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Executive Summary 
 
The Millennium Development Goals have been a force for good in the world. They have directed world 
attention to the plight of the poorest. They have helped reverse the downward trend in Official 
Development Assistance in the 1990s. They have led to expanded funding in particular for health and 
education programmes. And they have provided a framework within which countries can plan their 
social and economic development and donors can provide effective aid. 
 
The world is on track to halve global poverty by 2015, which is the first development goal. Midway to 
the horizon and from 2000 to 2005, more than 120 million people have escaped poverty. Likewise, 
about 2 million lives have been saved by reducing child mortality, 30 million additional families have 
access to water, 30 million additional children are going to school, and boys and girls are in equal 
numbers in school in many countries where gaps used to be very large.  
 
MDGs within reach globally, but most countries will fail most goals 
 
Progress has been highly uneven, however. Global income poverty has been reduced, largely thanks 
to rapid growth in the giant countries of Asia, including China, India, Indonesia, and Vietnam. In many 
more countries, poverty reduction has been too slow, or poverty even increased, mostly because of 
stagnation, slow growth and/or rising inequality.  Things look worse when it comes to the education 
and health MDGs, where progress has been slower. As a result, most developing countries are 
projected not to meet most MDGs. Despite a recent up-turn in growth since 2000, Sub-Saharan Africa 
remains the lagging region with respect to both income and non-income MDGs. Thus, the picture is of 
huge diversity in country performance, within and between regions.  
 
The impact of growth on poverty has been smaller than expected, because of rising inequality in the 
majority of developing countries since 1990. In addition, there is surprisingly little correlation of 
progress in the different MDGs. Although necessary, growth alone cannot do the work. Other aspects 
of development policies matter.   
 
Analyzing MDG progress at the country level 
 
Country by country, progress against the MDGs is shaped by three factors: how far they participate in 
global growth; how far their own policies contribute to shared growth and poverty reduction; and, for 
the poorest countries, how much and how well aid is delivered and used. We find causes for concern 
in all three areas. Furthermore, the immediate growth outlook for developing countries is less positive 
than for at least a decade, with the slowdown of the global economy together with oil and food price 
shocks. This affects the economic prospects for poor countries, may reduce capital, investment, and 
migratory flows benefiting developing countries, and also risks undermining support for development 
aid in rich countries.  
 
Our analysis leads us to the following conclusions:  
 
Policy coherence key to the achievement of MDGs 
 
The MDGs as agreed in 2000 remain a valuable framework for development action to 2015. At the 
same time, there remain serious problems with practical aspects of the MDG related data gaps, lack of 
timely information, inconsistent indicators, and frequent revisions. Thus, they should be seen as a 
broad initiative to reduce poverty in its many dimensions, rather than a detailed blueprint for separate 
interventions on each target or indicator. There is therefore no need to complement them with 
additional goals or targets, as sometimes suggested. However, they do need to be part of a more 



 

 2 

coherent policy that integrates these goals within a framework that supports growth with equity and 
well-designed sectoral policies.   
 
This has implications for all actors in the international development community. 
 
The donor community must deliver on the promise of aid volumes and improved delivery 
 
As far as developed countries are concerned, both the volume of aid and greater effectiveness must 
be top priorities. The Gleneagles commitments have been re-affirmed at successive summits, most 
recently at the G8 in Hokkaido.  Despite this, aid volumes have recently declined. The current shortfall 
on commitments, to be met by 2010, amounts to US$ 35 bn. a year, or approximately 35 per cent of 
present volumes of aid.  The delivery of aid also leaves much to be desired as far as predictability, 
rapidity of disbursement, selectivity, coordination, harmonization, and bureaucratic demands on 
recipients are concerned. In particular, in countries with reasonably functioning institutions and a 
transparent and sound policy-making process, scaled up aid should mostly be delivered as predictable 
budget support, based on a clear compact with a few results-based targets (instead of ex ante 
conditionality). The Accra Agenda for Action, approved in September 2008, provides a framework and 
action plan for recipient country leadership, the use of country procurement systems, harmonization of 
procedures, building of effective partnerships among donors, mutual accountability, and other aspects 
of aid effectiveness. Donors need rapidly to deliver on all these pledges.  
 
The crucial role of policies in developing countries   
 
Concerning developing countries, both the historical record of development and the current weakness 
of the global economy lead us to say that it is essential to link the MDGs to the pursuit of shared 
economic growth. This requires in particular strengthening economic and political institutions, good 
governance, rigorous macro-economic management of resource flows (particularly foreign flows, 
possibly with the help of foreign aid to reduce vulnerability to sudden negative shocks), and creating a 
business -friendly investment climate. One message and one set of policies will not fit all countries in 
this respect, and the specificity of countries in terms of opportunities and constraints should be 
recognized and carefully analyzed. However, crucial dimensions in many countries include 
investments in infrastructure (roads, ports, power stations ...), and management capacity both in the 
public and private sectors. In the long-run, such investments are complementary with the MDGs. In 
the short-run, they should not be at the expense of basic needs and rights, if additional foreign 
resources are available, for instance under the form of ‘aid for trade’. In many instances, considerable 
economies of scale could also be obtained from regional integration. 
 
Policy coherence at the global level more important than ever 
 
MDG policy coherence must drastically be improved at the level of the international community itself. 
This again covers various important dimensions. Progress on trade agreements that further open 
markets in rich countries to products from poor countries is a necessary condition for inclusive global 
growth. Better regulation of the financial system is a priority. Barriers to unskilled labour migration 
must be reduced in rich countries. Finally, action must be undertaken now on the mitigation of the risk 
of global warming, and on preparing adaptation in developing countries likely to be the most severely 
hurt by it. Greater financial, logistical, and military support must be made available to the international 
community to conduct peace-keeping and conflict-preventing action when and wherever necessary. 
Global economic governance is no less important to the MDGs than the creation of new funds for 
health or education. Indeed, it is arguably more so. 
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Social protection and insurance to mitigate uncertainty 
 
When the global economy is hit by major shocks, the poorest need to be protected from the 
consequences, whether these are fluctuations in income, high food and oil prices or the emerging  
effects of climate change. Social protection, and more generally, protection of progress achieved in 
the MDGs in the face of risk and uncertainty should be on every country’s agenda. In this respect, the 
diffusion of innovations in developing countries in the fields of cash transfers – so-called conditional 
cash transfers-, guaranteed employment schemes, or new insurance products is to be encouraged. 
 
A special agenda for fragile states 
 
There are particular problems in countries with weak institutions, often embroiled in or emerging from 
conflict – countries sometimes called ‘fragile states’. If progress is being made in the way aid is 
delivered to non-fragile states, helping fragile states raises major difficulties. Fragile states lag behind 
most on the MDGs. It is thus essential that ‘fragility’ be tackled if progress on the MDGs is to be 
achieved. This will require sustained engagement and new, imaginative use of combined political, 
technical, financial and sometimes military resources, engaging with governments but also civil society 
and non-state actors. Multilateral approaches are necessary, with further strengthening of the UN 
Peacebuilding Commission. Exploratory work should be carried out on whether more flexible 
definitions are required of official development assistance in these cases. 
 
Sustainable development and sustainable MDGs beyond 2015 
 
Finally, it is important to begin now thinking about the MDGs beyond 2015. Global poverty will have 
been reduced by half but will not have been completely eradicated by then. The location and 
geographical distribution of the poor is changing, with China, India and other countries moving to 
middle income status, and with rapid urbanisation changing the economic prospects of the poor. 
Tackling chronic poverty will remain a priority for international partnerships after 2015. It is also not 
unlikely that the definition of income poverty thresholds will have evolved and will be higher than they 
are today. Another concern will also be that MDG achievements be sustainable beyond the present 
horizon. All this justifies considering the MDGs as part of an overall sustainable development strategy 
rather than a possibly increasing set of independent targets.  
 
The special role of the EU 
 
The European Union brings particular strengths to this new and enlarged ‘project’ to deliver the MDGs, 
as reflected in the European Consensus on development. Its own history shows the advantages of 
regional cooperation, support to weaker members and joint action to secure public goods of value to 
all. Its development policy and implementation capacity provides a unique marriage of political, 
economic and aid instruments, underpinned by a structure of mutual accountability through treaties 
and joint political bodies. The EU as a whole is the world’s largest aid donor and a major trading 
partner. The EU’s Member States have taken a leadership role in peace-keeping and peace-building. 
The EU is committed to improved practice in complementarity in aid delivery, through its Code of 
Conduct on Complementarity and Division of Labour. Based on its experience of economic integration, 
the EU can play a specific role in helping poor countries, especially in Sub-Saharan Africa, to reduce 
internal barriers to trade, correct market failures and increase regional ownership of reforms through 
peer-review. All this provides a platform for further engagement on the agenda we have outlined.   
 
At the same time, much needs to be done at the level of the EU and its Member States to push this 
agenda forward. Policy coherence, particularly of trade, migration, and development policies, remains 
a challenge; and much remains to be done in scaling up aid and delivering it more effectively.  
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1.  Introduction 

 
The Millennium Development Goals (MDGs) are the expression of the strong commitment to universal 
development and poverty eradication made in September 2000 by the International Community in the 
UN Millennium Declaration. They include halving world poverty and hunger by 2015, as well as 
reaching universal primary education, reducing under-5 and maternal mortality by two thirds, and 
halving the number of people without access to safe drinking water (see Box 1). At the same time, the 
Declaration called for a new partnership between the developed and the developing countries, 
determined “to create an environment, at the national and global levels alike, which is conducive to 
development and the elimination of poverty.” Developed countries had to ease market access, lessen 
the debt burden, channel financial resources and provide development assistance to the developing 
world, which, for its part, had to improve governance and conduct effective development policies.  
 
A year and a half later, the International conference on ‘Financing for Development’, held in Monterrey 
(Mexico) in March 2002, reiterated the need for such a partnership. With respect to Official 
Development Assistance (ODA) in particular, it established a compact between developed and 
developing countries by which the former would increase the volume of aid and its quality, through 
better co-ordination, whilst the latter would strive to make aid more effective through improved 
governance and development management. At the same time, the arrangement insisted on the need 
for development strategies to be fully owned by developing countries. In both the Millennium and the 
Monterrey Declarations, the focus was on low-income countries, with particular emphasis on those in 
Sub-Saharan Africa.  
 
These commitments have since been reiterated on many occasions including by the European 
Council in June 2008.  Since the Gleneagles summit, the G8 has also repeatedly pledged ambitious 
levels of aid to help achieve the MDGs and it reinforced its commitment again in Hokkaido in July 
2008. In addition, the UN Secretary General has convened a High Level Event which took place in 
New York in September 2008. 
 
This paper is a contribution by European researchers to the current debate on the MDGs’ programme 
of action. There has been much debate about the conceptual and methodological underpinnings of the 
MDGs and their predecessors, the International Development Targets. We are fully aware of these 
issues, have endeavoured to address them in this paper and they should be kept in mind when 
considering how to accelerate development and poverty reduction in the world. At the same time, the 
political impetus for development provided by the MDGs has been, and remains, strong. It is therefore 
crucial to make MDG action and policy as effective as possible, so as to maintain that political 
impetus. The challenge we have set ourselves is not to write an academic piece, but to ask more 
practical questions about the implementation of the MDG ‘project’, and to do so from a European 
perspective. How much has been achieved? What should be done to accelerate progress and make 
sure that no country is left behind? What should Europe do? 
 
To answer these questions, it is crucial to have a good understanding of the nature of the obstacles 
and constraints faced by different countries in designing and implementing MDG strategies, and to 
explore possible ways of overcoming them. Our analysis and review of evidence point to the following 
key analytical messages: 
 

i) MDGs have been very useful in galvanising international efforts on development and in 
mobilising more resources, particularly after the dramatic decline of aid and poor average 
development performances in many countries during the 1990s. 

ii) When viewed globally, progress towards the MDGs has been surprisingly good on income 
poverty. However, this global progress hides an exceptional heterogeneity across countries. 
Many countries, particularly in Sub-Saharan Africa, have an especially large deficit to make 
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up and have made slow progress so far. Progress on other MDGs is both much less 
impressive in general, and also very varied. 

iii) The last few years have been good for development, as GDP per capita growth accelerated 
in the poorest countries. It is unlikely to last however, as the global economy is slowing down, 
and food and energy prices are likely to remain high. This makes effective development-
oriented policies all the more necessary in developed and emerging countries.  

iv) Whether the acceleration of economic growth has been instrumental in instigating progress 
towards the MDGs is not always clear. In several countries, the correlation between growth 
and poverty reduction has been affected by substantial increases in income inequality. 
Moreover, the correlation between economic growth or poverty reduction and the other MDGs 
is relatively weak.  

v) Donors have committed to increasing the volume of aid towards the poorest countries, and, 
as most recently reaffirmed in Accra, progress has been made in identifying obstacles to aid 
effectiveness. However, the pace of delivery is slow in all these areas, including aid volumes, 
moves towards budget support, better co-ordination and selectivity, the rapidity of 
disbursement and the predictability of resource flows in general. More action on the aid front 
is needed for a permanent acceleration of MDG progress. In countries with satisfactory 
institutions more room should also be given to budget support and results-based aid delivery, 
as illustrated for instance by innovations such as the EU MDG Contract. 

vi) Much remains to be done on global development policy coherence, especially in the area of 
trade, but also in other dimensions of international policy such as peace-building and conflict 
prevention and resolution.  

vii) Domestic policies in developing countries are improving by moving away from general 
approaches and towards development strategies based on country specificity. However, this 
requires the existence of adequate institutions. Developmental states are essential for the 
MDGs to be delivered. Our biggest concern, however, is with the inadequate engagement in 
states that do not meet this criterion. The continued existence of large numbers of fragile 
states, and the fact that the issue of aid effectiveness in those countries has not been 
resolved, provides the biggest risk to the successful achievement of the MDGs. 

viii) An important condition for the successful achievement of the MDGs, and their sustainability, 
is their full integration within a proper development strategy. This requires ensuring that other 
dimensions of development and MDGs are consistent with each other.  

ix) Beyond 2015, we see significant issues on the horizon. Climate change is the greatest of 
these. Making sure it will not make MDGs unsustainable in the long term requires action now.  

 
Based on this analysis, we derive a range of policy recommendations that are summarised in the 
executive summary above and will be detailed in the last section of this report.   
 
The paper is structured as follows: The next section (2) is devoted to a quick review of the evidence 
available on progress towards the MDGs at global, regional and national levels. Section 3 introduces 
our conceptual framework, a three-pronged approach which focuses on the international economy, on 
domestic policy and on aid. Section 4 focuses on the international environment, as well as on policies 
in developed countries that may affect developing countries through international markets. Section 5 
deals with the financing of development and the MDGs through ODA. Section 6 considers the role of 
domestic policies. Section 7 examines the road ahead, drawing the lessons learned so far on MDGs, 
as an instrument to promote, plan and implement development. The last section sets out our 
recommendations in more detail.  
 
The list of MDGs is given below. Note that it refers to the goals and targets as developed in 2002, 
which were used until 2007 to measure progress towards the MDGs. 
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Box 1: List of MDGs 3 
Goal 1: Eradicate extreme poverty and hunger 
Target 1.A: Halve, between 1990 and 2015, the proportion of people whose income is less than one 
dollar a day 

Target 1.B: Achieve full and productive employment and decent work for all, including women and 
young people* 

Target 1.C: Halve, between 1990 and 2015, the proportion of people who suffer from hunger 

  

Goal 2: Achieve universal primary education 

Target 2.A: Ensure that, by 2015, children everywhere, boys and girls alike, will be able to complete a 
full course of primary schooling 

  

Goal 3: Promote gender equality and empower women 

Target 3.A: Eliminate gender disparity in primary and secondary education, preferably by 2005, and in 
all levels of education no later than 2015  

  

Goal 4: Reduce child mortality  

Target 4.A: Reduce by two-thirds, between 1990 and 2015, the under-five mortality rate 

  

Goal 5: Improve maternal health  

Target 5.A: Reduce by three quarters, between 1990 and 2015, the maternal mortality ratio 

Target 5.B: Achieve, by 2015, universal access to reproductive health* 

  

Goal 6: Combat HIV/AIDS, malaria and other diseases  
Target 6.A: Have halted by 2015 and begun to reverse the spread of HIV/AIDS 

Target 6.B: Achieve, by 2010, universal access to treatment for HIV/AIDS for all those who need 

Target 6.C: Have halted by 2015 and begun to reverse the incidence of malaria and other major 
diseases 
  

Goal 7: Ensure environmental sustainability 

Target 7.A: Integrate the principles of sustainable development into country policies and programmes 
and reverse the loss of environmental resources 

Target 7.B: Reduce biodiversity loss, achieving,  by 2010, a significant reduction in the rate of loss* 

Target 7.C: Halve, by 2015, the proportion of people without sustainable access to safe drinking water 
and basic sanitation 

  

                                                 
3 The Millennium Development Goals and targets come from the Millennium Declaration, signed by 189 countries, 
including 147 heads of State and Government, in September 2000 
(http://www.un.org/millennium/declaration/ares552e.htm) and from further agreement by member states at the 2005 World 
Summit (Resolution adopted by the General Assembly - A/RES/60/1, 
http://www.un.org/Docs/journal/asp/ws.asp?m=A/RES/60/1).  
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Goal 8: Develop a global partnership for developmen t 

Target 8.A: Develop further an open, rule-based, predictable, non-discriminatory trading and financial 
system. Includes a commitment to good governance, development and poverty reduction – both 
nationally and internationally 

Target 8.B: Address the special needs of the least developed countries. Includes: tariff and quota free 
access for the least developed countries' exports; enhanced programme of debt relief for heavily 
indebted poor countries (HIPC) and cancellation of official bilateral debt; and more generous ODA for 
countries committed to poverty reduction 

Target 8.C: Address the special needs of landlocked developing countries and small island developing 
States (through the Programme of Action for the Sustainable Development of Small Island Developing 
States and the outcome of the twenty-second special session of the General Assembly) 

Target 8.D: Deal comprehensively with the debt problems of developing countries through national 
and international measures in order to make debt sustainable in the long term 

* Targets added at the 2005 UN World Summit 
 

2. Where do we stand on the MDGs? 
 
Before reviewing the stylized facts on MDG achievements so far, a word has to be said about data. 
Getting a clear picture on progress towards meeting the MDGs is not an easy task. The vast majority 
of developing countries do not produce reliable regular figures on, for example, life expectancy, infant 
and child mortality, water access or poverty. Many, among the poorest and most vulnerable countries, 
do not report any data on most MDGs. When available, data is often plagued with comparability 
problems, and MDG indicators often come with considerable time lags.  
 
Most of the information from low-income countries is generated in donor-funded data gathering 
exercises, such as the LSMS (World Bank), DHS (US Aid), MICS (UNICEF). Only a limited number of 
countries in Latin America together with India, China, Indonesia, Thailand and South Africa, are 
equipped with national statistical agencies that produce high quality national survey programmes, and 
provide the information necessary for the rigorous monitoring of MDGs. Extending such high quality 
national data gathering to more countries should be a central focus of the second half of the MDG 
timeframe and beyond. Reliable data and indicators are essential, not only to enable the international 
development community to follow progress on MDGs, but for individual countries to effectively 
manage their development strategies.  
 
In addition to the problem of data availability, there are more technical issues with the definition of 
several indicators currently used in monitoring the MDGs. For instance, international poverty data has 
recently been revised, based on the results of the International Comparison of Prices project.  This 
has led to drastic changes in the level of poverty for several countries (see Box 2), some of which are 
difficult to interpret.  Moreover, hunger indicators are severely deficient (see Box 3), whilst maternal 
mortality indicators are most often model-generated and thus lack a measured baseline as well as a 
reliable measures of progress.    
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2.1 Stylized facts on overall MDG progress 
 

The 2008 Global Monitoring Report (World Bank, 2008) and the Millennium Development Goals 
Report 2007 (UN, 2007), provide the following stylized facts on MDG Progress. 
 

i) Global progress is surprisingly good, especially for the poverty and the gender parity goals; 
less so for the child mortality and maternal mortality goal. As is widely acknowledged, 
however, the progress on global poverty is very much driven by overachievers in East and 
South Asia, including China, India, Indonesia, Vietnam, and Bangladesh.  

ii) There are clear regional patterns in MDG progress which depend on initial conditions and 
recent growth performances. If Asian countries are over-achievers in the income poverty goal, 
they perform relatively worse in health and, in the case of India, in education and gender 
equity. Conversely, Latin America and the Middle East are relative underachievers in the 
poverty goal, but relative overachievers in health, education and gender equity. Finally, Sub-
Saharan African countries lag much behind other regions. 

iii) Most countries in all regions are off-track on most MDGs (or data is missing to assess 
progress), including even some of those countries which have experienced very good growth 
performance. 

iv) MDG achievements are much lower in ‘fragile’ states. One of the reasons why Sub-Saharan 
Africa lags behind on the MDGs is the relatively large proportion of so-called ‘fragile states’ in 
that region. The definition of fragile countries used here is that established by the World Bank. 
The countries referred to as ‘fragile’ are low-income countries that score below a certain cut-
off in the World Bank Country Policy and Institutional Assessment rating (CPIA). These 
ratings reflect assessments made by Bank staff members in a range of policy and institutional 
areas, but, in practice, fragility is most often linked to present or past conflicts in the national 
territory or in neighbouring states. Fragile states lag behind other developing countries on all 
MDG indicators.4 Unsurprisingly, progress is also often slower although, as shown below, 
heterogeneity among this group of fragile states is significant. (Note that grouping countries 
using alternative ‘fragile states’ classifications reveals very similar conclusions. 5) 

v) In most regions, including those successful on the poverty goal, progress on reducing 
childhood undernutrition is extremely slow. 

vi) The poorest regions, South Asia and Sub-Saharan Africa, are the two regions still seriously 
off-track for primary completion rates and for child mortality.  

vii) Progress has been good on gender equity in primary and secondary enrolments in all 
regions. Yet Sub-Saharan Africa and other fragile states still lag seriously behind. Most 
countries in Sub-Saharan Africa are unlikely to meet this goal. 

 
Overall, the picture is that of a half full and half empty glass. Global progress has been outstanding on 
income poverty thanks to the high performance of mostly Asian countries. The global income poverty 
target should, thus, be reached. Other regions in the world performed poorly, especially in the case of 
Sub-Saharan Africa. However, the picture would probably be brighter in that region because of rather 
better growth performances if indicators for the most recent years had been available. On the other 
MDGs, gender parity in primary and secondary school is the only goal developing countries seem to 
be on-track for overall. The world is off-track on the others, the gap being the largest in the poorest 
regions in South Asia and Sub-Saharan Africa.  
 

                                                 
4 For instance, they account for about 9% of the total population of developing countries, but for 16% of underweight 
children and 30% of children who did not complete primary school or are not expected to survive to age 5. (See GMR 2007) 
5  See Box 4.  
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Box 2: The new poverty numbers and what to make of them 
The goal to halve absolute poverty occupies a central place among the MDGs and is probably the 
most closely watched goal. The central indicator to monitor this goal is to halve the proportion of 
people who live on less than the PPP-equivalent of $1 a day.6 The procedure to establish the rate of 
progress is comprised of three steps. Firstly, the international poverty line is turned into a poverty line 
in national currencies at a benchmark year. Secondly, this poverty line is adjusted using national 
inflation rates to generate poverty lines in national currencies for all years since 1990. Poverty is then 
determined using this poverty line in national household surveys. Up until 2007, the benchmark year 
used was 1993. 
 
In late 2007, the World Bank made available the new PPP exchange rates obtained from the 
international 2005 ICP survey of prices. Not only do they represent a more up-to-date set of price 
comparisons, but this round of the ICP was more comprehensive than all previous rounds and, 
significantly, included China for the first time.  
 
The approach taken by the World Bank to incorporate this new ICP round in the absolute poverty 
numbers involves three steps. Firstly, the World Bank has devised, from scratch, a new absolute 
poverty line based on the same methods that generated the $1 a day line. This involves  studying a 
sample of national poverty lines, turning them into $ using PPPs and then basically taking the average 
of these poverty lines for a large sample of low income countries. The new poverty line stands at 
$1.25 at 2005 PPP (Ravallion, Chen, and Sangraula, 2008). There is really no obvious way to 
compare this 1.25 at 2005 PPP with 1.08 at 1993 PPP, as these PPPs are really only providing 
multilateral rather than intertemporal comparisons of prices.  
 
The second and third steps repeat the processes already undertaken with 1993 as the benchmark 
year (i.e. turn the $1.25 into national currencies and then use household surveys to study poverty 
trends). This analysis has only been made public for China at national level (Chen and Ravallion, 
2008a) but was recently also published for all developing regions (Chen and Ravallion, 2008b).  This 
approach has a sizable impact on poverty measurement in many countries for all years that are 
included in the analysis (i.e. from 1990 to the latest year available). China is an extreme case, where 
poverty is now being revised sharply upwards, as the prices determined in the 2005 ICP for China 
were much higher than previously estimated. In the figure below, the share of the population below “$1 
a day” is about 15-20 percentage points higher throughout the period 1980-2005. Similarly dramatic 
upward revisions in poverty levels occur in India, Bangladesh, and selected African and Latin 
American countries where the ICP has also yielded higher than comparative values. As shown below, 
poverty rates were estimated to be nearly twice as high in China in 1990 and also significantly higher 
in South Asia and Sub Saharan Africa. Moreover, the baseline headcount ratio that was to be reduced 
by half according to the first MDG has shifted from 28% to nearly 42%. 
 
At the same time, updating to the 2005PPP has, as shown below, only a relatively minor impact on 
trends in poverty, and thus on meeting MDG1 in any country or in the world as a whole. This is due to 
the fact that trends in poverty are largely driven by changes in incomes and the income distribution in 
national currencies (rather than the location of the poverty line), and in this respect nothing has 
changed.7  
 

                                                 
6 In fact, since the mid-1990s, the poverty line has been $1.08 PPP. 
7 They will have a modest impact, however, as now these trends are evaluated at a different national poverty line, and we 
know from the work of Bourguignon (2003) and Klasen and Misselhorn (2007), amongst others, that the location of the 
poverty line will affect the pace of poverty reduction. 
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When evaluating this approach of updating to the new PPPs, four issues are worth discussing: 
 
1) There are some doubts as to whether the new ICP figures for China (and some other 

developing countries) are indeed a good reflection of ‘comparable’ prices in China when 
compared to the rest of the world. For example, the 2005 ICP in China included only 11 cities 
in order to ensure that the goods for which prices were to be compared internationally were 
actually widely available. Also, there was a strong focus on ensuring that goods compared 
were as internationally comparable as possible.  As a consequence, these goods might not be 
very representative of the goods actually consumed by the population who may often prefer 
cheaper substitutes. Therefore, the prices being compared might overstate the price of the 
goods actually being consumed. It also appears that a backtracking of growth rates in the case 
of China and India, using these new PPPs, implies that per capita income levels in the 1970s 
seemed below what is needed for human survival.  

 
2) The approach of just using one multilateral PPP comparison to generate a national poverty 

line, and then going backwards and forwards in time using that poverty line, has the advantage 
that poverty trends are, as pointed out above, relatively insensitive to changes in the particular 
ICP round. On the other hand, it is not clear that the 2005 PPPs are a good reflection of 
relative purchasing power for earlier years, as the structure of global demand and availability of 
goods has changed over time. Instead, it might be useful to also consider the information from 
earlier ICP rounds (which, however, creates other consistency problems).  

 
3) The creation of a new absolute international poverty line, each time that a new ICP round is 

undertaken, leads to problems of communication and interpretation. Each ICP round will 
basically take all poverty monitoring back to square one, as it will generate a new poverty line, 
new poverty levels for all past years and also (slightly) different trends.  

 
4) Due to these non-negligible shifts in PPP comparisons, and thus absolute poverty levels, the 

current approach to absolute poverty measurement leads to many difficult questions of 
interpretation. Instead of basing the monitoring of MDG1 on this approach, and its strong 
dependence on each ICP round, an alternative would be to monitor MDG1 using national 
poverty lines defined through a consistent methodology (such as the cost of basic needs that is 
now most popular in developing countries).  Monitoring poverty trends based on such an 
approach might more accurately reflect meaningful changes in poverty in each country. 
Nonetheless, it would, of course, create difficulties at the global level.  
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Poverty headcount by region using the new and old P PP defined poverty line: 1990-2005*  

Region 1990 1996 2002 2005 

Poverty 
line 

1.25 
(2005) 

1.08 
(1993) 

1.25 
(2005) 

1.08 
(1993) 

1.25 
(2005) 

1.08 
(1993) 

1.25 
(2005) 

1.08 
(1993) 

East Asia 
and 
Pacific 

56.0 (29.8) 37.1 (16.1) 29.6 (12.3) 17.9 (9.1) 

Of which 
China 60.2 (33.0) 36.4 (17.4) 28.4 (13.8) 15.9 (9.9) 

Eastern 
Europe 
and 
Central 
Asia 

1.5 (0.5) 4.5 (4.4) 5.6 (1.3) 5.0 (0.9) 

Latin 
America 
and 
Caribbean 

10.7 (10.2) 11.5 (8.9) 10.1 (9.1) 8.2 (8.6) 

Middle 
East and 
North 
Africa 

5.4 (2.3) 5.3 (1.7) 4.7 (1.7) 4.6 (1.5) 

South 
Asia 

51.1 (43.0) 46.9 (36.1) 43.8 (33.6) 40.3 (30.8) 

Of which 
India 51.3 (44.3) 46.6 (39.9) 43.9 (36.0) 41.6 (34.3) 

Sub-
Saharan 
Africa 

54.9 (46.7) 57.5 (47.7) 52.7 (42.6) 50.4 (41.1) 

Total 41.6 (28.7) 34.8 (22.7) 31.0 (20.1) 25.7 (18.1) 

Total 
excluding 
China 

 (27.1)  (24.5)  (22.2)  (20.7) 

* For each year, the first column refers to the share of the population below the new (2005-based) 
poverty line of $1.25 a day, the second one to the old (1993-based) poverty line.  Differences are, to  
a lesser degree, also due to changes in survey data. Also note that $1.08 figures in the 2005 column 
refer to 2004.  Sources: Chen and Ravallion 2008b, Chen and Ravallion 2007.
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2.2 Country heterogeneity in MDG performance  
 
The issue of heterogeneity in MDG performances has already been discussed, mostly between 
regions, and fragile versus non-fragile states. Within these various groups, however, country 
heterogeneity remains considerable. For instance, poverty over the 2000s in Sub-Saharan Africa 
ranges from a drop at the annual rate of 4.6% in Ghana between 1999 and 2006, to an increase at the 
annual rate of 3.8% in Uganda between 2000 and 2003, despite the two countries having comparable 
rates of growth in GDP per capita of around 2.5% a year. Similarly, in the 10 countries where it 
declined most, mortality declined at an annual rate greater or equal to 2% but increased at a rate 
above 1% per year in the six worst performing countries. 8 
 
 It may be the case that measurement problems add to the variance of these results, but there is little 
doubt that there is a great deal of specificity in the patterns of progress, or lack thereof, towards the 
MDGs.  In primary education, the nine best Sub-Saharan African performers increased their enrolment 
rates at an annual rate above 5%, whereas the five worst performers saw a decline in primary school 
enrolment.  
 
Box 3:  Monitoring the hunger MDGs: Problems with c onsistency and comparisons across 

space and time  
The MDGs include goals, targets and indicators. One would presume that these  indicators all 
complement each other and tell a consistent story. Using the two hunger indicators for the hunger 
target (‘reduce, by half, between 1990 and 2015, the proportion of the population suffering from 
hunger’), many inconsistencies, both in levels and trends appear, which make it very hard to monitor 
this target. First of all, there is an immediate problem related to the target itself, as different indicators 
imply very different regional prevalence of hunger. Whilst the share of the population who are 
‘undernourished’ appears to be highest in the Caribbean, followed by Sub-Saharan Africa and South 
Asia, when it comes to ‘childhood undernutrition’, South Asia has far higher rates, followed by Sub-
Saharan Africa and the Caribbean (see table 1 below).9 While in principle such anomalies could be 
explained by the differences in the nature of the indicators and in the relevant population (all versus 
children), careful empirical assessments have been unable to explain these differences. It thus 
appears that there are intrinsic problems with the indicators 
 
The undernourishment indicator monitored by FAO attempts to assess the share of the population that 
is suffering from insufficient availability of calories. The most recent estimate was 923 million hungry 
people in 2007. To generate this indicator, FAO derives average calories per capita in a country from  
a three year moving average of production and trade statistics and assumptions about waste. It then 
uses a distribution assumption to account for inequality in caloric access within a country and then 
compares it to a population-group adjusted caloric need. As pointed out in several works (see Klasen 
2008), all three steps are deeply problematic. By focusing on moving averages of production, one 
cannot capture short-term food crises (such as the one which the world is currently experiencing) or 
seasonal variability. The focus on calories also ignores the role of other nutrients, which might be 
more important, and the assumption about waste is entirely arbitrary and hard to verify. The 
distribution assumption is based on two past surveys and assumes the same coefficient of variation 
everywhere. This cannot be correct. In countries with low average availability, only a rather equal 
distribution of calories is consistent with bare survival of the poorest groups. Moreover, the caloric 
requirements are sure to vary, not only by population group, but also according to many other factors 
that are hard to assess. Lastly, the database on production statistics is so poor that the results from 
these analyses seem rather surprising. For these reasons, this indicator is clearly unable to correctly 

                                                 
8 These terrible performances are mostly explained by HIV Aids. However, the worst performing countries among countries 
less affected by this pandemic still do rather badly.  
9 Childhood mortality rates again point to different levels of prevalence, now that Sub-Saharan Africa has much higher 
rates. 
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capture the share of hungry people in the world. It is a purely input-oriented indicator, which cannot 
deal with short-term changes in entitlements to food, and is, in every step of its calculation, 
conceptually flawed. To measure hunger trends in the world, one would probably do better by 
following Sen (1984) and simply concentrate on monitoring the entitlements to food by tracking the 
incomes of poor people in relation to food prices.  
 
In contrast with the FAO undernourishment indicator, the underweight goal is based on anthropometric 
assessments of children aged 0-6, an age group where undernutrition can have particularly 
devastating consequences for morbidity, mortality and future development. A child is reported 
underweight if its weight for age is below two standard deviations of a (sex-specific) international 
reference standard (i.e. its ‘Z-score’ is smaller than -2). Such underweight can occur for several 
reasons: 
1) It can be the result of acute undernutrition, which could also be captured by the indicator of low 

weight for height, or of chronic undernutrition, which is best captured by low height for age. 
2) It can be the result of low nutritional intake (quantity or quality), or the presence of disease that 

either increases nutritional requirements or disables the body from processing nutrients. 
3) The statistical indicator is based on a rather arbitrary cut-off of two Standard Deviations below 

the reference standard; it could well be that many children that are only one standard deviation 
below the reference standard also suffer from the consequences of undernutrition. 

4) Levels and trends of undernutrition depend critically, of course, on the international reference 
standard (both the mean and standard deviation of that standard). 

 
Until 2006 and since the early 1980s, the reference standard used had been recommended by the 
WHO. It was a single reference standard for all populations in the world, and was based on the 
experience of two populations of children in the US. Due to some technical and data problems with 
that particular standard, its inconsistency with the WHO recommendation of exclusive breast-feeding, 
and its basis on a single country, the WHO devised and published a new reference standard in 2006. 
This is based on six populations of well-to-do and healthy children following healthy feeding and health 
behaviour practices in India, Norway, Oman, Ghana, Guatemala and the Philippines. When devising 
the new reference standard, two important decisions were taken once the data had been collected: 
1) After determining that the differences in levels and trends of height and weight between these 

well-to-do populations were ‘small’ (less than 3%), they were averaged using statistical 
procedures to create one international reference standard for use in all countries. 

2) Since overweight is an increasing problem in many countries, and was also a problem in the 
populations studied, overweight children were dropped from the data drawn to generate the 
reference standard. As a result, the cut-offs for underweight are considerably lower than 
before, and the application of the new standard leads to considerably lower underweight rates 
in all developing countries.10  

 
As pointed out in Klasen (2008b) and Misselhorn (2008), these two choices have far-reaching and 
quite problematic consequences. With regards to the issue of using just one global reference 
standard, it is important to consider that genetic differences between populations in the indicators of 
potential height and weight gain (i.e. in nutritionally unconstrained environments) are small, particularly 
when compared to the very large differentials related to intra-country inequality in access to nutrition 
and healthcare. At the same time, the genetic differences also appear to exist in the samples used for 
the new reference standard, namely differences in height and weight of children across the world. In 
particular, in the Indian sample (all drawn from children of healthy, non-smoking mothers with an 
average of 17 years of education, living in a suburb of New Delhi), children were some 2% shorter 
than in Ghana at age five, and about 3.5% lighter than the average of children from the other samples 
(Klasen, 2008b). These tiny differences have massive effects on the prevalence of undernutrition 

                                                 
10 At the same time, stunting (low height for age) and wasting (low weight for height) both now appear higher than before, 
itself a rather puzzling finding (as underweight is, in principle, a linear combination of the two). 
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across the world. As the mode of the distribution of Z-scores in South Asia is around the cut-off of -2 
(and about 50% of children are reported as suffering from undernutrition), shifting the cut-off by 2 % 
would reduce the share of children that are underweight by fully 14 percentage points. With such a 
shift, the entire difference in childhood undernutrition between South Asia and Sub-Saharan Africa 
would disappear. As shown by Klasen (2008b), and many other studies before, it is empirically 
impossible to explain the high prevalence rates of childhood undernutrition in South Asia using 
standard econometric techniques (and using micro or aggregate data), further suggesting that 
measurement issues appear to play a role.  
  
Turning to the second issue, the problem with the new underweight reference standard is not only that 
it will lead to a reduction in underweight rates, but as shown in Misselhorn (2008) 11 it will lead to the 
false impression of continuous improvements in childhood undernutrition. This is related to the fact 
that children in developing countries are also changing their dietary habits towards a diet that is higher 
in carbohydrates and fats. Indeed, even poor children (and sometimes the poor in particular) now 
consume too many calories, but not enough other nutrients. They will therefore gain weight, but not be 
well-nourished. This can be seen by comparing stunting (low height for age, an indicator of chronic 
undernutrition), wasting (low weight for height) and underweight rates over time, as shown in the table 
below. While underweight (and wasting) rates fall as a result of heavier but still poorly nourished 
children, the stunting indicator shows a worsening nutritional situation. It therefore appears that both 
the choice to take out overweight children from the standard, and to focus on underweight as the 
central MDG indicator, is leading to biased levels and trends in undernutrition, thus overstating actual 
improvements in the nutritional situation of children.  
 
 
Box Table 1: Poverty, hunger and mortality by regio n in 2000 

 Sub-
Saharan 
Africa 

South 
Asia 

East Asia 
and 
Pacific 

Middle 
East  
& North 
Africa 

Latin 
America 

Caribbean  

2000       
Per capita GDP (PPP) 977 2089 3444 4397 6353 3882 
1$ a day headcount 49.7 31.9 14.4 2.1 10.8 0.3 
2$ a day headcount 80.0 77.8 46.6 21.3 26.8 4.1 
Undernourishment 
(FAO) 27.9 21.7 16.2 6.0 10.4 30.1 

Stunting 40.5 43.7 16.6 19.1 15.3 12.1 
Wasting 7.8 14.8 3.0 4.3 1.9 3.4 
Underweight 29.0 45.4 13.8 10.2 7.1 9.7 
Under-five mortality 178 93 41 50 35 73 

Note: For details on the sources and composition of regional averages, see Klasen (2008b). 
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Box Table 2: Trends in stunting, wasting, and under weight using the new WHO  
undernutrition standard (in %)  

Survey (Year)  Stunting  Underweight  Wasting  
Bolivia (1993/94) 33.2 12.2 5.9 
Bolivia (2003) 33.5 5.6 1.9 
Cameroon (1998)   33.5 16.0 7.8 
Cameroon (2003) 36.6 13.4 5.2 
Ghana (1993)   31.9 23.8 13.9 
Ghana (2003) 36.6 19.4 8.8 
Uganda (1995) 41.2 19.5 6.8 
Uganda (2000/01) 43.7 17.4 4.7 
Source: Klasen (2008b), Misselhorn (2007). 
 
It is unlikely that such a variable MDG performance in Sub-Saharan Africa could be entirely due to the 
measurement problems mentioned above. Besides, MDG performances in other regions also show 
substantial variability. The issue then arises of whether these disparities may be explained by some 
specific factor within the region.  
 
The distinction between fragile and non-fragile states comes to mind. However, if there is a clear 
difference between the two groups of countries in terms of the levels of the various indicators, the 
distinction between them explains very little of the variability in terms of the rates of change of MDG 
indicators. This is true whether one uses either the World Bank’s definition of fragile states or that of 
other agencies. In other words, the variability of performances remains extremely high within both 
fragile and non-fragile state groups.  
 
This can be seen from the figures presented in Figure 1, which show changes in poverty headcount 
between 1990 and the latest available year after 2000 for fragile states (according to the World Bank 
definition, see Box 4). Countries like Ethiopia or Cambodia witnessed very rapid poverty reduction, 
while in Niger, Nigeria and Zimbabwe poverty increased dramatically over the period. Figure 2 shows 
the same information for non-fragile states. There are more states with high levels of poverty reduction 
and fewer with large increases in poverty, indicating that at a global level, on average,  poverty 
reduction is more rapid for non-fragile than fragile states . Nonetheless, disparities across countries 
are comparable and sizable. The same is true for primary completion rates. Both fragile and non-
fragile countries were able to make progress, but progress differs greatly across countries. The same 
would apply to the under-5 mortality MDG.  
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Box 4: Alternative definitions of ‘fragile states’  
There are many different approaches to defining and responding to the complex development situation 
affecting countries referred to under such diverse names as ‘weak and failing states’, ‘poor 
performers’, ‘low-income countries under stress’, ‘countries at risk of instability’, or ‘fragile states’. 
Difficult environment countries matter, for different reasons, to a wide range of development actors, 
including NGOs, bilateral donors and international organisations, as well as government agencies 
such as foreign and defence ministries. It is important to state at the outset that existing terminology, 
be it in English or in other languages, does not necessarily merely refer to states that are 
unresponsive to the poor. Some may be simply poor performers, some may be autocratic, and some 
may be conflict-ridden. For clarity and brevity, the following approaches and definitions are organised 
around three broad categories, based on their central themes or assumptions:  
1)  Fragile, failed, or crisis states: These approaches are based on the assessment of a state’s 
strength around issues of capability, sovereignty and conflict. The USAID’s Fragile States Strategy is 
an example of this approach.  
2)  Poor performing countries: By taking into account the quality of governance and policy choices, 
most of the international financial institutions (IFIs) focus their approach to difficult environments 
around how well a country performs in terms of developmental outcomes. The World Bank’s Low-
Income Countries Under Stress is the best-known of these initiatives.  
3)  Difficult aid partners: In this approach the emphasis is placed on the poor aid relationships 
between donors and recipient states, due to a combination of:  
 a) lack of political interest in poverty reduction and  
 b) weak state and non-state institutional capacity to implement policy.  
 
The OECD’s Development Assistance Committee (DAC) and DFID have been pioneers of this 
approach.  
 
It is important to note that definitions and approaches inevitably depend on a variety of endogenous 
factors originating from the organisations who are trying to come up with them. These range from  
national interests, views on sovereignty and international jurisdiction and stances on impartiality 
through to effectiveness, institutional mandates and incentives, tools and practices and regional 
scope. Yet the fact that the list of fragile states differs substantially at any one time from one agency to 
another (see following paragraphs) suggests that subjectivity features significantly in appraising 
whether or not a state is ‘fragile’.  
 
 
Some formal definitions of fragile states 
 
OECD-DAC 
The Organisation for Economic Co-operation and Development’s Development Assistance Committee 
refers to a continuum of countries considered ‘difficult partnerships’ due to a combination of:  
1) lack of political interest in poverty reduction and  
2)  weak state and non-state institutional capacity to implement policy.  
 
DFID  
Fragile states are those countries where the government cannot or will not deliver core functions to the 
majority of its people, including the poor. The most important state functions for poverty reduction are 
territorial control, safety and security, capacity to manage public resources, delivery of basic services 
and the ability to protect and support the ways in which the poorest sustain themselves. DFID does 
not limit its definition of fragile states to those affected by conflict.  
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USAID 
The US Aid Agency has recently come up with a ‘Fragile States Strategy’ that offers three 
operationally relevant definitions for failing, failed and recovering states. This approach to assessing 
state fragility focuses on a state’s effectiveness (the degree of administrative capacity and resources) 
and legitimacy (the degree of perceived justice or fairness in the exercise of power), and relies on 
measuring four key dimensions: political; economic; social; and security. 
 
This approach provides a dynamic explanation for state crisis, and points to the need for linkages 
between integrated sector analyses (in a so-called ‘Fragility Framework’) and decision-making. 
However, the emphasis seems to be focused on security, conflict management and state capacity 
building. Additionally, integrating legitimacy into the assessment model, allows for inclusion and equity 
to be brought to the forefront of attempts to try and address causes and incentives. Nonetheless, a 
disadvantage of this approach lies with the fact that effectiveness does not seem to be sufficiently 
disaggregated to understand the difference between ability and willingness. 
 
The World Bank 
The World Bank’s LICUS initiative (Low-Income Countries Under Stress) defines fragile states as 
characterised by very weak policies, institutions and governance. Aid does not work well in these 
environments because governments lack the capacity or inclination to use finance effectively for 
poverty reduction. There are distinct degrees of severity within the LICUS initiative. The classification 
is based on the Bank’s own Country Policy and Institutional Assessment (CPIA) scores.  
 
CPIA scores divide low-income countries into five performance-based categories , the lowest two of 
which are useful proxies for state fragility.  They rate countries against a set of 16 criteria grouped in 
four clusters:  
1) Economic management 
2) Structural policies 
3) Policies for social inclusion and equity 
4) Public sector management and institutions 
 
These indicators are reported on by local World Bank staff, based on their own knowledge and 
understanding of the economic functioning of the country. There is a separate group of unranked 
countries, also deemed fragile. This provides a list totalling 46 fragile states, containing some 870 
million people or 14% of the world’s population. 
 
Fragile states according to World Bank Definitions (CPIA 2007) 
Afghanistan, Angola, Burundi, Cambodia, Central African Republic, Chad, Democratic Republic of 
Congo, Republic of Congo, Cote d’Ivoire, Eritrea, Guinea, Guinea-Bissau, Haiti, Lao PDR, Liberia, 
Mauritania, Myanmar, Nigeria, Papua New Guinea, Sierra Leone, Somalia, Sudan, Togo, Uzbekistan, 
Zimbabwe, Territory of Kosovo 
 
Small states (less than 2 million population):  Comoros, the Gambia, Sao Tome and Principe, 
Solomon Islands, Timor Leste, Tonga, Vanuatu. 
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Intra-regional country heterogeneity might be explained by other country-specific characteristics. In its 
recent analysis of growth, the African Economic Research Consortium (AERC) found it convenient to 
distinguish between landlocked, coastal and resource-rich states in sub-Saharan Africa, a 
classification that would presumably also apply to other regions12 in its recent analysis of growth, a 
classification that presumably would also apply to other regions. As with the fragile/non-fragile 
distinction, however, if there are noticeable patterns across those three groups in terms of the levels of 
the MDG indicators, no clear patterns emerge in terms of MDG progress.13 It appears that the 
resource-rich countries have (to date) not benefited from poverty reduction taking place elsewhere in 
Africa. However, since 1995, the trend in poverty reduction for the minority of countries where data is 
available is similar across the three groups. The same is true for the under-5 mortality rate.  
 
It follows that country heterogeneity with respect to MDG performance must be explained by a 
complex combination of specific country characteristics and initial conditions, rather than a few 
geographic and institutional features. This is particularly the case for Sub-Saharan Africa, but, to a 
lesser extent, also applies to other regions.  
 

2.3 Heterogeneity across MDGs  
 
With respect to progress in any given MDG, there is heterogeneity across countries in the same region 
or within a given category. Moreover, progress can also be heterogeneous across MDGs in a given 
country. This is shown in Figure 3 in simple scatter graphs that plot progress for pairs of MDGs. The 
results demonstrate that, as if they were influenced by wholly independent factors and policies, there 
is often little correlation between the MDGs.  
 
Figure 3 shows correlations between poverty reduction and other MDGs, as well as between the 
different non-poverty MDGs. There is hardly any correlation between poverty reduction and changes 
in under-5 mortality. The same applies to poverty reduction and changes in primary school completion 
rates. Somewhat surprisingly, however, there is a strong correlation between poverty reduction and 
changes in underweight14, although there is virtually no correlation between poverty reduction and 
undernourishment. The correlation is close to zero between different non-income MDGs, as illustrated 
in Figure 3 for primary education and under-5 mortality. Of course, these low correlations, as well as 
the puzzling difference between the correlation of underweight and undernourishment indicators with 
poverty reduction, could be partly driven by measurement errors and comparability issues. 
Nonetheless, it is hard to believe that the available data only reflects pure noise.  

 
If the MDGs are weakly correlated amongst themselves, could they be more strongly correlated to 
some general economic indicator? In particular, it is to be expected that poverty reduction, and 
possibly progress on other MDGs, are positively tied to economic growth, since growth should 
progressively weaken the budget constraint of public and private economic agents and ease the 
pursuit of various MDGs. As shown in Figure 4, poverty reduction is closely correlated to growth in 
household per capita income.15 On average a 1% growth in mean income generates a 1% drop in the 

                                                 
12 The “Explaining African Economic Growth Performance Project”, as it is known, was conceived in 1997 as a 
collaborative effort between Harvard University, Oxford University, and African Economic Research Consortium (AERC). 
The project is designed to produce the first major, comprehensive assessment by African research economists of the 
continent’s growth experience in the post-independence period. See 
http://www.aercafrica.org/programmes/research_collab_growth.asp. See also Ndulu et al. (2007). 
13 The distinction between levels of indicators and progress is important. Interestingly enough a cluster analysis of  a large 
number of developing country characteristics carried out for the Chronic Poverty Research Centre Report (2008) leads to a 
classification of developing countries based on those two variables.  
14 See also Klasen, 2008. 
15 In this relative assessment, we excluded all observations where the initial poverty headcount was below 5% as percent 
changes in such small figures can be very large and rather erratic. See Klasen and Misselhorn (2007) for a discussion. 
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poverty headcount. However, this effect appears lower in quite a few countries, including China, 
Honduras, Ghana, Uganda and Cambodia. The relatively low effect of growth on poverty reduction in 
the mean income of the population is related to rising income inequality since the 1990s. As Jäntti and 
Sandström (2005) show using the WIDER World Inequality Database, in a majority of developing 
countries inequality started rising significantly in the mid-1980s (after a previous period of decline).  As 
shown by Bourguignon (2003), such an increase in inequality will both slow the pace, and reduce the 
impact, of future growth on poverty reduction Conversely, the recent decline in inequality in some 
highly unequal Latin American countries (including Brazil and Chile) was related to a more stable 
macroeconomic environment coupled with sizable pro-poor social protection programmes that have 
accelerated poverty reduction there.  

 
In Figure 4, growth is defined by the rate of annual increase in the mean household per capita income 
as observed in surveys used for the calculation of poverty indices. The correlation between growth 
and poverty reduction would still be visible and statistically significant, although less severe, had  GDP 
per capita growth been used. This is because of differences between the definition of household 
income in National Accounts and in household surveys, and because the distribution of National 
Income across various uses changes over time. For instance, a higher share may be devoted to 
investment or to public spending, in which case household income will grow more slowly than National 
Income.  
 
The correlation between GDP per capita growth and non-income MDGs is practically zero, as 
illustrated in Figure 5 for Sub-Saharan countries. This serves to confirm the lack of a relationship 
between those indicators and poverty reduction. As it would be hard to believe that information on 
non-income MDGs is so badly affected by measurement error that it is pure noise, this lack of a 
relationship reflects some relative independence among policy instruments governing progress in the 
various MDGs. Furthermore, it highlights substantive differences in country policies and circumstances 
that may affect the relationship between these policies. This is an interesting finding which suggests 
that economic growth is not sufficient per se to generate progress in non-income MDGs. Sectoral 
policies and other factors or circumstances presumably matter as much as growth. It should be noted, 
however, that most preceding scatter plots refer to a 15-year period during which MDGs have been 
explicitly relevant for only a few years.  
 
A point seldom emphasised when analysing non-income MDG performance is the distribution of 
progress within the population. Because MDGs are presented as independent goals they tend to be 
evaluated independently from each other. It presumably makes a difference whether progress on 
access to water (MDG7) or healthcare (MDG3 and 4) takes place exclusively in urban areas, and 
therefore in the top half of the distribution of income, rather than in rural areas (presumably the 
poorest segment of the population). Unfortunately, data to look at this distribution of progress is all too 
rarely presented.  In principle, however, collecting it should not be an insurmountable hurdle. Indeed, 
one can use the same household surveys that are used to study changes in the distribution of income 
to examine changes in the distribution of progress in non-income MDGs. For example, as shown in 
Klasen (2008a) and Grosse et al. (2008a, b), one can draw non-income MDG progress incidence 
curves that plot the distribution of progress in enrolment rates, vaccination rates, access to water, 
under five mortality, etc. against the relative level of income.  Work of this type could inform on 
possible biases in progress in non-income MDGs and help monitor the MDGs more closely. .   
 
In summary, this short review of evidence on MDGs at midpoint of the 2015 horizon showed that most 
developing countries were lagging behind (with a few exceptions) on the income poverty front. In 
middle-income countries, and in those countries with fast growth, filling these gaps may be essentially 
a question of implementing adequate MDG-oriented policies, since growth should provide the 
budgetary resources necessary to implement such policies. In other countries, accelerating broad-
based growth and generating budget resources may be as important as policies targeted directly at 
MDGs. From that point of view, the focus of the international development community on Sub-Saharan 
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Africa and the problems arising from its low growth performance, as stated for instance in the 
Millennium declaration, is fully justified.  
 

However, heterogeneity in MDG achievements extends well beyond regions. Differences between 
fragile and non-fragile states are important, even though they are less important in MDG progress than 
in MDG levels. Nonetheless, for MDG progress, there is a need to prioritise them in. In any case, it 
turns out that a considerable part of the observed gaps in MDG achievements cannot be explained by 
any simple categorisation of countries. This suggests that particular country circumstances and initial 
conditions must play a big role in explaining MDG achievements so far. Any programme aimed at 
accelerating progress towards the MDGs must take this country specificity into account. 
 

Figure 3: Heterogeneity across MDGs 
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Figure 4: Correlation of annual growth rates (1990- 2006) 
 

 
Figure 5: Correlation between growth and change in primary school completion rate –  

Sub-Saharan countries, 1996-2006 
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3. A framework for assessing MDG achievements  
 
In designing future strategies to accelerate progress towards the MDGs, it is important to look at 
recent history and explore what it may imply for the future. We need to assess the reasons why 
particular countries are far from, or close to, the achievement of MDGs. It is this diagnosis that can 
provide lessons on what the international community and developing countries themselves can do to 
accelerate progress. 
 
We use a simple analytical framework across all MDGs and across all countries to identify some key 
factors that can help to understand success and failure. Three core factors are highlighted: first, the 
global economic context in which developing countries have to operate; second, the volume, nature 
and effectiveness of the aid they receive from developed countries; third, the general and MDG-
specific domestic policies pursued by developing countries.  
 
Of key importance is the global economic context. Since the MDGs became shared objectives, growth 
opportunities and the global economic architecture have changed at a fast pace, and they are likely to 
continue doing so in the immediate future. The continuing rise of China and other parts of Asia, 
including India, have created ‘organic’ conditions for hope and for the delivery of some achievement in 
terms of the MDGs, at least in that part of the world. At the same time, however, worldwide 
agglomeration effects may make the emergence of Africa even more difficult. Furthermore, developed 
countries’ economic policies, including their engagement with the developing world, retain crucial 
features that imply that whatever they give with one hand, such as the commitment for increased aid 
flows, they may continue to take back with the other via policies such as those relating to trade. 
 
Two examples illustrate this. Firstly, despite the rhetoric from policy makers, trade policies continue to 
make the emergence of Africa difficult, limiting market access in both developed and developing 
countries and stifling growth opportunities that could facilitate improvements in MDG performance. 
Secondly, the current US policies on bio-fuels and, more generally, agricultural policies in the OECD 
(including market protection in the EU) have distorted global agricultural prices in a way that penalises 
many developing countries, either through export prices that are too low or through import prices that 
are too high. In some developing countries these distortions may offer opportunities to poor farmers. 
However, in many other countries this risks causing the derailment not only of progress on crucial 
MDGs, but of the overall growth and domestic policy context in which progress needs to be fostered.  
 
Given its importance, it is worth considering the development assistance policy of developed countries 
separately from other policies that affect developing countries. Aid remains a powerful instrument by 
which the international community can deliver progress in the MDGs, both through easing the budget 
constraint faced by governments and through its role in fostering domestic policy environments that 
can offer sustainable change and progress. 
 
Finally, domestic policies are of crucial importance, both to accelerate progress towards the MDGs 
and to take advantage of opportunities offered by the global economy, as well as to use aid as 
effectively as possible. Without the right domestic policies and effective focus on MDGs, even the 
most encouraging global environment and the most favourable attitude of donors would achieve little 
MDG progress.  
 
It would be wrong, however, to think that only MDG-focused policies matter. Due to the diversity of 
MDGs, and their apparent sector-specificity, there is a serious risk that the domestic policy 
environment and its specific features are not given sufficient consideration at the point of delivery. In 
general, a much broader policy coherent framework is needed for the effective pursuit of MDGs. At 
least two issues cannot be ignored. First, heterogeneity in the process of achieving particular MDGs, 
which is related to the specificity of each MDG. Second, heterogeneity across countries, which makes 
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it necessary to identify the conditions required for progress and, possibly, to define priorities among 
MDGs.  
 
With regards to the first point, even though this may be an adequate framework for some MDGs or 
some ‘targets’, achieving individual MDGs is not just a simple process of creating growth 
opportunities, securing policy commitment and sufficient aid. For example, the experience of a number 
of countries has shown that boosting primary school enrolments (‘bums on seats’) can be achieved 
relatively easily through, for example, a simple expansion of basic schooling infrastructure in 
combination with short-term parental incentives. Similarly, immunisation can be achieved by brief but 
large-scale supply side campaigns and, as it is irreversible, success is relatively easily obtained. 
Boosting learning outcomes (including advanced literacy) is however harder to achieve. Firstly, they 
are dependent on the quality of education, which, as widely recognised, is notoriously lagging in much 
of the effort related to the MDGs. It involves complicated issues of design and, if left unaddressed, is 
in fact negatively correlated with progress on enrolment itself. Furthermore, learning outcomes are 
also related to broader learning environments (including at home) where progress is bound to be more 
difficult, as these might be affected by processes such as the intergenerational transmission of 
poverty. Child health outcomes, such as malnutrition, are possibly even harder to address, as the 
general supply measures related to healthcare are often very limited. Mothers’ overall health and 
educational levels (achieved a relatively long time ago) remain strong determinants of children’s health 
outcomes. With all these processes, it cannot simply be assumed that ‘aid’ and the increased flows of 
sector-specific spending can really promote rapid progress.  
 
A further issue is that there is considerable heterogeneity across countries with regards to the 
fundamental constraints to delivering the MDGs. In particular, complementarity across and between 
MDGs and other policy goals may be stronger in some countries and weaker in others. The 
implications for MDG strategies are considerable. For instance, growth in low-income countries tends 
to be broadly correlated with income poverty gains (mediated by initial inequality). Therefore, any 
sustainable progress in most of the other MDGs is bound to require considerable progress in income 
poverty reduction. In such countries, an MDG strategy may have to rely on overall economic growth in 
the first place. The MAMS model, built by a World Bank team, adopts a heterogeneous country 
approach that considers externalities and complementarities amongst and between MDGs as well as 
other economic performance indicators pertinent to MDG planning (Bourguignon, Diaz-Bonilla and 
Löfgren, 2008).  This ‘policy coherent approach’ to the MDGs goes beyond both simple fixed 
coefficient models of the type initially used by the Millennium Project, as well as those still used today 
to measure MDG financing needs (Millennium Project, 2004).    
 
It is striking in this respect that if any of the MDGs are to be achieved worldwide, it is likely to be the 
income poverty objective. For many of the countries making substantial progress in this goal, 
conditions arise that, as part of achieving shared growth, galvanise further support for a broad attack 
on the remaining targets. A focus on the multiple dimensions of poverty is then appropriate. At this 
juncture in the global economy, resource-rich developing countries may find themselves able to direct 
sizable amounts of resource towards the various dimensions of poverty that lie behind the MDGs. 
However, it is equally important to consider the conditions under which progress towards the MDGs 
can be sustainable, particularly if there is a reversal of the terms of trade and/or institutions are 
deemed unstable.  
 
Nonetheless, the preceding argument should not be interpreted as downplaying sectoral policies in the 
pursuit of MDGs. The low correlation between growth and MDG achievements shows that growth is a 
necessary, but not sufficient, condition for a sustainable MDG strategy. It has to be complemented 
with the appropriate sectoral policies. 
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4. MDGs and the global economy 
 
The global economy can influence the achievement of MDGs by facilitating economic growth in 
particular countries. The extent to which domestic growth will, in turn, promote poverty reduction 
depends both on its features and on the effects of the global economy. As discussed, domestic growth 
provides private incentives and public resources for sustainable progress in non-income MDGs. In 
addition, the global economy can also affect MDG progress in particular, by using differing financial 
flows to ease its budget constraint.  
 
In keeping with this view, this section will first turn its attention to the recent global economic 
environment and explore whether it has been conducive to growth and to the achievement of MDGs, 
and whether it will continue to be so after the 2015 deadline. We thus examine the main features of 
global economic growth over the recent past with a special emphasis on the relative performance of 
developing countries. Amongst them, we make a distinction between the so-called ‘emerging’ 
countries and their neighbours and those countries that find it more difficult to take advantage of the 
changing structure of international economic flows, in particular Sub-Saharan Africa. We shall then 
consider the evolution of specific global flows of capital, labour and, of course, trade, by examining 
whether they have contributed and will contribute to the achievement of the MDGs in the worst 
performing developing countries. To a large extent, these flows are a reflection of policies that 
developed countries adopt with respect to developing countries.  
 

4.1 Recent relative growth performances of developi ng countries  
 
From 2000 to 2007, developing countries benefited from a buoyant world economy, with real global 
GDP growing at an annual rate in excess of 4% on average. The main drivers of such dynamic global 
growth were emerging countries whose growth rates exceeded those of developed countries by 3 to 5 
per cent on average. Indeed, this period saw  an impressive divergence between the growth rates of 
advanced and of emerging/developing economies (Figure 6). Note, however, that this does not 
necessarily mean a ‘decoupling’ of developing and developed economies, as has sometimes been 
suggested. Overall, developing countries are affected by global cyclical movements as much as 
developed countries, but are characterised by a much higher long-run growth path.  
 
A striking pattern of the recent period is that almost all developing countries experienced positive 
growth of GDP per capita. As illustrated in Figure 7, low-income and lower-middle-income countries 
enjoyed higher GDP per capita growth than other countries from 2000 to 2006. For low income 
countries, this is a major change when compared to the previous decade. 
 
The most dramatic change occurred in the Sub-Saharan African region. Growth of GDP per capita for 
the whole region has not only now been positive for 7 years in a row and in line with world growth, but 
is higher than growth rates in advanced economies. This is the first time this has occurred since the 
1970s, thus ending a long period of divergence in the income of the richest and poorest countries. Of 
course, there are exceptions at the country level. Some countries (for example Benin, Comoros, 
Gabon, Madagascar, Togo) still suffered from a stagnation of real GDP per capita, and some others 
even saw a drop, often due to military conflicts (in the cases of Burundi, Côte d’Ivoire, Eritrea, Guinea 
Bissau, Liberia, Zimbabwe). Unfortunately, MDG data availability does not yet allow a systematic 
comparison between the recent period and the 1990s. However, when comparing a small group of 
African countries that, in the 1990s, experienced a return to a growth rate of GDP per capita above 
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2%, with a controlled group of countries of similar size and location within the continent, it is possible 
to observe faster progress in the education and health MDGs in the former group.16 
 
Figure 6: Real GDP growth rates (% per year) 
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Figure 7: GDP per capita growth rate (% per year) 
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16 See Bourguignon, Gelb and Versailles (2005). 
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A related feature of the recent period, with strong implications for many developing countries, has 
been the surge in commodity prices which started a little after the turn of the millennium. Indeed, 
almost all commodity prices increased from 2001 to 2007 even though at different rates (see Figure 
8). In Sub-Saharan Africa, this hike translated into positive terms-of-trade shocks in a majority of 
countries, with the most significant beneficiaries being countries exporting oil or minerals like copper 
or uranium. Some countries did not fare as well, however. Some commodity prices increased much 
less than others and some of them actually stagnated. This is true especially for countries exporting 
agricultural products, which tend to be heavily protected by developed countries. Exporters of these 
commodities saw their terms of trade grow only marginally or even worsen.  For example, stagnating 
prices of cotton due to US subsidies led to a worsening of the terms of trade in countries like Benin or 
Burkina Faso. Likewise, net exporters of manufacturing products and services saw their terms of trade 
worsen. Countries such as Bangladesh, China or India may have lost 20% or more in their terms of 
trade between 2000 and 2006.17 Among net importers of food, the recent surge in food prices, again 
partly due to the production of bio-fuels in the US and in the EU, is undoubtedly slowing down, and 
possibly even reversing poverty reduction. It is unclear as to whether small food producers in those 
countries will be able to seize the opportunity to increase their real income because of the rising price 
of key inputs such as fertilizers.  
 
Looking forward, available medium term forecasts for the global economy lead us to expect a 
substantial drop in global growth rates under the effect of the financial crisis and the recent increase in 
oil prices, followed by a stabilisation at a level slightly below the rates observed in recent years. A key 
feature of the global economy today is the increasingly autonomous growth in big emerging countries, 
although the slow-down in developed countries will affect this group too. However, several factors that 
explain why they were able to grow faster than their developed counterparts in the past two decades 
or so, in particular the size of their domestic markets and increased opportunities for South-South 
trade, will persist for a long time. This should also have a favourable effect on those developing 
countries that have not been as dynamic in the past, unless they are unable to seize the opportunities 
created by the vigorous development of emerging economies, or are unfavourably affected by 
international price distortions that are not corrected.  
 
It is also important to consider the effect that the durability of high commodity prices may have. In 
particular, it would be necessary to assess whether there would be both the potential of harnessing 
high commodity prices to stimulate growth in those countries that benefit from them, as well as 
somehow compensating those countries that suffered due to them.  According to AfDB/OECD (2008), 
agricultural prices are likely to fall when 2007-08 transitory factors, such as negative yield shocks and 
speculation, are overcome. They are likely to remain higher than in the early 2000s, however,  
because of higher input costs, due to higher oil prices, and because of the demand arising from the 
adoption of bio-fuels in developed countries. However, there is still a great deal of uncertainty 
surrounding this evolution due to the uncertainty of oil prices, weather patterns, and, marginally, WTO 
negotiations, since world prices of some agricultural products are expected to rise when tariffs and 
subsidies are reduced around the world.  
 
There may also be some uncertainty about the consequences of persistently high commodity prices 
for developing countries. It is already the case that, despite a rather prudent and rigorous macro-
economic policy, a number of developing countries have seen a worsening of their trade balance and 
current account because of the surge in oil and food prices. For those countries where the terms of 
trade are expected to remain favourable, there is a risk  that governments will change their macro-
economic policy and drastically reduce their savings. This may not be a problem per se except that , if 

                                                 
17 Overall, UNCTAD data on terms of trade indicate that around 40% of developing countries have seen their terms of trade 
worsen over that period.  
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there is a reversal in terms of trade, it might result in a strong Dutch disease effect that will impact 
negatively on growth.18  
 
A consensus is now building that the price of oil will remain high for some time, although in the long 
run it will probably not remain as high as its recent record level. However, once it stabilises, it is likely 
to do so at a much higher level than the one recorded in the period preceding the hike. The same 
conclusion holds for other non-oil, non-agricultural commodities. With big emerging countries playing 
catch-up, it is anticipated that a long-run global rate of growth higher than before the turn of the 
millennium will be maintained, meaning it is also to be expected that commodity markets will remain 
tight and therefore volatile. This uncertainty surrounding commodity prices has to be taken into 
account in designing development strategies.  
 
There is even more uncertainty when assessing the situation over a longer timeframe. Of special 
concern is the uncertainty about climate change and the consequences of global warming for 
developing countries. Indeed, existing models that link climate forecasts and the global economy 
suggest that the agricultural sector of developing countries will be the hardest hit by climate change 
and that, within individual countries, the poorest regions will suffer most.19 This could make the 
progress achieved so far on the MDGs unsustainable in the long run, unless an adequate adaptation 
policy can be launched.   
 

                                                 
18 Dutch disease, named after booming gas exports in Holland in the 1970s, refers to the appreciation of a country’s 
exchange rate as a result of a resource export boom in that country.  The currency appreciation undermines international 
competitiveness and generally leads to a decline in the non-resource tradable sectors, thereby damaging long-term 
development prospects. 
19 See W. Cline (2007). 
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4.2 North-South financial flows and migration 
 
Beyond the perspectives on global growth and on commodity prices, the issue also arises of whether 
the evolution of the global economy will allow a better integration of low-income countries, in particular 
the slow growers, into the global economic flows of capital, labour and, most importantly, trade. Again, 
this matters for many countries, but is of particular importance for a majority of Sub-Saharan African 
countries. 
 
Foreign direct investment (FDI) by Northern companies has increased in more or less all developing 
regions. Indeed, in all regions, except for the Middle East, inward FDI now amounts to between 2.5 
and 3.5% of the GDP of host countries, having risen from an average of 0.8% in the early 1990s. Most 
importantly, progress has been faster in the poorest regions. FDI increased from 0.1% of GDP in 
South Asia in 1990 to 1% in 2005 and from 0.4 to 2.7% in Sub-Saharan Africa. As a stock, inward FDI 
now corresponds to 25% of GDP for all developing countries, and around 30% in Africa. As can be 
seen in Figure 10, however, FDI is very unequal across African countries. For instance, FDI 
represented 86% of GDP in the Gambia in 2006, but less than 5 per cent in Senegal, Niger or Burkina 
Faso. In most African countries, however, FDI is mostly directed to the primary sector. High 
commodity prices should maintain this trend in the future. Moreover, the tendency observed in recent 
years for big emerging economies to invest in resource-rich poor countries should strengthen.  
 
As far as portfolio capital and debt are concerned, recent evidence points to a slowdown in flows 
towards developing countries and to an increase in interest-rate spreads (see World Bank, Global 
Development Finance, 2008). The former is linked to the increasing saving capacity within developing 
countries (partly due to demographic factors), to the restructuring of domestic financial markets in 
emerging economies and to the limited development of domestic welfare systems. More recently, the 
drop in portfolio capital flows and bank lending has been caused by the financial crisis itself. The 
increase in sovereign spreads is the result of flight-to-quality, whereby capital moves away from risky 
investments and foregoes higher returns for safer returns. Note, however, that in comparison with 
previous global financial turbulences, the impact of the recent financial crisis on sovereign spreads in 
developing countries has been, until now, extremely limited. It is also to be expected that the role of 
China and other emerging economies, as well as that of oil producers, in international capital markets 
will continue to grow. As such, they will most likely begin to compete with developed countries as 
global financial investors. Partly because of this, global saving rates are likely to remain high over the 
next decades, whereas investment opportunities in advanced economies might not grow as fast as in 
the rest of the world. The effect that this will have on low-income countries with presently little access 
to international financial markets remains to be seen.   
 
Portfolio capital and debt flows are more relevant to emerging economies and middle-income 
countries than to low-income countries, whose access to the international capital market is likely to 
remain limited. Nonetheless, their situation has certainly improved due to the Heavily Indebted Poor 
Country initiative and the more recent write-off of multilateral debt. As a consequence, 
creditworthiness improved in several countries. A country like Ghana was even able to issue 
sovereign bonds on international markets at a reasonable spread in 2006 and has been imitated by a 
couple of countries since then. However, even with emerging economies acting as new major 
international investors, this source of financing is likely to remain marginal for years to come.  
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Figure 10:  FDI inward stocks as a percentage of GD P in developing countries and in selected 

Sub-Saharan African countries 
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International migration from poor to rich countries may also help development in various ways, but it 
may also have a cost. On the negative side, migration may deplete the country of origin of valuable 
skills and slow down development. On the positive side, remittances by migrants provide foreign 
exchange receipts, very much like exports and, in some instances, may directly contribute to the 
income poverty MDG.20 Indeed, remittance flows have considerably increased over the recent years, 
although part of that increase may be due to an improvement in statistical coverage. For low-income 
countries, their share of GDP has practically doubled since 1990, and has fluctuated between 3 and 
4% in recent years. Remittance rates are lower in Sub-Saharan Africa where they represent on 
average only 1.5% of GDP. In view of the aging of the population in developed countries, it is to be 
expected that migration flows will become more important in the future, although the present economic 
slowdown will, in all likelihood, temporarily reduce both migration and remittance flows.  
 
Migrants tend to be disproportionately more skilled than the population that remains in the country of 
origin and, as mentioned above, this may have a negative impact on development in countries where 
migration rates are high and rising.. As shown in Figure 11, this is the case in Sub-Saharan African 
countries like Ghana, Malawi, Rwanda or Uganda. Note that skilled migration may not only affect the 
short-run growth rate of the economy21, but also the pursuit of some MDGs. In particular, the migration 
of doctors and nurses can only have a negative impact on the health care sector and health MDGs. 
Without some kind of regulation by host countries, the globalisation of the skilled labour market may, 
in several circumstances, prove to be detrimental to the MDGs.  In contrast, semi-skilled or unskilled 
labour migration is highly restricted in many rich countries, with barriers being particularly formidable in 
Europe. Easing the restrictions on such migration could positively affect poor countries through 
remittances without leading to the ‘brain drain’ problems just described.    

                                                 
20 See for instance Lucas (2005), and Ozden and Schiff (2007). 
21 There are conflicting views on this in the literature. Besides remittances, the positive effect of skilled migration includes 
phenomena like higher incentives to acquire a skill, technological transfer, increased productivity and entrepreneurship with 
return migration. Negative factors include the loss of human capital, the increase in the price and fall in the provision of 
skill-intensive (non-tradable) goods and services. See Ozden and Schiff (2007) as well as World Bank (2007b). 
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4.3 Trade  
 
The trade environment is probably the most important international factor for development in a 
globalising world. However, many countries find it difficult to integrate within the global economy (other 
than by exporting agricultural or mineral commodities) and to generate real spillovers in domestic 
development. Without specific preferential policies in developed countries, the highly successful East 
Asian model of development, based on manufacturing exports, would be simply impossible in many 
countries, particularly in Sub-Saharan Africa. Furthermore, even better integrated countries can still be 
harmed by the high protection that remains in specific sectors within developed countries, most 
noticeably in agriculture.  
 
Developing countries currently benefit from preferential agreements with the European Union (the 
trade scheme within the Cotonou agreement, to be replaced by Economic Partnership Agreements, 
and ‘Everything but arms’ (EBA) introduced in 2001 for the least developed countries), with the United 
States (African Growth and Opportunity Act, AGOA, introduced in 2000), and from all OECD countries 
(Generalized System of Preferences).  
 
Although limited in terms of preference margins22, AGOA agreements seem to have been successful 
in boosting African exports to the United States, notably thanks to the relaxation of the rules of origin 
in the apparel sector. Exports from the least developed African countries to the United States in this 
sector doubled from 2000 to 2006, while those to the European Union stagnated. However, as shown 
in Figure 13, the baseline was so low that this only had a marginal impact on the structure of exports 
to the United States and on domestic production.  
 
The experiences of the Cotonou agreement, the preferential regime ‘Everything but arms’ and the 
results of AGOA, suggest that the slow development of African manufacturing exports relates more to 
the difficulty in meeting standards in advanced economies and to domestic problems of logistics, 
rather than to the mere level of tariffs (although restrictive rules of origin requirements also play a 
role). It should also be kept in mind that these preferences were granted to the least developed 
countries, with less capacity to take advantage of them than less poor countries. Finally, it can be 
argued that selective tariff cuts on imports by countries themselves (or similar duty-drawback 
schemes) may be necessary to enhance export capacity when imports are used as inputs in the 
exporting sectors.23 
 
Looking forward, two major changes may happen in the international trade environment: the 
conclusion of the Doha round and/or the extension of bilateral preferential agreements. Concerning 
the Doha round, a recent simulation of the Falconer and Stephenson compromise proposal, tabled in 
mid 2007, performed with the MIRAGE model24, shows that it would produce a strong erosion of 
preferences in the manufacturing sector of Sub-Saharan African and other poor countries. However, 
its effect would be less strongly felt in agriculture, except for very specific products (such as bananas). 
The net detrimental impact that the proposal has on the textile industry raises the case for introducing 
accompanying measures, such as reinforced aid for trade. As for agriculture, price increases would be 
limited, especially in a context of already high prices (tariff cuts are calculated on consolidated duties, 
which are not binding when prices are high). As far as preferential agreements are concerned, on the 
other hand, they will have to be consistent with WTO rules, especially with regards to reciprocity and 
non-discrimination requirements. The European Union has started to sign Economic Partnership 
Agreements (EPAs) with ACP countries, thus replacing the Cotonou scheme. A quantitative, partial-
equilibrium assessment of EPA agreements25 suggests that EPAs would have a very significant  

                                                 
22 Generally less than 5% compared to the most favoured nation tariff, see Laborde, Mitaritonna and Puppetto (2008). 
23 See Collier and Venables, 2008 
24 See Decreux and Fontagné (2008). 
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impact on those countries’ exports when compared to the WTO-compatible GSP/EBA alternative26. 
However, the reciprocal cuts in import tariffs from the EU would have a very large negative impact on 
tax receipts for some countries such as Ghana, Congo, Togo, or Mauritius. This serves to highlight the 
importance of the “development” section of EPAs and of the need for an optimisation of the list of 
“sensitive” products that are to be excluded from tariff cuts.  
 
A final word must be said on the rising share of China and other emerging countries in the 
geographical trade structure of Sub-Sahara African and other poor countries (Figure 12). The 
increase, to over 20 per cent, of the share of those countries in Sub-Saharan African exports can be 
viewed as very positive if world growth is to depend more heavily on these countries in the future, 
even though exports to China mostly consist of raw commodities (see Figure 13).  
 
 
Figure 12: Geographic distribution of sub-Saharan A frican exports 
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26 See Fontagné, Laborde and Mitaritonna (2008). 












































































