against corruption increases the risks
that corrupt elements must face and helps shift the balance of power to con-
stituencies among whom the political will to control corruption is growing.
Domestic pressure for reform will be crucial for any anticorruption strategy
to take root; nothing lasting can be accomplished if the public is indifferent.
Outside actors can help by assisting civil society in the monitoring of
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governance reforms, supporting the mobilization of like-minded groups
against capture by large vested interests, and backing responsible media. The
international community can also exert direct pressure for reform, using both
carrots (such as the promise of increased aid) and sticks (such as sanctions
enshrined in international laws).
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“Access to information ebbs and flows in any country but the transformation has
begun and it is no longer possible to tell citizens that they have no right to know.”

–David Banisar, Electronic Privacy Information Center, May 2004

In this global Information Age, governments are increasingly judged, by their citizens
and the world, according to the credibility and timeliness of information they pro-
vide as well as the ease and willingness with which they provide it. “Freedom of

information (FOI)”—or the right of the public to access information held by authorities
and, conversely, the obligation of governments to disclose information to citizens—is
enshrined in the constitutions and laws of over 50 countries. In more than half of these
countries, the laws were adopted within the past decade.

The extent to which disclosure policies have increased transparency in the public
sector, however, is dependent on many factors. Many of the laws are obsolete, inade-
quate, or even dormant. In some countries, governments abuse exemptions. Cam-
paigns such as the global war on terror have undercut some of the laws. In other
instances, international organizations are active in countries but are not subject to
national disclosure policies.

The implementation of FOI laws depends on the ability of governments to move
from a culture of secrecy to one of openness. Civil society must continuously push for
this transformation and test it by demanding information. This has not happened in
some countries with FOI laws such as Zimbabwe and Serbia. The Public Information
Act in Serbia actually restricted public information. In Albania and Bosnia and
Herzegovina, the laws are mostly unused for lack of awareness or demand.

Implementation rules in many countries, such as Panama and Australia, make it
very difficult or expensive to make use of FOI laws. National security is often invoked
as a reason to withhold information from the public even when to do so would not
actually put the state at risk. In the case of Mexico, after the information law was
enacted in 2002, it was found that many official records had been destroyed or
removed.

For national disclosure policies to more effectively increase transparency of gov-
ernment actions, therefore, constant pressure from civil society, the media, governance
institutions, and the international community is needed.

Source: Banisar 2004.
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Increase in the Supply of Anticorruption Measures
Research is growing on the remedies for corruption. One important conclu-
sion of this research is that combating corruption requires addressing broader
governance and institutional issues. A multidimensional approach to the
problem generally involves actions to improve legal, judicial, and prosecutor-
ial systems; voice and participation by civil society; public-sector expenditure
management; competition in the private sector; and political accountability.
Frequent areas for action are inadequate public sector pay, a culture of
corruption, opaque rules and regulations and broad discretionary powers,
inadequate regulation of the private sector, state capture, political corruption,
weak disclosure requirements in the public and the private sectors, lack of
media freedom, and limited space for civil society organizations. Measures to
increase the supply of reform include putting information about government
services and performance in the public domain, arranging for inclusion and
participation in the design and implementation of service delivery projects,
promoting social accountability, increasing the access of the poor to justice
and to productive assets, and promoting judicial independence and
accountability.

One example of an international action to increase the supply of anti-
corruption measures is the Asian Development Bank (ADB)/Organisation for
Economic Co-operation and Development (OECD) Anti-Corruption Initia-
tive for Asia-Pacific. In 2000, 36 member countries of ADB and OECD
launched this initiative to address the damage that corruption was wreaking
on their economies and societies. As of April 2005, 25 countries had endorsed
the ADB/OECD Anticorruption Action Plan for Asia and the Pacific, which
lays out legally nonbinding principles and standards for policy reform. The
plan is organized around three pillars (see annex 18.1 for details): 

■ Public service reform: developing effective and transparent systems for the
public sector. This pillar focuses on integrity in public services (codes of
conduct and civil service fairness and efficiency) and accountability
and transparency (legal frameworks, management practices, and
auditing procedures).

■ Private sector reform: strengthening antibribery actions and promoting
integrity in business operations. Here, the focus is on effective preven-
tion, investigation, and prosecution, and corporate responsibility and
accountability.

■ Supporting active public involvement. This third pillar focuses on
public discussion of corruption, access to information, and public
participation.
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Under the Action Plan, the endorsing countries voluntarily commit to
regional cooperation in fighting corruption and acknowledge the useful-
ness of regional and international anticorruption instruments such as
those developed by the ADB, the Asia-Pacific Economic Cooperation
forum, the Financial Action Task Force on Money Laundering, the OECD,
the Pacific Basin Economic Council, the UN, and the World Trade
Organization.

Anticorruption Institutions
Key institutions in the fight against corruption in any country are the judi-
ciary, the regulatory agencies, an anticorruption commission or agency, a
public ombudsman, public prosecutors, a vigilance commission, the media
(including investigative journalists), and citizen groups and other non-
governmental organizations. Some of these, such as the judiciary and the
media, are—or should be—independent of the executive branch, while oth-
ers are part of it. All require long-term support to become effective and must
demonstrate best-practice governance in their own operation.

These institutions must also function in an integrated manner. Otherwise
they will most likely be ineffective, even if each functions well in isolation. As
noted above, Transparency International has explicitly called for such an
integrated approach, in the form of a national integrity system, whose aim
should be to uphold national integrity and allow the country to develop in a
sustainable manner, live by the rule of law, and enhance the quality of life of
its citizens. Dependence on only a few of these institutions without the oth-
ers, or on just one—a benign dictator, for example—would leave the system
vulnerable to collapse. Beyond this, the efficacy of each institution depends
on a number of factors, including clear mandates, rules, powers, and duties
prescribed in the constitution or in law, or embedded in tradition; indepen-
dence from influences that might compromise the integrity of the institution
or of its authorities; transparency and accountability to key stakeholders,
often including the general public; and adequate resources to fulfill its man-
date, including competent staff, updated knowledge on international stan-
dards, and the ability to share information and experiences with relevant
groups.

Finally, the past failure of many of these institutions, especially in devel-
oping but also in developed countries, makes it abundantly clear that institu-
tions alone are not enough—governance matters, too. Many of these
institutions are designed to work in an environment of good governance and
have proved ineffective where corruption is pervasive and endemic. However,
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where leadership is strong—sometimes with international or bilateral
support—there have been instances of success in even the most corrupt of
environments.

International Actions to Combat Corruption
International initiatives against corruption are presently working along five
major fronts:

■ Ensuring that loans and grants to developing countries are used effectively.
All international financial institutions and bilateral donors have
adopted measures to prevent fraud and corruption in the projects
they finance. Yet half of opinion leaders in developing countries
surveyed in a global poll commissioned by the World Bank in 2002 still
believed that most foreign assistance is wasted because of corruption.

■ Bolstering donor support for reform. Bilateral donors are being encour-
aged to support reform measures, on both the supply side and the
demand side, as are national and international organizations and
institutions that promote accountability. 

■ Reducing the incentives for multinational businesses to pay bribes. Such
measures may include criminalizing bribery, eliminating the tax
deductibility of bribery as a business expense, and increasing the
transparency and integrity of public procurement.

■ Promoting international programs to control organized crime and the flow
of illicit funds. It is very hard for outside organizations to reduce cor-
ruption linked to organized crime, such as money laundering, if such
corruption has already become systemic. 

■ Improving the institutional framework for resolving international disputes.
A stronger framework is needed to impose and enforce sanctions when
nations fail to comply with agreed rules and treaties. The World Court,
the International Centre for Settlement of Investment Disputes (a
World Bank affiliate), and the World Trade Organization are among
the institutions available to serve this purpose, although their jurisdic-
tion is not entirely clear in all cases.

Beyond these five major areas, worthwhile measures can include linking aid
and trade to good governance; improving corporate governance and corpo-
rate social responsibility; strengthening the capacity of global governance
institutions, including civil society institutions, in fighting corruption; and
increasing access to information.
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A number of international initiatives have been undertaken recently to
combat and prevent corruption. Most of these are voluntary agreements and
thus do not have the force of law.

United Nations Convention Against Corruption
The UN Convention Against Corruption (UNCAC) is the first truly global
anticorruption convention. It is unique not only in its global coverage but also
in the extent and detail of its provisions. The convention takes a comprehen-
sive approach, aimed at both preventing and combating corruption. It obliges
the signatories to implement a wide range of detailed anticorruption mea-
sures, affecting their laws, institutions, and official practices. These measures
aim to promote the prevention, detection, and punishment of corruption, as
well as to strengthen international cooperation among the signatories
on these matters. UNCAC was initially signed by 111 countries in Mérida,
Mexico, in December 2003; by September 2005, the number of signatories
had risen to 133. The 30 ratifications required for the convention’s entry into
force were reached on September 15, 2005.

UNCAC focuses on four key aspects in the fight against corruption:
preventive measures, criminalization and law enforcement, international
cooperation, and asset recovery. The convention also contains provisions
promoting technical assistance and information exchange, and specific pro-
visions on mechanisms for implementation of the convention.

UNCAC aims to fight corruption in both the private and the public sec-
tors. Its prescribed preventive measures include the establishment of anticor-
ruption bodies, enhanced transparency in campaign and political party
financing, safeguards to ensure efficient and transparent delivery of public
goods and services, codes of conduct and financial disclosure for public ser-
vants, and transparency and accountability in public finance transactions and
in critical areas such as procurement and the judiciary. The convention also
encourages participation by civil society and the general public in efforts to
prevent and fight corruption.

UNCAC goes beyond previous instruments of its kind in that it does not
criminalize bribery and embezzlement only. Its provisions also cover trading
in influence and the concealment of any gains from corrupt acts, as well as
any support of corruption, money laundering, or obstruction of justice in the
prosecution of such crimes. The convention also emphasizes cross-border
cooperation in gathering and transferring evidence for use in court and
requires signatories to support the tracing, freezing, seizure, and confiscation
of the proceeds of corruption.5
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Finally, the asset recovery provisions of the convention were a major break-
through. Inclusion of the provisions will allow developing countries to recover
much-needed development resources illegally taken from their coffers.

The OECD Antibribery Convention
The OECD Antibribery Convention (formally known as the OECD Conven-
tion on Combating Bribery of Foreign Public Officials in International Trans-
actions) went into effect on February 15, 1999. This convention makes it a
crime in OECD member countries to offer, promise, or give a bribe to a for-
eign public official in order to obtain or retain an international business deal.
OECD actively promotes adoption of the convention in all parts of the world,
with the aim of “leveling the competitive playing field for companies doing
trans-border business” by raising international norms through its framework
for fighting global bribery.6 By 2005, all 30 OECD members and 6 nonmem-
bers had enacted laws in compliance with the convention, making it a pun-
ishable offense for one of their multinational companies to bribe an official
in a host country. 

Members’ compliance with the convention is managed by the OECD
Working Group on Bribery and is based on a peer-review system in which
examinations are conducted in two phases: first, a country’s antibribery laws
are assessed for their conformity with the convention, and then an intensive
assessment is undertaken of how effective these laws are in practice. The
second assessment is held in the country under examination and includes
leaders from government, business, trade unions, and civil society, with rep-
resentatives of two member countries in the Working Group leading the
assessment.

The review process for each country ends with the release of reports from
the Working Group on how the country can improve its compliance with the
convention. Many countries have responded to these reports by amending
their legislation according to the Working Group’s recommendations. As of
March 2006, 36 member countries had completed the first examination
phase. By February 2006, 22 members, including all of the Group of Seven,
had received assessment reports.

The Financial Action Task Force on Money Laundering
The Financial Action Task Force on Money Laundering (FATF) is an inter-
governmental body whose purpose is the development and promotion of
national and international policies to combat money laundering and terror-
ist financing. Created in 1989, FATF works to generate the necessary political
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will to bring about legislative and regulatory reform in these areas. It focuses
on three principal areas: setting standards for national anti–money launder-
ing efforts and programs to counter terrorist financing; evaluating the degree
to which countries have implemented measures that meet those standards;
and identifying and studying money laundering and terrorist financing meth-
ods and trends. FATF has published 49 recommendations (40 basic and 9 spe-
cial), which have been updated periodically, to meet this objective.

As of 2006, 30 countries as well as the Hong Kong Special Administrative
Region of China, the European Commission, and the Gulf Cooperation
Council (composed of six Middle Eastern countries) were members of FATF.
China has observer status and is being considered for membership, along with
India. FATF observer status has also been granted to several FATF-styled
regional organizations and to international organizations that have specific
anti–money laundering functions. The former include such organizations as
the Asia-Pacific Group on Money Laundering and the financial action task
forces of the Caribbean, South America, and the Middle East and North
Africa; the latter include the regional development banks, multilateral orga-
nizations, international police organizations, and others.

FATF is working to broaden its jurisdiction and to respond to emerging
threats. The latest special recommendation was adopted in October 2004, for
example, to deal with problems that may arise with cash couriers. The orga-
nization also maintains a list of Non-Cooperative Countries and Territories,
that is, those found to have deficient anti–money laundering systems. At pre-
sent, of the original 47 countries and territories examined, only Myanmar, the
Republic of Nauru, and Nigeria remain on this list. All the others have made
legislative reforms and put in place measures to comply with international
anti–money laundering standards.

Civil Society Initiatives
A number of civil society organizations are also at the forefront of the inter-
national fight against corruption. Among the best known are Transparency
International, discussed above, and the Extractive Industries Transparency
Initiative (EITI). Other important organizations include Global Witness and
the Global Organisation of Parliamentarians Against Corruption. 

EITI supports improved governance in resource-rich countries through
the full publication and verification of company payments and government
revenue from oil, gas, and mining. Studies have shown that, when governance
is good, the revenue from these resources can foster economic growth and
reduce poverty, but that weak governance may instead cause poverty, cor-
ruption, and conflict—the so-called resource curse. EITI aims to defeat this
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curse by improving transparency and accountability. So far, only 8 countries
have implemented or are implementing EITI, although 14 more have
endorsed it. Other participants include international financial institutions
(such as the World Bank), bilateral donors, mining and oil companies, and
nongovernmental organizations. 

Global Witness is a nongovernmental investigative organization that aims
to break the link between the exploitation of natural resources and the fund-
ing of conflict and corruption. It does this by gathering firsthand information
and documenting evidence to feed an intensive campaign for reform. One of
the organization’s breakthrough successes was the eventual demise of
the Khmer Rouge after undercover investigations unearthed an illegal
multimillion-dollar log trade between the Cambodian communist group and
Thai logging companies. The evidence presented by Global Witness, along
with international pressure, forced the Thai government to close the border,
thus starving the Khmer Rouge of funds. Global Witness is using the experi-
ence from this case to launch similar campaigns in conflict and natural
resource–rich areas of Asia and Africa.

The Global Organisation of Parliamentarians Against Corruption
(GOPAC) is a network of over 400 parliamentarians from 70 countries com-
mitted to fighting corruption. GOPAC enlists anticorruption experts to help
members develop tools and initiatives to combat corruption and strengthen
parliamentary oversight capabilities through knowledge sharing, training,
and mutual support. The goals are to help parliamentarians improve and bet-
ter implement international and national accountability and transparency
standards and to fulfill their oversight role.

In the past decade, in tandem with the proliferation of national disclosure
laws, international organizations and government financial institutions have
also been working to improve international disclosure standards in the cor-
porate sector:

■ The first version of the International Accounting Standards was devel-
oped by 10 countries in 1974. To date, over 70 countries have adopted
the standards or use them as national standards.

■ The International Chamber of Commerce first published its Rules of
Conduct to Combat Extortion and Bribery in 1977. Last revised in
1999, the rules include disclosure procedures as national preventive
measures against extortion and bribery.

■ In 1998, the International Organization of Securities Commissions
(IOSCO) adopted a comprehensive set of Objectives and Principles of
Securities Regulation that sets international benchmarks (including
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benchmarks for transparency) for all securities markets. IOSCO mem-
bers regulate more than 90 percent of the world’s securities markets.

■ In June 2000, the Global Reporting Initiative (GRI) released the first set
of GRI Sustainability Reporting Guidelines for public disclosure of cor-
porate financial, environmental, and social performance. As of March
2006, over 800 corporations from 80 countries had filed reports under
these guidelines.

■ In June 2002, George Soros, chairman of the Open Society Institute,
launched the Publish What You Pay campaign. As of 2006, the cam-
paign had grown into a coalition of over 280 nongovernmental organi-
zations worldwide calling for the mandatory disclosure of payments
made by companies in the extractive industry to all governments.

■ Eleven major international banks were brought together by Trans-
parency International in 2000 to form the Wolfsberg Group. In
October of that year, the group published the Wolfsberg Anti–Money
Laundering Principles of Private Banking (revised in May 2002), fol-
lowed by guidelines for correspondent banking in November 2002.
These and other documents set global standards for banks in terms of
knowing their clients and ensuring that clients’ funds are from legiti-
mate sources.

■ In 2004, member companies of the World Economic Forum and
Transparency International launched the Partnership Against Corrup-
tion Initiative (PACI), designed to help consolidate efforts to fight cor-
ruption in the private sector. The PACI Principles call for a
commitment to improving business standards of transparency in pri-
vate sector operations, among other anticorruption strategies. 

■ In 2004, a 10th principle against corruption was added to the UN
Global Compact, an initiative of UN Secretary General Kofi Annan.
Hundreds of companies have since committed to the compact, which
urges them to lobby for the ratification and implementation of
UNCAC and to use anticorruption tools and collaborate in interna-
tional anticorruption efforts such as those of Transparency Interna-
tional, the International Chamber of Commerce, EITI, and Publish
What You Pay.

Much More Can Be Done
The Oil-for-Food Programme, described above, became notorious as an
example of corruption on a global scale. The corruption was so extensive and
involved so many international institutions, companies, and high-level offi-
cials of various countries that it made clear that the international safeguards
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and agreements against corruption in place at the time were inadequate to
the task. Changes in the international financial system, antibribery agree-
ments, and mechanisms for the settlement of disputes between multilateral
investors and states are therefore needed to counteract the increasing sophis-
tication and the persistence of corruption. Several researchers have proposed
ideas for such changes: 

■ Theodore Moran of Georgetown University suggests that the OECD
Convention Against Bribery could change its definition of bribery from
the present one, which simply criminalizes certain payments to public
officials by an international company, to the broader definition in the
OECD Guidelines for Multinational Enterprises.7 Those guidelines
state that “Enterprises should not, directly or indirectly, offer, promise,
give, or demand a bribe or other undue advantage to obtain or retain
business or other improper advantage. . . . In particular, enterprises. . .
should not use sub-contracts, purchase orders or consulting agree-
ments as means of channeling payments to public officials, to employ-
ees of business partners, or to their relatives or business associates.”
This, Moran feels, would close a major loophole. 

■ Kathryn Nickerson of the U.S. Department of Commerce has reported
a number of concerns that have emerged from reviews of the imple-
mentation of the OECD Antibribery Convention, including lack of
awareness by government officials (including prosecutors, police, and
officials stationed abroad), and relevant government agencies, of the
pertinent laws; insufficient training and resources to enforce the laws;
lack of public awareness, especially on the part of small and medium-
size enterprises; poor enforcement of accounting rules; short statutes of
limitation; weak sanctions; and narrow jurisdictions.8

■ Moran has also suggested that, in the area of multilateral investor-state
dispute settlement mechanisms, host states must be protected against
misbehavior by international investors. Any international investor
proven to have engaged in a corrupt act, such as paying a bribe, should
lose the right to be compensated through international arbitration for
actions a host state may have taken against it, such as confiscating
assets or cancelling payments.

■ In addition, Moran feels that the push for full transparency in interna-
tional transactions must be expanded geographically and cover more
sectors. Countries must require both state-owned and private compa-
nies to make records of all payments available to the public, and host
governments must in turn be transparent regarding expenditure. These
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records can then be audited and monitored by independent bodies,
through initiatives such as EITI, which can be expanded to cover other
sectors, including infrastructure. 

■ Glenn Ware and Gregory Noone have suggested that multilateral
development banks could also more aggressively investigate cases of
corruption affecting their resources and programs and be bolder in
publicizing all findings of impropriety or illegality.9 They noted that
organizations could share information with each other and maintain a
common database of corruption intelligence that would aid each
other’s investigations. Ware and Noone also maintained that collective
sanctions against offenders—whether companies or governments—
could evolve into an effective deterrence system and would greatly
increase the risk of detection and levels of punishment. In February
2006, the multilateral development banks took initial steps in this
direction when they agreed to strengthen information sharing and to
support each other’s compliance and enforcement actions. A task force
was formed to develop a uniform Framework for Preventing and
Combating Fraud and Corruption by September 2006. 

■ Ware and Noone also proposed that voluntary disclosure programs,
such as the one used by the World Bank, could be adopted by the other
multilateral development banks. Under such programs, contractors
would voluntarily disclose information on corruption and fraud in
programs funded by the bank, including (and indeed especially) in the
contractor’s own operations. In exchange for this voluntary disclosure,
the bank would agree not to debar the contractor from future con-
tracts. However, the contractor would have to make restitution of any
damages to the bank, allow itself to be audited, and agree to improve its
compliance programs. This would shift the responsibility of disclosure
to the contractors and result in savings for the bank, not just in its
programs but also from decreased investigative requirements.

■ Vinay Bhargava and Emil Bolongaita reported on public hearings of the
U.S. Senate Foreign Relations Committee from May 2004 to April 2005
on combating corruption in the multilateral development banks.10

Among the key recommendations for bank action that emerged from
these hearings were the following: write off “criminal debt”; change
corporate cultures and staff incentives so as to achieve greater anti-
corruption accountability; improve the auditing and supervision of
loans and projects by, among other things, adopting stricter gover-
nance criteria, promoting civil society and media participation in oper-
ations, and harmonizing anticorruption policies, including debarment
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of firms; strengthen internal and external anticorruption capabilities,
including in investigation and prosecution; and prioritize corruption
risks in policy-based or programmatic lending, condition financial sup-
port on transparency reforms, and support governments in meeting
transparency and accountability goals.

The Role of the World Bank in Combating Corruption
The World Bank confronts corruption globally by helping countries combat
corruption more effectively, by making a country’s anticorruption efforts a
significant factor in lending decisions regarding that country, by working to
prevent corruption from infecting Bank-financed projects, and by actively
participating and often leading international efforts to fight corruption.

The World Bank undertakes extensive analytical and operational work on
corruption through its regional operations and through its Poverty Reduc-
tion and Economic Management department, the World Bank Institute, and
the Legal Department. It uses this knowledge and expertise to help countries
improve public service transparency and accountability.

The World Bank requires that all Country Assistance Strategies, which are
the basis for the Bank’s lending decisions, address governance issues. In coun-
tries where corruption is widespread, governance issues often dominate the
Country Assistance Strategy. In 2005, almost half of all new Bank projects
addressed governance issues. The Bank also refuses to grant loans or suspends
the disbursement of loans and debt forgiveness in cases where the government
or the funded projects are plagued with corruption. 

The World Bank’s Department of Institutional Integrity participates in
fiduciary reviews of Bank-funded projects that are perceived as vulnerable to
corruption and fraud. As a result of the department’s investigations, over
330 companies and individuals had been sanctioned as of June 2005.

Among the multilateral development banks and other international finan-
cial institutions, the World Bank has led the way in the breadth and depth of
its anticorruption and governance strategy and approach. In addition to
mainstreaming corruption and governance issues into all facets of its opera-
tions, the Bank aims to set high standards by which it hopes governments and
other international financial and development institutions will measure their
own efforts and strive to attain or even exceed them.

In February 2005, the World Bank released its first annual report on cor-
ruption and fraud investigations involving Bank-financed projects as well as
cases internal to the Bank.11 The report’s publication, together with other
research and information produced by the Bank, provided an overview of its

Curing the Cancer of Corruption 363



anticorruption efforts from 1999 onward with other agencies and groups. The
report showed that the Bank spends $10 million annually, more than all the
other multilateral development banks combined, on investigations and sanc-
tions. Its investigative department has over 50 staff members, more than that
of any similar organization. The Bank is also pioneering the use of such tech-
niques as voluntary disclosure, by reducing sanctions and giving assurances
of confidentiality for firms that provide information on their involvement in
corrupt or fraudulent acts on Bank-financed projects.

The World Bank recognizes that a concerted effort is needed to win more
battles against corruption, and it actively supports international and intera-
gency programs that aim to do so. The Bank has joined the International
Monetary Fund and the regional development banks in reaching a consensus
agreement on the broad policies and practices needed to address corruption
within the organizations as well as in member countries. 

This progress on improving coordination among the development insti-
tutions builds on ongoing and expanding programs in research, reform,
enforcement, and other governance and corruption-related issues, through
different partnership configurations. The World Bank, for example, has part-
nered with other institutions to undertake research, such as its work with the
European Bank for Reconstruction and Development to develop the Business
Environment and Enterprise Performance Survey.

The work of the World Bank Institute on governance and anticorruption
focuses on improving countries’ governance capacity and is based on pio-
neering research gathered in a highly participative manner. The Institute has
partnership agreements with nearly 200 organizations, and more than half of
its activities are developed with partners in client countries. These partners
include government ministries, nongovernmental organizations, professional
organizations, interagency groups, bilateral aid agencies, media groups, think
tanks, parliamentary associations, and research organizations, among others. 

Notes
1. Wolfensohn (1996, p. 50).
2. The text of the Millennium Development Goals may be found in chapter 21 of this volume.
3. European Parliament, Council of Europe, and European Commission (2006).
4. Pope (2000).
5. See article 31 of the convention. The text of the convention is available at http://www.unodc.org/

pdf/crime/convention_corruption/signing/Convention-e.pdf.
6. The text of the convention is available at http://www.olis.oecd.org/olis/1997doc.nsf/LinkTo/

daffe-ime-br(97)20.
7. Moran (2006). The text of the OECD guidelines is available at http://www.oecd.org/dataoecd/

56/36/1922428.pdf.
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Pillar 1: Developing effective Pillar 2: Strengthening antibribery 
and transparent systems actions and promoting integrity Pillar 3: Supporting active 
for public service in business operations public involvement

Take effective measures to actively combat
bribery as follows:

■ Ensuring the existence of legislation with
dissuasive sanctions that effectively and
actively combat the bribery of public officials

■ Ensuring the existence and effective enforce-
ment of anti–money laundering legislation that
provides for substantial criminal penalties for
laundering the proceeds of corruption and
crime consistent with the law of each country

■ Ensuring the existence and enforcement of
rules to ensure that bribery offenses are
thoroughly investigated and prosecuted by
competent authorities; these authorities should
be empowered to order that bank, financial, or
commercial records be made available or be
seized and that bank secrecy be lifted

■ Strengthening investigative and prosecutorial
capacities by fostering interagency
cooperation, by ensuring that investigation

Take effective measures to encourage public
discussion of the issue of corruption through
the following:

■ Initiation of public awareness campaigns at
different levels

■ Support of NGOs that promote integrity and
combat corruption by, for example, raising
awareness of corruption and its costs,
mobilizing citizen support for clean govern-
ment, and documenting and reporting cases
of corruption

■ Preparation and implementation of educa-
tion programs aimed at creating an anti-
corruption culture.

367

ANNEX 18.1 : Recommended Measures in the ADB/OECD Anticorruption Action Plan for Asia and the Pacific

Establish systems of government hiring of
public officials that ensure openness, equity,
and efficiency, and promote the hiring of
people with the highest levels of competence
and integrity through the following:

■ Development of systems for compensation
adequate to sustain appropriate livelihood
and according to the level of the economy
of the country in question

■ Development of systems for transparent
hiring and promotion to help avoid abuses
of patronage, nepotism, and favoritism;
help foster the creation of an independent
civil service; and help promote a proper
balance between political and career
appointments

■ Development of systems to provide
appropriate oversight of discretionary
decisions and of personnel with authority
to make discretionary decisions

(Continues on the following page)



368

Pillar 1: Developing effective Pillar 2: Strengthening antibribery 
and transparent systems actions and promoting integrity Pillar 3: Supporting active 
for public service in business operations public involvement

and prosecution are free from improper influ-
ence and have effective means for gathering
evidence, by protecting those people helping
the authorities in combating corruption, and
by providing appropriate training and financial
resources

■ Strengthening bilateral and multilateral coop-
eration in investigations and other legal pro-
ceedings by developing systems that, in
accordance with domestic legislation, enhance
(a) effective exchange of information and
evidence, (b) extradition where expedient, and
(c) cooperation in searching for and discover-
ing forfeitable assets as well as prompt
international seizures and repatriation of those
forfeitable assets

Take effective measures to promote corporate
responsibility and accountability on the basis of
existing relevant international standards through:

■ Promotion of good corporate governance that
provides for adequate internal company
controls such as codes of conduct, the

Ensure that the general public and the media
have freedom to receive and impart public
information (particularly information on cor-
ruption matters) in accordance with domestic
laws and in a manner that would not com-
promise the operational effectiveness of the
administration or in any other way be

ANNEX 18.1 : Recommended Measures in the ADB/OECD Anticorruption Action Plan for Asia and the Pacific (Continued)

■ Development of personnel systems that
include regular and timely rotation of
assignments to reduce insularity that would
foster corruption.

Establish ethical and administrative codes of
conduct that proscribe conflicts of interest,
ensure proper use of public resources, and
promote the highest levels of professional-
ism and integrity through the following:
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establishment of channels for communication,
the protection of employees reporting corrup-
tion, and staff training

■ The existence and the effective enforcement of
legislation to eliminate any indirect support of
bribery, such as tax deductibility of bribes

■ The existence and thorough implementation of
legislation requiring transparent company
accounts and providing for effective, propor-
tionate, and dissuasive penalties for omissions
and falsifications for the purpose of bribing a
public official, or hiding such bribery, in
respect of the books, records, accounts, and
financial statements of companies

■ Review of laws and regulations governing pub-
lic licenses, government procurement con-
tracts, or other public undertakings, so that
access to public sector contracts can be denied
as a sanction for bribery of public officials

detrimental to the interest of governmental
agencies and individuals, through the
following:

■ Establishment of public reporting require-
ments of justice and other governmental
agencies that include disclosure about
efforts to promote integrity and accountabil-
ity and to combat corruption

■ Implementation of measures providing for a
meaningful public right of access to appro-
priate information

Encourage public participation in anticorrup-
tion activities, in particular through the
following:

■ Cooperative relationships with civil society
groups, such as chambers of commerce,

■ Prohibitions or restrictions governing con-
flicts of interest

■ Systems to promote transparency through
disclosure and monitoring of, for example,
personal assets and liabilities

■ Sound administration systems to ensure
that contacts between government officials
and business services users, notably in the
areas of taxation, customs, and other
corruption-prone matters, are free from
undue and improper influence

■ Promotion of codes of conduct that take
due account of the existing relevant inter-
national standards as well as each coun-
try’s traditional cultural standards, and
regular education, training, and supervi-
sion of officials to ensure proper under-
standing of their responsibilities

■ Measures to ensure that officials report
acts of corruption and measures that pro-
tect the safety and professional status of
those who do

Safeguard accountability of public service via
effective legal frameworks, management
practices, and auditing procedures through
the following:

■ Institution of measures and systems to pro-
mote fiscal transparency

(Continues on the following page)
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Pillar 1: Developing effective Pillar 2: Strengthening antibribery 
and transparent systems actions and promoting integrity Pillar 3: Supporting active 
for public service in business operations public involvement

professional associations, NGOs, labor
unions, housing associations, the media,
and other organizations

■ Protection of whistleblowers
■ Involvement of NGOs in monitoring of public

sector programs and activities

ANNEX 18.1 : Recommended Measures in the ADB/OECD Anticorruption Action Plan for Asia and the Pacific (Continued)

■ Adoption of existing relevant international
standards and practices for regulation and
supervision of financial institutions

■ Adoption of appropriate auditing proce-
dures applicable to public administration
and the public sector and of measures and
systems to provide timely public reporting
on performance and decision making

■ Adoption of appropriate, transparent pro-
cedures for public procurement that pro-
mote fair competition and deter corrupt
activity and establishment of adequate
simplified administration procedures

■ Enhancement of institutions for public
scrutiny and oversight 

■ Adoption of systems for information avail-
ability, including information on issues
such as application processing procedures,
funding of political parties, and electoral
campaigns and expenditures

■ Simplification of the regulatory environ-
ment by abolishing overlapping, ambigu-
ous, or excessive regulations that burden
business

Source: Bhargava and Bolongaita 2004. Adapted from the ADB/OECD Anticorruption Action Plan for Asia and the Pacific, November 30, 2001.

NGOs = nongovernmental organizations



371

19

The United Nations
Economic and

Social System: An
Organization in the

Midst of Change
OSCAR AVALLE AND GASPARD CURIONI

Management of global issues requires effective international cooper-
ation, and the United Nations (UN) is the primary body created for

achieving such cooperation. This chapter provides an overview of the UN, its
mandates, and its finances. It looks at the role that the UN plays in global
issues management and the constraints the UN faces in this role. The chapter
ends by discussing some key reforms that will help the UN be more effective
in managing global issues.

An Overview of the United Nations System
On a single day, April 28, 2006, the UN’s World Food Programme cut food
aid to the war-torn Darfur region in Sudan, Iran curtailed its cooperation
with UN nuclear inspectors, and a vote sponsored by a large group of devel-
oping countries (the Group of 77) in the UN’s Budget Committee blocked a
major management reform proposal offered by the secretary-general.1 By the
end of that fateful day in April, calls for change were once again resonating
across the UN and beyond. Media commentators and leaders of civil society

We would like to thank Joanne Dickow and Audrey Liounis for their advice, cooperation, and
assistance in putting this chapter together.



organizations demanded that the organization reform itself to respond to an
increasingly complex and difficult world but at the same time questioned its
capacity to do so. The stalemate also marked a clear division between devel-
oped and developing countries, one that would make future movement on
reform extremely difficult. As delegates and observers left UN headquarters
late that Friday night, it was clear that the organization was facing one of the
most serious crises in its 60 years of existence. Asked if they saw a way out,
veteran UN delegates just shook their heads. 

The UN came into existence at the end of World War II, in 1945, when rep-
resentatives of 51 nations met in San Francisco to draw up the charter of a new
organization. After a short but intense deliberation, the UN Charter came into
force in October 1945 after being ratified by the countries that would become
the five permanent members of the UN Security Council (China, France, the
Soviet Union, the United Kingdom, and the United States) and the majority
of signatory nations. In contrast to its predecessor, the League of Nations, the
new organization enjoyed the support of all the great powers of the world, and
despite the onset of the Cold War, the UN would become an important and
effective forum for managing global issues.

The Charter of the UN sets out the basic principles of international rela-
tions and entails obligations that all member states agree to accept. Accord-
ing to the Charter, the UN has four purposes: 

■ To maintain international peace and security 
■ To develop friendly relations among nations
■ To cooperate in solving international problems and in promoting

respect for human rights
■ To be a center for harmonizing the actions of nations.

To put these principles into practice, the UN Charter establishes five main
bodies: the Security Council, the General Assembly, the Economic and Social
Council, the Trusteeship Council, and the International Court of Justice. This
chapter will focus on the first three. In addition to these, the UN Secretariat
administers the policies and programs of these main bodies and carries out
the day-to-day work of the organization.

The Security Council is made up of 15 member nations: the 5 permanent
members listed above and 10 members elected by the General Assembly for
2-year terms. Each council member has one vote. However, each of the
permanent members has the right to veto decisions passed by the council.
Through this veto mechanism, the victorious powers in World War II
effectively were granted an instrument by which to control intergovernmen-
tal relations in the area of peace and security. 
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Within the new organization, the Security Council was balanced by the
inclusive and open General Assembly, a forum where all nations have an equal
vote. Today, 191 countries—nearly all the countries of the world—are mem-
bers of the UN and have seats in the General Assembly. 

The Economic and Social Council (ECOSOC) is the central forum for dis-
cussing and managing global issues outside the security domain, such as
higher standards of living, full employment, and economic and social
progress around the world; for identifying solutions to international eco-
nomic, social, and health problems; for facilitating international cultural and
educational cooperation; and for encouraging universal respect for human
rights and fundamental freedoms. With 54 voting member states (none hold-
ing veto power) elected by the General Assembly for overlapping three-year
terms, ECOSOC meets annually for a four-week substantive session each July,
alternating between New York and Geneva. 

In addition to the principal organs established by the Charter, the UN now
includes a network of international organizations, subsidiary bodies, agen-
cies, funds, and programs, which together are known as the UN system.
Among them are the Office of the UN High Commissioner for Refugees, the
UN Development Programme (UNDP), and the UN Children’s Fund
(UNICEF). These bodies are closely linked to the central organization and
report to the General Assembly or to ECOSOC. 

Specialized agencies, by contrast, are independent organizations created by
intergovernmental agreements and treaties. The International Monetary
Fund (IMF) and the World Bank—called the Bretton Woods institutions
after the location of their founding in 1944—and 12 other independent
organizations, such as the World Health Organization and the International
Civil Aviation Organization, cooperate with other entities in the UN system
on a wide range of global issues in the economic, social, cultural, humanitar-
ian, environmental, and related fields. Table 19.1 lists the programs, funds,
and other organs of the UN system and the specialized agencies. Figure 19.1
is an organizational chart of the system.

All of the specialized agencies have their own governing bodies, budgets,
and secretariats. At the intergovernmental level, they interact through the
coordinating function of ECOSOC. However, under the provisions included
in the legal agreements that rule the relationship between the specialized
agencies and the UN, many of the organizations within the system behave as
independently of the UN as if they were not part of the system at all. Within
ECOSOC, countries’ diplomatic representatives are supposed to decide on
technical issues and agendas on the basis of reports prepared by the secre-
tariats of the specialized agencies. These reports are often long and technical,
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Year
Entity and standard abbreviation created Headquarters Web site

Programs, funds, and other organs
United Nations Capital Development 1966 New York http://www.uncdf.org

Fund (UNCDF)
United Nations Conference on Trade 1964 Geneva http://www.unctad.org

and Development (UNCTAD)
United Nations Development 1965 New York http://www.undp.org

Programme (UNDP)
United Nations Environment 1972 Nairobi http://www.unep.org

Programme (UNEP)
United Nations Population 1969a New York http://www.unfpa.org

Fund (UNFPA)
Office of the United Nations High 1950 Geneva http://www.unhcr.org

Commissioner for Refugees (UNHCR)
United Nations Human Settlements 1978 Nairobi http://www.unhsp.org

Programme (UN-HABITAT, UNHSP)
United Nations Children’s Fund (UNICEF) 1946 New York http://www.unicef.org
United Nations Institute for Training 1965 Geneva http://www.unitar.org

and Research (UNITAR)
United Nations Relief and Works 1949 Gaza City and http://www.unrwa.org

Agency for Palestine Refugees in Amman
the Near East (UNRWA)

United Nations University (UNU) 1969 Tokyo http://www.unu.edu
World Food Programme (WFP) 1962 Rome http://www.wfp.org

Specialized agencies
Food and Agriculture Organization (FAO) 1945 Rome http://www.fao.org
International Atomic Energy 1957b Vienna http://www.iaea.org

Agency (IAEA)
International Civil Aviation 1944 Montreal http://www.icao.org

Organization (ICAO)
International Labour Organization (ILO) 1919c Geneva http://www.ilo.org
International Maritime 1948 London http://www.imo.org

Organization (IMO)
International Telecommunication 1865d Geneva http://www.itu.org

Union (ITU)
United Nations Educational, Scientific 1945 Paris http://www.unesco.org

and Cultural Organization (UNESCO)
United Nations Industrial Development 1966e Vienna http://www.unido.org

Organization (UNIDO)
Universal Postal Union (UPU) 1874f Bern http://www.upu.org

TABLE 19.1 Programs, Funds, and Other Organs of the United Nations System and 
Specialized Agencies, Selected Programs 

(Continues on next page.)



and in many cases, ECOSOC does not spend enough time and attention dis-
cussing them. 

Originally, ECOSOC was intended to perform quite a different role. The
San Francisco conference in 1945 adopted an understanding that the word
economic in the UN Charter would cover international trade, finance, com-
munications, transport, economic reconstruction, and, where economic
problems emerge, access to raw materials and capital flows. From the work of
the Preparatory Commission, it is clear that the governments whose repre-
sentatives met in San Francisco intended the UN and ECOSOC to be the
world’s central body for the formulation of global macroeconomic policy.
The subsequent record shows an important failure by those same gov-
ernments and by the international community to fulfill their commitments
in this regard. Political will, or lack thereof, is the critical factor in interna-
tional affairs, and the UN, at its best, can only contribute to catalyzing the will
of governments.
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Year
Entity and standard abbreviation created Headquarters Web site

World Health Organization (WHO) 1948 Geneva http://www.who.int
World Intellectual Property 1893g Geneva http://www.wipo.org

Organization (WIPO)
World Meteorological 1873h Geneva http://www.wmo.ch

Organization (WMO)

Specialized agencies with independent governance
International Monetary Fund (IMF) 1944 Washington, DC http://www.imf.org
World Banki 1944 Washington, DC http://www.worldbank.org

Sources: Agency Web sites.
a. Originally the UN Fund for Population Activities, UNFPA took its present name in 1987.
b. IAEA was originally called Atoms for Peace.
c. ILO became a specialized agency of the UN in 1946.
d. Originally the International Telegraph Union, ITU took its present name in 1934 and became a specialized UN agency
in 1947.
e. Originally an integrated organ of the UN, UNIDO became a specialized UN agency in 1985. 
f. UPU became a specialized UN agency in 1948.
g. Originally formed from separate organizations (for patents and trademarks and for copyright) as the United
International Bureaux for the Protection of Intellectual Property, WIPO took its present name in 1970 and became 
a specialized UN agency in 1974.
h. Originally the International Meteorological Organization, WMO took its present name in 1950 and became a spe-
cialized UN agency in 1951.
i. The World Bank comprises the International Bank for Reconstruction and Development and the International
Development Association; the World Bank Group comprises these two organizations and the International Finance
Corporation, the Multilateral Investment Guarantee Agency, and the International Centre for Settlement of Invest-
ment Disputes.

TABLE 19.1 (Continued)
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Subsidiary Bodies
Military Staff Committee
Standing Committee and ad hoc bodies
International Criminal Tribunal for the Former
    Yugoslavia
International Criminal Tribunal for Rwanda
United Nations Monitoring, Verification and
    Inspection Commission (Iraq)
United Nations Compensation Commission
Peacekeeping Operations and Missions 

Related Organizations
WTOc World Trade
 Organization

IAEAd International Atomic
 Energy Agency

CTBTO Prep.come

PrepCom for the
 Nuclear-Test-Ban-Treaty
 Organization

OPCWe Organization for the
Prohibition of Chemical

 Weapons

UNCTAD  United Nations
Conference on Trade and
Development

ITC  International Trade
           Centre (UNCTAD/WTO)
UNDCP  United Nations Drug
Control Programmea

UNEP  United Nations
Environment Programme
UNICEF  United Nations
Children’s Fund

UNDP  United Nations
Development Programme

UNIFEM  United Nations
Development Fund for 

     Women
UNV  United Nations

    Volunteers
UNCDF  United Nations

    Capital Development Fund
UNFPA  United Nations
Population Fund

UNHCR  Office of the United
Nations High Commissioner for
Refugees
WFP  World Food Programme
UNRWAb  United Nations Relief
and Works Agency for Palestine
Refugees in the Near East
UN-HABITAT United
Nations Human Settlements
Programme (UNHSP)

Departments and  Offices

OSG Office of the Secretary-
 General
OIOS Office of Internal
 Oversight Services
OLA Office of Legal Affairs
DPA Department of Political

Affairs
DDA Department for

Disarmament Affairs
DPKO Department of Peace-
 keeping Operations
OCHA Office for the
 Coordination of
 Humanitarian Affairs
DESA Department of Economic

and Social Affairs
DGACM Department for
 General Assembly

and Conference
 Management
DPI Department of Public
 Information
DM Department of
 Management
OHRLLS Office of the High
 Representative for
 the Least Developed
 Countries, Landlocked

Developing Countries
and Small Island
Developing States

UNSECOORD
 Office of the United
 Nations Security
 Coordinator
UNODC United Nations Office
 on Drugs and Crime

UNOG UN Office at Geneva
UNOV UN Office at Vienna
UNON UN Office at Nairobi

Specialized Agenciesf

ILO International Labour
 Organization
FAO Food and Agriculture
 Organization of the
 United Nations
UNESCO United Nations
 Educational,

Scientific and Cultural
 Organization
WHO World Health
 Organization
World Bank Group
IBRD International Bank for

 Reconstruction and
Development

IDA  International
Development
Association

IFC International Finance
 Corporation
MIGA Multilateral Investment
 Guarantee Agency
ICSID International Centre for

Settlement of
 Investment Disputes
IMF International Monetary
 Fund
ICAO International Civil

Aviation Organization
IMO International Maritime
 Organization
ITU International Tele-
 communication Union
UPU Universal Postal Union
WMO World Meterological
 Organization
WIPO World Intellectual

Property Organization
IFAD International Fund
 for Agricultural

Development
UNIDO United Nations
 Industrial

Development
 Organization
WTOc World Tourism
 Organization

Functional Commissions
Commissions on:
  Human Rights
  Narcotic Drugs
  Crime Prevention and Criminal
     Justice

Science and Technology for
Development

Sustainable Development
Status of Women
Population and Development

Commission for Social
Development

Statistical Commission 

Regional Commissions
Economic Commission for Africa
    (ECA)
Economic Commission
    for Europe (ECE)
Economic Commission for Latin

America and the Caribbean
    (ECLAC)
Economic and Social Commission
    for Asia and the Pacific (ESCAP)
Economic and Social Commission
    for Western Asia (ESCWA)

Other Bodies
Permanent Forum on Indigenous
    Issues (PFII)
United Nations Forum on Forests
Sessional and standing
    committees
Expert, ad hoc, and related bodies 

Subsidiary Bodies
Main committees
Other sessional committees
Standing committees and

ad hoc bodies
Other subsidiary organs

Programs and Funds

Research and Training Institutes
UNICRI  United Nations
Interregional Crime and Justice
Research Institute
UNITAR  United Nations
Institute for Training and
Research

UNRISD  United Nations
Research Institute for Social
Development
UNIDIRb  United Nations
Institute for Disarmament
Research

INSTRAW  International
Research and Training Institute
for the Advancement of Women

Other United Nations Entities
OHCHR  Office of the
United Nations High
Commissioner for
Human Rights

UNOPS  United
Nations Office for
Project Services

UNU  United Nations
University
UNSSC  United
Nations System Staff
College

UNAIDS  Joint United
Nations Programme on
HIV/AIDS

Source: United Nations Department of Public Information 2004.
Note: Solid lines from a Principal Organ indicate a direct reporting relationship; dashes indicate a
nonsubsidiary relationship.
a. The UN Drug Control Programme is part of the UN Office on Drugs and Crime.
b. UNRWA and UNIDIR report only to the General Assembly.
c. The World Trade Organization and World Tourism Organization use the same acronym.
d. IAEA reports to the Security Council and the General Assembly.
e. The CTBTO Prep.Com and  OPCW report to the General Assembly.
f. Specialized agencies are autonomous organizations working with the UN and each other through the coordinating machinery of ECOSOC at the intergovernmental level, and through the Chief  Executives Board for coordination

at the inter-secretariat level.

PRINCIPAL ORGANS

Economic and
Social Council

International Court
of Justice

SecretariatSecurity CouncilTrusteeship Council General Assembly

F IGURE 19.1 The United Nations System



The challenges faced by the system in achieving effective cooperation on
global issues are compounded by the decision of many governments to send
officials of their foreign ministries to the General Assembly and ECOSOC,
while sending officials from other sector ministries, such as finance, health,
or international development, to the governing bodies of the specialized agen-
cies. Given that coordination at the national level between ministries is not
always fluid, it is easy to imagine how disconnected representatives of differ-
ent ministries in the various specialized agencies, working in different cities
and guided by their own agendas and cultures, might become.

This difficulty did not go unnoticed. The UN, and in particular ECOSOC,
were not in a position to provide the systemwide coherence needed. Dupli-
cation and fragmentation became a common feature, leading to inefficient
use of resources and ultimately a clear lack of results. It is therefore not sur-
prising that calls for reform increased significantly over time.

How the United Nations System Is Funded
If the institutional design of the UN seems complex, the funding modalities
established to provide the resources it needs are at least as cumbersome and
complicated. The UN system is financed primarily through assessed and vol-
untary contributions from the member states. The Regular Budget, the Peace-
keeping Budget, and the international tribunals’ budget are funded through
assessments on the member countries. The various UN programs and funds
are financed through voluntary contributions from members. The specialized
agencies are funded partly through assessments and partly through voluntary
contributions, except for IMF and the World Bank, which are mostly 
self-funding. The expenditures of the UN system amounted to approximately
$45 billion for the biennium 2004–05. This includes the Regular Budget, the
Peacekeeping Budget, and the budgets of the specialized agencies (assessed
and voluntary). It also includes voluntary contributions to cover the
operational expenditures of the funds, programs, and specialized agencies
(other than IMF and the World Bank). Figure 19.2 shows how UN system
expenditures were distributed among the Regular Budget, the Peacekeeping
Budget, the programs and funds, and the specialized agencies in a recent year.

The General Assembly sets the Regular Budget every two calendar years.
This budget funds the UN’s core activities, including staffing costs, in the
system’s eight headquarters locations in the United States, Europe, Asia,
Africa, and Latin America. It also covers international conferences, dis-
semination of public information, human rights promotion, and special UN
missions to conflict areas. The Regular Budget is financed through
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assessments on all UN member states. Countries pay according to their eco-
nomic capacity, except that no country may pay more than 22 percent of the
total; this ceiling rate is intended to prevent the UN from becoming overly
dependent on any one member state. The United States is the only country
that would exceed this ceiling based on economic capacity; consequently, it
pays much less than its share of the global economy would indicate. However,
over 80 percent of all member states fail to pay their dues to the UN in full
and on time. Many countries, including some of the largest contributors,
transfer just about enough to maintain their vote in the General Assembly. 

The Peacekeeping Budget pays for UN peacekeeping operations all over
the world. This budget is financed through assessments on all the member
states, based on the scale of assessments for the regular budget. The five per-
manent members of the Security Council, which approve all peacekeeping
operations, pay a surcharge on top of their regular assessments. Poor coun-
tries get a discount on their rates. In the 1990s, as the Security Council
launched an unprecedented number of peacekeeping operations, the Peace-
keeping Budget and total debt to the budget rose quickly. The General Assem-
bly also sets a fiscal-year Peacekeeping Budget. However, the committee
reviews and adjusts the budget throughout the year. Since peacekeeping mis-
sions vary in number, size, and duration, contributions to the Peacekeeping
Budget are extremely volatile. 

Some of the specialized agencies, funds, and programs are financed
through voluntary contributions from member countries, and in some cases
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also from private sector and nongovernmental organizations (NGOs).
UNICEF has developed this modality extremely well, through the establish-
ment of its national committees. However, the Food and Agriculture
Organization, the International Labour Organization, the United Nations
Educational, Scientific and Cultural Organization, and the World Health
Organization are funded through assessments and voluntary contributions.
IMF and the World Bank are funded and governed outside of the UN system.
UN programs and funds remain particularly vulnerable, as they rely entirely
on voluntary contributions from a handful of donor countries. Thus the
capacity of these agencies and funds to develop longer-term programs is
extremely limited. Improving the predictability of funding has therefore
become one of the key objectives of the reform process. Some NGOs argue
that these organizations should be funded at least partly through assessments.
Additional funds could be raised through alternative sources such as global
taxes. Since the Millennium Summit in 2000 agreed on the principles that
would become the Millennium Development Goals (MDGs), these propos-
als have lately regained momentum and are being discussed in several forums.

The United Nations’ Role in Global Issues Management:
Actions and Limitations
The UN, as a universal meeting place and forum, has been entrusted since its
creation with promoting stability and good relations between states. The UN
has evolved over the years to fulfill this mandate and to perform its critical role
in global issues management. Adaptation to new geopolitical contexts and cir-
cumstances has not always been easy, but the UN system has made com-
mendable attempts, notably during the major international conferences of the
1990s, to forge international cooperation to address global challenges in areas
such as the environment, human development, and peace and security.

The 1960s and 1970s: Putting Together a System 
to Manage Global Issues
From time to time, the UN has had to catch up with political, social, and
economic change around the world. In the 1960s, UN reform was driven by
the decolonization process and the need to provide greater assistance to
newly independent countries and developing countries. From a global issues
perspective, the main focus was on how the system could support the efforts
of these countries to accelerate their economic growth and development. 
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In 1969, two reports examined the capacity of the UN system to respond to
the development challenges of that time. Partners in Development, better known
as the Pearson Report,2 was prepared by the Commission on International
Development at the request of then–World Bank President Robert McNamara
and under the leadership of Lester B. Pearson, former prime minister of
Canada. The so-called Jackson Report was commissioned by the UNDP’s
Governing Council to study the capacity of the UN development system.3

The final Pearson Report stated that the UN system was suffering from a
proliferation of agencies, which resulted in dispersed and unrelated efforts at
the country level. The report also stressed the urgent need for improved coor-
dination and proposed that donor countries’ total aid should amount to at
least 1 percent of their gross national product (GNP) by 1975, and that official
aid should reach 0.7 percent of GNP. The Jackson Report concluded that “the
UN development machine had evolved into probably the most complex
organization in the world . . . [with] no real central coordinating organization,
which could exercise effective control at headquarters and with administrative
tentacles that ran down to a vast complex of regional, sub-regional, and field
offices” [emphasis in the original]. Among the report’s recommendations was
that UNDP be anchored firmly as the central financing mechanism for tech-
nical cooperation and pre-investment for the whole UN system. The report
pleaded in favor of “country ownership,” argued against “one size fits all tem-
plates and blueprints” for development, and indicated an early interest in
management for results. Both reports addressed the issue of systemwide coor-
dination of the aid machinery, including the Bretton Woods institutions.

The Jackson Report enjoyed greater support than the Pearson Report,
most likely because it focused more on the UN system and incorpo-
rated concrete reform proposals for the UN development framework. Some
of the Jackson Report’s main recommendations were phased in, such as a
new system of country programming based on indicative planning figures
and the creation of UNDP resident representatives (later called resident
coordinators).

It was several years before the topic was taken up again, this time in the
1975 Gardner Report,4 which again looked at the need for greater coherence
in the planning, programming, and budgetary processes of the UN system.
The report also recommended the establishment of a UN Development
Authority, which would consolidate funds for technical cooperation and
the pre-investment activities of agencies throughout the system with the
exception of UNICEF. 

Some of the Gardner Report’s reform proposals, in a much-weakened
form, were taken up in 1975–77 by the Ad Hoc Intergovernmental
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Committee on the Restructuring of the Economic and Social Sectors. The
committee endorsed a single annual pledging conference for all UN opera-
tional activities for development. It called for measures to achieve maximum
uniformity of administrative, financial, budgetary, personnel, and planning
procedures and for improved coherence of action and effective integration at
the country level. The committee decided that the UNDP country program-
ming process would become the framework for systemwide operational man-
agement of global issues. 

The 1980s and 1990s: Building a Common Future
A new reform process began in 1987 and gathered momentum with the opti-
mism that emerged with the end of the Cold War. It was widely believed that
the world was facing a unique opportunity to construct a better world for cur-
rent and future generations, if it could address effectively the management of
common global issues such as environmental protection, population growth,
and human rights at the global level. In light of this opportunity, the interna-
tional community launched a series of global summits to discuss these issues.
One such summit was the UN Conference on Environment and Development
in 1992 (also known as the Rio Earth Summit), followed by the Cairo
Conference on Population and Development in 1994 and the Copenhagen
Social Summit in 1995. 

The impetus for these conferences came from outside expert reports. One
key document, the Brundtland Report, was produced by the World Com-
mission on Environment and Development in 1987.5 This pivotal report
resulted in the landmark Rio Earth Summit in Rio de Janeiro in 1992. In terms
of UN system dynamics, the Rio summit and the “Agenda 21” that it
produced marked a turning point in the relationship between the UN and
nonstate actors. Until then, diplomacy had been considered a privileged affair
in which secrecy and backroom deals were not only expected but viewed as
legitimate. In this instance, intense pressure from civil society and NGOs
resulted in a change in the usual course of events—this time, civil society
drove the agenda for the summit. 

All these reports and conferences seemed to mark a new awakening—a
renaissance of trust in the capacity of the international system to manage
global issues effectively. However, the new dynamic of the intergovernmen-
tal normative process was not accompanied by parallel processes for the
provision of resources to pay for the conferences’ ambitious plans. Although
it had been agreed, in Agenda 21, that new and additional financial resources
would be used to fund sustainable development, the result was that official
development assistance, core contributions, and noncore UN contributions
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remained roughly the same. Heads of state gathered to discuss ways to
improve the system, but the ideas they generated were not transformed into
reality on the ground.

It is not surprising, then, that shortly after the conclusion of the Rio and
Cairo conferences, a new set of studies were conducted dealing with financ-
ing options. Given the new tasks that had been taken on, the international
community and the UN in particular needed to find appropriate means of
financing these new tasks. In 1993, the Ford Foundation supported an effort
to review UN financing. The report of the Independent Advisory Group
on UN Financing (also known as the Ogata-Volcker Group after its chairs
Sadako Ogata and Paul Volcker), Financing an Effective United Nations,6 con-
cluded that, as confidence in the effectiveness and efficiency of the UN grew,
governments might start to look more favorably at alternative financing
mechanisms, such as that of the World Intellectual Property Organization,
which is authorized to collect payment for services rendered with respect to
intellectual property rights. Although the report was generally well received,
few of its recommendations were ever implemented.

All of these efforts and the human development commitments that had
been made in New York, Rio, and Cairo were synthesized in a 1994 report of
the then–Secretary-General Boutros Boutros-Ghali.7 Titled “An Agenda for
Development” and intended as an accompaniment to the 1992 report “An
Agenda for Peace,”8 the report sought to “revitalize a vision of development
and to stimulate intensified discussion of all its aspects.” The report addressed
concerns that the UN was placing greater emphasis on peacekeeping than on
development issues, and it established a clear link between peace and devel-
opment. It also emphasized that coordination of activities and assistance was
essential for development resources to achieve their maximum impact, and it
presented once again the concept of a global tax as a potential development
funding source. 

There was a clear desire to make the system work. The follow-up to these
reports was undertaken by five thematic intergovernmental high-level work-
ing groups on UN reform within the General Assembly. The working groups
looked specifically at finance, Security Council reform, peace and security
issues, and development, as well as the overall strengthening of the UN
system. Unfortunately, member states could not agree on a specific reform
proposal, in part because of lack of political will and of new ideas that could
be implemented without a commitment to new and additional resources, and
in part, near the end of the process, because of dwindling interest and grow-
ing frustration in national capitals and among UN delegations. Four out of
the five groups closed their deliberations in 1996, just as the UN was marking
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its 50th anniversary, without showing concrete results; only the working
group on Security Council reform continued to function. 

From that point onward until the end of the millennium, numerous addi-
tional reports researched and discussed structural reform of the UN, but with
little practical impact. Some of these reports included the following: 

■ The secretary-general’s 1994 report, “Funding Operational Activities
for Development Within the UN System,”9 reviewed the funding of UN
development operations and examined the funding mechanisms used
by other multilateral organizations, including replenishment systems
and negotiated pledges. 

■ Our Global Neighbourhood,10 the 1995 report of the Commission on
Global Governance, made numerous specific proposals such as a global
tax, a standing U.N. army, an Economic Security Council, UN author-
ity over the global commons, an end to the veto power of the perma-
nent members of the Security Council, a new parliamentary body of
representatives of civil society, a new Petitions Council, a new Court of
Criminal Justice, binding verdicts of the International Court of Justice,
and expanded authority for the secretary-general. 

■ More influential in the reform debate was a review of the UN system
undertaken by Sir Brian Urquhart and Erskine Childers in 1994–96
under the auspices of the Dag Hammarskjold Foundation. In their
report, titled “Renewing the UN System,”11 the authors advanced
innovative reform proposals to “gradually transform [the UN] into
the effective mechanism of a future world community.” They 
recommended reempowering the UN to formulate global macroeco-
nomic policies and to consolidate the authority of the United
Nations at the global and field level around a single UN development
authority.

■ From 1991 to 1997, a Nordic UN Project was undertaken. The project’s
report described in detail the urgent need for UN reform in general and
of its development system in particular.12 Recommendations for opera-
tions at the country level included support for integrated development
and local ownership. At the headquarters level, the project recom-
mended integrated support of country-level operations. In terms of
governance by the member states, it called for further integration of
intergovernmental mechanisms and a better division of labor among
governing bodies, as well as for financial reform and predictable fund-
ing—a combination of voluntary contributions, pledges and assessed
contributions, and innovations in funding.
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Shortly after his appointment as secretary-general, Kofi Annan presented his
1997 report, “Renewing the United Nations: A Programme for Reform,”13 to
the 51st session of the General Assembly. This early reform appraisal focused
on renewal and revitalization of the institution, with recommendations that
would establish a new leadership and management structure and, through it, a
new culture intended to lead to greater unity of purpose, coherence of effort,
and agility to respond to the goals expressed in major international conferences.
The report called for a strengthening of UN operations at the country level, with
a view to improving policy and program coherence. The establishment of the
UN Development Assistance Framework, the Common Country Assessment,
and the UN Development Group were among the key outcomes of these 1997
reforms. Executive committees were created to address global issues in the areas
of peace and security, economic and social affairs, development cooperation,
and human affairs, among others.

The New Millennium: The Awakening
As the new millennium began, hopes for a world at peace had not materialized.
Neither had the much-expected peace dividend—resources no longer needed
to finance the Cold War that could have been channeled to development assis-
tance. Despite the expected benefits of globalization, the implementation of
the commitments agreed upon in the global conferences remained far from
becoming a reality. In this context of increasing demands on an already
overextended system, the UN agreed in 2001 on the MDGs, which, for the first
time, established comprehensive and clearly defined goals and targets for
development and poverty relief, reflecting the multidimensional nature of
development, while linking its income and nonincome dimensions. As the
2004 Global Monitoring Report stated, “Higher incomes and less poverty mean
better human development outcomes. Better health and education contribute
to higher productivity and higher incomes.”14

There was a consensus among the member states that, in order to manage
global issues, a more coherent global development approach was needed—the
question was not only one of resources but also one of coordination, country
ownership of reform, and quality of assistance. Starting from these principles,
the UN undertook a new reform process, which continues today.

In 2003, at the 57th session of the General Assembly, Secretary-General
Annan presented a new set of proposals in a new report, “Strengthening of
the United Nations: An Agenda for Further Change.”15 This report called
for a thorough review of the organization’s work, to “make sure we are
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concentrating our efforts on what matters to . . . the peoples of the world.”
The secretary-general noted the need to clarify the roles and responsibilities
of UN entities, to make coordination more effective and better serve member
states, and he presented a number of proposals for improving performance
in the areas of human rights and public information. The report also estab-
lished a “panel of eminent persons” to review the relationship between the
UN and civil society.

Secretary-General Annan’s 2005 report to the 59th Session of the General
Assembly—prepared in the context of the “Year of Development” that
marked the five-year point since the adoption of the MDGs—went a step fur-
ther. Titled “In Larger Freedom: Towards Development, Security and Human
Rights for All,”16 the report addressed a wide range of critical issues, includ-
ing the threat of terrorism, the means to finance development, enlargement
of the Security Council, and the replacement of the Human Rights Commis-
sion. On the issue of improving systemwide coherence to manage global
issues, the report emphasized the secretary-general’s commitment to the
UNDP and a further strengthening of the role of the resident coordinators,
giving them more authority. Annan called on member states to improve coor-
dination among their representatives on the various governing boards, to
ensure coherent policy in assigning mandates and allocating resources
throughout the system. He also requested that member states consider a more
integrated structure for the management of global issues in the areas of envi-
ronmental standards setting, scientific discussion, and monitoring of treaty
compliance.

The 2005 World Summit took up the question of UN reform and the sta-
tus of progress in reducing poverty and improving livelihoods since the 2000
Millennium Declaration. The summit’s outcome document supported sys-
temwide coherence and noted that it would require policy measures to create
stronger linkages between the organization’s normative and operational
work, as well as coordination of representation on the governing boards of
the various development and humanitarian agencies. On the operations
side, the document called for implementation of reforms aimed at a more
effective, efficient, coherent, coordinated, and better-performing UN coun-
try presence, and it asked the secretary-general to launch an effort to further
strengthen management and coordination of UN operational activities,
including proposals for tighter management of entities in the fields of devel-
opment, humanitarian assistance, and the environment.

Among the proposals of “In Larger Freedom” lay the genesis of two signif-
icant changes made to the UN system structure following the 2005 summit: 
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■ The new Peacebuilding Commission, which started its deliberations in
June 2006, is designed to coordinate efforts in postconflict situations
across the UN system. It will propose integrated strategies for post-
conflict recovery, focusing attention on reconstruction, institution
building, and sustainable development. It will coordinate systemwide
efforts in conflict prevention, mediation, peacekeeping, respect for
human rights, the rule of law, humanitarian assistance, reconstruction,
and long-term development, and it will help ensure predictable financ-
ing for early recovery and sustained reconstruction following the cessa-
tion of conflict.

■ In March 2006, the General Assembly adopted a resolution replacing
the highly politicized Geneva-based Commission on Human Rights
with a 47-member Human Rights Council. The new council will
address violations of human rights, including gross and systematic
violations, and promote effective coordination and the mainstreaming
of human rights within the UN system. The council began its work on
June 19, 2006.

The United Nations at a Crossroads
The adoption of the MDGs at the beginning of the century marked a turning
point for the role of the UN in the management of global issues. For the first
time, the international community, acting with remarkable unity to face the
new challenges of globalization, agreed on a comprehensive plan for a world
free of poverty. By setting clear and monitorable goals, the UN was leading
the way toward a new and enhanced partnership for development coopera-
tion. But as the 2005 World Summit’s five-year assessment showed, the world
is currently not on track to meet the MDGs by 2015.17 The UN has a crucial
role to play to move the agenda forward and build the required momentum
for significant results on the ground. But urgent reforms are needed for the
UN to play a more effective role. 

It is clear that enormous effort has gone into scrutinizing the structure of
the UN and identifying reforms that would enable it to respond to the needs
of a changing world and the development challenges it faces. However, it is
also clear that the longer the implementation of much-needed reforms are
delayed, the more difficult it will be for the organization to tackle the global
issues of our time, from pandemics to climate change and humanitarian
crises. Inaction not only would be detrimental to the organization’s future but
would also signify a collective failure to move the world closer to peace and
prosperity for all.
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At the intergovernmental level, the main issue on the minds of the negotia-
tors has been the need to coordinate the activities, agencies, and programs of
the UN system in the economic and social arena. Analysis of the work to date
indicates no lack of ideas but, rather, a lack of political will to make the system
work. It is seldom possible to use the word new about proposals for reorgani-
zation or better coordination in the UN system. Rather, the latest proposals are
almost always carried over from a previous round. Poor institutional memory
at the UN sometimes accounts for this and often gives UN veterans and cur-
rent staff members a depressing sense of déjà vu. For example, the recent
debates on development cooperation and the terms of reference of recent
ECOSOC reform efforts echo the criticism leveled in 1966—and some of the
remedies being proposed now were actually adopted by the General Assembly
in that year. For example, in 1966, the General Assembly called for sharply
reducing the burden of reporting and program request procedures on devel-
oping countries, yet in 1990, the General Assembly requested a new study to
assess the burden of existing procedures on developing countries. In the late
1950s, then–Secretary-General Dag Hammarksjöld urged the creation of a
High Level Segment of ECOSOC and a streamlining of its agenda. In 1991, the
same request was repeated and decided on all over again.

At the interagency level, the discussion has focused mainly on two issues:
the programmatic relationship between funds and programs and the rela-
tionship between funds and agencies at the field level. To these a third has to
be added, to deal with the UN Secretariat.

The Programmatic Relationship Between Funds and Programs
The capacity to establish a clear programmatic relationship between funds
and programs is directly linked to the ability of the intergovernmental
machinery to improve interagency coordination. Currently, three models are
being discussed in response to the secretary-general’s recommendation in his
2006 report,18 proposing the grouping of UN operational activities around
three pillars: development, humanitarian affairs, and the environment: 

■ Under the fundamental restructuring approach, the policy and program
activities of the existing funds and programs would be consolidated
into three self-contained agencies, each with a much broader mandate:
one for development, one for humanitarian affairs, and one for the
environment.

■ The grouping approach is based on development of a common gover-
nance and policy direction for organizations acting in the three pillar
areas, as well as a more integrated management. The existing
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institutions would be largely left intact but made subject to some form
of governance or management by a higher entity.

■ Under a business-as-usual approach, the basic structure of the UN
operational system would not change, but management and opera-
tional reforms would be introduced to make the system more efficient
and effective. 

Whatever the solution, the critical element for success is the capacity to cre-
ate an effective coordination mechanism capable of identifying and deciding
on program priorities.

The Relationship Between Funds and Agencies at the Field Level
Who should be in charge of UN operational programs at the field level? Cur-
rently, most agencies with a field presence have their own representative in
the field to interact with the host government. The UN resident coordinator
in each country tries to introduce a certain level of interagency coordination
through the UN country team and the UN Development Assistance Frame-
work. The resident coordinator, however, has no authority to manage the
overall UN program at the field level. 

The models currently being discussed focus on the role of the resident
coordinator and how much power he or she could or should have over man-
agement of the country program. Here, again, the main question is how much
coordination power should the position of resident coordinator have? As long
as this question remains unresolved, the Gordian knot will not be untied. 

Reform of the United Nations Secretariat
Currently, the secretary-general has limited capacity to reform the structure
of the administrative system that he or she is in charge of—the UN Secretariat.
The Budget Committee, not the secretary-general, authorizes the use of funds
for each and every program; the secretary-general cannot move resources
from one program to another, as any serious reform would require, without
the committee’s approval. Recently, the Budget Committee turned down a
proposal to give the secretary-general more budget authority and to let the
secretary-general manage the organization, including personnel appoint-
ments, without major interference.

Conclusions
Few UN reforms in the past have been given enough time for implementa-
tion: new calls for reform often come along before the previous reform has
had a chance to show results. Moreover, those reforms that have been adopted
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are typically watered down, during an often-lengthy negotiating process, from
what was originally proposed. Reform resolutions produced or endorsed by
high-level representatives are often extremely detailed and sophisticated, with
resounding rhetoric and idealism in abundance, but in reality they usually call
for changes that would be difficult to implement, or for new organizational
units that, if created at all, may prove unable to show adequate results because
the original supporting structure could not be agreed upon or financed. A
compromise reform may fail to remedy the real weaknesses, and it virtually
guarantees that sooner or later the reform process will start again, under even
more difficult conditions. 

The above problems notwithstanding, the response to the question posed
to the delegates leaving the UN on April 28, 2006, is yes. There is a way out
of the UN’s dilemma. The UN has a future as long as the member states and
the organization itself have the political commitment to make the system
work.

At the intergovernmental level, ECOSOC, or a new institution such as an
Economic Security Council, has to be given real authority to coordinate the
system and to manage global issues. Real authority means high-level and rel-
evant representation in the institution, as well as at meetings, and a com-
mitment to decide on priorities that the governing bodies of each fund and
program can then translate into operational guidelines. Regardless of the
model adopted—whether it be the fundamental approach, the grouped
approach, or business as usual—at the interagency level, the funds and pro-
grams will be able to implement the reform decisions only if enough politi-
cal will exists to allow for effective coordination and priority setting across
agencies. At the country level, the key is to give enough authority to the res-
ident coordinator while ensuring that the other players—agencies, funds,
governments, donors, and others—recognize the resident coordinator as the
principal UN authority in the field. At the same time, the UN and its funds
and programs have to be given predictable funding scenarios that allow
them, their government counterparts, and other partners such as the World
Bank to develop meaningful development plans that have results in the real
world.

With respect to reform of the UN Secretariat, the legitimacy and leader-
ship of the position of the secretary-general are critical for the success of the
entire organization. If the secretary-general lacks the recognition and support
of all member states, any reforms that he or she may propose will not be
implemented.

When asked about democracy, Winston Churchill once said that many
forms of government have been tried and will be tried in this world of sin and
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woe. No one pretends that democracy is perfect or all-wise. Indeed, it has been
said that democracy is the worst form of government except for all the others
that have been tried. The same applies to the UN.

Notes
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The Role of the 
International

Financial Institutions
in Addressing Global

Issues
VINAY BHARGAVA

Addressing the many global issues discussed in this volume will require
international cooperation in the economic as well as the political

sphere. The key global institution mobilizing political cooperation among
nations on these issues is the United Nations (UN) system, discussed in
chapter 19. Mobilization of economic and financial cooperation, including
issues related to the transfer of resources, is one of the key responsibilities of
the international financial institutions (IFIs). Together, the UN and IFIs make
up the bulk of the global governance system in place today. This chapter pro-
vides an overview of IFIs, the role they play in addressing global issues, and
the main current proposals to improve their effectiveness.

International Financial Institutions: An Overview
IFIs are institutions that provide financial support and professional advice
for economic and social development activities in developing countries
and promote international economic cooperation and stability. The term

The information for this chapter is based mostly on publicly available materials on the Web sites of
the International Monetary Fund, the World Bank, and the regional development banks. Information
about the global programs is based on the Annual Global Monitoring Reports. These contributions
are gratefully acknowledged.



international financial institution typically refers to the International Mone-
tary Fund (IMF) and the five multilateral development banks (MDBs): the
World Bank Group, the African Development Bank, the Asian Development
Bank, the Inter-American Development Bank, and the European Bank for
Reconstruction and Development. The last four of these each focus on a sin-
gle world region and hence are often called regional development banks. IMF
and the World Bank, in contrast, are global in their scope; they are also spe-
cialized agencies in the UN system but are governed independently of it. 

All IFIs admit only sovereign countries as owner-members, but all are
characterized by a broad country membership, including both borrowing
developing countries and developed donor countries; membership in the
regional development banks is not limited to countries from the region but
includes countries from around the world. Each IFI has its own independent
legal and operational status, but because a considerable number of countries
have membership in several IFIs, a high level of cooperation is maintained
among them.

Broadly speaking, IMF provides temporary financial assistance to member
countries to help ease balance of payments adjustment. MDBs provide
financing for development to developing countries through the following:

■ Long-term loans (with maturities of up to 20 years) based on market
interest rates. To obtain the financial resources for these loans, MDBs
borrow on the international capital markets and re-lend to borrowing
governments in developing countries. 

■ Very-long-term loans (often termed credits, with maturities of 30 to
40 years) at interest rates well below market rates. These are funded
through direct contributions by governments in the donor countries. 

■ Grant financing is also offered by some MDBs, mostly for technical
assistance, advisory services, or project preparation. 

All IFIs are active in supporting programs that are global in scope, in addi-
tion to their primary role of financing and providing technical assistance to
programs at the country level. Their global activities are discussed later in the
chapter.

Several other publicly owned international banks and funds also lend to
developing countries, and these are often grouped together as other multilat-
eral financial institutions rather than as IFIs. They usually have a relatively
narrow ownership or membership structure or focus on particular sectors or
activities. Among these are the European Investment Bank, the International
Fund for Agricultural Development, the Islamic Development Bank,
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the Nordic Development Fund and the Nordic Investment Bank, and the
Organization of the Petroleum Exporting Countries Fund for International
Development.

A number of subregional banks established for development purposes are
also classified as multilateral banks rather than as IFIs, as they are owned by a
group of countries (typically borrowers and not donors). Among these are the
Corporación Andina de Fomento (Andean Development Corporation), the
Caribbean Development Bank, the Central American Bank for Economic
Integration, the East African Development Bank, and the West African Devel-
opment Bank. 

Some other international institutions, such as the Bank for International
Settlements, the Financial Stability Forum, and the Basel Committee, also
perform important roles in the international financial system but are not
involved in lending. These, too, are not counted among IFIs and are not dis-
cussed in this chapter, which discusses IMF and MDBs only.1

The International Monetary Fund
IMF was established by international treaty in 1945 as the central institution
of the international monetary system—the system of currency trading and
exchange rates that enables business to take place between countries with dif-
ferent currencies. IMF aims to prevent crises in the system by encouraging
countries to adopt sound economic policies and monitoring their adherence
to such policies; it is also—as its name suggests—a fund that can be tapped
by members needing temporary financing to address balance of payments
problems.

More specifically, IMF’s statutory purposes include promoting the bal-
anced expansion of world trade, the stability of exchange rates, the avoidance
of competitive currency devaluations, and the orderly correction of balance
of payments problems. To serve these purposes, IMF engages in three types of
activities: (a) it monitors economic and financial developments and policies,
both in its member countries and at the global level, and offers policy advice
to its members based on its more than 50 years of experience; (b) it lends to
member countries experiencing balance of payments problems, not just to
provide temporary financing but also to support economic adjustment and
reforms aimed at correcting the underlying problems; and (c) it provides the
governments and central banks of its member countries with technical assis-
tance and training in its areas of expertise. 

Headquartered in Washington, D.C., IMF is governed by its almost-global
membership of 184 countries. IMF is also the principal forum for discussing
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not only national economic policies in a global context but also issues impor-
tant to the stability of the international monetary and financial system. These
include countries’ choice of exchange rate arrangements, the risks of destabi-
lizing international capital flows, and the design of internationally recognized
standards and codes for policies and institutions. 

The World Bank Group
Founded in 1945 at the same international conference as IMF, the World
Bank at first was involved mainly in the reconstruction of countries devas-
tated by World War II. As those countries recovered, the Bank turned its
primary focus to the second task envisioned for it, namely, the economic
development of the world’s nonindustrialized countries, with the goal of
lifting the world out of poverty. 

The World Bank is organized much like a cooperative, whose sharehold-
ers are the same 184 countries that make up IMF’s membership. The share-
holding countries are represented by a Board of Governors, which is the
Bank’s ultimate policy making body. As a rule, the governors are member
countries’ ministers of finance or of development. Because they meet only
annually, the governors delegate much of the Bank’s decision making to 24
executive directors, who work on site at the Bank. The governors have also
established a Development Committee at the ministerial level. The commit-
tee’s task is to facilitate intergovernmental consensus building on develop-
ment issues, as well as to advise the boards of governors of both the Bank and
the IMF on critical development issues and on the financial resources
required to promote development.

The World Bank Group, which is headquartered in Washington, D.C., is
made up of five institutions: the International Bank for Reconstruction and
Development (IBRD), the International Development Association (IDA), the
International Finance Corporation (IFC), the Multilateral Investment Guar-
antee Agency (MIGA), and the International Centre for Settlement of Invest-
ment Disputes (ICSID). Each institution plays a different but important role
in the group’s corporate mission of reducing global poverty and improving
living standards in the developing world. Together, they provide low-interest
loans, interest-free credits, and grants to governments and the private sector
in developing countries for investments in education, health, infrastructure,
communications, and many other purposes, as well as services in support of
those investments. 

IBRD focuses on middle-income countries and creditworthy low-income
countries, whereas IDA focuses on the poorest countries in the world. IBRD
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lends only to governments, financing these loans primarily by selling 
triple-A-rated bonds in the world’s financial markets. Although IBRD earns
a small margin on this lending, the greater proportion of its income comes
from lending out its own capital. This capital consists of reserves built up over
the years and money paid in from the World Bank’s shareholders. This
income also pays the World Bank’s operating expenses, and part of it has been
contributed to IDA and debt relief. 

IDA is the world’s largest source of interest-free loans and grant assistance
to the governments of the poorest countries. Its funds are replenished every
3 years by its 40 donor country members. Additional funds are generated
through repayments of principal on its 35- to 40-year no-interest loans; these
funds are then available for re-lending. IDA lending amounts vary from year
to year but generally account for about 40 percent of total World Bank Group
lending.

IFC focuses on financing private sector projects, in which it may take an
equity stake in addition to lending. MIGA promotes foreign direct investment
in developing countries by insuring investors against political or noncom-
mercial risks in those countries. ICSID provides a forum for mediating dis-
putes between investors and governments and advises governments in their
efforts to attract investment.

The Inter-American Development Bank
The Inter-American Development Bank (IDB) was established as a develop-
ment institution in 1959, which makes it the oldest of the regional development
banks. It is owned by its 47 member countries, which include 26 Latin Ameri-
can and Caribbean states, the United States, Canada, 16 European countries,
Israel, the Republic of Korea, and Japan. It is headquartered in Washington,
D.C. Within its region, IDB is the main source of multilateral financing for eco-
nomic, social, and institutional development projects in both the public and the
private sectors, as well as for trade and regional integration programs. 

IDB’s main goals are to promote poverty reduction and social equity, as
well as environmentally sustainable economic growth. To attain these goals,
IDB focuses its work on four priority areas: 

■ Fostering competitiveness through support for policies and programs
that increase a country’s potential for development in an open global
economy

■ Modernizing the state by strengthening the efficiency and transparency
of public institutions 
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■ Investing in social programs that expand opportunities for the poor
■ Promoting regional economic integration by forging links among

countries to develop larger markets for their goods and services. 

IDB supports regional initiatives by producing information and knowl-
edge for policy discussion and funding technical cooperation to strengthen
regional integration. It provides technical support to governments on trade
and integration issues and conducts public outreach activities to promote
such integration.

The Asian Development Bank 
The Asian Development Bank (ADB) is owned by its 65 members, 47 from the
region and 18 from other parts of the globe. Its highest policy making body is
its Board of Governors, which meets annually and consists of one representa-
tive from each member. The governors elect the 12 members of the Board of
Directors. ADB was founded in 1966 and is headquartered in Manila.

ADB’s vision is a region free of poverty. Its mission is to help its develop-
ing member countries reduce poverty and improve the quality of life of their
citizens through policy dialogue, loans, technical assistance, grants, guaran-
tees, and equity investments. ADB’s operations are financed by bonds, recy-
cled repayments on its loans, and contributions from members. About
70 percent of its cumulative lending comes from its ordinary capital
resources, but ADB also provides loans from several special funds. Among
these is the Asian Development Fund, which provides concessional loans to
the least-developed member countries. ADB also manages several trust funds
and channels grants provided by bilateral donors to their ultimate recipients. 

The African Development Bank 
The African Development Bank (AfDB) is engaged in promoting the eco-
nomic development and social progress of its shareholder countries in Africa.
Established in 1964, with headquarters in Abidjan, Cote d’Ivoire (but tem-
porarily located in Tunis), AfDB is owned by 53 African countries and by
24 countries in the Americas, Europe, and Asia. AfDB’s principal functions
include the following: 

■ Making loans and equity investments for the economic and social
advancement of the regional member countries 

■ Providing technical assistance for the preparation and execution of
development projects and programs 

■ Promoting the investment of public and private capital for develop-
ment purposes
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■ Responding to requests for assistance in coordinating the development
policies and plans of the regional member countries. 

In its operations, AfDB is also required to give special attention to
national and multinational projects and programs that promote regional
integration.

AfDB gets its financial resources from subscribed capital, reserves, funds
raised through borrowings, and accumulated net income. Its capital is sub-
scribed such that the regional member countries hold two-thirds of the total
and the nonregional members one-third. AfDB’s highest policy making body
is its Board of Governors, which consists of one governor for each member
country. The Board of Governors delegates many of its powers to the Board
of Directors, which is composed of 18 executive directors: 12 representing
the regional members and 6 representing the nonregional members. Under
AfDB’s founding agreement, its president must be a national of one of the
regional members. 

AfDB lends on a nonconcessional basis at a variable lending rate calculated
on the basis of the cost of its borrowing. The other terms include a commit-
ment charge of 1 percent and maturities of up to 20 years, including a 5-year
grace period. AfDB also provides development finance on concessional terms
to its low-income member countries that are unable to borrow on the above
nonconcessional terms. Money for such loans comes from the 24 nonregional
shareholders in the form of grant contributions. 

The European Bank for Reconstruction and Development
The European Bank for Reconstruction and Development (EBRD) was estab-
lished in 1991, when communism was crumbling in central and eastern
Europe and these countries needed support to nurture a new private sector in
a democratic environment. EBRD’s charter is unique among MDBs in that it
stipulates that EBRD may work only in countries that are committed to
democratic principles. 

EBRD, which is headquartered in London, is owned by 60 countries and
2 intergovernmental institutions, the European Union and the European
Investment Bank. EBRD’s share capital is provided by its members. EBRD
does not directly use shareholders’ capital to finance its loans. Instead, its
triple-A creditworthiness rating enables it to borrow funds in the interna-
tional capital markets by issuing bonds and other debt instruments at highly
favorable market rates. Although its shareholders are in the public sector,
EBRD invests mainly in private enterprises, usually together with commer-
cial partners.
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Today, EBRD uses its investment tools to help build market economies
and democracies in 27 countries from central Europe to central Asia. It pro-
vides project financing for banks, industries, and individual businesses, in the
form of both new ventures and investments in existing companies. It also
works with publicly owned companies to support privatization, restructuring
of state-owned firms, and improvements in municipal services. EBRD uses its
close relationship with governments in the region to promote policies that
will bolster the business environment. 

International Financial Institutions and Global 
and Regional Issues
All IFIs have two major product lines that help address global and regional
issues: their country programs and their global and regional programs.2 By
definition, the country programs support the development strategies and
investment projects of individual countries, but taken together, these pro-
grams contribute to advancing the well-being of the country’s region and of
the world as a whole. The global and regional programs provide financial
resources that address global and regional issues directly and increase the
supply of global public goods. They also promote international cooperation.
A good overview of the activities of IFIs at the country, regional, and global
levels can be found in the annual Global Monitoring Report series jointly
produced since 2004 by the staff members of the World Bank and IMF.
Although the primary purpose of these reports is to assess the implementa-
tion of policies and actions aimed at achieving the Millennium  Development
Goals, each report also contains a chapter on IFIs, which summarizes their
contributions on global issues through their global and regional programs.
The rest of this section draws heavily on the 2004 and 2005 reports.

The International Monetary Fund
IMF plays a central role in addressing those global issues related to pro-
moting a stable and open global economic and financial environment (see
chapter 3 of this volume). First, it does so through its surveillance of the
economic policies of those countries that, because of their size or their crit-
ical role in international trade or finance, are important to the health of the
global economic system. The consultations with industrial countries that
IMF conducts under Article IV of its Articles of Agreement are a vehicle for
promoting appropriate policies, such as curbing domestic imbalances that
may pose risks for the global economy. IMF is also becoming increasingly
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active in multilateral surveillance, highlighting both macroeconomic and
financial risks as they emerge at the global level. IMF is planning to make its
surveillance more effective through more-incisive analysis of specific weak-
nesses and distortions in the global financial system that raise the risk of
crisis or contagion or hinder adjustment to globalization. It will also pro-
mote international dialogue within the international community on multi-
lateral actions necessary to ensure global financial stability. 

Second, IMF provides financial support to member countries experienc-
ing protracted balance of payments difficulties. Such lending helps stabilize
the affected economy while also safeguarding global financial stability. Stabi-
lization loans are extended at market interest rates for high- and middle-
income countries and on concessional terms for low-income countries.

The World Bank 
A critical part of the World Bank’s work is devoted to analysis and advocacy
in the global arena, especially with respect to the policies and actions of devel-
oped countries on trade, aid, and debt relief, given their importance in
addressing these global issues and reducing poverty. The Bank’s support for
global programs began three decades ago, with the establishment of the Con-
sultative Group on International Agricultural Research (CGIAR), for which
the Bank serves as both convener and donor, as well as a lender to developing
countries for complementary activities. CGIAR, which brings together lead-
ing agricultural research institutes from around the world, has had some
notable successes in creating global public goods such as the high-yielding
varieties of crops that are the backbone of the Green Revolution. 

As the only global institution among MDBs, the World Bank has
increased its support for global programs rapidly in recent years; 70 differ-
ent programs involving many of the global issues covered in this book are
now under way. A major expansion of the Bank’s work on global issues
began in the late 1990s, when the Bank increased its orientation toward
global partnerships and associated program support activities. This change
in policy reflected the Bank’s recognition of the rapid pace of globalization
and the sharply increased attention to global policy issues within the devel-
opment community. Many of these programs feature partnerships focused
on the delivery of global and regional public goods, including the provision
of seed money. In September 2000, the Development Committee endorsed
the Bank’s priorities in supporting global public goods; those priorities focus
on five areas: public health, protection of the global commons, financial sta-
bility, trade, and knowledge.
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The Regional Development Banks
The regional development banks are also actively involved in global and
regional programs covering financial stability, trade, the environment, post-
conflict assistance, and knowledge; all but EBRD are also involved in the con-
trol of infectious diseases. In many cases, the regional banks’ focus is on
provision of regional public goods (RPGs) or on regional aspects of global
public goods; in this regard, they complement the World Bank’s global and
regional efforts. The regional banks are also involved in helping their
regional members build capacity to meet members’ obligations under recent
global agreements.

IDB has five priority areas in the provision of regional and global public
goods: financial sector assessments, regional integration, curbing of infectious
diseases, promotion of environmental services, and support for research in
agriculture and regional policy dialogue. IDB has prepared a new policy
framework for its support for RPGs, including a financing facility geared to
providing grant financing for what it calls early-stage RPGs, where the great-
est need is for dialogue among countries; later-stage RPGS, where more insti-
tutional resources to manage the emerging program are needed; and the
initial stages of club RPGs, which will likely be financially self-sustaining once
they are up and running. 

For AfDB, critical regional issues include postconflict assistance and pub-
lic health measures, especially in the face of the HIV/AIDS epidemic. For
ADB, key issues are the environment, health, and knowledge, with a particu-
lar focus on those issues where spillover effects exist within the region or its
subregions.

Finally, for EBRD, nuclear safety is an area of special focus. It has taken the
lead internationally in supporting countries in transition from socialism in
the decommissioning of nuclear capacity, along with the resolution of other
environmental liabilities from the socialist era. Another area of focus is finan-
cial stability, especially the adoption by EBRD’s regional members of the
financial standards and codes underpinning market economies.

Taken together, MDBs support a number of regional and subregional pro-
grams and initiatives in collaboration with other partners. These regional pro-
grams include a mix of RPG programs, including regional infrastructure
projects, and multicountry programs. Examples include the following:

■ AfDB is supporting the New Partnership for Africa’s Development, the
African Union, the Global Environment Facility (especially on the
development of an Environmental Action Plan for Africa), and the
Africa Regional Coordination Unit for the UN Convention to Combat
Desertification.
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■ ADB is supporting the Greater Mekong Subregion Program, which
promotes cross-country cooperation in a number of sectors through
investments in infrastructure, policy initiatives, and institutional mech-
anisms. ADB is also supporting regional programs for the Pacific
Islands; subregional economic cooperation in Central Asia and South
Asia; and cooperation in the Indonesia-Malaysia-Thailand growth tri-
angle and among the countries of Brunei, Indonesia, Malaysia, and the
Philippines. Particularly noteworthy is ADB’s leadership on tsunami-
related work, including its organization of a recent high-level confer-
ence and the support it has pledged for an interim tsunami warning
system.

■ IDB’s approach to regional issues has focused on facilitating cross-
fertilization of ideas on policy issues. Its Regional Policy Dialogue pro-
vides a forum for policy makers to discuss issues of common concern
in its seven network areas: education, natural disasters, environment,
central banks and finance ministries, poverty and social protection,
public policy management, and transparency. 

■ An example of collaboration between regional development banks on
RPGs is the joint sponsorship by ADB and IDB of the recent Tokyo
Forum on the Operational Dimensions of Supplying Regional Public
Goods through Regional Development Assistance.

■ EBRD supports a number of regional programs for private sector
development, including for trade facilitation and small and medium-
size enterprise development. In addition, a growing number of EBRD
projects cover more than one country: examples include regional
equity funds, energy trade, and projects in which sponsors from one
country invest in another.

■ The World Bank supports a large number of regional programs and
initiatives in cooperation with other MDBs and other relevant partners.
Examples include the Trade and Transport Facilitation in Southeast
Europe Program, which promotes more efficient and less costly trade
flows and provides customs standards compatible with the European
Union; the Latin American regional initiative on infrastructure, in
cooperation with IDB; and the strategic framework for IDA assistance
to Africa, in cooperation with AfDB and other partners.

Reform of the International Financial Institutions 
IFIs’ unique comparative advantage and the contributions they have made
toward addressing global issues are well recognized. Yet there is a rising expec-
tation on the part of almost all stakeholders—developed and developing
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country shareholders, academics and think tanks, civil society organizations,
and business leaders—that IFIs need to do still more in this domain. How-
ever, a number of concerns about IFIs raise questions about the role they can
play in global issues management.3 Many suggestions have been put forward
for reform of IFIs. IFIs themselves agree that reform is needed if their share-
holders expect them to play an increasing role in regional and global devel-
opment issues. The suggested reforms can be categorized under the
headings of legitimacy, effectiveness, conditionality, and financial capacity
and sustainability. 

Legitimacy
Legitimacy concerns relate to the extent to which IFIs are perceived as impar-
tial advisers, given that their ownership structure and their policy making
powers are skewed in favor of the rich nations. Many in developing countries—
officials and citizens alike—as well as international nongovernmental organi-
zations (NGOs) and researchers believe that the developed countries,
particularly the United States and the European countries, have an undue
influence on IFIs’ policies, policy advice, and allocation of funds. Their influ-
ence is so great, in this view, that IFIs’ advice cannot be trusted to be impartial
but, rather, is infected by political and ideological bias. Those who hold this
view also criticize the way the heads of IFIs are chosen: by convention, the head
of IMF has always been a European, the head of the World Bank an American,
the head of the EBRD a European, and the head of ADB a Japanese. (However,
the head of AfDB is always an African, and the head of IDB a Latin American.)
The critics argue that leadership selections should be made on the basis of merit
and in public hearings, not on the basis of national origin.

Given their global nature and influence, concerns over legitimacy are most
acute in the case of IMF and the World Bank, and, in response, proposals for
reform of these institutions have been tabled for consideration by their share-
holders. IMF’s medium-term strategy paper proposes the reallocation of
existing shareholdings (called quotas) so as to improve the share of develop-
ing countries. Other proposals would give more votes to developing countries
with large and growing shares of the global economy (such as Brazil, China,
India, and South Africa) and to smaller nations (particularly in Africa) that
represent a significant share of the work of the two institutions.4 At the Spring
2006 meetings of IMF and the World Bank, some promising breakthroughs
were made when the International Monetary and Financial Committee of the
Board of Governors of IMF agreed on the need for fundamental reform and
called on IMF’s managing director to present concrete proposals for agree-
ment at the annual meetings in September 2006.
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Effectiveness
Concerns about effectiveness relate to the adequacy of the results produced
by IFIs’ development assistance programs, the soundness of their policy
advice (for example, on privatization and the liberalization of financial mar-
kets), the relevance of such advice for countries’ realities, and the need for
safeguards both to prevent the loss of development assistance to fraud and
corruption and to protect the environment and the rights of people who may
be adversely affected by development projects. 

IFIs are heeding the call for greater effectiveness in all these areas of concern.
In 2002, they launched a Managing for Development Results Initiative, which
led to the adoption of the Paris Declaration on Aid Effectiveness. The Paris Dec-
laration, endorsed on March 2, 2005, is an international agreement by nearly
100 ministers, heads of agencies, and other senior officials to continue and
increase efforts toward harmonization, alignment, and managing aid for
results with a set of monitorable actions and indicators.

In April 2006, MDBs agreed on a Common Performance Assessment Sys-
tem to provide a consolidated source of data on how MDBs are contributing
to positive development results. Data will be provided in seven categories:
country-level capacity development, performance-based concessional financ-
ing, results-based country strategies, projects and programs, monitoring and
evaluation, learning and incentives, and interagency harmonization. MDBs
hope that this system will improve accountability. 

In the area of safeguards on the proper use of funds, all MDBs have poli-
cies and procedures in place to prevent fraud and corruption and to protect
people and environmental resources that the projects they finance might
endanger. However, MDBs have acknowledged that there is room to do more
and to do better in this domain, and they have launched efforts to improve
and harmonize their policies so as to improve the policies’ effectiveness. 

IMF’s medium-term strategy also lays out several proposals to improve the
organization’s effectiveness in several areas: country and global surveillance to
promote global financial stability; prevention and resolution of crises in
emerging markets; and IMF’s role in low-income countries to promote a stable
macroeconomic environment that promotes growth and poverty reduction.

Conditionality
Conditionality is a standard feature of the loans provided IFIs. It typically
refers to the actions that a borrower must take in order to obtain the loan; fail-
ure to comply with these conditions may result in suspension, cancellation,
or recall of the loan. The purpose of conditionality is to ensure that borrowers
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take the necessary actions—in terms of policies, provision of technical inputs,
implementation, and safeguard measures—to produce the intended devel-
opment results. 

Most observers agree that conditionality related to procurement, financial
bookkeeping, auditing, environmental issues, resettlement, and organiza-
tional change is needed if development projects are to be implemented effec-
tively. In fact, such conditionality has always been a part of development
assistance, and some conditionality is in response to advocacy by NGOs with
respect to environmental issues and indigenous peoples’ rights. What is con-
troversial about conditionality relates mostly to policy and institutional
reforms such as privatization, trade and capital account liberalization, elimi-
nation of subsidies, and limits on public expenditure. All of these often fea-
ture prominently in adjustment lending (more recently called development
policy lending or budget support lending) by MDBs and IMF. Critics argue,
sometimes on the basis of credible evidence, that this type of conditionality
has not worked and sometimes has done more harm than good. They also
argue that some conditions are merely an attempt to impose Western free-
market policies on developing countries where they are neither appropriate
nor desired. 

IFIs generally agree that policy and institutional conditionality is most
effective when it supports reforms on which the country is already taking the
lead and that it is ineffective when there is little or no political will to under-
take the reforms. At the same time, IFIs face the challenge of assessing whether
a country’s proposed reforms really address the key policy distortions ham-
pering equitable (pro-poor) growth and whether the borrower is genuinely
committed to reform. Without such reform the development objectives sup-
ported by the lending cannot be achieved—hence the conditionality. 

IFIs are beginning to take a more flexible approach to conditionality. They
are looking for more evidence of borrowers’ commitment to reforms and are
rewarding reforms already undertaken; they are reducing the average num-
ber of conditions per lending operation; they are focusing more on long-term
institutional issues and on the actions that are most critical for achieving
results; and they are increasing transparency and encouraging public debate
on the need for reform. 

Financial Capacity and Sustainability 
Concerns about the financial capacity of IFIs grounded in the fact that the
resources needed for the enormous challenges they face—achieving MDGs,
avoiding unbalanced growth of the world economy, and providing emer-
gency financing should another global financial crisis occur—far exceed what
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IFIs can mobilize today. This capacity shortfall is particularly acute for the
concessional financing needed to help the poorest countries and to bridge the
huge gap in the supply of global public goods. The undersupply of conces-
sional financing is compounded by recent moves to make more of it available
as grants, which, unlike loans, do not generate flows of funds back to the lend-
ing institutions for recycling. 

These issues of financial viability and sustainability arise from the fact that
IFIs’ income base is narrow and diminishing, even as the range of services
demanded of them is growing. One reason why IFIs’ incomes are declining is
reduced demand for loans on the part of the middle-income countries, which
in turn may be due to the relatively high cost of doing business with IFIs, the
conditionality attached to IFI loans, and, in some cases, countries’ ability to
borrow from private markets at interest rates competitive with those charged
by IFIs. The resulting constraints on the incomes of IFIs undermine their abil-
ity to devote more resources to global and regional issues. 

Awareness of these concerns led developed countries to make new pledges
of financial support at the Monterrey Conference on Financing for Develop-
ment in 2002. As a result, the decline in development assistance has been
reversed and aid flows have increased, although not by the full amounts
pledged (see chapter 4). Some of the increased funding is being earmarked for
global public goods such as prevention and treatment of communicable dis-
eases. Concerns about financial sustainability are also receiving attention, and
all IFIs are looking into the causes and possible remedies. All of them are seek-
ing to make their services more attractive by reducing the cost of doing busi-
ness with them, widening the range of financial products and services they
offer, and better leveraging their financial strength so as to boost their own
market borrowings. They are also supporting innovative financing mecha-
nisms that can attract private sector funding on concessional as well as on
market terms. 

Conclusions
IFIs, and particularly IMF and the World Bank, have a mandate from their
shareholders to provide both sophisticated analysis and effective financing to
address global issues such as those discussed in this volume. IFIs undoubtedly
have comparative advantage in mobilizing resources and channeling them
into projects that can effectively address these issues. Indeed, IFIs have been
playing this role for many years but never on a scale commensurate with the
problems. Their efforts are hampered by concerns relating to their legitimacy,
their effectiveness, their use of conditionality, and their financial capacity.
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Many proposals for reforming IFIs have been put forward, and some of these
are being implemented. Successful reform of IFIs will go a long way toward
improving their capacity to address the global issues identified in this book. 

Notes
1. The information in this section relating to each IFI draws heavily on the publicly available pages

of their Web sites. See the list of Web links at the end of the chapter. For information on some of
the other institutions mentioned here, see chapter 3 of this volume.

2. This section draws extensively on the Global Monitoring Report for 2004 and 2005. 
3. A number of books have been written on how to improve the effectiveness of IFIs; some of the

most frequently mentioned are those by Buira (2003, 2005), Easterly (2001), Koeberle and others
(2005), Mallaby (2004), and Woods (2006).

4. For details of these proposals, see the paper on the Development Committee Web site, http://web.
worldbank.org/WBSITE/EXTERNAL/DEVCOMMEXT/0,menuPK:60001663~pagePK:
64001141~piPK:64034162~theSitePK:277473,00.html papers.
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Global Compacts:
Building a Better

World for All
VINAY BHARGAVA AND ASLI GURKAN

The list of global issues discussed in this book is long, and the list will
surely grow as the world becomes ever more connected—by trade, by

finance, by concern for the environment and the natural resources that we all
share, by people migrating across borders in ever larger numbers, by the
spread of diseases old and new, by education that awakens us to how people
live elsewhere, by inequities in incomes and opportunities both within and
across countries, by crime, and by terror. The challenge we face in the 21st
century is how to address these global issues that affect us all. 

The solutions to many of these problems remain largely unknown. One
thing that is certain, however, is that none of them will be resolved satisfac-
torily unless people in all countries come together to share their views and,
ultimately, agree on how to act in concert. Several such global meetings of
world leaders and of minds have already begun to make a difference. This
chapter reviews the key international agreements—global compacts—that
have already been concluded, discusses the progress made so far toward their
implementation, and considers what more needs to be done.

These global compacts build on a number of notable successes in interna-
tional development over the past 50 years. Among those commonly agreed
upon are the following:

■ Greater agricultural productivity has increased world food production
to match a growing world population. From 1980 to 1996, the value of
food production worldwide increased by 57 percent, while population
grew by a much smaller 31 percent.

■ Science and technological progress have brought prosperity and good
health to many. The share of the population in poverty in developing
countries has fallen from 40 percent to 21 percent. Average life expectancy
worldwide has increased from 44 years to 64 years.



■ Diseases such as smallpox and river blindness that formerly afflicted
millions of people a year have been virtually eradicated.

■ Overall literacy rates in developing countries have increased from
70 percent to 76 percent over the past decade.

■ Thirty million fewer primary school–age children are out of school
than in 1990, and the average number of years in school has climbed by
half a year.

■ The share of adults worldwide who are illiterate has been cut by half, to
22 percent.

■ Incomes per capita have risen in most countries of the world. China,
Hungary, India, Ireland, the Republic of Korea, Singapore, and
Thailand are all among the economic success stories of the past 20 years.

■ International trade has boomed.
■ Colonialism has ended. 
■ More countries have free and independent media.
■ Democracy has spread to many more countries, and more people

around the world enjoy secure and meaningful civil liberties. 

It is in large measure the optimism that grows out of these major successes
already achieved that gives an impetus to further cooperation. 

Today’s global compacts build upon a growing global convergence on
the belief that collective world action is needed to make a better world for all.
This convergence has its roots in several major international conferences
of the 1990s, which set common global goals and decided on actions to
achieve them. These conferences sought to mobilize governments and non-
governmental organizations (NGOs) to take action on major global chal-
lenges, to establish international standards and guidelines, to serve as a
platform for reaching consensus and discussing new ideas and proposals, and
to reinforce a process whereby governments’ commitment will be clearly
heard and governments will be responsible to report back to the United
Nations on actions undertaken. The most notable global conferences of the
1990s include the following:

■ The World Summit for Children, New York, September 1990
■ The United Nations Conference on Environment and Development

(the Rio Earth Summit), Rio de Janeiro, June 1992
■ The World Conference on Human Rights, Vienna, June 1993
■ The World Summit for Social Development, Copenhagen, March 1995 
■ The Fourth World Conference on Women, Beijing, September 1995
■ The Second United Nations Conference on Human Settlements

(Habitat II), Istanbul, June 1996.
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As they confront the challenges ahead, the members of the international
community are also taking note of lessons learned from international devel-
opment efforts over the past few decades: 

■ Globalization and inequality: World leaders have increasingly realized
that globalization does not take place in a just and equitable manner
unless it is well managed and governed. Although greater economic
and technological interconnectedness has contributed to remarkable
achievements in economic growth and poverty reduction, globalization
has also widened the income gap between rich and poor, ignited con-
flicts in poorer regions, and led to rapid degradation of the environ-
ment in some parts of the world. These mounting challenges have led
many leaders to call for corrective measures to expand the benefits of
globalization to those currently disadvantaged.

■ The need for partnership between developed and developing countries.
World leaders have also acknowledged that developing countries cannot
address their challenges alone; they need the cooperation of developed
countries, especially on trade, aid, and debt relief. As Jeffrey Sachs,
director of the Earth Institute at Columbia University, explains, “Ending
global poverty . . . will require concerted actions by the rich countries as
well as the poor, beginning with a ‘global compact’ between the rich and
poor countries.”1 In this line of thinking, the poor countries need to
devote more national attention and resources to reduce poverty, rather
than to war and corruption, whereas the rich nations need to deliver on
their promises of resources and technical assistance. Furthermore, the
global spread of conflict, terrorism, and HIV/AIDS has shown that
global cooperation is not only an ethical responsibility but indeed a
necessity. These challenges threaten rich and poor nations alike
and will not be met unless measures are taken on a global scale. 

■ The need for clear benchmarks. The major conferences of the 
1990s—and in particular the Millennium Summit and the Doha,
Johannesburg, and Monterrey gatherings that followed in this
decade—highlighted the importance of setting clear goals and bench-
marks on the path toward development. Without them, it is very diffi-
cult to evaluate progress and to push the implementation process
forward when shortcomings emerge. 

■ The inexorable interlinking of many global challenges. The international
community now recognizes the difficulty of tackling any single devel-
opment challenge apart from others. For example, the conflict-prone
countries in Africa have not been able to preserve the peace without
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addressing the factors that create the conditions for conflict, such as
poverty, unemployed youth, the weapons trade, and lack of educa-
tional opportunities. Likewise, it is hard to address the issue of univer-
sal primary education without also promoting gender equality,
reducing poverty, and ensuring that children are well nourished and
protected from disease.

Four Global Compacts for the 21st Century
As the 21st century began, the heads of more than 190 countries, acting with
remarkable unity, agreed on a series of global compacts for a more prosper-
ous and sustainable world for all. These compacts had several distinguishing
features: they set clear and monitorable goals; they were concluded under the
auspices of the United Nations (UN) (although they are not legally binding);
they describe the mutual roles and responsibilities of developing as well as
developed countries; and they call for a new partnership among governments,
civil society organizations, and the private business sector to work together to
achieve the agreed goals. The four global compacts are the following:

■ The Millennium Declaration, adopted at the UN Millennium Summit,
New York, September 6–8, 2000

■ The Doha Declaration on Trade, adopted at the Fourth Ministerial
Conference of the World Trade Organization, Doha, Qatar, 
November 9–14, 2001

■ The Monterrey Declaration on Financing for Development, adopted
at the International Conference on Financing for Development,
Monterrey, Mexico, March 18–22, 2002

■ The Johannesburg Declaration on Sustainable Development, adopted
at the World Summit on Sustainable Development, Johannesburg,
August 26–September 4, 2002.

Of these four, the best-known and most closely monitored is the Millennium
Declaration, which set forth the eight Millennium Development Goals
(MDGs) listed in box 21.1. Two of the MDGs include targets for an improved
trading environment for developing countries, for expanded official devel-
opment assistance and debt relief, and for progress toward environmental
sustainability. These, in turn, were elaborated further under the Doha, Mon-
terrey, and Johannesburg declarations, respectively.

The Millennium Declaration
The world leaders of 189 countries adopted the Millennium Declaration
during the September 2000 Millennium Summit at UN headquarters in
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Goal One: Eradicate Extreme Poverty and Hunger
■ Reduce by half the proportion of people living on less than a dollar a day
■ Reduce by half the proportion of people who suffer from hunger.

Goal Two: Achieve Universal Primary Education
■ Ensure that all boys and girls complete a full course of primary schooling.

Goal Three: Promote Gender Equality and Empower Women
■ Eliminate gender disparity in primary and secondary education, preferably by

2005, and at all levels by 2015.

Goal Four: Reduce Child Mortality
■ Reduce by two-thirds the mortality rate among children under 5.

Goal Five: Improve Maternal Health
■ Reduce by three-quarters the maternal mortality ratio. 

Goal Six: Combat HIV/AIDS, Malaria, and Other Diseases
■ Halt and begin to reverse the spread of HIV/AIDS.
■ Halt and begin to reverse the incidence of malaria and other major diseases. 

Goal Seven: Ensure Environmental Sustainability
■ Integrate the principles of sustainable development into country policies and

programs; reverse loss of environmental resources. 
■ Reduce by half the proportion of people without sustainable access to safe

drinking water.
■ Achieve significant improvement in the lives of at least 100 million slum dwellers

by 2020. 

Goal Eight: Develop a Global Partnership for Development
■ Develop further an open trading and financial system that is rule-based, pre-

dictable, and nondiscriminatory and includes a commitment to good governance,
development, and poverty reduction—nationally and internationally

■ Address the least developed countries’ special needs, including tariff- and quota-
free access for their exports; enhanced debt relief for heavily indebted poor
countries; cancellation of official bilateral debt; and more generous official devel-
opment assistance for countries committed to poverty reduction.

■ Address the special needs of landlocked and small island developing States.
■ Deal comprehensively with developing countries’ debt problems through

national and international measures to make debt sustainable in the long term.
■ In cooperation with the developing countries, develop decent and productive

work for youth.
■ In cooperation with pharmaceutical companies, provide access to affordable

essential drugs in developing countries.
■ In cooperation with the private sector, make available the benefits of new

technologies—especially information and communications technologies.

Source: United Nations Web site, http://www.un.org/millenniumgoals.

BOX 21.1 The Millennium Development Goals



New York. The central mission of the declaration was to make globalization
a positive force for all people. The declaration states that this mission can only
be fulfilled though consistent efforts to create a shared future for all of
humanity. It calls, among other things, for halving the share of people in
poverty worldwide; for reducing infant mortality by two-thirds and maternal
mortality by three-quarters; for getting all children into school; and for ensur-
ing environmental sustainability. To achieve these goals, it calls on the world’s
rich countries to mobilize resources to finance initiatives that will benefit the
developing countries. The document also urges measures to ensure duty-free
and quota-free access for essentially all exports from the least developed coun-
tries and to enhance plans to provide debt relief to heavily indebted poor
countries.

The declaration also calls for supporting local initiatives through necessary
policies and measures at the global level. It underlines the essential fun-
damental values that support global cooperation, namely, freedom, equality,
solidarity, tolerance, respect for nature, and shared responsibility. In adopt-
ing the declaration, world leaders pledged to curb the adverse effects of
economic sanctions on innocent publics, and they called for strengthening
the rule of law and supporting the decisions of the International Court of
Justice. The leaders also made a commitment to accelerate disarmament
efforts through cooperation among regional and international organizations
such as the UN. The leaders further agreed to provide the UN with the
resources it needs for conflict prevention and peaceful resolution of disputes
and to take action against the global drug trade, weapons of mass destruction,
and terrorism. 

The MDGs are significant in several respects:

■ They are owned by all member states of the UN system as well as all of
the shareholders and management of the International Monetary
Fund, the World Bank, and the other multilateral development banks.
In that sense, they strive to create a common ground and help narrow
the ideological differences among these institutions.

■ They establish a consensus that poverty is the biggest challenge facing
humanity. World leaders made commitments to halve, by 2015, the
share of people worldwide with incomes of less than a dollar a day and
the share of people suffering from hunger. They also pledged to signifi-
cantly improve the lives of at least 100 million slum dwellers by 2020. 

■ They contributed to the convergence of the global agendas of devel-
oped and developing countries and strengthened the prospects for an
increase in official development assistance. 
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■ The fact that these important global development issues were addressed
through a UN conference fosters a renewed belief in multilateralism
and the relevance of the UN system.

■ They have helped make international decision-making processes more
inclusive, with increased participation of NGOs in the preparatory
work.

The Doha Declaration on Trade
The Fourth Ministerial Conference of members of the World Trade Organi-
zation (WTO) was held in Doha, Qatar, in 2001. There, the ministers agreed
to take measures to improve the global trading system in ways that would
benefit the world’s least-developed countries. Specifically, the declaration
adopted at Doha calls on developed countries to provide greater access to
their markets to products from least-developed countries. It proposes a spe-
cial mechanism for achieving the objective of greater access. It pledges a com-
prehensive examination of activities to provide technical cooperation and
build negotiating capacity in least-developed countries. And it establishes
procedures to ensure more active and effective participation of all member
governments in the WTO itself. The declaration adopted at Doha also calls
for fundamental reform in agriculture, with a view to reducing or phasing out
export subsidies and trade-distorting domestic support. In all, the participat-
ing ministers agreed to adopt some 50 decisions clarifying the obligations of
developed country member governments on topics such as agriculture, sub-
sidies, textiles and clothing, technical barriers to trade, trade-related invest-
ment measures, and rules of origin.

To address these challenges, donor countries were urged to contribute to
the WTO trust fund for training developing country officials in WTO
rules. The inadequate implementation by developing countries of their com-
mitments under the previous round of trade negotiations, the Uruguay
Round, was explicitly addressed by granting countries longer grace periods
for meeting those commitments. However, the declaration does stop short of
tangible commitments in this regard.

The significance of the Doha Declaration and of the Doha Development
Round of trade talks that it launched was that, for the first time, it placed devel-
oping country interests were placed at the center of a multilateral round of
trade negotiations. Recognizing that any progress within the new round would
depend on ensuring more-equitable outcomes for developing countries, mem-
bers pledged to expand market access to developing countries, adopt more bal-
anced rules, and strengthen the provisions of the trading system that grant
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differential treatment to developing country goods. The Doha meeting thus
signaled a turnaround after the disappointing experience at the Seattle minis-
terial in 1999, where ministers were unable to agree on the launch of a new
round of trade talks. By promising to help build the currently weak capacity
of many developing countries to hold their own in the multilateral trade nego-
tiations, the declaration also acknowledged an increasing effort on the part of
the developing world to make its voice heard in the global trade arena. 

The Monterrey Consensus
The International Conference on Financing for Development, held in Mon-
terrey, Mexico, in 2002, discussed opportunities to expand the amount of all
types of financial resources made available to developing countries. It signaled
a reversal in what had been a declining trend of official development assistance
flows. Within the conference declaration, pledges by the developed countries
to increase their official assistance and make it more effective were comple-
mented by promises by the developing countries to improve their enabling
domestic environment by strengthening good governance, promoting private
sector development, improving the investment climate, building democratic
institutions, and investing in basic economic and social infrastructure. The
conference also stressed that trade and foreign direct investment are additional
crucial avenues for providing financing for development.

The Monterrey declaration explicitly supports the harmonization of the
policies and procedures of international institutions. It also reiterates the need
for developed countries to cease the practice of tying their foreign aid to
purchases of certain goods and services from the donor countries. The decla-
ration calls for focusing all development activities more closely on poverty
reduction, and it stresses the need for new development frameworks that are
nationally owned and driven by the developing countries themselves.

The Johannesburg Action Plan for Sustainable Development 
The World Summit on Sustainable Development, held in Johannesburg in
2002, was also known as Rio +10 because it took place 10 years after the UN
Conference on Environment and Development was held in Rio de Janeiro. Par-
ticipants at the summit pledged to improve the effectiveness of development
initiatives through a greater focus on issues relating to water, energy, health,
agriculture, and biodiversity—the WEHAB priority areas.

The Action Plan includes about 280 partnerships among government,
NGOs, and business and international financial institutions for promot-
ing sustainable development in water, energy, health, agriculture, and
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biodiversity. Africa was singled out for increased attention at the confer-
ence because of the region’s dire needs on many fronts. From the devel-
opment community’s perspective, two other outcomes—a call for sustainable
production and consumption patterns and strengthened corporate social
responsibility—were noteworthy because of their crucial importance for
sustainable development. The all-inclusive nature of sustainable develop-
ment, combined with the summit’s closeness in time to the Monterrey
conference, made it difficult to reach agreement on a common agenda.
The key outstanding environment issue, climate change, was left off the
negotiating table because of U.S. resistance to continuing the Kyoto Pro-
tocol track.

Controversy and Alternative Views on the Usefulness
of Global Compacts
Not everybody agrees that setting ambitious development goals is a useful
approach. Some argue that global compacts embody utopian dreams, rather
than practical operational targets. One of the most outspoken critics has been
New York University professor and former World Bank economist William
Easterly. In an article in Foreign Policy titled “The Utopian Nightmare,” East-
erly (2005) argues that although the MDGs are well intentioned, they promise
the world’s poor more than the international community can deliver. In his
view, “[The MDG approach] places too much faith in altruistic cooperation
and underestimates self-seeking behavior. It is expecting great things from
schemes designed at the top, but doing nothing to solve the bigger problems
at the bottom.”2 If the MDGs are not met, as is likely, Easterly argues, it will
create deep disappointment and discourage societies from continuing to
implement development projects. 

Easterly proposes that, instead of setting multiple and overambitious goals
to be fulfilled simultaneously, the world community should focus on smaller
tasks, such as providing enough vaccines to reduce malaria in Africa. He also
contends that the development agenda needs an accountability mechanism
that reviews not only the performances of individual governments but also
those of development agencies—both multilateral agencies such as the World
Bank and the development agencies of individual developed countries. In his
most recent book, The White Man’s Burden,3 Easterly reiterates that “devel-
opment planners” should not construct broad agendas.

Easterly’s critique particularly targets the views expressed in Jeffrey Sachs’
2005 book The End of Poverty,4 which lays out an MDG-based poverty reduc-
tion strategy with five main parts: 
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■ A differential diagnosis aimed at identifying policies to fulfill the MDGs 
■ An investment plan to lay out the costs and timing of necessary

investments
■ A financial plan that includes a realistic assessment of the gap between

resources needed and resources currently available 
■ A donor plan to solidify multiyear donor commitments for achieving 

the goals
■ A public management plan outlining ways to ensure better governance

at the local and the national level. 

Sachs argues that ending poverty is much easier than it appears, if ideas and
policies can be directed more practically toward promoting investments in
specific areas such as roads, electricity, water, and disease control.

A third line of thinking, which lies in between those of Sachs and Easterly,
is proposed in a recent book coauthored by Kemal Dervis, administrator of
the UN Development Programme, titled A Better Globalization.5 Dervis’s
focus is on redefining the global governance framework based on the new
realities of the 21st century. He offers suggestions for reforming the gover-
nance structure of the UN so as to focus on long-term strategies to reduce
poverty and global instability, rather than reacting to the immediate symp-
toms. Dervis also proposes that the international financial institutions—the
International Monetary Fund (IMF), the World Bank, and the regional devel-
opment banks—reformulate their policies in a way that gives them greater
legitimacy among the people they seek to help. 

Many other development players, including some NGOs and advocacy
groups, hold the view that political will is not enough to solve development
problems and that nation-states, despite the signing of global compacts, will
continue to act according to their national interest rather than toward the
global common good. In this view, most countries still consider global devel-
opment a low priority, even trivial, compared with defense and security
issues, which means that foreign aid will still be distributed according to the
demands of security alliances (such as the United States’ continuing aid to
Israel and Egypt), rather than economic need. 

Monitoring the Implementation of Global Compacts
All of the global compacts discussed above assign the task of regular
monitoring and progress reporting to the Secretary-General of the UN. In
addition, the shareholders of the World Bank and IMF have asked for an
annual report on actions and policies necessary to achieve the MDGs, and a
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variety of civil society organizations are preparing their own regular interim
assessments. Finally, individual countries prepare their own monitoring
reports, which are supplemented by country scorecards issued by the UN
Development Programme. Altogether, more attention was paid worldwide to
global development targets in 2005 than in any year since the international
community first identified the International Development Goals (the prede-
cessors of the MDGs) in the mid-1990s. The rest of this section looks at the
findings of these various assessments. 

The 2005 United Nations World Summit 
On September 15 and 16, 2005, a summit of the UN was dedicated to
reviewing the progress made thus far in implementing the Millennium Dec-
laration and the MDGs. The summit also provided an opportunity for lead-
ers from 160 countries to announce their new action plans to ensure that
the goals are met by 2015. A positive outcome of the summit was that all the
UN member states made a concrete commitment to fulfill the MDGs and
incorporate them into their domestic agendas. One of the summit’s main
messages was that achieving the MDGs cannot depend only on government
officials or aid agencies. It will also require the active participation of the
private sector, consumers, and civil society groups. The official summit dec-
laration also made some other important announcements in the areas of
peace, security, and global governance, which are summarized in box 21.2.

The following are some of the main points—and omissions—of the sum-
mit declaration:

■ Governance: The declaration placed special emphasis on the commit-
ment of both developing and developed countries to good governance,
transparency, and accountability.

■ Aid: The declaration noted that some progress had been made on the
aid front. For the first time at a UN gathering, developed countries
made a commitment to improve not only the quantity but also the
quality of their foreign aid, although this commitment was not accom-
panied by concrete plans or targets. Although some developed coun-
tries committed to devote 0.7 percent of their gross domestic product
to official development assistance by 2015, others expressed reserva-
tions and did not adopt the 0.7 percent target. 

■ Debt relief: The summit reemphasized the commitments made at the
Group of Eight Summit in Gleneagles, Scotland, earlier that year (see
below), but did not go beyond that commitment. 
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Development. Unambiguous commitment by all governments, in donor and developing
nations alike, to achieve the MDGs by 2015; to honor pledges that would raise an additional
$50 billion a year by 2010 for fighting poverty; and to agree to consider additional measures

to ensure long-term debt sustainability through increased grant-based financing, cancellation of
100 percent of the official multilateral and bilateral debt of heavily indebted poor countries. 

Terrorism. Unqualified condemnation by all governments of terrorism “in all its forms and
manifestations, committed by whomever, wherever and for whatever purposes”; strong political
push for a comprehensive convention against terrorism within a year; support for early entry into
force of the Nuclear Terrorism Convention; and agreement to fashion a strategy to fight terrorism
in a way that makes the international community stronger and terrorists weaker.

Peacebuilding, Peacekeeping, and Peacemaking. Creation of a Peacebuilding Commission to
help countries transition from war to peace, backed by a support office and a standing fund; and
new standing police capacity for UN peacekeeping operations. 

Responsibility to Protect. Unambiguous acceptance by all governments of the collective interna-
tional responsibility to protect populations from genocide, war crimes, ethnic cleansing, and crimes
against humanity; and willingness to take timely and decisive collective action for this purpose,
through the Security Council, when peaceful means prove inadequate and national authorities are
manifestly failing to do it. 

Human Rights, Democracy, and Rule of Law. Decisive steps to strengthen the UN human rights
machinery and agreement to establish a UN Human Rights Council during the coming year; welcome
for new Democracy Fund, which has already received pledges of $32 million from 13 countries; and
commitment to eliminate pervasive gender discrimination, such as inequalities in education and own-
ership of property, and violence against women and girls, and to end impunity for such violence. 

Management Reform. Broad strengthening of UN’s oversight capacity, including the Office of
Internal Oversight Services; expansion of oversight services to additional agencies; and call for
independent oversight advisory committee and further developing of a new ethics office.

Environment. Recognition of the serious challenge posed by climate change and a commitment
to take action through the UN Framework Convention on Climate Change; assistance to those most
vulnerable, such as small island developing states; and agreement to create a worldwide early
warning system for all natural hazards. 

International Health. Scaling up responses to HIV/AIDS, tuberculosis, and malaria through pre-
vention, care, treatment, and support, and the mobilization of additional resources from national,
bilateral, multilateral, and private sources; and support for the Global Outbreak Alert and Response
Network of the World Health Organization.

Humanitarian Assistance. Improved Central Emergency Revolving Fund to ensure that relief
arrives reliably and immediately when disasters happen. 

Updating of UN Charter. Decision to revise and update the Charter by winding up the Trustee-
ship Council, marking completion of UN’s historic decolonization role, and deleting anachronistic
references to “enemy States.” 
Source: United Nations Daily News, September 16, 2005, “UN World Summit Adopts Landmark Outcome Document on Raft of
Crucial Issues.” http://www.un.org/news/dh/pdf/english/2005/16092005.pdf.

BOX 21.2 Key Provisions of the 2005 United Nations World Summit



■ Trade: The declaration recognized trade as one of the centerpieces of
the global development agenda. However, trade issues and the Doha
development targets were not discussed in detail; in particular, no
deadline was set for the elimination of developed country agricultural
subsidies.

The 2005 United Nations Secretary-General’s Report 
Six months before the 2005 UN summit, UN Secretary-General Kofi Annan
released his five-year progress report on progress toward the MDGs. Titled
“In Larger Freedom,”6 the report underlines that it is time for the world com-
munity to go beyond declarations and to take action to solve global develop-
ment challenges in a pragmatic and systematic manner, in the name of peace,
prosperity, and human rights. The report also emphasizes the need to
strengthen the UN as an instrument to respond to these challenges. Although
the report was promising in terms of its pragmatic messages, Annan refrained
from elaborating on some of the items that he had mentioned in an earlier
report, such as expanding the size of the UN Security Council, agreeing on
a common definition of terrorism, and providing measures for preventive
collective action. 

The 2005 Group of Eight Summit at Gleneagles, Scotland 
Despite disruption by terrorist bombings in London, the Group of Eight 
(G-8) summit held in Gleneagles, Scotland, on July 6–8, 2005, resulted in
agreement on full support for implementing the commitments made under
the global compacts. The leaders of the eight countries (Canada, France,
Germany, Italy, Japan, Russia, the United Kingdom, and the United States)
also agreed on special measures for development in Africa and on climate
change, as well as on issues such as the Middle East peace process and the
global fight against terrorism. 

The G-8 leaders agreed to cancel the debt of 18 of the world’s poorest
countries and to double their aid by 2010. Debt relief promised under this
agreement amounts to some $40 billion, and the deal on aid can be consid-
ered a turning point, in that it would bring an end to a decline in aid flows
over the past two decades. 

At Gleneagles, for the first time, the G-8 leaders signed a statement that
underlined climate change as an important phenomenon that is caused by
human activity. They also agreed to partner with the World Bank and other
development banks to allocate more funds for clean technology in develop-
ing countries. Nevertheless, the summit failed to reach a consensus on setting
emission targets. 
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Beyond the agreements reached, the Gleneagles Summit was also historic
for its creation of a partnership between the G-8 countries and major NGOs
and advocacy campaigns. The most noteworthy of these are the Make Poverty
History campaign and the Live 8 concerts. 

Global Monitoring Reports 2005 and 2006
The annual Global Monitoring Report, a joint publication of the World Bank
and IMF, focuses on current progress in the implementation of the MDGs
and provides a thorough review of policies and actions necessary to achieve
them. The 2005 report, the second in the series, introduced a five-point
agenda based on the Monterrey framework of mutual accountability:

■ Anchor actions to achieve the MDGs in country-led development
strategies

■ Scale up human development services 
■ Improve the environment for stronger private sector–led economic

growth
■ Dismantle barriers to trade 
■ Substantially increase the level and effectiveness of foreign aid. 

The report concluded that achievement of the MDGs will be at risk without
additional efforts to accelerate progress, particularly in Sub-Saharan Africa,
the region that is furthest from fulfilling the MDGs. Nevertheless, the report
notes, Sub-Saharan Africa’s growing capacity to improve its economic per-
formance presents an important opportunity to push through domestic
reforms and partnerships. For their part, the report stated, the developed
countries need to keep their promises to lower trade barriers, increase the
quantity and quality of foreign aid, finalize debt relief arrangements, and
encourage pro-poor growth.

Global Monitoring Report 2006, which was released during the Spring 2006
meetings of IMF and the World Bank, continued the emphasis on the need to
accelerate efforts toward achieving the MDGs. The report reiterates that
although impressive economic growth has contributed to the reduction of
poverty globally, performance across regions and individual countries
remains uneven. The most discouraging news again comes from Sub-Saharan
Africa, whose poverty rate is likely to remain at around 38 percent, far above
the target of 22.3 percent. 

The report also notes that progress in improving the business climate and
access to infrastructure in developing countries has been too slow. Human
development goals, such as those in health and education, are also off track,
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although there is evidence of progress in some regions. Success in this area will
depend heavily on providing aid to cover recurrent costs (such as salaries of
teachers and health workers), as well as better governance in delivering services
to the poor. On trade, the report urges the acceleration of the multilateral trade
negotiations. It also identifies several risks at the global level that might affect
achievement of the MDGs, such as “abrupt adjustments in global external
imbalances and sharp increases in interest rates, newer threats like an avian
flu pandemic, and a risk of deeper pain from persistently high oil prices.”7 The
report stresses that success in reducing poverty will depend on the domestic
growth environment in developing countries themselves. In concluding, the
report highlights the following key actions: strengthening of infrastructure and
national investment climates; more flexible aid, with better coordination and
improved governance on human development goals; better results on the
ground; more vigilant monitoring of trade and debt relief issues; and greater
accountability and greater insistence on further progress on governance, com-
plemented by stronger global checks and balances.

The Cancún and Hong Kong World Trade Organization Ministerials 
The annual WTO meetings in the aftermath of the Doha ministerial meeting
have served as a stage for nations seeking to continue the multilateral trade
negotiation process. Despite great hopes, the fifth WTO ministerial meeting,
held at Cancún, Mexico, in 2003, collapsed over disagreements on agricul-
tural issues, including cotton. The breakdown of the talks showed that mov-
ing forward with trade reforms remained a major challenge. Many analysts
argued that WTO had set too ambitious an agenda, which prevented consen-
sus from being reached. 

WTO’s sixth ministerial conference, held in Hong Kong in December
2005, focused on more realistic expectations in the hope of avoiding another
collapse, and indeed it proved more successful than the Cancún meeting in
narrowing the differences between developed and developing countries. The
members reached an agreement to phase out agricultural export subsidies by
2013, to provide developing countries with extra flexibility to protect their
small farmers, and to prevent the abuse of food aid as a disguised form of
dumping. A new deadline for concluding the negotiations was set for the end
of 2006, since the initial June 1, 2005, deadline had been missed. 

Despite this progress, however, the Hong Kong ministerial left much to be
done. According to a report by the British-based development NGO Oxfam,
“The WTO Hong Kong ministerial meeting was once again a lost opportunity
to make trade fairer for poor people around the world. Most of the difficult
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decisions were put off to a further meeting by the end of April 2006, but it is
far from clear why rich countries that were unable to show the necessary lead-
ership in Hong Kong will behave any differently in a few months’ time.”8

Views of Civil Society 

Civil Society Organizations at the 2005 United Nations World Summit

Several representatives of civil society and business organizations were
invited, along with the more than 150 heads of state, to present their views to
the UN General Assembly during its September 2005 summit. Speaking on
behalf of the private sector, the senior partner of the international manage-
ment consulting group McKinsey & Company, Rajat Gupta, emphasized the
crucial role of business and commerce in economic growth and poverty
reduction and called on all development partners to “raise their game” to help
achieve the MDGs. Professor Leonor Briones of the NGO Social Watch spoke
on behalf of civil society. Briones criticized both developing and developed
country governments for not doing enough on trade and aid to further
achievement of the MDGs, and she called on them to fulfill all their promises,
past and present. Another civil society representative, Virginia Vargas of
Global Call for Action Against Poverty (GCAP), called for social and gender
justice and the dismantling of neoliberalism, militarism, and fundamental-
ism of all kinds. Guy Rider, speaking on behalf of the International Confed-
eration of Free Trade Unions and the World Confederation of Labour, called
for an enabling global policy environment that would be supportive of the
MDGs. The World Conservation Union’s representative, Achim Steiner,
expressed disappointment at the slow pace of progress in meeting the goals of
the global compacts. He also stressed how much more needs to be done to
achieve the MDG of environmental sustainability: 15 of the 24 essential ser-
vices provided by ecosystems—from food production, to water quality and
availability, to disease management, to climate regulation—are still being
used unsustainably and persistently eroded. Together these statements made
it clear that civil society considers the actions taken to date to be unsatisfac-
tory and wants those efforts to be accelerated and expanded. 

World Social Forum 2005

The fifth World Social Forum, held in January 2005 in Porto Alegre, Brazil,
under the motto “Another World is Possible,” was organized as a counter-
point to the annual World Economic Forum held simultaneously in Davos,
Switzerland. The forum’s organizers saw the Davos meeting as excluding the
voice of civil society on global issues. Although the 2005 forum focused
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especially on debt relief, participants considered a broader range of issues—
indeed broader than the MDGs themselves. They called for a different kind
of globalization, one run not by big business or government leaders but by the
people, and working toward “a fairer, healthier, cleaner version of global trade
in which poorer countries have better opportunities to advance themselves.”
The forum set as its objective “to force world leaders to live up to their
promises, and to make a breakthrough on poverty in 2005.” The forum sup-
ported other campaigns such as the Global Week of Action on Trade—the
group’s “first major global mobilization of 2005”—and other advocacy
campaigns led by NGOs such as Oxfam and Actionaid. 

The Global Call for Action Against Poverty Network

GCAP is the largest global coalition of civil society and other individual and
collective actors working toward an end to poverty. Its mission is to exert
pressure on world leaders to fulfill their promises under the global compacts
and implement their global development agendas. GCAP coordinates with
other campaigns, such as the Millennium Campaign and the Make Poverty
History Campaign, to bring attention to the global power inequalities that
feed into the suffering of the world’s poor, who are too often excluded from
the opportunities brought about by a globalized world. Specific issues on
which GCAP has focused are missing MDGs, human-centered security, the
right to quality public services and resources, just democratic governance,
debt cancellation, trade, justice, and a major increase in the quality and quan-
tity of aid.

Live 8

On July 2, 2005, dozens of the world’s biggest popular music stars gave simul-
taneous concerts in 10 cities around the world, including Berlin, Johannes-
burg, London, Moscow, Paris, Philadelphia, and Rome, to put pressure on
political leaders to tackle poverty in Africa. Organized by Bob Geldof, with
guest appearances by UN Secretary-General Kofi Annan, former South
African president Nelson Mandela, and others, the concerts attracted hun-
dreds of thousands of people and were seen on television by millions more. 

The Clinton Global Initiative

The first meeting of former U.S. President Bill Clinton’s Clinton Global Ini-
tiative took place on September 22–24, 2005. It was another recent example
of celebrities and political figures using their public presence to bring global
issues to the forefront of the international agenda. The inaugural meeting,
which coincided with the World Summit of the UN General Assembly,
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included workshops on how to reduce poverty, use religion as a force for
reconciliation and conflict resolution, implement new business strategies and
technologies to combat climate change, and strengthen governance.

The 2005 World Economic Forum

The 2005 World Economic Forum, which took place on January 26–30, 2005,
focused on planning immediate action by business, political, and social lead-
ers on poverty, climate change, education, equitable globalization, and global
governance. Participants called for a scaling up of long-term measures to
reduce the emission of greenhouse gases, increase financial aid to the poorest
nations, and remove barriers to trade. The forum’s underlying message to its
participants was, in the words of its executive chairman, Klaus Schwab, to
exercise “self responsibility, global responsibility . . . and responsibility to the
next generation.”9 One notable speech was that of China’s Vice-Premier
Huang Ju, who assured the world leaders that China’s economic growth
would not aggravate global economic and environmental concerns and that
China would devote more resources to environmental sustainability, includ-
ing smarter use of energy resources. On the economic front, economic and
business leaders pledged to resolve international trade disputes and keep
inflation under control in order to prevent global financial instability. 

Consequences of Failure to Achieve the Goals 
of the Global Compacts 
Meeting the MDGs and the other important objectives set forth in recent
global compacts will no doubt come at a cost. Yet the cost of not meeting
them, in terms of lives lost and opportunities forgone, would be far greater.
According to Global Monitoring Report 2005,

Without faster progress, the MDGs will be seriously jeopardized—
especially in Sub-Saharan Africa, which is off track on all the goals. At
stake are prospects not only for hundreds of millions of people to
escape poverty, disease, and illiteracy, but also prospects for long-
term global security and peace—objectives intimately linked to devel-
opment. Behind cold statistics on the MDGs are real people, and lack
of progress has immediate and tragic consequences.10

A brief look at just a few of the issues covered by the MDGs—poverty, com-
municable disease, and climate change—will demonstrate just how tragic the
outcomes could be if the goals are not seriously addressed.
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The fight against poverty is becoming an ever-greater challenge as the
world’s population grows from 6 billion today to an estimated 8 billion within
the next five to ten years. Yet recent results on rural poverty indicate that,
among the world’s poorest countries, only in Ghana and Madagascar are
poverty rates declining at a pace that, if sustained, will realize the MDG on
poverty.11 Failure to accelerate progress toward poverty reduction would
mean neglecting a major issue that underlies the worsening of other global
problems. Poverty and the distress it causes create a breeding ground for dis-
ease, environmental destruction, and violent conflict. Failure of poor coun-
tries to develop economically and socially would deal a severe blow to job and
revenue creation and would raise the risk of instability in the international
financial architecture and the global business and investment climate. 

The continuing spread of communicable diseases, in particular HIV/AIDS,
provides a striking example of the costs of inaction. Since the 1980s, 60 mil-
lion people have been infected with HIV, and 25 million have died. The spread
is accelerating in India, Russia, the Caribbean, and China. According to a 2006
report of the joint UN Programme on HIV/AIDS, an estimated 38.6 million
people worldwide were infected with HIV in 2005.12 The report also under-
scores that more than two-thirds of HIV/AIDS-infected adults are women,
and more than two-thirds of newly infected teenagers are female. This find-
ing is further corroborated by an Oxfam briefing paper, which noted that

Women bear the heaviest burden of the under-financing of the
MDGs, particularly where this impacts on public service provision.
Women are the majority of the world’s poor, often sacrificing their
own health for the benefit of their families. A clear example of this is
in Southern Africa, where the massive burden of care for HIV/AIDS
victims is taken up primarily by women, in the face of woefully
inadequate state resources.13

Life expectancy has already declined by more than 10 years in South Africa
and Botswana, two countries among the hardest hit by AIDS. Failure to act
now to stop AIDS and other major diseases would reverse decades of devel-
opment and pose a serious threat to future generations. 

Climate change is both an environmental and a development challenge,
and failure to address it would threaten not only the well-being of natural
ecosystems but also poverty alleviation, human health, and national and
regional security. Climate change can also be considered an equity issue, as
the debate continues over whether developed or developing countries will
bear the primary burden of controlling greenhouse gas emissions. Failure to
address climate change in an equitable way would put an unfair burden on
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developing countries and on the poor and the vulnerable people in those
countries in particular. 

In sum, the issues that make up the global development agenda affect all
of humanity, and inaction on these issues would impose a burden not only
on those living today but also on future generations. Guy Rider, speaking at
the 2005 UN World Summit, summarized the consequences of inaction suc-
cinctly: it would mean a world no longer secure and no longer fit to pass on
to our children.

How Is the World Bank Contributing to the Success
of Global Compacts?
The World Bank is one of many institutions and players engaged in helping
achieve the goals set out in the various global compacts described in this chap-
ter. As the world’s largest development financing agency, the Bank has impor-
tant contributions to make, but what the Bank itself does will not be the
determining factor in success. The Bank supports the MDGs through its
financial and technical support for social services, such as education, health,
and nutrition that complement the efforts of others toward meeting the
MDGs. In doing so, the Bank emphasizes results at the country level, by pro-
moting partnerships between development institutions to reconcile require-
ments with resources; by encouraging country ownership of their own
poverty reduction strategies; and by helping build institutional capacity for
monitoring and evaluation in developing countries. 

The World Bank is active in virtually all of the issues covered in the global
compacts. In the area of climate change, the Bank is currently facilitating the
creation of a new management framework for trading in carbon emissions, as
well as promoting clean energy in its financing of energy facilities. The Bank
committed $378 million in grants and lending toward climate change–related
efforts in fiscal 2005 alone. In the area of trade, the Bank advocates that the
reform agenda should target agriculture, labor-intensive manufactures,
services, aid for trade and trade facilitation, and special treatment for devel-
oping countries. In the area of education, the Bank is the world’s largest
provider of external funding and has transferred more than $35.6 billion in
loans and credits since 1963. In the area of debt relief, the Bank has been a
pioneer: through the Heavily Indebted Poor Countries initiative, it has pro-
vided debt relief to 28 low-income countries, most of them in Africa.

As part of its role in monitoring progress toward the MDGs, the Bank has
started a new information system, called the Development Data Platform,
whose purpose is to tackle a number of challenging data issues and improve
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accessibility to data around the globe. The Bank has also created multiple new
Web sites as a part of its global monitoring project. The Bank’s Development
Economics Unit has played a key role in monitoring progress toward the MDGs
through providing statistical data and analysis and technical recommendations.

In the near future, as described in Global Monitoring Report 2006, many of
the actions of the World Bank will be aimed directly at helping achieve the
MDGs. Key recommendations of the 2006 report for the Bank and other
international financial institutions are the following:

Their focus must shift from managing inputs to achieving real results
on the ground. . . . Moving to a results management agenda will
require a shift in institutional practices, such as developing a com-
mon performance measurement system (COMPAS) and integrating
Management for Development results into multilateral development
Banks. . . . Developing countries need to build statistical capacity to
measure performance and put in place the elements of results man-
agement systems; IFIs and donors must scale up their support for
these efforts.14

Conclusion
The global compacts adopted by the international community in recent years
have created a historic common ground for setting clear and measurable
international development goals. The world’s leaders have come to an agree-
ment that additional financing from donors will be needed to achieve these
goals, reversing the decline in overseas development assistance in real terms
witnessed over the past 20 years. The declarations of the various global con-
ferences of the first part of this decade spell out the mutual obligations of
developed and developing countries under the compacts. Civil society and
other nonstate actors have also become more closely integrated into global
decision making.

These global compacts have the potential to prevent the world from grow-
ing further out of balance. However, progress has been slow, and there are real
concerns that little will be accomplished, at least within the time frame orig-
inally proposed. As World Bank President Paul Wolfowitz stated during his
speech at the 2005 UN World Summit: 

Rapid progress has put many countries on track to meet the MDGs.
But let us be honest. Many of the poorest countries, especially in Sub-
Saharan Africa, will not meet the targets on time. We must develop
realistic plans to get them on track.15
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The reason for the lack of progress in some countries that President Wol-
fowitz identified is that the resources so far committed to meeting the MDGs
have been inadequate to the need. As the developing countries see it, the pro-
posals put forward by the rich nations have failed to correspond to the devel-
oping countries’ central demands in agriculture, on which two-thirds of the
world’s poor depend for their livelihood. For their part, donors remain skep-
tical that the aid they provide will be used efficiently by national governments.
As all the follow-up reports and conferences on the original global compacts
have highlighted, generous words have so far not been translated into gener-
ous action. Now is the time for both developed and developing countries to
demonstrate the political will to fulfill their promises, to make this world a
better place to live for all its citizens. 
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What kind of future are we facing, and what kind of world will we leave for future 
generations? The increasingly interconnected nature of our world mandates 
that the members of the international community work together to address the 

diverse challenges posed to people around the globe. 
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—Jean-Michel Severino, Director General, French Development  Agency (AFD)
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