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A significant share of the world population still 
lives in difficult and in some cases deteriorating 
development conditions.

Key messages
The report offers four main findings:

There is still much to be achieved, especially in 
terms of the quality of human development, 
even in the richest regions.

Environmental sustainability is a major concern
for both developed and developing countries.

Governance is the world’s most pressing 
development challenge.

2
3
4
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1
2

Addressing these challenges requires action 
on four policy fronts:

Build knowledge-based economies 
with integrated education and labour 
market  systems.

Strengthen environmental and 
health systems to improve 
healthy life outcomes.

3
Forge strong links between 
government effectiveness and 
democratic governance.

4
Prioritize the most challenged countries 
and ensure human security in conflict-
stricken countries.



THE WORLD 
FACES THREE 
INTERDEPENDENT 
DEVELOPMENT 
CHALLENGES  
THAT REQUIRE 
ACTION ON FOUR 
FRONTS 
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The global development 
landscape has changed 
tremendously over the past three 
decades. Some challenges, such 
as inequality and governance, 
have lingered or deepened. 
Others, such as sustainability 
and global pandemics, have 
emerged or resurfaced. Many 
developing countries have made 
quantitative achievements on 
various development goals 
but traditional measures have 
largely overlooked the quality of 
those achievements. 

The capability approach1 offers a comprehensive 
conceptual framework to analyse these challenges. 
Yet a change in conventional measurement 
approaches is necessary. This report proposes a 
new global Development Challenges Index (DCI). It 
measures shortfalls in achievements in three key 
and interdependent areas: quality-adjusted human 
development, environmental sustainability and 
good governance.

Applying this new index, the report finds that nearly 
half of the world’s population still experiences high 
or very high development challenges. Governance is 
the world’s most pressing development challenge and 
the only challenge on the rise globally. No region has 
reached a minimal level of quality-adjusted human 
development challenges, not even the world’s two 
most developed regions, Europe and North America. 
Environmental sustainability remains a major global 
challenge in both developed and developing regions.

The report emphasizes that global development 
challenges are large, complex and interdependent 
and cannot be resolved by any single development 
actor, be it a national government or an international 
organization. Actions must take place at the 

national, regional and global levels through alliances 
forged among different development actors. The 
report proposes a four-pronged action plan that cuts 
across the three components of the DCI. This plan 
includes strengthening environmental and health 
systems to improve healthy life outcomes, building 
knowledge-based economies with integrated 
education and labour market systems, establishing 
strong links between government effectiveness and 
democratic governance, and prioritizing the most 
challenged countries.

The Fourth Industrial Revolution poses major 
challenges and opportunities to countries worldwide. 
It is a cross-cutting issue that has major implications 
on all aspects of development including quality of 
human development, environmental sustainability 
and governance. However, the vast majority of highly 
and very highly challenged countries are ill-equipped 
to reap its benefits and are the most vulnerable to 
its negative impacts. In this report, we were not 
able to award sufficient attention to this challenge 
due to data insufficiency. However, closely related 
indicators including those on innovation knowledge 
production and decent employment, were discussed in 
the quality-adjusted human development section. The 
analysis shows that there is a significant knowledge 
deficit that hampers the ability of the most challenged 
countries to catch up on the digital divide. As more 
data becomes available, this issue will certainly 
receive additional attention in future reports.

Quality-adjusted
human development

Environmental 
sustainability 

Good governance
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THE DEVELOPMENT 
LANDSCAPE OF 
THE TWENTY-FIRST 
CENTURY REQUIRES 
RETHINKING  
CLASSIC 
MEASUREMENT 
APPROACHES 
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There have been many debates 
on which issues to consider 
in measuring development 
achievements. The present report 
makes the case for adopting a broad 
and more qualitative framework. It 
spotlights the least developed and 
therefore most developmentally 
challenged countries. 

Applying and capitalizing on the strengths of the 
capability approach, the report also seeks to address 
fundamental tenets that are not reflected in current 
global development indices that draw on this approach, 
notably, the Human Development Index (HDI). A 
longstanding focus on quantitative achievements was 
justified when quantitative shortfalls were profound. As 
countries have filled in the deficits, however, the quality 
of human development has become increasingly 
more important. It is imperative to go beyond human 
development measures of quantitative achievements 
to assess the quality and inclusiveness of progress. 

As a first step towards this goal, the report 
adapts the global HDI to reflect the quality of 
human development achievements, which implies 
discounting HDI achievements by measures of 
quality. The report also goes well beyond that 
adjustment, however. Since a broader development 

measurement framework should entail integrating 
other dimensions,2 the report takes up two 
challenges of fundamental importance at all levels: 
environmental sustainability and governance. 

The case for integrating these aspects is strong. 
Environmental sustainability is an important 
operating condition for human development. Sen 
and Anand endeavoured to address the integration 
of sustainability and human development using 
a theoretical and systematic approach.3 They 
argued that sustainability is essentially intwined 
with intergenerational equity. In the context of 
the environment, sustainability means that “the 
present generation should strive to preserve the 
environment in such a fashion as to equitably 
bequeath comparable human-development benefits 
to future generations”.4 

Today, the world faces intensified environmental 
threats in various forms, such as increased extreme 
weather episodes, prolonged droughts, wildfires and 
floods. Such natural occurrences pose serious barriers 
to social and economic well-being, either directly 
through rising death tolls and financial costs owing 
to physical damages, or indirectly through an array of 
adverse impacts on water stress levels, marine and 
terrestrial ecological balance, economic growth and 
poverty alleviation, and so on. Almost all economic 
sectors incur substantial loses following natural 
disasters but agriculture may be more susceptible due 
to crop destruction or constraints on cultivation that 
impact crop quality, with negative implications for 
food security and poverty. 
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The most acute global development challenge 
is that of good governance. With well-being 
increasingly realized through advances in human 
capabilities, it has become more important 
to emphasize agency. That freedom has an 
independent and intrinsic worth of its own and 
an instrumental value in enhancing well-being. 
Exercising agency requires the rule of law, 
civic political participation, and accountable 
and efficient institutions. Without these 
elements, achievements in health, education and 
environmental sustainability cannot be ensured.

The capability approach views people not just as 
beneficiaries of development but as the architects of 
their lives.5 When people are coerced into an action, 
submissive or desirous to please or simply passive, 
they are not exercising agency, a concept related to 
but distinct from well-being. An agent is someone 
who acts and brings about change. Agency can 
advance one’s own well-being and that of others. 
In the latter case, people may even put themselves 
in gruelling and difficult situations, at a cost to 
their own health or security. Nonetheless, they are 
exercising their agency.

Agency is fundamentally linked to truly functional, 
participatory democracy. Much broader than just the 
voting process, it leads to a virtuous cycle. Political 
freedoms empower people to demand policies that 
expand their opportunities to hold governments 
accountable. Debate and discussion help 
communities shape their priorities. A free press, 
a vibrant civil society and the political freedoms 
guaranteed by a constitution underpin inclusive 
institutions and human development. 

"A free press, a vibrant civil 
society and the political 
freedoms guaranteed by a 
constitution underpin inclusive 
institutions and human 
development."

©iStock-SDI Productions

©iStock-triloks
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INTRODUCING  
THE  
DEVELOPMENT 
CHALLENGES  
INDEX
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The proposed DCI measures 
shortfalls in three development 
achievements: basic well-
being freedoms as measured 
by the three quality-adjusted 
dimensions of the traditional 
HDI; environmental sustainability 
and good governance.6 In line 
with the report’s conceptual 
framework, each of the 
challenges and their dimensions 
are awarded an equal weight. To 
maintain simplicity, the report 
authors used an arithmetic 
average rather than a geometric 
one, given good reasons for 
doing so when many indicators 
are involved. This also leads to 
an index that is easy to compute 
and interpret. 
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Challenge index Dimension Subdimension Indicator

 Quality-adjusted
 human development

challenge index

 Health challenge
index

Healthy life expectancy at birth, years

 Education
challenge index

Expected years of schooling

Mean years of schooling

Harmonized test scores (discount factor)

 Income challenge
index

Gross national income (GNI) per capita

HDI inequality in income (discount factor)*

 Environmental
 sustainability

challenge index

 Climate change
 and energy
 efficiency
challenge index

Climate change

Carbon dioxide emissions per capita 
production

Material footprint per capita

Energy efficiency
Energy intensity per unit of gross domestic 
product (GDP)

 Environmental
 health challenge
index

Air quality

PM 2.5 (particulate matter) exposure

Household solid fuels

Ozone exposure

 Sanitation and
drinking water

Unsafe sanitation

Unsafe drinking water

Heavy metals Lead exposure

Waste management Controlled solid waste

Governance
challenge index

 Democratic
 governance
challenge index

 Rule of law and
access to justice

Transparent laws with predictable 
enforcement
Access to justice

 Institutional
accountability

Executive oversight

Judicial accountability

Rigorous and impartial public administration

Participation
Consultation with civil society organizations 

Civil society participatory environment

 Government
 effectiveness
challenge index

Government effectiveness (quality of 
infrastructure and public service delivery)

     Source: ESCWA.

Framework for the DCI’s three sets of challenges to development

* The income inequality indicator has been used given its role as a determinant of poverty and due to the lack of comparable poverty 
data (for instance, fixed poverty lines suffer from several problems and limitations). Therefore, when better poverty data becomes 
available, it will be used instead of income inequality to discount the income component.
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The DCI makes an important shift from development 
achievements to development challenges. This 
reverses the narrative to foreground countries that 
are most rather than least challenged, which helps 
draw attention to them in the global discussion 
on human development and the Sustainable 
Development Goals. Scores on the DCI and its 
components are distributed among five categories: 

very low, low, medium, high and very high challenges. 
Countries scoring up to 0.2 are considered to be in 
the very-low challenge category. Scores from 0.2-0.3 
are graded as within the low-challenge category; 
scores from 0.3-0.45 are within the medium-challenge 
category; while scores from 0.45-0.55 are graded as 
high. Countries that score above 0.55 are within the 
very high-challenge category.

Result 1.
A significant share of the world population still lives in difficult, and in 
some cases deteriorating, conditions

Of the 163 countries assessed with the DCI, 49 face 
high and 25 face very high development challenges. 
They are home to nearly 3.5 billion people or 45 per 
cent of the world’s population. Only 15 countries with 
around 5 per cent of the world’s population have very 
low development challenges. Consistent with the 
findings of other indices, the most challenged countries 
on the DCI are mainly in Sub-Saharan Africa. The least 
challenged are mainly in Europe.

From 2000 to 2020, 11 countries witnessed an increase 
in their DCI scores: Barbados, Brazil, Central African 
Republic, Egypt, Haiti, Libya, Madagascar, Nicaragua, 
Syrian Arab Republic, Venezuela and Yemen. Venezuela 
moved from the high- to the very high-challenge category. 

Among high-challenge countries in 2000, 31 had 
graduated to the medium-challenge group by 2020. Nine 
countries moved from the medium- to the low-challenge 
category: Chile, Costa Rica, Czechia, Estonia, Greece, 
Korea (Republic of), Latvia, Lithuania and Slovenia. Eight 

countries shifted from the low- to the very low-challenge 
category: Austria, Belgium, France, Ireland, Japan, 
Luxembourg, New Zealand and the United Kingdom.

The graduation of East Asia and the Pacific from the 
high- to the medium-challenge group resulted in a 
significant drop in the share of the world’s population 
in the former category, from 60 per cent in 2000 to 36 
per cent in 2020 (figure 1). Without gains made by this 
region, specifically by China, the world’s DCI picture in 
2020 would look nearly identical to that of 2000, given 
little movement in the very high- to high-challenge 
group. The most challenged countries in 2020 are 
basically the same as in 2000.

The share of the world’s population in very low-
challenge countries increased marginally from 2 to 5 
per cent between 2000 and 2020; most people in this 
category live in East Asia and the Pacific and Europe. 
Canada and the United States have the majority of 
people in the low-challenge group. 

11 countries 
witnessed an increase in their DCI scores: 

Barbados, Brazil, Central African Republic, Egypt, 
Haiti, Libya, Madagascar, Nicaragua, Syrian Arab 

Republic, Venezuela and Yemen.

©iStock-Noctiluxx
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Figure 1. Population in each DCI category by region, 2000, 2010 and 2020

Source: ESCWA calculations.

At the country level, Haiti scored highest on the 
DCI worldwide at 0.658 while Switzerland ranked 
lowest at 0.124. This shows that even the least 
challenged country still has room for improvement. 

The largest deteriorations in DCI ranks over 2000-
2020 were mainly witnessed in countries in the 
Arab region and Latin America and the Caribbean. 
Several of these countries have confronted 
domestic or regional conflict, as in Lebanon. 
Countries with the greatest improvements on the 
DCI have recovered from severe deprivations in 
2000, for example, Rwanda. Post-Soviet countries 
such as Azerbaijan, Georgia and Uzbekistan have 
also made substantial improvements over the past 
two decades. 

DCI reductions have occurred globally, from 
an average of 0.485 to 0.437, and across most 
regions. East Asia and the Pacific achieved the 
greatest reduction (figure 2). Sub-Saharan Africa 
is the most challenged region with an average 
DCI score of 0.553 in 2020; North America, with 
a score of 0.249, is the least challenged region. 
The Arab region and South Asia are highly 
challenged, lying well above the world average. 
They show conspicuous gaps in DCI levels 
compared to Latin America and the Caribbean 
and East Asia and the Pacific.

In considering the share of each of the three 
challenges in the DCI scores, a distinct 
regional pattern emerges. Environmental 
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Figure 2. DCI regional scores and shares of the three challenges, 2000 and 2020

Source: ESCWA calculations. 

sustainability or governance 
challenges make up the 
highest shares in most regions 
except Sub-Saharan Africa, 
where quality-adjusted human 
development challenges are 
greater. Globally, given a 
significant rise in governance 
challenges over the past two 
decades, by 2020, the governance 
dimension comprised 35 per cent 
of the global DCI score.
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Result 2.
There is still much to be achieved, especially on the quality of human 
development, even in the richest regions

There are serious discrepancies in the quality of human 
development globally. No region has a very low quality-
adjusted human development challenge score, even the 
two most developed regions of the world, Europe and 
North America (figure 3). As the most challenged region 
over the past two decades, Sub-Saharan Africa faces 

deprivations resulting from many factors, including poor 
governance performance, civil war and shocks such as 
the AIDS pandemic.7 Another region with high quality-
adjusted human development challenges is South 
Asia although it also saw the greatest decline in these 
challenges from 2000-2020.

Figure 3. Quality-adjusted human development challenge index regional scores and dimension shares, 
2000 and 2020

Source: ESCWA calculations.



18
World Development Challenges Report
Summary

Except for Latin America and the Caribbean and 
North America, education comprises the largest 
share of the quality-adjusted human development 
challenge index. The Arab region appears to be 
particularly challenged in education, with shares 
of 48 per cent in 2020 and 49 per cent in 2000 in 
the overall quality-adjusted human development 
index. This is not surprising given very high 
inequality in education between and within 
Arab  countries.8 

In 2020, the highest share of the world’s population 
lived in the medium-challenge category on the 
quality-adjusted human development index. This 
is an important improvement since the greatest 
share was in the very high-challenge category in 

2000. This change is mainly due to improvements 
in some highly populated countries in South Asia, 
such as Bangladesh and India, which moved from 
the very high- to the high-challenge category 
between 2000 and 2010. Most people in very high-
challenge countries are in Sub-Saharan Africa. 

Over 2000-2020, many countries increased their 
quality-adjusted human development index scores. 
Conflict has been among the main reasons for 
major deteriorations. Three of the 10 countries 
with the highest losses in rank are conflict-
affected Arab countries, Libya, Yemen and the 
Syrian Arab Republic, respectively. Egypt and 
Lebanon, with significant political instability and 
economic hardship, are in the same group. 

Result 3.
Environmental sustainability is a major concern for both developed and 
developing countries

On the environmental 
sustainability index, most regions 
have a higher environmental 
health challenge than a climate 
change and energy efficiency 
challenge (figure 4). The former 
accounts for around 80 per cent of 
the environmental sustainability 
challenge in South Asia. The only 
two regions with a higher climate 
change and energy efficiency 
share are Europe and Central Asia 
and North America. In the latter, 
three quarters of its score comes 
from this dimension. 
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Examining each environmental suitability challenge 
by region shows that only 7.5 per cent of the world’s 
population lives in low- and very low-challenge 
countries, mostly in Europe. Second, 62 per cent of the 
world’s population lives in very high- and high-challenge 
countries. Some improvements in the distribution 
of population between these two DCI categories is 
evident, with several countries in South and East Asia 
moving from the very high- to the high-challenge group. 
China and India are noteworthy given their significant 
demographic weight. Nonetheless, overall progress 
remains insufficient with a large share of the world’s 
population still far from a sustainable development path.

Globally, countries have become more aware of the 
importance of preserving the environment. Regions 
show considerable disparities in progress, however. 
Some countries seem to be left behind and have 
increased their score on the environmental sustainability 

Figure 4.  Environmental sustainability challenge index regional scores and dimension shares, 
2000 and 2020

Source: ESCWA calculations.
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challenge index. The United States is among the top 
10 globally for an improved ranking, due to advances 
on both dimensions of environmental sustainability, 
especially environmental health. In the Arab region, 
Syria has made among the top improvements but 
this is unfortunately explained by reduced energy 
consumption from the economic devastation caused 
by conflict. Several post-Soviet countries are at the 
top, including Azerbaijan, Belarus and Tajikistan. These 
countries had very high challenges in environmental 
health in 2000 and have shown dramatic improvements 
in the past two decades, especially in access to water 
and sanitation and solid waste management.

Among the 10 countries that deteriorated the 
most in the ranking, half are low-income and 
least developed countries in Sub-Saharan Africa. 
Their growth patterns have been associated 
with a significant rise in their material footprint, 
which is not surprising given their relatively low 
baselines. Overall, the results indicate that some 
of the most challenged countries are adopting 
environmentally friendly policies, mainly to 
reduce fossil-fuel energy dependency and climate 
change pressures, while the poorest countries are 
moving in the other direction as they embark on 
economic transformation. 
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Global and regional average governance challenges have 
climbed over 2000-2020, except in East Asia and the 
Pacific and the Arab region. Although the governance 
challenge in the Arab region has improved since 2000, 
it is higher than it was prior to the 2011 uprisings. For 
many regions and globally, the government effectiveness 
component of the index has decreased since 2000. 
Therefore, to a great extent and across most regions, 
the overall increase in the governance challenge index is 
due to a rise in the democratic governance component. 
Sub-Saharan Africa and the Arab region witnessed 
slight improvements on this dimension, with the former 
remaining in the medium category and the latter 
remaining in the very high-challenge category.

While the Arab region faces the highest governance 
challenge and ranks highest on the democratic 

governance component, Sub-Saharan Africa has the 
greatest government effectiveness challenge. Various 
reasons include poor infrastructure and public service 
conditions and the shortage of public expenditure. For 
example, most roads are poorly maintained and often 
unpaved, ports are inefficient by global standards, 
and electricity infrastructure is the world’s least 
developed, accessible and reliable.9

The largest share of the world’s population lives in 
countries scoring in the high-challenge group on 
the governance index, as in 2000 (figure 5). In 2010, 
the highest number of people was in the medium-
challenge category, prior to a noticeable deterioration 
through 2020. This trend was mainly driven by an 
increase in governance challenges in some Sub-
Saharan African as well as European and Central 

Result 4.
Governance is the world’s most pressing development challenge

Figure 5. Population in each governance challenge index category by region, 2000, 2010 and 2020
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Asian countries. The increase from a high to a very 
high level in some countries between 2000 and 2010, 
such as Iran and Sri Lanka, led to more people living 
in countries with very high governance challenges.

Democracy necessitates guaranteeing fundamental 
rights and freedoms to function properly. Moreover, laws 
and institutions are needed to protect human rights 
and freedoms. For this reason, human rights and good 
institutions tend to go hand in hand. Not surprisingly, there 
is a strong correlation between the governance challenge 
index and human rights and freedoms indicators, such 
as the simple average of the harassment of journalists 
and government censorship of the media, and the simple 
average of freedom from political killings and from torture. 

Providing people with essential public services fulfils 
their needs and realizes their rights and freedoms. 
Without such services and respect for human rights 
and freedoms, outbreaks of violence and conflict are 
one likely result. This explains the strong correlation 
between the governance challenge index and the 
Global Peace Index produced by the Institute for 
Economics and Peace.10 Many countries with high 
governance challenges and high levels of violence 
relative to their governance challenge scores are 
affected by conflict, particularly Arab countries.

Policy message 1.
Strengthen environmental and 
health systems to improve 
healthy life outcomes

The COVID-19 pandemic has pressured countries 
to act swiftly amid increased uncertainty even as it 
created new institutional challenges. It exacerbated 
public and private health-care system deficiencies 
worldwide, with disproportionate effects on the 

01

most vulnerable, namely, children, women and 
older persons. Several countries have experienced 
significant demographic changes through impacts on 
life expectancies. 

The importance of health care and its role in 
influencing economic indicators and wealth 
distribution has been evident throughout the 
pandemic. The World Bank estimates that global 

"An estimated additional

97 million people 

now live below $1.90 
a day"
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poverty, using the $1.90 per day poverty line, 
increased dramatically in 2021, from 7.8 to 9.1 per 
cent of the global population due to COVID-19. An 
estimated additional 97 million people now live 
below $1.90 a day.11 In addition, according to ESCWA 
projections, the world is unlikely to meet the SDG 1 
target of eradicating extreme poverty by 2030.12 Also, 
ESCWA estimates reveal an exacerbation of wealth 
inequality in the Arab region after the pandemic. The 
share of wealth for the top 1 per cent on the spectrum 
of affluence increased from 37 per cent to 45 per 
cent, and that of the top 10 per cent rose from 75 per 
cent to 81 per cent.13

Beyond the pandemic, rapid changes in lifestyle 
and increases in non-communicable diseases have 
widened the gap between life expectancy and 
healthy life expectancy. In developing countries, 
populations are ageing and chronic diseases are 
rising, propelling new demand for health care. These 
patterns and the development challenges that result 
increasingly require improving the quality of services 
and other interventions.

Preventing and mitigating unforeseen health shocks 
requires global action. Governments should work 
together to ensure the more equitable distribution 
of vaccines and the financing of effective health-
care systems, especially in the poorest and 
most challenged countries. Affordable universal 
health coverage would strengthen prevention, 
preparedness, response and recovery from current 
and future pandemics. To this end, a global action 
summit on health could agree on necessary actions.

Simply expanding health system capacities without 
addressing environmental drivers of morbidity and 
mortality, however, may result in missed opportunities 
to increase healthy life expectancy. For example, 
access to clean drinking water is paramount to health. 
This requires better governance of water resources to 
ensure an effective and equitable equilibrium between 
existing uses and growing needs, and to sustain 
water security in a changing climate. Other policies 
to improve environmental and human health comprise 
expanding access to and investment in sanitation and 
raising awareness of sound hygiene practices.
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Globally, increasing planetary pressures and 
energy inefficiency, which have direct and indirect 
impacts on health, are alarming. These could derail 
sustainable development without urgent policy 
corrections. All mechanisms should be deployed 
to expand human freedoms while mitigating 
planetary pressures, including through social 
norms and values, incentives and regulations, and 
nature-based human development.14 Governments 
play an important role as they hold the formal 
authority and power to generate collective action 
on shared challenges, whether that entails 
enacting and enforcing a carbon price, removing 
laws that marginalize and disenfranchise, or 
establishing policy and institutional frameworks. 
Three incentives may be particularly effective. The 
first is finance, which includes incentives within 
financial firms as well as the regulatory authorities 
that oversee them. The second is pricing, such as 
through carbon pricing that redirects investment 
and consumption towards low-carbon technologies. 
The third is collective action, including at the 
international level. 

Moves towards lower energy intensity and modern 
renewables should accelerate. Proactive energy 
efficiency policies can stimulate change. Countries 
worldwide should harness the technological 
advancements and green technologies that are 
increasingly available. They should take bolder 
steps to propel the global energy transition to 
modern renewables. To encourage this transition, 
energy prices should be adjusted, with a gradual 
phasing out of subsidies for traditional energy. 
Lower-cost finance for renewable energy and 
concessional loans would bolster sustainable 
and long-term investments,15 with building new 
clean energy infrastructure requiring total energy 

investment spending in the range of 2-3 per cent of 
GDP per year.16 

Collaboration between the public and private 
sectors, including risk-sharing as low-carbon 
solutions mature, is important to attract the 
diversified and resilient sources of capital needed 
for long-term investments in energy systems.17 
Private and public sector investments in clean 
energy infrastructure will both protect the climate 
and result in large-scale job creation.

In short, improving healthy life outcomes depends 
on protecting the health of environmental systems, 
which can only happen by adopting new technologies 
and changing prevailing consumption patterns. The 
COVID-19 pandemic revealed an unforgiving trade-off 
of unlimited human needs set against the planet’s 
finite environmental capacity. Countries must shift to 
more sustainable economic growth models that work 
for both people and the planet.

Policy message 2.
Build knowledge-based 
economies with integrated 
education and labour 
market systems to harness 
opportunities and minimize the 
negative impacts of the Fourth 
Industrial Revolution

Quality education plays a crucial role in strengthening 
inclusive growth and overall economic development. 
It reduces social disparities, especially gender 
disparities. A lack of decent jobs, however, breaks 
the relationship between high-quality education, 
decent employment and the reduction of poverty and 
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inequality. Many countries worldwide have witnessed 
overall income growth yet income inequality has 
worsened largely because greater educational 
attainment has not resulted in higher personal income 
from higher-skilled jobs. Today, 71 per cent of the 
world’s population lives in countries where income 
inequality has increased.18 

These are alarming findings, especially since countries 
with highly inequitable income and wealth distribution 
have less equitable social outcomes and are more 
prone to social polarization and domestic conflict.19 
Macroeconomic policies should be carefully scrutinized 
to encourage decent job creation that promotes 
inclusive growth and productivity. This includes not 
only designing effective fiscal and monetary policies 
and tools but also formulating pro-employment sectoral 
and industrial policies to improve diversification and re-
emphasizing the role of monetary policy in supporting 
private sector development, especially through small 
and medium enterprises.20 

Future generations need to be adequately prepared 
for more knowledge-intensive economies. Young 
people need more creative and critical thinking 
skills, particularly enhanced competency in STEM 
(science, technology, engineering and math) 
subjects. This will help ensure that they benefit from 
digital transformations during the Third Industrial 
Revolution and can thrive amid labour-displacing 
technologies such as automation and robotics 
associated with the Fourth Industrial Revolution.

An important measure of technological advancement 
is the degree to which a country generates 
knowledge and ultimately translates it into human 
development gains. One index capturing this 
dimension is the economic complexity index. It 
naturally sits well with the quality-adjusted human 
development income and education challenge 
indices and correlates with the inequality-adjusted 
income challenge index (figure 6). This is in line 
with findings that show that the level of economic 

Figure 6. Inequality-adjusted income challenge index and economic complexity index
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diversification and knowledge content of the 
production process predict current and future levels 
of income and possibly even income distribution. 

Since employment translates quality education into 
higher and better-distributed incomes, and diminishes 
inequality and poverty, coordinated efforts are needed 
on both fronts. Improving health and education sector 
capacities by increasing the numbers of doctors, 
hospital beds and teachers is essential to reducing 
quality-adjusted health and education challenges. In 
tandem, higher investment in knowledge-intensive, 
high value added sectors tends to generate broad-
based decent employment and improves economic 
complexity which is essential to address the 
challenges posed by the Fourth Industrial Revolution.

Employment in general and youth employment 
in particular remain pressing challenges in most 
countries, especially those in the low-income 
group. Globally, the total unemployment rate for 
those aged 15 and above was 6.6 per cent in 2019. 
The rate for youth (aged 15-24) was 15.2 per cent, 
more than double the overall rate. Total and youth 
unemployment rates were 5.6 per cent and 9.1 per 
cent, respectively, in low-income countries.

While the unemployment rate is an important 
indicator of labour market performance, it cannot 

provide a full picture. In fact, lower unemployment in 
low-income countries compared to the global average 
could arise from several reasons, including the 
inability of many people to afford being unemployed, 
which forces them to accept any job. High rates 
of informality and vulnerability occur in more 
challenged, lower-income countries. For instance, 62 
per cent of total employment worldwide is informal 
compared to a much higher 88 per cent in low-income 
countries.21 The share of vulnerable employment in 
total employment is 44 per cent globally compared to 
79 per cent in low-income countries.22

The quantity of jobs alone is not sufficient. Jobs 
must be decent and high in productivity, providing 
safe and stable working conditions and incomes. 
Creating such jobs can support the transition 
towards knowledge-based economies, which 
ultimately rely on increasing skilled labour across 
sectors. It is not surprising to see poor correlations 
between the unemployment rate and both the 
inequality-adjusted income challenge index and the 
vulnerable employment indicator. This contrasts 
with a strong correlation between the vulnerable 
employment indicator and the inequality-adjusted 
income challenge index.

Since decent jobs lead to more complex economies 
and in turn higher and better-distributed incomes, 

©iStock-JLGutierrez



27
World Development Challenges Report 

Summary

accounting for decent employment in development 
indices is important. While vulnerable employment 
is a good proxy for decent employment as shown 
by these correlations, the two concepts are not 
the same. For instance, decent employment entails 
decent working time, access to paid leave and 
career advancement opportunities, to name a few 
dimensions, which is by no means an easy task.23 
Therefore, vulnerable employment represents only 
one important aspect of a much broader concept.

Across quality-adjusted human development 
achievements, steep barriers to progress still come 
from gender disparities despite some improvements in 
past decades. Education is among the most important 
aspects of gender inequality. While the gender gap 
has improved globally in the last few years, it is still 
prominent, especially for poorer and more challenged 
countries. Gender disparities are especially affected 
by education quality, since high-quality schooling 
stimulates improvements in girls’ lifetime earnings. 
It also reduces child marriage, child mortality and 
maternal mortality.24 

Gender inequalities in income are still rampant. 
Globally, on average, women’s GNI per capita is 
$10,000 less than that of men ($24,458 for men 
compared with $14,441 for women).25 In average 
monthly wages, a woman in informal employment 
earns only 47 per cent of what a man in formal 
employment earns.26 Women in the formal sector 
earn only 79 per cent of what men in formal 

employment earn.27 This income gender gap is 
highest for Arab and South Asian countries.

Addressing disparities in human development 
achievements, especially in education, is 
important. Governments should focus on 
developing well-rounded and integrated 
educational systems that reach males and females 
in all regions of a country, including the most 
vulnerable people in rural areas. Subsidies and 
scholarship programmes would also allow more 
students to complete their education and enter the 
labour market with required skills.

Policy message 3.
Forge strong links between 
government effectiveness
and democratic governance

The DCI unfortunately indicates that agency is 
not fully valued in much of the world, especially 
in very highly and highly challenged countries. In 
the Arab region, deficits are particularly acute. 
In many more authoritarian regimes, there is a 
tendency to achieve better results on government 
effectiveness and on the quality-adjusted human 
development challenges index relative to the 
democratic governance pillar. Yet government 
effectiveness does not directly represent 
dimensions of human development; it is a critical 
means to enhance human development.

03
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When rethinking human development measurement, 
it is imperative to recognize that without effective 
institutions, well-being cannot be ensured or 
sustained. At the same time, well-being is not a 
substitute for agency. Both agency and well-being 
are essential aspects of human development. 
Strong institutions should ensure that government 
effectiveness and democratic principles operate in 
a virtuous nexus.28 By the same token, democratic 
governance without quality public services is also 
not a solution. Some countries have focused more 
on democracy than effectiveness, such as Albania, 
which has one of the largest infrastructure gaps 
in the Western Balkans.29 There is no inherent 
reason why well-being and agency should not play 
complementary roles; governments must aim to 
advance both effectiveness and democracy.

One concrete example of how government 
effectiveness and democratic governance work to 
complement each other is when improved infrastructure 
and public service delivery reduce the costs and 
improve the quality of health and education. This in 
turn lowers the costs of producing goods and services, 
expands the market, and increases community 
interaction and political participation. Improved 
social outcomes result, helping people expand their 
capabilities. Likewise, higher-quality education can lead 
to more informed gap assessments and demands for 
greater accountability among public sector employees. 
Not only do well-educated citizens complain more but 

their complaints lead to better conduct by officials 
fearful of being punished. This in turn enhances 
accountability and government effectiveness.30

Human development and conflict are highly 
interlinked and directly connected to well-being and 
agency.31 Lower risks of conflict are more likely where 
policies create institutional and governance reform 
plans, close gaps between formal and actual rights, 
strengthen civil society capacities to dialogue with 
authorities, develop strong political checks to protect 
accountability and raise awareness of accountability 
in building public trust and confidence. The most 
challenged countries in terms of agency are also 
the most highly affected by long-standing domestic 
and cross-border conflicts. Since conflict is strongly 
linked to governance systems and human rights, 
countries with weaknesses in these are at heightened 
risk of conflict. Good governance and respect for 
human rights and basic freedoms is imperative for 
eradicating conflict.32 

Policy message 4.
Prioritize the most challenged 
countries and ensure human 
security in conflict-stricken 
countries

Resolving the world’s development challenges 
requires focusing first on the most challenged 
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countries. They have multifaceted challenges and 
lag on all dimensions of quality-adjusted human 
development, environmental sustainability and 
governance. Their vulnerability is reflected in 
stubbornly high extreme headcount poverty rates, 
which can cross 45 per cent.33 

A great deal of international support goes to 
the most highly challenged countries, including 
through official development assistance (ODA) to 
improve economic development and welfare. ODA 
per capita received by high-challenge countries 
has declined since 2007, however.34 And aid is 
not being disbursed according to need. Examining 
DCI scores and net ODA per capita received 
by countries shows the two do not correlate.35 
Shortfalls in the aid system include the reality that 
some countries gain better financial support due to 
the political objectives of donor countries. In many 
cases, support has focused more on expanding 
markets and economic growth than on human 
development outcomes.

To provide additional support to highly challenged 
countries, the global community should implement 
measures similar to those provided to the least 
developed countries. These include international 
tax cooperation to reduce tax evasion from 

multinational companies and to set standard 
wages to avoid inequalities. Such measures 
should also comprise integrating capacity 
development assistance for domestic tax revenue 
mobilization, introducing global tax incentives 
to promote domestic processing, providing 
policymaking support, establishing a sustainable 
infrastructure fund and creating cash transfer 
programmes.

In today’s world of protracted conflict and violence, 
human security has assumed new importance. 
Millions of people globally, especially in countries 
in the very high- and high-challenge categories 
of the DCI, have to cope with climate change, 
natural disasters, economic and health crises, 
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and intolerance and violence. Towards leaving no 
one behind, the emphasis should be on a deep 
understanding of threats, risks and crises and of 

how both human development and human security 
actions are crucial.36 The following two ideas 
deserve emphasis:37

When seeing the world in 
terms of the occurrence 
of threats, as with human 
security thinking, it is very 
common to hear that crises are 
opportunities. Yet going back 
to business as usual once an 
emergency has peaked is an 
equally common response. In 
the crisis management cycle, 
prevention is the phase that 
receives the least attention 
even as there is widespread 
agreement that it should be the 
most important. To move from a 
shock-driven to a needs-driven 
response to crises, strategies 
for change must be anchored 
to times of peace and human 
development and not just to 
emergencies. Human security 
emphasizes the centrality of 
people in calculations that 
value some threats over others, 
and highlights the full cycle of 
relief, recovery and prevention.

Promoting 
a culture of 
prevention.

There is an inevitable short-
term security imperative, which 
requires emergency responses 
and is understandable from a 
human agency perspective. 
Looking at the world only 
through the lens of threats 
imposes the tyranny of the 
urgent over the important, 
however. Focusing attention on 
emergencies fails to address 
the gradual and complex 
process of how vulnerability 
builds between shocks. 
Consequently, the human 
development and human 
security frameworks, while 
remaining sensitive to short-
term security imperatives, 
should align efforts to counter a 
shock-driven response to global 
threats. People are left behind 
when threats are protracted and 
require a long-term commitment 
to crisis management.

Countering the 
shock-driven 
response to global 
threats. 
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The current development landscape is very different from what it was three 
decades ago. Some challenges, such as inequality and governance, have lingered 
or deepened. Others, such as sustainability and global pandemics, have emerged 
or resurfaced. Moreover, even though many developing countries have made 
quantitative achievements on various basic development goals over the past few 
decades, persistent deficits remain in the quality of those achievements.

Accordingly, this report proposes a new global Development Challenges Index 
(DCI) that measures shortfalls in achievements in three key and interdependent 
areas: quality-adjusted human development, environmental sustainability and 
good governance. The report proposes a four-pronged action plan that cuts across 
the three components of the DCI. This plan includes strengthening environmental 
and health systems to improve healthy life outcomes, building knowledge-based 
economies with integrated education and labour market systems, establishing 
strong links between government effectiveness and democratic governance, and 
prioritizing the most challenged countries.

“ As the ultimate aim of this report is to trigger policy debate, we hope it will lead to 
follow-up dialogues to address fundamental challenges at the global, regional and, 
most importantly, national levels.”
     Rola Dashti
     Executive Secretary of ESCWA
     Under Secretary-General of the United Nations
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