Trans. Nat. Acad. Sci. & Tech. (Philippines) 32 (2010} 197
ISSN 0115-8848

MDGS, ECONOMIC PERFORMANCE AND GOVERNANCE:
A BROADER PERSPECTIVE

Acd. Raul V, Fabella, Ph.D.

“Fartoo many people in far too many places live through the daily crises that

challenge our common humanity — the despair of an empty stomach; the
thirst brouglit on by dwindling water; the injustice of a child dving from
ireatable disease or a mother losing her life as she gives birth.

- President Barack Obama's Address
to the UN General Assembly, 2009

Abstract

We present the MDG praject in a broader und global perspective. We concentrale on
poverly reduction, the overarching goa! among the MDGs, and mortality rates as
affecied by economic performance and governance. We first present the face of
global poverty through time and space highlighting where progress has been made
and where shorifulls have remained. We then discuss the origins of the MDG
worldview as o response to the upparent fuilure of the “irickle down™ philosophy
and its roadmap, The Washington Consensus, Righlighting the usual conflict
berween “growing the pie” and “sharing the pie " and their relative ¢[Ject on poverty
reduction. We then illustrate the fundamentol relatinnships in a series of structural
flow charlts that differcniiate between the two polar approaches. In the MDG view
the state must directly bring about inclusive growth preferably through improved
budger allocation. Finally. we explore the relationships hearing on poverly
incidence and mortality rates empirically through cross-couniry regression
anualyses bearing out the strucural relutionships. While pluin total hudget growth
may be bad for MDGs, growth in the share of sacial expenditure is good fur MDGs,

1. Introduction

The Millennium Devclopment Goals (MDGs) of the United Nations
drawn up in 2000 sct to reducc by half of the 1990 lcvel, the proportion of
people living underone US doliar (now adjusted to a dollar twenty five) a day
by 2015, as the first among eight goals. The latter has been elaborated into 30
sub-goals and 60 indicators. We will deal mostly only with the major goals.
Most of the other six goals, being strong cormrelates of poverty reduction,
sugges! that if the first is achieved, these others would also be, if with some
determined effort at income redistribution and transfer, come within
touching distance. Even before the current crisis, progress in this goal had
been slow and the prospect of achicving the MDG goals bicak in most LDCs,
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apart from East Asia where some 755 million people have moved out of
poverty from 1981 to 2005. Without China's singular success in poverty
reduction, however, the number of people living under $1.25 a day actually
rose from 1.1 to 1.2 billion from 1981 to 2005 (UNDP, 2010, Rethinking
Poverty). The gains have been fairly concentraled among the BRICS
countries.

Achicving the MDG targets has become even more formidable for
LDCs in the post-global crisis world The global cconomic turmoil set back
the meager advances already achieved. The joint ADB-UN report
“Achieving the Millennium Development Guals in an Era of Global
Uncertainty” (2010) estimatcs that 21 million peoplc have been pushed
below the poverty line by the global downtum in the Asia-Pacific region
alone. But some claim (World Bank's Robert Zoellick, 2009) about 89
million people worldwide have been pushed back below the poverty line of
$1.25 a day. Since the global contraction turned out to be morc severe, the
rise may be much steeper. The severe economic straits facing the OECD
countrics will makc further progress more difficult for many developing
countries, For one, destination countries face a reduced capacity to absorb
LDC exports in the face of diminished DC incomes. For anothcr, there is
possibly a reduced appetite for cxport of capital from the developed world in
the face of labor and capacity surplus in the home front.

11. The Face and Distribution of Global Poverty

A. Poverty Reduction as the Overarching Goal of the MDG Challenge
Project

There arc 8 Millennium Development Goals (MDGs), the first of which
is poverty reduction (to halve the 1990 level poverty incidence). Poverty
reduction is the drop either in the absolute number of poor peoplc or in
poverly incidence, Poverty incidence measures the proportion of the
population falling below an adoptcd poverty line which in current
convention is §$1.25 per day. This is not a perfect mcasure and ccrtainly, not
uncontroversial, but it is pithy and casy to remember. There is a very high
corrclation between poverty incidence (MDG 1) and the bad performance in
MDG 2 (Primary Education), MDG 4 (Child Mortality), MDG 5 (Matemnal
Health) and MDG 7 (Sustainable Environment). Infant mortality, in
particular, is 50 very highly correlated with poverty incidence; the former is
somctimes used as proxy for the latter. Likewisc, very low cducational
levels are very highly correlated with poverty incidence. Of course, there arc
MDGs where poverty incidence has almost no beanng. Such, for example, is
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Figure 5 shows the flow of causation in the “preferential option for the
poor” worldvicw: State provenance now has the additional responsibility of
dircctly advancing the MDGs besides empowering the market and economic
growth via social, market and physical infrastructure. This direct
goverminent intervention in favor of MDGs is done in several competing
ways {more below).
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Figure 5. Advancing MDGs (Post-2000): Preferential Option for the Poor

Figure 6 below shows an claboration of the ““preferential option for the
poar” vicw: stale provenance is directed not only to social, market and
physical infrastructure but also towards redistributive policies to improve the
salcty net system and income distribution which cnhance poverty reduction.
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Figure 6. Advancing Poverty Reduction
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In regions other than East Asia and Lhe Pacific, the trickle-down belicf
has proved overoptimistic. The market economy designed to build up
economic surplus is not equipped to engender better income distribution and
social protection. Improved income distribution and safety net provision
comc about by conscious choice of the government preferably using the
budget allocation process. Thercfore, the best poverty reduction episode
comes about when the economy is growing rapidly and the state uses taxation
and budget allocation to target the very poorest in society (China in the next
decade of the 21 st century seems to be headed in this direction).

Thus, the MDG view differs from the trickle-down in two fundamental
aspects: (i) Economic growth, as a strategy for poverty reduction, must not be
pursued at the expensc of other MDGs (thus inclusive and sustainable
growth); and (ii) The state must directly bc involved in secing to the
achievement of thosc other goals since the market will not by itself deliver
them.

IIl. Evidence from Some Cross-Country Studies

A. Povertylncidence

To test the relationships identified in the previous section, we present
results of cross-country regressions from Fabella and Fabella (2009) on
poverty incidence. We arc interested in the effects of variables we have
identified so far: per capita GDP, the Gini coefficient (income inequality),
government consumption expenditure, inflation (as proxy for
macrocconomic instability), regulatory quality (as proxy for governance).
Fabella and Fabe!la (2009) uscd the data set uscd by Asra, Estrada, Kim and
Quibria (2005), gcnerously shared by onc of the authors (G. Estrada). Data
for developed and transition countries are excluded. Naturally, for some
countries, many more obscrvations are available than for others. Only one
end-of-the-period obscrvation per 5-ycar interval is uscd. Data availability
forother variables dictated that the period covers only 1975-1995.

As dependent variables, we use “Poverty Incidence™ at the end of cach
S-year period. The independent or cxplanatory variables used are:

(i) Initial Conditions: Per capita GDP, Population, Gini
Cocfficient, Poverty, Infant Mortality and Life Expectancy, all
atthe beginning of the period (1-5);

(ii) Policy Variables Macro: Govemment Expenditure, Inflation;
and Micro: Opcnness (all averaged over each five year
interval);
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(iii) Govemance Variable: Regulatory Quality;
(iv) Regime Variable: Voice and Accountability.
The empirical specification is the [ollowing:

Poverty = al + a2(Initial Conditions) + a3(Macroeconomic Policy
Variables) + ad{Governance Variables) + aS(Interactions) +
€r.

There are several problems associated with cross-country regression
cspecially their use in policy guidance for individual countries. These
problems are generic to the method and not just to the work at hand.
However, it must be observed that altcrmatives to the cross-country
regression method that answer the objections are scarce at best and have their
own peculiar problems. Table 3 reproducces the regressions.

It is clear that increased per capita GDP {economic growth) reduces
poverty incidence while increased Gini Coefficient (income inequality)
raises poverty incidence. However. population levels have ne effect. These
results are as we hypothesized them ecarlier. Among the macrocconomic
variables, Govemnment Expenditure as a percent of GDP is positive and
significant for poverty incidence. It appears that a rise in government
¢xpenditure by itscilis bad for poverty incidence. This mirrors the result in
the literature that a ris¢ in government consumption is negative for growth
{Barro, 1998). Inllation is, however. not significant. Thus, it is not the case
that inflation increases puverty incidence. Both the governance variables are
significant but exhibit differemt signs: Rcgulatory Quality is negative and
significant but Voice and Accountability is positive and significant for
poverty incidence. The signs exhibited by the governance variables arc in
agreement with the literature. It is clear that Openness is negative and
significant through all these regressions. [ appeurs that even controlling for
the powerful explanatory comtributions of governance and institutional
variables, policy variuble Openness maintains its importance for lowering
poverty incidence,
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Table 3. Cross-Country Panel Regression Results - Dependent Variable:
Poverty Incidence.

Regression | 2 3 4 5 6
Initial Conditions
Per Capita GDP 23516214 | -J4ART31 | -34.32374 | -34.593K1 | 34 4E75D | 3092138

(-25.50) | (-24.64) | (-2387) | (-24.X6) | (-2455) [ (-1949)

Population 02480181 | -0.4956K |-0.5173524[-0,.76868A9]-0.46831 724 0.0493064
(04T (-0.78) (-0.81) -1.IR) (-0.68) (0.08)

Gini Coefficient 043826154 0.4172122 | 0.4273101 | 0.3495693 | 0.4179399 | 0.2350502
(4.18) (3.99 (4.02) IR} (197 1325

Macroeconomic Policy

Government Expenditure | 0.420911 | 04790966 | 0.4869139 | 0.4561736 | 0.4795572 [ 05092521
{4.5h (3.0 {5.01) (4.74) 14.98) {5.54}

Infation 0.4437018 | 0.0384235 | 0.1006034 | 0.2275304 | 0.0477503 |-0.005455)
(D.76) (0.06) {0.18) (0.7 {D.0%) Ny

Quality of Govermance

Regulatory Quality 1049419 | -10.17585 | -12.2009 | -10 19683 | -10.21961 | -12,09853

{-4.R1) 7 (-2.94) 1475 (-1.62} (-10%

Voice and Accounlability | 6.656287 | 6.428373 | 6410761 | 10.612R) | 6449174 | 6 ID6T42
(4.32) 14.22) {4.19) A6l {4 18) 1464

Openness -0.0679092|-0.0734502| -0,0628755]-0.0585722 (-0 OX 79732
1-2.05) =210 (-1.99) 1-0.59} [~2.60)
Openness % Repulatory 0.0341853 0.0r3 1859
CQuality {0.57) (L
Opermess x Voice & £.0300682
Accountability i-1.67
Openness’ -0.0000575
(-0.10)
Reglonal Dummy
South Saharan Alrica 9.369964
4.4y
Consiant 281.9079 ¢ 2033781 | 291.858 | 01 T8 | 292.5%26 | 247 9006
(W6R6) | (I6RDY | (1630) | (1673) 11522y | (138}
Obscrvations 141 141 144 141 141 141
R-squared 09142 0.9168 09170 09186 n9163 09265

Source: Fabella and Fahella. 2010.
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