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Introduction
You may have read a newspaper this morning that cost you 
about one dollar. You may have had a soft drink that also cost 
a dollar. So, you spent two dollars before you even got to work. 
According to the World Bank, this is the total daily income for 
about 1.3 billion people! It is estimated further that three billion 
people live on even less than two dollars a day. More than three 
billion people have little or no access to sanitation, a cause of 
much disease. UNICEF estimates that some 30 000 children 
die each day due to poverty. All this occurs in a world where, 
according to the UN Human Development Report, the income 
of the three richest individuals is greater than that of the 48 
poorest countries combined. 


According to the United Nations, the World Bank, and many 
other sources, Canadians have a way of life that is the envy 
of most of the world. There are freedoms in politics and choice 
of government, as well as rights of equality and citizenship. 
Canada is comparatively rich in a financial and economic 
sense, and has vast resources and large amounts of trade with 
other countries. Yet the country is not without its problems. 
Thousands of Canadians live in what is considered poverty; there 
are Canadian cities in need of billions of dollars for roads; the 
costs of energy and transportation are increasing; and there are 
national unity issues. 


In this lesson, you will be introduced to the concept of poverty. 
This is not as clear as it may sound. There are many definitions 
of poverty, both for individuals and whole countries. What 
does it mean when a country is “less developed”? What is an 
“industrialized country”? You will examine the distribution of 
poverty around the world. Which countries struggle and which 
prosper? How can the poorer countries overcome their problems? 
Is there a usual pattern for poorer countries when they become 
more affluent? Finally, you will look at what is being done to 
help the poorer countries by examining different ways in which 
countries provide foreign aid. 
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What You Will Learn


After completing this lesson, you will be able to


•	 compare the economic goals of different regions of the world


•	 use appropriate statistical indicators to compare the quality 
of life in a variety of developed and developing countries in 
different parts of the world


•	 list the causes of economic disparity in Canada and regions 
of the world


•	 rank the factors that influence the quality of life by their 
relative importance


•	 explain the relevance of the work on poverty, disease, and the 
environment done by governmental and non-governmental 
organizations  


•	 explain the effects of colonialism on the economic development 
of countries and regions 


•	 identify different methods of grouping countries, for example, 
by economic level of development
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Glossary of Key Terms


The following terms are in bold in the lesson.


debt trap: debt that has become so high that it is unsustainable: 
a country cannot afford to keep up with interest 
payments and cannot pay down the principle.


developing countries: countries with emerging economies that are 
increasing their wealth through industrialization and 
trade.


First World/Third World: terms sometimes used to distinguish between the 
developed countries (First World) and those that are 
less developed (Third World).


G8: organization of eight of the richest and most powerful 
countries in the world. It includes the United States, 
United Kingdom, France, Italy, Germany, Canada, 
Japan, and Russia.


Gross National Income 
(GNI):


once known as gross national product (GNP), it is 
similar to GDP but includes remittances from foreign 
income.


index: numerical scale that compares variables with one 
another. The UN uses various scales as a way to 
measure development.


International Monetary 
Fund (IMF):


international financial institution that works closely 
with the World Bank. The IMF gets involved when 
countries have a financial crisis, such as an inability 
to meet debt payments.


Organisation for Economic 
Co-operation and 
Development (OECD):


organization of the 30 richest countries in the world.


Structural Adjustment 
Programs (SAPs):


economic programs recommended by the World 
Bank and IMF as conditions for additional economic 
assistance.


World Bank: international financial institution that lends money to 
countries for development projects.
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What Is Poverty?
It is difficult to define poverty. A person who is considered poor 
in Canada may be relatively well off in a country in sub-Saharan 
Africa. You have already learned that billions of people survive 
on less than two dollars a day. In a country like Canada, with 
social services that help protect people from harm to themselves 
and their families, living on that amount would be unthinkable. 
Yet thousands of Canadians consider themselves poor.


So what is poverty? Here are the four accepted definitions: 


Absolute poverty: inability to acquire the basic necessities for life, 
such as food, water, shelter, clothing, and so on. 


Human poverty: conditions where people have little or no access 
to services that many Canadians take for granted: clean water, 
sanitation, simple laws, and basic education.  


Income poverty: situation where an income is insufficient to 
meet the cost of living. This varies enormously around the world. 
There are families in Canada that own automobiles and even 
houses and feel that they are income poor. On the other extreme, 
families with no homes and transportation in a poor village in 
Ghana may feel that they have everything they need and are not 
income poor. 


Relative poverty: measuring the well-being of a person against 
others in the same community. Again, this does not mean the 
person is poor on a global scale. You can be well-off compared 
to worldwide conditions, but poor compared to others in your 
community. 
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So how is poverty in the world measured? How are countries 
judged to be rich or poor? If you are informed that half of the 
world’s population is poor, how has this been measured?  One 
of the most common tools to measure poverty is the United 
Nations Human Development Report. Every year this report 
measures a country’s “long-term well-being” by using some fixed 
measurements. It uses four indexes (an index is a numerical 
scale that compares variables with one another) to measure a 
wide range of things in people’s lives. The four indexes are


•	 Human Development Index (HDI) 


•	 Human Poverty Index (HPI)


•	 Gender Empowerment Measure (GEM) 


•	 Gender-related Development Index (GDI)


The Human Development Index (HDI) measures three 
criteria:


•	 Duration of life: This is measured by using life-expectancy and 
child-mortality (death before fifth birthday) rates. 


•	 Education and literacy: This is measured by literacy rates and 
high school and university enrollment numbers.


•	 Basic standard of living: This is calculated by dividing 
the GDP (value of everything a country produces) by the 
population, or per capita.


In measuring the standard of living, the UN takes into 
consideration the cost of everyday things in that country, so even 
though some people do not have much money, their costs for 
basics (food, housing) may not be very high. This factor is called 
purchasing power parity (PPP). 
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Human 
Development 
Index value


Life 
expectancy at 
birth (years)


Adult literacy 
rate (% aged 
15 and over)


GDP per 
capita 


(PPP US$)


High Rank


1. Norway 0.963 79.4 99 37 670


2. Iceland 0.956 80.7 99 31 243


3. Australia 0.955 80.3 99 29 632


4. Luxemburg 0.949 78.5 99 62 298


5. Canada 0.949 80.0 99 30 677


Medium Rank


81. Lebanon 0.759 72.0 86.5 5074


82. Ecuador 0.759 74.3 91.0 3641


83. Armenia 0.759 71.5 99.4 3671


84. Philippines 0.758 70.4 92.6 4321


85. China 0.755 71.6 90.9 5003


Low Rank


173. Chad 0.341 43.6 25.5 1210


174. Mali 0.333 47.9 19.0 994


175. Burkina Faso 0.317 47.5 12.8 1174


176. Sierra Leone 0.298 40.8 29.6 548


177. Niger 0.281 44.4 14.4 835


  Figure 4.1. Human Development Index 2005.


   Source: United Nations Human Development Programme, Human Development Report 2005: International Cooperation at 
a Crossroads. By permission of Oxford University Press.


The Human Development Report also ranks countries according 
to the Human Poverty Index (HPI). This index uses criteria 
that are very similar to those used for the Human Development 
Index: how long people live, how literate they are, and their 
standard of living. It also looks at how much access people have 
to such things as clean water, basic food needs, and health care. 
The HDI puts more stress on how financially well off a country’s 
people are; the HPI puts more stress on availability and quality 
of social services. 
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The Gender Empowerment Measure (GEM) and the 
Gender-related Development Index (GDI) examine the 
level of importance that women have achieved in a country. 
There is an assumption that a more advanced country will have 
more policies that ensure both sexes are equal in status and 
in what they can potentially achieve. The GEM looks at how 
many women are in decision-making positions in business and 
politics, such as how many women are in the country’s system 
of government. The GDI also measures longevity and levels 
of literacy, while taking into account biases against women in 
countries that are measured. In 2001, Canada ranked eighth in 
the world in the GDI; Norway ranked first. 


      
Support Questions 
(do not send in for evaluation)


31. What are the differences between human poverty and 
income poverty.


32. What is the United Nations Human Development Report?


33. Summarize the differences between countries ranked 
“high,” “medium,” and “low” in Figure 4.1.


34. How could the Gender Empowerment Measure (GEM) 
and the Gender-related Development Index (GDI) be used 
to help decrease discrimination against women in today’s 
world?


There are Suggested Answers to Support Questions at the end of 
this unit.
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Levels of Development


What does it mean when you read that a country is “less 
developed”? What is an “industrialized country”? There are many 
ways to describe a country as rich or poor. The United Nations 
has recently started to categorize countries as “developed,” “less 
developed” and “developing.”


Development refers to many aspects of a country’s background. 
For instance, a developed country has advanced industry with 
much manufacturing and high-tech development where research 
and innovation takes place. Sustained and steady growth of 
wealth is generated by its industries, which generates high 
levels of income per person and lots of consumer spending and 
personal saving. There is a large accumulation of capital in 
these countries with banks that have considerable international 
connection. Multinational corporations—companies that 
have expanded into many countries—are numerous. The 
infrastructure (such as roads and telecommunications) of the 
country is advanced and well maintained. The people are well 
educated and there are many colleges and universities. There 
are advanced hospitals and social services. There is usually a 
stable government and the society is respected for human rights 
and equality. The less-developed country will lack many of the 
features of developed countries, especially in the economic areas. 
Incomes will be low and all other aspects of public spending 
(hospitals, schools, roads, and so on) will be poor due to a lack 
of government taxes. The country’s economy may be based on 
temporary wealth generated by resources, which it typically 
exports to richer countries. A country described as a developing 
country is somewhere between developed and less developed.


The terms related to development can be misleading, in that a 
country such as Cuba may be economically poor but have high-
quality schools and hospitals. The UN allows countries to choose 
a description that best suits their conditions. The UN has also 
recently started to categorize countries in some of its reports 
as “least-developed countries.” These countries are very poor 
and show no evidence that conditions are likely to change. For 
instance, Somalia and Niger show no development and would 
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be described as “least developed”; Brazil and Mexico would be 
described as “developing” because of their emerging industrial 
manufacturing wealth.


The terms “industrialized” and “non-industrialized” are similar in 
meaning to “developed” and “less developed,” but these terms put 
the emphasis on a country having a way of generating wealth 
through manufacturing industries. 


      
Support Question 
(do not send in for evaluation)


35. What are the differences between countries described as 
“developed” and “less developed”?
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Global Patterns of Poverty


According to the World Bank, the region of the world with the 
highest percentage of people living on less than a dollar per 
day—more than 46 percent—is sub-Saharan Africa (see Figure 
4.2). This figure jumps to more than 76 percent for people living 
on less than two dollars per day. The situation is not much better 
in South Asia, where 31 percent live at less than a dollar a day, 
and 77 percent at less than two dollars a day. Even in Europe 
and Central Asia, the number of people living on less than two 
dollars a day is nearly one in five, mostly as a result of poverty 
in Russia, where 30 percent live below their national poverty 
line. The UN estimates that in 80 countries more than one third 
of the population lives in poverty. It estimates that in seven 
countries—Mozambique, Sierra Leone, Niger, Burkina Faso, Mali, 
Ethiopia, and Cambodia—more than half the population lives in 
poverty. The gap between rich and poor countries is widening: 
the income gap between the richest 20 percent and the poorest 
20 percent of the world’s population (as measured by average 
national income per capita) increased from 30:1 in 1960, to more 
than 75:1 today.


The rich countries continue to dominate the world’s economy. 
According to the UN, the one fifth of the world’s population that 
live in the rich countries of Europe and North America and in 
Japan earns more than 85% of the world’s GDP (total value of 
everything that is produced). In contrast, the poorest fifth of the 
world’s population earns only 1%. The rich fifth of the world’s 
population consumes 86% of the world’s manufactured goods; 
the remaining 80% just 14%. In 2004, according to the World 
Bank, the very rich that make up about 0.13% of the world’s 
population have financial control of over 25% of the world’s 
assets in 2004. This domination will continue to expand. The 
rich countries control the wealth that already exists. They also 
have the majority of political power in organizations that control 
this wealth, such as the international banks, corporations, and 
even the UN. They dominate ownership of metal and energy 
production. They also control most educational and research 
organizations from which future development and ideas will flow. 
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For instance, the countries of the Organisation for Economic Co-
operation and Development (OECD) (the 30 richest countries in 
the world) hold 97 percent of all worldwide patents.


Region People living on less 
than $1 a day (%)


People living on less 
than $2 a day (%)


East Asia & Pacific 14.9 47.4


China 16.6 46.7


Europe & Central Asia 3.6 19.7


Latin America & Caribbean 9.5 24.5


Middle East & North Africa 2.4 23.2


South Asia 31.3 77.2


Sub-Saharan Africa 46.1 76.6


World Total 21.1 52.9


  Figure 4.2. People living on less than $1 and $2 per day 2004.


Source: The World Bank, World Development Indicators 2005, www.worldbank.org/data/wdi2005/wditext/Table2_5.htm
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  1 Albania (81)
  2 Algeria (69)
  3 Angola (12)
  4 Antigua and Barbuda (120)
  5 Argentina (142)
  6 Armenia (76)
  7 Australia (172)
  8 Austria (160)
  9 Azerbaijan (87)
10 Bahamas (127)
11 Bahrain (139)
12 Bangladesh (37)
13 Barbados (149)
14 Belarus (123)
15 Belgium (170)
16 Belize (109)
17 Benin (17)
18 Bhutan (40)


37 Congo (36)
38 Congo, Dem. Rep. of the (9)
39 Costa Rica (134)
40 Côte d'Ivoire (15)
41 Croatia (129)
42 Cuba (124)
43 Cyprus (151)
44 Czech Republic (144)
45 Denmark (165)
46 Djibouti (23)
47 Dominica (108)
48 Dominican Republic (82)
49 Ecuador (79)
50 Egypt (56)
51 El Salvador (71)
52 Equatorial Guinea (60)
53 Eritrea (21)
54 Estonia (135)


73 Hungary (138)
74 Iceland (174)
75 India (49)
76 Indonesia (64)
77 Iran, Islamic Rep. of (70)
78 Ireland (164)
79 Israel (154)
80 Italy (155)
81 Jamaica (98)
82 Japan (167)
83 Jordan (86)
84 Kazakhstan (100)
85 Kenya (30)
86 Korea, Rep. of (146)
87 Kuwait (130)
88 Kyrgyzstan (74)
89 Lao People's 


Dem. Rep. (41)


19 Bolivia (62)
20 Bosnia and Herzegovina (110)
21 Botswana (51)
22 Brazil (111)
23 Brunei Darussalam (145)
24 Bulgaria (119)
25 Burkina Faso (3)
26 Burundi (5)
27 Cambodia (46)
28 Cameroon (34)
29 Canada (168)
30 Cape Verde (73)
31 Central African Republic (8)
32 Chad (11)
33 Chile (133)
34 China (72)
35 Colombia (112)
36 Comoros (42)


55 Ethiopia (7)
56 Fiji (95)
57 Finland (162)
58 France (159)
59 Gabon (58)
60 Gambia (25)
61 Georgia (88)
62 Germany (158)
63 Ghana (47)
64 Greece (152)
65 Grenada (83)
66 Guatemala (57)
67 Guinea (19)
68 Guinea-Bissau (10)
69 Guyana (84)
70 Haiti (26)
71 Honduras (61)
72 Hong Kong, China (SAR) (150)


aCountries are ranked based on the 2003 United Nations Human Development Index (HDI) from lowest to highest, 1=lowest HDI ranking and 175=highest HDI ranking.
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108 Morocco (50)
109 Mozambique (6)
110 Myanmar (45)
111 Namibia (52)
112 Nepal (33)
113 Netherlands (171)
114 New Zealand (156)
115 Nicaragua (55)
116 Niger (2)
117 Nigeria (24)
118 Norway (175)
119 Occupied Palestinian


Territories (78)
120 Oman (97)
121 Pakistan (32)
122 Panama (117)
123 Papua New Guinea (44)
124 Paraguay (92)


160 Tunisia (85)
161 Turkey (80)
162 Turkmenistan (89)
163 Uganda (29)
164 Ukraine (101)
165 United Arab


Emirates (128)
166 United Kingdom (163)
167 United States (169)
168 Uruguay (136)
169 Uzbekistan (75)
170 Vanuatu (48)
171 Venezuela (107)
172 Vietnam (67)
173 Yemen (28)
174 Zambia (13)
175 Zimbabwe (31)


125 Peru (94)
126 Philippines (91)
127 Poland (141)
128 Portugal (153)
129 Qatar (132)
130 Romania (104)
131 Russian Federation (113)
132 Rwanda (18)
133 Saint Kitts and Nevis (125)
134 Saint Lucia (105)
135 Saint Vincent and the


Grenadines (96)
136 Samoa (Western) (106)
137 São Tomé and Príncipe (54)
138 Saudi Arabia (103)
139 Senegal (20)
140 Seychelles (140)
141 Sierra Leone (1)


  90 Latvia (126)
  91 Lebanon (93)
  92 Lesotho (39)
  93 Libyan Arab Jamahiriya (115)
  94 Lithuania (131)
  95 Luxembourg (161)
  96 Macedonia, TFYR (116)
  97 Madagascar (27)
  98 Malawi (14)
  99 Malaysia (118)
100 Maldives (90)
101 Mali (4)
102 Malta (143)
103 Mauritania (22)
104 Mauritius (114)
105 Mexico (121)
106 Moldova, Rep. of (68)
107 Mongolia (59)


142 Singapore (148)
143 Slovakia (137)
144 Slovenia (147)
145 Solomon Islands (53)
146 South Africa (65)
147 Spain (157)
148 Sri Lanka (77)
149 Sudan (38)
150 Suriname (99)
151 Swaziland (43)
152 Sweden (173)
153 Switzerland (166)
154 Syrian Arab Republic (66)
155 Tajikistan (63)
156 Tanzania, U. Rep. of (16)
157 Thailand (102)
158 Togo (35)
159 Trinidad and Tobago (122)
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  Figure 4.3. Regions classified by the Human Development Index.


   Source: United Nations Human Development Programme. Human Development Report 2001. Used by permission of 
Oxford University Press. 
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In all countries, there is a gap between those who own the wealth 
and those who do not. According to the World Bank, Hungary 
and Brazil have similar per person income levels. In Hungary, 
the income of the top 20 percent of wealthier people is four 
times that of the bottom 20 percent; in Brazil, the income gap is 
much greater: the income of the top 20 percent is thirty times 
that of the poorest 20 percent. Some countries that statistically 
appear poor in world reports have very wealthy companies and 
individuals. When you visit cities such as Shanghai in China 
or Rio de Janeiro in Brazil, you are likely impressed with the 
investment in skyscrapers and infrastructure. Much of this is 
paid for by foreign-owned multinational corporations. You may 
not see the large spread of shantytowns that grows outwards 
from the city’s limits. 


      
Support Question 
(do not send in for evaluation)


36. Using the data in Figure 4.2 and the map in Figure 
4.3, identify the regions of the world that have low 
development scores. 


Causes of Poverty


There is no easy explanation for the wide division between 
wealth and poverty in the world. Many complex forces are 
at work, some about people, politics, and power, some about 
economics and trade manipulation. 


Rich countries hold the power and make the decisions. 
Organizations such as the World Bank, the International 
Monetary Fund (IMF), the Organisation for Economic 
Co-operation and Development (OECD), and the G8 are 
dominated by rich and powerful countries. They are strongly 
influenced by governments of countries such as the United 
States and by private multinational corporations. When 
economies in poor countries are weak, they find it difficult to 
repay debts that have accumulated over many decades. They 
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often spend more on debt repayment and interest each year 
than on anything else. Financial organizations such as the IMF 
and the World Bank sometimes step in and impose Structural 
Adjustment Programs (SAPs) on the governments of these 
nations. The governments are instructed that, in order to repay 
loans, they have to make severe cuts to social programs such 
as education and health care. Conditions in these countries 
never improve as they struggle to repay loans.  Essentially, the 
governments lose some political autonomy, allowing the financial 
organizations to make economic policy for them.


SAP decisions often affect trade policies. Richer countries tend 
to be producers of goods and services, and have well-developed 
industries such as the auto and computer industries. Poorer 
countries tend to trade commodities: raw materials such as 
metals, or agricultural products such as cotton, jute, coffee, 
or tea. Trade policies are set by the international financial 
organizations, which are controlled by self-interest. Sudan in 
sub-Saharan Africa, for example, has been directed a number 
of times that it must grow the cash crops cotton and sugar to 
be sold on the world market. This is determined by the World 
Bank to be the country’s best way to make money to repay their 
debts. Who then grows the food needed by Sudan? They receive 
cheap subsidized food from Europe and the United States (who 
have food surpluses). This devastates local farmers, who cannot 
compete with the cost of this cheap food. Sudan in this case 
becomes very dependent on the policies of the countries who are 
feeding it, and to whom large debts are owed. Wages are kept low 
in order to keep prices of the cash crops competitive with other 
commodity producers. This perpetuates poverty in the workforce.


Another problem in this “race to the bottom” is that poor 
countries often relax regulations that protect workers. Farming 
in Chile may be more harmful to workers who must use 
crop spray chemicals banned many years ago in countries 
like Canada, but these cheaper chemicals keep their crops 
competitive on the world commodity market. According to the 
World Bank, in more than 50 countries half of trade earnings 
come from just two or three commodities.  
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Support Question 
(do not send in for evaluation)


37. What do you think are the three main causes of a country 
being poor?


Staircase of Development: From Poor to 
Rich?


There are countries today that are considered affluent and 
developed and have advanced economies. Others are poor and 
are considered developing or less developed. Many countries in 
Europe and North America, which two hundred years ago had far 
less development, are now at the peak of economic development. 
Do countries actually pass through levels of development 
from poverty towards affluence, and is it possible to see stages 
through which countries pass on a “staircase” of development? 
A number of theories of development have been suggested. Here 
you will learn about one of them, a simple description based on 
stages of development proposed by economist W.W. Rostow in 
his book The Stages of Economic Growth (1960). Rostow believed 
that countries pass through five stages. 


Stage 1: The Traditional Society


Here the economy is based on a rural population where 
agriculture is dominant. This is a subsistence economy where 
things are produced for self and community consumption. This 
stage is characterized by a low level of technology. There is a 
lack of a strong central government, which makes it difficult 
to develop the infrastructure necessary to develop an economy 
beyond the local level. 
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Stage 2: Preconditions for Takeoff


The development of a strong central government encourages 
entrepreneurs to start and grow their own businesses by 
improving infrastructures such as roads, airports, and harbours. 
The country’s natural resources are developed to support their 
growing businesses. People and small business start to save 
capital for later use.


Stage 3: The Takeoff


In this stage, there is a huge expansion in the number of 
entrepreneurs and businesses. Large amounts of capital are 
now invested in companies, especially in the manufacturing 
industries. The economy reaches a level where business sustains 
economic growth at more than 10 percent of the national income. 
Large amounts of foreign investment accumulates in the country 
to help it develop. People start to save larger amounts of money, 
creating a class of future spenders.


Stage 4: The Drive to Maturity


There are significant developments in innovation and technology. 
This particularly helps the manufacturing industries, which grow 
significantly. Workers are drawn away from rural areas, and the 
populations of cities expand. High levels of savings continue, 
creating a wealthier consumer class.


Stage 5: The Age of High Mass Consumption


The country experiences high levels of production, consumption, 
and foreign sales. New technologies lead to rapid change and 
new products. The consumer population lives mostly in large, 
modern cities. There is significant growth in income levels, which 
further fuels the levels of consumption.


Some critics of Rostow’s model of development suggest it is based 
on a very “Western”—European and North American—idea 
that countries that do not become industrialized and urbanized 
are somewhat “less developed” than those that are. It is also 
strongly based on development resulting in the accumulation of 
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capital that can be used for modernization and further business 
expansion. As you have seen, however, accumulation of capital 
offers no guarantee that this will take place. Both Mexico and 
Brazil borrowed heavily in order to fast-track their development. 
Both fell deeply into debt and struggled with repayments, 
causing tremendous social and economic hardships and the 
establishment of a disproportionate society of a small rich elite 
and a large mass of poor, especially in the shantytowns that 
surround the large cities of both countries.


      
Support Question 
(do not send in for evaluation)


38. What impact do you think rapid development in 
telecommunications and spread of ideas has on a country’s 
ability to pass from one stage of development to another?


Helping Hands: Foreign Aid


When a country faces problems, the international community 
is generally helpful and supportive. A crisis can occur with 
catastrophic suddenness, such as the South Asian tsunami 
of 2004, when billions of dollars were collected to provide 
immediate help. A sudden crisis becomes a media event and 
people are moved by compassion when they are confronted by 
the misery they see on their television screens. When problems 
are long term, however, the media moves on to other stories, and 
donors grow tired of supporting what may appear to be “lost 
causes.” Severe poverty and crippling debt are examples of long-
term problems that require long-term commitments. 


The United Nations has suggested that its long-term 
development goals would be met if wealthy nations each 
contributed 0.7 percent of their Gross National Income (GNI) 
to international aid. First recommended by former Canadian 
prime minister Lester B. Pearson, members of the UN agreed in 
1970 to move toward this target. Few of the wealthy countries 
are even close to the target, and many have not set a timeline to 
achieve it (see Figure 4.4).
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Country Aid as % of GNI Country Aid as % of GNI


Australia (*) 0.25 Japan (*) 0.28


Austria 0.52 Luxembourg 0.87


Belgium 0.53 Netherlands 0.82


Canada (*) 0.34 New Zealand 0.27


Denmark 0.81 Norway 0.93


Finland 0.47 Portugal 0.21


France 0.47 Spain 0.29


Germany 0.35 Sweden 0.92


Greece 0.24 Switzerland (*) 0.44


Ireland 0.41 United Kingdom 0.48


Italy 0.29 United States (*) 0.22


* Indicates countries that have not set a timetable for 0.7%.


  Figure 4.4. Official development assistance in 2005.


Source: United Nations Millennium Project, “Official Development Assistance in 2005,” © Organisation for Economic 
Co-operation and Development, 2005, www.unmillenniumproject.org/involved/action07.htm


There are two main types of international aid:


Bilateral aid: One country gives money or assistance directly to 
another country.


Multilateral aid: Contributions such as clothing, machines, 
vehicles, food, and technical assistance are made to international 
aid agencies (non-government organizations, or NGOs) who 
distribute the contributions where they are most needed. 


Countries give aid for many reasons. Some of these reasons are 
purely humanitarian, like helping victims of natural disasters 
such as earthquakes or famine. In other cases, aid comes with 
certain conditions attached that also help the donor country. 


There are four main reasons for giving aid:


Humanitarian: Aid is usually provided under emergency 
conditions, such as the South Asian tsunami, famines in Sudan, 
or wars. 
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Historic links: During the nineteenth and early twentieth 
centuries, much of Africa was controlled by European 
colonial masters. These countries were generally exploited for 
economic gain or strategic value. After these countries gained 
independence, their old colonial countries helped in their 
development. Some wealthy developed countries keep ties with 
countries that were once colonies. Perhaps the former colonial 
power feels a sense of obligation for the times when the receiving 
country was a target of exploitation. For example, France keeps 
close ties with Algeria, Britain with Kenya, and Belgium with 
the Democratic Republic of the Congo. 


Economic development: Economic aid is given mostly in 
the form of short- and long-term loans to finance projects such 
as the construction of roads, schools, and hospitals. It helps 
create business opportunities, especially those linked to the 
donor country. Recipient countries are sometimes obliged to 
use companies from the donor country to help in construction 
projects, or to provide expertise for such things as teacher 
education colleges. 


Political strings: Aid is often provided because it can extend 
the influence of the donor country into the receiving country 
or its surrounding region. Much of this aid may be in the form 
of military equipment to help maintain a government that is 
friendly toward the donor country. 


Problems With Foreign Aid


While most foreign aid is considered to be of great value 
to the receiving country, there are concerns about how it 
is administered. For example, foreign aid often comes with 
conditions. It may be in the form of a loan that must be paid 
back in some way to the donor country or organization. It may 
also require that materials and even labour for projects be 
provided by companies from the donor country. Foreign aid is 
often for short-term improvements, such as helping to overcome 
a local drought, and does little to help a country over the long 
term. Rather than being channelled into the building of schools 
and health care programs, which provide long-term benefit, 








www.ilc.org  Copyright © 2007 The Ontario Educational Communications Authority. All rights reserved.


Canadian and World Issues CGW4U-A Lesson 4, page 21


too much money or investment ends up in short-term relief 
packages, such as the building of shelter and temporary hospital 
facilities. Two-thirds of all foreign aid is donated to the richest 40 
percent of developing countries; the poorest countries receive 
the least. Foreign aid may even do harm, such as when local 
farmers cannot compete with free or subsidized food flooding into 
a country.  


      
Support Question 
(do not send in for evaluation)


39. What different types of international aid are there?


40. How can foreign aid sometimes do more harm than good?


The Debt Trap


A major problem for the poorer countries of the world has been 
their inability to escape what became known as the debt trap. 
When countries borrowed excessive amounts of money to try 
to develop their way out of poverty, interest payments to such 
organizations as the World Bank and the IMF were so large 
that they became unmanageable. Money had to be redirected 
from useful projects just to service the amount owed in annual 
interest. The countries therefore had to borrow more in order to 
help pay for this debt: a classic debt trap. Recognizing that some 
countries could never escape this dilemma, in 1996 the World 
Bank and the IMF created the Heavily Indebted Poor Countries 
(HIPC) plan. The aim was to lower interest payments or even 
forgive debts for the world’s poorest countries. 


Consider how debt grew. In 1970, 60 of the poorest countries 
owed $25 billion. By 2002, they owed $523 billion. In that same 
period, more than $500 billion was actually paid as interest! 
UNICEF believes that this debt burden was responsible for the 
deaths of five million children in sub-Saharan Africa because 
critical spending on health and food went to the banks and not to 
life-saving projects. They predict a further three million deaths 
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before 2015. In total, the developing countries of the world still 
owe more than $2 trillion. 


Debt Relief


In 2005, the G8 (the group of eight leading industrial powers) 
decided to help the most impoverished 18 countries by cancelling 
the debts they owed to international banks. This debt forgiveness 
would amount to more than $42.5 billion. A further 20 countries 
may be eligible in the near future. Countries must prove they 
have “good governance, democratization and open markets.”  
This aroused some criticism that the rich countries will demand 
even more say in how these poor countries are developed 
and governed. Others feel that the World Bank cannot afford 
this. It lends about $9 billion each year to countries for use in 
development projects. The whole plan depends on rich countries 
such as the United States and the United Kingdom giving 
additional money to the World Bank to make up for these losses. 


The following article by Ed Stoddard adds an interesting (if 
depressing) perspective from a country (Malawi in Africa), a 
recipient of “debt relief.”  


Debt Relief Is Only a Small Step for 
Poor Africa


Malawi is $2.9 billion in debt but the cash that was 
borrowed hasn’t done Simao Aloni or his home 
village of Chiromo any good. Campaigners for debt 
relief argue that as a result, the people of dirt-poor 
Malawi shouldn’t be burdened with it. 


The Group of Eight wealthy nations pledged on 
Saturday to help to rid the world’s poorest countries 
of their weighty debt, launching a programme that 
fell short of the immediate action demanded by 
Africa. The compromise deal pledged only that the 
G7 would look at cancelling up to 100 percent of 
the debts owed to international institutions by the 
poorest countries on an individual basis. 
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The miseries of places like Chiromo highlight the 
urgency of the task but also underscore a brutal 
fact: debt relief will be only one small step towards 
filling the chasm that exists between Africa and the 
rich world. “If people see electric lights here, it’s 
a novelty,” said Aloni as he washed dishes for his 
employer, a city businessman in Aloni’s home village 
of Chiromo on a camping trip. His meagre wages 
in the commercial capital Blantyre help to support 
his family in Chiromo who, like almost everybody 
else here, eke out an existence from fishing or 
subsistence farming. 


Malawi’s accumulated foreign debt—which is equal 
to about 154 percent of its gross domestic product 
(GDP)—has certainly not been spent here. Once 
a bustling trading town across the Ruo River from 
neighbouring Mozambique, Chiromo has sunk into 
squalid poverty. 


The former police station is now a roofless shell. 
Inside, it is overgrown with a riot of wild vegetation. 
Roads that were once paved are now sand-tracks 
full of potholes. Villagers living in simple brick or mud 
huts on the river banks have no electricity. Most are 
clothed in rags. Hand-hewn wooden canoes are the 
main mode of transport. People who bathe or wash 
clothes in the river because they have no running 
water run the risk of being eaten by crocodiles. 
These are scenes that can be repeated endlessly 
throughout the world’s poorest continent, where 
much of the money that has been borrowed—or 
simply thrown at governments as aid—has been 
squandered or stolen. 


Despite decades of aid and borrowing, Africa has 
grown steadily poorer, the income gap between 
places like Chiromo and the rest of the world steadily 
wider. The United Nations Development Programme 
(UNDP) says that sub-Saharan Africa’s per capita 
GDP—the economy’s annual output divided by the 
number of people—was $469 in 2002 compared with 
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$22 987 for the affluent members of the Organisation 
for Economic Co-operation and Development. 


According to the World Bank, in 2003, gross national 
income in Malawi, a sun-drenched and fertile land 
that is once again confronted with food shortages, 
was only $160. Malawi’s foreign debt is crippling 
and any relief would be welcome. But much more 
than that needs to be done. “The most powerful tool 
toward closing the disparities between Africa and the 
rest of the world is market access. These countries 
must grow their export base,” said Robert Bunyi, 
Africa economist at South Africa’s Standard Bank. 


Boosting exports is easier said than done. Malawi’s 
government has made cotton and textiles the lynchpin 
of its development plan as it attempts to diversify 
an economy heavily dependent on tobacco and 
sugar exports. The fact that it is pinning its hopes 
on a cotton-driven industrial revolution, over two 
centuries after Britain’s began, throws its state of 
underdevelopment into sharp relief. And the debt relief 
initiative coincides with an end to a curb on clothing 
imports from developing nations to rich countries which 
is expected to hit African textile producers hardest as 
they face stiff competition from Asia. 


American economist Jeffrey Sachs has recently 
argued that more—but well-targeted—aid is needed 
to pull Africa out of its “poverty trap.” Africa’s 
extreme poverty, he argues, has led to low savings 
rates. As a result, level of capital is so small that it 
falls below the threshold needed to start modern 
production processes. In Chiromo, the people have 
nothing to save. And they are unable to pay off 
debts incurred over decades that were squandered 
elsewhere. 


  Source: Ed Stoddard, “Debt Relief Is a Small Step for a Poor Africa.” February 8, 2005. © 2005 Reuters.
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Support Questions 
(do not send in for evaluation)


41. Explain the meaning of the expression “debt trap” when 
applied to indebted countries.


42. Will forgiving Malawi its debt of $2.9 billion help 
conditions in villages such as Chiromo? Use information 
from the article “Debt Relief Is Only a Small Step for Poor 
Africa” by Ed Stoddard.


Poverty in Canada?


How can there be poverty in Canada? It is one of the richest 
countries on Earth, and often described by the UN as one of 
the best places to live. Canadians’ quality of life is envied by 
most countries. There is considerable demand from people who 
live elsewhere to make Canada their home. People who are 
impoverished want to live in Canada as a way of raising their 
quality of life. 


How would you define poverty in Canada? How is it that the 
country has 1.5 million “poor”? Are they the same as the poor you 
read about earlier in this lesson? There is little agreement about 
what constitutes poverty in Canada. Statistics Canada uses a 
measurement called Low-Income Cut-Off (LICO) to describe 
people who spend 55 percent or more of their income on basic 
necessities such as food, shelter, and clothing. People in this 
category would have very little income left for other purposes 
such as transportation, health care, education, or recreation. 
Using this measure, Statistics Canada calculates that 17 percent 
of Canadians—5.4 million—would be considered below the LICO 
line. Critics of the LICO are quick to suggest that spending 
55 percent of your income on necessities does not make you 
truly poor. You still have 45 percent of disposable income, large 
compared to billions of others around the world.  
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The Organisation of Economic Co-operation and Development 
looks at poverty differently, using a measure based on the 
median after-tax income for a country. Those below the median 
line (halfway between the highest and lowest) are considered 
poor. In this case, approximately 10 percent of Canadians would 
be considered poor. Statistics Canada uses a pre-tax median 
described as the Low Income Measure. Those below the median 
line are considered to have low incomes. 


An NGO that represents more than 250 poverty groups across 
Canada is the National Anti-Poverty Organization. It believes 
that as many as one in six Canadians (about 17.5 percent) live 
in poverty. It also suggests that more than 60 percent of single 
people under the age of 24 live in poverty. 


While the debate rages about how many Canadians live in 
poverty, people continue to struggle against the financial costs 
of living in Canada and providing basic needs for themselves 
and their families. There is particular concern about children 
who experience these challenges:


•	 Children in low-income families are more likely to become 
runaways or foster children. 


•	 Children from low-income families tend to be less healthy 
than those from higher-income families.  


•	 Children in low-income families are much more likely to 
experience family violence.


•	 Children from low-income families are less successful 
educationally. 


•	 According to Statistics Canada, one out of eight children lives 
in a family with a very low average income. 


•	 According to Statistics Canada, 40.9 percent of young single 
women live in poverty, compared to 35 percent for young 
single men. 


•	 The top 20 percent of Canadians in income levels earn 
45 percent of all generated income; the bottom 20 percent in 
income levels earn less than 5 percent of all income.
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•	 39 percent of food bank recipients are under 18 years of age.


•	 Pensions are related to earning over a lifetime of work, raising 
concerns that women, who earn one-fifth less than men, will 
have greater struggles in old age.


       
Support Question 


(do not send in for evaluation)


43. Some would say that there is no poverty in Canada. How 
would you respond?
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  Key Question


Save your answers to the Key Questions. When you have 
completed the unit, submit them to ILC for marking.


(45 marks)


4. A former Canadian prime minister, Lester B. Pearson, 
recommended that the international community donate a 
fixed proportion (0.7 percent) of its annual earnings (gross 
national income) toward international aid. 


Country Aid as % of GNI Country Aid as % of GNI


Australia (*) 0.25 Japan (*) 0.28


Austria 0.52 Luxembourg 0.87


Belgium 0.53 Netherlands 0.82


Canada (*) 0.34 New Zealand 0.27


Denmark 0.81 Norway 0.93


Finland 0.47 Portugal 0.21


France 0.47 Spain 0.29


Germany 0.35 Sweden 0.92


Greece 0.24 Switzerland (*) 0.44


Ireland 0.41 United Kingdom 0.48


Italy 0.29 United States (*) 0.22


* Indicates countries that have not set a timetable for 0.7%.


  Figure 4.4. Official development assistance in 2005.


Source: United Nations Millennium Project, “Official development Assistance in 2005.” © Organisation for Economic 
Co-operation and Development, 2005, www.unmillenniumproject.org/involved/action07.htm


Note: This table is identical to the one that appears following 
the heading “Helpful Hands: Foreign Aid” earlier in this lesson.
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a) Examine Figure 4.4. To what extent was Canada meeting its 
commitment to this goal in 2005? (3 marks) 


b) How does Canada’s record compare with those of other 
wealthy nations? (3 marks) 


c) Suggest a reason for Canada’s record of commitment. 
(3 marks) 


d) Some critics suggest that needy Canadians should be helped 
first. Others feel that Canada should be giving far more in 
international aid. Where do you stand on this issue? Write 
four paragraphs on your feelings about aid and the priorities 
of the Canadian government. Your paragraphs should 
contain the following information:


An opening paragraph that identifies the issue: Where should 
Canada place its priorities in terms of fighting poverty?


4 marks


A paragraph that clearly identifies your position and outlines 
two credible and relevant arguments.


2 × 4 marks 
= 8 marks


A paragraph that supports one of your arguments and is backed 
up by two items of information, evidence, or relevant examples.


2 × 4 marks 
= 8 marks


A paragraph that supports the second argument and is backed 
up by two items of information, evidence, or relevant examples.


2 × 4 marks 
= 8 marks


A final paragraph that sums up your position. 4 marks


Correct spelling and grammar. 4 marks


Now go on to Lesson 5. Do not submit your coursework to ILC 
until you have completed Unit 1 (Lessons 1 to 5).
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