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AREA OF STUDY 3
GLOBAL ECONOMIC ISSUES

7 The challenges faced by
developing nations in reducing
poverty

7.1 Overview
Numerous videos and interactivities are available just where you need them, at the point of learning, in
your digital formats, learnON and eBookPLUS at www.jacplus.com.au.

7.1.1 Introduction
It is a sad fact that for around 60 per cent of the world’s 7.53 billion people living in low-income countries,
life is a real struggle and living standards are very low. In addition, over 750 million of these people, or
11 per cent of the world’s population, try to survive on incomes below the extreme poverty line. Here there
is great physical deprivation, hunger, inequality, insecurity, poor health, illiteracy, persecution, and the
absence of hope and opportunity.

In contrast, it is surely a great obscenity that many people in high-income nations grow obese from
endless consumption, waste enough food each year to feed over 220 million starving people, and spend so
much time at work that they are unhappy, stressed and have little time for relationships. With this in mind,
the causes of low incomes, and lack of economic development in some countries, surely deserves our close
attention as an important contemporary economic issue. In particular, we will examine the general causes
of low-income in Third World nations and the challenges they face in accelerating development designed to
alleviate poverty and improve general wellbeing.
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FIGURE 7.1 There is great inequality in incomes and material living standards between those living in rich and
poor countries. The general obsession of high-income earners with consumption not only depletes the world’s
resources, but it adds disproportionally to greenhouse gases, climate change and severe weather events that
have a particularly adverse effect on those in low-income countries.

7.1.2 What you will learn

KEY KNOWLEDGE
• definition of the selected global economic issue/s
• economic reasons why the issue/s may be of importance to Australia and the global economy
• economic factors that might influence the extent and nature of the selected global economic issue/s
• the different perspectives held by stakeholders regarding the selected global economic issue/s, such as the

role of consumers, businesses, governments and other relevant stakeholders
• the effects associated with any action taken by relevant stakeholders to address the global economic

issue/s.

KEY SKILLS
• define key economic concepts and terms and use them appropriately
• gather and interpret statistical data on the selected global economic issue/s
• identify and discuss factors that influence the selected global economic issue/s
• identify trends, patterns, similarities and differences in economic data and other information
• evaluate the costs and benefits associated with action taken to address the selected global economic

issue/s
• access and synthesise information gathered from a range of sources and draw conclusions

Source: VCE Economics Study Design (2017–2021) extracts © VCAA; reproduced by permission.
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Resources

Digital document Key terms glossary — Topic 7 (doc-#####)

To access key concept summaries and practice exam questions download and print the studyON: Revision and practice
exam question booklet (doc-XXXX).

7.2 Definition of development and its measurement

KEY CONCEPTS
• definition of the selected global economic issue/s
• economic reasons why the issue/s may be of importance to Australia and the global economy

What exactly is a developing nation and what is meant by the term development? This is not an easy
question to answer since development means different things to different people.

7.2.1 How do we define the term development?
The notion of development implies that a nation has made some sort of progress. However, how this
progress is defined has changed over time since the late 1940s, when Development Economics became a
specialist area of study.
• The traditional definition of development. Until the 1970s, the traditional view of development in

Third World countries was mostly about using economic policies to accelerate the annual rate of
growth in gross domestic product (GDP) or gross national income (GNI) per capita. In turn, it was
thought that somehow, these benefits would trickle down to improve the wellbeing of the general
population. Frequently, it also sought to shift the typical structure of low-income economies away from
agriculture towards manufacturing.

Here, development was narrowly equated with lifting incomes, and payed little attention to the
mechanics of how any of the benefits might be distributed to the masses.

• The modern view of development.By the 1970s, despite some economically poorer countries
experiencing faster rates of economic growth, it was becoming increasingly obvious that the general
wellbeing of these societies was not improving, and that the concept of development needed to be
redefined. A far broader more human view of progress was required.

While the aim of accelerating the growth in GDP and GDI per capita were still seen as really important
for development, it was not seen as the sole end, since real development must incorporate more direct and
inclusive ways of improving the quality of life in economically poor countries.

Today, most define development as a multidimensional process involving economic, social, political and
institutional changes that are needed to improve the daily material and non-material wellbeing of all people
in a society.

How might we actually know if there has been effective development in an economically poor country?
Apart from higher real per capita incomes and purchasing power that is distributed widely among the
majority of the population, what other changes would we see over a period of time? For instance, would
we need to find evidence of the following:
• Are poverty rates declining?
• Are there improved job opportunities with less unemployment?
• Is inequality in the distribution of goods, services and incomes on the decline?
• On a daily basis, is there less economic and social insecurity?
• Are most people healthier, more literate, better clothed and properly nourished, and do they live

longer lives?

TOPIC 7 The challenges faced by developing nations in reducing poverty 3
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• Do more people have the freedom of choice and opportunity to reach their potential, and achieve what
they aspire with the resources they have?

• Is there improved justice, greater effectiveness and transparency in government and other institutions,
and are there reduced levels of corruption?

• Is there better social inclusiveness for all people, including improvements in gender equality and the
sharing of power?

• Is economic activity environmentally sustainable?
• Are more people happier?
Progress on many of these fronts could be seen as development, allowing most people to live with

improved fulfilment and dignity.

7.2.2 Using average GDP or income to measure a
nation’s development
When examining the topic of development, often there is reference to low-, middle- and high-income
nations, simply because income levels are one dimension of development or progress. Commonly, the real
level of gross domestic product (GDP) or gross national income (GNI) per head is used as an indicator of
what development means, even though these provide a rather inaccurate and narrow view.

In 2019, the World Bank, for example, defined low-income countries as those where people subsist on a
mere $2.72 or less per day (i.e. an average of $993 per person a year or less). In contrast, middle-income
nations have average per capita incomes of between $2.73 and $10.67 per day (i.e. between $996 and
$3895 per person a year), while high-income countries have average incomes of $33 or more per day (i.e.
a minimum of $12 045 per person a year). Figure 7.1 shows that most low-income countries are located
in Africa and Asia. These nations usually have a high proportion of their population living below the
severe poverty line (recently updated by the World Bank to include individuals on an income of less than
US$1.90 per day).

FIGURE 7.2 Global map showing where low-income developing countries are found

GDP per capita — PPP in
international US dollars

Countries by GDP (PPP) per capita in 2015
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Source: Map copied from Wikipedia, the free encyclopaedia, https://en.wikipedia.org/wiki/File:Countries_by_
GDP_(PPP)_Per_Capita_in_2015.svg.

4 Key Concepts in VCE Economics 1 Units 1 & 2 Eleventh Edition



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 5 — #5

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

For these low-income countries, one step required for development is to try and accelerate the pace of
economic growth and lift its GDP and GNI at a faster rate than its population. In turn, higher per capita
production and incomes can help solve problems like poverty, unemployment, inequality, illiteracy, hunger,
poor health and low life expectancy, discrimination, insecurity, lack of opportunity and low living standards.

However, although GDP per capita is commonly used to define low-income countries, it really provides
very limited information about development and the state of people’s daily lives or wellbeing. This measure
has several limitations:
• The problem of unrecorded subsistence production. GDP only measures the value of marketed

goods and services produced and exchanged in the economy. Because a large percentage of the
population in low-income countries is involved in subsistence production that is never marketed or
sold, GDP per capita is likely to be an underestimation of actual levels of economic welfare.

• The problem of unequal distribution. Most importantly, average GDP per capita fails to take account
of how evenly or unevenly goods, services and incomes are distributed or shared among all members
of the population. Most low-income countries have extreme inequality, where the poorest 20 per cent
of the population receives perhaps less than 4 per cent of the nation’s income cake. Average GDP per
capita is therefore a very inadequate guide of people’s general consumption or access to basic goods
and services.

• Negative externalities. On its own, GDP does not consider the costs to society and the environment
(called negative externalities) of economic progress, yet such costs are often very high in low-income
countries due to their overpopulation.

• No consideration of the quality of daily lives. Importantly, GDP fails to accurately tell us whether
the quality of daily life for ordinary people is getting better in terms of life expectancy, health, access
to clean water, education and health, standards of food and nutrition, lower poverty rates, improved
justice and reduced crime, greater freedom and democracy, better human rights and opportunities for
all. GDP tells us almost nothing about these important aspects of non-material wellbeing.

From what has just been said, development in low-income countries involves a far broader concept and
requires more than simply growing the size of the economy, GDP or average GNI per capita.

7.2.3 Using the Human Development Index (HDI) to define a
developing nation
Given the limitations and narrowness of using GDP or income per capita as an indicator or measure of
development, a broader measure of progress was devised called the Human Development Index (HDI).
Unlike GDP, this indicator reflects both economic and social conditions affecting the general material and
non-material wellbeing of people.

The HDI is not just based on income per head (GNI adjusted to international dollars or PPP to expose its
purchasing to reflect material living standards); it also reflects three other important indicators:
• life expectancy (years calculated at birth) to show whether people enjoy a long and healthy life,
• expected years of schooling (to assess access to knowledge)
• mean years of schooling (to assess access to knowledge).
Figure 7.2 shows the makeup of the HDI. It also shows the approximate levels of the HDI using a colour

code (see the map key). A country score near 1 is highest, while a value near 0 is lowest. By following the
United Nations, International Human Development Indicators weblink in the Resources tab, you can
click on particular countries in the map and find detailed information about levels of human development in
each country.

TOPIC 7 The challenges faced by developing nations in reducing poverty 5
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FIGURE 7.3 Map showing the Human Development Index (HDI) for different countries

Very high human development, index above 0.8 High human development, index around 0.7 to 0.8

Medium development, index around 0.6 to 0.7 Low human development, index below 0.5

Human
Development
Index (HDI)

DIMENSIONS

INDICATORS

DIMENSION
INDEX

Long and healthy life Knowledge A decent standard of living

Life expectancy at birth Mean years
of schooling

Expected years
of schooling

GNI* per capita (PPP $)

GNI indexLife expectancy index Education index

Human Development Index (HDI)

Source: The HDI diagram comes from the United Nations Human Development Report, see http://hdr.undp.org/
en/content/human-development-index-hdi. The map has been copied directly from United Nations Development
Program, Human Development Reports, released December 2015, see http://hdr.undp.org/en/countries. *Note: GNI is
fairly similar in value to GDP.

Table 7.1 indicates that typically, low-income nations also have lower HDI scores (e.g. in Africa, Niger
on 0.354 points), whereas high-income developed nations usually have elevated HDI scores (e.g. Australia
is in number three position with a score of 0.939 points).

TABLE 7.1 Ten countries with the highest and ten countries with the lowest Human Development Index
(HDI) scores

Rank Country

Human
Development
Index (HDI)

(value)

Life
expectancy

at birth
(years)
SDG3

Expected
years of
schooling
(years)
SDG 4.3

Mean
years of
schooling
(years)
SDG 4.6

Gross
national

income (GNI)
per capita
(PPP $)
SDG 8.5

1 Norway 0.953 82.3 17.9 12.6 68 012

2 Switzerland 0.944 83.5 16.2 13.4 57 625

3 Australia 0.939 83.1 22.9 12.9 43 560

4 Ireland 0.938 81.6 19.6 12.5 53 754
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5 Germany 0.936 81.2 17.0 14.1 46 136

6 Iceland 0.935 82.9 19.3 12.4 45 810

7 Hong Kong,
China (SAR)

0.933 84.1 16.3 12.0 58 420

8 Sweden 0.933 82.6 17.6 12.4 47 766

9 Singapore 0.932 83.2 16.2 11.5 82 503

10 Netherlands 0.931 82.0 18.0 12.2 47 900

Rank Country

Human
Development
Index (HDI)

(value)

Life
expectancy

at birth
(years)
SDG3

Expected
years of
schooling
(years)
SDG 4.3

Mean
years of
schooling
(years)
SDG 4.6

Gross
national

income (GNI)
per capita
(PPP $)
SDG 8.5

189 Niger 0.354 60.4 5.4 2.0 906

188 Central
African
Republic

0.367 52.9 7.2 4.3 663

187 South Sudan 0.388 57.3 4.9 4.8 963

186 Chad 0.404 53.2 8 2.3 1750

185 Burundi 0.417 57.9 11.7 3.0 702

184 Sierra Leone 0.419 52.2 9.8 3.5 1240

183 Burkina Faso 0.423 60.8 8.5 1.5 1650

182 Mali 0.427 58.5 7.7 2.3 1953

181 Liberia 0.435 63 10 4.7 667

180 Mozambique 0.437 58.9 9.7 3.5 1093

Source: United Nations Development Program, Human Development Reports, 2018 statistical update, selected parts
of the table were copied directly from http://hdr.undp.org/en/2018-update.

We should now be able to understand that using the HDI tells us far more about general living standards,
wellbeing and the level of development, than simply using real GNI per head. Growing incomes is
important but, on its own, it is not sufficient. Development is a multidimensional process whereby there
are economic, social, political and institutional changes that widely improve the material and non-material
aspects affecting the quality of daily life of all people in low-income countries.

Resources

Weblinks United Nations, International Human Development Indicators

If the world was a village of 1000 people

What if the world were 100 people?

Nigeria: Work and jobs for the giant of Africa

Developed economy

Debunking Third-World myths with the best stats you’ve ever seen

What does ‘Third World country’ mean?

The slum: Risky business
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To answer practice exam questions online and to receive immediate feedback and sample responses for every
question, go to your learnON title at www.jacplus.com.au.

studyON: Practice exam questions

Fully worked solutions and sample responses are available in your digital formats.

8 Key Concepts in VCE Economics 1 Units 1 & 2 Eleventh Edition



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 9 — #9

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

7.3 The factors limiting development and causing
poverty in low income countries

KEY CONCEPTS
• economic factors that might influence the extent and nature of the selected global economic issue/s

Why is it that some countries are economically poor with low levels of development, while others are
relatively rich? Unfortunately, there is no simple explanation that suits all cases, since each country is
unique in certain ways. For instance, some nations have big populations, others are small. Some have many
natural resources, others have few. Some have socialist economies, others use market capitalism. Some are
on different sides of the equator. And some are former European colonies, but others are not.

However, having pointed out some of the differences in developing nations, it is possible to make a few
generalisations about fairly common factors that interact to restrict development, limit per capita incomes,
cause inequality and poverty, and check opportunities for all to be well fed and healthy, educated, and live
long and fulfilling lives. These factors are summarised in figure 7.5.

TOPIC 7 The challenges faced by developing nations in reducing poverty 9



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 10 — #10

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

FIGURE 7.5 Factors limiting development in low-income countries
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7.3.1 Limited productive capacity
Perhaps the most common cause of poverty and slow development in some countries is the economy’s
current lack of productive capacity.

This restricts the level of output of goods and services, relative to the size of the population. It means that
each person’s income and slice of the production pie is small. As a result, average consumption of goods
(e.g. food, clothing and housing) and services (e.g. health, education and transport) per capita is low. This
causes poverty and subsistence living standards. Mention was made in topic 1 of the factors that can limit
the size of a country’s capacity or production possibility frontier (PPF). Basically, it comes down to two
main constraints:
• The volume of resources. Natural resources (e.g. agricultural land, climate, water), labour (e.g. the

provision of skills and physical effort) and physical capital resources (e.g. plant and equipment used in
production such as tractors, railways, water, electricity system) per person in low-income countries is
typically too small to allow for sufficient production or GDP. Perhaps the country is overpopulated
given the quantity of resources available.

• The productivity or efficiency of labour and other resources. In low-income nations, the ratio of
total output or GDP gained from each unit of labour, natural and capital resources used is tiny relative
to that gained in high-income countries. This restricts a nation’s productive capacity.

The problem with limited efficiency and low output per hour is that real per capita incomes paid to
workers are also low. This causes poverty, malnutrition, poor health, low access to education and limited
opportunities. Clearly, poverty and lack of development will persist in these countries unless there is
economic growth and the expansion of the nation’s production possibility frontier (PPF).

10 Key Concepts in VCE Economics 1 Units 1 & 2 Eleventh Edition
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7.3.2 Low savings and investment and the cycle of
low-incomes and poverty
As we know, low-income nations have subsistence levels of production and income per capita, and hence
high levels of poverty. After purchasing basic necessities (e.g. food, housing), little or no household income
remains for savings (i.e. savings are income not spent). However, without savings (by households, firms or
governments), there is limited finance for investment in capital equipment that is needed to start and grow
businesses or provide government services or infrastructure, unless there is a rise in overseas borrowing
or debt.

Even if credit is available in low-income countries, it is very expensive as reflected in high interest rate
repayments of up to 40 per cent. These higher interest rates make borrowing credit to start businesses
almost impossible, as the heavy repayments will eat into any possible profit. Many households also lack
the basic requirements for gaining a credit rating. This means that they are unable to borrow from banks
or local money lenders. In addition, if governments borrow to provide community services (as happens in
many low-income countries), there is the ongoing burden of interest repayments for future generations.

Whatever the cause, low levels of investment in equipment and new technology mean that labour output
per hour worked (i.e. worker efficiency) is very small indeed. This causes hourly pay rates, incomes and
purchasing power to be limited, and hence living standards remain desperately low. One way to illustrate
this problem is to use a diagram showing the vicious cycle of poverty. As shown in figure 7.6, the poverty
cycle can start with poor savings, inadequate investment, weak efficiency and hence low incomes, which
will persist unless the cycle is somehow broken. However, escaping this vicious cycle is not easy. As we
shall see shortly, it may take considerable time and requires a combination of many strategies.

FIGURE 7.6 The vicious cycle of poverty and underdevelopment in low-income countries
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7.3.3 Limited education and the cycle of low incomes
Low incomes in developing countries mean that many families cannot afford to send their children to
school, especially to upper secondary levels or university. Governments, too, fail to allocate adequate
resources to ensure that education is both affordable and available for all. In turn, low educational access
and completion rates mean a lack of skills and knowledge, and the restriction of capacities and capabilities.
This perpetuates the vicious cycle of weak labour productivity and hence low incomes.

FIGURE 7.7 Low access to education perpetuates the poverty cycle via weak labour productivity and hence
low incomes.
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There is ample evidence of limited educational standards, opportunities and outcomes in low- income
countries. For example, take a look at figure 7.8 comparing the great disparity in educational rates at
primary and lower secondary levels, and by gender, for low-income nations against those for lower-middle,
upper-middle and high-income countries.

Notice that for low-income countries:
• while completion rates for education have improved, they are still significantly lower than for

high-income countries, especially at lower secondary levels where completion rates are less than half
of those in high-income countries.

• females have significantly reduced access to education than males, whereas this is not the case in high
income nations.

12 Key Concepts in VCE Economics 1 Units 1 & 2 Eleventh Edition
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FIGURE 7.8 Differences in the completion rates of education by gender and income level
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Source: Graph copied directly from the World Bank, Quality Education, Sustainable Development Goal, see http://datatopics.
worldbank.org/sdgatlas/SDG-04-quality-education.html.

One reason for the poor access to education in low-income countries is that most governments allocate
too few resources to this area. This is a real problem because investment in people (growing human capital
resources) is critical in these countries to growing productivity and capacity, and unlike the situation in
richer countries, these families cannot afford to pay for education.

Worldwide, governments invest around 5 per cent of the nation’s GDP into education. However,
figure 7.9 reveals that in some low-income countries and regions (like sub-Saharan Africa, South Asia
and the Middle-East), this rate is 40–50 per cent less.

FIGURE 7.9 Government funding to provide educational opportunities by region and country

Eduaction is an investment. All governments bear some responsibility for funding
education; median spending on education worldwide is 5 percent of GDP

Government spending on education, by country and regional medain, most recent value in 2011–16 (% of GDP)

South Asia
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Middle East & North Africa
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Source: Graphs copied directly from the World Bank, Quality Education, Sustainable Development Goal, see http://
datatopics.worldbank.org/sdgatlas/SDG-04-quality-education.html. Note: On the graph, the red coloured dots show the
region’s average, and the grey dots show the particular countries that make up the region.
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7.3.4 Problems involving population and the labour force

FIGURE 7.10 Rapid population growth of over
two per cent a year in low-income countries causes
material living standards or GDP per head to rise
more slowly. There are many causes of high birth
rates, including a lack of education, limited access
to contraceptives, high rates of infant mortality and
economic insecurity.

On average, the population of low-income countries
is growing more than three times as fast as that of
high-income countries. For instance, the average
rate of population growth is around 2.2 per cent
a year for economically poor countries compared
with only 0.7 per cent in most richer countries.

Figure 7.11 shows that many factors contribute to
rapid population growth. These include:
• the tradition of having large families

(to counteract high infant mortality rates)
• restricted access to birth control (due to

cost or religious beliefs)
• a lack of information about birth control

and family planning, and
• in the absence of the pension system, there

is a belief that having extra children is
an insurance against old age since children
can earn extra income for the family
(given that child labour is usually tolerated).

Figure 7.11 also outlines some of the effects of rapid population growth in most developing countries.

FIGURE 7.11 The causes and effects of population growth in low-income countries
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Rapid population growth places enormous pressures on the resources of poor countries. It does this in
several ways:
• Farming problems. Given that most families live in rural rather than in urban areas, the size of farms,

and the ability of rural populations to feed themselves and create jobs, is progressively reduced by
population growth. Farmers are forced onto less fertile land, so efficiency and incomes decline. This
problem is worsened by the fact that, often, the best land is owned by the rich minority, who either fail
to cultivate the property or, alternatively, impose harsh rental conditions on farmers (i.e. 50–80 per cent
of the crop is taken by the landlord as rent). This contributes to low rural productivity and higher
unemployment. It also means that productive capacity is wasted and the nation’s output of food is
lower than it could be. As a result, living standards and general wellbeing are depressed, and poverty
rates rise.

• Urban problems. In some developing countries, population growth has created a massive shift of
people in search of work from overcrowded rural areas into the city where there are some jobs
available in manufacturing. This creates severe urban problems involving inadequate transport,
housing, waste disposal, pollution, sanitation, education, water supply and health services.

• Infrastructure problems. Usually, governments in low-income countries are expected to provide
infrastructure and services such as education, health, water supply, sanitation, roads, railways, ports
and electricity. However, government tax revenue is inadequate to provide these, due to low incomes,
unemployment, corruption and tax evasion. Rapid population growth puts pressure on infrastructure
that is already insufficient. It breaks down, is chaotic, congested, decaying and inefficient. Apart from
causing people to live in miserable conditions, poor infrastructure also scares away new businesses.
This means that production is depressed, there are fewer jobs, and incomes are lower than otherwise.

• Unemployment problems. High unemployment means that a country’s output of goods and services
is well below its productive capacity or physical limit. In many low-income countries, rapid population
growth increases unemployment (i.e. when those 15 years of age and over who want work cannot find
jobs). Figure 7.10 shows the massive scale of this problem, with rates in some countries over
25 per cent of the labour force. In addition, there is the issue of underemployment (i.e. when those
working are not employed to their capacity and, for example, could work more hours and produce
more output per hour). Commonly, those who are employed are working at perhaps only
50–60 per cent of their potential. Together, unemployment and underemployment mean that a very
large part of the country’s labour resources are idle, and its economy is operating well below capacity
and inside its PPF. As a result, production and income levels per head of population are low and
poverty is rampant.

• Problems in education and skills. A rapidly growing population, as found in many low-income
countries, makes it harder for the government to provide adequate education. In turn, this limits
children’s access to knowledge and skills, worsens teacher shortages and overcrowding at schools. In
this situation, poor educational standards act to limit both the capacities and capabilities of the
population (typically with youth literacy rates for 15–24 year olds of only 50–60 per cent). It shrinks a
country’s productive capacity, slows development and contributes to poverty.

• Environmental problems. Generally, more people mean that there is greater pollution. In part, this is
because of the need to increase the production of goods and services. It often means that natural
resources are overused and abused, resulting in environmental degradation. For example, to allow for
the growth of agriculture to feed growing populations in Indonesia and Brazil, logging and the clearing
of forests have occurred on a massive scale. This has led to the destruction of native habitat, extensive
soil erosion, reduced water and river quality, and increased risk of mud slides that destroy villages and
infrastructure. Again, poverty is increased and living conditions become more depressed.
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FIGURE 7.12 High rates of unemployment in low-income countries restrict economic development, reduce
incomes, cause poverty and lower living standards.

0 10

0.6
0.7

2.5

2.1
2.2
2.4

3
3.5

3.9
4

4.8
5
6

7.4
12.4

14.5
15

16
18.9
19.6

22.6

23

23.9

24.5
28

35
36

48

50

77

30 40 50 60 70 80

Qatar

Thailand

Papua New Guinea

Singapore

Vietnam

Japan

Nepal

India

China

USA

North korea

Australia

Russia

Kenya

Iran

Spain

Zambia

Iraq

Greece

Sudan

Chad

Nauru

Afghanistan

Mozambique

Palestine

Yemen

Republic of the Congo

Senegal

Syria
Burkina Faso

Unemployment rate (percentage)

Unemployment rate (percentage of the total labour force)
C

o
u

n
tr

y
 

20

Source: Data derived from various sources including the CIA World Factbook. Note: Data mostly for 2016–18.

 
7.3.5 Smallness of the local or domestic market
Despite many developing countries having
large populations, they have relatively small
markets in which to sell goods. This is
because incomes are low and there is great
inequality in the distribution of incomes,
limiting demand and purchasing power (see
section 7.3.8). This is a problem because
even if local businesses were to lift output,
to whom could they sell? Because of this
weakness in domestic spending, levels of
domestic production will be limited unless
export markets can be found for crops
and other commodities. Unfortunately for
businesses in low- income countries, poor
transport infrastructure, inadequate handling and storage facilities, and the continued existence of trade
protectionist policies used by some high-income countries (e.g. subsidies and tariffs operated by France,
Japan and the US), mean that the problem of a small domestic market remains as a disincentive for growing
output. In turn, this limits the growth in employment and incomes, adding to poverty and reducing living
standards.
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7.3.6 Inefficient government and institutional failure
Democracy involves giving people the freedom every few years to choose who will govern them. Often,
low-income countries have political dictatorships (rather than transparent and accountable democracies) and
many institutions fail to efficiently operate and deliver fair outcomes. For instance:
• Ordinary people are usually powerless to judge or comment about poor government. The media is

unable to expose rampant corruption, administrative failure, repression, abuse of power, the absence of
the rule of law, and the poor treatment of citizens

• Officials often look after themselves, protect their friends, hand out special privileges to interest
groups, and fail to use policies to redistribute income and equitably share the benefits of economic
development.

• It is not uncommon in low-income countries with military dictatorships for scarce resources to be
redirected into defence and away from providing basic social and economic infrastructure like health,
education, clean water, transport systems transparent and accountable democracies — investments
needed to facilitate the production and marketing of goods and services. Sometimes, too, defence
spending is even financed using foreign borrowing that requires expensive debt repayments.

As a result of these administrative, institutional and political failures, vital economic and social change
cannot occur. It creates yet another vicious cycle that reduces opportunities for the majority of people, slows
development and undermines the quality of daily life.

7.3.7 Limited foreign trade, rising debt and interest repayments

FIGURE 7.13 When low-income countries
borrow credit from richer countries,
this creates the burden of repaying
debt abroad, along with regular interest
payments. These repayments cause scarce
resources to be reallocated away from
other uses such as government spending
on water supply, and providing health
and education that would improve the
wellbeing of people.

Countries need to export in order to help pay for necessary
imports. Potentially, too, export markets could provide the
incentive for businesses to lift output so as to help make up
for the weakness of local demand caused by low incomes or
purchasing power.

Nations also have to meet the burden of paying interest
on their foreign debt or overseas borrowing. Unfortunately,
there are many obstacles preventing low-income countries
from being able to pay their way in international financial
transactions with the rest of the world. As a result, most
low-income countries have large deficits on their balance
of payments current account, and massive levels of foreign
debt. Let us take a closer look.
• Limited agricultural exports. It is common to

find a large proportion of the population in low-income
countries involved with subsistence agriculture. This
obviously produces no surplus output to boost export
sales and incomes. However, often the other more
modern part of the rural sector produces for local and,
especially, export markets. It entails growing cash crops
and other food items (e.g. cocoa, sugar, coffee, spices,
maize, timber, palm oil and rice). Unfortunately, there
is little value added in this line of industry (due to the
lack of processing) and so many of their commodities
command only low prices internationally. Furthermore,
high-income countries including the United States,
Switzerland, Japan and the European Union, use tariffs and subsidies to protect their own rural
industries. This all means that export incomes of poor countries are fairly low, and many nations face
large current account deficits (CADs) and rising foreign debts.
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• Limited manufactured exports. There is a growing need in low-income countries to focus on basic
manufactured exports (e.g. textiles and clothing, toys, simple electrical goods) produced in urban
areas. This is often because opportunities and land for farming are limited, rural commodity prices are
depressed, and incomes are low. As a result, unemployed or underemployed labour drifts to the cities
in search of jobs in manufacturing. However, these countries’ exports of simple manufactured or
processed goods are often reduced by the existence of substantial tariffs, import quotas, export
subsidies and other protectionist tricks used by high-income countries.

• Increased reliance on imports. Often there is a reliance on imports of food, oil and more elaborately
manufactured items (e.g. equipment) because of obstacles that restrict domestic production in these
areas. This adds to a country’s trade and current account deficit.

• The problem of overseas debt repayments. There are many reasons why many low-income nations
have high levels of foreign debt and problems with debt repayment. For instance, savings levels are
usually low. This scarcity of savings causes local interest rates to be high, making finance for
investment spending on capital equipment very expensive. Third World debt is also worsened by the
fact that interest rates abroad are often lower than those offered locally. In addition, generous credit
was previously made available at very seductive interest rates, sometimes by multilateral institutions
like the International Monetary Fund (IMF) and World Bank. Governments in low-income
countries often face serious financial problems, driving them into debt. On the one hand, the
government’s economic worries are caused by inadequate revenue. As noted previously, this is due to
subsistence or low average incomes of the population and tax collection difficulties including
corruption and institutional failings. On the other hand, with rapid population growth, the required
level of government spending on basic social and economic infrastructure (e.g. services including
health, education, transport, water supply, power generation) is massive. In addition, the borrowed
money has often been misappropriated through corruption, wasted by incompetent officials on poorly
selected projects, or misused for financing repression and military operations (e.g. often around
20 per cent of Third World debt is spent on military equipment).

FIGURE 7.14 The problem of public sector foreign debt (much
of it borrowed overseas) in selected low-income countries and
Australia
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A seemingly attractive solution to
this problem of having limited foreign
exchange to buy essential imports of
goods and equipment is for the private
and government sectors to finance their
spending by borrowing credit overseas.
Unfortunately, this adds to the foreign
debt of low-income countries. As shown
in figure 7.14, public sector debt levels in
many low-income countries like Lebanon
or Congo, much of it money borrowed
overseas, are very high compared with
the size of their economy or GDP. One
would have to question the capacity of
these countries to ever repay the loans
without causing their citizens much pain
and suffering.

The other problem is that interest
repayments on foreign debt can amount
to billions of dollars annually, so
government spending on necessary
community services (e.g. health, housing
and education) and infrastructure (e.g.
water supply and transport) must be cut dramatically. This then contributes to even more poverty, further
slowing development and depressing living standards. Perhaps we can now see why forgiveness of debt,
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offered by high-income countries in recent years, may allow struggling nations to make a new start and
alleviate poverty. Although borrowing credit clearly has its dangers, moderate levels of government debt
can be useful, provided that the borrowed funds have been used productively for financing important
projects that add to the nation’s self-sufficiency and the quality of daily life for ordinary people.

7.3.8 Great inequality in income and wealth
The gap in income and wealth between the rich and poor in low-income countries is even greater than it is
in Australia. The Gini coefficient is often used to measure the levels of inequality. It is a number between
0 (meaning total equality) and 1 (meaning total inequality). As shown in figure 7.15, the Gini coefficient
in many low-income countries (e.g. Namibia, South Africa, Botswana and Lesotho) is often very high,
between 0.60 and 0.70.

FIGURE 7.15 Incomes are usually divided unevenly in low-income countries (Gini coefficient: 0 means total
equality, 1 means total inequality).
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World_CIA_Report_2009.png.

By way of contrast, Australia’s Gini coefficient for income is currently around 0.323 (i.e. relatively more
equal). Frequently, inequality is reinforced by unequal ownership of land, official corruption, the absence of
democracy and free speech, military dictatorship, closed markets, state and private monopolies, the caste
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system that ranks society, special favours involving deals with the government, and the abuse of social,
political and economic power. In addition, undemocratic governments in these countries often do not have a
real commitment to promoting a fair or equitable income distribution. As a result, the rich tend to get richer,
the poor get poorer, poverty thrives and living standards remain low.

FIGURE 7.16 European colonies in Africa, 1939
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7.3.9 Historical problems
One thing that many low-income countries have in
common (e.g. those in Africa, South America, Asia,
Central Europe) is that during the 1700s, 1800s and
early 1900s, they were colonies of European powers.
For example, figure 7.16 shows the huge extent of
colonial power in Africa for 1939.

Many of these nations were exploited for their cheap
and obedient labour and for their natural resources.
In the past, much wealth and income was sucked
out, often leaving the local population worse off than
before. It is hardly surprising, therefore, that most of
these countries (e.g. India, South Africa, Indonesia,
Vietnam and East Timor) pushed for independence
through both peaceful and other means. In some cases,
unfortunately, the end of European colonialism did
not necessarily mean the end of poverty or faster
development.
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Weblinks Why some countries are poor and others rich

The new way of colonialism in Africa

Documentary: The dark side of chocolate

Cappuccino trail
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Population and world resources

Stealing Africa — why poverty?

7.3 ACTIVITIES
To answer questions online and to receive immediate feedback and sample responses for every question go to
your learnON title at www.jacplus.com.au

CHECK YOUR UNDERSTANDING
1. Identify and explain the major commonly problems faced by low-income countries that slow the pace of

development.

APPLIED ECONOMIC EXERCISES
1. ‘Low-income countries have limited productive capacity. One requirement for economic development is to

grow this capacity.’
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(a) Accurately define what is meant by an economy’s productive capacity, explaining this using an
appropriate hypothetical PPF diagram.

(b) By itself, growing capacity will not happen unless there are expanding markets, either locally or abroad.
Explain.

(c) Why are high levels of investment spending important for economic development? Use the vicious cycle
of poverty diagram (figure 7.6 in section 7.3.2) to show why investment is inadequate and poverty is high
in low-income countries.

(d) What are economic infrastructure and social infrastructure? Provide two examples of each. Explain how
poor infrastructure restricts development.

(e) Identify and explain at least four important ways that rapid population growth tends to slow economic
development in many low-income countries.

(f) Why is the growth of exports so important for low-income developing countries? Identify and explain two
reasons why the growth in their exports is limited, slowing economic development.

(g) How might the development of democracy actually help to promote faster economic development in
low-income countries?

2. One obstacle to development in low-income countries is the limited access of most people to financial
services, bank finance and affordable loans. Examine figure 7.17 before answering the questions
that follow.

FIGURE 7.17 Adult access to financial services and borrowing credit as a percentage of the population

Accounting ownership, 2017 (% of population ages 15 and older)

Access to financial services benefits individuals and societies. Globally, 69 percent of

adults have an account with a financial institution or mobile money provider.

No data90–10065–9040–6520–400–20

Source: Map copied directly from The World Bank, SDG Atlas, 2018, see http://datatopics.worldbank.org/sdgatlas/
SDG-08-decent-work-and-economic-growth.html.

(a) Quoting particular countries and statistics drawn from the map, contrast the access to financial services
and credit of adults in low-income countries with those in high-income countries.

(b) Explain the various ways limited access to financial services would slow the pace of development.
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3. Institutional failure, government corruption and war are big problems in many low-income countries.
Examine figure 7.18 before answering the questions that follow.

FIGURE 7.18 Comparisons of corruption among public or government officials between global
regions and battle-related deaths in selected low-income countries
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Source: Graphs copied directly from The World Bank, SDG Atlas, 2018, see http://datatopics.
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(a) Referring to the graph and quoting figures, which low-income nations have the highest levels of official
corruption?

(b) How would you expect high levels of corruption to lower levels of development?
(c) Which countries suffered the greatest number of casualties from battle-related deaths in the most recent

years?
(d) Explain the various ways in which development is slowed by high levels of battle-related deaths and war.

To answer practice exam questions online and to receive immediate feedback and sample responses for every
question, go to your learnON title at www.jacplus.com.au.

studyON: Practice exam questions

Fully worked solutions and sample responses are available in your digital formats.
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7.4 Actions by governments in low-income
countries to help promote development and improve
people’s wellbeing

KEY CONCEPTS
• the different perspectives held by stakeholders regarding the selected global economic issue/s, such as the

role of consumers, businesses, governments and other relevant stakeholders
• the effects associated with any action taken by relevant stakeholders to address the global economic

issue/s.

With so much suffering in low-income countries, there is a desperate need for effective measures to help
unlock the capacities and capabilities of the population and the economy, promote development and
improve the daily lives of all people.

Unfortunately, there is no single solution to these development challenges. As we will see during this and
the next few sections, action is needed on many fronts:

1. actions by governments in developing nations
2. actions through international collaboration
3. actions by developed nations
Let us begin by taking a look at some possible actions of governments in low-income developing nations.
As a starting point, most economists believe that one of the development priorities for governments in

low-income countries is to implement policies that accelerate economic growth so that the economy’s
output of goods and services rises at a faster rate than its population. Ultimately, this involves growing
a country’s productive capacity (i.e. increase the size of the PPF) through access to more resources or,
especially, by using existing resources more efficiently. As shown in figure 7.19, this means shifting the
production possibility frontier (PPF) outwards and to the right, through improvements in the volume or
efficiency of resources. This allows for a rise in average incomes and better access to basic goods and
services.

FIGURE 7.19 How growing the size of the economy’s productive capacity can lift incomes, cut
poverty and improve living standards
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However, as we know, for real development to occur (as defined in the ‘modern’ sense), effective
government policies are also needed to redistribute these goods, services and incomes more equitably for
the benefit of all people, thereby reducing poverty and improving living standards

With this in mind, we now turn to consider some general types of government policies and reforms that
may help to accelerate development. These are summarised in figure 7.20.

FIGURE 7.20 Government intervention that could accelerate development in low-income countries
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 7.4.1 Policies to lift investment levels
As mentioned, Third World nations have low subsistence incomes and high poverty rates. Savings (income
or money not currently spent or consumed) are simply inadequate to finance the necessary investment
in government infrastructure, and in plant and equipment required to set up or grow private businesses.
Countries need to escape the vicious cycle of poverty and low development. Breaking out of this circle is
not easy, but the following strategies may help:
• Governments must set up and supervise well run and secure banks and financial institutions to collect

whatever household savings there are so that these can then be available for financing the higher levels
of investment required to grow productive capacity.

• Governments need to ensure that basic laws are in place to protect the rights of all people and that
these are enforced fairly and efficiently. This not only creates greater certainty and incentive for
business investment and expansion needed for jobs growth, but also allows ordinary people to live
safer and happier lives free of repression.

• International capital inflow or foreign investment must be pursued — but with appropriate safeguards,
again to break free from the cycle of low investment, low efficiency, few jobs and low incomes.

• International aid (private and government) needs to be encouraged to lift public sector investment
levels and grow productive capacity (as long as these loans do not have harsh conditions attached that
hurt the local community).
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• A system of microcredit needs to be created where small sums of money, perhaps as little as
$100–200, need to be provided to those (especially women) who want to start up a tiny business and
who would otherwise not qualify for a bank loan. This needs to be supplemented with some free basic
business training. Together, this system could grow productive capacity, create employment, raise
incomes, reduce poverty and improve the quality of daily life.

• The government needs to ensure that the rich, in particular, pay the required taxes (on incomes and
luxury goods) to help finance important public investment and infrastructure projects that are essential
for the growth in productive capacity, jobs and incomes.

• Government incentives (e.g. tax holidays) are needed to encourage private investment in projects that
help promote national self-sufficiency and security in food and basic community services (i.e. social
infrastructure). This could advance development.

• Measures (e.g. proper accounting and transparent recordkeeping, freedom of information and of the
press) are needed to help avoid wasting or misusing the government’s limited financial resources, to
avoid adding to the burden of repaying debt that currently limits the government’s capacity to provide
necessary infrastructure including health and educational programs required for development.

• Exports (e.g. cash crops and basic manufactured items) from low-income countries need to be
encouraged to help overcome the disincentives for production caused by the smallness of the local
market, low incomes and weak domestic spending. This may be pursued through multilateral (perhaps
through institutions like the World Trade Organization or WTO) or bilateral free trade
agreements (FTAs) (between two countries) that are designed to reduce high levels of protection of
primary industry, especially in high-incomes countries such as Europe, Japan and the US. This would
help to boost national income, savings and investment.

7.4.2 Improve the provision of basic economic and
social infrastructure

FIGURE 7.21 When good
infrastructure is not present in
developing countries, it is often
difficult to accelerate economic
growth and improve the quality of
daily life.

As we now know, having adequate economic and social
infrastructure including quality education and health for all,
electricity, water supply, transport, communications, and law
and order, is an important key to development. It can help lift
efficiency of resources, grow the nation’s productive capacity,
lower unemployment, lift incomes, alleviate poverty and improve
the quality of daily life. However, problems here are difficult for
governments to fix because of the scarcity of savings and lack of
tax revenue. Various strategies were previously mentioned as to
how governments might raise the necessary investment capital.

7.4.3 Manage debt levels
Debt levels in poor countries are often high and represent well
over 100 per cent of their GDP in some cases. This causes
crippling interest repayments that must be made to rich nations.
It often forces governments to reduce the level of government
spending on community services and infrastructure, restricting
development.

Debt levels therefore need to be cut to manageable levels,
wasteful ‘white elephant’ projects that add little to welfare
should be terminated, substantial military expenditures reduced
and governments held accountable for all spending. Even so,
some countries need a hand getting their debt under control.
The International Monetary Fund (IMF) has provided full or
partial debt relief to 36 countries equal to $76 billion to 2018.
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This provides a breather, but is not a permanent solution. Additionally, borrowed money needs to be used
efficiently for projects that bring widespread improvements in the capacity of the economy to produce
goods and services that encourage national self-sufficiency and independence.

7.4.4 Reform government and key national institutions
Poor countries badly need good government. Most believe that this is more likely to occur if there is
political democracy. Here, the majority of voters in regular and free elections can choose the government
from a range of candidates representing different political parties. This helps to make governments more
accountable than under dictatorships, improving the quality of outcomes that affect the daily lives of
citizens.

In addition, it is also vital that there is freedom of speech and freedom of the press (i.e. where the media
can be critical of government policies). These things add to administrative transparency, help to hold
governments accountable for their actions, and reduce incompetence, corruption and war.

A strong legal framework is also important in poorer countries to ensure that laws protect the rights
of workers, make child labour illegal so children gain an education, guarantee civil rights including free
speech, protect the environment and promote strong price competition in domestic markets. While change is
desperately needed, making it happen peacefully is often difficult. This is because those with power usually
want to hang on to it by using military force, repression and resisting reform.

7.4.5 Reduce trade barriers and protection by rich countries
Many rich nations protect their farmers, manufacturing firms and miners from competition by poorer
countries that are trying to export primary commodities (e.g. coffee, rice, soy beans, maize and sugar)
and basic manufactured products. Here, we think of the heavy protection of farmers in the US, Japan and
the European Union by means of tariffs, subsidies and import quotas that were operated in past decades.
We also think of the attempts by Australia and some developing countries through numerous rounds of
multilateral trade negotiations to convince these rich countries of the need to expand free trade. Progress
here has been slow. However, as table 7.4 shows, tariff protection on products imported from the ‘least’
developed Third World countries came down during the last three decades.

TABLE 7.4 Changes in levels of tariff protection by selected developed countries on imports from the
least-developed Third World countries

Country

Percentage
of imported
goods from

least developed
countries that are
admitted free of
tariffs 2000/2007

Average tariff
rate on agricultural

imports from
least developed

countries 2000/2007

Average tariff
rate on textile
imports from

least developed
countries 2000/2007

Average tariff rate
on clothing imports

from least
developed countries

2000/2007
Australia 94.5/100.0 0.2/0.0 5.0/0.0 19.6/0.0
Canada 48.3/99.9 0.3/0.1 5.8/0.2 18.8/1.7
Japan 82.2/99.6 4.9/1.3 0.2/2.6 0.0/0.1
Switzerland 93.3/95.0 6.0/2.8 0.0/0.0 0.0/0.0
US 46.2/76.8 6.3/6.0 6.8/5.6 13.9/11.3

Source: Data derived from the World Bank, World Development Indicators 2010, Table 1.4, p. 44.

Indeed, if all rich countries reduced protection, it would further boost the export incomes of poor
countries, thereby reducing their need to borrow money and run up a large foreign debt. It would also make
essential imports of equipment, medicines and technology by low-income countries more affordable, and
lead to higher living standards.

7.4.6 Reduce income inequality
Income inequality is often much larger in poor countries (typically the Gini coefficient is between 0.50 and
0.70) than in rich nations (where the Gini is generally less than 0.35). Apart from inequality causing most
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people to have little purchasing power, it also restricts the growth in domestic spending. This limits the size
of the local market and acts as a deterrent for business expansion, the creation of jobs, higher incomes and
lower poverty.

Frequently, inequality is reinforced by unequal ownership of land, official corruption, the absence of
democracy, closed markets where competition is weak, state and private monopolies, special favours
involving deals with the government, the caste system and the abuse of social, political and economic
power.

Democratically elected governments can best deal with economic inequality by introducing policies
including fairly progressive income taxes where rates (percentage of income paid in tax) rise with taxable
income. This tax revenue could then be directed into financing programs that help promote development
including:
• outlays to improve education and health outcomes
• the delivery of basic welfare payments so people in desperate circumstances can survive and live with

some dignity
• the provision of basic economic infrastructure including water and electricity needed to grow the

economy’s productive capacity, jobs and incomes.

7.4.7 Reduce population pressures
Population in some low-income countries is growing quickly — at more than double the rate of high-
income nations (some of which actually have declining populations). This places great strain on the
government’s provision of adequate infrastructure and services (e.g. transport, water, education, power,
transport, law and health), and leads to unemployment, underemployment, wasted productive capacity due
to idle resources, lower per capita incomes, poverty and poor outcomes for society’s general wellbeing.

Governments can take action to slow population growth and relieve the great burden created by
population pressures:
• Historical experience tells us that birth rates slow and families get smaller if there are improvements in

general health (e.g. clean water supply and control of HIV-AIDS, malaria, measles and tuberculosis),
better education standards, and lower child mortality (death) rates. Indeed, having large families
currently reflects the uncertainties of infant survival and old age in countries where there is no proper
government welfare system (e.g. unemployment benefits or old age pensions). Clearly, government
spending to improve health and education must be given very high priority.

• Governments can try to persuade people to have smaller families through informative advertising and
the education system.

• Governments need to enhance their family planning facilities and programs to provide better advice on
contraceptives and health practices.

• Governments need to pass legislation that better promotes and enforces gender equality for women in
terms of their rights. In addition, if women have opportunities and are encouraged and empowered to
set up businesses and earn income from employment, birth rates tend to fall, easing population
pressures and promoting development.

• Governments can use various negative tax and positive welfare incentives to help lower birth rates.

Resources

Weblink Overpopulation: The future of planet Earth

Ethiopia: Land of tomorrow

New insights on poverty
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7.4 ACTIVITIES
To answer questions online and to receive immediate feedback and sample responses for every question go to
your learnON title at www.jacplus.com.au

CHECK YOUR UNDERSTANDING
1. Explain in general terms how governments in low-income countries might attempt to accelerate economic

development.
2. How might each of the following government policies help accelerate economic development and improve

the daily lives of people in low-income countries?
(a) Policies that lift investment levels
(b) Improved provision of basic infrastructure
(c) Control of debt levels
(d) Government reforms that promote democracy and greater openness
(e) Reductions in trade protection by rich countries
(f) Reductions in inequality in the distribution of income and wealth
(g) Reductions in the rate of population growth

APPLIED ECONOMIC EXERCISES
1. Examine the data in table 7.5 relating to the productive capacity or production possibilities for a hypothetical

low-income country in northern Africa, called the Republic of Saradonia. This small country is primarily an
agricultural economy, but it is starting to grow its manufacturing industry. Assume therefore that the country
can choose to produce either manufactured goods or agricultural goods. This and other information is
shown in table 7.5. Notice also that there are two parts to the table, one containing data for 2020 and the
other containing data for 2025. Each 5able has rows numbered 1–5. 
(a) Use rows 1 and 2 of the 2020 data from table 7.5 to accurately complete and fully label a production

possibility diagram (see figure 7.22) similar to that shown in figure 7.19 at the start of subtopic 7.4. Your
diagram should contain the production possibility frontier (PPF) for Saradonia in 2020. Next, accurately
draw and clearly label a second PPF for Saradonia in 2025 using rows 1 and 2 of the 2025 data from
table 7.5.

TABLE 7.5 Production possibilities for the hypothetical country of Saradonia, a low-income
developing economy

Information for
Saradonia, 2020

Production
possibility A

Production
possibility B

Production
possibility C

Production
possibility D

1. Annual production of
manufactured goods in
2020 (millions of units)

250 200 100 0

2. Annual production of
agricultural goods in 2020
(millions of units)

0 350 550 600

3. Population size (millions)
in 2020 =

1.2 million 1.2 million 1.2 million 1.2 million

Information for
Saradonia, 2025

Production
possibility A

Production
possibility B

Production
possibility C

Production
possibility D

1. Annual production of
manufactured goods in
2025 (millions of units)

350 250 150 0

2. Annual production of
agricultural goods in 2025
(millions of units)

0 400 650 750

3. Population size (millions)
in 2025 =

1.3 million 1.3 million 1.3 million 1.3 million
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FIGURE 7.22 Production possibility
diagram for Saradonia, a low-income
developing economy
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(b) In general, the size of any nation’s PPF is affected by two main sets of factors. Identify and outline these
two factors, explaining how they might affect the size of the PPF.

(c) Assuming that this nation is fairly typical of low-income countries, identify and explain at least six specific
developments that could account for the growth in the size of Saradonia’s PPF between 2020 and 2025.
Using all the data in table 7.5 for 2020 and 2025, attempt the following:
i. Explain what has happened to economic growth measured by the change in the total number of units

manufactured and agricultural goods produced (millions of units) over the years 2020–25.
ii. Explain what is likely to have happened to average consumption per person and material living

standards between 2020 and 2025. Giving reasons, would you draw the same conclusion had
Saradonia’s population grown at a faster rate to reach 1.5 million (not 1.3 million) by 2025?

(d) The pressures of population growth create problems for many low-income countries. Imagine that you
are a development economist advising the Saradonia government about its population policies. List and
explain four key measures (in descending order) that you would recommend to the government in order
to halve the birth rate over the next ten years without using force.

(e) In order to finance development projects including investment in social and economic infrastructure, the
government of Saradonia negotiated to borrow US$5 billion as a hard loan through the World Bank.
Assuming that this was spent on improving water supply, education and power generation,
explain how this might affect economic development. What economic problems might result from this
hard loan?

2. Governments need to improve education enrolments and retention rates. This is a key to accelerating
development and alleviating poverty. Study figure 7.23 before answering the questions that follow.
(a) What does the graph tell us about educational standards in countries with different levels of

development?
(b) Governments in poor countries have limited financial resources. Even so, suggest two ways whereby

such government might be able to finance increased investment in education designed to improve the
nation’s human resources and potential.

(c) How might improvements in education accelerate development?
(d) Currently, girls have less access than boys to education in low-income countries. Suggest two reasons

why the government needs to use policy measures to improve the educational opportunities for girls.
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FIGURE 7.23 Comparing enrolment ratios in
different countries

Gross enrolment ratio, 2015 (%)

While most children are enrolled in primary education,

fewer enrolment at the secondary and tertiary levels.

Low income Lower middle income
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Low- and lower-middle-income countries

see a big dropoff in enrolment between

primary and secondary school.
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Source: Graph copied directly from The World Bank,
SDG Atlas, 2018, see http://datatopics.worldbank.org/
sdgatlas/SDG-04-quality-education.html.

 

To answer practice exam questions online and to receive immediate feedback and sample responses for every
question, go to your learnON title at www.jacplus.com.au.

studyON: Practice exam questions

Fully worked solutions and sample responses are available in your digital formats.

7.5 Actions taken through the United Nations to
promote development, reduce poverty and improve the
wellbeing of people in low-income countries

KEY CONCEPTS
• the different perspectives held by stakeholders regarding the selected global economic issue/s, such as the

role of consumers, businesses, governments and other relevant stakeholders
• the effects associated with any action taken by relevant stakeholders to address the global economic issue/s.

Since 1945, there has been significant international collaboration to promote development in poor countries
through various institutions, especially the United Nations (UN) and its various agencies including the
World Bank.

Indeed, the UN has as its aim:

. . . to achieve international co-operation in solving international problems of an economic, social, cultural,
or humanitarian character and in promoting and encouraging respect for human rights and for fundamental
freedoms for all without distinction as to race, sex, language, or religion.
http://www.un.org/en/sections/what-we-do/promote-sustainable-development
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7.5.1 The UN’s Millennium Development Goals 2000–15
In September 2000, 189 countries agreed to eight key Millennium Development Goals (MDGs) proposed
by the United Nations for achievement by the year 2015. In turn, these goals were then broken down into
21 targets that could be measured using 60 indicators of people’s wellbeing and daily existence. These eight
basic goals (and how they are measured) are summarised in table 7.6.

TABLE 7.6 Summary of the UN’s Millennium Development goals, 2000–15

The Millennium Development Goals (MDGs) are a set of global development objectives to be achieved by 2015
that were unanimously adopted at the United Nations Millennium Summit in September 2000. They represent an
unprecedented global unifying force for reducing poverty and improving human development. Progress towards
the goals is measured against a number of targets, shown here, which were developed during and after the Summit.

1 End Poverty and Hunger• Halve, between 1990 and 2015, the proportion of people whose income
is less than one dollar a day.

• Achieve full and productive employment and decent work for all,
including women and young people.

• Halve, between 1990 and 2015, the proportion of people who suffer
from hunger.

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

3 Gender Equality • Eliminate gender disparity in primary and secondary education,
preferably by 2005, and in all levels of education no later than 2015.

4 Child Health • Reduce by two thirds, between 1990 and 2015, the under-five mortality
rate.

5 Maternal Health • Reduce by three quarters the maternal mortality ratio.
• Achieve universal access to reproductive health.

6 Combat HIV/AIDS • Have halted by 2015 and begun to reverse the spread of HIV/AIDS.
• Achieve, by 2010, universal access to treatment for HIV/AIDS for all

those who need it.
• Have halted by 2015 and begun to reverse the incidence of malaria and

other major diseases.

7 Environmental
Sustainability

• Integrate the principles of sustainable development into country policies
and programmes and reverse the loss of environmental resources.

• Reduce biodiversity loss, achieving, by 2010, a significant reduction in
the rate of loss.

• Halve, by 2015, the proportion of the population without sustainable
access to safe drinking water and basic sanitation.

• By 2020, to have achieved a significant improvement in the lives of at
least 100 million slum dwellers.

8 Global Partnership • Targets cover: trading and financial systems, the special development
needs of disadvantaged states, debt sustainability, affordable access to
essential drugs and access to information and communications
technologies.

Source: Table copied from ‘Budget — Australia’s International Development Assistance Program, 2011–12’, Statement by Kevin
Rudd, Minister for Foreign Affairs (10 May 2011), p. viii.
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In 2015–16, a UN report was prepared covering the achievements of this 15-year plan. It showed
significant progress in achieving many of the Millennium Development Goals, especially the halving of
world poverty by around 1 billion people (as shown by the graph in figure 7.24), improving educational
access and completion rates, reducing the incidence of HIV-AIDS and lowering child mortality rates to
below 10 million per year.

FIGURE 7.24 The key achievements associated with the United Nation’s
Millennium Development Goals (MDGs), 2000–15
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What are the achievements of the UN’s millennium development goals 2000 to 2015?’
The dramatic reduction in global poverty numbers (millions of people living on incomes less than

$1.25 per day)
MDG 1: Globally, the number of people living in extreme poverty (on less than $1.25 per day) has

declined by more than half, falling from 1.9 billion in 1990 to 836 million in 2015. The target of halving
the proportion of people suffering from hunger was almost reached.

MDG 2: The primary school net enrolment rate in the developing regions reached an estimated
91 per cent in 2015, up from 83 per cent in 2000. This was impressive but fell short of the target of
universal primary education.

MDG 3: A majority of regions have reached gender parity in primary education.
MDG 4: The under-five mortality rate declined by more than half between 1990 and 2015, dropping

from 90 to 43 deaths per 1000 live births. This was still short of the targeted reduction of two-thirds.
MDG 5: Since 1990 the maternal mortality ratio has been cut nearly in half, still short of the two-thirds

targeted reduction.
MDG 6: New HIV infections fell by about 40 per cent between 2000 and 2013, from an estimated

3.5 million cases to 2.1 million. The target of halting the disease by 2015 and beginning to reverse its
spread has not been met.

MDG 7: Between 1990 and 2015, the proportion of the global population using an improved drinking
water source increased from 76 per cent to 91 per cent, surpassing the MDG target, which was met in 2010.
Yet an estimated 663 million people worldwide still use unimproved drinking water sources.

MDG 8: Mobile-cellular and internet penetration rates have grown strongly, but the digital divide
between the rich and the poor is also increasing. Internet penetration grew from just over 6 per cent of
the world’s population in 2000 to 43 per cent in 2015, and the number of mobile-cellular subscriptions
increased almost tenfold during this period. However, an estimated 450 million people in rural areas still
live out of reach of a mobile signal, and just over one-third of the population in developing countries uses
the internet compared to 82 per cent in developed countries.
Source: Graph copied directly from UN development Program, Eradicate extreme poverty and hunger,

see https://www.undp.org/content/undp/en/home/sdgoverview/mdg_goals/mdg1. Summary table derived
from UN, Millennium Development Goals Report 2015, www.un.org/millenniumgoals.
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7.5.2 The UN’s Sustainable Development Goals, 2015–30
After helping to achieve significant progress in reducing global poverty and promoting other aspects of
development in low-income countries through its eight Millennium Development Goals (MDGs), the UN
continued its work by announcing its Sustainable Development Goals (SDGs)for the next phase, 2015 to
2030. It was claimed that, ‘World leaders have an unprecedented opportunity this year to shift the world
onto a path of inclusive, sustainable and resilient development’ (Helen Clark, UNDP Administrator).

FIGURE 7.25 The United Nation’s 17 Sustainable Development Goals (SDGs), 2015–30

Source: Graphics copied from the United Nations Development Program, see http://www.undp.org/content/undp/en/home/sustainable-
development-goals.html.

7.5 ACTIVITIES
To answer questions online and to receive immediate feedback and sample responses for every question go to
your learnON title at www.jacplus.com.au

CHECK YOUR UNDERSTANDING
1. What role has the United Nations played in promoting development in low-income countries?
2. Have the UN’s efforts been successful?

APPLIED ECONOMIC EXERCISES
1. (a) Select and outline three of the eight Millennium Development Goals (MDGs) that you feel were well

achieved during the period 2000–15.
(b) Select and outline three of the UN’s seventeen Sustainable Development Goals (2015–30) that you feel

are most important for promoting development in poor countries. Justify your selection.
2. One of the UN’s SDGs is gender equality. Examine figure 7.26 before answering the questions that follow.
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FIGURE 7.26 The age of women when they first marry in selected
low-income countries

Although the legal age of marriage is 18 in most countries, a large

share of women are married at an earlier age.
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Source: Graph copied directly from the World Bank, SDG Atlas 2018, see
http://datatopics.worldbank.org/sdgatlas/SDG-05-gender-equality.html.
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(a) Explain how the promotion of gender equality and the protection of women might help to promote
development in poor countries.

(b) Looking at the graph and quoting approximate figures, in which two countries is the percentage highest
of women married at age 15 or younger and at age 15–18?

(c) Giving reasons, explain the likely impacts of early marriage on each of the following:
i. a country’s growth rate in population
ii. improvements in a country’s development.

3. One of the UN’s SDGs is for access to clean water and sanitation. Examine figure 7.27 before answering the
questions that follow.

FIGURE 7.27 Access to safely managed water and sanitation in various regions

Acess to safely managed and basic water, 2015 (% of population)
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In Sub-Saharan Africa 58% of people have access to at least basic water, but less

than half of those have access to safely managed water.

Source: Graph copied directly from the World Bank, SDG Atlas 2018, see http://datatopics.worldbank.org/sdgatlas/
SDG-06-clean-water-and-sanitation.html

(a) Looking at the graph and quoting statistics, which region has the lowest access to safely managed
water?

(b) Giving reasons, explain how limited access to safe water and sanitation would be likely to affect
development and wellbeing.

To answer practice exam questions online and to receive immediate feedback and sample responses for every
question, go to your learnON title at www.jacplus.com.au.

studyON: Practice exam questions

Fully worked solutions and sample responses are available in your digital formats.

7.6 Actions by high-income nations to promote
development, reduce poverty and improve the
wellbeing of those in low-income countries

KEY CONCEPTS
• the different perspectives held by stakeholders regarding the selected global economic issue/s, such as the

role of consumers, businesses, governments and other relevant stakeholders
• the effects associated with any action taken by relevant stakeholders to address the global economic

issue/s.

There are significant actions that can be taken by those living in high-income nations to promote
development in poor countries and improve their daily lives (see figure 7.28). What we do as individuals,
and how we live our lives and use resources, can impact greatly on others who are often less fortunate.

TOPIC 7 The challenges faced by developing nations in reducing poverty 35



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 36 — #36

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

FIGURE 7.28 Actions that high-income countries can take to accelerate
development in low-income countries
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7.6.1 Stemming climate change and resource depletion
Climate change and resource depletion are issues that adversely affect development in poor countries.

The problem of climate change for developing nations
Increases in greenhouse gas emissions, global warming, rising sea levels, severe weather events and
national disasters including droughts, floods and storms, are slowing the pace of development, especially
in poor countries:
• Climate change leads to the destruction of communities and causes migration pressures.
• Climate change causes significant destruction of infrastructure, the loss of crops and businesses,

reducing productive capacity, incomes and wellbeing.
• Climate change causes an increase in deaths (estimated by the World Health Organisation to add an

additional 250 000 deaths per year between 2030 and 2050) due to more extreme heat, malnutrition,
malaria and other diseases that are often associated with reduced access to clean drinking water.

So what implications are there here for the developed world including Australia? Of course, we also feel
the costs of climate change including the increased incidence of severe weather events.

However, the difference is that high-income countries are mostly responsible for climate change. In
per capita terms, Australia leaves a larger carbon footprint averaging over 27 tonnes per person from our
greenhouse gas emissions. Using this measure places us ahead of Canada and the US in second and third
place as the worst environmental citizens.
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Government action to slow climate change
Our governments need to take decisive action to reduce
the effects of climate change that we have created.
• One action by the Australian government was

the introduction and use of a carbon tax between
2012 and 2014. By increasing the costs to
$23 per tonne of carbon emissions for the dirtiest
500 companies, it made the adoption of cleaner
technologies cheaper and more profitable, thereby
cutting pollution. This scheme was subsequently
replaced with a policy called Direct Action. This
set up an Emissions Reduction Fund (ERF) where
companies could compete for government funding
to reduce their pollution using a reverse auction
scheme where the money was given to firms that could demonstrate the greatest reduction in emissions
for the lowest cost. This policy supposedly reduced our emissions by 193 million tonnes over the
period 2014–18. In 2019 a slightly altered version of the policy was announced by adding an extra
$2 billion of taxpayer money for what is now called the Climate Solutions Fund (CSF), which will
operate in a similar way to the ERF. Future governments may well consider other policy options.

• Another action taken by many governments
(including Australia’s) was our signing of the 2015
Paris Agreement on Climate Change. In this
agreement, individual countries sought to reduce CO2

emissions by varying percentages. Our government
agreed to a reduction of 26–28 per cent on
2005 levels by 2030, a target that seems increasingly
challenging to achieve based on current trends. By
contrast, Canada approved a 30 per cent reduction,
while the European Union agreed to a 34 per cent
cut. China’s forecast is for a rise of 139 per cent, but
one needs to remember that their per capita emissions
of just 5.5 tonnes are relatively low by international standards.
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The problem of resource depletion for poor countries
Developed countries unsustainably devour more than their fair share of global resources. This limits the
ability of people in low-income countries to compete for scarce resources (especially food and energy)
simply because they lack the income to pay the necessary high prices. There is also ample evidence that
consumption of goods, services and resources in affluent countries is wasteful and much of it unnecessary.
It adds little if anything to our underlying happiness yet some of those same resources, if used by a
developing nation, would generate far greater satisfaction and wellbeing.

Government action to slow extravagant consumption and the waste of resources
There has been some government policy action in countries including Australia designed to reduce the
harmful effects of wasteful consumption and resource depletion. For instance:
• Waste recycling through local councils is now common practice in households. This slows the demand

for some non-renewable plastics, metals and wood resources.
• Bans have been placed on single-use plastic bags in some retail outlets, states and countries.
• There are heavy fuel excise taxes in place that make petrol and diesel dearer, thereby limiting its use

and causing consumer demand to contract.

7.6.2 Lifting levels of humanitarian immigration
Population pressures in many poor countries slow development. While their governments are usually taking
a range of actions to reduce rates of population growth, richer nations like Australia can play a part too,
particularly in the face of us having worsened climate change that has displaced some populations in
low-income countries. For instance:
• Australia’s 2018–19 immigration intake target is set at around 186 000 people.
• Part of this general 2018–19 target is our annual humanitarian and refuge intake of about 19 000. This

possibility is generally offered to people who are currently offshore and who need protection, or who
have no real alternative for settlement.

7.6.3 Reducing levels of trade protectionism and providing preferential
treatment for imports from low-income nations
Poor countries generally have small domestic markets due to low incomes and purchasing power. For them,
growing the size of export markets can provide the incentive needed for business expansion that can create
jobs and higher incomes. However, many high-income nations block imports from these countries to protect
their own domestic businesses.

One action that can help to overcome this is for developed nations to provide greater preferential
treatment for goods that are imported from low-income developing nations.

7.6.4 Increasing official government foreign development aid —
a hand up, not a hand out
Most agree that foreign aid can often play a vital role in accelerating development in low-income countries.
Foreign aid represents the transfer of funds and other types of assistance by governments and private
individuals from high-income to lower-income countries. If used properly, international aid can be an
important way of helping poor countries to improve their living standards. Most importantly, this assistance
can help to break the vicious cycle of poverty, raise per capita incomes and improve the quality of daily life.
Often it does this by raising the funds available for investment in social and economic infrastructure, lifting
efficiency and accelerating productive capacity.
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The three main forms of foreign aid
There are three main types of foreign aid — loans, grants and technical assistance. These are summarised
below.

1. Loans
Loans are of three kinds — hard loans or credit offered at the normal market rate of interest; soft loans
offered at a special discounted interest rate; and tied loans, where special conditions are imposed such
as requiring that the money be used to purchase exports from the donor country. Of these, soft loans are
probably the most beneficial for the recipient country. Official loans are also made by governments in donor
countries like Australia. However, much is directed through multilateral institutions including the World
Bank and the International Monetary Fund. Often the World Bank and IMF require that governments in
countries receiving loans make certain changes such as:
• deregulating markets
• strengthening efficiency
• becoming more accountable in financial administration
• ensuring that much of the money loaned is directed into social and economic infrastructure
• programs that meet the UN’s Sustainable Development Goals designed to improve the daily lives of

ordinary people.

2. Grants
Grants are straight-out donations of cash that do not need to be repaid. When used wisely, this is perhaps
the best type of help that high-income countries can offer. Normally, grants are allocated by private
international aid agencies (e.g. World Vision), or given by individual governments in donor countries. Often
this type of aid is critical to provide immediate help after disasters such as famines, floods, earthquakes,
wars or tsunamis.

3. Technical and other assistance
Technical and other assistance involves the donor country or a United Nations agency providing scientific,
economic, educational, technical, industrial or agricultural personnel. These people advise on matters
relating to economic development. On occasions, military-related assistance is given by individual donor
countries.

Figure 7.29 shows some of the higher-income countries that provide government or official development
aid (abbreviated ODA), the main recipients of this assistance, and how the aid was used by low-income
countries. Note that the amount given in graph 1 is expressed as a percentage of each country’s gross
domestic income (GDI). This gives a better idea as to a country’s generosity relative to the size of its
economy. Note the following information from this figure:
• Graph 1: Most donor nations including Australia — but with the exception of Sweden, Luxembourg,

Norway, Denmark and the UK — still fail to meet the 1970 UN agreed target of donating just
0.7 per cent of GDP towards ODA. Australia’s contribution is just 0.23 per cent of GNI while the
USA’s sits at only 0.17 per cent.

• Graph 2: This looks at some of the main recipients of official or government foreign aid. While
generally the level of overseas development aid reflects the neediness of the recipient country,
sometimes other considerations appear to have an impact such as strategic considerations and
international political considerations.

• Graph 3: This shows how the official development aid was used by low-income countries. Notice the
importance of education and other social infrastructure like health, along with economic infrastructure
including transport and communications. Here the funds are being used to help support the UN’s
development goals.
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FIGURE 7.29 Donors and recipients of official development aid (ODA)

ODA Grant equivalent — USD billion (2018)
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Graph 3 — How official development aid was used in lower-income

countries (percentage of total aid)
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Source: Graph 1 was copied from the OECD, http://www2.compareyourcountry.org/oda?cr=20001&cr1=oecd&lg=en&page=0;
graph 2 uses data derived from derived Wikipedia, the free encyclopedia, see https://en.wikipedia.org/wiki/List_of_countries_by_
Official_Development_Assistance_received; graph 3 data derived from OECD, World Book, DAC aid at a glance, https://public.
tableau.com/views/AidAtAGlance/DACmembers?:embed=y&:display_count=no?&:showVizHome=no#1.

However, while ODA can be useful, it has its critics. Some commentators feel it can lead to a dependence
mentality by recipients, leading to reduced accountability. In addition, there is the potential for corruption
when funds are channelled by government authorities into the wrong hands in exchange for favours, so that
those in greatest need gain less benefit.

Australia’s overseas development aid (ODA)
In her statement about Australia’s ODA program, the then minister for Foreign Affairs and Trade, Julie
Bishop, said that:

Australian aid supports the objectives of the Government’s Foreign Policy White Paper . . . Focused on the
Indo-Pacific, our assistance serves our national interests by contributing to sustainable economic development
and poverty reduction. We support better state capability to improve governance and promote private sector-
led growth and gender equality. We assist countries to guard against the spread of infectious diseases, to build
resilience to natural disasters and to fight threats such as extremism. Our development assistance increases
the influence that Australia brings to bear on pressing regional and global problems, including support to the
international rules-based order.

Hon Julie Bishop MP, quoted in the DFAT, Australian aid budget summary, 2018–19, p. v.

These objectives are illustrated in figure 7.30.
Australia’s ODA has generally increased in dollar terms, even though we rank only twentieth globally

as a donor nation in terms of the percentage of GNI. More specifically, during 2018–19, the Australian
government provided $4.2 billion (less than 0.3 per cent of GDP) in official development assistance to
various countries, especially those in our region like Papua New Guinea and Indonesia. This is shown in
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FIGURE 7.30 The aims and priorities of Australia’s ODA programs
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Source: Image copied directly from the DFAT, Australian aid budget summary, 2018–19, page vi, see https://dfat.gov.au/
about-us/corporate/portfolio-budget-statements/Documents/2018-19-australian-aid-budget-summary.pdf.

figure 7.31. In addition, the breakdown of our priority areas is presented. The main areas include projects
in:
• education
• health
• infrastructure
• agriculture
• building resilience
• effective governance.
These days, Australia’s ODA typically is generally directed towards projects that should help to promote

the UN’s Sustainable Development Goals (2015–30) and, in so doing, improve the general wellbeing of
people living in low-income countries.
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FIGURE 7.31 The destination and composition of Australia’s official development assistance
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Resources

Weblinks United Nations video gallery

Endless famine — Ethiopia

7.6 ACTIVITIES
To answer questions online and to receive immediate feedback and sample responses for every question go to
your learnON title at www.jacplus.com.au

CHECK YOUR UNDERSTANDING
1. What types of assistance is provided by high-income countries to low-income countries?
2. What is official development aid (ODA) and from which countries does it come?
3. Which countries receive most ODA and for what purposes is it used? Suggest likely reasons for this.

APPLIED ECONOMIC EXERCISES
1. (a) What are the main types of foreign aid and what are its main aims?

(b) Which type of aid is probably most beneficial to a low-income country? Explain.
(c) ‘Australia is not as generous as the US when it comes to foreign aid.’ Discuss this opinion using

statistical evidence drawn from your text and elsewhere.
2. Papua New Guinea is the major recipient of Australia’s ODA. Examine figure 7.32 before answering the

questions that follow.

FIGURE 7.32 Case study of Australia’s ODA to Papua New Guinea (PNG), 2018–19
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* Difference in values due to rounding and/or percentages below 2 per cent are not labelled.
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FIGURE 7.32 (Continued)

Despite a decade of robust economic growth from the mid-2000s, growth in PNG has slowed due to

lower commodity prices and budget deficits. Growth is projected to remain moderate over the

short-to-medium term. More than 40 per cent of the population remain poor and face hardship,

80 to 85 per cent of Papua New Guineans live in traditional rural communities. The development

challenges for children and youth in PNG are stark. An estimated 40 per cent of children are stunted,

one in five children are not enrolled in school and nearly half the population is under 20 years of age.

PNG is our largest development partner. Our support responds to PNG’s many challenges, including

fiscal and infrastructure constraints, poor human development indicators, and weak capacity to deliver

services.

Source: Image copied directly from the DFAT, Australian aid budget summary, 2018–19, p. 16, see
https://dfat.gov.au/about-us/corporate/portfolio-budget-statements/Documents/2018-19-australian-
aid-budget-summary.pdf.

(a) What is the value of Australia’s ODA to PNG in 2018–19?
(b) Quoting data, which are the three top areas of investment priority for PNG?
(c) Explain why you think these priority areas have been selected for investment.

To answer practice exam questions online and to receive immediate feedback and sample responses for every
question, go to your learnON title at www.jacplus.com.au.

studyON: Practice exam questions

Fully worked solutions and sample responses are available in your digital formats.

7.7 Review
7.7.1 Summary
Defining economic development and the role of development economics

• Development is today defined as a multidimensional process involving economic, social, political and
institutional changes that are needed to improve the daily material and non-material wellbeing of all
people in a society.

• Once, economic development was seen narrowly as the same thing as economic growth. In other
words, it was thought that growing the level of national production or GDP was all that was needed to
make people better off. However, from the 1970s, economic development was seen more broadly as
the economic, social, political and institutional changes needed in low-income countries, to improve
material aspects (increased per capita levels of income and consumption) and non-material aspects
(e.g. increased literacy, life expectancy, health) affecting the quality of daily life all people.

Measurement of development

• Economic development is a tricky thing to measure, especially using a composite or single measure.
• Several measures are commonly used:
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a. Average GNI
or GDP per
capita
represents the
total annual
value of goods
and services
produced by a
nation divided
by the
population
size. This
single
measure
suffers from
many
weaknesses
including
unrecorded
subsistence
production,
unevenness in
the
distribution of
goods,
services and
incomes, the
failure to take
account of
negative
externalities
or costs, and
the failure to
take account
of the quality
of people’s
daily lives.

b. The Human
Development
Index (HDI) is
a composite
measure. It is
based on both
an economic
indicator (i.e.
GNI per
capita, with
the
figure adjusted
or
standardised
to remove
variations in
the actual
purchasing
power of
money in
different
countries
— called
purchasing
power parity
or PPP
expressed in
US$), along
with some
social
indicators
(e.g. life
expectancy at
birth,
expected
years of
schooling, and
mean years of
schooling to
assess access
to
knowledge).

The challenges and causes of poverty, low incomes and other problems in developing countries

• Many theories have been used to try to explain the causes of poverty, low incomes and lack of
economic development. Despite great differences that exist between countries, low-income countries
commonly face the following obstacles:
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a. limited
productive
capacity or
PPF due to a
low efficiency
or volume of
resources

b. low levels of
national
savings and
investment
cause the
vicious cycle
of poverty

c. low levels of
access to
education and
poor retention
rates at higher
levels of
education,
especially
among
females.

d. rapid
population
growth
creating
pressure on
farming land,
infrastructure
and
government
finances, and
adding to high
labour force
unemployment
rates

e. lack of
democracy
and freedom,
contributing
to poor
government,
incompetence
and corruption
and
institutional
failure

f. limited
exports and
foreign trade,
due partly to
the trade
protection
policies used
by many rich
nations, along
with high
levels of
foreign debt
or interest
repayments. .
This also
means there is
less incentive
for local
businesses to
expand, create
jobs, grow
incomes and
accelerate
development.

g. great
inequality in
the
distribution of
income and
wealth. This
contributes to
poverty, lack
of opportunity
and the
inability of
the
governments
to provide
basic
infrastructure
needed for
development
and
improvements
in general
wellbeing.

h. historical
problems.
Some
low-income
countries were
former
colonies and
exploited for
their resources
by European
powers. Even
after
independence,
the growth of
multinationals
has sometimes
led to
exploitation.

Some government policy solutions to promote development and improve living standards in
low-income countries

• There is no single solution that will reduce poverty and lift living standards in low-income countries.
All countries also face slightly different problems.

• Promoting development requires combined actions at several levels including:
a. governments

in low-income
countries

b. international
organisations
like the UN

c. governments
and people in
high-income
countries.• Actions taken by governments in low-income nations: One focus is to try to grow the country’s

productive capacity or PPF by perhaps 5–7 per cent a year, and at a faster rate than population.
Growing capacity might involve the following policy measures:

TOPIC 7 The challenges faced by developing nations in reducing poverty 47



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 48 — #48

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

a. strategies to
lift private and
government
investment
levels, thereby
breaking the
vicious cycle
of poverty

b. better
provision of
basic social
and economic
infrastructure
to improve
people’s
living
standards and
encourage
business
expansion

c. keeping debt
levels and the
burden of
interest
repayments to
sustainable
levels

d. reforming
government,
including the
promotion of
democracy
and free
speech, to
make
government
more
accountable and
transparent
— essential
for reducing
corruption

e. trying to
persuade rich
countries to
move towards
free trade and
the removal of
tariff
protection so
that
low-income
countries can
grow their
export
incomes and
pay for
imports

f. reducing
inequality in
the
distribution of
income and
wealth so that
the rich help
to provide
government
revenue to
better fund
social and
economic
infrastructure

g. reducing
population
pressures
through better
welfare for
the aged,
healthcare to
lower infant
mortality,
family
planning and
education.

• Actions taken by international agencies including the UN: The United Nations has helped to focus
efforts to reduce poverty and improve living standards in low-income countries:
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a. The UN’s
Millennium
Development
Goals and
projects
(2000–2015).
The UN has
measured
progress over
the 15 years in
achieving
eight key
Millennium
Development
Goals
(including
halving
poverty,
universal
education,
gender
equality,
reduced infant
mortality,
reduced
HIV-AIDS,
environmental
sustainability).
Progress has
been
measured by
around 60
separate
indicators.

b. The UN’s
Sustainable
Development
Goals
(2015–30).
The UN and
its members
have now
agreed to
pursue 17
sustainable
development
goals for the
period
2015–30.

• Actions taken by developed countries: There are several actions that have been taken by developed
countries including Australia. For instance,
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a. action to help
reduce
climate
change (e.g.
signing the
Paris
Agreement on
Climate
Change, the
carbon tax
(2012–14),
Direct Action,
recycling
waste, using
taxes to
reduce the
depletion of
some non-
renewable
resources and
to discourage
the
consumption
of some
environmentally
damaging
products

b. maintaining
quite high
levels of
immigration
(including
humanitarian
immigration)
to help
improve the
opportunities
for some

c. providing
preferential
treatment for
exports from
some
low-income
countries to
enter
Australia,
tariff free,
along with the
signing of free
trade
agreements to
expand trade
with some low
income
countries

d. providing
official
development
aid (ODA) is
used to lift
investment in
key projects
and sectors.
This has been
critical to
accelerating
development
especially in
our region:

e. foreign aid
refers to
financial help
(i.e. hard and
soft loans, and
gifts) and
other
assistance,
usually given
by richer
countries to
poorer
countries

• Australia contributes over $4 billion annually in government or official development assistance, or less
than 0.3 per cent of our GDP. This aid goes to countries (especially in the Asia–Pacific area) including
Papua New Guinea and Indonesia.

Resources

To access key concept summaries and practice exam questions download and print the studyON: Revision and practice
exam question booklet (doc-XXXX).

7.7.2 Key terms

Bilateral free trade agreements (FTAs) are negotiated between two or more countries and involve the removal
of industry protection such as tariffs.

Democracy involves free speech and exists where a government is elected by the people. It is the opposite of a
dictatorship.

Development is today defined as a multidimensional process involving economic, social, political and
institutional changes that are needed to improve the daily material and non-material wellbeing of all people
in a society. This differs from the traditional definition that was simply focused on lifting the rate of economic
and income growth in per capita terms.
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Foreign debt exists when a country has external liabilities from money borrowed overseas. The credit can be
used to finance development projects, but often it is misused for other purposes. The downside of debt is the
repayment of interest.

Free trade is the opposite government policy to protection. It exists when there are no tariffs, subsidies, quotas
or other restrictions on the movement of goods, services and capital between countries.

Grants are straight-out donations of cash that do not need to be repaid. When used wisely, this is perhaps the
best type of help that high-income countries can offer. Normally grants are allocated by private international
aid agencies (e.g. World Vision), or given by individual governments in donor countries.

High-income nations are those where average incomes are currently defined as being at least $33 a day or
$12 056 per person a year.

Human Development Index (HDI) is an indicator (based on a scale from the lowest score of 0 to the highest
score of 1) that reflects both economic and social conditions in a country. It is not just based on income
per head (adjusted to international dollars or PPP), but also reflects life expectancy (calculated at birth) and
education levels (based on expected years of schooling, and mean years of schooling to assess access to
knowledge).

Import quotas represent quantity limits imposed by the government on the importation of particular types of
goods (such as cars, cheese and textiles) and services from abroad.

Infrastructure provides the services (like roads, railways, water, power and ports) used by producers of goods
and services and the general community. It facilitates production and grows a nation’s productive capacity.

The International Monetary Fund (IMF) is a global organisation that keeps an eye on the world’s financial system
to help stabilise international exchange rates, promote economic development, provide technical assistance
and act as a lender of last resort to governments.

Loans are of three kinds of loans — hard loans or credit offered at the normal market rate of interest; soft loans
offered at a special discounted interest rate; and tied loans which have special conditions imposed such as
requiring that the money be used to purchase exports from the donor country.

Low-income countries are currently defined as those where most people live on a mere $2.72 or less per day
(i.e. an average of $993 per person a year or less). Life is a real struggle, severe poverty is common place and
living standards are low.

Millennium Development Goals (MDGs) were the eight targets for development in low-income countries that
were set by the United Nations for the period 2000 to 2015. Among the eight goals was the halving of world
poverty, improving access to education, and reductions in child mortality rates.

Overpopulated countries are those where there are too many people for the quantity of resources available.
The poverty cycle is common in low-income countries. ‘Low income’ means there are poor savings levels,

inadequate investment to grow the economy’s capacity, low efficiency and hence low incomes.
Protectionist policies seek to restrict imports and advantage local producers, and involve the use of tariffs,

subsidies and import quotas.
Subsidies are government cash payments made to local producers to make them more competitive by covering

some of their production costs.
Sustainable Development Goals (SDGs) for the global community were set up by the United Nations to cover

the period 2015–30. These included 17 targets including the complete eradication of poverty, zero hunger,
access to clean water and sanitation, and action on climate change, gender equality, good health, reduced
inequality, affordable clean energy, and peace and justice.

Tariffs are an indirect tax added onto the price of selected imports to increase the price of imports relative to the
locally made good.

Technical and other assistance involves the donor country or a United Nations agency providing scientific,
economic, educational, technical, industrial or agricultural personnel to advise on matters relating to economic
development.

Underemployment exists when those working are not employed to their capacity and could work more hours
and produce more output per hour.

United Nations (UN) is an international agency used to help solve ‘problems of an economic, social, cultural,
or humanitarian character and in promoting and encouraging respect for human rights and for fundamental
freedoms for all without distinction as to race, sex, language, or religion.’ It has been responsible for helping
to drive development in low-income nations through setting up and pursuing its eight Millennium Development
Goals (MDGs) and, more recently, its seventeen Sustainable Development Goals (SDGs).

Worker efficiency is calculated as GDP or output per hour worked.
The World Bank is an international financial institution set up to provide technical and financial help in the form

of financial loans and grants to member nations. The money may be used for numerous purposes, such as
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to build schools to improve literacy, roads and bridges to develop transport, and water, gas and electricity
infrastructure to assist growth in national production (GDP) and improve living standards.

The World Trade Organization (WTO) is an international organisation that is committed to free trade and the
orderly conduct of international transactions between countries.
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Resources

Digital document Key terms glossary —Topic 7 (doc-#####)

7.7 Review questions
To answer questions online and to receive immediate feedback and sample responses for every question
go to your learnON title at www.jacplus.com.au

7.7 Exercise 1: Multiple-choice questions
Question 1
Which of the following measures best indicates the level of material living standards in a country?

A. GDP
B. GDP per capita
C. GDP per capita adjusted for purchasing power parity (PPP)
D. Total national income

Question 2
Nowadays, in a low-income country, the term development is best defined as the process of:

A. raising the total value of goods and services.
B. economic, social, political and institutional change needed in low-income countries to improve the

material and non-material aspects affecting the quality of daily life for all people.
C. increasing incomes and the annual consumption of goods and services.
D. growing the economy.

Question 3
All of the following would tend to cause a nation’s productive capacity to grow except:

A. discovery of new mineral deposits.
B. increased household consumption spending and reduced rates of national savings and investment.
C. use of genetically modified crops in agriculture.
D. government provision of improved infrastructure, including water and power supply.

Question 4
The concept of labour efficiency or productivity is best defined as:

A. the level of production or GDP per year.
B. the rate of economic growth between one year and the next.
C. the value of GDP divided by the total number of hours worked.
D. the value of GDP divided by the size of the population.

Question 5
Agricultural productivity in low-income countries is usually very weak due to:

A. the lack of access to technology and fertiliser, and the use of traditional methods of production.
B. overcrowding, the diminished size of farms and the shift onto less fertile agricultural soils.
C. widespread underemployment of labour.
D. all of the above.

Question 6
Most low-income countries are characterised by:

A. the vicious cycle of poverty.
B. the lack of savings and proper financial and other institutions.
C. high interest rates, low investment and the absence of widespread business expansion.
D. all of the above.
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Question 7
Regarding economic growth and development in a low-income country, which of the following is incorrect?

A. Economic development concerns improvements in general living standards and the quality of daily
life.

B. Economic development is only concerned with rises in material living standards.
C. Economic development may be helped by economic growth if output rises faster than the total

population.
D. Economic development often used to be seen as the same as economic growth, but it is preferable to

use a broader measure that considers not only economic aspects but also social, political and
institutional considerations affecting daily lives of the general population.

Question 8
Which of the following would be least likely to accelerate economic development in a low-income country?

A. Allowing free speech and democracy
B. Using foreign borrowing to finance consumption and military spending
C. Increased spending on lifting literacy and education standards
D. Measures to improve health (including sanitation, vaccination programs and water supply), reduce

infant mortality rates, and improve welfare benefits for the aged

Question 9
Most low-income countries have large trade and income deficits. Which of the following generally offers
the weakest explanation of this problem?

A. Often rich countries in Europe, Japan and the United States protect their farmers and firms, thus
limiting export volumes from low-income countries, and restricting the size of markets and business
expansion.

B. Widespread subsistence farming in many of these countries reduces export volumes.
C. There are usually heavy interest repayments by low-income countries on their large foreign debts.
D. Imports of defence equipment by dictatorships are the only reason for the trade and income deficit.

Question 10
Which statement about foreign debt in low-income countries is incorrect?

A. All foreign debt is bad and slows economic development through income repayment abroad to rich
nations.

B. Debt that is used for social and economic infrastructure can help to improve the quality of daily life of
ordinary people, partly by growing the nation’s productive capacity.

C. For some countries, the value of the foreign debt is equal to more than 100 per cent of the value of
GDP.

D. All of the above.

Question 11
Rapid population growth is often a serious problem in low-income countries because:

A. overpopulation puts pressure on the nation’s limited natural resources, depresses rural productivity and
worsens environmental damage.

B. it causes many problems associated with accelerated rates of urban growth.
C. it diminishes the quality of social and economic infrastructure and worsens the government’s financial

problems.
D. all of the above.

54 Key Concepts in VCE Economics 1 Units 1 & 2 Eleventh Edition



“c07TheChallengesFacedByDevelopingNationsInReducingPoverty_marketing” — 2019/7/15 — 1:57 — page 55 — #55

UN
CO
RR
EC
TE
D
PA
GE
PR
OO
FS

Question 12
Increasing investment levels is vital for development. Which statement about the role of investment in low-
income countries is incorrect?

A. High levels of investment grow labour productivity and per capita incomes.
B. High levels of investment in social infrastructure improve the daily wellbeing of people, and grow

productivity and per capita incomes.
C. High levels of investment in the long term will cause even higher unemployment by replacing labour

with physical capital, equipment and machines.
D. High levels of investment help to break the vicious cycle of poverty and low income.

Question 13
Concerning the role of the United Nations and its Millennium Development Goals (MDGs, 2000–15) and
Sustainable Development Goals (SDGs, 2015–30), which statement is least correct?

A. The maternal mortality rate was almost halved during 2000–15.
B. Ending hunger and poverty are key objectives in the SDGs, 2015–30.
C. The environment and climate change are important issues in the SDGs, 2015–30.
D. Unfortunately, the MDG of halving poverty by 2015 was not achieved nor was there much progress in

improving access to education.

Question 14
International and Australian overseas development aid or assistance is mostly used to promote development
in line with the United Nation’s Sustainable Development Goals. Which statement about international aid is
false?

A. Australia donates a higher percentage of its GDP in foreign aid than does the US or Japan.
B. Hard loans to low-income countries are those where the receiving country is given a favourable,

discounted or lower interest rate than that normally prevailing in the market.
C. Debt repayments by low-income countries mean that governments often reduce outlays on education

and health.
D. The achievement of the UN’s Millennium Development Goals involved improving a broad range of

aspects affecting the quality of daily life for people living in low-income countries by 2015, indicated
by around 60 statistical measures.

Resources

Digital documents Multiple-choice answer grid — Topic 7 (doc-#####)

Multiple-choice answers — Topic 7 (doc-#####)

7.7 Exercise 2: Extended response questions
1. Many developing countries have experienced rapid rates of growth in GDP and GNI over the years, but

despite this, there has been very limited progress in terms of development and improved wellbeing for
many people. Examine figure 7.33 before answering the questions that follow.
a. Quoting data from the graph, which two of these least developed countries had the fastest rates of

growth in GDP and which two had the slowest rates of growth?
b. Normally, one would think that having fast annual rates of growth in GDP would lead to

development and improved wellbeing. Suggest reasons why this has not been the case in many
countries. In other words, other than having rapid rates of economic growth, what other factors need
to be considered for optimal rates of development?
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FIGURE 7.33 Annual growth rates in least developed countries against the UN’s SDG of 7 per
cent
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Source: Graph copied directly from the World Bank. SDG Atlas 2018, see http://datatopics.worldbank.org/
sdgatlas/SDG-08-decent-work-and-economic-growth.html

2. The HDI is commonly used to compare levels of development and wellbeing existing in countries.
Examine table 7.7 and then answer the questions that following.
a. Quoting data from this table, analyse the following relationships:

i. Could the level of GNI be used as a predictor of a nations HDI score or rank? Why?
ii. Is there a relationship between GNI and life expectancy? Give a possible reason for your

answer.
iii. Does the mean number of years of schooling seem to affect the level of GNI? Give a possible

reason for your answer.
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b. If you were developing your own measure of development and wellbeing based on our modern
definition:

i. What three indicators (other than GNI per capita and those other measures used in the HDI)
might you want to include?

ii. For each of the three indicators you suggested, justify their inclusion as indicators of
development.

TABLE 7.7 Ten countries with the highest and ten countries with the lowest Human Development Index (HDI) scores

Rank Country

Human
Development
Index (HDI)

(value)

Life
expectancy

at birth
(years)
SDG 3

Expected
years of
schooling
(years)
SDG 4.3

Mean
years of
schooling
(years)
SDG 4.6

Gross
national

income (GNI)
per capita
(PPP $)
SDG 8.5

1 Norway 0.953 82.3 17.9 12.6 68 012
2 Swizerland 0.944 83.5 16.2 13.4 57 625
3 Australia 0.939 83.1 22.9 12.9 43 560
4 Ireland 0.938 81.6 19.6 12.5 53 754
5 Germany 0.936 81.2 17.0 14.1 46 136
6 Iceland 0.935 82.9 19.3 12.4 45 810
7 Hong Kong,

China (SAR)
0.933 84.1 16.3 12.0 58 420

8 Sweden 0.933 82.6 17.6 12.4 47 766
9 Singapore 0.932 83.2 16.2 11.5 82 503
10 Netherlands 0.931 82.0 18.0 12.2 47 900

Rank Country

Human
Development
Index (HDI)

(value)

Life
expectancy

at birth
(years)
SDG 3

Expected
years of
schooling
(years)
SDG 4.3

Mean years
of schooling

(years)
SDG 4.6

Gross
national

income (GNI)
per capita
(PPP $)
SDG 8.5

189 Niger 0.354 60.4 5.4 2.0 906
188 Central African

Republic
0.367 52.9 7.2 4.3 663

187 South Sudan 0.388 57.3 4.9 4.8 963
186 Chad 0.404 53.2 8 2.3 1750
185 Burundi 0.417 57.9 11.7 3.0 702
184 Sierra Leone 0.419 52.2 9.8 3.5 1240
183 Burkina Faso 0.423 60.8 8.5 1.5 1650
182 Mali 0.427 58.5 7.7 2.3 1953
181 Liberia 0.435 63 10 4.7 667
180 Mozambique 0.437 58.9 9.7 3.5 1093

Source: United Nations Development Program, Human Development Reports, 2018 statistical update, selected parts of the table were
copied directly from http://hdr.undp.org/en/2018-update
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3. Access to good infrastructure not only helps business but also accelerates development and improves
the wellbeing of the general population. Examine figure 7.34 before answering the questions that
follow.

FIGURE 7.34 Percentage of people who have good access to all-weather roads in selected less developed
countries

Infrastructure supports communities. Without access to an all-season road, people are cut off from crucial services

and markets.

Access to an all-season road, within 2 km most recent value in 2009–16
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Source: Graph copied directly from The World bank, SDG Atlas 2018, see http://datatopics.worldbank.org/sdgatlas/SDG-09-
industry-innovation-and-infrastructure.html.

 

a. Quoting examples, what do these two graphs tell us about people’s access to all-weather roads in
these less developed nations?

b. Identify and outline the main ways whereby poor access to all-weather roads would impact on
business and the general wellbeing of people in less developed nations.

4. Examine figure 7.35 showing changes in donations of ODA by Australia (the red lines) and all other
nations combined (the blue lines) over almost sixty years.

FIGURE 7.35 Changes in ODA given by Australia and all nations measured as a percentage of GNI and in dollar
terms (US$ billions)
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Source: OECD, Official Development Assistance, ‘Compare your country’, see http://www2.compareyourcountry.org/
oda?cr=20001&cr1=oecd&lg=en&page=1.

 

a. Describe the various types of ODA that nations might provide to developing nations.
b. For developed nations including Australia, what is the UN target for ODA as a ratio of GDP?
c. Quoting data from this figure, critically evaluate Australia’s commitment to ODA and supporting

development in low-income nations
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7.7 Practice school-assessed tasks
All assessments at Units 1 and 2 are school-based. Procedures for assessment of levels of achievement in
Units 1 and 2 are a matter for school decision.
The assessment tasks for each outcome could involve one or more of the following:
• an essay
• a debate
• a report on an investigation or inquiry
• a blog of media commentaries
• analysis of visual evidence
Courses and assessments can change, so teachers are urged to carefully check the latest VCAA

assessment guide and various bulletins to ensure that all the assessment requirements are met fully.

An essay
Write a 500–600 word essay on the following topic:

Identify and explain what you feel are the four most important causes of poverty and low living standards in
many low-income nations. For each problem, explain two key government policy changes that are needed to
help overcome these obstacles to economic development. Where possible, illustrate your answer by reference to
particular countries.

A class debate
After dividing into two teams (one for the affirmative and one for the negative), work with others to prepare a
debate about one of the following topics:
A. ‘It is immoral that the richest 20 per cent of the world’s population consumes 80 per cent of the world’s

resources.’
B. ‘The best way to improve living standards in low-income countries is to provide free contraceptives and

enforce a policy involving a one-child family, as used in China until recently.’
C. ‘A colonial past has caused many poor countries to be even poorer.’
D. ‘Economic development should seek to promote industrialisation.’
E. ‘The main thing for economic development is to maximise the country’s rate of growth in GDP.’
F. ‘Western nations need to spread democracy as a solution to poverty in low-income nations.’
G. ‘The actions of rich countries, especially in Europe, keep low-income countries poor.’
H. ‘Rich nations need to show leadership and morality by quadrupling the percentage of their GDP provided in

foreign aid or assistance.’
I. ‘International aid creates more problems than it solves for low-income countries.’
J. ‘Debt cancellation by rich nations helps low-income countries to accelerate economic development.’

A report on an investigation or inquiry
Saving our planet, lifting people out of poverty, advancing economic growth . . . these are one and the same
Fight. We must connect the dots between climate change, water scarcity, energy shortages, global health,
food security and women’s empowerment. Solutions to one problem must be solutions for all.

Ban Ki-moon, Secretary of the United Nations, 2007–

Examine figure 7.36, which shows the targeted reduction in severe poverty (less than $1.90 per day in PPP) by
the United Nations for 2012–30.
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FIGURE 7.36 Targeted reduction in severe poverty by the UN for 2012–30
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Source: Graph copied from World Bank Development Indicators 2016, p. 2, https://openknowledge.
worldbank.org/bitstream/handle/10986/23969/9781464806834.pdf.

The task
The task for this investigation is to select a particular low-income developing nation, perhaps in Sub-Saharan
Africa (e.g. Ethiopia or Chad), and report on the types of challenges faced in the following areas:

• the rate of GDP growth
• population pressures and issues including unemployment and underemployment
• education — literacy levels, school attendance and opportunity, and gender equality
• health — infant mortality, access to clean drinking water, medical attention, avoidance of

preventable diseases, the problem of HIV-AIDS
• trends in food production and agriculture
• political corruption and incompetence
• environmental problems
• trade problems.
In addition, your report should summarise the actions taken by the government, and/or a branch of the UN

or World Bank, to reduce poverty and raise living standards. You can use the weblinks in the Resources tab
to help you.

Presentation
Your research and investigation could be presented as:

• a class presentation using PowerPoint slides containing photos, graphs and tables
• a wall poster
• a written report.
Try to incorporate graphs, tables, diagrams and photos into your presentation.

Resources

Weblinks World Bank Development Indicators for 2016

OECD

OECD, African Economic Outlook

OECD, African statistics

United Nations, Human Development Report

United Nations, International Human Development Indicators

United Nations, Human Development Statistical tables
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A blog of media commentaries
Select a couple of articles from the media about poverty or other problems experienced by low-income
developing economies as an economic issue. Set up a blog and initiate discussion about these commentaries.
For instance, these media commentaries may report:

• economic conditions and developments in low-income nations
• government policies that have affected economic development in a low-income country
• issues related to international aid programs (government and private sources) and disaster relief efforts to

help low-income countries
• international discussions by the WTO and other organisations related to reducing agricultural tariffs and

farm subsidies by high-income countries in Europe, as well as in Japan and the US
• the effect of global economic conditions on low-income countries
• poverty reduction policies in low-income countries
• developments in the pursuit of the UN’s Millennium Development Goals (2000–15) or its more recent

Sustainable Development Goals (2015–30).

ANALYSIS OF VISUAL EVIDENCE
A cartoon about developing countries
There are many cartoons that could be used to extend your understanding of economics and the process of
development in low-income countries. Use the internet to select a relevant cartoon about one of the areas we
have studied (e.g. economic development, the free market and the price system, demand and supply). Answer
the following questions to help you analyse the cartoon selected.

• What is the main economic concept being presented in the cartoon?
• What is the main message of the cartoon?
• What is your reaction to the cartoon? Do you agree with what it is saying?
• Is the message of the cartoon politically or economically biased or distorted in some way? Explain your

answer.
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