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First Bank of Nigeria Plc remains one of Africa's most diversified financial services solutions 

providers. Since its establishment in 1894, the Bank has consistently met growing market 

demand for financial services, through a process of continuous re-invention.

In the over one century since its establishment, the Bank has continued to build relation-

ships with its customers, and alliances with key sectors of the economy that have been 

strategic to the well-being and growth of the Nigerian economy.

Consequently, it has remained Nigeria’s pioneer and most reputable bank with group profit 

after tax of N20.4 billion in the financial year ended March 31, 2007. Underpinning this 

success is the Bank's strategy, with its focus on the two critical imperatives of modernisation 

and growth. With over 400 business locations, the Bank has one of the largest domestic 

sales networks in Nigeria, all on-line real time. As a market leader in the financial services 

sector, FirstBank pioneered initiatives in international money transfer, MasterCard, Inter-

switch and the ATM consortium. It is one of the industry leaders in terms of value and 

volume of ATM transactions in the country.

The Bank has eight (8) local subsidiaries and a full-fledged subsidiary in the United King-

dom, as well as a representative office in South Africa. FirstBank's growth strategy is hinged 

on continued network expansion, product development, mergers and acquisitions, and 

growth of its international footprint. The Bank is currently exploring alliances with key 

prospects in the industry with a view to creating the largest bank in West Africa and one of 

the largest on the continent.

A key element of the Bank's strategy is its continued focus on retail banking/consumer 

financing, gradually shifting towards a high yield diversified portfolio by aggressively 

targeting the relatively under-banked consumer market.



The business of the Bank is operated along two main market segments/Strategic Business 

Units (SBUs): Corporate Banking, and Regional Directorates (Lagos & West, North and South). 

These are defined within broad limits to facilitate and give direction to marketing activities 

within the Bank.

In further evidence of the Bank's strength, two foremost risk-rating agencies, Fitch and 

Standard & Poor’s assigned it international short-term and long-term ratings of B+ and B, 

and B+ and BB- respectively. The latter’s rating being the same with the sovereign rating of 

Nigeria. These ratings confirm the Bank’s strong domestic franchise and systemic impor-

tance to the national economy. The international ratings are particularly significant as they 

indicate the alignment of the Bank's practices with world-class standards, expected to 

facilitate seamless integration into the international financial markets.

FirstBank was equally rated number one among Nigerian banks in Corporate Governance 

practice in 2003, 2005, 2006, and 2007 by Johnston Irving Consulting, in collaboration with 

ICRA Pty Limited (an erstwhile associate of Moody's Investors, USA). Additionally, the Bank 

was awarded the “Best Bank in Nigeria”, “Best Trade Finance Bank in Nigeria”, and “Best 

Foreign Exchange Bank in Nigeria” in each of the four (4) years to 2007 by the USbased 

Global Finance magazine, to mention a few of the awards won by the Bank.

In line with the Bank's vision “to be the clear leader and Nigeria's bank of first choice”, its 

mission “to remain true to our name by providing the best financial services possible” and 

its brand essence, “dependably dynamic”, the Bank has continued to transform itself as it 

forges ahead in its second century of providing qualitative banking services to 

the nation, maintaining leadership in a consolidated and more dynamic industry.
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Foreword

Distinguished colleagues, the Government and
people of Saint Lucia are pleased to host this

year’s annual meeting of Commonwealth Finance
Ministers, and to welcome all of you to our shores.
Whilst this is not the first time that our beautiful
country is hosting such a meeting, the unique
challenges that we face at this moment, makes this
engagement particularly significant. At this juncture,
the primary concern of the people of the Caribbean
and the Commonwealth must be poverty alleviation.
As of 2007, most of the countries in the Caribbean
region had poverty rates of more than 20 per cent.

The recent Poverty Assessments for Saint Lucia
noted that poverty in all its forms is “an affront to the
dignity of the people of the region and where a
substantial section of the population inherits poverty
across the generations this makes a mockery of the
notion of stable and viable nationhood” [The
Assessment of Poverty in Saint Lucia Vol. III (2006)].
We therefore cannot allow the current global
challenges to further exacerbate our tenuous position,
as there is no doubt in our minds that the current high
food and fuel prices will diminish any advances that
we would make towards attainment of the Millennium
Development Goals. The Special Theme of this
Conference,“the implications of high energy and food
pr ices for economic management,” is therefore
particularly important.

In light of the potential crisis that we face, it is no
longer enough for us to think simply in terms of
growth. One of our key concerns must be ensuring
that there are measures in place so that the poor will
share in the benefits of growth. In this regard,
emphasis must be placed on reducing the disconnect
between macro-economic policies, social policy and
poverty reduction. We need to accept that issues of

inequity must be addressed alongside issues such as
increasing Gross Domestic Product (GDP).

The Commonwealth has stressed that food security
is an issue of fundamental human rights, as much as 
a question of economics, as set out in the 1966
International Covenant on Economic, Social and
Cultural Rights.We therefore have to concentrate on
developing additional programmes aimed at reducing
vulnerability and correcting the inability on the part
of many countr ies to produce sufficiently to feed
their populations. There is a need to ensure that
technical assistance is provided to member countries
in the development of national and regional food
production strategies.

Our own CARICOM region must once again
revert to its mid-1980s position as a group of net
food exporters, instead of its current position as a
significant net food importer. Our situation has
become cr itical, as the main export crops of the
Member Countries continue to lose markets share
and value as a result of liberalisation, especially
within the European Union (EU). We must
continue to argue for suitable treatment for
bananas and other products that are the subject of
long-standing preferences. It should be noted that
export success for our countries has been based in
large part on the more intensive use of imported
raw materials and capital goods. With the increase

Welcome
The Honorable Stephenson King,
Prime Minister of Saint Lucia

One of our key concerns must be ensuring 
that there are measures in place so that the 
poor will share in the benefits of growth.  
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in the cost of these raw mater ials  especial ly
fer tiliser for most developing countr ies the net
result has been a structural deter ioration in 
the cor relation between economic g rowth and 
the trade balance. We real ise that other
Commonwealth members are confronted with the
same chal lenges and we must therefore work
together to ensure food security for all.

There is no doubt that the current food and energy
situation, along with the new liberalisation regimes
have further highlighted the vulnerability of all our
countries. In fact, the rapid increases in fuel prices
and its concomitant impact on food pr ices, on 
the inaccessibility and unavailability of certain
commodities threaten our very safety and security.We
have been concentrating much effort to mitigate the
pressures brought on by rising food and fuel prices.
We will continue to be relentless in this regard, but
our effort will only bear fruit if there is a collective
desire to address these issues within a global context.

This vulnerable situation has been further
exacerbated by policies of our more developed
partners that threaten to totally derail our
democracies. For example, while in CARICOM we
have an agreed position on deportation, we simply do
not have the resources to deal with the sophisticated
criminal deportees that are being returned to our
small countries. At the same time immigration laws in

developed countr ies are hindering access to these
countr ies. We also face the problem of the active
recruitment of trained human resources with no
reinvestment into the education systems of our
country. We must address this double pressure on our
resources that will undoubtedly lead to further social
and economic dislocation.

To this end, there is need for more global resources
to be reserved and allocated for ensuring that the
inevitable transformation of our economies is not
disrupted by social deter ioration. There must be
investment in creating skills that are necessary for
economic growth. There must be also investment in
technology that will foster economic growth. We
cannot continue to produce highly skilled persons
who do not have the incentive to invest in new
innovations that will lead to sustained economic
growth.This is the right time for us to review the type
of development assistance that is given to us so that we
can make more educated decisions about what we will
accept. It is my sincere hope that this meeting of
Finance Ministers will allow us to explore these issues
further and arrive at mutually beneficial solutions.

Fellow Ministers of Finance, colleagues, let me wish
you fruitful deliberations in the “Helen of the West”.

The Honourable Stephenson King,
Prime Minister of Saint Lucia

There must be investment in creating skills 
that are necessary for economic growth.  

We must therefore work together 
to ensure food security for all.
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In a world of instant communication, where the
demands on ministers time increase daily, every

international gathering has to justify its place in the
international timetable. What is it that distinguishes
Commonwealth Finance Ministers Meetings from
others, and encourages extremely busy people to
sacrifice a day and half, and travel time, from their
crowded diaries? 

First, any Commonwealth meeting is unique,
reflecting the uniqueness of the organisation.Apart from
the global institutions, no other forum has the diversity
of geography and culture, transcending – not reinforcing
– the fault-lines of global politics.This Commonwealth
meeting of Finance Ministers again offers the chance to
breach the ‘silos’ of the international system through
hearing and assimilating different perspectives.

Second, the Commonwealth embodies the
multilateralism which is essential to meeting the
challenges of the integrated global economy.This shared
commonality of interest has bound the organisation
together for over 60 years, and has never been more
important.This meeting takes place in the shadow of the
collapse of the Doha trade talks, amid challenges of
energy and food security, and the continuing turmoil in
the global economy: it is an opportunity to reinforce
and revive that multilateral spirit.

Third, the members of the Commonwealth are
committed to tackling long-term and deep-seated global
challenges. Its diversity means it is well placed to support
practical action to ensure that the world shifts from
globalisation to globalism. ‘Globalism’ is distinguished
from ‘globalisation’: it is an actively pursued mindset,
which sees the world as inter-dependent, and forges
collective responses in shared situations. ‘Globalisation’ is
the process by which the world compacts and integrates;
and ‘globalism’ defines whether we believe in the
potential of that integration, and how deep – and
productive – we make it.We increasingly see the world
separated into three: the developed world; the emerging
market countries; and the developing world.The key is to
ensure that this does not become a world split between
the haves, the will-haves and the never-will-haves.The
Commonwealth and its Finance Ministers are ideally
placed to support a globalisation for all, not just a few.

Globalists in a
globalising world

Kamalesh Sharma
Commonwealth Secretary-General

History has shown that when they agree, Commonwealth ministers can be a force for change,
based on a true and strong consensus. This meeting of Finance Ministers presents an

opportunity to do so again.The concerns of member states – food and fuel, trade and investment,
climate and the Millennium Development Goals – already form an inescapable background to the
formal agenda.The Commonwealth’s wide-ranging perception of global progress and problems will
illuminate this year’s Finance Ministers Meeting, giving us a chance to show the world how positive
change can be achieved.

The Commonwealth embodies 
the multilateralism which is essential 

to meeting the challenges of the
integrated global economy. 

Thirty-two of the 53 members of the Commonwealth are Small States, the
majority of these being island states. Many will face devastating physical
impacts from climate change.



The meeting has pedigree as a forum in which big
ideas are launched and shared. It is often lost to
recollection that the now-global concepts of bilateral
and multilateral debt relief were raised for the very first
time in Commonwealth Finance Ministers Meetings –
respectively in Barbados in 1987, and Mauritius in 1997.

So the 2008 meeting will have two strands running
through it.The first is an enlargement and enrichment
of our knowledge space. Only in the forum and
dialogue of a meeting room can ministers learn deeply
from each other. Only here can countries in the Pacific,
for instance, learn from a country like Malawi’s
experience about tackling high food prices; or can
countries of Africa, enjoying a boom of foreign earnings
as commodity prices rise, learn how a country like
Singapore invests its foreign currency internationally; or
can Finance Ministers from across all continents learn
from how a country like Australia is assessing and
managing the economic impact of climate change.

The second strand of the meeting is visionary. The
Commonwealth must be about shaping the future as
well as managing it. Ministers will take the time to use
the space provided by the Commonwealth to exchange
perspectives on the longer-term issues that face all
countries.

Three immediate challenges: food, fuel
… and finance 
The centrepiece of the meeting will be the food and
fuel crisis which – with the ongoing global credit
crunch – has dominated the world economy this year.
Rising food prices are a humanitarian, political and
economic challenge. Many of our Commonwealth
member countries have experienced unrest in the last
six months, and almost all are feeling the effects.
The right to food is a human right, under the 1949
International Declaration of Economic and Social
Rights. Every country has an obligation to support the
world in feeding its people. But the rise in food prices
has made hungry an additional estimated 100 million
people worldwide, taking the total number of
malnourished people to nearly one billion.

For the Commonwealth, on the one hand a third of
the countries most adversely affected by the combined
effect of the food and fuel price rises are members of the
organisation. On the other hand, a significant number of
food exporting countries within the membership are in
fact presented with new economic opportunity.

High oil prices – which look set to be a permanent
part of the economic landscape – pose many of the same
challenges. The economic positions of oil importing
countries are seriously worsened, with small island states
facing particular challenges, which the international
community may need to support. Oil exporting
countries, meanwhile, face higher inflows of foreign
exchange which can, in fact, pose a different challenge to
economic and political management.These complications
have not always been well handled in the past.

The whole Commonwealth is affected, and Finance
Ministers are at the eye of the storm.The discussion in
St Lucia is part of an overall Commonwealth response to
these twin crises. Here, ministers will exchange
experience, and they will assess the design of sustainable
policies to meet these challenges, and the role that the
international community can play in assisting them.

Elsewhere, the Commonwealth is looking to see 
what more can be done on food security. The
Commonwealth of Learning already has a pioneering
scheme to help farmers access markets and agricultural
information efficiently through the internet.This could
be expanded to more Commonwealth countries to
create a farmers’ network for information exchange.
There may also be scope for bringing together
Commonwealth Agricultural Ministers to learn from
each other or, at the most ambitious level, to create a
network of farmers – a Commonwealth Farmers’
Forum. By the time of the Finance Ministers Meeting
in St Lucia, Heads of Government will have discussed
this subject in New York in September, including the
idea of a conference on increasing food production.

Ongoing concerns: climate, trade… and
the Millennium Development Goals
One of the strengths of the Commonwealth is in
ensur ing that the urgent does not crowd out the
important. Last year, Finance Ministers began their
consideration of the economic impact of climate

18 The Commonwealth Finance Ministers Meeting 2008
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One third of the countries most adversely affected by the combined effect of
the food and fuel price rises are members of the Commonwealth.
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change. This year they will develop that work. Thirty-
two of the 53 members of the Commonwealth are
Small States, the majority of these being island states.
Many will face devastating physical impacts from
climate change. In the process, the effects of climate
change – and the global policy response it brings about
– will reshape the comparative advantage and trading
opportunities of these countries.

The St Lucia meeting is an opportunity for ministers
to dwell on the links between economic development
and climate change, especially in small and island states.
These countries depend heavily on trade, but their most
important enterprise sectors (such as agriculture,
fisheries, tourism) will be amongst the hardest hit by
climate change. Current climate change negotiations do
not begin to address this. Commonwealth Finance
Ministers can now help small countries take action to
adapt their economies, and make their case for adequate
international support in doing so.

And where the Stern Review was at the global level,
Commonwealth countries are making similar strides at
the national level.Australia and Ghana, for example, have
undertaken studies of the effects of climate change on
their economies. We can only learn from sharing the
lessons of these studies. This all fits within the wider
context of the Lake Victoria Commonwealth Action
Plan – endorsed at the Kampala Heads of Government
Meeting in 2007 – designed to give practical support to
the membership in tackling climate change.

Meanwhile, it remains important that Commonwealth
Finance Ministers continue to commit to overcome the
disappointment of the setback in the Doha trade round
negotiations. When ministers met in 2003, they
responded to the collapse of WTO trade talks in
Cancun, with the first international recommitment to 
a rules-based multilateral system. Trade is an
acknowledged route out of poverty, and the burden of
the failure to reach commonly-agreed conclusions is
largely borne by the least developed countries and the
small and vulnerable states, which can only progress in a
more development-friendly multilateral trading system.

First of all, the international community must harvest
the gains that have been made to date in the
negotiations. Then, it must go further and resume the
Round as early as possible. A fair, equitable and
development-oriented outcome requires an inclusive
negotiating process which gives genuine voice to all, and
especially to smaller and poorer countries.This is why
the Secretariat provides support and analysis to the
smallest and poorest members in the negotiating process.
The alternative – bilateral and regional agreements –
takes the world away from coherence to fragmentation;
from consistency to arbitrariness; from outward looking
globalism to inward looking regionalism.

If the Doha trade negotiations fail to realise their
development objectives, there will be serious
implications for the prospects of poorer countries in
achieving the Millennium Development Goals by 2015.
Developed economies have to deliver on their
commitment to help poorer developing countries meet
the MDGs.This is a process which would be enhanced
by a successful Doha Round, as well as by increased
levels of development assistance. Commonwealth
countries can take a lead, and it is finance and economic
ministries that are able to make the case for this in
governments globally.

This is because the MDG picture remains
discouraging. This is not an academic debate for a
Commonwealth in which one-third of the combined
population is living in absolute poverty, where nearly 30
million children have never been or will never go to
primary school, and where nearly 30 million young
people and adults carry the HIV/AIDS virus. However
hard it is to disaggregate Commonwealth data on the
MDGs, and however much undoubted success we can
record, there is still the likelihood that the 2015
deadline for the attainment of the MDGs will be
massively missed. In a globalised world, a failure for one
is a failure for all.

Shaping the future of international
responses to international problems
Beyond the MDGs, the fuel, food and financial crises of
the last year have shown – again – that multilateralism is
more needed than ever before to tackle the challenges of
today’s world. Yet, the framework of international
institutions established for this task at the end of the
Second World War has lagged behind.

Commonwealth leaders were ahead of the game in
recognising and responding to this.They identified the
need for comprehensive reform last year at their meeting
in Kampala, Uganda.A small group of them met to take
this reform forward in London in June, and – at the time
of writing – a much larger group is just about to meet in
New York in late September to widen that consensus.
Those Heads of Government have sent a message that
fundamental reform is necessary across a range of
institutions to make them effective in their operation,
focused on the right issues, and responsive to the entire
membership. For the Bretton Woods Institutions

If the Doha trade negotiations fail to realise their development objectives,
there will be serious implications for the prospects of poorer countries in
achieving the Millennium Development Goals by 2015.



specifically, they are looking for fundamental reform to
the purposes and governance of the World Bank and the
IMF.This in effect represents a call for a re-founding of
the institutions themselves.

In St Lucia, Finance Ministers will take the chance to
guide the Commonwealth’s work on reforming the
Bretton Woods Institutions by starting the detailed
discussion about the reform to be achieved, and how it
can be taken forward.This is the start of a process, and
through its unique membership, its open dialogue
among the membership and its shared vision, the
Commonwealth can act as a trailblazer for the entire
international community.

As always, we hold the Commonwealth Finance
Ministers Meeting on the eve of the World Bank and
IMF annual meetings.We expect to take joint positions
into those meetings. Ten years ago, in the wake of the
Asian Financial Crisis of 1997-8, we went to Washington
with new thinking on the ways and means of protecting
countries from volatile international capital flows – both
within the countries themselves, and in the way that
international finance institutions handle such crises.This
year we will go with Commonwealth messages on
handling the challenges of 2008. One of those messages
will refer to the reform of those Bretton Woods
institutions themselves.

Kamalesh Sharma, an Indian diplomat, became
Commonwealth Secretary-General on 1st April 2008. He was
appointed to the post by Commonwealth Heads of Government
at their meeting in Kampala, Uganda, in November 2007.
Mr Sharma previously served as India’s High Commissioner 

to the United Kingdom, where he was closely involved in
Commonwealth activities. A career diplomat since 1965, Mr
Sharma served as the Special Representative of the United
Nations Secretary-General to Timor Leste from 2002 to 2004.
From 1997 to 2002 he was the Indian Permanent
Representative to the United Nations in New York, and from
1988 to 1990 he served as India’s Permanent Representative to
the United Nations in Geneva.

The Commonwealth is an association of 53 independent
states consulting and co-operating in the common interests of
their peoples and in the promotion of international
understanding and world peace.The Commonwealth’s 1.8
billion citizens, about 30 per cent of the world’s population, are
drawn from the broadest range of faiths, races, cultures and
traditions. Among other things, the Commonwealth stresses the
need to foster international peace and security; democracy; liberty
of the individual and equal rights for all; the importance of
eradicating poverty, ignorance and disease; and it opposes all
forms of racial discrimination.The Commonwealth Secretariat,
established in 1965, is the main intergovernmental agency of the
Commonwealth, facilitating consultation and co-operation
among member governments and countries.

Commonwealth Secretariat
Marlborough House
Pall Mall
London
SW1Y 5HX
UK 

Tel: +44 (0)20 7747 6500
Fax: +44 (0)20 7930 0827
Email: info@commonwealth.int
Website: www.thecommonwealth.org
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Trade is an acknowledged route out of poverty, and the burden of the failure to reach commonly-agreed conclusions is largely borne by the least developed
countries and the small and vulnerable states.
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The most recent episode of financial turbulence in
the US, involving the housing market downturn

and the associated disastrous decline of the subprime
mortgage market, has rapidly become a major threat
not only to that country’s financial stability, but also to
the entire global financial system. The failure of this
market, due largely to poor management, weak
monitoring, irresponsible lending, and speculation, has
seriously hurt the American economy. The troubles
encountered by Fannie Mae and Freddie Mac, which
together own or guarantee about 50 per cent of the
US$12 trillion dollar mortgage market, are perceived as
an ominous sign of a deeper and more widespread
recession.The Federal Reserve Board, which awakened
somewhat late to the crisis, has since rushed to assist in
the restoration of financial liquidity to the markets.
This is an enormous challenge since there are now
about three million home-owners who are in default
with their loans.

The shock waves caused by this financial tremor will
be, and, in fact, are already being felt by other countries,
especially the small and vulnerable. Unlike China,
which is large enough to be able to stave off much of
the impact with continued strong domestic demand,
small countr ies will in all likelihood suffer from a
reduction in demand for exports. Earnings will fall and

poverty is likely to increase. Such are the dynamics of
global interconnectivity that other consequences may
be expected. Some countries may also experience a
reduction in migrant remittance inflows from diasporas
which will no doubt be experiencing the effects of
both the mortgage crisis and the mounting cost of fuel
and food.

This, of course, is not the first time that the world has
undergone shocks of this sort to the international
financial system.Within recent memory, there have been
a number of systemic crises, including those triggered in
Mexico (1994/1995) and East Asia (1997). In both these
cases, the prescriptions for recovery given by the financial
institutions have been the same: macroeconomic and
structural policies aimed at promoting fiscal discipline,
price stability, and financial, trade and capital account
liberalisation. Fortunately, these crises were overcome, but
only at tremendous cost to social welfare and loss of
credibility for policies based on the Washington
consensus. As a result of these crises, several countries
suffered the consequences of increased unemployment,
and millions of persons joined the ranks of the poor.

It should be obvious to all concerned that the
international system that was created to serve the
international community in the aftermath of World War
II has now become anachronistic and less than useful in
the 21st century. It should be equally obvious that a key
role for the international financial institutions in the
current day reality will be to prevent systemic crises and
to preserve, as a public good, global financial stability.
The main question to be answered, therefore, is whether
these institutions are currently designed, prepared and
equipped to perform this role. Many people think that
they are not.

This realisation has led to attempts within the United
Nations Organization and related institutions to review
and strengthen their mandates. Several committees and

Reform of the
multilateral financial
institutions

President Bharrat Jagdeo
Republic of Guyana

The world economy continues to experience turbulence, as was observed at both the November
2007 Commonwealth Heads of Government Meeting held in Kampala, Uganda, and the

subsequent June 2008 special meeting held at Marlborough House, London. It is clear that the
international financial system is under great strain, and there are questions about whether the central
institutions can still fulfil their role of preventing crises and preserving stability.The author examines
the case for reform and considers the specific issues to be addressed.

The shock waves caused by this 
financial tremor will be and, in fact, 

are already being felt by other countries,
especially the small and vulnerable. 
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working groups have been set up to study and advise on
the reform of principal organs and institutions, including
the United Nations Security Council, the General
Assembly and the ECOSOC. In all cases, progress has
been slow and painful. On one side, there are those
states, especially the small developing countries, who feel
that the deficiencies are so great that mere tinkering
with the existing structures is not enough and that
radical reform is required. On the other hand, there are
several developed countries who benefit from the status
quo and, therefore, do not wish to see it significantly
altered.Very much the same prevails with attempts to
reform the Bretton Woods Institutions.

If we are to realise multilateral financial institutions
that can play a meaningful role in meeting the global
challenges of the day, it is imperative that the reforms
address the issues covered by the headings below.

Relevance and effectiveness
Both the International Monetary Fund (IMF) and the
World Bank have operated over the last 64 years with
limited changes to their founding statutes, with the
IMF’s principal mandate remaining the promotion of
international monetary cooperation and exchange rate
stability, while the World Bank’s role has continued to be
that of promoting economic growth and eliminating
poverty. In both cases, the achievements of the respective
institutions have fallen short of expectations. In the case
of the IMF, successive episodes of global financial
instability point to a clear need for redefinition of focus.
At the same time, if one were to exclude the indigenous
efforts of China and India in relation to poverty
reduction, demonstrable progress in the fight against
global poverty would appear to remain elusive despite
the World Bank’s efforts. In order to ensure the relevance
of these institutions to today’s global circumstances, a
critical revision of their mandates must be initiated,
while their effectiveness in fulfilling revised mandates
can only be assured if the instruments they currently
have at their disposal are also modified appropriately.

Starting from the premise of regarding systemic
financial stability as a global public good, the mandate of
the IMF should be redefined with a specific focus on
crisis prevention and crisis resolution. It is important that
the Fund serve as an early warning system, assuming the
role of evaluating and monitoring the global financial
system, as well as the economies of individual member
countries, with a view to avoiding global financial

catastrophes, as well as national crises. In performing this
role, the Fund will, by the depth, breadth and credibility
of its surveillance, have to persuade member states to
modify risky economic and financial policies to avert
systemic problems. Furthermore, in a world where
private financial flows have grown rapidly to an extent
where they pose systemic risk, the need for a stronger
and more explicit mandate for regulation and supervision
of the balance sheets and operations of the private
financial sector across jurisdictions has become apparent.
The preservation of global financial stability would
require the IMF to play a greater role in this regard.

In addition, the effectiveness of traditional instruments
such as passive surveillance and conditionality-based
lending would clearly need to be reconsidered. In the
case of the latter, one obvious shortcoming arises from
the fact that countries of systemic importance to the
global financial system are not subject to the incentives
associated with conditionality-based borrowing since
they typically do not require or seek financing from the
Fund.The irrelevance of IMF lending as an instrument
of influence on policy is further increased, even to
smaller countries, with the growth of sovereign wealth
funds and the emergence of new bilateral sources of
external financing.

In like manner, in order to ensure its relevance to the
major developmental challenges of the day, and to avoid
an attempt to be all things to all countries, the World
Bank’s mandate should be redefined to focus on,
perhaps, three major impediments to sustainable growth.
Recent developments and debates suggest that
protection of the environment, promotion of clean
energy, and certain elements of poverty reduction would
be logical pillars to be prioritised.The operationalising
of a more specific mandate for the Bank would enable a
more efficient and effective use of its resources, and a
sharper focus on removing these impediments to global
growth and development.

Legitimacy and equitable representation
The need for greater legitimacy and more equitable
representation is a most important consideration since,
without these characteristics, the institutions will be
unable to enjoy the confidence and trust required of its
membership. As has already been noted, these
organisations were designed by the victors of World War
II, in an effort to provide for a functioning international
financial system in which their interests and gains could
be protected and preserved.

The main question to be answered
is whether these institutions are currently

designed, prepared and equipped 
to perform this role. 

There are those states, especially the 
small developing countries, who feel that the
deficiencies are so great that mere tinkering
with the existing structures is not enough 

and that radical reform is required.
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The legitimacy of both the Fund and the Bank has
been questioned on the grounds of their governance
structures which have changed only modestly since
original establishment. Participation on the Executive
Boards has been non-representative with substantial
voting power and voice given to industrial and developed
countries, and the current distribution of voting power
lags behind global economic realities by decades.

If the Fund and the Bank are to retain their legitimacy
and be seen as representative of the world they aspire to
serve, much more needs to be done than the current set
of governance changes under consideration. The
proposed voice and quota reforms and other actions,
such as increasing the number of Alternate Executive
Directors in a few constituencies, are not nearly as
ambitious as they should be, and they will not address
the concerns of the developing world. A more far-
reaching programme of reform to the distribution of
voting power, the appointment of the Executive heads,
and the composition of the Executive Boards is critically
required.

Flexibility and responsiveness
Similarly, flexibility and responsiveness are essential
characteristics for the MFIs which are often called upon
to intervene at short notice in crisis situations to restore
equilibrium to sagging financial markets. Not only must
their policies and strategies be sound, but they must also
be suitable and adaptable to the prevailing circumstances.
The ‘one size fits all approach’ which has been often
taken by the institutions in the past has proven
inadequate in many cases and, indeed, in some cases have
actually contributed to an exacerbation of the crisis
being experienced. Prescriptions must take account of
the particular circumstances and needs of the ailing state.
Special instruments should in fact be created to assist
small developing countries which may be in urgent
need of financial liquidity. Quick disbursement of
required funding is critical in such instances.

In this context, in the interest of ensuring flexibility
and responsiveness, but also to minimise political
influence on operational decisions, it is timely to
consider the removal of responsibility for approving
country programmes and projects from the Executive
Boards which, it is felt, are often subject to ideological
and other extraneous influences, and to transfer this
responsibility to the Management acting under clear
criteria.The decisions made by Management under such
a framework could then be audited periodically to
ensure compliance with these criteria.

Accountability and transparency
The staff of these financial institutions should also be
held to the highest standards of performance as
international public servants and made accountable for
their actions. Unfortunately, some of these officials
often appear far more concerned with the interests of
the majority shareholders than with those of small
developing countr ies. Additionally, staff should be
more sensitive to the problems of small states, showing
greater respect for their differing economic, social and
cultural conditions. In this regard greater transparency
in the operations of the institutions will serve to allay
fears harboured by many that the IMF and World
Bank are secret and malevolent organisations
interested mainly in forcing the weak to submit to
ideological prescriptions from the industrial world.
Further, member states must be assured that the same
high standards of good governance that are being
asked of them, including accountability and
transparency, will also be upheld by the organisations
themselves. Indeed, it may be timely for a
comprehensive restructur ing of the incentives
structure applicable to management and staff of these
institutions, to align their interests explicitly with
results achieved on the ground in client countries.

Such has been the general disappointment, especially
among the developing countries, with the perceived
shortcomings of the multilateral financial institutions
and the slow pace of the reform process that some
states have seen fit to suggest that parallel or substitute
institutions be founded within each region to perform
some, if not all, the functions of the global
organisations. Asia, for example, sought in the wake of
its financial crisis to create regional arrangements to
serve their financial needs. Some countries in Latin
America are now trying to do the same. Regional
bodies do have an important role in assisting in
maintaining financial stability and promoting growth,
and are likely to be more sensitive to their clients’
needs by reason of their proximity. In my opinion,
however, the establishment and growth of these
regional institutions would not remove the need for a
truly multilateral organisation focusing on global
financial stability, and must not be mistaken as a basis
for reducing the stridency of the call for reform of the
international institutions.

In order to ensure the relevance of 
these institutions to today’s global
circumstances, a critical revision of 
their mandates must be initiated.

If the Fund and the Bank are to retain their
legitimacy and be seen as representative of 
the world they aspire to serve, much more 
needs to be done than the current set of 
governance changes under consideration. 
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The role of the Commonwealth
In the past, the Commonwealth has done much useful
work on the subject of reform of the international
financial institutions by way of expert studies and
analyses. The conclusions and recommendations
produced should not be allowed to fall by the wayside.

Rather, they should be taken up in all relevant forums
not only by member states, but also by other interested
parties such as the private sector and civil society, to
press the argument for an improved international
financial system.The campaign should be fully pursued
within the United Nations General Assembly – arguably
the most democratic and representative of the organs –
for debate and appropriate follow-up.The annual one-
day encounter in November between ECOSOC and
the Bretton Woods Institutions at the conclusion of the
IMF/World Bank meetings in Washington, DC, is
simply not sufficient to generate an in-depth discussion
of the myriad of issues involved in the proposals for
reform. Optimally, there should be a ‘permanent’
working group of representatives of governments and
the organisations concerned to meet continuously to
discuss and weigh methodically the options available.
This should be followed by another major conference, in
the style of Bretton Woods but more representative.

It is critical that the momentum be maintained in the
process that has been launched by the Commonwealth
to advocate fundamental change and reform in the
international financial institutions.The diversity of the
Commonwealth affords us a unique opportunity to
forge a common position across the developed, large
developing, and small vulnerable nations that comprise
our membership, to be advocated more widely.
The concerns that we have identified are based on a
strong moral position, and are supported by the
considerable body of evidence on the impact that

traditional structural adjustment programmes have had
on developing countries, on the persistent recurrence of
global, regional and national financial crises, and on the
continued elusiveness of progress in reducing poverty
where such progress is most needed.

The concept of financial stability, growth and
development as international public goods, is premised
on a global commitment to multilateralism as the new
basis for a more enlightened system of international
relations. Our first task, therefore, is to persuade the
reluctant and the recalcitrant among us that we are not
in a zero sum game, but rather one in which all states
can be winners.The purpose and principles enunciated
by the Commonwealth and others can serve as building
blocks for the strengthening of the perceptibly weak and
unstable foundations of the present system. It is now up
to enlightened governments that are committed to
meaningful reform to advance the process.

His Excellency Bharrat Jagdeo has been President of the
Republic of Guyana since August 1999, before which he served
in Guyana’s Cabinet as Minister of Finance from 1995 and as
Junior Minister of Finance from 1993. He is the recipient of a
number of awards in recognition of his global and national
leadership, including the Pushkin Medal bestowed by the
President of the Russian Federation in 2007 and the Pravasi
Bharatiya Samman Award conferred by the Prime Minister of
India in 2004. He was honoured as a Young Global Leader by
the World Economic Forum in 2005. President Jagdeo served as
Chairman of the Boards of Governors of the International
Monetary Fund and the World Bank Group from September
2005 to September 2006, when he chaired the annual meetings
of these Boards in Singapore.

HE Mr Bharrat Jagdeo
Office of the President
New Garden Street
Bourda
Georgetown

Tel: + 592 225 1330/38
Fax: +592 226 7811 
Email: opmed@sdnp.org.gy
Website: www.op.gov.gy
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Globalisation, as perceptive scholars have observed, is
not new and has occurred in waves, with the

current manifestation being the latest crest. In an earlier
phase of globalisation, European mercantile and colonial
expansion produced the infamous triangular trade.That
phase, as has the current one, resulted in the creation of
immense wealth from increases in investment, in trade,
and in output. This was underpinned by cheap and
forced labour in many instances. Afr ica and the
Caribbean were contr ibutors to, but not the
beneficiaries of, this surge in global GDP.

I have indulged in this prelude so as to offer a challenge
and a warning.The challenge is that history should not
repeat itself – Africa and the Caribbean should not only
participate in the current wave of globalisation, but should
endeavour to be primary beneficiaries.The warning is
that history indeed is, unfortunately, in danger of
repeating itself. It will be for the two regions to ensure
that this is not the case by being proactive in defining the
terms of their economic engagement.

Trends and lessons
It is worth looking at some of the trends in global trade
and investment, and the extent of the participation of
Africa and the Caribbean in these trends – including
between the two regions – and seek to assess what the
lessons and the challenges are.

The first point to be made is that the global
environment is today a relatively favourable one for
developing countries. But there are immense disparities in
the extent to which countries and groups of countries are
benefiting from the current situation.The world economy
is growing at a pace – about five per cent a year – not
seen for almost 40 years, since the beginning of the 1970s.
Developing country growth overall has exceeded seven

per cent in each of the last three years. Both the World
Bank and the IMF have noted that performance varies
widely across regions, but have cited sub-Saharan Africa in
particular for recent commendable performance.

Of the 18 Commonwealth members in Africa, 13
achieved growth rates in 2006 of five per cent or more.
Nine of these countries were in sub-Saharan Africa.
Naturally, in evaluating this, one must take into account
the low base and the weak performance that had
obtained for more than three decades immediately
before. One consequence of this is that, despite recent
improvement in economic performance, the share of
people living in extreme poverty in sub-Saharan Africa
has declined little beyond the level of a quarter of a
century ago – and in fact, the absolute number of poor
has remained about the same.

Several factors can be cited among those contributing
to an improved growth performance in sub-Saharan
Africa, in particular:

• The quality of economic governance has improved as
reflected in macroeconomic management.

• A second factor that is widely commented on is the
surge in global prices for a wide range of commodities
which has benefited African exporters of oil, minerals
and, to lesser extent, primary commodities.

• A third factor is debt relief provided under the Highly
Indebted Poor Countries (HIPC) and Multilateral
Debt Relief Initiatives (MDRI) to about 30 countries,
most of which are in sub-Saharan Africa. Combined,
the two debt initiatives are currently providing US$81
billion in relief to 30 countries. This could rise to
US$147 billion when more countries reach
completion point under the HIPC Initiative. While
debt relief involves no new flows, it has reduced debt
ratios and provided fiscal space to governments.

Economic cooperation
and the impact of
globalisation on Africa
and the Caribbean

Ransford Smith
Deputy Secretary-General,
Commonwealth Secretariat

After the 200th anniversary of the abolition of the transatlantic slave trade, there is a certain
historical irony in looking today at the prospects for economic cooperation between Africa and

the Caribbean in the context of globalisation. The author, in his speech to the African Union-
Caribbean Diaspora Conference in London, April 2007, attempted the difficult task of bringing
together elegantly the very diverse elements of this topic, which he described as “something of a
camel”.This article is adapted from the speech he made on that occasion.
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Let me emphasise that it would be erroneous to
imply that a transition to self-sustaining growth is
occurring. The disorderly unwinding of global
imbalances, a renewed bout of protectionism, the
evolution of world oil and commodity prices could all
have significant impact on the fragile growth trends of
the past couple of years. Importantly also – and this is a
key point – African economic performance may be
somewhat better than in the past, but relative to other
regions it is falling behind.The marginalisation of Africa
is not yesterday’s story, it is current.

In this, Africa is joined by the Caribbean, which has
continued to lag behind in generating exports and in
export growth performance.

The Caribbean region, mostly comprising small island
states, suffers from not being eligible for debt relief (with
the exception of Guyana) and countries in the region
have not been targeted for increased aid flows.

From an examination of available trade aid investment
data, evidence of the relative marginalisation of the two
regions emerge. According to the World Trade
Organization, developing countries’ share of world
exports has grown to a third (33 per cent). But the extent
to which individual countries and various groups of
developing countries share in that growth is markedly
different. China has, for example, replaced Japan as the
third largest merchandise exporter. However, the share of
merchandise exports of African countries during the
period 1970-2004 has declined by half – from 5 per cent
to 2.5 per cent. But, while in the past five years, following
earlier years of stagnation and decline, African countries
have been able to improve their export share marginally,
no such trend is observed in the Caribbean (see Figure 1).

In regard to the Caribbean, it will be recalled that the
World Bank’s study dealing with Caribbean development
in the 21st century observed that CARICOM’s market
share in the free trade area covered by the North
American Free Trade Agreement – which includes two
of the region’s major trading partners – had declined
precipitously, and that the region’s market share in the
European Union had fallen as well.

Investment flows
In terms of investment flows, the performance of Africa
and the Caribbean has been volatile but with Africa
showing recent mixed improvement. The flows are
unevenly distributed in both regions. In Africa, FDI
inflows more than doubled between 2004 and 2006 –

from US$17.2 billion to US$38.8 billion. According to
UNCTAD, high prices and buoyant global demand for
commodities were once again key factors in attracting
investment from developed and from some developing
countries, particularly in the oil, gas and the mining
industries. Cross-border mergers and acquisitions in the
extractive and related service industries in Africa tripled
in the first half of 2006 as compared with 2005. But
most of the inflows are concentrated in the West, North
and Central African regions, and inflows continue to be
small in low-income economies lacking natural
resources. According to UNCTAD’s 2006 World
Investment Report, Africa’s top ten recipient countries
– South Africa, Egypt, Nigeria, Morocco, Sudan,
Equatorial Guinea, the Democractic Republic of
Congo, Algeria, Tunisia and Chad, in that order –
accounted for almost 86 per cent of the regional FDI
total.At the other extreme, annual FDI inflows remained
below US$100 million in 34 African countries.

South-South trade and investment
It should be noted that the increase in global trade and
investment of recent years is partly driven by South-South
trade and investment. South-South trade now approaches
40 per cent of global trade and is the fastest growing
segment of world trade. In the area of commodities, for
example, 42 per cent of developing country commodity
exports in 2003 were to other developing countries.And
as indicated earlier, South-South investment has also been
growing. It is estimated that in 2004, 25 per cent of FDI
inflow to developing countries was South-South.

What has been the import for Africa and the
Caribbean of these developments in global and South-
South trade and investment? The answer to that question
reflects the immensity of the challenge facing the
African continent and the Caribbean archipelago in
terms of economic relations.The fact is that there is not
much trade taking place between the developing
countries of Africa and the Caribbean. Of the US$9
billion in Caribbean exports to the world in 2005, only
about US$50 million (ie. only 0.5 per cent) were
destined for Africa (see Table 2). It must also be noticed
that when comparison is made not to all destinations,
but on a South-South basis alone, Africa’s share in
Caribbean exports remains very small and has actually
fallen quite precipitously from more than seven per cent
in 1995 to less than one per cent in 2005 (see Figure 2).

Figure 1. Export share of Africa, sub-Saharan Africa and Caribbean countries. Figure 2. Caribbean exports to Africa.
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Table 1. FDI inflows, by host region and major host economy, 2004-06 (US$ billion).

Host region/economy 2004 2005 2006* Growth rate

World 710.8 916.3 1,230.4 34.3

Developed economies 396.1 542.3 800.7 47.7

Europe 217.7 433.6 589.8 36.0

European Union 213.7 421.9 549.0 30.1

EU-15 185.2 387.9 510.7 31.7

France 31.4 63.6 88.4 39.0

Germany -15.1 32.7 8.1 -75.1

Italy 16.8 20.0 30.0 50.2

United Kingdom 56.2 164.5 169.8 3.2

New 10 EU member states 28.5 34.0 38.4 12.8

Czech republic 5.0 11.0 5.4 -50.8

Hungary 4.7 6.7 6.2 -7.3

Poland 12.9 7.7 16.2 109.9

United States 122.4 99.4 177.3 78.2

Japan 7.8 2.8 -8.2 -395.5

Developing economies 275.0 334.3 367.7 10.0

Africa 17.2 30.7 38.8 26.5

Egypt 2.2 5.4 5.3 -1.9

Morocco 1.1 2.9 2.3 -20.9

Nigeria 2.1 3.4 5.4 60.0

South Africa 0.8 6.4 3.7 -42.7

Latin America and the Caribbean 100.5 103.7 99.0 -4.5

Argentina 4.3 4.7 3.3 -29.5

Brazil 18.1 15.1 16.0 5.9

Chile 7.2 6.7 9.9 48.4

Colombia 3.1 10.2 4.9 -52.0

Mexico 22.3 18.9 18.9 0.0

Asia and Oceania 157.3 200.0 229.9 15.0

West Asia 18.6 34.5 43.3 25.5

Turkey 2.8 9.7 17.1 76.3

South, East and South-East Asia 138.0 165.1 186.7 13.1

China 60.6 72.4 70.0 -3.3

Hong Kong, China 34.0 35.9 41.4 15.4

India 5.5 6.6 9.5 44.4

Indonesia 1.9 5.3 2.0 -62.9

Korea, Republic of 7.7 7.2 0.5 -92.6

Malaysia 4.6 4.0 3.9 -1.6

Singapore 14.8 20.1 31.9 58.8

Thailand 1.4 3.7 7.9 114.7

South-East Europe and CIS 39.6 39.7 62.0 56.2

Russian Federation 15.4 14.6 28.4 94.6

Romania 6.5 6.4 8.6 34.1

Kazakhstan 4.1 1.7 6.5 275.5

Source: UNCTAD          * Preliminary estimates.

Note: World FDI inflows are projected on the basis of 76 economies for which data are available for part of 2006, as of 7 November 2006.
Data are estimated by annualising their available data – in most cases the first two quarters of 2006. The proportion of inflows to these
economies in total inflows to their respective region or subregion in 2005 is used to extrapolate the 2006 data.
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There is reciprocity in this! The Caribbean region has
not been a significant export market for Africa either. In
2005, African countries’ total merchandise exports stood
at US$80 billion. Of this, only US$419 million went to
the Caribbean region (see Table 3). If we take sub-
Saharan Africa alone, the share of sub-Saharan exports to
the Caribbean as a percentage of sub-Saharan exports to
all developing countries is 0.35 per cent (see Figure 3).

As indicated earlier, while FDI flows to Africa have
doubled since 2004, and while FDI flows to the United
Nations 50 least developed countries – the majority of
which are in Africa – was at a record level of US$10.7
billion in 2006, the data sources record no South-South
flows between Africa and the Caribbean.

Better co-operation between Africa and
the Caribbean
How do we begin to redress the situation? We may first of
all need to acknowledge the constraints: the geographic
distance and the absence of transportation links; the quite
different scales in terms of market size – Africa (886
million population), the Caribbean (34 million);
undiversified export base in both regions; significant
Caribbean dependence on services, particularly tourism, a
sector in which several African countries are significant
players but, as is the case in the Caribbean, as destinations
rather than points of origins; and, finally, the low level of
FDI/outflows from both regions.

Having acknowledged these constraints, it is recognised
as well that the historical, cultural and social relations
between the two regions provide a good foundation on
which to build. Furthermore, with the EU seeking to
reshape its relationship with Africa and the Caribbean in
the ongoing EPA negotiations, this is perhaps as good a
time as any for Africa and the Caribbean to look to ways
of strengthening their own economic cooperation.The
following may be considered.

Firstly, to increase cooperation between the two
regions, business people from both regions must have
the opportunity to share and learn from each other’s
experiences. In the past, this has been hampered by the
absence of reliable information and inadequate
knowledge of each other’s business environment,
practices and opportunities. Sharing experiences,
especially on best practices across a broad spectrum of
economic activities, will enhance the two regions’ ability
to tap into the potential for trade and investment
between them.The aim has to be to ensure a sustained
and continuous inflow of useful and practical business
information between Africa and the Caribbean. This
entails, as well, strengthening links between business
sector associations and groupings in the private sector
and between trade and investment promotion agencies
and entities in the governmental sector.

Secondly, because finance is a key constraint, we
should seek to mobilise resources, including through 
the creation of investment funds solely focused on
promoting investment between the two regions, which
can act as vehicles for investors.

Thirdly, we should actively encourage people-to-
people contact and movement for tourism and cultural
endeavours, for training and education, and for
temporary employment in addressing skills shortages as
far as is possible.

Fourthly, cooperation and mutual support by the two
regions should be strengthened in international, political
and economic forums, and particularly so on trade
negotiations. Traditionally, trade cooperation has been
pursued in the context of the African, Caribbean and
Pacific (ACP) group; but the ACP does not encompass
the entire Africa, and thus a mechanism to ensure this
may be required.

Fifthly, linkages should be strengthened at the
continental level through the African Union and between
the regional groupings in Africa and the regional
institutions in the Caribbean. Best practices can be shared,
and experiences communicated. But importantly, this will
also serve to build focal points for information gathering,
and will be of assistance to the private sector in pursuing
trade and investment initiatives.

The role of the Commonwealth
Secretariat
Finally, let me say a few words about the Commonwealth
Secretariat. Naturally, with 18 African and 12 Caribbean
countries in its 53-strong membership, the
Commonwealth does have some understanding of 

Figure 3. Africa’s exports to the Caribbean.

Table 2. Caribbean exports to Africa and the world 
(US$ million).

Year all developing developing sub-Saharan
the world countries African countries Africa

1995 5,794.71 2,543.18 180.98 84.01

1996 5,930.75 2,788.50 119.39 65.05

1997 6,256.06 3,158.94 124.91 96.07

1998 5,889.62 2,645.18 49.53 22.22

1999 6,549.08 2,896.80 66.13 46.02

2000 8,219.60 3,479.43 76.01 63.80

2001 7,756.06 4,406.60 71.73 54.30

2002 7,296.15 3,100.61 71.48 50.42

2003 9,030.81 3,536.47 65.12 36.05

2004 9,295.22 4,073.11 35.73 28.14

2005 9,759.98 5,827.90 49.19 40.79
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the challenges of developing economic cooperation
between the two regions.

Through our advocacy and advisory work on
multilateral trade issues and on ACP/EU issues, we have
worked with both regions to promote common interests
on these issues. Our work in this area suggests more
could be done, especially at the level of regional
integration bodies (CARICOM, COMESA, ECOWAS,
UEMOA, SADC). There is considerable scope for
networking across a broad range of activities among
regional integration bodies. These include the
development of databases on key economic activities as
well as exchange of best practices on investment,
tourism, institutions, rules and regulations.

One growth area for both Africa and the Caribbean is
worker remittances. The Commonwealth has been
looking at issues surrounding worker remittances for a
few years now.We have broadly taken the view that it
might be better to look at the positive contribution of
worker remittances and develop a framework within
which such flows can be encouraged while limiting the
negative consequences associated with skill depletion in
developing countries.

The Commonwealth Secretariat also works closely
with a number of member governments to promote
transparent and accountable institutions of the state. Our
advice extends from preparing budgets to promoting
best practices in managing government departments 
and public entities. Most of this work entails
Commonwealth experts from one developing member
country working in another Commonwealth developing
country. And increased efforts can be made to utilise
African and Caribbean experts in this South-South
capacity building.

We also have programmes on small enterprise
development which focus on institutional capacity
building and promotion of enterprise competitiveness.
We have acted as facilitators in the transfer of best
practice, mainly from the larger developing countries in
the Commonwealth. There is scope for expanding the
programme to encompass co-operation between small
and medium-sized enterprises (SMEs) in Africa and the

Caribbean.There is also important work being done in
Africa and the Caribbean in the area of managing debt
on a sustainable basis, which is particularly relevant in
the context of the HIPC and the MDRI initiatives, and
essential to resource mobilisation for meeting the MDGs
and other development objectives.

These are some examples of the activities that we
undertake which provide further useful insights into the
opportunities and challenges of promoting economic
co-operation between Africa and the Caribbean.

Mr Ransford Smith was appointed Deputy Secretary-
General (Economic) of the Commonwealth in August 2006.
Mr Smith was formerly the Permanent Representative of
Jamaica to the Office of the United Nations and its specialised
agencies in Geneva, Rome and Vienna. He was also
Ambassador of Jamaica to the World Trade Organization
(WTO), and served as non-resident ambassador to a number
of European countries.

The Commonwealth is an association of 53 independent
states consulting and co-operating in the common interests of
their peoples and in the promotion of international
understanding and world peace.The Commonwealth Secretariat,
established in 1965, is its main intergovernmental agency,
facilitating consultation and co-operation among member
governments and countries.

Commonwealth Secretariat
Marlborough House
Pall Mall
London 
SW1Y 5HX
UK 

Tel: +44 (0)20 7747 6500
Fax: +44 (0)20 7930 0827
Email: info@commonwealth.int
Website: www.thecommonwealth.org

Table 3. African exports to the Caribbean and the world (US$ million).

Year Developing Africa’s exports to: Sub-Saharan Africa’s exports to:
The world All developing countries The Caribbean The world All developing countries The Caribbean

1995 112,494.95 24,313.52 208.33 77,000.60 19,211.55 185.90

1996 126,454.45 25,798.87 252.11 86,296.17 20,318.21 223.60

1997 128,647.02 25,307.72 98.00 87,901.33 20,194.49 83.11

1998 107,206.09 22,132.29 132.75 74,063.43 17,786.54 114.76

1999 116,164.73 32,118.35 139.40 78,883.68 25,790.64 98.36

2000 145,910.57 43,097.93 266.12 94,071.31 34,724.02 191.19

2001 138,566.04 33,486.17 81.12 90,155.01 26,079.96 47.79

2002 146,864.80 37,638.33 289.60 97,008.27 29,633.30 284.40

2003 178,843.31 46,826.61 269.69 117,284.73 37,581.90 157.81

2004 225,551.00 63,536.31 292.68 146,178.16 51,143.41 158.05

2005 259,383.65 82,612.71 419.32 168,104.89 65,443.52 229.04
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Between 2000 and mid-2008, oil prices had increased
five-fold and food and other commodity prices had

doubled. The rise in the oil price we have seen since
2003 is on a par with 1974, although then the change in
oil prices was more abrupt, allowing much less time to
adapt to its implications.

Oil and many other commodities are traded on global
exchanges, where there is a lot of investment activity.
One suggestion has been that this surge in oil and
commodity prices is the product of speculative activity
on these exchanges.We cannot rule out this possibility.
But it appears more likely that the fundamental reason
for the recent burst of oil and commodity price inflation
is the strength of global demand for these commodities
relative to supply.

The performance of the global economy over the
period since 2003 bears out this picture of strong
demand, particularly driven by growth in developing
economies and emerging markets. Over the past five
years, the global economy has experienced its strongest
and most sustained period of growth since the late 1960s
and early 1970s. And as Figure 1 shows, the latest IMF
projections suggest that the present decade will see
developing economy and emerging market growth at
about double the rate of the preceding two decades.
We need to go back to the 1960s – or possibly even

further – to find a stronger decade of growth outside the
mature economies of the western world.

This is not simply a China phenomenon, or even just
down to the Asian economies. Growth in developing
economies and emerging markets is now much more
broadly-based than in previous decades. The market
transition of Russia and the former Soviet economies
has played an important part in the pick-up in growth
from the 1990s, as well as improved economic
performance in Africa – partly reflecting strong demand
for commodities.

Outlook for global inflation
This wave of oil and commodity price inflation has
raised the spectre of the 1970s, when a similar surge in
the price of energy and other globally-traded
commodities was followed by a prolonged period of
high inflation in many countries. In the current
situation, we can identify other parallels with this earlier
episode. Then, as now, the global inflationary surge
followed a prolonged period of low global inflation

Global inflation:
how big a threat?

Dr Andrew Sentance
External Member, Monetary Policy

Committee, Bank of England

In recent years, we have seen a significant shift in the global inflation climate. In the 1990s and the
early 2000s, it was customary to assume that the influence of China and other low-cost

economies would exert a sustained downward pressure on the prices of manufactures and other
internationally-traded goods. However, since the middle years of this decade, we have seen a much
stronger inflationary impetus from goods that are traded on global markets, particularly oil and
commodity prices.

Figure 1. Average GDP growth rates since the 1970s (Note: 2008 and 2009
are IMF forecasts).
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Over the past five years, the global 
economy has experienced its strongest and

most sustained period of growth since 
the late 1960s and early 1970s. 
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accompanied by falling real energy and commodity
prices. And in the early 1970s, as now, strong growth in
developing economies played an important role in
adding to global demand and pushing up prices on
global markets.

One factor that could lead to an easing in price
pressures is a slowdown in the global economy.Weaker
growth is already apparent in most advanced economies,
in response to the ‘credit crunch’ and the squeeze on
disposable income from higher imported energy and
raw material prices. But for oil and commodity price
pressures, the performance of Asia and other emerging
market economies will be crucial, and here forecasts
currently only point to a modest slowdown. As a result,
across the world economy as a whole, the IMF is still
projecting global growth to be above its historical trend
over recent decades in 2008 and 2009, followed by a
pick-up in growth in 2010.

These projections could turn out to be too optimistic
if forecasters are underestimating the negative impact
that high inflation and rising energy and commodity
prices will eventually have on developing and emerging
market economies.As a result, we should expect demand
for energy, food and materials to slow eventually – both
in response to higher prices and weaker growth. But
there is great uncertainty about the timing of such a
change in trend.And even if we might reasonably expect
some degree of stabilisation in oil and commodity prices
over the next couple of years, it is very difficult to
predict the price level at which this might take place.

Monetary policy and global inflation
The key question, for global inflation over the medium-
term, is whether what starts out as a temporary rise in
inflation becomes more deeply embedded in the major
economies of the world through its impact on inflation
expectations, wage growth and the rate of growth of
money spending. That is what happened in the 1970s
and early 1980s in most major economies. In the UK,
inflation peaked at over 25 per cent in 1975 and ran at
double digit levels for most of the time until 1983.
Inflation peaked at around 15 per cent in the US and
France.The most notable exception to this pattern was
West Germany – which managed to contain the
inflationary shock much more effectively than other
advanced economies.

West Germany’s experience highlights a very
important point in relation to inflation trends over the
medium to longer term. Although global factors can
contribute short-term volatility, inflation performance
over a longer period of time should reflect domestic
monetary policy. Inflation over the medium to longer-
term depends on the monetary framework in place and
the policies pursued within that framework. It should
therefore be possible to restore price stability over a
number of years, even in the face of major price shocks
from the global economy – as the Bundesbank
demonstrated in the 1970s.

How does monetary policy achieve this? The main
instrument of monetary policy in modern economies
with liberalised financial markets is the short-term
interest rate. Changes in the interest rate and beliefs
about its future path will affect the whole structure of
interest rates across the economy. Expectations about the
future conduct of monetary policy are also important in
shaping the behaviour of firms and households –
particularly in relation to setting wages and prices.
Interest rate movements and expectations about future
policy affect inflation through three main mechanisms –
the exchange rate, the strength of demand and
expectations of future inflation.

In some countries, a rising exchange rate has already
helped to dampen the impact of a surge in global
inflation. For the UK and continental Europe, the
appreciation of the pound and the euro against the US
dollar since the early 2000s has offset to some extent the
first-round effects of global inflation on import prices in
dollar terms.

However, while exchange rate movements can be a
helpful factor, they cannot shield economies totally from
global inflationary shocks – particularly the sort of price
movements we have seen recently, a doubling in the
global oil price and a significant increase in the prices of
globally-traded food commodities. As we have seen
around the world, measures of inflation will inevitably
be affected in the short-term by significant price
movements of this sort. Then, the challenge for
monetary policy, is to ensure that both the rate of
growth of demand and output and the path of inflation
expectations remain consistent with price stability over
the medium-term, so that once the shock has passed
through the system, low and stable inflation returns.

This is easier to state in principle than to achieve in
practice. However, in two respects, the major developed

Projections could turn out to be too optimistic 
if forecasters are underestimating the negative

impact that high inflation and rising energy 
and commodity prices will eventually have on
developing and emerging market economies. 

Changes in the interest rate and 
beliefs about its future path will affect 
the whole structure of interest rates 

across the economy.
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economies are much better placed to deal with the
current round of oil and commodity price shocks than
they were in the 1970s. First of all, domestic inflationary
pressures were already building up in many economies
in the early 1970s before the impact of rising oil and
commodity prices was felt. In recent times, wage growth
and other indicators of domestic inflationary pressure
have been generally subdued across the major developed
economies.This has been less true in emerging market
and developing economies, however, where there has
been much more evidence of domestic inflationary
pressure building up in response to strong economic
growth – and here the risks of a sustained rise in
inflation appear greater.

The second contrast with the 1970s for the major
developed economies is that the frameworks for setting
monetary policy are now much better established and
anchored on the goal of price stability. In the UK, the
framework established in 1997 which saw the
establishment of the Monetary Policy Committee
(MPC) and gave independent control over interest rates
to the Bank of England has worked successfully for over
a decade. This has helped build the credibility of our
institutional arrangements and reinforced confidence in
a world of low and stable inflation.

This contrasts with the situation in the early 1970s
when the Bretton Woods system – which had helped to
underpin low inflation in many countries in the 1950s
and 1960s – broke down in 1971. Only in West
Germany, where the Bundesbank played a key role in
the policy response, was a coherent and robust system of
domestic monetary control established to contain
inflation. Many other economies – including the UK –
struggled to develop an effective policy response to the
oil price shocks and domestic inflationary pressures, with
the result that high inflation persisted for a decade – or
even longer in some countries.

Policy challenges ahead
These contrasts should give us some encouragement that
the UK and other developed economies are better placed
than they were in the 1970s to weather the current surge
in oil and commodity prices. But there are still some very
significant challenges.The operation of monetary policy
is clearly much more difficult and complex against the
current background of global inflationary pressures. And
the measures required to restore price stability over the
medium term are likely to result in a much less smooth
path for the real economy than we have become used to
in a more benign global inflation climate.

In the UK, rising oil and food prices have already
caused the biggest deviation from the inflation target we
have seen while the Monetary Policy Committee has
been in existence. However, the MPC is still aiming to
return inflation to around its target level within the
normal forecast horizon of two years.

How will the Committee achieve that? In the absence
of a significant appreciation in the exchange rate, which
seems unlikely at present, our main channels of influence
are through the growth of demand and inflation
expectations. First, we need to judge how big is the risk
that the rise in inflation becomes more deeply
embedded through its impact on inflation expectations
and on wage and price setting behaviour. And second,
we need to judge the path of demand most likely to
keep inflation expectations low, or bring them back onto
track if they are pushed up temporarily. The task of
setting monetary policy is complicated further by the
impact of the ‘credit crunch’ and our judgements on
monetary policy clearly need to take into account how
much of a slowdown is in the pipeline already from
these financial market and banking developments.

In the face of the current oil and commodity price
pressures, we cannot expect to sustain the benign world
of steady growth and consistently low inflation that has
characterised the last decade and a half across many
developed economies, including the UK. Inflation is
being pushed up in the short-term, and it will take time
to get it back under control. But with the right policies,
we can avoid the mistakes of the 1970s, when high
inflation became deeply ingrained and embedded in
behaviour and expectations.That is the challenge facing
monetary authorities round the world at present,
including the UK’s Monetary Policy Committee.

This article is based on a speech given to an International
Pensions Conference on 15 July 2008, which was previously
published by the Bank of England. It does not therefore take into
account developments since then.The views expressed are the
author’s own and do not necessarily reflect those of the Bank of
England or other members of the Monetary Policy Committee.

Dr Andrew Sentance is an external member of the Monetary
Policy Committee of the Bank of England. He is also a part-
time Professor at the University of Warwick and a member of the
Commission for Integrated Transport. Before joining the Bank,
Andrew was Chief Economist and Head of Environmental
Affairs at British Airways.

The Bank of England, the central bank of the United
Kingdom, sets interest rates to keep inflation low, issues
banknotes and works to maintain a stable financial system.

Bank of England
Threadneedle Street, London, EC2R 8AH, UK
Tel: +44 (0)20 7601 4444 Fax: +44 (0)20 7601 5460 
Email: enquiries@bankofengland.co.uk
Website: www.bankofengland.co.uk
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Foreign direct investment (FDI) flows into developing
countries increased significantly in 2006, reaching

US$379.1 billion, their highest ever levels. The
percentage of global investment inflows going to
developing countries in 2006 exceeded their average
annual percentage share from 1995-2000, though their
share declined slightly to 29 per cent, down from 33.2
per cent in 2005, due to even faster rates of increase in
investment flows into developed countries.

FDI inflows are critically important for growth. Since
1994, FDI has represented the largest component of
total resource flows into developing countries exceeding
inflows from other private sources, such as loans and
portfolio investment, and public sources, such as overseas
development assistance (ODA). FDI exceeded 51 per
cent of total resource flows to developing countries in
2006. Unfortunately, this apparently rosy global picture
masks significant challenges for developing countries
seeking to realise the benefits of FDI.

FDI flows to developing countries are
unstable and unevenly distributed 
FDI has been concentrated in a relatively small number
of countries, mostly in Asia, including Singapore, India
and Malaysia. In many African countries and less
developed countries (LDCs) around the world, ODA
remains the largest source of external finance. Recent
investment activity, driven by the search for new
resource wealth, has passed some countries by entirely.

A closer look at the major regional groupings of
developing countries confirms the uneven distribution
of foreign investment activity. For example, FDI inflows

increased in 2006 in 33 African countries, but fell in 21.
Inflows increased in all regions on the continent except
southern Africa, where inflows declined, including in
Commonwealth members Botswana, Lesotho, Namibia,
Zambia and South Africa. Over the past decade the
stock of foreign investment, a much more stable measure
than investment flows, at least doubled in 3/4 of African
Commonwealth countries, but some countries have seen
their stocks of foreign investment decline, including
Botswana and Zambia.

Looking across the globe, similar diversity exists. Some
developing countries experienced substantial increases in
investment inflows in 2006 and an increase in
investment stocks over time. But investment inflows into
Oceania declined by 11 per cent in 2006 and the stocks
of FDI in the small states in this region have fluctuated
widely.The stock of FDI in Fiji has shrunk since 1997,
while Tuvalu has experienced a massive increase.

As well as being unevenly distributed, FDI flows to
developing countries have been highly variable, with
significant declines in 1985, 1998 and 2002 following
years of growth. Thus, while increased investment is
flowing to developing countries overall, many countries
have not been successful in attracting consistent inflows
of FDI.

Developing country FDI is concentrated
in extractive industries
While two-thirds of FDI worldwide is in services,
investment flows into many African countries, including
Commonwealth LDCs such as Tanzania, Uganda and
Gambia, are largely concentrated in extractive industries.

Foreign investment and
development: the role of
domestic policy and
international investment
agreements

J.Anthony VanDuzer
Associate Professor and 

Vice Dean of Research,
Faculty of Law, University of Ottawa

All developing countries participate, to greater or lesser degrees, in the global competition for
foreign investment. But attracting investment is not the only challenge. Harnessing foreign

investment to achieve sustainable development is often even more difficult. What is needed to
address these twin challenges varies from one country to the next.This article argues that for most
developing countries creating the right domestic policy environment is necessary but, for some
countries at least, will not be sufficient to attract investment or ensure that it contributes to
development. New kinds of international investment agreements (IIAs) that do a better job of
promoting more stable investment flows and supporting sustainable development are needed.
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In some African countries, including Nigeria, three-
quarters or more of the stock of FDI is in extractive
industries. Despite the service sector orientation of
many Caribbean economies, a significant share of inward
FDI stock in the region is also in extractive industries.
Investment inflows in Oceania are concentrated in the
mining sector.

Investment in extractive industries tends to be
particularly unstable compared with other FDI because
it is affected by volatile global commodity prices. As
well, UNCTAD has found that investment in extractive
industries is more difficult for host countries to regulate
to ensure compatibility with domestic standards and
development goals (World Investment Report 2007).
Sometimes, foreign investment in extractive industries,
which is dominated by transnational corporations
(TNCs), produces few new jobs and results in
environmental degradation and social dislocation while
most of the financial returns are captured off-shore.

FDI’s unrealised contribution to
development
In July 2008 the Secretary-General of the United
Nations released a report that reviewed the
implementation of the 2002 UN Monterrey Consensus
on Financing for Development. It concluded that action
is needed to encourage larger and more consistent FDI
flows to a broader group of developing countries and to
ensure that investment activity leads to development.
The need is particularly pressing for small economies
which have seen growth rates decline compared to
larger low- and middle-income states.

Addressing this need means making developing
countries more attractive to investors.All investors make
decisions about where and when to invest based on their
expectations about the future in light of their specific
business strategy. Some of the factors relevant to investor
decision-making are outside the control of governments.
A country’s natural resource endowment is an obvious
example. Nevertheless, domestic policies in a host
country can both improve investors’ expectations
regarding the likely returns associated with their
investments and enhance the prospect that their
expectations will be realised making the country more
appealing as an investment destination. In countries as
diverse as India, China,Turkey and Indonesia, investment
has been facilitated through domestic policy reform to
protect property rights, improve transparency of
government operations and reduce distortions associated
with administrative practices. In Africa, a few countries,
including Tanzania and Ghana, have taken similar steps.

Developing a strategy for achieving a domestic policy
environment that contributes to development as well as
attracting investment, however, requires understanding
the linkages between investment and development.

Factors affecting the development
impact of FDI
Attracting investment is not an end in itself. To be
desirable, investment must contribute positively to
development. Studies that have attempted to find a clear
link between FDI and development, however, have been
inconclusive.There is no doubt that FDI can contribute
to economic growth and poverty reduction by
supplementing local sources of investment capital and
increasing employment and local tax revenues. As well,
FDI can have a variety of positive spillovers in terms of
improved local productivity and innovation and the
transfer of new technologies and production and
management techniques.

There can also be costs. Domestic investment may 
be crowded out and domestic competition and
entrepreneurship may be suppressed. FDI may worsen
income inequality and encourage reliance on the
exploitation of local natural resources at the expense of
the development of other productive sectors of the
economy. In some cases, the activities of foreign investors
have had a negative impact on human rights and the
environment. As noted, the risk of negative effects may
be greatest in relation to FDI in extractive industries, the
most important sector for foreign investment in many
developing countries.

One of the benefits associated with economic activity
generated by FDI is that income from that activity may
produce tax revenues that can be applied to fund social
and other programmes designed to achieve development
goals. In many developing countries, however, weak
taxation regimes mean that governments do not succeed
in capturing an adequate share of the income resulting
from FDI. Income that is captured is sometimes
squandered rather than reinvested to support long-term
growth, including future foreign investment.

Whether FDI will contribute to sustainable
development will depend on a host of local factors
including the nature and abilities of its human capital,
the effectiveness of its environmental, labour and human
rights standards and its tax system, its regulatory capacity
and its capacity to absorb technology, which, in turn, is a
function of its human resources and its technological
infrastructure. How domestic policy can affect these
factors to enhance FDI’s development impact is
discussed in the next section.

Investment-led development through
domestic policy reform
Reform of the international financial architecture and a
successful conclusion to the Doha Round of WTO
negotiations would both contribute to a stronger and
more stable basis for continuing investment in
developing countries. But the ongoing failure of the

In some African countries, including 
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stock of FDI is in extractive industries. 
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international community to deliver results in either of
these areas means that renewed focus must be placed on
other strategies, including domestic reform in
developing countries.

In general terms, the elements of a domestic
environment that encourage development through
foreign investment are well understood, having been
mapped out by, for example, the OECD in its Framework
for Investment (2006) based on the 10 areas identified by
the 2002 UN Monterrey Consensus on Financing for
Development and the World Bank in its World
Development Report 2005. A comprehensive but not
exhaustive list of policy areas include those that have
direct effects on investment, like investment policy and
investment promotion programmes, as well as those that
have indirect effects, such as trade policy, competition
policy, tax policy, corporate governance standards,
policies for promoting responsible business conduct,
human resource development and labour market policy,
infrastructure development, and financial and public
sector governance.

The particular policy mix appropriate for a specific
country will depend on its individual circumstances.
Attempts to transfer regulatory structures from other
countries, especially developed countries, with little or
no adaptation to local conditions have not proved to be
successful. As well, creating the right investment
environment is not a one-time policy shift but rather a
complex, multifaceted and long-term process (see box).

Recent research shows that investment promotion
programmes can have a positive effect on the
attractiveness of a particular jurisdiction. On the other
hand, trying to ‘pick winners’ has not been successful and
the World Bank, among others, advocates moving away
from specific incentives to domestic policy measures that
improve the general climate for investment in host
countries (World Development Report 2005).

An important benefit of such an approach is that
reforming the domestic policy environment will
promote investment and growth generally, not just FDI.
Improved transparency, for example, is likely to be
disproportionately advantageous to small and medium
local firms with few resources to devote to compliance
with government requirements.Transparency, improved
efficiency in government administration and more

secure property rights may also contribute to moving
small businesses from the informal economy to the
formal, with positive effects on tax revenues.

Developing countries seeking the right domestic
policy mix must confront a tension between attracting
investment and achieving development objectives. States
must balance social needs and investor preferences. For
example, regulators must develop and enforce standards,
including those related to health and safety, labour, the
environment and human rights, even if doing so will
impose costs on investors. Disincentives to invest,
however, can be minimised to the extent that such
regulation is transparent, efficient, predictable and free of
corruption. Similarly, an effective tax system will be
needed to capture value create through FDI, but if the
tax system is fairly administered investment disincentives
associated with the tax burden will be reduced.

Domestic reforms can be complemented
with IIAs
In many cases, a domestic reform strategy is unlikely to
be sufficient to attract stable long-term investment flows.
Some states simply lack capacity to achieve domestic
reforms, or suffer from rent-seeking behaviour on the
part of government officials and others who benefit
from the existing regime. Also, some states that have
reformed their domestic regimes have experienced little
increase in FDI inflows. This may reflect foreign
investors’ concerns regarding the credibility of host state
commitments to maintain pro-investment reforms.
International investment agreements (IIAs) provide
credible commitments, though, as discussed in the next
section, existing forms of agreement are not well
adapted to encouraging investment flows that contribute
to development.

Existing IIAs protect investors but do not
promote development effectively
The Monterrey Consensus calls for a ‘new partnership’
between developed and developing countries in relation
to development finance, including increased FDI.
Existing forms of IIA do not represent such a
partnership. Their provisions are designed primarily to
protect foreign investors against discriminatory or unfair
treatment by host governments. Developing countries
enter IIAs with the hope that investment will be
encouraged because investor protection provisions
guarantee certainty and predictability in domestic
regimes, especially when backed up by the right of
investors to seek relief through investor-state dispute

Developing countries seeking the right 
domestic policy mix must confront a tension
between attracting investment and achieving
development objectives. States must balance

social needs and investor preferences.

Domestic reforms to attract investment

While more work needs to be done to develop operational
benchmarks for good policy practices, the overall goals for
domestic reforms that will create an attractive environment for
investment are clear. States need to reduce unnecessary costs
and risks of doing business and eliminate barriers to
competition. States must provide a secure and stable
environment that recognises property rights, enforces contracts
and avoids expropriation without compensation. Mitigating
regulatory risk through transparency regarding how
governments implement and change rules on investment must
be at the core of how governments operate. The World Bank
has found that policy uncertainty is the single most significant
deterrent to investors (World Development Report 2005).



arbitration if the host state fails to provide the mandated
protection. The prospect of increased FDI inflows,
however, is only an incidental and uncertain result of
protecting investors.The few empirical studies that have
been done to date have come to varying conclusions
regarding the actual effects of IIAs on investment flows.
Proponents of IIAs have had to confront the brute fact
that many developing countries, of which China and
Brazil are the best examples, have been extremely
successful in attracting FDI from countries with which
they do not have IIAs. Other countries have signed IIAs
and attracted little investment.

In any case, increased investment itself is no guarantee
of positive development outcomes.With few exceptions,
existing IIAs are not designed to achieve development
outcomes. It is possible, however, to imagine new forms
of IIA that do a better job of attracting investment and
promoting sustainable development.

A greater contribution to development
for IIAs
A number of changes could be made to IIAs to ensure
that they promote investment and sustainable development
more effectively.

Modify core investor protections 
There is an emerging consensus in IIA practice on many
of the core obligations that are needed to provide
adequate protection to investors, including most
favoured nation treatment, national treatment and
protection against expropriation without compensation.
These substantive obligations provide strong evidence 
of host state commitment to a pro-investment
environment. But these provisions may be drafted to
provide greater flexibility to regulate to achieve
sustainable development and may be supported by
appropriate exceptions and reservations in order to
ensure that legitimate state measures intended to
promote development are insulated from challenge by
investors through investor-state arbitration claims.
Concerns about investor challenges to public interest
measures have led some countries, including the US and
Canada, to revise the content of substantive standards for
investor protection in their model agreements. These
innovations provide a useful starting point for
modifications to core investor protections.

Impose obligations on investors’ home states to
promote investment in host states directly, and to
support the development of robust, transparent
and effective regulatory schemes in host states
The need for investors’ home countries to provide
support of this kind was recognised in the Monterrey
Consensus, and a patchwork of programmes already
exists. Greater technical assistance commitments are
needed to respond to chronic undercapacity in some
countries if they are to develop regulatory schemes
characterised by transparency, predictability and freedom
from corruption. Domestic regimes, with these
characteristics, will encourage investment and, at the

same time, are more likely to be effective instruments to
achieve development objectives. Stronger home state
commitments to investment promotion are also needed.
These might include providing information about
investment opportunities and investment rules in host
states, and financial support to their investors in
connection with investing in host states.

Impose obligations on foreign investors to respect
the environment, human rights, labour rights and
rights of indigenous peoples and, more generally,
to act in a socially responsible manner
The need for greater responsibility to be taken by
corporations to complement and support domestic
regulation of their activities has been recognised for a
long time. There are still a relatively small number of
TNCs that have committed to the various international
initiatives in this area. New thinking is needed regarding
how the benefits of investment agreements may be tied
to compliance with widely accepted norms for all
aspects of corporate social responsibility. For example, it
may be desirable to condition investors’ access to
investor-state arbitration on such compliance.

Incorporating these kinds of changes into IIAs would
represent a sharp break with existing practice. As well,
work needs to be done to develop these suggested
changes into operational treaty provisions. Nevertheless,
doing so would convert IIAs from a blunt instrument
with a single-minded fixation on protecting foreign
investors – with unclear effects on investment flows –
into a more balanced agreement.The result would be an
instrument that would lay the foundation for bilateral
cooperation directed to producing long-term
improvements in the investment climate in developing
countries, attracting more stable flows of both foreign
and domestic investment and contributing to host
country development in a meaningful way.

J. Anthony VanDuzer is an Associate Professor and the Vice
Dean of Research with the Faculty of Law at the University of
Ottawa. He has written widely on trade and investment issues
and participated in technical assistance projects in transition and
developing economies around the world. He is currently
developing a new template for bilateral investment agreements for
the Commonwealth Secretariat.

The University of Ottawa’s Faculty of Law is one of
Canada’s leading law schools.

Université d’Ottawa / University of Ottawa
Faculté de droit / Faculty of Law
Section common law / Common Law Section
57, Louis Pasteur, Ottawa, Ontario
K1N 6N5 Canada

Tel: +1 613 562 5800 Fax: +1 613 562 5124
Email: vanduzer@uottawa.ca
Website: www.commonlaw.uottawa.ca
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The Heavily Indebted Poor Countries Initiative
(HIPC Initiative) was launched in 1996 by the

International Monetary Fund (IMF) and the World
Bank to ensure that no poor country faces a debt
burden it cannot manage.The Initiative aims to reduce
the external debts of the most heavily indebted poor
countries to levels deemed sustainable. It entails co-
ordinated action by the international community,
including multilateral organisations, governments, and
commercial creditors. In 1999, the Initiative was
modified to provide faster and broader debt relief and to
strengthen the links between debt relief, poverty
reduction and social policies.

In 2005, the HIPC Initiative was supplemented by
the Multilateral Debt Relief Initiative (MDRI) to
help accelerate countries’ progress toward the UN
Millennium Development Goals (MDGs). The
MDRI grants countries 100 percent relief on eligible
debts owed to three multilateral institutions – the
IMF, the International Development Association of
the World Bank, and the African Development Fund
– if they complete the HIPC Initiative process. In
2007, the Inter-American Development Bank also
decided to provide debt relief to the five HIPCs in
the western hemisphere on similar terms to those
under the MDRI.

Maintaining debt
sustainability in 
the aftermath 
of debt relief

Alberto Espejo
Senior Economist, Policy 

Development and Review Department,
International Monetary Fund (IMF)

Debt relief under two international initiatives has helped reduce significantly the debt burden of
heavily indebted poor countries (HIPCs) and freed up additional resources for increasing

poverty-reducing and social expenditures.Thirty-three countries, 27 of them in Africa, have received
US$49 billion in debt-service relief over time under both initiatives. Eight additional countries are
potentially eligible for HIPC Initiative assistance and may wish to avail themselves of this debt relief.

Note: Interim countries refer to HIPCs that have reached the decision point.

Figure 1. Debt stocks of post-decision HIPCs – before and after HIPC Initiative, additional bilateral and MDRI debt relief (In billions of US dollars, in NPV terms).
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As of June 2008, 41 countries have been found to be
eligible, or potentially eligible, for assistance under the
HIPC Initiative and the MDRI.Twenty-three countries
have already established a good track record of policy
performance and have reached the final stage of the
process known as ‘completion point’. At that point,
lenders are expected to provide the full amount of debt
relief they committed to at the ‘decision point’, when
countries become eligible for interim debt relief under
the HIPC Initiative. Ten countries have reached the
decision point, and eight other countries have been
identified as potentially eligible for HIPC Initiative
assistance but have not yet reached their decision points.

Impact of debt relief
The international community has committed significant
resources for debt relief for the heavily indebted poor
countries. Debt relief under the HIPC Initiative and the
MDRI is projected to reduce by more than 90 percent
the debt stocks of the 33 countries that have reached the
decision point. Debt service paid by these countries has
declined by about 2.5 per cent of GDP between 1999
and 2007 .Yet for debt reduction to have a tangible
impact on poverty, the additional resources need to be
targeted at the poor. Before the HIPC Initiative, eligible
countries were, on average, spending slightly more on
debt service than on health and education combined.
Now, they have increased markedly their expenditures
on health, education and other social services. On
average, such spending is now about five times the
amount of debt-service payments.

Challenges facing eligible HIPCs 
Many of the countries that have not yet reached their
completion point are having difficulty doing so.Those
that have not yet reached their decision point are facing
such obstacles as internal conflict (for example, Comoros,
Somalia, and Sudan), substantial arrears with multilateral
institutions (Somalia and Sudan), governance issues, and,
more generally, difficulties in formulating viable
macroeconomic and poverty-reduction programmes.

The recent experience of Liberia in reaching the
decision point under the HIPC Initiative illustrates how
a concerted effort between the authorities and the
international community can put a country on its path to
stability, re-establish its relations with the international
community, and boost its efforts to address the remaining
challenges faced by this post-conflict country.

Some post-decision point countries are grappling with
maintaining macroeconomic stability, preparing poverty-
reduction strategy papers, and implementing reforms
that will enable them to meet the criteria for the
completion point.

Challenges facing completion-point HIPCs
Debt burden indicators have declined in HIPCs
countries that have already received debt relief and have
graduated from the Initiative owing to lower debt
stocks and increasing export earnings. Their debt-
service-to-export ratios, on average, have been reduced
from over 18 per cent before the decision point to
about 6-8 per cent in the four-year period after the
decision point. Debt service projections show that the
average debt-service-to-exports ratio of post-
completion-point HIPCs is expected to fall from 9.7
per cent in 2005, the year before MDRI was
implemented, to 3.3 per cent in 2011.

Notwithstanding the decrease in debt burdens,
long-term debt sustainability remains a challenge for
HIPCs. Although the HIPC Initiative and MDRI
debt relief have contr ibuted to improved debt
indicators, only nine out of 23 of these HIPCs are
classified as having a low risk of debt distress with the
remainder being ranked as at either moderate (12
countries) or at high risk (two countries) (Figure 2).
This suggests that underlying vulnerabilities remain
and must be addressed. The r isk of debt distress is
assessed in joint IMF-World Bank low-income
country (LIC) Debt Sustainability Analyses (DSAs).
According to the latest country DSAs available in
May 2008, the risk of debt distress is moderate for
Benin, Burkina Faso, Ethiopia, Ghana, Guyana,
Honduras, Malawi, Mauritania, Nicaragua, Niger, São
Tomé and Príncipe, and Sierra Leone; the risk of debt
distress is high for the Gambia and Rwanda. DSAs for
all HIPCs can be found at www.imf.org/external/
pubs/ft/dsa/lic.aspx.

Debt service projections show that 
the average debt-service-to-exports ratio of

post-completion-point HIPCs is expected 
to fall from 9.7 per cent in 2005, the year

before MDRI was implemented, 
to  3.3 per cent in 2011. 

Figure 2. Post-completion-point HIPCs: risk of debt distress.
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Addressing some of the challenges
affecting completion-point HIPCs
Some policies, among several, are critical for maintaining 
long-term debt sustainability, and decreasing
vulnerabilities, specifically policies aimed at:

• Diversifying exports

• Strengthening debt management policies

• Prudent borrowing in line with a country’s repayment
capacity, while using external resources efficiently, and 

• Strengthening the ability to assess alternative financing
options, and the impact of additional borrowing on
debt sustainability.

Export diversification
Export diversification is critical for most HIPCs as their
narrow export base explains a good portion of their
vulnerability to external shocks. Minerals or crops are the
most important HIPCs’ exports, and for 17 out of the 23
completion-point HIPCs, three commodities are
equivalent on average up to 60 percent of exports in the
period 2004-2006. At the same time, robust export
growth is needed to strengthen HIPCs’ external sector
and help create additional income and resources for
growth and poverty reduction. In fact, exports of goods
and services of African HIPCs have increased from
average of 20 percent of GDP in the period 1997-2002
to about 25 percent of GDP in 2007.Thus, exports of
post-completion HIPCs have followed the dynamism of
the world economy, but still they lag on diversifying the
export base which could be HIPCs’ best insurance
against terms of trade shocks, as the recent increase in oil
and food prices have shown us. Export diversification can

be supported in completion-point HIPCs by further
strengthening the investment climate, and by using public
investment to improve basic infrastructure and energy.

Strengthening debt management policies

Strengthening public debt management and overall
public financial management in HIPCs is also a key
requirement for achieving long-term debt sustainability.

As highlighted in the recent joint IMF and World Bank
Board paper ‘Strengthening Debt Management Practices
– Lessons from Country Experiences and Issues Going
Forward’ (March 2007), improving debt management
capacity in low-income countries (LICs) is urgent,
particularly as access to new sources of non-concessional
financing by post-MDRI countries is increasing.
The IMF and the World Bank, in partnership with other
debt-management technical assistance providers,
are assisting HIPCs and other LICs in improving their
debt management through the development and
implementation of effective medium-term debt
strategies, and building a set of indicators that could
provide an international standard for evaluating
performance. Areas for strengthening include sound

Table 1. Selected economic indicators – completion-point HIPCs in Africa.

Average
1997-2002 2003 2004 2005 2006 Est 2007 Proj 2008

Real GDP growth rate 4.5 4.7 5.9 6.6 6.3 6.5 6.5

Real per capita GDP growth rate 1.6 2.0 4.0 3.9 3.6 3.7 3.8

Consumer price 6.8 7.4 6.1 7.8 7.7 7.5 8.1
(annual average percentage change)

(In percentage of GDP)

Total investment 18.3 20.7 22.4 23.0 23.5 25.4 25.7

Domestic savings 8.8 10.5 11.3 10.5 11.9 12.4 11.1

Overall fiscal balance (excluding grants) -7.1 -7.4 -7.5 -6.7 -7.1 -7.9 -8.4

Government revenues (excluding grants) 13.6 14.7 15.3 15.7 16.2 16.5 17.0

Exports of goods and services 20.3 21.4 23.1 22.8 25.1 24.5 23.6

Imports of goods and services 30.0 31.4 33.8 35.2 36.6 37.5 37.8

Trade balance -6.9 -7.6 -8.8 -10.6 -9.6 -11.2 -12.0

Current account balance (excluding grants) -9.9 -8.7 -9.4 -10.7 -8.1 -10.4 -11.7

Official grants 3.4 3.8 3.8 4.0 3.5 3.8 3.8

External debt to official creditors 83.2 72.1 65.0 49.2 23.6 15.7 16.6

International reserves (months of imports) 3.5 5.1 4.9 4.0 4.1 4.1 3.9

Terms of trade (index, 2000=100) 106.9 98.9 100.1 97.2 109.9 110.4 105.7

Source: Regional Economic Outlook, Sub-Saharan Countries, IMF, April 2008

Improving debt management capacity 
in low-income countries is urgent, particularly 
as access to new sources of non-concessional
financing by post-MDRI countries is increasing. 
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public financial management, well-developed public
investment selection and monitoring procedures,
appropriate institutional arrangements for co-ordination
among public entities, and improved governance.
Strengthening public financial management is also
needed for improving budget formulation, execution,
and reporting, which in turn allows countries to better
track poverty-reducing spending.

Prudent borrowing
Prudent borrowing in line with a country’s repayment
capacity is relevant, as completion-point HIPCs’ increased
macroeconomic stability and creditworthiness have
improved their attractiveness for private and official
creditors (Table 1). However, since mid-2007 global
economic conditions have worsened, and the implications
on financing flows to LICs are unclear.While this may
reduce some creditors’ willingness to lend to LICs, rising
fuel and food prices pose immediate fiscal and balance of
payments challenges to many LICs which may lead to
additional demand for external borrowing.

Private capital flows to sub-Saharan African countries
increased from US$11 billion in 2000 to US$53 billion
in 2007.There is also some evidence of portfolio flows
to some post-completion HIPCs, in particular Ghana,
Niger, Senegal, Zambia, and Uganda. The increase in
private inflows is exposing some HIPCs to new risks,
such as reversals in market sentiment and balance sheet
problems. In addition, new official bilateral creditors and
export credit agencies are approaching HIPCs to offer
credits under new multi-project and financing-package
modalities, which include a mixture of commercial and
concessional loans, and in some cases grant financing.
The IMF continues to recommend that post-
completion HIPCs look for concessional financing
before engaging in borrowing on commercial terms.

The ability to assess alternative financing options
The availability of financing for post-completion HIPCs
is a positive development that poses new challenges and
risks.While it is still premature to assess what would be
the impact of the recent worsening of global economic
conditions on availability of financing for HIPCs, it is
clear that post-completion HIPCs need to strengthen
their ability to assess alternative options of financing vis-
à-vis the repayment capacity of the country, and the
impact of increasing borrowing on debt sustainability.

In this regard, post-completion HIPCs need to
develop capacity to carry debt sustainability analysis and
identify their own vulnerabilities. The IMF and the

World Bank have developed a debt sustainability
framework (DSF) that the authorities of HIPCs and
other low-income countries can use to assess debt-
related risks of diverse financing operations and to
evaluate the implications of different policy choices over
the medium term.The IMF and the World Bank have
also started a technical assistance programme to support
the design of medium-term strategies. However, lenders
should adopt responsible lending practices, and share
with completion-point HIPCs the responsibility of
preserving debt sustainability. Specifically, lenders should
support good governance and transparency, and lend in
terms that are compatible with each country’s
repayment capacity, which is in the best interest of both
HIPCs and lenders.

Maintaining debt sustainability
Debt relief under two international initiatives has helped
reduce significantly the debt burden of HIPCs and release
additional resources for increasing poverty-reducing and
social expenditures. Most HIPCs have implemented
sound macroeconomic policies and as a result of their
own effort and debt relief, their creditworthiness and
attractiveness to private and official creditors have
increased. Notwithstanding the significant decrease in
debt burdens, long-term debt sustainability remains a
challenge for most HIPCs. Some policies are critical for
maintaining long-term debt sustainability, specifically
policies aimed at diversifying exports, strengthening debt
management policies, borrowing in line with a country’s
repayment capacity, and assessing debt sustainability.
Creditors should also do their part in these efforts by
adopting responsible lending practices and helping
preserve debt sustainability in completion-point HIPCs.

Alberto Espejo is senior economist at the International
Monetary Fund (IMF). Mr. Espejo currently works on HIPC
Initiative issues in the Official Financing Operations Division of
PDR. Mr. Espejo’s experience in Africa includes IMF
surveillance work in Ghana and a Fund-supported programme
in Uganda. Mr. Espejo has also worked as desk officer for
Colombia and other Central American countries.

The International Monetary Fund (IMF) is an international
organisation of 185 member countries. It was established to
promote international monetary co-operation, exchange stability,
and orderly exchange arrangements; to foster economic growth
and high levels of employment; and to provide temporary
financial assistance to countries to help ease balance of payments
adjustment.

International Monetary Fund
700 19th Street
NW,Washington, DC 20431
USA

Tel: +1 202 623 7000 Fax: +1 202 623 4661
Website: www.imf.org

Most HIPCs have implemented sound
macroeconomic policies and as a result of 

their own effort and debt relief, their
creditworthiness and attractiveness to private

and official creditors have increased. 
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The recent IEA study Energy Technology Perspectives
2008 (ETP 2008) provides an analysis of the

status and future prospects of key energy technologies,
and shows how they can contr ibute to a more
sustainable, secure and least-cost energy system. It
explores how technology can change our energy
future, and outlines the barriers to the implementation
of change and the measures that would be needed to
overcome these barriers.

The goal of the analysis is to provide a technological
perspective on the feasibility and costs of deep emission
reductions; the book includes various scenarios, among
them an extremely ambitious one, showing how CO2

emissions could be reduced to 50 per cent below
current levels by 2050, and how oil demand could be
lowered by 27 per cent by this time. This study also
contains roadmaps for all technologies that play a key
role in the emissions halving scenario. It does not deal
with the political feasibility of such targets. However,
the results make clear that all countries need to act in

the next few years if the goal of halving emissions is to
remain affordable. In fact, the analysis suggests that such
action could also greatly enhance the supply security.

The challenge is huge, given that energy CO2

emissions have been accelerating in recent years. Plus,
economic activity is projected to grow by a factor of
four between now and 2050, from around US$50
trillion GDP per year to around US$200 trillion per
year. This growth is essential to lifting millions in
developing countries out of poverty, and the same
economic growth rate has been applied in all scenarios.
However, it means that without further action, baseline
energy use could double, and emissions could increase
by 130 per cent by 2050.

Reducing demand for energy services can therefore
only play a limited role. But technological change can
help industrialised countries and emerging economies
alike. In ETP 2008, the IEA analyses – among other
scenarios – what would be required to achieve the
most ambitious scenario of the Intergovernmental
Panel of Climate Change (IPCC). In its fourth report,
the IPCC says that only by reducing global CO2

emissions by 50 per cent to 85 per cent, compared
with 2000 emissions levels, can we expect to limit
temperature increases to 2-2.4ºC. G8 leaders agreed at
their 2008 Hokkaido Summit to emissions halving by
2050. What needs to be done to make this happen
from an energy point of view? The answer is sobering
but attainable: we need a global energy technology
revolution, a complete transformation in the way we
produce and use energy, with action required globally
in the next few years.

Energy technology
perspectives:
insights for 2008 Nobuo Tanaka

Executive Director, International
Energy Agency (IEA)

Secure, reliable and affordable energy resources are fundamental to economic stability and
growth. The erosion of energy security, rising energy costs, the threat of disruptive climate

change and the growing energy needs of the developing world – all pose major challenges to energy
decision makers. What visions of the future that address these issues are technically feasible and
available? Where do we need to focus? And who needs to act and when? The G8 showed far-
sightedness when it launched its programme to achieve a ‘clean, clever and competitive energy
future’ at its Gleneagles Summit in 2005, with a strong follow-up at the July 2008 G8 Summit in
Hokkaido/Toyako. However, much more effort is needed. Long-term ambitions must be buttressed
by concrete short and medium-term targets and implementation.

We need a global energy technology 
revolution, a complete transformation in the
way we produce and use energy, with action

required globally in the next few years. 



ACT and BLUE Scenarios and the role of
energy technologies
ETP 2008 is built around three sets of global energy
technology scenarios.These are a Baseline (business-as-
usual) Scenario, a range of ACT (accelerated technology)
Scenarios, showing how CO2 emissions could be
brought back to current levels by 2050, and a set of
BLUE Scenarios outlining how they could be reduced
to 50 per cent below current levels.The BLUE scenarios
explore the least-cost solutions to achieve this goal and
limit the risks of severe climate change.

The ETP scenarios require a broad portfolio of
technologies to be used. End-use efficiency accounts for
36 per cent of all savings in the BLUE Map scenario,
renewables for 21 per cent, and CO2 capture and storage
19 per cent.The remaining 24 per cent is accounted for
by nuclear, fossil fuel switching and efficiency in power
generation (see Figure 1).

First, we must harvest the huge efficiency potential in
all of our economies. Energy efficiency has the greatest
potential for CO2 savings at lowest cost, and is in many
cases even paying off. Results can be delivered 
soon. The IEA submitted 25 energy efficiency
recommendations to the G8 Summit in Hokkaido,
covering seven priority areas: buildings; appliances;
lighting; transport; industry; power utilities and cross-
sectoral activity.The IEA estimates that if implemented
globally without delay, the proposed actions could save
around 8.2 gigatonnes (Gt) CO2 a year by 2030.This is
equivalent to around one-fifth of global reference case
CO2 emissions from the energy sector in 2030.The G8
has taken up this challenge and launched in July 2008
the IPEEC initiative (International Partnership for
Energy Efficiency Cooperation) that will aim for
widespread deployment.

Second, we must decarbonise the power sector. Given
the growing demand for electricity, this would mean
that 35 coal- and 20 gas-fired power plants would have
to be fitted with carbon capture and storage (CCS)
technology on average per year between now and 2050.
The price tag is high – a single 500 megawatt (MW)
coal-fired power plant with CCS costs around US$1.5

billion today, and costs are escalating. In addition, we
would have to build an additional 32 new nuclear plants
each year. The latter also implies numerous issues that
would need to be overcome, such as the questions of
public acceptance and the availability of geologically
stable sites for nuclear reactors or waste storage. Wind
capacity would have to increase by approximately
17,500 turbines annually.

Although such rates of new technology adoption may
seem daunting, the historical rate of nuclear addition,
and that of current onshore wind additions suggest that
they are achievable. Total investments in CO2 -free
power generation need to increase six- to seven-fold,
from around 50 gigawatt (GW) per year today, to
330GW per year in the period 2035-2050.

The BLUE scenario also requires widespread adoption
of very energy-efficient buildings, with near zero
emissions; and, on one set of assumptions, deployment of
nearly a billion electric or hydrogen fuel cell vehicles.
Sales of conventional vehicles with internal combustion
engines would be all but phased out in 2050. Plug-in
hybrid electric vehicles and battery electric vehicles have
emerged as a promising strategy, and are now a key part
of some of the more ambitious scenarios.

While energy efficient equipment is available today,
more ambitious standards and regulations are needed to
ensure its rapid uptake. Significant cost reductions will
also be needed in some cases in order to lower the cost
of abatement in difficult market segments.The average
energy efficiency in 2050 needs to be twice the level 
of today, a significant acceleration of efficiency
improvements compared to the developments since
1990, when they averaged only one per cent per year on
OECD countries.

The Baseline Scenario (which assumes that policies
won’t change) would require a massive expansion of
fossil fuel production, to an extent that calls into
question supply availability. For example oil production
would have to rise from today’s level of around 85
million barrel per day to around 135 million barrels a
day in 2050. Even if such an expansion was feasible, it
would require a massive production of oil from
unconventional resources.
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Figure 1. Contribution of emissions reductions options in the BLUE Map Scenario of ETP 2008, between 2005 and 2050.
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In contrast, oil demand in BLUE Map in 2050 would
be reduced 27 per cent compared with 2005 levels. Such
a development would certainly ease the supply
challenge. However even this level of production will
require massive investments in new supply in the
coming years and decades as oil fields are depleted.Total
fossil fuel demand in the extreme BLUE Map scenario
in 2050 is still at the same level as today. So in any case,
fossil fuels will continue to be a key pillar of our energy
supply in the coming decades.

Most difficult is the transport sector. But success
here brings benefits beyond reduced CO2 emissions, as
lower dependence on oil in this sector would enhance
supply security. A combination of ‘second generation’
biofuels from ligno-cellulosic feedstocks (straw, woody
biomass residues, grasses) which should have a far
superior CO2 balance and less competition with food
crops than current (first generation) biofuels, battery-
driven electr ic vehicles and/or hydrogen fuel cell
vehicles will be needed. This, in combination with
maximised fuel efficiency across all transport modes,
would achieve the reduced oil demand in 2050
mentioned above. The share of biofuels alone could
rise to over 25 per cent of world transport fuel use in
2050, if sustainable approaches are developed and
transport fuel demand is dramatically cut via efficiency
measures. Change will not happen overnight. In fact,
oil demand will continue to rise for some time before
it starts to fall. We call upon all producers to make
adequate investment and expand their production in
the coming decades to meet this demand.

To meet the BLUE scenarios, we need to urgently
develop and implement new far-reaching policies to a
degree unknown in the energy sector and to
substantially decarbonise power generation.A significant
discrepancy exists between current trends and the
BLUE scenario targets. We will need to launch in the
coming decade a global revolution in the way we
produce and use energy, with a dramatic shift in
government policies and unprecedented co-operation
amongst all major economies.

The financing needs for an energy
revolution
The marginal cost and financing required to achieve
these scenarios represent an important outcome of the
study. The ACT Map scenario requires options with a
marginal cost up to US$50/t CO2.

The BLUE Map scenario requires options with a
marginal cost up to US$200/t CO2 (translating into
additional cost of US$80/bbl of oil).These marginal cost
estimates are based on reasonably optimistic assumptions
about significant technology cost reductions. Less
optimistic cost reductions, notably in the transport
sector, would result in the marginal cost for BLUE rising
to up to US$500/t CO2. A key insight is that the cost
uncertainty increases for more ambitious targets, as
technologies are needed that are not yet mature and
whose future cost are therefore highly uncertain. The
average emissions reduction costs in BLUE Map are
about a fifth of the marginal cost, and range from
US$38/t CO2 to US$117/t CO2.

The options can be grouped into distinct categories,
indicated in Figure 3.This suggests that a generic pricing
approach may not be the best way to achieve substantial
emissions reductions.

Increased energy technology research, development
and demonstration (RD&D) will be essential. Current
technology RD&D investments by IEA governments
amount to around US$10 billion per year, and industry
spends around US$40 billion per year, as a preliminary
estimate. Efficiency, re-allocation and increased
spending can all help to achieve the rate of RD&D
change that is needed. Consequently, the actual level of

Figure 2. Annual investment in the electricity sector in the ACT Map and Blue Map scenarios, 2010-2050.

The share of biofuels alone could rise 
to over 25 per cent of world transport fuel 
use in 2050, if sustainable approaches are
developed and transport fuel demand is
dramatically cut via efficiency measures.
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additional funding needed is unclear. Literature suggests
a range of US$10-100 billion a year. Given the current
total level of spending the higher end of this range
seems more likely.

Apart from RD&D, significant deployment
investments are needed in order to achieve the necessary
learning effects that reduce the cost of achieving the
ACT and BLUE scenarios.Total learning investments –
on top of Baseline investments – amount to US$1.75
trillion between 2010 and 2030, and US$5.25 trillion
between 2030 and 2050, in the BLUE scenario.

The total investment needs in ACT Map for the
period 2010-2050 are US$17 trillion higher than in
Baseline, and this r ises to US$45 trillion in BLUE
Map. These are the optimistic cost estimates with
substantial technology learning and least-cost
investments. Investment needs would be higher in the
event of less technology learning progress. The
investment figures include the investment to achieve
massive gains in end-use efficiency, which in turn
reduce investment needs in power generation and fuel
processing. Clearly, the activation of this efficiency
potential through standards and regulation will be an
important challenge.

The technology mix is another key outcome of the
study. The rate of change that is needed is
unprecedented. The analogy is not that we need an
Apollo project or other grand undertaking, but more
likely we need an energy technology revolution.While
the necessary technologies are ready or being tested on
a pilot scale, their mass application is in many areas 
still far away, while for many, costs must also come
down.The rate of technological change in many areas is
in the order of decades. Important issues are the rapid
build-up of mass production capacity required, as well
as the barrier to rapid change that the life-span of
existing capital stock, planning procedures and public
acceptance represent.

An important insight is that the future energy system
will be determined by decisions taken in the next few
coming years, and that not acting now with policies to
achieve the ambitious long-term goal implied by the
BLUE scenario will impose higher costs in the future.
Clear long-term targets are needed to convince
decision-makers in the industry to make the capital
investments needed to dramatically change our energy
system.Technology learning investments are needed to
achieve the necessary cost reductions for more
sustainable technologies. Energy RD&D levels must be
raised and restructured in order to accelerate the
development of new energy technologies with
superior characteristics.

A role for the Commonwealth
Deep cuts of global greenhouse gas emissions imply also
significant efforts in all Commonwealth countries.
Energy efficiency should be a top priority and
represents in many cases a no-regret option that
contributes to supply security and that alleviates energy
poverty. Australia and Canada are working on CO2

capture and storage, and New Zealand is committed to
90 per cent renewables in its power generation mix.
Technology transfer from developed Commonwealth
countries to developing countries will be a prerequisite
for the widespread adoption of new technologies. At
the same time, India is already a leading producer of
wind turbines, and South Africa is a key player for the
production of liquid transport fuels from coal, gas or
biomass. So this does not have to be a one-way transfer.
Technological change and sharing of the latest
technology information will be key to a successful
global effort, and the Commonwealth is well placed to
contr ibute. The Commonwealth can serve as an
established dialogue forum for a select group of
developed and developing countr ies that can
complement other international cooperation efforts.

Figure 3. Marginal abatement cost curve, 2050.



Next steps
ETP 2008 contains roadmaps for 17 groups of
technologies that cover over 80 per cent of the total
emissions reduction (see Table 1). These roadmaps
describe the role of technologies in the ACT Map and
BLUE Map scenarios, and give RD&D and
implementation targets and policy needs for the period
between now and 2050 that must be met in order to be
consistent with the desired 2050 outcome – so-called
transition paths. These roadmaps need further
development in the coming months and years, and
building an international implementation framework
supported by the public and private sector will be
essential. Closer international cooperation will be
needed. Indicators must be elaborated and used to track
progress on the roadmaps.These roadmaps should not be
straightjackets, but signposts that guide the developments
and accelerate the change towards a more sustainable
energy future. The IEA and its Implementing
Agreements are ready to support the major economies
in the roadmap progress.

A combination of much more aggressive RD&D,
deployment programmes, investment frameworks, and
standards and regulations, is required to bring these
technologies to the mainstream. In terms of the energy
mix, no option can be set aside. We need maximum
output from all clean energy options. But this virtual
energy revolution will not occur by itself; governments
must steer this process.

We need to act now, and commit to change as society.
Energy efficiency, nuclear energy, CO2 capture and
storage, biofuels, wind turbines and hydropower projects
are all solutions that face some level of opposition, but
we need them all if we want to succeed in emissions
halving. Climate change is such a pressing issue that we
can ill afford to delay action in hope of better solutions
in the far future. How to balance long-term benefits and
short-term burdens in a democratic society is a
challenge that needs attention. The uptake and legal
processes must be further streamlined.

We are not constrained by insufficient fossil fuels.
We are constrained by the carbon tolerance of our
atmosphere. It is possible to combine economic growth
and sustainable development. Superior technology is a
key component of the way out of the maze we are in
today. The Commonwealth can play a role as a well
established platform for dialogue between developed and
developing countries.

Nobuo Tanaka commenced duties as IEA Executive Director
on 1st September, 2007. Before that, he had been Director for
Science, Technology and Industry at the Paris-based
Organisation for Economic Co-operation and Development
(OECD). Mr Tanaka began his career in 1973 in the Ministry
of Economy,Trade and Industry (METI) in Tokyo. He has
extensive national government and international experience
within METI, the Embassy of Japan in Washington DC and
the OECD. Mr Tanaka was responsible for Japan’s involvement
with the IEA and the G8 Energy Ministers’ Meeting during
the second oil crisis. In the late 1980s he participated in
establishing the comprehensive energy policy of Japan and he also
oversaw the implementation of Japan’s international nuclear
energy policy. He worked on formulating international strategy
as well as coordinating domestic environment policy and energy
policy in the Kyoto COP3 negotiation.

The International Energy Agency (IEA) acts as energy policy
advisor to 27 member countries in their effort to ensure reliable,
affordable and clean energy for their citizens. Founded during the
oil crisis of 1973-74, the IEA’s initial role was to coordinate
measures in times of oil supply emergencies. As energy markets
have changed, so has the IEA. Its mandate incorporates the
‘Three E’s’ of balanced energy policy making: energy security,
economic development and environmental protection. Current
work focuses on climate change policies, market reform, energy
technology collaboration and outreach to the rest of the world,
especially major consumers and producers of energy like China,
India, Russia and the OPEC countries.

International Energy Agency
9, rue de la Fédération
75739 Paris Cedex 15
France 

Tel: +33 1 40 57 65 00
Email: oged@iea.org
Website: www.iea.org
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Table 1. ETP roadmaps.

Supply side

• CCS fossil-fuel power
generation

• Nuclear power plants

• Onshore and offshore wind

• Biomass IGCC and 
co-combustion

• Photovoltaic systems

• Concentrating solar power

• Coal: integrated
gasification combined cycle

• Coal: ultra-supercritical

• Second-generation
biofuels

Demand side

• Energy efficiency in
buildings and appliances

• Heat pumps

• Solar space and water
heating

• Energy efficiency in
transport 

• Electric and plug-in vehicles

• Hydrogen fuel cell vehicles

• CCS industry, hydrogen and
fuel transformation

• Industrial motor systems

This virtual energy revolution 
will not occur by itself; governments 

must steer this process. 
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In the past year, oil prices have soared and the price of
coal has doubled. Countries as far apart as South

Africa and Tajikistan are plagued by power cuts and
there have been riots in several nations because of
disruptions to electricity. Developed countries, no longer
strangers to periodic blackouts, are worried about
security of energy supply.

In the developing world, some 2.4 billion people still
rely on traditional biomass fuels, while 1.6 billion people
– around a quarter of humanity – have no access to
electricity. Africa suffers particularly severely. In 2005,
nearly two-thirds of Africa’s 891 million people had no
access to electricity. Nearly every aspect of development
– from reducing poverty to improving healthcare –
requires reliable access to modern energy services.When
development needs remain unaddressed, the resulting
misery often leads to conflicts and violence, which in
turn affect development efforts and impact on regional
and global stability.

I believe that fundamental changes are underway in
the energy field, the significance of which we have not
yet fully grasped. Global demand for energy is rising fast
as the population increases and emerging economies
such as China and India undergo dramatic growth.The
International Energy Agency (IEA) forecasts that the
world’s energy needs could be 50 per cent higher in
2030 than they are today.Yet the fossil fuels on which
the world still depends are finite and far from
environmentally friendly. Serious thought needs to be
given now to creating viable alternatives.The need for
coordinated political action on energy and related issues
– climate change and poverty, to name but two – has
never been more acute. Yet there is no global energy
institution in which the countries of the world can
agree on collective solutions to such grave problems.

Global energy organisation
We have a World Health Organization, two global food
agencies, the Bretton Woods financial institutions and
organisations to deal with everything from trade to civil
aviation and maritime affairs. Energy, the motor of
development and economic growth, is a glaring
exception.Although, like food and health, it cries out for
a holistic, global approach, it is actually dealt with in a
fragmented, piecemeal way. A number of institutions
focus on energy, but none with a mandate that is global
and comprehensive and that encompasses all energy
forms. OPEC, for example, has just 13 members and
deals exclusively with oil – from the producers’
perspective.The IEA represents the 27 OECD countries
from the consumers’ viewpoint. Only 51 countries,
almost all in Eurasia, have signed the Energy Charter
Treaty, whose focus is limited to issues such as trade,
transit and dispute settlement.

The UN coordinating mechanism, UN-Energy, is just
a few years old. It has 20 member agencies, an indication
of how fragmented the UN’s energy activities are. UN-
Energy has no budget or implementing authority and
serves as a mere forum for discussion and information
sharing.

Addressing the
global energy crisis

Mohamed ElBaradei
Director General of the International

Atomic Energy Agency (IAEA)

The problem of energy scarcity is widespread and persistent. It has plagued developing countries
for decades. Developed countries, too, have now become more acutely aware of the risk to

energy supply following recent developments on world energy markets. Long-term solutions will
require a holistic approach encompassing practical measures such as the creation of a new all-
embracing international energy organisation. But we will also need to develop a new global security
architecture that recognises the inextricable links between all aspects of security, including poverty.

The need for co-ordinated political 
action on energy and related issues – climate

change and poverty, to name but two – 
has never been more acute.  
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A global energy organisation would complement, not
replace, existing bodies. It would bring an essential inter-
governmental perspective to bear on issues which cannot
be left to market forces alone, such as the development of
new energy technology, the role of nuclear power and
renewables, and innovative solutions for reducing
pollution and greenhouse gas emissions. Here are a few
things a global energy organisation could do:
• Provide authoritative assessments of global energy

demand and supply and bring under one roof key
energy data that are now dispersed and incomplete.
Drawing on its own expertise and that of other
organisations, a global energy organisation could also
provide authoritative comparative assessments, at

global, regional and national levels, of alternative
energy technologies, covering, for example,
environmental risks. Such comparative assessments
might range from the long-term impacts of nuclear
waste to the impacts of bio-energy on biodiversity and
food prices

• Speed the transfer of appropriate energy technology to
poor countries and give them objective advice on an
optimal energy mix that is safe, secure and
environmentally sound. This could include building
human resources through education and specialist
training, strengthening legal and regulatory frameworks
and developing more robust national energy grids

• Develop a global mechanism to ensure energy supplies
in crises and emergencies. (The IEA already does this
for its members with oil. The International Atomic
Energy Agency is considering establishing guarantees
of nuclear fuel supplies for reactors)

• Help countries run their energy services and even do
it for them temporarily after a war or major natural
disaster.A global energy organisation could pool donor
money and manage day-to-day operations

• Coordinate and fund research and development,
especially for energy-poor countries, whose needs too
often get overlooked by market-oriented R&D. A
global organisation could improve methods for assessing
financing options and provide training and advice

• Conduct regular peer reviews of national energy plans,
covering environmental, industrial safety and public
health assessments related to energy, including
assessments of climate change considerations. With
help from more specialised organisations, reviews could

Figure 1. World total energy requirement, 1970-2006.

Figure 2. Forecast total energy requirement per capita, 2006-2030.
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be conducted of national self-assessments of readiness
for advanced technologies such as nuclear power

• Assess the impact of one country’s energy use on
neighbouring countries

Efforts in the 1970s to establish a global energy
organisation were unsuccessful.The world has changed
dramatically since then and the need for joint action to
develop long-term solutions to the current energy crisis
is now undeniable. It is difficult to see how this can 
be done without an expert multinational body,
underpinned perhaps by a global energy convention,
with the authority to develop policies and practices to
benefit rich and poor countries alike, equitably and
fairly.We need to act before crisis turns into catastrophe.

New security architecture
Pressing though the world’s immediate energy needs are,
they cannot be seen in isolation. To address them
effectively in the long-term, we need to re-visit our
collective security system to take account of the
inextricable linkage between the various drivers of
insecurity. Our current major insecurities are all ‘threats
without borders’, whether we are talking about poverty,
energy insecurity, HIV/AIDS, arms control or global
warming. These issues cannot be solved by any one
country alone; by their nature, they demand global
responses and multinational cooperation.

Millions of people die every year from preventable
causes such as starvation or waterborne diseases.We must
learn to share the wealth of the planet more equitably,
recognising that poverty, too, is a weapon of mass
destruction. If a fraction of the more than one trillion
dollars presently being poured into military spending
were to be spent on basic needs and good governance in
the troubled parts of the world, we could do much to
address the hopelessness and sense of injustice which
fuel violence and extremism.

Nuclear renaissance?
We have seen growing interest from developing
countries in recent years in developing nuclear energy
programmes. This is understandable. Unlike many
renewable sources of energy, nuclear power plants can
provide the reliable, large-scale electricity necessary to
power the grids of large urban areas. Nuclear power
emits almost no greenhouse gases. Uranium resources
are in good supply and expectations of a nuclear
renaissance have fuelled new uranium exploration.The
cost of nuclear-generated electricity has become
competitive with other sources. And there have been
significant improvements in the reliability and safety of
nuclear plants.

Nuclear energy looks certain to play a larger role 
in the future energy mix of the developing world.
Of the 35 new reactors currently under construction,
17 are in developing countries. It is vital that the
expected increase in the use of nuclear power is
managed properly, taking into account all economic,
safety, security and non-proliferation requirements.
And nuclear power alone is not a panacea for global
energy security.

Even the pessimists believe we still have at least a few
decades before the oil on which the world’s prosperity is
built starts to run out. Let us use that time wisely to
develop long-term solutions to the world’s energy needs
which will benefit all humankind.

Dr Mohamed ElBaradei is the Director General of the
International Atomic Energy Agency (IAEA), an
intergovernmental organisation that is part of the United
Nations system. He was appointed to the office effective 1st

December 1997, and reappointed to a third term in September
2005.

The International Atomic Energy Agency (IAEA) is the
world’s centre of cooperation in the nuclear field. It was set up as
the world’s ‘Atoms for Peace’ organisation in 1957 within the
United Nations family.The Agency works with its member
states and multiple partners worldwide to promote safe, secure
and peaceful nuclear technologies.

Division of Public Information
Atomic Energy Agency
P.O. Box 100
Wagramer Strasse 5
A-1400 Vienna
Austria

Tel: +431 2600-0
Fax: +431 2600-7
Email: info@iaea.org 
Website: www.iaea.org

Figure 3. Average annual growth rates, 1996-2006.
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The South African Petroleum & Energy Guild is a section 21 non profit organization operating in South Africa. The organization
represents emerging companies in the Energy Sector and aims to promote liberalization of the petroleum industry by attracting foreign
investment and enabling local companies to participate in an area previously monopolized by Oil Majors.

Currently the petroleum industry is in crisis requiring investment in infrastructure and compliance to government regulation and policy
and application of practices congruent to progressing the Industry out of the tentacles of those hell bent on spoiling the ‘broth’ so to
speak! The soup has to be shared and the creation of satisfying broths from diversified sources and not from a central kitchen (nexus).

The industry is regulated by Government policy and self imposed behaviour of the Industry participants. Not everyone may agree that
the latter is the correct recipe for the country’s future; trying to understand that copious amounts of soup are consumed by a growing
market requires knowledge as to who is cooking the cuisine and who is selecting the ingredients for this fine soup and whether the
broth is according to a well thought of recipe or whether it is a creativity of numerous gastronomic geniuses (the over utilization of
consultants) requires a brief background of this industry:

There are three coastal crude oil refineries, one inland crude oil refinery and two synthetic fuel plants in South Africa. Caltex, Engen
and SAPREF operate the coastal crude oil refineries and the inland facility is jointly owned by Sasol Oil and TotalSA in a joint venture
called NATREF.

The synthetic plants are owned by Sasol Synfuels (a subsidiary of Sasol Limited) in the inland area and by PetroSA in Mossel Bay on
the east Coast. PetroSA is owned by the Central Energy Fund (CEF) whose shareholder is the Government and operates a gas-to-
liquids (GTL) facility. Sasol uses the unique Fischer –Tropsch technology to produce gas from coal and then converts this feed stock
to petroleum products.

A complex agreement, the components supply agreement (CSA), regulates the sale of petroleum components from Sasol Synfuels to
Sasol Oil.

All the oil companies operated in an integrated fashion with interests in refining through to wholesaling down to retailing except for
PetroSA. Current legislation is aimed at preventing the vertical integration of oil companies with an intention of introducing new
players in the industry.

Up until December 2003, the Main Supply Agreement (MSA) was in placed and this restrictive agreement was brokered by the then
Apartheid Government in 1954. The MSA prescribed to the marketing arms of other oil companies to purchase their inland
requirements from Sasol Oil in preference to selling their own production from the coastal refineries. Although the coastal oil
companies had to alter their production they had the comfort that Sasol would not enter fully into the downstream business. The price
at which Sasol sold to the other oil companies was related to a variant of import parity called IBLC (Inland Bond Landed Costs). IBLC
was replaced by the Basic Fuel Price (BFP) in 2004.

The MSA in many ways was a private regulation that changed from time to time as Sasol evolved over the years. At a certain stage in
the development of Sasol’s refining footprint, surplus production capacity existed and coastal oil companies had to still purchase the
bulk of their inland requirements from Sasol with a subsequent decommissioning of at least 30% of the capacity of coastal facilities.

The coastal refineries and the inland refinery (NATREF) were compensated in the form of ‘synlevies’ (for the loss of refining
margins).The ‘PAR’ mechanism also compensated the coastal refineries for the mothballing of refining capacity by protecting oil
companies return of investment in marketing assets. The ‘synlevy’ was recovered by government through a levy imposed at the pump
and the ‘PAR’ margins was adjusted by recovering through a build up of the wholesale margin. The ‘PAR’ mechanism was in place
from 1984 until 1989 when it was replaced by MPAR (Marketing of Petroleum Activities Return) which gauged the profitability of
marketing assets. It was meant to give oil companies a fair return on the replacement value of assets used in the marketing of petroleum
products.

South African Petroleum &
Energy Guild



The MSA dictated that inland supply will be met primarily from inland production and coastal demand will be met from coastal
production. The MSA effectively created geographic allocation for wholesale and retail segmentation with only oil companies
flourishing in this uncompetitive environment. At this stage emerging companies could not enter into this lucrative arena of tariff
protection and subsidization. Although the MSA was terminated in 2003, its impact continues to affect the competition and efficiency
of the industry.

The inland area services the economic hub of South Africa with 68% of consumption in the Durban Gauteng corridor. Demand far
removed from production created challenges for government to regulate prices which included consideration for locational advantages.
The coastal refineries produce a basket of products (more white fuels than black fuels) whereas the synthetic plants produce a higher
value production. There is an imbalance between production of white fuels (mogas, diesel, jet fuel and LPG) and its consumption. The
market allocation as a result of the MSA caused the logistical capacity to develop in a peculiar manner 

In the period before the sixties coastal oil companies conveyed product via road and rail until the construction ,by a state owned
company, of a pipeline between Durban and Johannesburg(DJP).In 1971 with the commissioning of NATREF , the COP (Crude Oil
Pipeline) was also built.

Refined products were conveyed via the DJP and crude oil to NATREF via the COP. As demand growth for refined product in the
inland area increased the DJP became constrained .A third pipeline was built called the DWP (Durban Witwatersrand Pipeline). In the
early eighties, Sasol developed extra production capacity and in true vein of the MSA this capacity had to be taken by the coastal oil
companies. This rendered underutilization of both the DJP and DWP and spare capacity in the pipeline became available.

As the hydrocarbons were now in a soup or the soup was now made differently, Sasol requested a reconfiguration of the DWP to
transmit MRG (Methane Rich Gas) from Secunda to Durban. This reconfiguration resulted in a net reduction of pipeline capacity
between Durban and Johannesburg of some 35%. With the MSA agreement still in place at the time the Pipelines Company for the
State did not consider the anti-competitive implications and granted Sasol the use of the DWP (also know as the Lily Line) even with
the glaring limitation of the coastal oil companies ability from supplying their own markets with production from their own facilities
at the coast.

In 1998 Sasol gave notice to terminate the MSA. After the 5 year notice period, coastal oil companies in 2004 could now market and
sell their own product in the inland area but were constrained due to the logistical capacity inability to support the conveyance of coastal
production volumes to the inland area. It seems that the head chef certainly knew how to turn out a dish! 

The oil companies employ certain strategies between themselves that regulate efficiency and containment in the industry. Swop
agreements balance the supply demand imbalance between refining and locational demand and the use of exclusive hospitality
agreements cater for sharing of infrastructure to manage demand –supply imbalances. When the MSA operated oil companies had
depots in certain areas and with the termination of the MSA oil companies closed down depots in preference of accessing capacity via
hospitality agreements. The coastal oil companies had to realize that support of the MSA and its consequent limitation of the logistical
capacity promoted the monopolies that were not favourable to South Africa Inc.

Over time the above agreements and arrangements have negatively rendered the country to be constrained with regard to production
capacity, infrastructural lag in development of coastal import terminals & depot capacity, rail capacity, pipelines capacity and lack of
competition amongst the players to bring cost efficient pricing to the end consumers who are sweltering under huge economic burden.

It is hoped that: we all can take direction from the policy makers who script the recipes based on sustainability; we nurture the economy
to provide the right healthy ingredients to grow and to stimulate competition by encouraging more cooks to provide diverse energy
efficient meals. Judging from past experiences it may be a case of too many cooks may not spoil the broth after all!

THE HYDROCARBON SOUP
By Dr M Munsamy (South African Petroleum & Energy Guild)

1 Saxon Road, West Wing, Hyde Park, Suite 146, Private Bag x 9924, Sandton, 2146

Tel: +27 86 178 6001  -  Fax: +27 86 672 0860
Email: energyguild@mweb.co.za  -  energyguild@sapeg.org.za

Web: www.sapeg.org.za
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Many developing countries urgently need modern
and sustainable forms of energy if they are going to

be able to satisfy the needs of their growing populations
and expanding economic activities. For the millions of
poorer inhabitants of these countries, especially in sub-
Saharan Africa and South Asia, access to clean and
affordable energy services is both an indispensable tool for
the satisfaction of their basic human needs and key to the
creation and development of productive activities that will
enable them to escape from poverty.

Generally most developing countries have attempted
to address this issue over the past three decades, and
many of them have introduced power sector reforms
intended to streamline their energy sectors to make
them economically viable service providers for all. In
doing so, they have generally attempted to replicate the
model most common in the industrialised countries –
centralised generating systems, complex distribution
grids, conventional energy sources and a focus on
electricity.This has, in many countries, failed to meet the
needs of the poor, both in terms of access to basic
services and opportunities to improve their incomes.

Renewable energy sources are generally abundant and
distributed; also, they provide carbon free energy. Right
now, the political focus, globally, is on how the different
renewable sources and technologies can contribute to
solving the global climate change problem. Generally,
many of these technologies have matured over a number
of years and moved from being a passion for the
dedicated few to a major economic sector attracting
large industrial companies and financial institutions.
Renewable energy technologies (RETs) such as wind
power and solar photovoltaic (PV) devices have achieved

major cost reductions over the last decades, which are
expected to continue in the medium term as large
global companies enter new energy markets for wind,
solar and biomass technologies.

RETs, in addition to being a tool for addressing the
global carbon challenge, present a unique opportunity to
break with the conventional patterns of energy
development that have failed to meet the needs of the
poor so far. With their environmental advantages over
most conventional energy sources, their suitability for
use in rural areas, and their aptitude for local
development of income-generating activities, RETs
have the potential to make a significant contribution to
achieving the Millennium Development Goals (MDGs)

The Global Network on Energy for Sustainable
Development (GNESD), facilitated by the United
Nations Environment Programme, comprises regional
centres of excellence from Africa, Asia and Latin
America. As one of its analytical activities, it has studied
the potential of renewable energy in relation to
providing energy services to the poorest of the poor and

Renewable energy technologies
and poverty alleviation:
overcoming barriers and
unlocking potential Ogunlade Davidson,

Thomas B. Johansson and 
John M. Christensen

Global Network on Energy for 
Sustainable Development (GNESD)

Renewable energy technologies (RETs) have an important role in addressing the global carbon
challenge – but at the same time they present a unique opportunity to break with the

conventional patterns of energy development which have failed to meet the needs of the poorest of
the poor so far.With their suitability for use in rural areas and their potential for local development of
income-generating activities, RETs have the prospective to make a significant contribution to local
development, and through this, contribute to achieving the Millennium Development Goals (MDGs)

For the millions of poorer inhabitants, 
especially in sub-Saharan Africa and 

South Asia, access to clean and affordable
energy services is both an indispensable tool 

for the satisfaction of their basic human 
needs and key to the creation and 

development of productive activities.
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identified a large number of applications that could be
implemented with considerable benefits, and only
requiring limited financial input.

GNESD activities focus on promoting energy services
for achieving the MDGs, and in the process address
some of the myths relating to energy and poverty (see
Table 1).

Barriers to RETs, and options for
overcoming them
In spite of the potential of renewable energy to make
important contributions to meeting local energy service
needs, progress is hampered by a number of different
barriers preventing more widespread dissemination:

• Lack of policy attention and institutional framework
for promotion of RETs

• Risk-aversion by financial institutions, which are
unused by RETs requiring different financial packages
from fossil systems, due to high up-front investments
and low operational cost

• Lack of certification systems for RETs, often resulting
in low quality, extending from the equipment itself
r ight through to installation, operation and
maintenance

• Missing capacity at all levels from policy to
manufacturing and installation

• Low awareness both in policy institutions and among
potential users.

These barriers have been researched extensively over
the last decades, and although the way in which
countries may choose to address them depends on their
unique national economic, political and cultural
situation, it is still possible to establish generic advice on
how to overcome them:

• Integration of RETs into development policies and
strategies aimed at poor populations, including focus
on improving affordability

• Creating an enabling policy environment with focus
on:
• Long-term and predictable conditions
• Use and adaptation of market forces where relevant
• Combination of different policy tools rather relying

on one ‘magic’ solution

• Development of an adequate institutional framework
with a specific mandate to facilitate and promote
RETs

• Development of capacity at all levels from policy
through R&D and certification to production and
installation

• Improving awareness at all levels about the potential
and pros and cons of RETs.

Obviously this is only a short summary of the key
action areas, and there is a need for much deeper
understanding of the specific barriers and different
policy tools at the national level in order to devise cost-
effective approaches to promotion of RETs.

From the GNESD studies it is, however, evident that
in order to tap the considerable renewable energy
potential in developing countries, it is not mainly a
problem of solving technological issues. It is, more
fundamentally, one of putting in place an adequate
institutional framework for the creation and
implementation of policies that promote the use of truly
accessible cleaner energy sources.There is no doubt that
successful introduction and dissemination of RETs is, to
a large extent, dependent on the existence of policies
that create an enabling environment for their

Table 1. Myth and reality: energy and the poor 

Myth Reality

The poor do not consider access to energy The poor may not use the term ‘energy’, but they often spend far more time and effort
a priority obtaining energy services than the richer section of the population. They spend a

substantial proportion of their household income on energy for basic survival activities
– cooking, keeping warm, and so on

Access to electricity, grid or decentralised, will People need to access a range of energy sources to satisfy their energy needs, that is 
solve all the energy service needs of the poor cooking, heating, transport, and communication

Poor people cannot pay for their energy Many poor people pay more per unit of energy than the better off, partly due to 
services inefficient conversion and lack of integrated planning

Only rural areas suffer from lack of access Poor people in urban and peri-urban areas also suffer from lack of access to energy
to energy services, and their numbers are likely to increase. It is predicted that almost 61 per cent

of the world’s population will be living in urban and peri-urban areas and services are
not expected to grow commensurately

Commercial energy required to satisfy the Reaching the poor with basic modern energy services as envisioned in the ‘MDG
needs of the poor is significant with respect Energy Vision’ would increase global commercial energy consumption by about 900 TWh
to total global energy consumption (terrawatt-hours) per year, which is less than one per cent of the global energy demand

RETs present a unique opportunity to 
break with the conventional patterns of 
energy development that have failed to 

meet the needs of the poor so far. 
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dissemination, and mobilise resources as well as
encouraging private sector investment.

Case examples from a few
Commonwealth countries
Members of the GNESD have studied different types of
RETs and analysed successful examples of applications
that have managed to overcome or started to address the
relevant barriers, and each in their own area have
provided new energy services as background for
improved livelihood and productive developments.Two
case studies in this section from African member
countries give examples.

Water pumping using animate power in East Africa
While a lot of global attention is focused on using RETs
for electricity production, the situation is quite different
in many developing countries. Rural electrification levels
in both Kenya and Tanzania are very low, and where
electricity is provided in rural areas, it is often
unaffordable to the poor.With the bulk of the region’s
poor residents in dispersed rural settlements, conventional
grid electrification is, in the near term, considered too
costly. Non-electrical renewable energy technologies that
operate on the basis of solar, thermal, mechanical and
animate power can play an important role in these areas,
and these are not only affordable to the poor, but can also
play a major role in national development in terms of job
creation and income generation.

One specific example is the treadle pump, which is a
relatively simple and inexpensive device that uses
animate (human) power to raise water for irrigation.The
reported impacts of treadle pumps on farming have been
substantial and include:

• Increased land under irrigation

• Reduced work time compared with bucket irrigation

• Improved crop quality

• Less strenuous irrigation work

• Additional and new crops grown each season.

Figures for just one model indicate a dynamic nascent
industry: 45,000 pumps in use by poor farmers,
generating some US$37 million per year in profits and
wages; 29,000 new jobs created; more than half the
pumps managed by women entrepreneurs.

Still, it is considered to be only 10 per cent of the
estimated market, so it is clear that in spite of apparent
success, there are still barriers to overcome such as lack
of information; lack of capital; inadequate promotional
strategies; limited research and adaptation of new pumps;
lack of clear policies on irrigation; and land tenure.

Options to promote further use and dissemination
represent practical examples of the generic solutions
outlined above, and underline the need for adequate
policies and institutional responsibilities:

• Providing access to adequate financing mechanisms
such as tax rebates and subsidies

• Establishing a rural energy agency fund and
development of policies specifically aimed at
facilitating access to credit for small farmers

• Developing capacity for pump operation and
maintenance is recommended, through technical
training, education and communication campaigns; and
training of local end-users and communities on pump
installation, repair and maintenance.

Domestic solar water heaters in South Africa
South Africa has established a renewable energy (RE)
strategy setting a target of 10,000 GWh of RE (solar,
small hydro, biomass and wind) to be achieved by 2013.
For a heavily coal-based economy, this may be regarded as
strange. But apart from the environmental and climate-
related benefits, it is seen as having the potential to assume
a significant role in socio-economic development.
Pursuing the 10,000 GWh target is expected to lead to
more than 35,000 jobs, more than R5 billion would be
added to the GDP and R687 million would be added to
the incomes of low-income households. More job
opportunities will be created as a result of RE
technologies than in coal-fired power stations.

Among the RET options for achieving this target are
several that may provide significant benefits for the poorer
part of the population, if properly implemented. One
specific example is solar water heating (SWH) systems
where all regions of South Africa have an excellent
climate for SWH, with high annual radiation levels
averaging daily between 4.5 and 6.5 kWh/m2 compared
with about 2.5 kWh/m2 for Europe.

There is a need for much deeper 
understanding of the specific barriers 

and different policy tools at the national 
level in order to devise cost-effective 
approaches to promotion of RETs. 

There is no doubt that successful introduction
and dissemination of RETs is, to a large extent,

dependent on the existence of policies that
create an enabling environment.

The key GNESD recommendation to Commonwealth Ministers
is to advance the process of institution-building and policy
formulation at both national and local levels, as the activities
vital for accelerating the implementation of renewable
energies. Utilising fully the South-South and North-South 
co-operation opportunities offered by the Commonwealth
structure itself can play a vital role.
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SWH systems are currently manufactured in South
Africa and there is a well established SWH industry.The
industry has recently formed an umbrella organisation
called SolarSure to assist in securing quality assurance,
which is seen as crucial for future success, as many
unqualified manufacturers previously have created a bad
reputation for SWH systems.

Until a few years ago SWH was not seen as a priority
area by either the government or the dominating
electricity company ESKOM, but since peak demand
for electr icity has increased more rapidly than
generating capacity has been added, the situation has
changed quite dramatically the last couple of years.
Initially, the focus is on promoting SWH for households
with power connections to lower the current peak
demand, but this presents significant opportunities for a
more widespread dissemination also for low income
households, schools and clinics.

Bringing benefits to the poor
In order to ensure that poorer part of the population
benefits from the new opportunities, a number of
measures have been identified to overcome current
barriers, such as:

• Current government policies to support increased
RETs’ use should be targeted to ensure the poorer
households can access the technology through
dedicated financing or subsidy schemes.

• Financing schemes could be developed in cooperation
between the banking sector and the manufacturers of
SWH systems, potentially supported by elements of
government guarantees.

• Information and awareness campaigns should be
initiated to inform house owners and local authorities
about the opportunities and benefits from SWH.

• Training and education programmes should be
established to strengthen the local industry and be
combined with standards and certification systems to
ensure high quality of local systems. Local employment
effects of SWH production will be a major driver for
government support for expanding the market.

Ogunlade Davidson is Co-Chair of GNESD. He is
Professor of Mechanical Engineering and currently the Dean of
Post-Graduate Studies at the University of Sierra Leone.
Internationally, he has had assignments for several UN
organisations,World Bank, GEF and others, and he has been
Co-Chair of Working Group III of the Intergovernmental Panel
on Climate Change (IPCC) for the last 10 years. From 2000
to 2003, Dr Davidson was Professor and Director of the
Energy and Development Research Centre (EDRC) at the
University of Cape Town, South Africa.

Thomas B. Johansson is Co-Chair of GNESD. He is
Professor of energy systems analysis and Director of the
International Institute for Industrial Environmental Economics
(IIIEE) at the Lund University, Sweden. From 1994 to 2001,
he was Director of UNDP´s Energy and Atmosphere
Programme where he led the World Energy Assessment, 1998-
2000. He is currently Co-Chair of the Executive Committee for
the second Global Energy Assessment.

John M. Christensen is Head of the GNESD Secretariat.
He has been Director of UNEP Risoe Centre on Energy,
Climate and Sustainable Development since 1990; providing
analytical and implementation support for the activities on the
UN Environment Programme (UNEP) in the areas of energy
and climate change, currently engaged in more than 30
developing countries in Africa,Asia and Latin America. He has
also been on the Bureau of IPCC and a lead author on several
of IPCC’s reports.

The Global Network on Energy for Sustainable
Development (GNESD) is a UNEP-facilitated knowledge
network of developing world centres of excellence and network
partners, renowned for their work on energy, development, and
environment issues.

Global Network on Energy for Sustainable Development
Risoe National Laboratory, Bldg. 142
Frederiksborgvej 399
PO Box 49
DK 4000 Roskilde
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Tel: +45 4677 5189
Fax: +45 4632 1999
Email: gnesd@risoe.dk
Website: www.gnesd.org
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Agricultural commodity prices started to rise sharply
in 2006, reaching new records in the first months of

2008. Globally, the import bill for foodstuffs in 2007
increased by 29 per cent; this, in combination with an
even more dramatic price increase for all conventional
energy sources such as oil, coal, gas, and uranium on the
global markets, became an economic and social disaster
for many countries, in particular for the low-income, net
importing countries. Dozens of them import all their
petroleum needs and a major part of their demand in
grain: 30 per cent of their population suffers from
chronic hunger.

What were the reasons behind this revolutionary
development? According to many commentators in the
spring of 2008, the diversion of agricultural production
from food use to biofuels had caused a very large part of
the increase.A report of the World Bank concluded that
65 per cent of the price rise of agricultural commodities
was due to biofuels, and the International Monetary
Fund (IMF), too, found biofuels responsible for a
significant part of the price jump. The 10 per cent
biofuel target for 2020 defined in 2007 by the European
Union (EU) heads of states and governments came
under attack in the European Parliament.

A more thorough analysis of the situation came with
the UN Food Summit, the ‘High-level Conference on
World Food Security: the Challenges of Climate
Change and Bioenergy’ organised by the UN Food and
Agriculture Organization (FAO) in Rome, 3-7 June,
2008. It took a much more balanced view on all the
reasons of the current food crisis, and will serve as a basis
for the rest of this article.

Finally, the Doha Round negotiations of the World
Trade Organisation of July 2008 in Geneva got at last a
new perspective for achieving a global trade agreement:
the subsidies allocated traditionally in the US, the EU
and other OECD countries on agriculture could be
waived at least in part as a result of higher prices on the
world markets; the removal of the distortions of
agricultural subsidies are a good basis for a more efficient
and fair global trade. Although the Doha Round had
agreed already to dispense with all export subsidies
worldwide by 2013, eventually that negotiation in
Geneva failed, but it seems that the main argument for
disagreement was on cotton, not on cereals.

The price increase of the agricultural
commodities on the global markets 
It is interesting to note that since the first oil price shock
in 1973, global commodity prices follow by and large
the ups and downs of the crude oil market price. More
recently, as for oil, commodity prices have started to
increase since the beginning of the century.
Nevertheless, in real terms, commodity prices are today
still lower than in the early 1970s.

Biofuels and the global
food crisis: a dangerous
or a new opportunity?

Dr Wolfgang Palz
Chairman,World Council 

for Renewable Energy (WCRE)

Agricultural commodity prices are rising sharply on the global markets: in early 2008 the UN
Food and Agriculture Organization (FAO) index stood 53 per cent higher than a year before. In

particular, the vulnerable countries are suffering from higher expenses for food imports and higher
food insecurity. But in the ‘rich’ countries, agriculture has become less dependent on their
traditional public subsidies, thus opening up new perspectives for a world trade agreement. The
World Bank, the IMF and others have concluded that rising biofuel production is responsible for a
significant part of the jump in commodity prices. On the other hand, a combined expert meeting at
a major FAO Congress on World Food Security in June 2008 underlined the opportunities that
biofuel production presents for agricultural and rural developments.

It is interesting to note that since the first 
oil price shock in 1973, global commodity 

prices follow by and large the ups and 
downs of the crude oil market price. 
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A spike in global commodity prices started in 2006.
The UN-FAO commodity price index for the first
three months of 2008 stood 53 per cent higher than a
year before.The global food commodity price index of
the IMF jumped between April 2007 and April 2008 by
45 per cent; it includes everything from cereals,
vegetable oils, seafood to bananas. The global price of
maize, a commodity that goes (among other things) into
biofuel production in the US, increased over-
proportionally by 62 per cent; soybeans, the other
feedstock for biofuels, increased even more: 79 per cent.

The impact of these commodity prices on retail food
cost to consumers varies from country to country. For
instance in Germany, the cereal price accounts only for
four per cent of the cost of bread. In the United States
the commodity price accounts on average for 20 per
cent of the retail food cost to consumers. In the
developing countries it tends to be higher.

Biofuels, as far as they are concerned, depend more
directly on the market prices of the input commodities.
For biodiesel from rapeseed it is 64 per cent; bioethanol,
if produced at the current US corn price of
approximately US$4 per bushel, can compete on the
market – leaving alone the subsidies – with a crude oil
price of US$100 per barrel.

Rising food prices and the poor
Following data from the FAO, world cereal production is
expected in 2008 to increase by 2.8 per cent compared
with 2007 (2,180 million tonnes), thus continuing the
slight growth from 2006. (Even accounting for the 30
million tonnes of additional corn going into biofuels, we
will have this year a net 30 million tonne increase of
global cereal harvest for food). Production in Africa will
increase this year by more than seven per cent.The EU
will in 2008 harvest 15 per cent more wheat than the year
before. Despite the rise of global prices, imports of cereals
are also increasing: Africa with a share of 22 per cent of
global import of cereals will import five per cent more
this year, with an import bill 23 per cent up. China and
India are often cited as the main reason for the current
spike in commodity prices: the fact is that their import of
cereals is trending downwards, and has done since 1980.
The United States, the world’s biggest cereal exporter, is
not decreasing its exports despite the higher domestic
consumption of biofuels.

A working document of the FAO finds that one
would expect high cereal prices to reduce consumption
and countries with high levels of under-nourishment
would be of particular concern. However, data have not

shown a decline of the food use of wheat, rice or maize
on a per capita basis. This trend is the same for most
low-income countries, including those with high levels
of undernourishment. Current trends suggest that given
the importance of cereals as a major source of energy
intake in the family, cereal consumption is highly
inelastic to price increases.

The number of hungry people may not be on the
rise, but eradication of chronic hunger falls by the
wayside; and over all, maybe not hunger, but poverty
increases: for more than a billion people in the
developing world, spending power may be reduced by
around 20 per cent.

In the low and lower-middle income countries, the
increase in the cereals import bill threatens
macroeconomic stability, implying a widening of the
current account deficit as a share of GDP by up to three
per cent. Some of these countries could have severe
balance of payment problems. Countries like Eritrea,
Niger, Comoros, Botswana, Haiti, and Liberia are
suffering in particular; they are especially vulnerable as
they import all their petroleum and more than two-
thirds of their grains, while half of the population suffers
from chronic hunger.

Even in Europe, the US, and other OECD countries,
the jump in commodity prices in 2008 has led to a
dramatic increase of the inflation rate and a reduction of
GDP growth.

Reasons behind the price rise of global
agricultural commodities
On the supply side, global production volumes of cereals
have remained stable since 2006, as explained above.
Following the FAO, the sharp increase in 2008 is rather a
short-term reaction to policies applied in some countries
that reduced export availabilities; while many countries
like Japan impose import restrictions on rice (for
instance) of up to 100 per cent, others like Argentina
impose export restrictions on agricultural commodities.

However, global supplies are certainly affected by 
other reasons, too; in particular the gradual reduction of
stocks is to blame. Stock levels have been reduced on
average by 3.4 per cent a year since the mid 1990s.
This reduction has come about in the major exporting
countries through several factors, such as high 
storage costs, lower reserves held by public institutions,
and better information and transport technologies.

China and India are often cited as the main
reason for the current spike in commodity

prices: the fact is that their import of cereals is
trending downwards, and has done since 1980. 
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As a result, and in the absence of buffer supplies,
international markets become tighter, and small price
changes become magnified when unexpected events
occur. Cereal stocks are expected to decline further in
2008 to a 25-year low.There are then spill-over effects
from cereals to other markets, combining with the effects
that originate from the sky-rocketing crude oil markets.

Production costs of commodities have been increased
as a result of higher energy costs, too: the price of some
fertilisers increased by 160 per cent in early 2008; freight
rates doubled in a period of just one year.

Furthermore, the commodity markets with increasing
returns became a magnet for speculators; now the
derivatives markets based on agricultural commodities
(as well as those for crude oil) have increased portfolio
diversification and reduced risk exposure – as long as
global prices continue their upward trend at least.

What then, was the effect of biofuel development on
the commodity price hike in 2007 and 2008?

Modern biofuels in the global agriculture
of today
The crops currently employed for bioethanol
production are sugar cane in Brazil and other tropical
and sub-tropical countries, corn, the preferred crop in
the United States, sugar beat, wheat and barley that are
leading the bioethanol markets in Europe.Vegetable oils
for transport and biodiesel are produced from palm oil
(Malaysia), soya oil (the Americas), and rapeseed oil
(Europe). Rice, sunflowers, potatoes, wine, etc. are not
employed for commercial fuel production.

It is worth mentioning that there is a considerable
international trade for biofuels already.

The question is then, how the increasing amounts of
the commodities that go into biofuels contribute to the
current price hikes on global markets.

A thorough estimate of the impact of US biofuel
production on global foodstuff prices is available from
the US Departments of Agriculture and of Energy: the
US Administration estimates that the IMF global food
commodity price index increased last year by 10 per
cent due to alcohol and biodiesel production.

A good indicator of the impact of biofuel production
on global food prices is the evolution of exports from
the producing countries.

The United States has maintained the level of its corn
exports and even increased it despite the jump of
domestic biofuel production which has tripled over the
last three years.

Sugar export from Brazil is not much affected either,
even though half of the Brazilian sugar production goes
into alcohol for transport covering almost half of the
domestic petrol market.

The global price of oils and fats follows closely the
evolution of the cereals market. But only less than 10 of
global oil production is devoted to biofuels. By far the
most productive crop for oil is palm oil that is mainly
produced in Malaysia and Indonesia: 15 per cent of
Malaysian palm oil is exported as biofuel.

It is important to note that the larger amounts of
feedstocks going into biofuels are entailing the
production of equally large amounts of protein feeds
namely from corn and from rapeseed; this is supposed 
to have a dampening effect on the price of global
protein feeds.

In conclusion, of the cumulative 200 per cent global
price increase for cereals and oils we have witnessed over
the last three years, the production of biofuels, although
increasing rapidly, tends to account for not more than 
10 to 20 percentage points; it is by no means the
dominating factor.

Outlook
Farm production
In the 1980s and 1990s, the ‘rich’ countries dumped huge
farm surpluses on global markets, depressing prices and
return on investment. Developing countries reduced their
spending on the ‘green revolution’; public expenditure on
farming has fallen by half in the last 25 years.

Focus in the future must be on enabling farmers 
to apply sustainable technologies for agricultural
intensification. China and India are progressive in that
respect, as they succeed on a large scale in feeding their
ever-increasing populations from domestic resources:
India feeds 17 per cent of the global population on three
per cent of the world’s farmland.

Generally speaking, the 450 million smallholder
farmers in developing countries must become involved
in a global policy to increase supply. It is more cost-
effective to increase grain yields in Africa from two to
four tonnes per hectare than it is to raise them in
Europe from eight tonnes to 10. In Africa seeds are
scarce, as they are too costly for many farmers; and
fertilisers are on average employed at nine kilogrammes
per hectare compared with 150 kilogrammes in Asia.

In addition, in Russia and Ukraine, crop yields could
be increased by a factor of three, according to the FAO.

How do the increasing amounts
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price hikes on global markets?
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There is also the opportunity now to put arable land
back in production, not only in the EU, where the
common agricultural policy supports a 10 per cent set-
aside regime for all farmland. The FAO found that 
in Afr ica, only 14 per cent of arable land is under
cultivation; for Russia, Ukraine and Kazakhstan at least
13 million hectares could be returned to production.

Biofuel markets in the future
Biofuel markets, as far as they are concerned, are
currently driven by policy measures in the OECD
countries to promote farm income, energy
independence and security, climate change mitigation,
and rural development.This being said, we have also to
take note of some important markets in emerging
economies, such as Brazil and Malaysia, where modern
biofuels compete in the open market without subsidies.

All current biofuels markets are based on the use of
agricultural feedstocks. Cellulosic feedstocks such as
solid residues and woody material are considered
promising for production of ‘second generation’
biofuels, as alternative feedstock to sugar, starch and oils
and fats; they are for instance part of the US strategy as
decided through the Energy Independence and
Security Act of 2007. However, second generation
biofuels are not currently commercially viable and may
not be for years to come. As an FAO expert group put
it, “building policy on technological assumptions that
have not been fulfilled is risky.”

And there are those who believe in alternative
agricultural crops, as for instance sweet sorghum, a fast-
growing plant for sugar, or jatropha oil production in
semi-arid regions.

In general terms, the combined expert group at the
UN Food Summit of June 2008 in Rome identified the
potential opportunities that biofuel production presents
for agricultural and rural development.As, following the
IEA, reliance on fossil energy is not sustainable,
bioenergy, in its various forms, has the potential to
meet, at least in part, growing energy demands, they say.
“Biofuels need to be put in the context of the total
energy mix, including other renewable energy sources
and energy efficiencies.” There is a need to link food
and fuel policies, so as not to compromise food security,
or to deprive poor farmers of potential gains from
biofuel development.

Dr Wolfgang Palz is Chairman of the World Council for
Renewable Energy, based in Bonn, Brussels and Paris. For 20
years, from 1977 to 1997, he was in charge of the R&D
programme for Renewable Energy at the EU Commission in
Brussels, including bio-energy. In 1980, Palz created the
specialised European Biomass Conferences that have become the
biggest worldwide forum on the subject of bio-energy.

The World Council for Renewable Energy (WCRE) is a
global voice for Renewable Energies. Its objectives include
communicating the urgent and global need for renewable energies
and their availability for all energy demands; analysing the
international barriers to renewable energies and preparing
proposals to overcome these; documenting experience of initiatives
and communicating best-practice examples world-wide; and
evaluating the advanced technological opportunities and
applications of renewable energy technologies.

World Council for Renewable Energy (WCRE)
c/o EUROSOLAR e.V.
Kaiser-Friedrich-Str. 11
Bonn 53113
Germany

Phone: +49 (0)228 362373 / 75
Fax: +49 (0)228 361213 / 79
Email: info@wcre.org
Website: www.wcre.org
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It is clearly obvious that the recent oil price volatility –
in a similar manner to other commodities, be it energy,

metals or agricultural products – has led to significant
uncertainties in market behaviour.The price of West Texas
Intermediate (WTI) almost doubled over the year to July
2008, and from the middle of the same month to 20
August it dropped by over US$30.The actual spikes and
falls are easily discernible when reviewing the market over
very short periods of time: for example, in one trading
session in June 2008, the price of WTI jumped by almost
US$11, while over two days in July, it fell by over US$10.

This has all caused much unease, for both oil
producers and consumers.Volatility is not conducive to a
stable and well-functioning market, something all
stakeholders strive for.

It is difficult to compartmentalise the stories behind first
the rise and then the fall in the oil price.The two stories
overlap, and it is impractical to explain one without
touching on the other.What is evident is that there have

been numerous opinions and judgements proffered as to
why the market has witnessed such volatility and taken
the two differing price directions. Suggested reasons for
the lack of stability include geopolitics, the fluctuating
value of the dollar, recent interest rate movements in the
US, financial market speculation in oil, and downstream
tightness. The diversity of views within industry,
government and other specialist circles comes as no
surprise. It reflects the nature of the global body politic
and its interaction with the complexities and dynamics of
the international oil industry – and all this set in the
context of oil’s ubiquitous role in the global economy.
However, it does mean that the facts can sometimes
become lost and misconstrued; it is important that these
are laid out in detail.

Recent supply and demand factors
Over the recent period of price volatility, the results of
every study the OPEC Secretariat and many other
energy institutions have undertaken have shown that the
market is well-supplied with crude, and that supply and
demand fundamentals are sound. In fact, the current
patterns of supply and demand could be viewed as being
similar to that of previous years, when price volatility
was not a market participant. Today, does the market
have sufficient crude? Yes it does. Do stock levels remain
comfortable? Yes they do. Is supply higher than demand?
Yes it is. Is output being expanded? Yes it is. Are the
necessary investments being made? Yes they are.Will this
result in an increase in spare capacity? Yes it will.

Understanding
the recent oil
price volatility Abdalla Salem El-Badri

Secretary General, Organization
of the Petroleum Exporting

Countries (OPEC)

Recent media reports and analyses have focused on the effects of high energy and food prices on
the global economy – and particularly the populations of poor developing countries – and how

these two developments will impact the quest for the achievement of the Millennium Development
Goals. These are of course two issues of central concern to the Commonwealth, most of whose
members, like all OPEC member countries, are developing nations. From the perspective of recent
oil prices, it is important to put forward a number of pertinent questions. Firstly, what was actually
behind the much-discussed spiralling oil price rises and the associated volatility? Secondly, why have
prices retreated significantly since mid-July 2008? And finally, does this signify a substantive and
lasting change in the oil market’s behaviour? These questions form the basis of this article, in which
the author highlights the main drivers of the oil market in recent times, and offers views on how the
industry and all stakeholders could work to bring about stability.

The results of every study the OPEC Secretariat
and many other energy institutions have

undertaken have shown that the market is 
well-supplied with crude, and that supply 

and demand fundamentals are sound. 
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Indeed, these realities have been borne out in the
recent sharp fall in oil price as the market has placed
more credence on ‘actual’ supply and demand
fundamentals.The importance of placing more emphasis
on these has been voiced by OPEC for some time.What
it underscores is the fact that the market has been, and
continues to be, healthy and well balanced in terms of
supply and demand.

Looking ahead to the next year or so, the consensus is
for supply and demand fundamentals to maintain this
trend. On the demand side, the US subprime mortgage
crisis and its associated impacts, and a slowing world
economy, have helped dampen oil demand growth in
many regions. In 2009, world oil demand growth is
forecast to be 0.9 million barrels a day (mb/d), the
slowest pace since 2002, and there is significant potential
for a sharp build in crude oil inventories. The major
demand reductions are expected in OECD countries,
with positive growth in non-OECD countries partially
offsetting some of this decline. Nevertheless, tighter
monetary policies put in place to fight inflationary
pressures and the reduction of fuel subsidies by several
Asian countries – such as India, Malaysia and more
recently China – is likely to result in some slowing in oil
demand growth in non-OECD countries.

The medium range
In the medium and longer term, US Corporate Average
Fuel Economy (CAFE) standards and ethanol mandates,
the European Union’s climate change and renewable
objectives, as well as the much talked about changes in
driving habits, have the potential to further reduce
estimates for future global oil demand. The potential
demand implications of a number of consumer policies
are covered in some detail in the 2008 OPEC World Oil
Outlook, which can be found on www.opec.org.

While demand growth has slowed, the performance of
non-OPEC supply has begun to improve. Following a
period of downward revisions, recent data shows non-
OPEC supply growth lending support to the yearly
forecast of a rise of 580,000 b/d in 2008.This emerging
upward trend is expected to continue into 2009, with
the current forecast expecting an increase of 950,000
b/d. In the medium term, total non-OPEC supply is
expected to rise from 49.4 mb/d in 2007 to 55.1 mb/d
in 2012.

From the perspective of OPEC, despite market
fundamentals indicating little need for additional crude,
some OPEC members have increased production. In
July, OPEC output reached 32.64 mb/d, representing an
increase of 780,000 b/d since April. With current
production, OPEC is now producing well above the
demand for its crude.

The outlook for new OPEC capacity in the coming
years is also healthy, despite the expectancy that there will
be a lower call on OPEC crude supply levels in 2012,
compared to 2007.There are more than 120 upstream
development projects under way in OPEC member
countries, with over US$160 billion in cumulative

investment to 2012, to add net capacity of around five
mb/d from 2007 levels. Moreover, the quality of crude
from these new projects is overwhelmingly medium to
light, compatible with a growth in demand expected to
be driven mostly by transport fuels. Production capacity
of OPEC natural gas liquids and gas-to-liquids (GTLs)
will also be expanded significantly, by close to two mb/d,
to reach 6.6 mb/d by 2012.

In the long view
Looking more long-term, the world has plenty of oil.The
end of oil has been talked about since the very beginning
of the oil age, more than 100 years ago. However, it has
never come to pass, and since the early 1980s, ultimately
recoverable reserves of conventional oil worldwide have
doubled and the figure continues to rise.Technology has
resulted in new discoveries, increased recovery rates and
improved efficiency.Today, we are also seeing the vast
potential for the expansion of non-conventional sources
of oil, such as oil sands, GTLs and coal-to-liquids.

There has also been much talk about biofuels.While
no one doubts that biofuels will play some role in the
supply of liquids, there is an increasing realisation that
they also create much greater competition for land,
water and food. They are part of both the food and
energy price debates. What is clear is that diversity is
important; but sustainability is paramount.

Downstream effects
That is not to say that the oil industry is without
challenges. But availability is not the issue, it is more
about deliverability. In this regard, rising costs and the
shortage of a well-trained and experienced workforce
are obviously worries. And moving from the upstream
along the energy value chain leads to the downstream,
where refining capacity is stretched in many regions of
the world. This is visible in the increasingly stringent
product specifications, the mismatch between the
product demand pattern – particularly the requirement
for middle distillates – and the refinery configuration,
and the shortage of complex conversion capacity to
process heavy sour crudes.

These obviously need to be addressed, but these types
of challenges are not uncommon for the oil industry and
similar ones have been dealt with in the past without the
industry running into the price volatility it has witnessed
over the past couple of years.

Recent data shows non-OPEC supply growth
lending support to the yearly forecast of a rise
of 580,000 b/d in 2008. This emerging upward

trend is expected to continue into 2009.
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Other market elements
It is evident the market has been, and continues to be,
more than adequately supplied, and the signs point to
this being maintained in the future. Furthermore, all the
indicators point to spare capacity growing. As already
expressed, this is now being increasingly recognised by
the market, but on the other side, this underlines that
when looking at the previous upward price trend and
the associated volatility, clearly elements other than
supply and demand fundamentals have been at play.

One particular focus has been on the value of the US
dollar in relation to other currencies. The dollar’s
weakness through much of 2007 and in the first half of
2008 – although it has strengthened of late – led to an
expansionary monetary policy in the US, where
significantly lower interest rates were swiftly brought on
board. All this placed much downward pressure on the
dollar and increased the attractiveness of investment in
commodity futures – including oil.

The dollar weakness and the related developments in
turn fed into a sector that has in recent years witnessed
dramatic growth: the sector of the regulated oil futures
and unregulated over-the-counter (OTC) markets,
where the trade in ‘paper barrels’ exists. It is the home of
the oil market speculators.

The emergence of oil as an asset class has seen the ratio
of paper barrels traded on the NYMEX to the physical
barrels actually supplied increase exponentially over the
last four years. In 2003, for each physical barrel, six paper
barrels were traded; that ratio earlier in 2008 had risen to
more than 1:18 – three times as high.And these ratios are
even higher if the London and Singapore futures
exchanges, the unregulated Atlanta-based Intercontinental
Exchange, as well as OTC transactions, index trading and
derivatives products are taken into account.

In parallel, it has also led to a major expansion in the
amounts of money being placed by large financial
institutions, hedge funds, and other investors into
commodities markets to try to benefit from price changes
or hedge against them.These new forms of investment
asset get their reward from the price performance of oil
futures rather than the traditional form of capital
expenditure in oil exploration and production.

It is investment from outside the producers and
consumers of these commodities, yet it is apparent that
the impact is very much the same (see box above).

There are also geopolitical factors.These have affected
crude price levels in the past and are expected to

continue to do so, but the degree of influence often
depends on the prevailing market conditions. If the
market is beset by nervousness and speculation,
geopolitical events can lead to significant price jumps,
despite the fact that there is no shortage of physical
supply. In this type of event, speculators that had been
betting on the market easing are also often forced to
cover their losses by switching to long positions, which
can push prices even higher.

What this underscores is the reality that the major
factors that lie behind the most recent price rises and
volatility are beyond the traditional remit of the
petroleum industry. The global financial sector is now
having a greater say in the global oil market.

The reasons why?
So what can be learnt from all this? It is important to
review the questions asked at the beginning. One
perceptible effect (or lack of it) is that supply and
demand fundamentals changed very little when the
price went up, and when the price reversed and went
down. Some parties have suggested that the price rises
and volatility were down to a misalignment of supply
and demand, but that flies in the face of reason. The
evidence points to fundamentals remaining healthy
throughout this volatile period.

This has become increasingly clear during the recent
fall in the oil price.Yes, the strengthening US dollar and
easing geopolitical tensions have helped, but a more
appreciative understanding of actual supply and demand
fundamentals has played a significant role too. And in
turn, what this has underlined is the fact that the main
driving force behind the upward price trend and the
related volatility was the tremendous speculative activity.

There are more than 120 upstream
development projects under way in OPEC

member countries, with over US$160 billion in
cumulative investment to 2012, to add net

capacity of around 5 mb/d from 2007 levels.

The real effects of speculation

The additional demand for a barrel resulting from the
purchase of a futures contract by a speculator is just as real as
the demand for a barrel that results from the purchase of a
futures contract by a traditional market participant.

This has meant that with oil being increasingly leveraged as a
financial asset, the market has been more exposed and
beholden to financial macroeconomic disturbances and
shocks, such as fluctuating interest rates.

It is unmistakable that the significant expansion in the trade
in paper barrels coincided with the upward price trend. In fact,
research carried out by the OPEC Secretariat shows a clear
relationship between the increases in money flows into crude
oil futures since 2003 and the price. In particular there is
evidence that movements and changes in speculative
positions have led to price movements.

Part of this has been speculation about short-, medium- and
long-term tightness in supply. This has supported prices and
money flows, specifically in long-dated futures and option
contracts. However, as already underlined, there is more than
enough oil in the market today, the medium-term oil market
projection indicates that demand is likely to expand at a
moderate rate, with spare capacity growing, and in the long-
term, there is undoubtedly enough oil to meet the world’s
needs for the foreseeable future.



In fact, the unprecedented worldwide growth in the
electronic trading of futures and options in oil and other
commodities has led a number of major industrialised
consuming countries to believe that some action needs
to be taken to further regulate how these markets and
exchanges function.This can be viewed in a number of
recent measures. Most recently, a proposed legislation 
in the US wants the Commodity Futures Trading
Commission to be empowered to review trading
practices of institutional investors and impose limits on
how much those investors can hold in a given market.
More transparency and regulation is certainly required
to make sure the oil, as well as other commodity
markets, are not laden by excessive speculation.The role
of rash speculators needs to be diminished.

The final thought concerns whether there has been 
a substantive and lasting change in the oil market’s
behaviour. Does the price fall signify an end to the
intensive period of volatility and upward price spiralling
that began just over a year ago? Is there a new chapter
on the horizon? These are not easy questions to answer
as none of us has a crystal ball, but what is critical is that
the industry charts a course where supply and demand
fundamentals play a much greater role, which will lead
to a market with more predictable price behaviour.This
will also help provide a more stable environment in
which investments and expansion flourish, economies
witness stable growth, and where better access to
reliable, affordable, economically viable, socially
acceptable and environmentally-sound energy services
help make energy poverty a thing of the past.

Abdalla Salem El-Badri is Secretary General of OPEC. He
was President of the OPEC Conference in 1994 and 1996-
97. In his native Libya, he has, among other roles, been Minister
of Petroleum, Chairman of the National Oil Company and
Deputy Prime Minister.

Organization of the Petroleum Exporting Countries’
(OPEC) mission is to co-ordinate and unify the petroleum
policies of member countries and ensure the stabilisation of oil
markets in order to secure an efficient, economic and regular supply
of petroleum to consumers, a steady income to producers and a fair
return on capital to those investing in the petroleum industry.

Organization of the Petroleum Exporting Countries
Obere Donaustrasse 93,A-1020 Vienna
Austria

Website: www.opec.org

The main driving force behind the 
upward price trend and the related volatility 

was the tremendous speculative activity. 
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Prices of oil and food have risen dramatically in
recent years. Oil prices rose from US$30 a barrel in

early 2003 to about US$140 by the end of June 2008.
Food prices only started soaring in 2006, but by June
2008, global prices of maize, rice, and wheat, had more
than doubled. The combination of high oil and food
prices poses a serious challenge to food security,
economic stability and growth of SIDS because they are
mostly food and oil importers.The price surges are also
likely to accentuate existing vulnerabilities due to
narrow natural resource base, long distance to major
international markets, erosion of preferential trade
arrangements, natural hazards and climate change.

Factors driving current oil and food price
increases
Recent studies and reports suggest that structural
changes as well as short-run cyclical factors have jointly
contributed to the recent rise in food prices. Underlying
structural factors include rapid economic growth in
developing countries which has led to growing food
demand and a dietary shift from cereals to more animal
protein; declining global stocks of food grains due to
reduced investments in agricultural research in the 1980s
and 1990s and changes in buffer stock policies in the US
and EU; growth in biofuels programmes in the US and
EU, with subsidies and mandates, leading to greater use
of maize and vegetable oils for biofuels. In addition, the

crisis has been intensified by cyclical factors such as the
depreciation of the US dollar and weather and crop
disease shocks, and by restrictive trade policies of key
exporters and importers.

In the oil market, higher crude oil prices have resulted
due to sluggish supply response to robust demand
growth, particularly from emerging and developing
economies. This has also stimulated the demand for
biofuels. Although some studies conclude that rising oil
prices have helped to push up food prices because of
increases in the price of inputs (such as fertiliser, diesel
and other agrochemicals) and transport costs, it is clear
that the long-term impacts of the oil price rises are yet
to be felt as those impacts occur with a time lag.
Forecasts for the next decade predict that while food
prices will not r ise much more than what we are
witnessing now, they are also unlikely to fall significantly
– signalling the end of the cheap food era.

Responding to soaring 
oil and food prices:
options for agriculture 
in Small Island 
Developing States

Timothy O.Williams
Special Advisory Services Division,

Commonwealth Secretariat

Recent surges in oil and food prices have brought into sharp relief the food security,
socioeconomic, and sustainable agricultural development challenges facing Small Island

Developing States (SIDS). On top of existing vulnerabilities due to remoteness, smallness, natural
hazards and climate change, these states which are mostly food and oil importers – now also face
risks of inflation, adverse balance of payments, increased budget deficits and reduced economic
growth. These adverse effects threaten to reverse critical gains made toward reducing poverty and
hunger and attainment of other Millennium Development Goals. With agriculture and fisheries
being the economic bedrock of the majority of SIDS, the challenge before decision-makers is to
craft policy responses to deal with the immediate social and economic effects created by rising
prices without jeopardising long-term agricultural productivity growth on which future food
security and prosperity depends. This article traces the causes of the current price crisis and
examines its impacts on SIDS in the Caribbean and Pacific areas, and discusses policy options to
avoid damaging effects while promoting long-term agricultural growth.

Rapid economic growth in developing 
countries has led to growing food 

demand and a dietary shift from cereals 
to more animal protein.
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Vulnerability to oil and food price shocks
Small Island Developing States (SIDS) are particularly
vulnerable to the recent price surges because they are
mostly net importers of both food grains and petroleum
products. SIDS people obtain about a third of their
calorie intake from cereals that are mostly imported (see
Table 1). In all countries except the oil producing states
of Belize,Trinidad and Tobago and Papua New Guinea,

all petroleum products used domestically are entirely
imported. The rising import bill, relative to foreign
exchange reserves, threatens macroeconomic stability and
overall economic growth. In addition, in many of these

states inflation has increased. Even though the proportion
of undernourished people in the population of SIDS is
low, the relatively large share of household budget spent
on food (about 40-70 per cent) suggests that more
people are likely to become undernourished and may
slip into poverty as a result of the price increases. Indeed,
the Asian Development Bank estimates that if high world
prices cut real income for poorer households by as much
as 10 per cent, then 1.4 million Pacific Islanders will slip
below the poverty line by the end of 2008.

The links between agriculture and tourism need to be strengthened.

Table 1. Vulnerability Indicators.

Country Proportion of Dependence on Gross Reserves Fiscal vulnerability Average annual Food expend. % under-
calories obtained cereal imports (2008, in index rate of inflation (% total) nourished
from cereals (%) (%) months of 1= Higher 2008 (%)

imports) vulnerability

Antigua & 28 100 3.0
Barbuda

Bahamas 27 100 2.5 2.4 7

Barbados 29 100 3.7 3.6 < 2.5

Belize 35 35 4.0 1 2.8 59.3 5

Dominica 24 100 4.0 2 2.2 57.2 8

Grenada 3.8 1 5.0 56.9

Guyana 46 18 2.8 3 6.2 65.8 9

Jamaica 34 100 4.1 1 19.0 42.2 10

St Kitts & Nevis 24 100 2.5 11

St Lucia 28 100 3.4 5

St Vincent & 38 97 4.1 12
Grenadines

Trinidad & 36 98 9.6 7.3 11
Tobago

Fiji 40 94 2.9 2 3.0 64.2 4

Papua New 5.2 5.0 52.3
Guinea

Samoa 21 100 2.5 3 5.5 63.3 4

Solomon Islands 35 93 0 1 7.3 68.3 20

Vanuatu 31 95 8.7 2 3.2 12
1) SIDS that do not have pertinent data are left out. 2) Proportion of calories obtained from cereals: FAO Statistical Yearbook 2005/06. Data refer to 2001-2003. 3) Dependence on imports: Computed as
the ratio of imports of cereals to the sum of domestic cereal production and imports. FAO Statistical Yearbook 2005/06. Data refer to 2001-2003. 4) Gross officials reserves in months of imports of goods
and sevices: IMF Country Reports. 5) Fiscal Vulnerability Index: Based on World Bank Country Policy and Institutional Assessments (CPIA). 6) Inflation, projected average annual change in consumer prices:
IMF World Economic Outlook Database. 7) Food expenditure share: Headey and Fan (2008). 8) Percent undernourished: FAO Statistical Yearbook 2005/06. Data refer to 2001-2003.

Even though the proportion of 
undernourished people in the population 
of SIDS is low, the relatively large share of

household budget spent on food (about 40-70
per cent) suggests that more people are likely 
to become undernourished and may slip into

poverty as a result of the price increases. 
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There is, however, a silver lining in that many of the
factors driving up the price of cereals are driving up
prices of cocoa, coffee, palm oil, copra and copra oil
exported by SIDS. Furthermore, the high prices of
wheat and rice may force households to consume more
local staples (dasheen, sweet potatoes, yam, taro, cassava).
The rise in demand for these will raise their prices and
benefit producers, but will add extra cost to the
household budget of net food buyers. Herein lies the
challenge facing policy-makers.The challenge is how to
protect poor consumers from rising prices while
permitting higher prices to be transmitted to farmers to
spur increases in food supply and agricultural
productivity.

Responding to high oil and food prices
There are immediate and medium- to long-term
challenges arising from the current commodity price
increases. In the immediate term, the priority is to take
explicit action to mitigate the adverse effects on poor
households.This will involve emergency food assistance,
nutrition interventions for children (eg. school feeding
programmes) and expansion of social safety nets which
are made more accessible. These social programmes
already exist in Caribbean SIDS and only need to be
reformed. Price monitoring (rather than price controls)
complemented by targeted transfers to those in need
would also be appropriate.

In the medium to longer term, the key challenge in
the context of SIDS is to implement policies to
accelerate agricultural transformation and diversification
in order to assure long-term food security, improve
farmers’ incomes and the contribution of the

agricultural sector to overall economic growth. In this
regard, governments must permit higher food prices to
be transmitted to farmers to encourage them to
undertake land and water management improvements,
and use inputs such as improved seeds and fertiliser to
boost agricultural supply. For small-scale farmers who
would not ordinarily use such agricultural inputs, policy
responses will include ‘market-smart and agronomically
intelligent targeted subsidies’.These subsidies should be
time-bound and be part of an overall package of actions
that include investment in extension and research.Too
often in SIDS, as elsewhere in developing countries,
government preoccupation has been with satisfying
urban consumers at the expense of farmers. But unless
incentives are provided to farmers, the expected supply
response will not materialise.

Investments in agricultural research and extension,
rural infrastructure and market access (irrigation, roads,
transport etc.), rural financial markets, food safety and
quality control laboratories etc. will allow the agricultural
sector to take advantage of rising food prices and
contribute to foreign exchange earnings through exports.
SIDS are generally characterised by poor transport
systems; this deficiency must be rectified to boost trade
and agricultural growth. For SIDS, biofuels (bioethanol
and biodiesel) offer some genuine development
opportunities. Jamaica already has an on-going biofuels
programme producing ethanol from sugarcane. Under
the Caribbean Basin Initiative, limited exports of ethanol
from Caribbean SIDS are permitted duty-free access to
the US. In the Pacific SIDS, biodiesel based on vegetable
oils produced in the region (e.g. palm oil and copra oil)

Land use can be planned to support several different enterprises.

Product branding signifies uniqueness and is a mark of quality.

Too often in SIDS, as elsewhere in
developing countries, government

preoccupation has been with 
satisfying urban consumers 
at the expense of farmers.

Before embarking on biofuels production, 
it is important that countries develop biofuel
strategies that are well integrated with other
relevant policies including food security and

poverty reduction strategies. 



may be a more feasible option. Whichever feedstocks are
used, before embarking on biofuels production, it is
important that countries develop biofuel strategies that
are well integrated with other relevant policies including
food security and poverty reduction strategies. A
thorough economic cost-benefit analysis complemented
with environmental and social risks evaluation will also
be appropriate. Benefits will outweigh costs if countries
invest in biofuels feedstocks that result in less land
competition with staples, in those that can be cultivated
on marginal lands and in those that generate growth
linkages in the wider economy.

Governments must create incentives to stimulate
private sector investment in agribusiness across the entire
value chain from farm gate to the market. SIDS need to
move from export of raw materials to higher value
semi-processed products. Agroprocessing, distribution,
logistics and transport systems can all be operated by
small and medium-sized enterprises (SMEs). Promoting
strong linkages between tourism and agriculture can
result in a win-win situation. But this potential, which
requires public-private partnership, has not been fully
exploited in SIDS. Investment in food safety and quality
control systems and marketing tools, including branding,
will enhance access of farmers to higher value, lucrative
markets such as hotels, restaurants and supermarkets
patronized by tourists and high-income earners. On the
international trade front, SIDS must continue to lobby
for better access conditions to markets in the US, EU
and elsewhere.

Risk Management 
Because SIDS are especially vulnerable to the risks
associated with climate change, policy-makers must 
take agriculture and food security into account 
when developing climate change national action 
plans. Simultaneously, innovative market-based risk
management instruments, such as warehouse receipts
and weather-based insurance products, will be needed 
to reduce farmer exposure to commodity price and
weather-related risks.

What can the Commonwealth Secretariat
do to help?
The Commonwealth Secretariat stands ready to provide
technical assistance to SIDS in designing and
implementing appropriate strategies to improve
agricultural productivity and trade. In the past, assistance
in developing a conducive economic environment to
encourage SMEs and public-private partnerships in
agribusiness as well as capacity building for producers to
meet food safety standards have been provided to SIDS.
Assistance in these and other areas will continue to be
provided in future.

Policy advice and analysis of various agricultural trade
and development options  will also continue to be offered.

Dr Tim Williams is an agricultural economist with over 25
years experience in small and medium enterprise (SME)
development, policy analysis and policy advisory work. He
currently heads the Enterprise and Agriculture Section (EAS) at
the Commonwealth Secretariat. His professional work has
focused on assisting governments in developing countries to
develop policies to make markets work better for smallholder
farmers and to address the challenges that SMEs face in setting
up competitive farm and non-farm businesses. Prior to joining
the Commonwealth Secretariat, he was Research Team Leader
and Regional Representative (West Africa) of the International
Livestock Research Institute (ILRI), one of the 15 centres of the
Consultative Group on International Agricultural Research
(CGIAR). He earned a doctorate degree in agricultural
economics from Oxford University, United Kingdom, and he
was a past recipient of the Rockefeller Foundation Social Science
Research Fellowship and Robert S McNamara Fellowship.

The Commonwealth is an association of 53 independent
states consulting and cooperating in the common interests of their
peoples and in the promotion of international understanding.
The Commonwealth Secretariat, established in 1965, is the
main intergovernmental agency of the Commonwealth,
facilitating consultation and cooperation among member
governments and countries.
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In 2006, the Food Price Index of the UN Food and
Agriculture Organisation (FAO) rose by 8 per cent,

and by a further 24 per cent in 2007. In the first months
of 2008, the index average was 54 per cent higher than
for the same period in 2007. Over the same period, the
price of vegetable oils rose by 97 per cent, grains by 87
per cent, dairy products by 58 per cent and rice by 46
per cent. Sugar and meat prices also rose, but to a lesser
extent. In addition, there was much greater and more
protracted price volatility than in the past. The World
Bank estimated that high prices have pushed some 100
million people into poverty during the last two years.

A negative balance of payments places 
a heavy burden on developing countries, 

as higher food and energy prices compound
existing problems of undernourishment 

and further reduce funds available 
for essential investments. 

Deepening poverty and hunger
Large increases in food and fuel prices have threatened
macroeconomic stability and growth, especially in low-
income, net importing countries which already face a
high incidence of poverty and chronic hunger.The total
cost of food imports for developing countries was
US$254 billion in 2007, some 33 per cent higher than
2006, which was already 13 per cent higher than 2005,
and more than double the cost in 2000. Low-Income
Food-Deficit Countries were expected to face cereal
import costs in 2007/08 that were 56 per cent higher
than the previous marketing year, with Africa
particularly affected. In some poor countries, increased

food import costs have led to a substantial deterioration
in their current accounts, sometimes by more than 3 per
cent of GDP. A negative balance of payments places a
heavy burden on developing countries, as higher food
and energy prices compound existing problems of
undernourishment and further reduce funds available for
essential investments.

Food insecurity
Soaring food prices have aggravated food insecurity and
malnutrition across the world.They have deepened the
already unacceptable level of food deprivation suffered
by 854 million people, and risked adding many more
millions to their numbers.The impact of domestic food
inflation on food security in developing countries,
where food represents over half of consumer spending
and as much as 70 to 80 per cent of expenditure by low-
income families, has been severe.The impact of soaring
food prices on households depends crucially on whether
they are net buyers or sellers of food.The indications we
have are that only 23 per cent of all households, and 31
per cent of rural households, are net food sellers, leading
to the conclusion that the majority of the poor stand to
lose from rising prices.

Increased prices can obviously raise incomes for net
sellers, both at household and country level, but for this
to happen price rises must be allowed to reach
producers, who must also have confidence that high
prices will continue in the medium term. Current high
prices should therefore trigger a spontaneous growth in
world food production, in both developed and
developing countries, and provide a unique opportunity
to re-launch agricultural investment, and increase
agricultural productivity and food production in general
in developing countries. The risk, however, is that this

Resolving food
crises today and
tomorrow Jacques Diouf

Director-General, United Nations Food
and Agriculture Organization (UN FAO)

The world has recently experienced a dramatic increase in food prices. In the first three months
of 2008, international prices of all major food commodities reached their highest point in real

terms in nearly 30 years. Projections suggested that prices were likely to remain relatively high for
the next decade, and that this will affect most developing country markets, including those of
Commonwealth countries.The indications are that a structural change has occurred in agricultural
commodity markets and that the era of cheap food is substantially over.
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stimulus will be dampened if governments adopt policies
that lower prices in order to protect consumers from
hunger and malnutrition. Rising energy and input prices
will also dampen production responses, if higher
farmgate prices do not compensate for them, or if
marketing infrastructural problems prevent the price
transmission to producers.

Combined factors
A number of factors have combined to boost prices.
They include:

• Supply scarcity, with adverse weather causing
production falls in cereals in some major exporting
countries in 2005 and 2006

• Food stocks decline, with cereals demand outstripping
production for seven of the last eight years due to
increased demand by a growing world population and
a rise in average disposable income levels

• High energy prices, which tripled between 2003 and
2008, contributing to increases in the cost of
agricultural inputs, particularly fertilisers.

But the principal new factor behind surging food
prices has been the expanding use of agricultural
commodities for the production of liquid biofuels.
Increased plantings of some crops for biofuel has led to a
reduction of other crops whose prices have
consequently increased. In 2007/08 more than 100
million tonnes of maize was used to process into ethanol
– five times more than in 2000/2001.

The principal new factor behind 
surging food prices has been the expanding 

use of agricultural commodities for the
production of liquid biofuels. 

New drivers
Bioenergy, together with climate change and variability,
is among the new drivers of change and these are likely
to become increasingly important in the future.
Although analysts attribute different levels of impacts to
these new influences on food prices, the current multi-
year drought in wheat-producing countries may become
persistent because of climate change. Again, higher
energy prices and the conversion of agricultural
resources to energy production is bound to be reflected
in food prices. What is being observed today is the
globalisation of vulnerability; food security policies can
no longer be devised without reference to the climate,
energy and food nexus.

The current food crisis has heightened uncertainties
and vulnerabilities, particularly new vulnerabilities in
food security, which are likely to continue.Today’s crisis
is a warning sign and despite adequate overall global
food production, there are likely to be further crises.

Projections on the effects of climate change
ineluctably point to the need to adapt to rapidly

changing conditions, in a situation of more frequent
production crises and long-term declines in food
production capacity. The costs of petroleum products
and energy also will not return to earlier levels, which
will have a strong knock-on effect for agricultural
commodity prices.

Long-term measures
The implication is that immediate, medium- and long-
term measures are required to resolve the food crisis
facing us now, as well as to prevent or mitigate the crises
awaiting us in the future.The challenges are daunting,
but the price of failure will be an increase in poverty
and hunger, a reversal of hard-won gains in nutrition,
health, education and social protection, and further
social unrest.

In the short term, the priority is to ensure the success
of the 2008 harvests in vulnerable countries by helping
farmers access essential inputs such as seeds and
fertilisers, as FAO has proposed with its Soaring Food
Prices Initiative (SFPI), awaiting some US$1.7 billion of
financing from donors.

What is being observed today is the 
globalisation of vulnerability.

Also needed are protection systems targeted on the
neediest. Safety nets and social protection save lives,
strengthen livelihoods, reduce malnutrition and promote
longer-term development. For rural households, a
combination of traditional transfers (social safety nets)
and smallholder-oriented policies (productive safety nets
or social protection through agricultural investment)
should be put in place in ways that do not impede the
formation of a private marketing sector by driving out
nascent, indigenous and private sector input suppliers.

Trade barriers
Again, at policy level, it is urgent to reverse the trade
restrictions adopted by a number of importing and
exporting countries in response to high prices and food
scarcity. Such interventions are easy to implement and
may provide immediate relief to consumers.They may
also be effective in preventing potential social and
political unrest. But they are not sustainable, and risk
reducing the incentive for farmers to expand
production. In a number of exporting countries
applying export controls, farmers have in fact reduced
cereal planting in the face of low domestic prices
coupled with high prices for inputs such as fuel, seeds
and fertilisers.

High food prices, however, present not only threats
but also provide opportunities. A twin-track approach
was proposed by FAO, the International Fund for
Agr icultural Development (IFAD) and the World
Food Programme (WFP) in 2002 on the occasion of
the Monterrey Conference on Financing for
Development and the World Food Summit: Five Years
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Later.This initiative addresses the need for actions that
protect the welfare of the poorest and hungriest by
providing direct support on an emergency basis while
at the same time allotting public resources and
designing policies to stimulate investments and a
supply response in the food sector.

The Doha Round 
A powerful stimulus to the maintainance of global food
security would be the achievement of reform in global
farm trade in the Doha Round of WTO negotiations.
The importance of the progressive, equitable
liberalisation of agricultural markets cannot be
overstated. A related issue is that of reducing current
trade barriers on the biofuels trade. Current barriers not
only drive up the cost of biofuels, they limit potential
opportunities for rural development in tropical countries
that have a comparative advantage in the production of
biofuel feedstocks. International co-operation and policy
guidelines for an international response to biofuel
development can ensure the responsible and sustainable
use of resources in agriculture.

Achieving greater resilience in the food sector requires
investments today in order to face shocks tomorrow.The
initial effects of climate change and variabilities such as
weather extremes are already upon us.There is no place
for complacency on the assumption that these effects
will not become pronounced until the second half of
the century.

Demand for food will continue to increase with
population growth, and will shift towards more energy-
ntense consumption patterns, as incomes rise. Even
though the impact of food demand may be mitigated 
by policies encouraging less wasteful consumption,
agriculture and food production systems will have to
become more efficient.

Diminishing resources
Today’s global food system is predicated on the
availability of cheap, readily available energy and of
natural resources, namely water and land for which
scarcity has become a pressing issue. Land for expansion
is becoming scarcer with growing urbanisation and the
expansion of protected land areas that provide ecological
services and mitigate climate change.Water shortage will
increasingly limit future agricultural development and
freshwater fish production.

In the short term, current technologies can support
agriculture and aquaculture intensification, but it is
increasingly clear that they may not be sustainable in the
longer term.They already are having significant negative
environmental effects that are eroding the basis for
future farming, not to mention their carbon footprint.
Above all, the cost of environmentally damaging
externalities associated with food production, processing
and transport is not built into either agricultural inputs
or consumer prices, and contributes to distorted price
formation.

Tomorrow’s agriculture
International and national responses to the immediate
food price crisis must be accompanied by research and
development investments, including effective extension
services, to put agriculture, forestry and fisheries onto 
a more resilient basis in the face of future shocks.
Immediate action is needed, because of the expected
speed of climate change, competitive use of resources
and the gravity of related impacts on food security.
Integrated planning and management of natural
resources and agroecological research will be crucial to
improve technical and economic resilience of food
systems and to optimise the use of land, water and
biodiversity.

Dr Jacques Diouf is currently on his third term of office as
Director-General of the United Nations Food and Agriculture
Organization (FAO), which he has headed since 1994. Before
joining FAO he served as Senegal’s Ambassador to the United
Nations and as Secretary-General of the Central Bank for West
African States.

The Food and Agriculture Organization (FAO) of the
United Nations leads international efforts to defeat hunger.
Serving both developed and developing countries, FAO acts as a
neutral forum where all nations meet as equals to negotiate
agreements and debate policy. FAO is also a source of knowledge
and information.

United Nations Food and Agriculture Organization
Viale delle Terme di Caracalla, 00100 Rome
Italy
Tel: +39 06 570 53625 Fax: +39 06 570 53152
Email: fao-hq@fao.org Website: www.fao.org

An agricultural renaissance 

For the first time in 25 years, the fundamental economic
incentive of higher prices can stimulate the agricultural sector.
The food crisis provides an opportunity to relaunch food and
agriculture and to promote a long awaited, sustainable
‘agricultural renaissance’ capable of increasing productivity,
generating rural income and adapting to new pressures and
vulnerabilities.

In the medium term, programmes are needed to enable
producers, especially smallholders in developing countries, to
expand and market their production. Their access to natural
resources such as land and water, to infrastructure such as roads
and storage facilities, to biological resources such as seeds and
livestock, and to services such as micro-credit must be enhanced,
in addition to non-agricultural sources of income. Furthermore,
payments for environmental services, such as for carbon
sequestration or biodiversity conservation, have the potential to
provide additional income sources, if properly designed.

Significant and sustained investments are also needed in long-
neglected areas such as research, extension and agricultural
infrastructure, along with credit and risk management
instruments. These initiatives will need to consider the
challenges of climate change and variability, and the increased
demand for biofuel feedstocks.
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The rapid economic decline of the 1970s and 1980s
has been reversed or stopped in a number of

African countries, heralding significant progress over the
last 10 years. In many cases, one has to go back to the
sixties to witness similar levels of performance.Yet the
challenges facing Africa, in terms of recovering from the
nearly two and a half decades of economic stagnation
and agricultural sector decline, remain significant. On
average, African countries have made progress towards
the Millennium Development Goal covering poverty
and nutrition, but not enough for a large number among
them to meet the goals. By 2015, the share of
malnourished children will decline, but the absolute
number is bound to increase. Moreover, the large
majority of the ultra-poor (earning less than US$0.50 a
day) will live among African countries.

Agriculture for pro-poor growth and
food security
The unprecedented growth performance of the
agricultural sector over the last 10 years indicates that

the required changes to significantly reduce poverty and
eliminate malnutrition should be within reach for many
African countries. Recent IFPRI projections indicate, in
fact, that African countries could achieve significant
progress towards poverty reduction and food and
nutrition security over the next 15-20 years by targeting
policies and investment strategies in two main areas:

• Raising the average growth rate of crop yields by 50
per cent

• Accelerating overall GDP growth rates to the range of
6.5 to 8.0 per cent.

Spending on agricultural research and development
and investment in rural roads and communications are
among the most effective types of investment for
promoting growth and reducing poverty in developing
countries.

Staple crops, which are mainly produced by
smallholders in Afr ica, are particularly effective in
poverty reduction and in generating growth linkages
with the rest of the economy. IFPRI research shows
that doubling staples production in Afr ica would
significantly increase food security and lift 100 million
people out of poverty. In addition, it would facilitate
broader growth through new opportunities for
increasing exports and processing agricultural products.
With stronger geographical and cross-sectoral linkages
along the whole value chain, agriculture should
embrace the entire chain of food and agriculture related
inputs and outputs – from natural resources to
production, to markets, to processing, to retailing and to
consumption, nutrition, and health.

Productivity and sustainability
of agriculture in Africa: The
role of government policy 
and investment

Joachim von Braun
Director General, International Food

Policy Research Institute (IFPRI)

Agricultural growth in sub-Saharan Africa is of crucial importance for enhancing food security,
accelerating pro-poor growth, and responding to new pressures such as high energy and food

prices.After decades of policy neglect, underinvestment and stagnating yields, agricultural growth is
picking up and due interest starts to be built for increasing the productivity and sustainability of
agriculture in Africa. A strong initiative for accelerated agriculture productivity should consist of
two main elements: fast-impact production programmes in key areas, coupled with the scaling-up of
investments for sustained agricultural growth, including rural infrastructure. The design of specific
strategies must be country-driven, and adapted to country-specific conditions. The policy
environment for agricultural growth has improved. Investment in implementation capacity must
expand to make use of the opportunities.

The unprecedented growth performance 
of the agricultural sector over the last 10 years

indicates that the required changes to
significantly reduce poverty and eliminate
malnutrition should be within reach for

many African countries. 
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Trends in agricultural growth,
productivity, and investment
The recent productivity growth observed among African
countries started from a relatively low base, which still
leaves quite a significant productivity gap compared with
other developing regions. Accelerating and broadening
the progress towards food and nutrition security in
Africa will require higher levels of investment to boost
growth and productivity in the agricultural sector.

Such growth would not only reduce poverty among the
most vulnerable rural groups, it would also stimulate
growth in the rest of the economy, and thus benefit the
growing share of urban poor. Low productivity growth
is especially severe for the large number of small farmers
in the region who have constrained access to capital and
inputs such as fertilisers and high-yielding seeds. For
instance, farmers apply only about nine kilograms per
hectare (kg/ha) of fertiliser in Africa, compared with 142
kg/ha in South-east Asia. Some government leaders have
pledged to increase fertiliser use to 50 kg/ha by 2015,
and all efforts should be made to achieve this target.

New pressures and opportunities
Since Sub-Saharan Africa utilises only 20 per cent of
its irrigation potential and is still highly dependent on
rain-fed agriculture, expansion of irr igation offers
large opportunities for productivity increases. To
ensure sustainability, the potential for expansion of

irr igation needs to be carefully managed, and the
efficiency and equity of water use in agriculture needs
to be increased. As climate change increases climate
vulnerability, temperature, and the risk of droughts and
floods, sustainability of long-term agr icultural
productivity will depend on investments in water
control and saving technologies and cropping
practices. Accelerated public investment in these areas
promises high pay-offs, but must be accompanied by
investing in capacity to implement.

Sustainability of agriculture is today not only a matter
of appropriate management and utilisation of Africa’s
natural resources and diverse eco-systems, but also
responding to other pressures as well. High and variable
food and fuel prices directly affect agricultural
production and productivity in Africa, and across the
world.These two factors exert negative pressures due to
the surge of the prices of inputs – fertilisers, high-
yielding seeds, livestock feed – as well as transport costs.
Theoretically, high food prices should also provide
positive incentives for farmers to increase production
and productivity. Conscious efforts need to be made to
enable Africa’s smallholder farmers to benefit from the
anticipated long-term increase in international food
prices. This is where improved market institutions,
communications, and rural roads play their roles.

Policy proposals for action
In addition to raising the level of investments, effective
and coherent policy actions will be needed to increase
and sustain higher productivity levels across the
agricultural value chains in Africa.The CAADP agenda
(referred to in the box) provides a promising, Africa-
owned and led framework for improved policies and
partnerships to raise and sustain productivity. CAADP
provides for the level of political ownership that was so
critical for the success of the green revolution in India in
the 1960s.

While CAADP provides a framework for long-term
action, the current world food market crisis requires that
fast-impact food production programmes in key areas be
implemented immediately to jumpstart agricultural
productivity growth in the short term, as shown in the
section below. Such programmes should be imbedded in
the longer-term CAADP agenda and aligned with the
needed long-term investments in agricultural growth to
increase sustainability and build resilience of the
agricultural systems, and indeed the broader macro-
economy, to the new and emerging long-term price
pressures and weather related shocks.

In addition to raising the level of 
investments, effective and coherent policy

actions will be needed to increase and sustain
higher productivity levels across the 
agricultural value chains in Africa. 

Although driven by the public sector, 
the input subsidy programmes should involve,

not displace, the private sector. 

Pledges for increased investment: NEPAD and CAADP

Agricultural growth and productivity gains have been seriously
impaired by underinvestment in rural infrastructure, services,
agricultural research, science, and technology. In 2004,
agricultural spending as a share of agricultural GDP was 4.6
per cent in sub-Saharan Africa compared with 8-10 per cent in
Asia. As part of the New Partnership for Africa’s Development
(NEPAD), African governments have committed themselves to
reversing the trend of underinvestment and boosting growth
in agriculture as part of an agriculture-sector led strategy to
achieve food and nutrition security. It is in that context that
the Maputo Declaration, issued in 2003, called for the
allocation of 10 per cent of national public spending to the
agricultural sector by 2008, as part of the Comprehensive
Africa Agriculture Development Program (CAADP). In addition
to setting a common target of six per cent average annual
agricultural growth by 2015, CAADP defines a set of
appropriate principles for more effective policy and strategy
design and implementation, as well as development
assistance and partnership in order to guide national
development efforts in the agricultural sector.
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Fast-impact food production programmes in key areas
A package of modern ‘green revolution’ inputs
adjusted to African contexts is required to promote
rapid growth in smallholder agriculture productivity.
Carefully subsidised programmes for access to seeds for
rain-fed agriculture, irrigation, fertilisers, and credit,
should be combined with assured output prices that
reflect long-term international market prices. These
programmes should have clearly defined and
communicated exit strategies. Although driven by the
public sector, the input subsidy programmes should
involve, not displace, the private sector. They should
also be transformed into market-based arrangements
in the medium-term. The estimated incremental costs
of a partly publicly funded input financing scheme
that would reach the poorest 50 per cent of African
farmers is estimated by the IFPRI to be US$2.3
billion per annum.

Investments for sustained agricultural growth
In addition to short-term programmes for agricultural
productivity, viable long-term investments are needed
to support agricultural growth. These investments
include public spending for rural infrastructure (roads,
irrigation, storage and processing facilities), services, and
for agricultural research, science, and technology.
The incremental public agricultural investment in
agriculture in sub-Saharan Africa to halve poverty and
hunger is estimated to be between US$4-5 billion per
annum. To mobilise the resources needed, Afr ican
countries must meet their commitment to allocate 10
per cent of their budgets to agriculture as soon as
possible. International donors should substantially
expand their assistance for agriculture and facilitate the
sharing of agricultural innovation and research that are
relevant to enhancing productivity and transforming
small-farm agriculture. Additional investments should
be accompanied with development and strengthening
of local and regional markets, for example through the
creation of food commodity exchanges. To safeguard
smallholders against weather-related income shocks,
new and innovative crop insurance mechanisms should
be introduced and tested at a larger scale.

Implementation at the national level
Many of the investment proposed for short and long-
run impact would benefit from regional and global
cooperation.Yet, the ultimate responsibility for policy
design tailored to country-specific circumstances and

accountability for sound implementation should rest at
the national level. The needed agricultural revolution
should be adapted to the diverse agro-ecologies and
farming systems in the region. Direct actions for
acceleration of productivity and sustainability should 
be accompanied by good governance practices,
accountability, investment in education – including fast
expansion of higher education in agriculture – and
phasing in of social protection programmes to safeguard
the most vulnerable.

These proposed initiatives must not be reduced to a 
set of projects, but are building blocks of a strategy.
The cross-sectoral nature of the strategy requires the
engagement of Ministers of Finance.Agriculture needs to
move to the highest places on the government’s political
agenda and commitments to investing in agriculture
should be rapidly implemented and expanded.

Joachim von Braun is Director General of the International
Food Policy Research Institute (IFPRI), where he guides and
oversees the Institute’s efforts to provide research-based
sustainable solutions for ending hunger and malnutrition. He
has published research on international development economics
topics, including science and technology, on policy issues relating
to trade and aid, employment, health, and nutrition, and on a
wide range of agricultural economics issues.

International Food Policy Research Institute (IFPRI) seeks
sustainable solutions for ending hunger and poverty. IFPRI 
is one of 15 centres supported by the Consultative Group on
International Agricultural Research, an alliance of 64
governments, private foundations, and international and regional
organisations that mobilises science to benefit the poor.

IFPRI
2033 K Street, NW
Washington, DC 20006
USA

Tel: +1 202 862 5600
Fax: +1 202 467 4439
Email: ifpri@cgiar.org
Website: www.ifpri.org

To mobilise the resources needed, African
countries must meet their commitment to
allocate 10 per cent of their budgets to

agriculture as soon as possible. 

The ultimate responsibility for policy design
tailored to country-specific circumstances and

accountability for sound implementation 
should rest at the national level. 
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Policies that restrict trade have undesirable and often
unintended impacts, especially in the medium and

long term. Subsidies that distort markets are equally
unhelpful. Export taxes and embargos may, in the short
term, provide some relief to domestic consumers, but
export restrictions contribute to global commodity
market uncertainty and drive up international market
prices further. On the import side, ‘protecting’ farmers
by providing high price support and border protection
restricts growth opportunities for producers abroad and
imposes a burden on domestic consumers.

More secure global food supplies will only come if
competitive producers around the world are provided
the freedom to respond to current market opportunities.
Continuing or introducing policies that create
distortions and that undermine the appropriate market
responses should be avoided.

Part of the reason for higher prices is improved
prosperity in many developing countries, which is
leading to increased demand for food. That is a trend
that can only be welcomed, as it means that people are
living better. But there are other factors that are boosting
food prices, including government intervention in
favour of first-generation biofuels as a substitute for
gasoline. As governments in both developed and
developing countries figure out how to respond to

higher food prices, they should look closely at their
causes.The current hike in food prices is a global issue.
An objective, effective and coherent global response is
needed to avoid making a difficult situation worse.

To be sure, agricultural commodity markets are
notoriously volatile and we have seen big price rises
before.The current price spikes for wheat, coarse grains,
rice and oilseeds are neither the only nor the most
significant ones to occur in the last 40 years. Nor is
everything going up at such staggering rates: prices for
meat, poultry and dairy products, though they have
risen, have done so more modestly in recent years.

Recent price trends, however, leave little room for
doubt about the challenges.World prices of major food
crops nearly doubled between 2005 and 2007, according
to analysis by OECD and the UN’s Food and
Agriculture Organization. They continued to rise in
2008. Even though they may ease slightly over the next
10 years, they are unlikely to fall back to the average
levels of the past decade.

Prices rise when supply fails to keep up with demand.
Between 2005 and 2007, bad weather in major
producing regions pushed crop yields below long-term
average levels.World cereal output in 2007 was just three
per cent higher than in 2005. Oilseed output fell,
although vegetable oil production rose by seven per cent
due to rapid growth in palm oil output. At the same
time, demand for wheat and coarse grains grew almost
twice as fast as production, while demand for vegetable
oil increased by two percentage points more than output.

Nearly 60 per cent of the increase in coarse grain and
vegetable oil use was due to higher demand from the
first-generation biofuels industry, underpinning the
upward shift in agricultural commodity prices.The rest
of the increase came from a rise in demand for cereals

Agricultural commodity
markets in the global
context: the end of
cheap food? Angel Gurría

Secretary-General of the 
Organisation for Economic 

Co-operation and Development (OECD)

The current food price crisis is hitting the world’s poor the hardest. In Commonwealth countries,
as elsewhere, spiralling costs of farm commodities are putting millions more people at risk of

malnutrition. Governments need to take stock of the factors driving up prices and help the most
vulnerable. One thing that is clear is that now, more than ever, it is important to counter growing
calls for trade protectionism. In this article the author weighs up the causes and effects and calls for
governments to respond with policies to mitigate the effects on developing countries.

Continuing or introducing policies that create
distortions and that undermine the appropriate

market responses should be avoided.
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and vegetable oil for food and for feeding livestock,
primarily from developing countries.

The production shortfall would in itself have been
enough to send prices higher. Under normal conditions,
however, stocks would have helped to dampen the
increase. But stocks were already low in 2005, and they
kept falling because of bad weather and low yields in
major exporting countries. Supply shortfalls, low stocks,
the continued increase in food and feed use, and the
high growth in demand for biofuels all coincided to
make the price increases exceptional. Export constraints
in a number of major supplier countries also contributed
to market panic.

The future of agricultural markets
Some of the factors behind the recent price hikes are
transitory. But others may be more permanent. Making
that distinction is an important ingredient in projecting
market developments over the coming decade and in
designing good policies to meet the challenge.

Lower crop yields in key producing regions, for
example, are likely to be temporary. Barring any
underlying climate change or water constraints that
could lead to permanent reductions in yield, normal
higher output can be expected to return very soon.

By contrast, the macroeconomic conditions that
favour economic growth, increases in purchasing power,
and stronger demand for agricultural commodities are
expected to continue in many developing economies,
and that is to be welcomed. Meantime, higher oil and
energy prices will be a critically important factor in
increasing production costs for agricultural commodities
and food, and ultimately, the market prices for these
goods. If, as is widely believed, higher oil prices are here
to stay, this will lift future agricultural commodity prices
to higher average levels.

Low stocks of wheat, coarse grains and vegetable oil
are not expected to be fully replenished over the coming
decade, another factor implying that tight markets may
be continued over the next 10 years at least. Such
expectations can be assumed to have fueled a significant
increase in investments in agricultural derivative markets,
which have helped to boost price levels for short-term
futures, or contracts to trade in a commodity at a given
price on a given future date. Although it is less clear
whether spot prices, the price levels at which physical
commodities are actually bought and sold on a given day,
have been much affected by derivatives trading, what is
clear is that speculative funds can move rapidly in and out
of commodity markets as profit opportunities dictate,
raising the potential for future price volatility.

Against this background, markets are expected to
remain relatively tight in the coming 10 years, with
prices down from current peaks but remaining higher
than over the past decade.We project prices for cereals,
rice and oilseeds to be 35 to 60 per cent higher than on
average in the past 10 years. Prices in real terms,
corrected for inflation, are projected to remain 10 to 35
per cent higher than in the past decade.

Not everyone is a loser from higher food prices, of
course. In general, commercial producers of farm
commodities, including those in many Commonwealth
countries, will benefit directly from higher prices.
In some cases, these may also translate into higher 
pay cheques for the people they employ. For farm
households producing mainly for their own
consumption or for local markets insulated from price
fluctuations on national and international markets, the
impact of higher prices will be mitigated.

Livestock farmers, meanwhile, are being squeezed in
both developed and developing countries by both
higher feed and energy costs and relatively flat prices.
And for poor people living in cities, as well as for food-
importing developing countries, the impact of higher
prices will be strongly negative because an even higher
share of their limited income will be required for food.
Each 10 per cent increase in the prices of all cereals,
including rice, adds nearly US$4.5 billion to the
aggregate cereals import bill of developing countries that
are net importers of cereals.

In developed countries the impact of high agricultural
commodity prices has so far been modest. The
agricultural commodity component in final food
product prices is relatively small (often 35 per cent or
less), as is the proportion of disposable income spent on
food (10-15 per cent for most OECD countries).

However, such averages mask more significant impacts
on lower-income consumers who spend a larger share of
their expenditure on food. In addition, and to the extent
that high prices persist and hence contribute to higher
inflation, indirect economic impacts may also be felt.

Government response
In the short term, governments need to respond to
higher food prices with increased humanitarian aid.
Even before the recent price increases, hundreds of
millions of people were going hungry because they
could not afford food.With higher prices, the number of
people suffering from extreme hunger has increased
even further – making the UN Millennium
Development Goal of halving the proportion of people
suffering from hunger an even greater challenge.

In the medium-term, people in poor countries must
be given the ability to raise their incomes so as to be able
to afford the food that they need.This requires fostering
growth and development, and there are different ways of
doing that. In some of the poorest nations, investment in
agriculture may be the best way to cut poverty and
stimulate economic activity. In others, there may equally
be a need to diversify the structure of the economy.

The current hike in food prices is a 
global issue. An objective, effective and

coherent global response is needed to avoid
making a difficult situation worse.
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In many cases, investments in improving the overall
environment in which agriculture operates may be most
appropriate – improving basic governance systems,
macroeconomic policy, infrastructure, technology,
education, health, etc.

On the demand side, policies that encourage increased
production and use of biofuels warrant a close review.
The economics of first-generation biofuels in OECD
countries are less than convincing. The costs of
producing biofuels in North America and Europe are
considerably above the value of the fossil fuels they
replace, making production and consumption of biofuels
strongly dependent on government support.

In environmental terms, meanwhile, OECD analysis has
shown that the potential benefits of biofuels production
based on first-generation agricultural commodity
feedstocks are modest. Biofuels policies in the US, the
European Union and Canada taken together reduce net
greenhouse gas (GHG) emissions by less than one per
cent of total emissions from transport. Meantime,
however, these policies are contributing to higher food
prices. By around 2015, as much as 12 per cent of global
coarse grain output and 14 per cent of global vegetable oil
production may be used as feedstock for biofuels, keeping
food prices higher than they could otherwise be.

OECD analysis indicates that the price difference
could be as high as five per cent for wheat, seven per
cent for maize and 19 per cent for vegetable oil. If all
policy initiatives recently enacted or proposed in the
US and the EU are fully implemented, the shares of
global food output used for biofuel production, and
hence the resulting upward price pressure, will be even
higher. Instead, we recommend, governments should
reconsider their biofuels policies and take a look at
other possible approaches. Policies that encourage
reduced energy demand and GHG emissions while
providing for freer trade in biofuels and accelerating 
the introduction of ‘second generation’ production
technologies that do not rely on current commodity
feedstocks offer potentially greater benefits without the
unintended impact on food prices.

On the supply side, equally, further work needs to be
done to explore the link between production and yield
shortfalls and climate change. Investments in R&D,
technology transfer and services, particularly in less
developed economies, could do much to increase
productivity and output.The use of genetically modified
organisms (GMOs) also offers potential that could be
further exploited.

OECD participates in, and provides analytical support
to, the High-Level Task Force on the food price crisis
chaired by the UN Secretary-General.We will continue
to engage, jointly with FAO and other international
organisations, in analysis and projections of developments
on global and national agricultural commodity markets.

We are also setting up a programme to analyse options to
foster growth and development in poor countries, with a
particular, though not exclusive, focus on agriculture and
rural development. The end of cheap food in a world
where half the population lives on less than two dollars a
day is not a prospect to be taken lightly.All of our human
ingenuity needs to be focused on this problem.

Angel Gurría has been OECD Secretary-General since June
2006. In this time he has reinforced the OECD’s role as a
hub for global dialogue and debate on economic policy issues
while pursuing internal modernisation and reform. Under his
leadership, OECD has agreed to open membership talks with
Chile, Estonia, Israel, Russia and Slovenia and to strengthen
links with other major emerging economies, including Brazil,
China, India, Indonesia and South Africa, with a view to
possible membership. Mr Gurría is an active participant in
various international not-for-profit bodies, including the
Population Council, based in New York, and the Center for
Global Development based in Washington. He chaired the
International Task Force on Financing Water for All and
continues to be deeply involved in water issues. He was formerly
Mexico’s Minister of Foreign Affairs (1994-1998) and
Minister of Finance and Public Credit (1998-2000).

The Organisation for Economic Co-operation and
Development (OECD) brings together the governments of
countries committed to democracy and the market economy from
around the world to support sustainable economic growth, boost
employment, raise living standards, maintain financial stability,
assist other countries’ economic development, and contribute to
growth in world trade.

OECD
2, rue André Pascal
F-75775 Paris Cedex 16
France

Tel: +33 1 45 24 82 00
Fax: +33 1 45 24 85 00
Website: www.oecd.org

Speculative funds can move rapidly in 
and out of commodity markets as profit

opportunities dictate, raising the 
potential for future price volatility. 

In some of the poorest nations, investment 
in agriculture may be the best way to cut
poverty and stimulate economic activity. 
In others, there may equally be a need to

diversify the structure of the economy. 
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There are significant added complexities to the
climate change problem that set it apart from other

market failures. Firstly, the damage caused by greenhouse
gas emissions is not localised, and second, the pollutants
accumulate over time and take a long time to dissipate.
The global and inter-temporal dimensions of climate
change mean that a globally co-ordinated approach to
mitigation is required to effectively address the problem.

Reflecting both their responsibility for the problem
and capacity to respond, developed countries must take
the lead in reducing emissions. But it will be impossible
to stabilise the climate without a substantial mitigation
effort by developing countries. The need to develop 
a strong international framework, involving both
developed and developing countries, has never been
more pressing.

Effects of unmitigated climate change in
Australia 
As the Stern Review noted, no region in the world 
will be left untouched by climate change – it will
significantly affect people’s lives, the environment and
the prospects for growth and development. The
implications of climate change will be greatest for
developing countries, as they are generally more
vulnerable to climate change impacts than developed
countries and have a more limited capacity to adapt.

While Australia is a developed country with a
strong, flexible economy, it is also one of the hottest
and driest continents. As such, further warming of the
planet puts Australia considerably more at risk than
many other developed countr ies. The IPCC has
concluded that Australia’s water resources, coastal

communities, natural ecosystems, energy secur ity,
health, agr iculture and tour ism would all be
vulnerable to climate change impacts if global
temperatures rise by 3ºC or more.

Given these vulnerabilities, the Australian federal and
state governments commissioned an independent study
into the impacts of climate change on the Australian
economy. The review, conducted by Professor Ross
Garnaut, will recommend medium to long-term policies
and policy frameworks to improve the prospects for
sustainable prosperity (see www.garnautreview.org.au).

In its Draft Report, the Garnaut Review suggests that
unmitigated climate change will lead to a significant
reduction of economic growth and welfare for
Australians. For example, changes in the median
temperature and rainfall outcomes for Australia from
unmitigated climate change may lead to a fall in GDP of
almost five per cent by 2100 (relative to a world with no
climate change impacts or mitigation costs). In turn,
household consumption may fall by over five per cent
and real wages by almost eight per cent. Given the
significant uncertainties, these forecasts should be treated
with caution, but they are broadly illustrative of the
direction and magnitude of costs.

Economic
implications of
climate change
for Australia

Natalie Horvat
Manager, Energy and

Greenhouse Policy Unit,
Australian Government 

The Inter-Governmental Panel on Climate Change (IPCC) in 2007 indicated that the warming of
the climate system is ‘unequivocal’ and that there is now more than a 90 per cent chance that

this warming is due to human activities. Climate change was referred to in the Stern Review as ‘the
greatest and widest-ranging market failure ever seen’. This market failure occurs because the
environmental and economic costs caused by greenhouse gas emissions are not currently reflected in
the costs of business or the price of goods and services.

The need to develop a strong 
international framework, involving both

developed and developing countries, 
has never been more pressing.
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The Garnaut Review’s analysis looks at three
mitigation scenarios and their effect on Australia – no
mitigation, strong global mitigation keeping greenhouse
pollutants to 550 parts per million (ppm) of the
atmosphere, and ambitious global mitigation (450ppm).
Again it is important to note that these scenarios are
modelled in the face of many uncertainties, and are
intended as a general guide. In the case of no mitigation,
by the year 2100 it is predicted that the majority of
Australia (by land not population) will be experiencing
annual mean temperature increases of 3 degrees C or
greater. The ‘strong’ and ‘ambitious’ global mitigation
scenarios bring this estimate to between one and 2.5
degrees, with a lesser change concentrated around
southern and eastern coastal areas.

Agriculture, infrastructure and health are key areas that
are likely to be impacted by unmitigated climate change.
The discussion below outlines that, while these costs
cannot be avoided entirely by mitigation, early action
can help minimise them.

Agriculture
Agriculture is an important part of the Australian
economy – it accounts for around three per cent of
gross domestic production and around 11 per cent of
national exports. Temperature changes are expected to
impact the agricultural sector in ways that include heat
stress in animals and changes in the quantity and quality
of land available for agricultural use. Crop production is
likely to be affected directly by changes in average yearly
rainfall, which has declined steadily in recent years.
Similarly, Garnaut also notes that severe weather events
such as bush fires and flooding are likely to reduce
agricultural production by decreasing crop yields and
increasing stock losses. It is also worth while noting the
impact warming effects may have on the general well-
being of participants in the agriculture sector, and the
potential for this to flow on to impact the economy.

For example, in a no mitigation scenario, Garnaut has
estimated that by the year 2050 there would be a 49 per
cent economic decline in the value of production in the
Murray-Darling agricultural region, rising to 92 per cent
by 2100. However, in the presence of global mitigation
to 550ppm, these estimates are reduced to six per cent in
2050, and 20 per cent in 2100. It is also expected that if
stabilisation were to occur at 450ppm, the reduction in
production would remain at six per cent until the year
2100, and producers would be able to alter their systems

and improve technologies to adapt to climate change
with little cost.

In summary, the scenario outlined by Garnaut suggests
that the agricultural sector will be the worst affected
sector in the economy. It estimates a decline in exports
(compared to the reference case of no climate change)
of approximately 10 per cent by the year 2050, and
almost 50 per cent by 2100.This is estimated to lead to a
reduction in household consumption of around 0.7 per
cent in 2050, increasing to over 2.1 per cent in 2100,
relative to the reference case of no climate change.

Infrastructure: water supply
Australia has seen major changes in rainfall since the
1950s, with a general negative trend across most of the
country.All but two of Australia’s capital cities are facing
restrictions on water use.The Garnaut report found that
even in the case of mitigation to 450ppm, most capital
cities would need to supplement their water supply at
some point in the future.

In all major Australian cities, however, this is already
under way. For example, the Perth Seawater Desalination
Plant has been in operation since 2006, when it became
the first plant in Australia to provide water for public
consumption on a large scale.

Infrastructure: coastal settlements
Most of Australia’s population is concentrated around
coastal areas, with 80 per cent living within 50
kilometres of the coastline. It is these areas that are also
expected to show the most rapid population growth.
Weather patterns in Australia are predicted to change in
ways that will include increased intensity of storm
events, r ising sea levels, and extreme temperatures,
rainfall and wind. The pressure this exerts on coastal
infrastructure will reduce the overall lifespan of
buildings, as well as increasing the costs of maintenance.
In the absence of mitigation, four of the seven States and
Territories are expected to experience high or extreme
impacts by the year 2100.

The Garnaut Review sees the medium-term costs
(2030-2070) as taking the form of increased repair and
maintenance, clean-up and emergency response. In the
longer term (2070-2100), the costs will be focused on
new building design and improved infrastructure.

Health
Not only are average annual temperatures rising across
Australia, but a study undertaken by the Bureau of
Meteorology and the Commonwealth Scientific and
Industrial Research Organisation (CSIRO) found a
strong tendency for an increase in exceptionally hot
years. This increased frequency and intensity of
heatwaves is expected to increase the number of heat-
related deaths in temperate Australian cities.

Climate-related health risks in Australia would include
increased severe weather events, infectious diseases,
nutritional consequences of diminished food
production, air pollution and mental health
consequences of dislocation. These effects will be
distributed unevenly across the population.

Changes in the median temperature 
and rainfall outcomes for Australia from 
unmitigated climate change may lead to 
a fall in GDP of almost five per cent by 

2100 (relative to a world with no climate 
change impacts or mitigation costs).
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While in some states the increase in heat-related
deaths may be accompanied by a decrease in cold-
related deaths, the Garnaut Review has found that in the
absence of mitigation, the Australia-wide number of
temperature-related deaths would rise above 11,000
deaths in the year 2100; mitigation might bring these
below 8,000.

Dengue virus
As noted above, changes in climate are expected to
improve the ability of infectious diseases to spread.The
Garnaut Review focuses on the mosquito-borne dengue
virus, as the forecast changes in climate have the potential
to increase the habitat of virus-carrying mosquitoes.
Consequently, in the absence of mitigation, the Dengue
virus’ spread would increase from its current distribution
in the far north of Australia, to much further south.

In the year 2000, 310,159 people were exposed to the
dengue virus.The Garnaut Review estimates that the
increased spread will expose around 5.5 million
Australians to the virus by the year 2100, in the absence of
mitigation. Stabilisation at 450ppm or 550ppm, however,
reduces this exposure figure to just over 700,000.

Mitigation challenge for Australia 
Australia’s national, social and economic characteristics –
especially the growing population, the transport needs of
the vast continent and a relatively emissions-intensive
economy – mean that there will be higher adjustment
costs than many other countries to reach similar
mitigation goals. Australia’s economic growth has
benefited from the rapidly expanding developing
economies, particularly in the Asia Pacific region, driving
international demand for the abundant mineral resources,
including coal, iron ore, bauxite, alumina and uranium.

Australia is a net energy exporter, with the sector
growing by an average five per cent a year in real terms
over the past two decades, to A$38 billion in 2006-07,
representing 3.8 per cent of GDP. In 2005-06, coal
accounted for 62 per cent of total energy export value,
with liquefied natural gas contributing 11 per cent and
uranium one per cent.

Australia is heavily reliant on brown and black coal for
energy. In 2005-06, brown and black coal accounted for
over 40 per cent of primary energy consumption and
three-quarters of our electricity generation, while
renewable energy sources represented five per cent.The
structure of Australia’s economy will need to adjust to
meet the needs of a carbon constrained future, and over
time appropriate technologies will need to change.
However, the longer we wait to take action on climate
change, the sharper the adjustment to the economy will
be when we are forced to act.

The cost and benefits of mitigation in
Australia 
According to the Garnaut Climate Change Review’s
international agreement scenario, stabilisation of the
emissions concentration at 550ppm would require
Australia to reduce its emissions per capita to 30 per
cent below 2000 levels in 2020 (leaving Australia’s total
emissions 10 per cent below 2000 levels). Overall, the
quantitative modelling suggests that while benefits of
mitigation begin to accrue to the economy in GNP
terms in the second half of the century, the costs of
mitigation in the first half of the century are substantial
(see Figure 1). Nevertheless, the loss to GNP is fully
offset by those gains as reflected by a positive net impact
on Australian GNP by 2100.The benefits of mitigation
would continue to accrue in the following centuries.

Figure 1. Change in annual GNP growth (percentage points lost or gained) due to net mitigation costs under a 550ppm strategy in Australia, 2013-2100.

So
ur

ce
:G

ar
na

ut
 C

lim
at

e 
Ch

an
ge

 R
ev

ie
w

 a
nd

 A
us

tr
al

ia
n

G
ov

er
nm

en
t’s

 C
lim

at
e 

Ch
an

ge
 P

ol
ic

y 
Fr

am
ew

or
k.



As the Garnaut Review itself notes, many quantitative
studies done previously, including that by Sir Nicholas
Stern, have found the costs of climate change are
overwhelmingly concentrated in the years after 2100.
However, the Garnaut Review has emphasised that the
quantitative modelling captures only one part of the many
potential costs of climate change inaction for Australia.
The total costs of inaction are likely to be much greater if
the full set of market impacts could be included and non-
market impacts somehow quantified.What quantitative
number, for example, could Australia place on non-market
impacts such as the loss of natural icons like the Great
Barrier Reef and the Kakudu National Park?

For these reasons, the Review emphasises that despite
the costs to the Australian economy in the first half of
the century, the insurance value of reducing risks of
extreme events, coupled with the valuation of non-
market impacts, warrants the initial costs incurred.

Mitigation policy in Australia
The Australian Government has committed to a target
to reduce emissions by 60 per cent of 2000 levels by
2050, with analysis under way to set a mid-term target
range. The government’s key domestic climate change
policy is the introduction of a Carbon Pollution
Reduction Scheme (CPRS) by 2010.The government
is also implementing a national Renewable Energy
Target (RET), which will deliver on the government’s
policy commitment to increase renewable energy to 20
per cent of Australia’s electricity supply by 2020;
investing in measures to assist household and businesses
improve their energy efficiency; and committing to
measures to assist the most vulnerable sectors and
regions adapt to the impacts of climate change. The
Australian Government’s climate change framework is
built around three pillars: helping shape a global
solution; reducing domestic emissions at least cost; and
adapting to the effects of unavoidable climate change.

In addition to multilateral negotiations, Australia is
working closely with countries in the region, especially
developing countries, to help them respond to climate
change. The Australian Government has committed
A$150 million to the Pacific Adaptation Initiative to
work with our neighbours to adapt and build resilience
to climate change.Australia is also working with partner
countries to build capacity to reduce emission from
deforestation and forest degradation.

The centrepiece of the Australia government’s climate
change response is the Carbon Pollution Reduction
Scheme (CPRS) – a domestic ‘cap-and-trade’ emissions
trading scheme intended to commence operation in
2010.This will be a market mechanism and will work by
putting a price on greenhouse gas emissions, letting
emitters make the choice between reducing emissions
where it is cost-effective to do so and buying a pollution
permit.The price on emissions resulting from the CPRS
will increase the cost of those goods and services that are
emissions-intensive, making them relatively more
expensive than those that are less emissions-intensive.

This change in relative prices will provide businesses
and consumers with incentives to adjust their behaviour,
invest in low-emissions technologies and help Australia
reduce emissions. Over time, the operation of the CPRS
will lead to changes in the things we produce, the way
we produce them, and the things we buy.

The design of the CPRS is currently under
consideration and will be finalised by the end of 2008. In
the meantime the government has released a Green
Paper which outlines its current preferred approach to
the design of the CPRS (see www.climatechange.gov.au/
greenpaper/index.html).

The work of the Garnaut Review will be an
important input into decisions on final design features –
including the choice of a medium-term trajectory.The
government is also seeking submissions from industry
and the public and has undertaken extensive public
consultations on the preferred positions outlined in the
Green Paper.

The transition to cleaner energy
In addition to the 20 per cent Renewable Energy Target,
the government has made significant commitments in
renewable energy and low-emissions technology
research, development and deployment, including:

• The A$150 million Energy Innovation Fund to expand
clean energy research and development capabilities in
Australia

• The A$500 million Renewable Energy Fund to expand
and accelerate the development, commercialisation and
deployment of a range of renewable technologies in
Australia, and

• The A$500 million National Clean Coal Fund to
establish and support a co-ordinated national strategy
aimed at bringing forward the commercial availability
and deployment of technologies that will achieve large
scale reductions in emissions from future coal power
generation in Australia.

The role of economic reform
Imposing an emissions constraint on the Australian
economy will require structural reform, regardless of
the particular policies that are used to reduce
emissions. Reforms currently being progressed by the
Australian Government to enhance productivity and
participation across the economy – through the
Council of Australian Government’s National Reform
Agenda and Australia’s Future Tax System Review –
are designed to further enhance the flexibility and
strength of Australia’s economy.
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The Australian Government's climate change
framework is built around three pillars: helping

shape a global solution; reducing domestic
emissions at least cost; and adapting to the

effects of unavoidable climate change. 



These measures make the task of undertaking further
whole-of-economy reforms, such as an emissions trading
scheme, easier than it otherwise would be.

Managing the transition
As with any significant economic reform there are
concerns about the costs of adjustment. One of the most
energy-intensive products we consume is electricity and
it is expected that the price of electricity will r ise
following the introduction of the CPRS.This will have
an impact on households and businesses. However, the
Australian Government has committed to returning all
of the revenue it generates through the auctioning of
pollution permits to households and businesses. Liquid
fuel is another area where the government is managing
competing priorities.

Implementing a domestic emissions trading scheme in
the absence of a global agreement creates a number of
complex issues.These are industries that may not be able
to pass on the costs imposed on them by the CPRS as
they face prices set in international markets, and
compete against firms that do not – at this stage – have
comparable carbon constraints. The government
proposes to address this potential risk of ‘carbon leakage’
by providing transitional assistance in the form of a share
of free permits to the most emissions-intensive trade-
exposed activities.

International linkages
While the CPRS is a domestic scheme it is being
designed to allow linkages to other international
schemes in future. This reflects both the government’s
commitment to a global framework for emissions
reductions and recognition that being able to access
potentially lower cost abatement opportunities overseas
will help to manage the impact of the scheme on the
Australian economy.

The government’s preferred design elements therefore
reflect a desire to link with the established Kyoto
mechanisms. Allowing the importation of Kyoto units
would allow Australian businesses to purchase
abatement overseas instead of having to purchase a
domestic carbon permit. This would help reduce the
cost of achieving Australia’s overall emissions reduction
task while it will also help foster greater technology
transfer in developing countries.

Australia’s approach to climate change
adaptation
Adaptation to unavoidable climate change is essentially a
mechanism to manage risks, adjust economic activity to
reduce vulnerability and improve business certainty.
More specific policy responses to adaptation have
received less attention to date, broadly speaking, than
mitigation strategies. Adaptation, however, will form an
important component of the world’s response to climate
change. Indeed, humans have been adapting to their
surroundings for many years: recently in Australia
farmers have been changing their practices in response
to a changing environment.

The Australian Government is working with industry,
state, territory and local governments and scientists to
develop the tools to enable all Australians to better
prepare for the climate changes ahead. In 2007 the
Council of Australian Governments (COAG) endorsed
the National Climate Change Adaptation Framework.
The Framework outlines the agenda for the next five to
seven years, with the aim to address key demands from
business and the community for targeted information. A
key focus of the Framework is on assisting decision-
makers to incorporate climate change at all scales and
across all sectors.The government has also committed to
a number of adaptation measures including:

• The A$126 million Australian Climate Change
Adaptation Program to provide climate change
information and assist affected sectors to develop
response strategies

• Up to A$50 million for adaptation research led by the
National Climate Change Adaptation Research
Facility based at Griffith University

• The A$130 million Australia’s Farming Future initiative
to improve the ability of primary producers to adapt
and respond to climate change, and

• A$8 million to develop a Forestry Adaptation Action
Plan and assessment of the capacity for forests to
sequester carbon.

Conclusion
Further warming of the planet puts Australia
considerably more at risk than many other developed
countries. The independent Climate Change Review,
established by Australian, State and Territory
governments has recently reported that by 2100 the loss
to Australia’s GNP from climate change mitigation is
fully recovered through the benefits of acting on climate
change. The benefits of acting on climate change are
even greater once non-quantifiable, non-market impacts
are considered. While the economic implications of
mitigation are significant, the Australian Government
recognises that the economic impact of climate change
will be even larger if no action is taken.

Natalie Horvat, lead author, is Manager, Energy and
Greenhouse Policy Unit, Industry, Environment and Defence
Division, Australian Government.The co-authors are from
Industry, Environment and Defence Division, the Australian
Treasury. This article has benefited from comments and
suggestions provided by Chris Faris, Hugh Hartigan, Brendan
McKenna, Rachel Thompson and Sarah Wursthorn.

Department of Climate Change,Australian Government
GPO Box 854, Canberra,ACT 2601
Australia 
Tel: +61 02 6274 1888 
Websites: www.climatechange.gov.au/greenpaper/index.html

www.garnautreview.org.au
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INTRODUCTION
The SADC (Southern African Development
Community) Banking Association represents
the banking sector in the SADC region. It
membership is comprised of national
associations of banks from 12 of the 15
countries in the region. The Secretariat for the
SADC Banking Association is The Banking
Association South Africa. 
The SADC Banking Association currently
concentrates on 2 broad, and critical, areas of
activity. It interacts with the SADC Committee
of Central Bank Governors, until recently
attending the 6 – monthly meetings of this
structure. The SADC Banking Association has
just signed a Memorandum of Understanding
that will enable it to engage more actively with
a number of task groups set up by the SADC
Committee of Central Bank Governors. In
addition to attending the two meetings every
year, the SADC Banking Association will now
engage on issues like Basel II, the payments
system, financial markets and supervision. We
will provide input from the private banking
sector in the region to engagements on
integration issues in these areas.
The second critical area of activity is that of
building capacity in SADC governments in
public, private partnerships and infrastructure
finance. Since 2002 the SADC Banking
Association with support from the Canadian
International Development Agency (CIDA), has
been implementing the PPP Capacity Building
Programme. (www.banking.org.za/sadc). This
exciting project has achieved measurable and
commendable success in championing PPPs
within the SADC. Governments in the SADC
region have recognized that PPP can be an
effective vehicle for enhancing the delivery of
infrastructure and services. Importantly they
have realized private financing of public
infrastructure and public services becomes
more appropriate and likely in environments
where regulatory and institutional frameworks
are conducive and when projects have been
properly structured and are bankable. 

We elaborate on this area of activity in the
following section of this article.

The PPP Programme Capacity Building
Programme (The Programme)

The SADC Banking Association is pleased to
have partnered with Governments in the
region to support them in addressing the
absorptive capacity constraints that they are
experiencing in the PPP arena. At its

inception, the Honourable Trevor Manuel,
Minister for Finance of South Africa, endorsed
the programme and solicited support from his
counterparts for its roll out into the region Five
years into the programme, Governments in
SADC have expressed their satisfaction with
the programme and have encouraged the
Association to continue working with them to
build capacity for PPP in the region. The
Ministries of Finance of Mauritius, Botswana,
Zambia, Tanzania, Lesotho, Malawi have been
actively involved in the programme.   

The programme’s capacity building efforts
have focused on three areas of strategic
intervention namely training, research, and
technical assistance for planned and/or
existing projects. The successes that we have
achieved are summarized as follows: 

1. TRAINING:
a. Awareness Raising (1 day session)
(sensitizing): This has taken place in
Mozambique, Botswana, Tanzania, Malawi,
Zambia, Mauritius, Lesotho, Namibia and
Angola.
b. Classroom based training (knowledge
transfer) (3 days) This has taken place in
Mozambique, Botswana, Malawi, Zambia,
Mauritius, Tanzania, Lesotho:
c. On-line training (Competency/skills
development)
www.ip3.org.za/projects/2520 

The on-line training programmes have
been accredited in the UK and the USA.
Over 364 participants have been trained
from over 19 African and 24 non-African
countries in these online courses.
Organizations include ministries,
privatization or PPP units, banks,
developers, utilities, and regulators.

2. RESEARCH:
a. Institutional and regulatory assessments
on the PPP environment have taken place
in Tanzania, Botswana, Zambia and
Malawi. PPP Procedures and Guidelines
were also developed provided to Tanzania.
This research has been used to inform
reform in the regulatory and policy
environment. 
b. Case studies on PPP type initiatives in
Mozambique, Malawi and Tanzania. These
case studies have been integrated into the
on-line courses hence making the courses
appropriate and relevant to the African
context. 

3. TECHNICAL ASSISTANCE
FACILITY (“TAF”):
The TAF has elevated the Programme into
the next phase of PPP implementation.
This facility was introduced in 2007 and
provides technical consulting services to
selected strategic countries to enable them
to implement PPP Projects in their
respective countries. The TAF has
galvanized project knowledge into
bankable projects in the PPP market. The
focus is on “learning by doing”. We have
spent in excess of ZAR 4 million Rand on
funding technical assistance for PPP
projects in the SADC region. The following
are the projects funded: 
a. The Privatisation in Malawi is receiving
assistance to undertake the re-drafting and
re-negotiation of the Malawi Railway
Concession Contract. The scope of
assistance includes the development of an
appropriate contract management
framework and a contract monitoring
model. 
b. The Financial Feasibility Report and
now the appointment of Financial Advisors
to pursue procurement of the Mauritius
Highlands Urban Knowledge Industry
Development Project is being undertaken.
(See www.highlands–project.com).
International road shows on this project
are currently taking place. The
approximate value of this project is USD
1.3 billion.
c. The Financial Feasibility Study and
Procurement Process on the Municipal
Council of Beau Bassin Rose Hill is being
undertaken on the construction of a
modern market facility in the town of Rose
Hill, Mauritius. The approximate value of
this project is USD 25 million.
d. An MOU has been signed with the
Government of Mauritius and bid
documentation is being shortly issued for
the appointment of Financial Advisors to
conduct a Feasibility and Procurement
Process on a Wind Farm in Bigara,
Curepipe, Mauritius. The approximate
value of this project is USD 40 million.

The Banking Association South Africa

3rd Floor, Sunnyside Ridge Offices, 
32 Princess of Wales Terrace, Parktown, 2193
P O Box 61674, Marshalltown, 2107 

Tel: +27 - 11 – 645 6700
Fax: +27 - 11 – 645 6800

Member Countries :  • Angola • Lesotho • Mauritius • Namibia • Swaziland • Zambia • Botswana • Malawi • Mocambique • South Africa • Tanzania • Zimbabwe
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Efforts to reduce emissions to meet Kyoto 2012
targets and beyond have raised issues of

competitiveness in countries that are implementing
these policies, as well as fear of migration of carbon-
intensive industries to non-implementing countries.This
has also led to proposals for tariff or border tax
adjustments to offset any adverse impact of capping CO2

emissions.
A recent World Bank research project carried out by

the author and colleagues was published as International
Trade and Climate Change: Economic, Legal, and Institutional
Perspectives, Environment and Development Series No 1
(World Bank, 2007). In this, the impacts were examined
on export competitiveness of energy-intensive sectors as
a result of the implementation of OECD measures to
reduce GHG emissions.The focus was on two types of
instruments:

• Carbon taxes as a fiscal measure

• Energy efficiency standards as a regulatory measure.

The reason for choosing these was that both have
been in existence for quite some time in many countries
and hence the impacts on competitiveness are much
more traceable than those of the emission trading and
voluntary regimes, which are more recent.While both
carbon taxes and energy efficiency standards aim to
reduce energy consumption, they use very different
mechanisms to bring about emissions reduction.

In a country that imposes carbon tax (or a similar
energy input tax), one would then expect that energy-
intensive industries are likely to suffer a significant
increase in production costs compared with their trading
partners. Consequently, these industries either become
less competitive internationally and lose some of their

market share, or, in order to avoid this loss, move to
countries with no such taxes. In each case, exports of
energy-intensive commodities with the carbon tax
would decrease, while their imports are expected to
increase. Conversely, a carbon tax by an importing
country will increase exports of the exporting country,
thereby making it more competitive.

Similarly, the cost and time needed to comply with
different energy efficiency programme requirements
could add to the cost of internationally traded products.
However, since such regulations in principle could be
applied equally to imports and locally manufactured
products, effects on trade in countries with higher
energy efficiency standards could be nullified to some
extent. On the other hand, it could adversely impact
trade from countries with lower or no standards to
countries that have higher efficiency standards.

The results of the research project, using an
econometric modelling exercise, show that when a
carbon tax is imposed only by the importing countries,
it adversely affects the competitiveness of exporting
countries. This could be mostly due to the offsetting
measures applied by importing countries to mitigate and

The effects of climate
change policies on
international trade and
competitiveness Muthukumara Mani

Senior Environmental Economist,
World Bank

There is a widespread concern regarding international competitiveness of major industries,
especially in the energy-intensive sector, among countries that have taken steps to reduce

greenhouse gas (GHG) emissions.They especially worry that higher energy costs not only burden
them domestically, but also give competitors in countries that do not have these measures a
competitive edge and an unfair advantage. In this paper the effects are examined of climate
change policies on competitiveness across industries, as well as issues related to ‘leakage’, if any, of
carbon-intensive industries to developing countries.The implications for developing countries are
then considered.

While both carbon taxes and energy efficiency
standards aim to reduce energy consumption,
they use very different mechanisms to bring

about emissions reduction. 
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nullify the impact of such taxes on domestic industries.
On the other hand, when a carbon tax is imposed by the
exporting countries, or by both importing and
exporting countries, the overall trade between countries
increases. This suggests that subsidies and other
exemptions on those energy-intensive industries may be
overcompensating the disadvantages arising from the
imposition of the carbon tax. When we look at the
effects of energy efficiency standards we find strong
negative effects on export competitiveness irrespective of
whether the standard is imposed by exporting countries,
importing countries, or both.

When we examine how these policies affect specific
industries that use energy intensively, results suggest that
the net effect varies considerably across the various
industries. Trade competitiveness is adversely impacted
by a carbon tax in the case of the cement industry, but
the paper and steel industries actually benefit from a
carbon tax. This is, of course, driven by the sample of
countries and the industries studied. Similarly, energy
efficiency standards mainly impact the transport
equipment and metal products industries.

The results emerging from analysis suggest that carbon
taxation policies do not impact on the competitiveness
of energy-intensive industries. The implication is that
complementary policies (implicit subsidies, exemptions
etc.) – which are used in conjunction with carbon
taxation policies levied by these countries, particularly
on energy-intensive industries – could be negating any
impact of carbon taxation. A more detailed study of this
issue is warranted, as it will yield a greater understanding
of the implicit subsidies/costs that are associated with
each industry.The importance of this finding cannot be
overstated, as trade measures are justified based on
perceptions of higher costs and associated loss of
competitiveness on account of these costs on energy-
intensive industries in developed countries.The political
economy of carbon energy taxation policies may be
used to gain greater insights into the policy bundle 
as well.

Competitiveness and ‘carbon leakage’
Many industrialised countries are concerned about the
potential impact that mandatory carbon reduction
targets would have on their economies. Among these
concerns is that any plan that exempts developing
countries from emissions limits would not be effective,
because carbon-intensive industries would simply shift
their operations to one of the exempt countries.
This effect would not only undercut the environmental
benefits of the Kyoto Protocol; in addition, the
competitiveness of industrialised-world industries 
could suffer.

Most emissions in industrialised countries result from
inherently domestic activities such as transport, heating,
cooling, lighting, and other such activities, where
moving the emission source to another country is
either difficult or impossible. On the other hand, for
energy-intensive industries such as cement, chemicals,
and others, international competitiveness is an
important concern.

Is such ‘leakage’ really happening? In this section the
evidence is examined for any relocation of carbon-
intensive industr ies due to more str ingent climate
policies, mostly in the OECD countries.The industries
that will be most impacted by carbon reduction targets
are energy-intensive – pulp and paper, industr ial
chemicals, iron and steel, non-metallic mineral
products, and non-ferrous metals – that have an
incentive to relocate to avoid more str ingent
energy/carbon pricing policies.

When the actual data is examined on imports and
exports across various income groups and regions since
1990s, it provides some interesting results.The import-
export ratio of energy-intensive production in high-
income OECD countries shows an increasing trend
(probably reflecting an increase in imports and decrease
in exports).When the same ratio is examined for low-
and middle-income developing economies, there is almost
a mirror image of the OECD graph (see Figure 1).
This could be a reflection of some relocation of energy-

Table 1. Impact of carbon taxes and energy efficiency standards on export competitiveness.

Carbon tax Energy Efficiency Standards
(imposed by country) (imposed by country)

Measures Export Import Export and import Export Import Export and
import

Carbon tax only Marginally 
significant (-)

Energy efficiency  Highly significant Highly significant Highly significant
standards only (–) (–) (–)

Carbon taxes and Marginally Highly significant Highly significant Highly significant
energy efficiency significant (–) (–) (–)
standards

Energy-intensive Highly significant Highly significant Highly significant
industries (+) (–) (+)

Industries subject Highly significant Highly significant Highly significant
to energy (–) (–) (–)
efficiency standards
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intensive industries to developing economies, which
were not imposing any additional constraints on these
industries on account of climate change.

Among the developing country regions we find that
there is indication of some relocation of industries from
the US to mainly East Asia, and especially China.While
China does reflect the general declining trend in
import/export ratio observed in East Asia, it is not
driving the trend, as its economic growth probably
continues to fuel increased imports of energy-intensive
products (see Figure 2).

This analysis thus suggests a gradual increase in the
import-export ratio of energy-intensive industries in
developed countries, and a gradual decline in the ratio in
some developing regions. There is some evidence –
although it is not very pronounced – of leakage of
carbon/energy-intensive industries to developing
economies that could be attributed to more stringent
climate change policies and energy efficiency standards.

Competitiveness and trade measures
Because of the difficulties in attaining the international
cooperation that will be needed for effective policies to
address climate change, there is a widespread concern
that countries might start using unilateral measures to
address differential attitudes, perceptions, and policy
standards. Such unilateral measures may take the shape of
‘trade measures’ such as tariffs or quotas against countries
that do not adhere to similar standards.

Under the World Trade Organization (WTO),
members can adopt measures to protect the
environment and human health and life as long as such
measures comply with GATT rules. Articles XX(b) and
(g) allow WTO members to justify trade measures if
these are either necessary to protect human, animal or
plant life or health, or if the measures relate to the
conservation of exhaustible natural resources,
respectively. Moreover, the chapeau of Article XX
requires that these measures not arbitrarily or
unjustifiably discriminate between countries where the
same conditions prevail, nor constitute a disguised
barrier to trade.

While no such measures are in place anywhere in the
world, two such proposals are already attracting a lot of
attention both in the European Union and the US.

The recent European Commission plans to tighten
Europe’s greenhouse gas reduction regime also recognise
the risk that new legislation could put European

companies at a competitive disadvantage compared with
countries with a perceived less stringent climate protection
laws, such as the US, China and India. According to the
Commission, this situation could cause large ‘carbon
leakages’, whereby companies move their activities to
other regions of the world in order to keep costs down.To
address this threat, the draft legislation includes proposals to
impose restrictions on imports unless an international
agreement subjecting all industrialised countries to similar
climate change mitigation measures is reached. According
to the proposal, such a ‘carbon equalisation system’ could
take the form of an obligation for foreign companies
doing business in Europe to obtain emissions permits
alongside European competitors.

There are similar proposals in the US Congress attached
to future GHG emissions cap-and-trade legislative
proposals. If passed in their current form, these bills would
require purchases of greenhouse gas emission allowances
in order for imported goods to be allowed to enter the
US from countries that are not making satisfactory efforts
to mitigate greenhouse gas emissions.The requirement for
such purchases would be an alternative to offsetting
border measures in the form of tariffs.

In both the US bills, the proposal is to require US
importers in some circumstances to purchase GHG
emission allowances. The consideration behind
promoting such a measure is that this would be less
vulnerable than a tariff to challenge in the WTO,
because it could more clearly be considered an
environmental measure that would qualify as an
exception under GATT Article XX(g), which allows
measures ‘relating to the conservation of exhaustible
natural resources.’ The offsetting border provisions in
both bills have been carefully crafted to avoid – or
survive, if necessary – any challenges in the WTO
dispute settlement process. There are provisions, for
instance, that would require the US government to enter
into negotiations with foreign governments in an effort

There is a widespread concern that 
countries might start using unilateral 

measures to address differential attitudes,
perceptions, and policy standards. 
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Figure 2. Import-export ratio of energy-intensive products in low- and
middle-income East Asian and Pacific economies and China.

Figure 1. Import-export ratio of energy-intensive products in high-income
OECD countries and low- and middle-income economies.
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to resolve international competitiveness issues and in
advance of any actual imposition of the allowance
purchasing requirement.

Legal experts remain divided on whether the EU or the
US proposed measures would be compatible with
international trade regulations, as the WTO has no clear
provisions on the subject. On the one hand, border
adjustment measures could be considered to contravene
WTO rules prohibiting discrimination between countries
or between ‘like products’. A particularly thorny issue in
assessing the compatibility of trade measures with climate
change policy may arise with the application of measures
based on PPM (Processes and Production Methods).
These are measures that may be targeted at the way
products are produced, as opposed to the inherent
qualities of the product itself. Since most climate change
measures do not directly target any particular products,
but rather focus on the method by which greenhouse
gases may be implicated in terms of production, PPM
issues are critical for the compatibility analysis.

Nonetheless, both the EU and the US proposals could
have significant implications for developing countries’
manufacturing trade – especially what can be classified
as energy intensive. If we look at such trade in some of
the mostly commonly identifiable energy-intensive
industries – pulp and paper, industrial chemicals, iron
and steel, non-metallic mineral products and non-ferrous
metals – we find that both the imports and exports have
increased considerably over the last ten years and
especially in the last five years.

Implications for developing countries
There is no conclusive evidence to suggest a loss in
competitiveness from climate change measures adopted
in OECD countries, or of a leakage or exodus of
carbon/energy intensive industries to developing
countries. These countries have implemented various
polices and measures to achieve their targets and showed
some progress in mitigating climate change. However, in
a number of cases economic considerations have far
outweighed the consideration for the global climate.
Many of the incentives, especially for energy-intensive
industries to reduce their emissions, have been nullified
through special tax concessions, rebates, exemptions, and
other such measures.

However, in the medium-to-long run, the increased
str ingency of climate policies in some industrial
countries to meet Kyoto targets, and increased economic
growth in some developing countries in the next
decades could accentuate the existing trends. The
increased concentration of energy-intensive sectors in
some developing countries like China and India could
not only signal for their greater future involvement in
any global GHG reduction measures, but also could
subject them to punitive trade sanctions for not
participating in any global efforts at climate change.

Successful GHG mitigation approaches, however, need
to be supportive of developing countries’ economic and
social development needs and institutional, financial, and

technical capacity and guided by the principle of
“common but differentiated responsibilities”. These
countries cannot take on the same commitments as the
developed countries as they often lack institutional,
financial, and technical capacity, which will influence
their ability to implement and comply with climate
commitments. In addition, developing countries must
deal with poverty and other social challenges, and they
may be reluctant to adopt restrictive policies that could
limit economic growth and pose any threat to energy
security. At the same time developing countries should
take advantage of economic opportunities of achieving a
low carbon growth path.

The findings, interpretations, and conclusions expressed in this
article are entirely those of the author.They do not necessarily
reflect the views of the World Bank, its Executive Directors, or
the countries they represent.

Muthukumara Mani is a Senior Environmental Economist in
Policy and Economics team of the World Bank’s Environment
Department. Dr Mani leads the World Bank’s work on
assessing environmental implications of policy reforms. His work
also focuses on country environmental assessments, natural
resources management, environmental institutions and
governance, climate change and adaptation and trade and climate
change issues. His research and analytic work on industrial
pollution, trade and environment and environmental governance
has appeared in professional economic journals. He has also co-
authored several policy research working papers for the World
Bank and the International Monetary Fund. Prior to joining
this position, he was an Economist in the Fiscal Affairs
Department of the International Monetary Fund, where he was
responsible for analysing environmental implications of
macroeconomic policies and programmes and in integrating
environmental considerations broadly in the country programmes.
He has a Ph.D and MA in Economics from the University of
Maryland, College Park.

In 2001, the World Bank Board of Directors endorsed an
Environment Strategy to guide the Bank’s actions in the
environment area, particularly over the next five years.The
strategy emphasises three objectives: improving the quality of life;
improving the quality of growth; and protecting the quality of the
regional and global commons. It recognises that sustainable
development, which balances economic development, social
cohesion, and environmental protection, is fundamental to the
World Bank’s core objective of lasting poverty reduction.
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There is now consensus that no country or region is
immune to the impact of climate change. The

United Nations Development Programme Human
Report of 2007/2008 has warned of the r isk of
unprecedented human development reversal during our
lifetime, unless urgent and timely corrective measures
are taken. But while climate change is projected to
affect the lives of billions of people, the extent of
vulnerability differs widely. The world’s Least
Developed Countries (LDCs) and Small Island
Developing States (SIDS), where poverty and physical
vulnerabilities limit the capacity to act, will
undoubtedly be most seriously harmed.

Indeed, climate change has far-reaching consequences
in LDCs and SIDS, affecting economic growth, health
indicators, water availability, food production and coastal
erosion – and poses a serious threat to vulnerable
ecosystems.

Fallout in LDCs
In Africa, where 33 of the 49 LDCs are located, climate
change will worsen the already prevalent problem of
shortage of water. Climate variability will severely affect
agricultural production on which the overwhelming
majority of the populations, as much as 80 per cent in
some countries, depend on its livelihood.

According to the Intergovernmental Panel on
Climate Change (IPPC), yields from rain-fed
agriculture in Africa could be reduced as much as 50
per cent by 2020.Water shortages and the shrinking of
land suitable for agriculture would cause other social
and political disruption, including forced migration and
conflict. The cost of adaptation to these environmental
changes, the IPCC estimates, could amount to 5-10 per
cent of the Gross Domestic Product of these countries.

This would further divert scarce resources from
activities to reduce poverty.

SIDS run risk of extinction
When one turns to the impact of climate change on
SIDS, the situation becomes even more troubling.

It has already been documented that as climate change
accelerates we are likely to witness an increase in
frequency and magnitude of storms, flooding, and
droughts. Many SIDS are already experiencing
considerable erosion due to storm surges and sea level
rise. They are, as well, suffering from increasing
contamination of soil and drinking water due to the
intrusion of salt water. Many small island developing
nations are likely to experience a decrease in water
runoff by 10-30 per cent over some dry regions, dry
tropics, and some semi-arid areas, due to decreases in
rainfall and higher rates of evaporation.

In the most extreme scenario, as stated in the most
recent IPCC predictions, sea-level rise resulting from a 4
degree celsius increase in the global temperature would
submerge and lead to the total extinction of low-lying

The impact of climate
change on developing
countries – the imperative
for action! Cheick Sidi Diarra

United Nations High Representative for the Least
Developed Countries, Landlocked Developing
Countries and Small Island Developing States

According to the 2007/08 UN Human Development Report, on average one person out of 19 in
developing nations can expect to feel the impact of a climate disaster, compared with only one

in 1,500 in OECD countries. And while most people in rich countries can adapt to some of the
change with little effort, the poor rarely have the means to do this. The world’s Least Developed
Countries and Small Island Developing States have already had to bear the brunt of climate change,
and will continue to do so if urgent and comprehensive measures are not put in place.

The United Nations classifies 49 countries, representing ‘the
poorest and weakest segment of the international
community’, as Least Developed Countries (LDCs). Thirty-three
of the LDCs are found in Africa, 15 in Asia and the Pacific and
one – Haiti – in Latin America and the Caribbean. The defining
characteristics of these countries are extreme poverty, weak
institutions and limited skills. The United Nations also
identifies 38 countries and 14 territories as Small Island
Developing States (SIDS). The biggest handicaps of the SIDS
are limited physical size and relative remoteness. These
characteristics make the LDCs and SIDS particularly vulnerable
to natural hazards.
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island states like Tuvalu, Kiribati, Maldives and the
Marshall Islands.This is indeed cause for serious concern
and puts before us a sobering challenge.

Framework for action
An agenda for promoting the environmental sustainability
of the LDCs and SIDS is outlined in their respective
Programmes of Action (PoAs). The PoAs provide a
framework for international cooperation between the
vulnerable countries and their development partners to
address the daunting environmental challenges.

One of the seven commitments under the PoA for the
LDCs adopted by the international community in 2001
in Brussels specifically deals with reducing
environmental vulnerability and protecting the
environment.Among other measures, it asks the LDCs:

• To develop and implement strategies for sustainable
development in order to reverse trends in the loss of
environmental resources

• To enhance capacity for formulating and implementing
environmental policies

• To strengthen disaster mitigation mechanisms and
national early warning systems.

Development partners are expected to provide financial
and technical support to the LDCs to implement these
measures. Under the United Nations Framework
Convention on Climate Change, a fund to provide
assistance to LDCs in preparing national adaptation PoAs
was established.

The PoA for the Sustainable Development of Small
Island Developing States adopted in Barbados in 1994
and renewed in Mauritius in 2005 requires the small
island developing countries, with the support of the
international community, to develop and implement
national adaptation strategies, improve capacity to
prevent and respond to environmental disasters, improve
management of waste, water and biodiversity resources
and promote the sustainable development of tourism.

In this context, a number of national and regional
initiatives are being undertaken to enhance the response
of small islands to the challenges of climate change.
Notable among them is the launch of the Caribbean
Catastrophe Risk Insurance Facility in February 2007.
The facility is a pool of resources, which would be
immediately available to small islands in the region for
reconstruction in case of an environmental disaster.
At the first pledging conference for the fund, US$47
million was raised. A similar facility is being considered
for the islands in the Pacific region.

‘Common but differentiated
responsibility’
Now that there is the momentum to tackle climate
change head-on, we must be prepared to intervene
meaningfully.The international community has already
identified what needs to be done in order for us to make
progress in this regard.This is based on the principle of
‘common but differentiated responsibility’.

It is evident that integrating adaptation to climate
change into planning processes is a necessary strategy for
sustainable development over the long term.This process
should be the most inclusive possible at both local and
national level. Local coping strategies are an important
element of planning for adaptation. Climate change is
leading communities to experience climatic extremes
more frequently and traditional knowledge can help to
provide efficient, appropriate and time-tested ways of
advising and enabling adaptation to climate change.

In many of the LDCs and SIDS, there are difficulties
in integrating adaptation concerns into national policies
due to a host of factors, including poor monitoring and
evaluation mechanisms, as well as limited awareness of
adaptation amongst stakeholders and the local
populations.

Furthermore, it is critical that risk management and
risk reduction be incorporated into adaptation planning
at all levels, and that climate change is incorporated into
disaster and risk management. Early warning and
response systems should be established and strengthened
at both national and regional levels.

Greater sharing of knowledge 
Given that there is consensus that climate change will
impact all countries to some extent, it is imperative that
mechanisms are introduced that allow for a sharing of
knowledge and experience, especially environmentally
sound technologies. In this regard, I would encourage
greater South-South and North-South cooperation, as
this would be an effective tool for promoting the
implementation of adaptation measures.

Of equal importance is the need to create greater
awareness of existing international mechanisms in
support of the most vulnerable countries, for instance:
the adaptation funds of United Nations Framework on
Climate Change (UNFCC) for LDCs which was made
operational in Bali in December 2007; and the different
schemes of the Global Environment Fund.

But adaptation policies are not enough.
They need to be coupled with mitigation
measures. 
Additional funding 
At the outset it must be highlighted that there should
not be a trade-off between climate change and the
development priorities of developing and under-
developed countries. The Stern Review on the
Economics of Climate Change released in 2006, which
discusses the effect of climate change and global
warming on the world economy, essentially noted that
the costs of inaction far outweigh the costs of strong and
urgent action on climate change by at least five to one.

A study undertaken for the UNFCC estimates that in
2030 the adaptation funds requirements ($US) would
be:

• 14 billion for agriculture, forestry, and fisheries

• 11 billion for water resources



• 5 billion for human health

• 11 billion for coastal zones, and 

• 8-130 billion for infrastructure.

Thus, the investment and financial flows needed for
adaptation are likely to be tens of billions of dollars per
year several decades from now and could be more than
US$100 billion per year. Other studies also estimate
adaptation costs at tens of billions per year.

It therefore goes without saying that this is a costly
exercise. But additional funding is vital in order for
LDCs and SIDS to plan for and implement adaptation
plans and projects.

The lack of funding available for adaptation is a large
impediment to implementing adaptation plans in these
extremely vulnerable countries. Without sustained
funding, adaptation runs the risk of not being
effectively addressed, and largely limited to ‘reactive’
funding such as short-term emergency relief. This
would not support sustainable development, and would
ultimately prove to be even more costly.

The Bali Action Plan underlines the importance of
enhanced action on adaptation, supported by financial
resources and technology transfer. Under the
Convention, the Least Developed Countries Fund
(LDCF) and the Special Climate Change Fund
(SCCF) provide funding for adaptation. Making
operational the Adaptation Fund under the Kyoto
Protocol marks an important step, but meeting the
financial needs of adaptation will require additional
resources from other sources such as bilateral and
multilateral funding from government, national and
international organisations, and agencies.

Climate change requires a global framework for
international cooperation. Adaptation action is a vital
part of this framework. Actions to enable adaptation to
climate change pose opportunities to promote
sustainable development. A successful framework must
directly involve assistance for adaptation in developing
countries, particularly LDCs and SIDS.

As the UN Secretary-General Ban has highlighted:
“We have moved climate change up to the top of the
agenda where it belongs; we cannot now let those who
depend on us down. We cannot fail succeeding
generations who will endure the consequences of our
actions; we cannot turn away from the most vulnerable
who already face the consequences of climate change
today.”

Mr Cheick Sidi Diarra of Mali is UN Under-Secretary-
General and Special Advisor on Africa, and High
Representative for the Least Developed Countries, Landlocked
Developing Countries and Small Island Developing States.
He has been involved in furthering the African development
agenda and served as one of the lead negotiators at African 
Union summits.
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These days, green is the colour of choice as every
person and business seems determined to show

their environmental commitment. I am overwhelmed
with a terrible sense of déjà vu as I remember that way
back in 1988, the environment was a top concern
around the world.That year, George HW Bush ran for
President of the United States and promised that if
elected, he would be an environmental president.
Unfortunately the promise did not survive the pressures
that came after the election. Only four years later, the
largest gathering in history of heads of state met in Rio
de Janeiro for the Earth Summit, a meeting meant to
signal that henceforth the environment could not be
ignored in any decision made. Agenda 21 was the
ambitious programme to get the world onto a path to a
sustainable future. Yet Bush had forced a terr ible
weakening of targets for greenhouse gas emission
reductions recommended by climatologists in 1988 – a
20 per cent reduction below 1988 emissions in 15
years. Bush would only attend the meetings if the target
was reduced to stabilization of 1990 emission levels by
2000. Soon after Rio, the world entered a recession 
and all the rhetoric surrounding global warming was
pushed into the background as the economy trumped
the environment.

We must not forget that lesson from history, as the
environment, especially climate change, has once again
become a top concern of the public. But now it is two
decades later and the problems are immensely more
complicated, difficult and expensive. In 1989, when my
television show, ‘The Nature of Things’, did its first
programme on global warming, I wrote that climate
change represented ‘a slow-motion catastrophe’ –
because while I knew it was an issue we had to tackle

immediately, I believed it would be a century or more
before its impact would really kick in. Ever since,
reports reinforce the sense that nature is showing
undeniable impacts after only a 0.7ºC rise in
temperature. Now the warnings from scientists are ever
more urgent, but after two decades of rising emissions,
bringing them down is even more difficult. All the
same, political leaders still repeatedly put the need to
protect the economy ahead of taking serious action to
reduce greenhouse gas emissions.

Home truths
The words economics and ecology are built on the
same root word, eco, from the Greek word oikos,
meaning home. Ecology is the study of home, while
economics is its management. Ecologists attempt to
define the conditions and principles that govern the
ability of life to survive and flourish. Any area or
endeavour in human society, including economics,
ought to ensure that its activity in no way undermines
those conditions and principles, yet economics has been
elevated in many states above ecology. We need to put
the eco back into economics.

We have forgotten some fundamental truths: more
‘stuff ’ does not bring happiness; genuine wealth is not
measured in dollars and cents but in the quality of our
health, the well-being of community and experiences
we share with family, friends and neighbours. I believe it
is very dangerous to continue to pursue growth without
a serious examination of some of our most cherished
notions. It has been my experience that in
environmental battles, the playing field is not level, in
fact, it is so heavily skewed that nature inevitably loses.
Let me give you an example.

Economy or ecology –
which will sustain our
future?

Dr David Suzuki
Co-founder,

the David Suzuki Foundation

Eco’ is a prefix everyone wants to fix in front of their discipline – ecoforestry, ecopsychology,
ecoarchitecture, etc. But ‘eco’ is also the first three letters of ‘economy’. Politicians and

businesspeople repeat like a mantra the overarching need to keep the economy growing – indeed, the
very definition of progress has come to reside in how well this is happening. No one wants to impede
progress, but if economic growth has become the criterion for progress, we fail to ask the important
questions like: What is an economy for? How much is enough? Are we any happier with more? In
considering these questions, the author argues passionately that we are pursuing the wrong goal.

‘
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The worth of ‘externalities’
In the 1990s, I joined with the Lytton Indian Band to
fight to protect a watershed from logging by a
multinational forest company, Fletcher-Challenge. One
summer, I was camping in the contended area, the Stein
Valley, and on emerging from the forest, encountered the
CEO of the company. Not surprisingly, we were soon
engaged in a vigorous discussion that escalated into
shouting until the CEO in frustration yelled: “Listen,
Suzuki, are you tree-huggers willing to pay for the trees
in that forest? Because if you aren’t, they don’t have any
value until someone cuts them down.” I was dumbstruck
as I realised he was absolutely right.

You see, in our economic system, many of the services
performed by nature have no worth, indeed, they are
dismissed as ‘externalities’. So long as that forest is
standing, the trees exchange carbon dioxide for oxygen,
not a bad service for animals like us that depend on the
oxygen-rich air. But to economists, that is an externality.
The tree roots cling to the soil so that when it rains, the
soil doesn’t run into the streams and clog salmon
spawning grounds. In the economy, that’s an externality.
The forest pumps hundreds of thousands of gallons of
water out of the soil and transpires it into the
atmosphere to influence weather and climate.That too,
is an economic externality.The trees provide habitat to
countless species of bacteria, fungi, insects, mammals and
birds, but that is worthless as an externality in our
economic system. No wonder then that the CEO of
Fletcher-Challenge could claim the worthlessness of that
forest unless people paid to protect it or loggers cut the
trees down.And so it goes.

Exponential theology
Economists work on the basis that human inputs are the
most important factor in the planet’s prosperity.We are so
creative and productive that the economy is built around
that creativity and productivity. Since there seem to be no
limits to human ability and potential, economists believe
economic growth forever is not only possible (which it
isn’t) but necessary. But all human beings live along with
the rest of life within the confines of the biosphere, the
zone of air, water and land where life exists. And it is a
very thin layer.As the late Carl Sagan pointed out, if Earth
was reduced to the size of a basketball, the biosphere
would be thinner than a layer of sandwich wrap.That is it
– it is finite and cannot increase in size. So nothing within
it can aspire to endless growth without fatal
consequences. The current obsession with economic
growth, especially among the richest nations, is suicidal.

Growth that continues steadily over time is called
exponential, and anything growing exponentially has a
predictable doubling time. So whatever is growing
(garbage production/year, use of water, size of a city,
population of the world, etc) will double. If it’s growing
at one per cent a year, it will double in 70 years; at two
per cent a year, in 35 years; three per cent in 24 years;
four per cent in 17.5 years, etc. Consider a system
analogous to planet Earth, a test tube full of food for
bacteria. I introduce one bacterium (representing us) into
the tube and it begins to divide every minute. So at the
beginning, there is one cell, at one minute there are two,
at two minutes, four, three minutes, eight, four minutes,
sixteen.That is exponential growth and at 60 minutes,
the test tube is completely full of bacteria and there is no
food left.When is the test tube half full? Of course, the
answer is at 59 minutes.At 58 minutes, the test tube is 25
per cent full, at 57 minutes, 12.5 per cent.At 55 minutes
of a 60 minute culture, the test tube is only three per
cent full. If at 55 minutes, one of the bacteria decides
there is a population problem, the other bacteria would
deride him by pointing out that 97 per cent of the test
tube was empty and they had been there for 55 minutes.
Only at 59 minutes do they all realise they have a
problem, and only have a minute left to solve it. So they
pour their money into scientific research and in less than
a minute, bacterial scientists quadruple the amount of
food and space by inventing three test tubes full of food
(that is like adding three more planets for us). So are they
saved? At 60 minutes, the first test tube is full, at 61
minutes, the second is full and at 62 minutes, all four are
full. By quadrupling the amount of food and space, they
buy two extra minutes. How do we add even a fraction
of one per cent more of air, water, soil, energy or
biodiversity? We can’t. And every biologist I’ve talked to
agrees that we are already past the 59th minute!

When I say that to politicians and businesspeople, they
become very angry and deny that we have little time left
to find solutions by pointing to our health – stores filled
with food and goods. I counter that we have created an
illusion that all is well by using up the rightful legacy of
our children and grandchildren.

In environmental battles, the playing 
field is not level; in fact, it is so heavily

skewed that nature inevitably loses.

The economic system is not sacred

Pollination, the water cycle, the nitrogen cycle, the carbon
cycle, the creation of soil, and many other natural system
services are degraded by human activity because these
ecological activities have no value in economic terms. Yet
those services keep the planet healthy and alive.

We have created an economic system that is now treated as 
if it is somehow sacred and unassailable. Yet it is a human
construct, one that is so flawed as to be inevitably destructive
of the environment. Robert Costanza has attempted to put a
price on services performed by nature yet considered an
externality by economists. He came to a very crude, but
conservative, estimate of US$35 trillion. That is the cost of us
doing what nature does all the time. When he published his
estimate, the collective annual GDPs of every country in the
world was only US$18 trillion! 
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Using up the capital
Any accountant knows that by withdrawing only the
interest accrued to a bank account, one can continue to
take money out of the account forever. But if we draw
down the basic capital in the account, it will eventually
be exhausted. In a study for WWF UK, the total
renewable resources (fish, topsoil, trees, etc) exploited by
all of humanity in a year was measured. If the amount
removed in a year could be replaced by nature in a year
or less, that would be sustainable indefinitely. It was
found that the annual amount extracted took 1.3 years
to be replenished.That’s deficit financing, and that deficit
has been going on for over 20 years. If we are going to
come to grips with humanity’s power and impact, we
need to understand that our great ‘success’ is only
indicated when our measurements are focused from year
to year. But seen over a wider sweep of time, we are
clearly on an unsustainable path.

For most of human existence, our numbers,
technology and consumption have been minuscule
within the biosphere and easily absorbed. But suddenly,
we have exploded into a new kind of force on the
planet. For the first time in the four billion years of life
on Earth, one species, us, is altering the biological,
chemical and physical features of the planet on a
geologic scale. But for most of human existence, we
were local, tribal animals.We may have travelled a few
hundred kilometres and encountered a few hundred
people in a lifetime.We were concerned with our tribal
territory and didn’t have to worry about people on the
other side of an ocean, across a mountain or beyond a
desert. But suddenly, we’ve become a global force and
we now have to ask, what is the collective impact of all
6.6 billion human beings? We’ve never had to do this
before and it is very difficult, but we have no choice.

At this critical point, when humanity is overwhelming
the life support systems of the planet, we have an
opportunity to think beyond the usual boundaries that
limit our vision, to get to the bottom of what life 
is all about and to find new ways to live without
compromising the biosphere.

Too often, we forget the most important fact, that we
are animals, biological creatures with fundamental needs
like all other species. Aboriginal people around the
world refer to those needs by recognising that Earth is
our Mother.This is not just poetic or metaphorical: it is
literally true. Science corroborates that fact that we are
created by the elements of the planet, what aboriginal
people refer to as the four sacred elements – earth, air,
fire and water. We are those elements – air circulates
throughout our bodies and without it, we die in
minutes; water inflates us, over 60 per cent of our weight
and without water, we die in days; food from the soil
creates our bodies and without it we perish in weeks;
every bit of the energy in our bodies to move, grow and
reproduce, is sunlight captured by photosynthesis.We are
the Earth and the ultimate miracle of life on Earth is
that the four sacred elements – earth, air, fire and water –
are cleansed, replenished, created by the web of life on

the planet. Aboriginal people often celebrate totemic
species – whales, cedar, fireweed, wolves, ravens, etc –
calling other species their relatives. When scientists
completed the Human Genome Project in 2001, the
staggering achievement of deciphering the sequence of
all three billion letters in human DNA, the most
amazing insight was that more than 99 per cent of our
DNA is identical to the DNA of our nearest relatives
the Great Apes, and that we carry tens of thousands of
genes identical to the DNA of our pet dogs and cats, of
birds, insects, fish and worms, and hundreds of identical
genes to trees and fungi. In other words, we are related
to all other forms of life by our shared evolutionary
history. Other species are our kin and surely we treat our
relatives differently from resources or commodities.

The human perspective
Human beings are also social creatures and as social
animals, our most fundamental need is love, love in the
earliest part of our lives to be fully human. Our highest
priority should be to ensure strong families and
supportive communities, full employment, security,
equity and justice and freedom from racism, genocide,
terror and war.

People are spiritual beings, and we need to know that
we emerged from nature, and will return to it when we
die, that there are forces impinging on us that are
beyond our understanding and control, that we are part
of the community of life that makes the planet habitable,
that there are sacred places that we protect.

To me, these are fundamental truths that we have
biological, social and spiritual needs that should be
protected and nurtured and must be the foundations of
whatever way we live.

David T Suzuki, PhD, co-founder of the David Suzuki
Foundation, is an award-winning scientist, environmentalist and
broadcaster. David has received consistently high acclaim for his 30
years of work in broadcasting, explaining the complexities of science
in a compelling, easily understood way. He is well known to
millions as the host of the Canadian Broadcasting Corporation’s
popular science television series,‘The Nature of Things.’.

Since 1990, the David Suzuki Foundation has worked to
find ways for society to live in balance with the natural world that
sustains us. Focusing on four programme areas – oceans and
sustainable fishing, climate change and clean energy, sustainability,
and the Nature Challenge – the Foundation uses science and
education to promote solutions that conserve nature and help
achieve sustainability within a generation.

Suite 219, 2211 West 4th Avenue,Vancouver, BC V6K 4S2 
Canada

Tel: +1 604 732 4228 Fax: +1 604 732 0752 
Toll free in Canada: 1 800 453 1533 
Website: www.davidsuzuki.org
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Many aspects of human biology are the product of
climate change.They arose in response to natural

selection pressures over several million years of hominid
evolution as the earth cooled and temperatures
fluctuated. One such product is our large brain, capable
of an unprecedented intelligence. This extraordinary
facility has led us to the now-precarious present time,
when, inadvertently, our population size and intensified
economic activity is overloading the earth’s life support
systems.Today, via this recent twist in the story, human
biology and health face risks from human-induced
climate change.

Over the past half century, the earth’s average
temperature has changed to an extent and at a rate that
clearly differ from ongoing natural background climatic
variations.

There is direct evidence that most of the 
recent warming is due to human-induced build-up 
of atmospheric greenhouse gases. The resultant
‘greenhouse’ capture of additional radiative energy is
now changing global climatic patterns. The earth has
warmed by around 0.6 ºC since the mid-1970s.

Further, our planet is now committed (no matter
what) to additional human-induced warming of a
similar or greater amount over the next several decades –
and will then incur more warming within the 1-5 ºC
range by 2100, depending on future patterns of
population growth and economic development.Without
radical collective action, very soon, the outlook is for an
increase in average surface temperature of several degrees
celsius this century.

Diverse health risks, multiple pathways
Weather variations and climatic fluctuations affect human
well-being, safety, health and survival in many ways. Some
impacts are direct-acting, familiar, and easily understood
in relation to future climate change. Other effects are less
immediate, occurring via more complex pathways.

Climate change is unlikely to generate new diseases or
health disorders. While climate change will have some
limited beneficial health effects in some locations, it will
mostly exacerbate existing health problems. This
threatens ongoing efforts to reduce longstanding public
health problems (particularly in low-income countries)
and the achievement of the Millennium Development
Goals. Childhood malnutrition and infection currently
kill around 10 million children annually; climate change
will exacerbate these child health scourges.

Heatwaves kill people and cause heart attacks and
strokes.Weather disasters – such as the cyclones that have
recently struck vulnerable, mostly poor, coastal
populations of Bangladesh and Myanmar – kill, maim,
dispossess, impoverish and cause mental health burdens.
Droughts cause hunger, starvation, displacement and
misery; farming jobs are lost, suicides r ise. Hotter
weather increases the formation and concentration of
various noxious air pollutants in large, motorised,
industrial cities.Temperature extremes also affect bodily
functioning, mood and behaviour.While this effect has
been largely overlooked, it is becoming clear that health
and workplace productivity are jeopardised by higher
temperatures. This has individual, social and economic
consequences.

Climate change and
health: implications
for planning and
development Professor Anthony J. McMichael

National Centre for Epidemiology 
and Population Health,

The Australian National University

Global climate change reflects the mounting pressures of human numbers and economic activity.
Risks to health arise from direct stresses (e.g. heatwaves, weather disasters, heightened air

pollution), from altered ecological processes (e.g. infectious disease patterns, food yields), and from
conflict and population displacement.These risks impinge particularly on low-income, tropical and
geographically vulnerable populations, jeopardising national ‘development’ and the Millennium
Development Goals. The risks will increase over time, encumbering future generations. While
governments strive to reduce emissions, health-protecting adaptive strategies are needed.The health
sector must adapt, as part of a broad cross-sectoral response that recognises that protecting human
health is a central goal of climate stabilisation and sustainability.
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The sea level is now rising faster than in the 1980s-
1990s.This poses direct and indirect risks to well-being
and health.This is rapidly becoming a crucial issue for
many low-lying small island states (e.g. Maldives,Tuvalu
and Vanuatu) where food yields, freshwater supplies and
physical safety are at increasing risk. Further, displacement
of populations and the break-up of communities can
trigger diverse adverse health consequences: physical,
infectious, nutritional and psychological.

Indirect pathways: food and water
Simple and direct causal relationships, such as those that
prevail in school books, are easy to understand: warmer
temperatures cause ice to melt and bacterial growth in
food.Yet to understand all the consequences of climate
change, we must have insight into the characteristics and
behaviour of complex interactive systems, with their
diverse feedback loops. The world’s climate is such a
system, integral to the earth system at large. Likewise,
many climate-sensitive systems that we depend on are of
this complex kind – including systems that determine
the cycling and flows of water, the productivity of forests
and crops, the constraints on activity and transmission of
infectious agents, and others.

Access to food and water is a prerequisite to health
and survival. The likely impacts of climate change on
food yields and water security pose many risks to health,
mostly in developing countries. The World Health
Organization’s estimate of disease burdens attributable to
incipient climate change in the year 2000 identified
malnutrition as the pre-eminent component of health
loss. Most of that loss (premature deaths, stunting,
disabling infection) was in young children in developing
countries.

The risks to water and food security, safety and
nutritional status entail diverse pathways:

• Loss of mountain glaciers, reduced river flows, and less
runoff/capture of water

• More frequent extreme weather events 

• Higher temperatures and drier soils, affecting
plant/animal physiology 

• Sea-level rise and flooding of coastal lands – salination
of groundwater and arable land

• CO2 ‘fertilisation’ – enhanced crop yields, though this
may not apply at warmer temperatures 

• Altered patterns of plant and livestock diseases and
pests 

• Socio-economic disruption, political conflict and
population displacement.

The above list underscores the difficulties that
researchers and policy-makers often face in estimating
and ‘costing’ the health risks from climate change.There
will undoubtedly be adverse consequences of changes in
food yields for human nutritional status, child growth
and development, causing increases in disease/disability
burdens.Yet, given the complexities and the incomplete
knowledge base, it remains difficult to make quantitative

estimates of those actual health consequences. The
research base needs strengthening and resourcing.

Water insecurity
Climate change will exacerbate water insecurity. By
2080, the projected changes from medium climate
change scenarios, in rainfall, surface runoff and depleted
glaciers, will cause an estimated one to three billion
people to experience water scarcity. Meanwhile, an
additional two to seven million persons will face coastal
flooding annually.

Water stress seriously constrains sustainable
development, particularly in savannah regions which
cover two-fifths of the world’s land area.Water scarcity
poses multiple risks to health, including water-borne
infectious diseases (cholera, other diarrhoeal organisms,
cryptosporidium, etc.), vector-borne diseases associated
with water storage, exposure to higher concentrations of
salt and chemical contaminants in water, impaired food
yields, and conflict situations.

Global warming will gradually displace mid-latitude
rainfall systems towards the poles. Indeed, some regions
have begun to manifest the drying trends that scientists
predict climate change will cause in sub-tropical regions
– such as in southern Australia, parts of southern Africa
(eg. Zimbabwe, Botswana and South Africa), southern
Canada and the Mediterranean region.

Food insecurity
Food insecurity persists widely; over 800 million persons
are currently undernourished. Modelling studies
consistently project that climate change will, overall, have
a negative impact on global food yields. However, those
impacts will occur very unevenly. In general, countries in
the tropics and sub-tropics, where both warming and
reduced rainfall are likely to occur, are at greatest risk.
Many studies indicate that South Asia is particularly
vulnerable, and likely to experience declines in cereal
grain yields of the order of 10-20 per cent by later this
century. Meanwhile, temperate zones may benefit.

During 2008, as food prices escalated and shortages
emerged, concerns were widely expressed about
climatic influences on food yields. Climate change is,
increasingly, a likely contributor to altered food yields
in many regions. As warming proceeds, various crops,
fish species and other organisms important to food
security are anticipated to move polewards. This will
affect populations in much of Afr ica, many small
island states and coastal communities, and in large
Asian river deltas.

In isolated and food insecure regions, downturns in
yields of crops and pastures can quickly turn into hunger,
under-nutrition, starvation and, on occasion, conflict. A
report by the UN Environment Programme in 2007
concluded that tensions between traditional farmers and
nomadic herders over declining pasture and evaporating
water-holes have helped precipitate recent conflicts in
Sudan. That report concluded there is a strong link
between land degradation, desertification and the conflict
in Darfur. Climate change can exacerbate those
smouldering, politically complex, conflict situations.
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Indirect pathways: infectious diseases
Many infectious diseases are sensitive to climatic
conditions. In warmer conditions, bacteria in food and
in nutrient-loaded water multiply. Research in Australia
has shown a clear relationship between weekly
temperatures and the rate of occurrence of salmonella
food-poisoning. Changes in rainfall patterns affect river
flows, flooding, sanitary conditions and the spread of
diarrhoeal diseases, including cholera. Research based on
records in southern India show that cholera outbreaks
are most likely when conditions are either very dry or
during times of flooding and crowding.

Many vector-borne infections, transmitted by
mosquitoes, other insects or rodents, are sensitive to
temperature, rainfall, humidity and wind.As temperatures
rise, infectious agents within mosquitoes (e.g. the malaria
plasmodium, dengue virus) mature more quickly, and
mosquitoes feed more often. Surface water patterns
influence mosquito breeding; humidity affects mosquito
survival.Those infectious diseases, many of them vector-
borne, that spill over into human populations from
animal sources (i.e. ‘zoonotic’ infections) are often
influenced by climate-related changes in density and
movement of the ‘reservoir’ animal species. Examples
include: West Nile Fever (now in USA and Canada:
birds), Rift Valley Fever (Kenya: cattle), Ross River Virus
(Australia: kangaroos), and, perhaps, Nipah Virus
(Malaysia: from displaced bats, to pigs, to humans).

Some vector-borne infections appear to have
increased their geographic range in association with
recent regional warming.This includes malaria in some
eastern African highlands, tick-borne encephalitis in
Sweden, Lyme Disease in Canada, schistosomiasis (with
the temperature-sensitive water snail as intermediate
host) in eastern China, and, in Europe, the blue-tongue
virus disease in livestock.

Social and cultural disruption and health
There are yet more diffuse health consequences.Adverse
impacts on freshwater supplies and food yields can cause
social and economic disruption and may displace people.
This leads to varied health risks: malnutrition, conflicts,
mental health problems, exposures to infectious diseases
– and altered health-related behaviours such as alcohol
consumption, tobacco smoking, and transactional sex
(see Figure 1: impact category No 3).

This category is well illustrated by the impacts of the
relatively rapid ongoing warming in the Arctic region.
The resultant loss of sea ice and permafrost is disturbing
traditional living, hunting and eating patterns in the
Inuit communities of northern Canada.This has lessened
physical activity and increased reliance on imported
energy-dense processed foods, thereby amplifying
obesity, cardiovascular disease and diabetes.

The mental health consequences of these social and
cultural disruptions, and of associated perceptions of
future threats, pose an increasingly important risk to
health. This may apply particularly for children. Long
standing assumptions, at least in higher-income

populations, of continued material gains and improved
conditions are now clouded by concerns that the future
may actually be less supportive of human living, social
cohesion and health than in the recent past. This has
particular significance for younger people. The recent
prolonged drought in Australia, partly attributable to
underlying warming and drying, has taken a substantial
toll on rural community morale and mental health.

Policy and strategy
National governments are obliged (under the UN
Framework Convention on Climate Change) to assess
the health risks to their populations. Such assessments
should, in particular, identify vulnerable sub-populations.
Since most of the risk to health from climate change lies
in the future, the assessment should include modelled
estimates of future health risks in relation to a plausible
range of future local climatic conditions.

The World Health Organization, in response to a
directive from the 2008 World Health Assembly, is
developing guidelines and methods to improve the
national assessment of health risks from climate change.
This will contribute to a fuller understanding of the
environmental and social consequences of climate
change, and – importantly – will provide a base of
evidence for developing adaptive strategies at local and
national levels to lessen health risks.

Implications for adaptive strategies – and for
development policies
Reducing greenhouse gas levels in the lower atmosphere
(‘mitigation’) is the first-order task. Meanwhile, climate
change is already occurring and will increase over
coming decades no matter what.Therefore, adaptation is
required to reduce risks to health. This will be
particularly important where underlying disease rates
(e.g. child diarrhoea), already high, will incur further
proportional increase due to a change in climate. Herein
lies the general threat from climate change to the
Millennium Development Goals.

Adaptive strategies are therefore needed, across a broad
front of types of health risks, at national, local,
neighbourhood and household levels. Some adaptive
strategies will entail improving or extending existing

Figure 1. Direct and indirect impacts of climate change.
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policies and practices – such as mosquito control, better
sanitation, nutritional supplementation programmes, and
stronger flood controls. Others will require innovative
actions – such as community-wide early-warning
systems for impending weather extremes (eg. heatwaves,
storms and cyclones), crop substitution, water harvesting,
and (if feasible) genetic modification of mosquito
populations.

Many adaptive strategies will require coordinated
action across diverse sectors of government and
community interests, well beyond the health sector.
Meanwhile, that sector must play a major role in
national adaptation strategy. Institutions (hospitals,
ambulance services, etc.) will need capacity to deal with
impacts of heightened weather disasters. Medical and
para-medical education should incorporate learning
about the climate-related health risks that apply within
that population. Primary healthcare is an important
component, being the front line of the health system
and encompassing prevention as part of its ongoing role.

Unless international cooperation and resultant
mitigation actions increase markedly, the need for
adaptive responses will stretch into the distant future.
However, an extended and prolonged reliance on
adaptation – particularly if seen as a substitute for
mitigation – would increase the moral dilemma since
adaptation will, in general, be more achievable and
affordable in high-income countries. Mitigation must
remain key to the solution.

Mitigation: A positive opportunity for
health
Many of the actions needed to reduce greenhouse gas
emissions and to increase carbon bio-sequestration (via
forests, soils, etc.) will enhance population health. For
example, reducing fossil fuel combustion will improve
urban air quality, while an increase in use of mass transit,
cycling and walking will increase physical activity, reduce
obesity and stimulate social contacts. In high-income
countries, where the average daily intake of red meat
mostly exceeds dietary needs, a reduction in meat
production and consumption – especially meat from
ruminant animals (cattle, sheep and others that produce
much enteric methane, with its much more powerful
warming effect than that of carbon dioxide) – would
confer several other health (and environmental) gains.
Reforestation projects would restore the supply of dietary
diversity, various medicinal substances, and other health-
related materials. Overall, then, mitigation can provide a
major stimulus to population health promotion.

Profound significance
Human-induced climate change will do much more
than affect economic processes, jobs, physical
infrastructure, environmental amenity and tourism.
Indeed, by undermining the supports for human well-
being, health and social stability climate change threatens
the process of  ‘development’.

There has been incremental recognition, over the past
two decades, of the health risks posed by global climate
change. In 1991 the UN’s Intergovernmental Panel on
Climate Change published its first major scientific
assessment, with little awareness that climate change
posed serious risks to health. Subsequent five-yearly
reports have given increasing emphasis to human health
risks. Further, very recently there has been a great
increase in recognition of the fundamental threats to
human well-being, health and survival from these
human-induced global environmental changes.

This recognition will help us understand the profound
significance of climate change and other global
environmental changes that humans, in aggregate, are
now causing. Much is at stake if we do not avert climate
change quickly, while simultaneously incorporating
adaptive strategies into national planning.

Professor Tony McMichael, medical graduate and
epidemiologist, holds a national research fellowship at the
Australian National University, Canberra. He was previously
Professor of Epidemiology at the London School of Hygiene and
Tropical Medicine. He is President of the International Society
for Environmental Epidemiology. His past research interests have
spanned environmental, dietary and social epidemiology. His
research now focuses on the health risks of climate change.
During 1993-2006 he played a leading role in health risk
assessment for the UN’s Intergovernmental Panel on Climate
Change. His most recent sole-author book is ‘Human Frontiers
and Disease: Past Patterns, Uncertain Futures’ (Cambridge
University Press, 2001).

The National Centre for Epidemiology and Population
Health (NCEPH) is committed to furthering understanding of
the determinants of population health. NCEPH conducts
research, in conjunction with graduate training, to enhance the
understanding of contemporary influences on patterns of health
and disease in Australia and in the neighbouring region and
beyond.The over-arching goal is to achieve effective health-
promoting policies, social equity and environmental
sustainability.Throughout, the Centre strives for relevance,
excellence, innovative methods and positive social impact.

National Centre for Epidemiology and Population Health
The Australian National University
Canberra
ACT 0200
Australia

Tel: +61 2 6125 2378
Fax: +61 2 6125 5074
Email: tony.mcmichael@anu.edu.au
Website: http://nceph.anu.edu.au
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At the MDG midpoint, the United Nations (UN)
system is working to assess progress to date and to

identify what is needed to ensure that the goals are
achieved by 2015. As the world’s agreed set of
development priorities, the MDGs are too important 
to go unmet. The credibility of the international
development system – and of the commitments we
undertake to support it – depends critically on our
efforts over the next couple of years.We need to ensure
that we do everything possible to make 2008 not just
the midpoint of the MDG period, but indeed a turning
point in the world’s collective push to get on track to
reach the goals. We need to seize every opportunity
available so that no community, country or region is left
behind in the quest to secure a sustainable future.

An ambitious but feasible agenda
The MDGs together represent a necessary and
achievable eight-point agenda.They are time-bound and
quantified targets for addressing extreme poverty in its
many dimensions (income poverty, hunger, disease, lack
of adequate shelter, and exclusion) while promoting
gender equality, education, and environmental
sustainability.Taken together, they form an ambitious but
feasible checklist for ending extreme poverty as we
know it and improving the lives of the world’s poorest.
A host of other internationally agreed development
goals articulate complementary and broader ambitions:
but the MDGs are necessary conditions for the

realisation of almost all of these other goals and, hence, a
natural set of first targets on which to focus our efforts.

We know what needs to be done to reach the MDGs,
both at the international and country levels. In most
cases, no further studies are needed to determine what
programmes, projects and policies need to be
implemented. In-depth research projects, such as the
UN Millennium Project’s Investing in Development
(2005), which was supported by a range of experts and
task forces, have clearly set out in generic terms the key
steps necessary. Most developing countries now also have
National Development Strategies (NDSs) or Poverty
Reduction Strategy Papers (PRSPs) that outline the
specific actions they would undertake to reach the goals.

Similarly, the estimated cost of achieving the MDGs,
calculated in Investing in Development at roughly US$110
per capita in 2005 terms, is affordable and within the
envelope of existing official development assistance
(ODA) commitments. Developed countries committed
in 1970 to increasing their resource flows to developing
countries to levels equivalent to one per cent of gross
national income (GNI) by 1975, with the understanding
that a minimum of 0.7 per cent of GNI would be
delivered as ODA (UN General Assembly Resolution
2626). This commitment was reaffirmed in the
Monterrey Consensus in 2002 and reiterated at the
World Summit on Sustainable Development at
Johannesburg later that same year. It was further
endorsed by the 2005 Report of the Commission on

Progress towards the
MDGs: from
recommendations to
implementation Dr Asha-Rose Migiro

Deputy Secretary-General,
the United Nations

Less than seven years remain in the 15-year period between the adoption of the Millennium
Development Goals (MDGs) in 2000 and the target year, 2015, by which they are to be achieved.

Substantial gains have been recorded on many fronts – across goals, countries and regions – during
the first half of the MDG period.These success stories provide hope that, under the right conditions,
more rapid progress can be made as the deadline nears. At the same time, important and persistent
gaps remain. Progress across Africa as a whole is substantially off-track on nearly all of the MDG
targets. Pockets of stubborn poverty also continue in many middle-income countries and regions,
seemingly impervious to the interventions intended to ameliorate them.The challenges are perhaps
greatest in conflict, post-conflict and crisis-affected countries, where vulnerable groups face
enormous obstacles in their efforts to fulfil their basic needs.This article discusses the progress that
has been made, highlights success stories, identifies remaining gaps, and takes stock of the
interventions that need to be taken as we move forward.



Africa, Our Common Interests; the 2005 European
Council; and the 2005 UN World Summit. Moreover,
the 2005 Gleneagles G8 Summit committed to increase
ODA to Africa by US$25 billion in 2004 dollars by
2010 (to total some US$62 billion at average 2007
prices and exchange rates), and global ODA by US$50
billion in 2004 dollars over the same period. In short, no
new ODA commitments are needed to finance the
MDGs. Instead, existing commitments to provide
technical and financial assistance to developing countries
need to be fulfilled, in the spirit of MDG8, which calls
for a global partnership for development.

Experience in a number of countries shows that the
combination of strong public leadership, targeted policies,
and adequate financial and technical support from the
international community can accelerate movement
toward the MDGs.These elements of a global strategy to
implement the MDGs are within our grasp. In most
countries, however, detailed work on developing MDG-
consistent PRSPs and NDSs is not being matched with
adequate external support. Globally, ODA flows
continued to drop from an all-time high of US$107
billion in 2005 to roughly US$104 billion in 2007.
According to estimates by the Development Assistance
Committee of the Organization for Economic
Cooperation and Development (OECD/ DAC), only
about a third of the Gleneagles commitments have been
programmed for delivery by 2010, an indication of how
unpredictable ODA remains from year to year. This
seriously impedes the multi-year planning needed to
build the health, education and social systems in
developing countries that are necessary for achievement
of the MDGs.

Achieving the MDGs, sector by sector
The MDGs provide an operational structure on which
the world can identify development needs, design
interventions, measure responses and monitor progress.
The following is a sector-by-sector appraisal of the
broad effort to date.

Poverty reduction, hunger eradication and
productive employment
MDG 1 calls on the world to halve the proportion of
people living on less than US$1 a day by 2015, to reduce
the share of people who suffer from hunger by 50 
per cent, and to bring about full and productive
employment for all. This goal remains within reach,
despite the recent food and fuel crises, but progress is
not being shared equally across the world.

Relatively fast economic growth in China and India is
disproportionately responsible for global progress in
reducing extreme poverty. But in several other regions,
comparatively little advance has been made, and high
food prices may drive 100 million people back into
extreme poverty.

Hunger remains persistent, afflicting about one billion
people in developing countries. Estimates suggest that at
least another two billion are undernourished. Child
malnutrition has declined only slowly: the proportion of

underweight children in the developing world decreased
from about 33 per cent in 1990 to 27 per cent in 2005,
well short of the implied target of 16.5 per cent by
2015.As of 2006, there were still more than 140 million
children who were underweight.

Finally, employment has not, by itself, proved a
panacea for poverty reduction. About every fifth worker
in a developing country remains mired in poverty.
Job creation efforts have, in many cases, resulted in
employment that remains at mere subsistence levels,
low-paying and insecure, and with few additional
benefits for workers. As a result, the livelihoods of these
workers are vulnerable to the slightest risks. Efforts need
to be made to ensure that growth creates sustainable,
productive employment.

With poverty generally most severe in rural areas,
concerted efforts to address each of the three targets
under MDG 1 should focus on helping smallholder
farmers to purchase critical high-yield seed, fertiliser and
basic water management inputs so that they can quickly
expand food output, incomes and employment
opportunities through a ‘green revolution’ in areas where
such technology has not already been deployed. In six
years, a government-supported scheme has transformed
Malawi from famine to food exporter. Extending such a
scheme to other countries, with a focus on Africa, will
require a substantial increase over the US$4 billion in
ODA that was provided to the agriculture sector in 2006.
And to ensure that a green revolution can be sustained, it
will need to be buttressed by research to produce more
climate-resistant crop varieties, such as Japan’s NERICA
rice strain, which has boosted food security across Africa.

Access to micro-finance for the rural poor should 
be expanded to support diversification and the
commercialisation of production. The successful
conclusion of global trade negotiations is also essential to
ensure international market access for developing-
country agricultural producers.

These agricultural initiatives should be complemented
with readily available food-aid and emergency feeding
assistance facilities, as well as universal access to
micronutrient supplementation and school feeding
programmes.

Education and gender
Under MDG 2, the world has committed to ensuring
that, by 2015, children everywhere, boys and girls alike,
will be able to complete a full course of primary
schooling. MDG 3 further calls for the elimination of
gender disparity in primary and secondary education,
preferably by 2005, and in all levels of education no
later than 2015. So far, indicators in this sector have
improved steadily. In 2006, primary school enrolment in
developing countries reached 88 per cent on average,
up from 83 per cent in 2000, thanks to concerted
efforts by governments and donors and through
innovative funding mechanisms such as the Education
for All Fast-Track Initiative (EFA-FTI). Two out of
every three developing countries have achieved gender
parity in primary education, with Rwanda and Algeria
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serving as notable cases. In Algeria, gender parity has
been extended to the secondary and higher education
levels, where girls’ enrolment exceeds that of boys.

As in other sectors, however, these successes are
distributed unevenly. In sub-Saharan Africa, primary
enrolment rates stood at only 71 per cent in 2006, and
in Oceania, almost two-thirds of secondary school age
children are out of school.Worldwide, about 38 million
children are not receiving any kind of schooling.

To accelerate progress, governments should raise
domestic spending on education so that it makes up 15
to 20 per cent of national budgets, as committed under
the 2000 Dakar Framework for Action.This should be
complemented by an estimated US$11 billion in ODA
to fully fund EFA-FTI, extend it to all eligible countries,
and achieve universal primary education by 2015.

Simple actions such as providing free school meals,
abolishing school fees, building gender-sensitive toilets

and providing free uniforms, books and supplies can
boost school attendance, especially of girls and
children from poor families. Burundi, the Democratic
Republic of the Congo, Ethiopia, Ghana, Kenya,
Malawi, Mozambique, Tanzania and Uganda have
abolished school fees, which has led to a surge in
enrolment. In Ghana, public school enrolment in the
most deprived districts and nationwide soared from
4.2 million to 5.4 million in the year from 2004, when
fees were abolished. In Kenya, enrolment of primary
school children increased dramatically, with 1.2
million additional pupils in 2003 alone; by 2004, the
number had climbed to 7.2 million, of which 84 per
cent were of pr imary school age. This increase in
enrolment had to be reinforced with additional
investments – such as the provision of free school
meals, supplies and uniforms – in order to keep poor
children in school.
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The Millennium Development Goals and Targets
MDG 1: Eradicate extreme poverty and hunger
Target 1.A: Halve, between 1990 and 2015, the proportion of people whose income is less than one dollar a day.
Target 1.B: Achieve full and productive employment and decent work for all, including women and young people.
Target 1.C: Halve, between 1990 and 2015, the proportion of people who suffer from hunger.

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

MDG 3: Promote gender equality and empower women
Target 3.A: Eliminate gender disparity in primary and secondary education, preferably by 2005, and in all levels of education no later

than 2015.

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

MDG 5: Improve maternal health
Target 5.A: Reduce by three quarters, between 1990 and 2015, the maternal mortality ratio.
Target 5.B: Achieve, by 2015, universal access to reproductive health.

MDG 6: Combat HIV/AIDS, malaria and other diseases
Target 6.A: Halt and begin to reverse, by 2015, the spread of HIV/AIDS.
Target 6.B: Achieve, by 2010, universal access to treatment for HIV/AIDS for all those who need it.
Target 6.C: Halt and begin to reverse, by 2015, the incidence of malaria and other major diseases.

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

environmental resources.
Target 7.B: Reduce biodiversity loss, achieving, by 2010, a significant reduction in the rate of loss.
Target 7.B: Halve, by 2015, the proportion of people without sustainable access to safe drinking water and basic sanitation.
Target 7.C: Achieve, by 2020, a significant improvement in the lives of at least 100 million slum dwellers.

MDG 8: Develop a global partnership for development
Target 8.A: Develop further an open, rule-based, predictable, non-discriminatory trading and financial system. Includes a commitment

to good governance, development and poverty reduction – both nationally and internationally.
Target 8.B: Address the special needs of the least developed countries. This includes: tariff- and quota-free access for the least

developed countries’ exports; enhanced programme of debt relief for heavily indebted poor countries (HIPC) and
cancellation of official bilateral debt; and more generous ODA for countries committed to poverty reduction.

Target 8.C: Address the special needs of landlocked developing countries and Small Island Developing States (through the Programme
of Action for the Sustainable Development of Small Island Developing States and the outcome of the 22nd special session
of the General Assembly).

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

Target 8.E: In co-operation with pharmaceutical companies, provide access to affordable essential drugs in developing countries.
Target 8.F: In co-operation with the private sector, make available the benefits of new technologies, especially information and

communications technologies.



The progress indicators underpinning MDG 3 go
beyond education and look at the scope of women’s
engagement in work and political institutions. About
two-thirds of women in developing countries occupy
insecure and vulnerable jobs, often in the informal sector.
Adult illiteracy also remains widespread. At the same
time, only about five per cent of high-level government
positions across the world are held by women. Strong
political commitment is needed to secure women’s rights
as equal citizens; Rwanda is a notable exemplar of
countries taking concerted action to make these rights
real. The Rwandan constitution, adopted in 2003,
guarantees that at least 30 per cent of parliamentary seats
and other leadership positions are filled by women. As a
result, Rwanda currently has the highest proportion of
women parliamentarians in the world, with women
constituting nearly 50 per cent of elected officials in the
Chamber of Deputies and about 35 per cent in the
Senate. Amongst the general populace, Rwanda’s gender
gap in literacy is close to zero. Rwanda’s efforts need to
be replicated in more countries and complemented by
efforts to end gender abuse. Building on decades of work
by women activists, UN Secretary-General Ban Ki-
moon launched in February 2008 a multi-year campaign
to intensify action to stop violence against women and
girls, and ensure that policy-makers at the highest level
work to prevent and eradicate violence against women.

Health
MDGs 4, 5 and 6 focus on reducing child mortality,
improving maternal health and combating HIV/AIDS,
malaria and other diseases. In recent years, significant
progress has been made in reducing under-five child
mortality in many countries through improvements in
basic health services and the provision of vaccinations.
These measures need to be expanded to include full
and permanent coverage of immunisation programmes;
vitamin A supplementation; adequate nourishment for
children of poor families; promotion of hand-washing
and treatment of home drinking water; prevention of
pneumonia, diarrhoea, malaria and other infectious
diseases; and programmes to promote exclusive
breastfeeding for children under six months of age and
breastfeeding plus appropriate complementary feeding
for children aged six months to two years.

Efforts to cut child mortality clearly dovetail and
overlap with efforts to combat specific diseases under
MDG 6. The global Measles Initiative has helped to
reduce measles mortality by 68 per cent globally in
recent years, and by 91 per cent in Africa. The global
polio eradication campaign initiative has led to a rapid
decline in transmission of wild polio virus, and as a
result, the number of countries where polio is still
endemic had decreased to four as of 2007.

The creation of the Global Fund for AIDS,
Tuberculosis and Malaria and other funding mechanisms
has accelerated action on these diseases. Malaria
prevention is expanding as a result of the increased use
of long-lasting insecticide nets on all sleeping sites (ie.
not just those of mothers and children), following

evidence that this can eradicate malaria from a local area.
In Kenya, blanket coverage of sleeping sites has led to a
44 per cent reduction in malaria deaths in just a few
years. Thanks to drug therapy, the incidence of
tuberculosis has been halted in recent years: the number
of newly infected declined from three million to 2.7
million in 2007. Finally, the spread of HIV has slowed: in
2007, there were 200,000 fewer new cases than there
were in 2005.These proven successes need to be scaled-
up with additional financial support.

Progress on improving maternal health under MDG 5
is the slowest of any of the MDGs. More than half a
million women die annually in childbirth or of
complications from pregnancy, and child mortality rates,
especially in sub-Saharan Africa, remain inexcusably
high, at 157 per 1,000 live births. Maternal and child
health cannot be improved through isolated measures;
rather, it requires an integrated set of interventions to
improve the primary health systems at village, municipal,
district and national levels. In some countries, such as
Jamaica, Malaysia, Sri Lanka, Thailand and Tunisia,
significant declines in maternal mortality have occurred
as more women have gained access to family planning
and skilled birth attendance with backup emergency
obstetric care. In many countries, severe shortages of
trained health personnel and a lack of access to
reproductive health are holding back similar progress.

Environmental sustainability
Climate change and its related effects threaten to derail
the progress made so far on many of the MDGs,
especially in health and poverty reduction, by expanding
the range of endemic diseases, changing weather patterns
and making it harder to sustain some crops. Despite
developments in improving the poor’s access to basic
infrastructure such as potable water sources (about 1.6
billion people have gained access to drinking water since
1990) and sanitation facilities, approximately 2.5 billion
people around the world still live without improved
sanitation, and one-third of the urban population in
developing countries lives in slums. Climate change also
threatens the overall supply of fresh water in many
countries. As rural-to-urban migration continues to
increase, and natural disasters associated with climate
change occur with rising intensity, governments need to
make concerted efforts to improve urban planning in
order to make living conditions more secure, hygienic
and disaster-resistant. These urban and national efforts
need to be complemented and supported by an
international agreement to control climate change and
finance adaptation initiatives for those most affected by
climate change in the developing world.

Delivering on our commitments
By committing to the Millennium Declaration of 2000
and the concrete, quantifiable targets embodied in the
Millennium Development Goals, the world promised “to
spare no effort to free our fellow men, women and
children from the abject and dehumanising conditions of
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extreme poverty”, and to recognise every person’s right
to “live their lives and raise their children free from
hunger, and fear of violence, oppression or injustice”.The
results the world has produced so far demonstrate that
collectively, we – governments, civil society, communities,
development partners, and the private sector – can make
substantial progress in relatively short time if we commit
to action and support that commitment with adequate
financing.We know what we need to do.The gaps that
persist should serve as a reminder of the high price we
pay in human terms for delays. As the Secretary-General
of the United Nations said in 2007, we face a
“development emergency” to which intensified efforts to
reach the MDGs is the only viable response. As we pass
the MDG midpoint on the way to 2015, this call to
action must be sounded ever more loudly.

This article echoes the recommendations contained in the 
MDG Africa Steering Group’s ‘Achieving the Millennium
Development Goals in Africa’, the UN Secretary-General’s
background note for the 25th September 2008 High-Level Event
on the MDGs,‘Committing to action: achieving the Millennium
Development Goals’, the ‘Millennium Development Goals
Report 2008’ and the ‘Report of the MDG Gap Task Force’.

Dr Asha-Rose Migiro is Deputy Secretary-General of the
United Nations. Before that, she served as Tanzania’s Minister of
Foreign Affairs and International Cooperation. Dr Migiro also
pursued a career in academia, serving as a Senior Lecturer at the
Faculty of Law at the University of Dar-es-Salaam. She has a
Master of Laws from the University of Dar-es-Salaam and a
Doctorate in law from the University of Konstanz in Germany.

The UN Millennium Project was commissioned by the
United Nations Secretary-General in 2002 to develop a
concrete action plan for the world to achieve the Millennium
Development Goals and to reverse the grinding poverty, hunger
and disease affecting billions of people.

United Nations
304 East 45th Street
FF-612
New York 10017
NY
USA

Tel: +1 212 906 6242
Fax: +1 212 906 6057
Website: www.endpoverty2015.org
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In 2008, hunger has become everyone’s business. Food
and fuel prices have risen dramatically, natural disasters

are more frequent and the global economy is entering a
downturn. Malnutrition was already widespread,
responsible for the deaths of three million young
children every year, but now it threatens to spiral out of
control.The deadline to meet the 2015 commitment to
reduce the number of people suffering from hunger by
50 per cent is looming. Malnutrition rates in some
African countries are rising rather than falling, even
before the current shocks have taken effect.There is now
a new level of urgency for governments to take action to
deal with this human catastrophe.

The importance of child nutrition
Malnutrition is the result of an inadequate diet and
regular bouts of illness, and it affects both physical 
and mental development. Chronic undernutrition
experienced in the first two years of life is largely
irreversible. Malnourished children start school with an
immediate disadvantage; they are more likely to drop out
and, even if they manage to continue their studies, they
perform less well than their better nourished peers. As
adults, they have lower incomes and fewer assets; the loss
of adult yearly income attributed to chronic malnutrition
in childhood has been estimated to be 22 per cent. As
much as two to three per cent of Gross Domestic Product
can be lost to malnutrition. In spite of this, governments
continue to pay little attention to tackling malnutrition.

Malnutrition rates remain high
In a number of countries, investment in poverty
alleviation is made difficult due to poverty, conflict and
weak governance. Even the simple step of monitoring

rates of child malnutrition is often lacking, which means
we can never be sure whether economic gains are
translating into optimal improvements in nutrition.
Where governments and donor agencies do decide that
tackling malnutrition is important, they often overlook
the economic barriers faced by families. A multitude of
large-scale programmes have been funded throughout
the developing world that aim to reduce child
malnutrition – by telling families what they should feed
their children, how to prevent illness and advising them
to seek healthcare when their child is sick. Few have
considered whether they can afford to put into practice
the feeding recommendations they are given, or whether
they can pay the direct and indirect costs of treating a
sick child. It is therefore not surprising that, despite
significant investment in these programmes, there has
been very little impact on reducing child malnutrition.

The cost of a nutritious diet
Save the Children research has found that while families
may be able to meet their energy needs, they can not
afford the basic foods that provide essential nutrients
necessary for growth and protection from illness (see
Box 1). Without essential nutrients, children suffer the
consequences; vitamin A deficiency significantly
increases the risk that a child will die from diarrhoea or
measles, and iron deficiency can impair cognitive
development. Our research is unique – we can calculate
the lowest cost diets in specific locations around the
world in order for families to meet the energy, protein,
fat and vitamin and mineral requirements.

Unaffordable for the poorest
Our findings make stark reading: in rural Tanzania, as
many as 50 per cent of households were found to be

How affordable
is a nutritious
diet? Jasmine Whitbread

Chief Executive, Save the Children UK

Astaggering 178 million children under the age of five are chronically malnourished, with
malnutrition responsible for the deaths of more than three million children. Rising food and

fuel prices threaten to make the situation even worse. The consequences of malnutrition are
devastating for children themselves and for the wider economy, and are a direct result of families not
being able to afford the right foods to feed their children. Save the Children’s new research shows
just how unaffordable a healthy diet is. Cash transfers, as part of a social protection plan, offer a new
opportunity to tackle malnutrition. This is an opportunity which deserves urgent attention by
governments across the world.



116 The Commonwealth Finance Ministers Meeting 2008

Millennium Development Goals

unable to afford the cost of a nutritious diet. In
Bangladesh, this figure stood at 84 per cent and in
Kenya, none of the poorest rural communities could
afford to purchase a diet that would meet the nutritional
requirements of a family (see Box 2). The costs
calculated are on the conservative side; if we took into
account what people might be prepared to eat, they
would be even more expensive. These estimates were
also calculated prior to the recent food price rises and
hence it is likely that a nutritious diet is now even less
available to poor families in these countries.

The results are alarming in their own right, but food is
only part of the necessary expenditure for families. In
most settings essential services such as healthcare are not
free, and families will always need to pay for clothes,
fuel, cooking equipment, housing, and so on (see Box 3).
The gap between income and required expenditure
means that households cut back on the number of meals
they eat and the range of foods they buy. They avoid
seeking treatment for mild illnesses, which can become
life-threatening for children. Families are also less likely
to access services that prevent their children from getting
sick.The Countdown to 2015 report published in early
2008 highlighted the inequalities in healthcare access:
only 59.5 per cent of children from the poorest
households have been immunised against measles,
whereas 72 per cent of children from the richest have
been protected against this disease.

Lack of money to access essential services jeopardises
the health and welfare of children. But it also leaves
households very little scope to develop or expand their
livelihoods, which is ultimately needed to lift themselves
out of poverty.

A solution for the poorest
Social protection offers a real opportunity to bring down
unacceptably high rates of child malnutrition. Usually a
package of services tailored to each specific context,
social protection interventions have at the heart some
form of economic transfer, often in the form of cash.The
overall purpose of social protection is to reduce people’s
vulnerability to risks that could push them deeper into
poverty, and help to alleviate current hardship. Save the
Children believes that social protection should be
specifically designed to protect children, as they hold the
key to breaking the intergenerational cycle of poverty.

Box 1: The ‘Cost of the Diet’ method, as pioneered by Save the
Children, starts with compiling a list of all foods available in a
region, together with their unit cost by season. This information
is then entered into a linear programming tool developed by
Save the Children UK (based on work done by Andre Briend
and others at the World Health Organization). The program
then calculates the lowest cost diet that will meet the
nutritional requirements of an average family in the region.
Cost of the Diet studies are done alongside Household
Economy Approach (HEA) assessments which are used to
determine household income. Save the Children UK has now
undertaken this work in a number of countries, including
Bangladesh, Kenya and Tanzania.

Box 2: Cost of a nutritious diet in Bangladesh

Just under 50 per cent of children in rural Bangladesh are
classified as being underweight. The prevalence of malnutrition is
nearly twofold higher in the poorest households compared with
the richest. Meanwhile, an estimated 35 per cent of the population
are living on less than US$1 per day. Using foods available in the
Kurigram region of Bangladesh, we found that the average daily
cost of a diet that would meet the nutritional requirements of a
family of five was US$0.91. During the hungry season, this average
daily cost rose to US$1.07. Income data obtained from households
in the area showed that between 79 and 89 per cent of
households were unable to afford to buy a sufficient quantity and
range of foods to meet their nutritional requirements. Together
with local partners, Save the Children UK has been working to
support and develop the livelihoods of families in this region so
that they can start to overcome the barriers they face in trying to
improve the health and nutrition of their children.

Putting cash in the hands
of parents is the best way
to ensure that children
like Aduri, who lives in
Kurigram, Bangladesh,
are well fed.

Box 3: Additional cost of non-food items in Tanzania?

An estimated 57 per cent of the population in Tanzania live on
less than US$1 per day, and malnutrition among the poorest
households is double that seen among the richest households.
In Lindi, where Save the Children focused its research, the
percentage of stunted children exceeds 50 per cent. The
average daily cost of a nutritious diet for a family of five in
Lindi was estimated to be US$0.72. The cost for items such as
fuel, medical costs, clothes, school fees and festival costs was
on average US$0.13 per day. Where this work was done, we
estimated that only 30 per cent of households would be able 
to cover the costs for these essentials.

This is Issa, who lives
in Lindi, Tanzania,
being given his
breakfast by his
mother. During the
lean months he gets
only one other meal
of porridge because
his family is unable
to afford any more.
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Social protection is widely used in high-income
countries, and increasingly in middle-income countries,
to provide support to the poorest and most vulnerable
people. Conditional cash transfer programmes, such as
those implemented in Brazil and Mexico, have had a
significant impact on child growth, and have resulted in a
reduction in the prevalence of malnutrition.

While the role of social protection in African
countries has been much debated, there is now an
increasing body of evidence that it is both desirable and
affordable if international donors can play their part.The
International Labour Organization has argued that low-
income countries cannot afford not to implement social
protection schemes. Establishing appropriate mechanisms
requires initial investment, but over time, child-focused
social protection in such settings could cost in the
region of one to 4.5 per cent of GDP. In both Zambia
and Bangladesh, social safety net programmes have
prevented families from going hungry, have enabled
them to invest in livelihoods, and have improved the
nutrition and health of young children.

Social protection and emergencies
The frequency and intensity of natural disasters is set to
increase. The World Bank estimates that 100 million
additional people will be pushed into poverty as a result
of rising food and fuel prices. On average, children make
up more than 50 per cent of those affected by crises
arising from such events. Several countries have
implemented large-scale safety net programmes in an
attempt to minimise the impact of recurrent shocks.
Donors and aid agencies have also been re-examining the
most appropriate ways to respond to resulting
emergencies. Cash transfers have now been implemented
effectively in a range of emergency contexts. In contrast
to in-kind aid, cash can be delivered quickly and can be
scaled up or down rapidly depending on needs.

Following the drought in Swaziland in 2007, Save the
Children provided a cash and food transfer package to
complement the government’s food aid programme.
Families who received both food and cash had to sell
fewer of their assets than those who just received food,
and were actually able to invest in livelihoods during this
period. Children were given more diverse diets,
particularly if their family received both food and cash.

Social protection has a key role not only to mitigate
the impact of shocks, but also in helping families to
recover from crisis.

The support for social protection
The African Union recently acknowledged that social
protection, including cash transfers, can play a significant
role in reducing poverty and promoting growth in
African countries.The Asian Development Bank has also
demonstrated that some of the poorest countries have
been able to develop extensive social protection
programmes, highlighting the significant investment
made in Sri Lanka. 13 participating African governments
agreed to develop national social protection plans.

However, while a number of pilot projects have been
implemented, and national social protection polices and
programmes have been designed, many governments still
face difficulties securing long-term funding for social
protection from national budgets and development
partners.

Affordable systems
That malnutrition still kills over three million children
every year is a moral outrage. Save the Children’s research
shows the main reason is simple: poor parents can not
afford to feed their children properly. Governments must
act fast to save this generation of children and protect the
next.They can do this by putting in place systems that
deliver regular sums of money to poor families, so that
children can receive the essential nutrients their young
bodies need. These systems are affordable; in some
settings it amounts to as little as one per cent of GDP.
Given that as much as two to three per cent of GDP is
lost to malnutrition in many low-income countries,
social protection is clearly an investment that can save
lives today, and promote economic growth tomorrow.

Jasmine Whitbread was appointed Chief Executive of Save
the Children UK in November 2005. She is also a board
member of the International Save the Children Alliance. Before
joining Save the Children, Jasmine spent six years with Oxfam
GB, first as Regional Director in West Africa, and then as
International Director responsible for Oxfam’s programmes
worldwide. Before this, Jasmine was Managing Director of a
Thomson Financial business, based in the US. She has a
background in international marketing in the high-technology
sector. Jasmine also spent two years as a VSO volunteer with an
organisation of disabled people in Uganda. Jasmine graduated in
English from the University of Bristol in 1986, and in 1997
completed the Stanford Executive Program at the Graduate
School of Business, Stanford, California. She holds dual
British/Swiss nationality and is married with two children.

Save the Children is the world’s independent children’s rights
organisation working with the most vulnerable children to create
real and lasting change in their lives. Save the Children UK
runs programmes in 50 countries, with 4,500 staff globally and
annual income of over £160 million.We’re outraged that
millions of children are still denied proper healthcare, food,
education and protection, and we’re determined to change that.
Save the Children UK is a member of the International Save
the Children Alliance, transforming children’s lives in more than
100 countries.

Jasmine Whitbread
Save the Children UK
1 St John’s Lane, London EC1M 4AR
UK

Tel: +44 (0)20 7012 6400
Website: www.savethechildren.org.uk



The National Youth Development Trust [NYDT]
Creating Opportunities for Emerging Scientists and leaders in South Africa and Africa

Wanga Ngakela [Left] and Irvin Matlala, two of the emerging scientists in South Africa.
“I have a dream” Wanga Ngaleka, a 11th grade student wrote in a letter to the President of the Council for Scientific and
Industrial Research [CSIR} in South Africa “that all people should have access to Science” Wanga’s words personifies the
dreams and aspirations of many emerging scientists and leaders who live and go to school in disadvantaged school
communities on the African Continent. Wanga is an orphan who lives with his grandmother and goes to school in Eketsang
Secondary School in Gauteng Province, South Africa. Astronomy is his passion and he would like to follow a career in 
astro-physics. He was nominated by the National Youth Development Trust [NYDT] to represent South Africa at the 2008
International Astronomy Workshop in Sayda, Germany in July 2008.

Living out their dream are also girl students from South Africa.
Nombuso Ndlovu of Lotus Gardens Secondary School represented South Africa in the 2007 NASA Aerospace Design
Competition for High Schools. Nombuso’s team won the group competition.

Phindile Mzizi, a girl student from Isikhumbuso Secondary School in Johannesburg attended space school in Houston Texas.

Vincent Holtzhausen, a grade 10 student from Gauteng province, represented South Africa in the 11th European model
rocketry championship in Slovakia in 2007. He was a member of the official Slovak team.

Vincent has developed a basic rocket motor and space model for sport rocketry. His model will be used by students in
disadvantaged school communities in South Africa and Africa.

Opportunities like these where students from South
Africa excel, have been created by the National Youth
Development Trust [NYDT].

The principal focus of the NYDT programme is
dedicated career path development at school level.

The NYDT designed the New Frontiers Science [NFS]
programme, the essence of which is to establish school
students in South Africa as competitive in global
context in the 21st Century. A Standards and Ethics
Commission sets international standards and ethics for
the achievements of students. The NYDT strictly follows
the ISO 9001 standards set by the International
Organization for Standardization, and are directly
involved in the establishment of various educational
programmes for South Africa and Africa within the
framework of the NFS.

The programme has the support of various national and
international role-players and stakeholders.

Without the partnership of national and international
partners the NYDT would not be able to create career
development opportunities for school students and
teachers in South Africa.

The NYDT programme is, for instance, recognized as a
positive intervention in the national strategy of the
South African Minister of Education, Ms Naledi Pandor,
to promote mathematics and science in schools in
South Africa: "The promotion of Mathematics, Science
and Technology is a very important part of the broader
drive to achieve quality education in our system.
An initiative, like the NYDT, that stimulates learners to
think internationally and scientifically is an initiative that
will enable young minds to stretch well beyond the
limits of their immediate circumstances and is thus
complementary to the vision of the Department -
particularly as located in the Dinaledi schools".

The Dinaledi schools are located in disadvantaged
school communities and are earmarked for
development initiatives such as that of the NYDT.

A very important development as far as science
education in the classroom is concerned, is the
establishment of South African colours for Science
Based Competition [SBC]. SBC is not a sporting
discipline, but national colours for SBC is awarded to
school students who qualify to represent South Africa in
international science based competitions. It is the NYDT
objective to introduce this competition to all countries in
Africa, not only to promote science based competition,
but also to find the top emerging scientists in Africa.

The South African colours for Science based
Competition:
School students who do individual research projects,
may do so under the mentorship of career
professionals and academics. Upon completion of a
research project, such a student may receive the
Certificate in Knowledge Dynamics.



Col Chris Hadfield, the Canadian astronaut, visited South Africa in January 2008 to promote engineering science in South
Africa, and assist the NYDT to set up a Space School programme for school students in Africa.

Col Chris Hadfield accompanied students and teachers to the Tswaing Meteorite Impact Crater near Johannesburg. He
lectured students on space science and sent a text message to the International space station. This was a very unique

experience for the students.

A young girl at Vezulwazi Primary School, where the NYDT partnership provides food to poor children and orphans.
The NYDT programme in disadvantaged schools has a holistic basis, and emphasis is placed on the basic needs of school

children. The Soup at School in South Africa [SASiSA] Programme strives to provide a 1,000 children per day with a
nutritious meal. These children are mostly orphans and children who live under the poverty ["bread"] line. As almost all the

schools in this category have serious problems with the payment of essential services, such as water, electricity, and
telephone costs, it is the NYDT’s objective to establish water and energy points to alleviate annual financial burdens. Part of

the SASiSA funding is also used to provide educational opportunities for students with potential.

The NYDT is the Africa representative of the International Future Problem Solving Competition, the biggest science based
competition in the world. The focus of the South African programme will be on Community Problem Solving. Research

themes have been identified for school students in Africa. These include crime, community based diseases and infections,
pollution and energy issues.

Mr Niranjan Casinader, Director of the FPS Australia programme, and FPS Africa Board member, visited South Africa to assist
with the setup of the FPS Programme of Africa. With him on the photo is Mr Peter Selesho, Board member of FPS South

Africa. Mr Selesho has been nominated to visit Australia in 2009 to attend the FPS Australia competition.

21.451 mmMs Shoki Kobe, learning to fly in a microlight aircraft. She represented South Africa at the 2007 International
Astronomy Workshop in the Czech Republic.

The NYDT, working with several partners, are setting up
the following science based programmes for South
Africa and Africa:

· The Africa Cup for model rocketry. The International
Air Sport Federation [FAI] requested the NYDT to
facilitate the establishment of the World Cup for
model rocketry as sport in Africa

· An international robotics sport championship for
Africa. The NYDT established Robot Sports
International [RSI] in partnership with FisherTechnik,
the international German engineering company, and
PCS Edventures of the USA.

· An Aerospace ranger programme for future fliers,
emerging engineers, air traffic controllers [mission
controllers] in Africa. This programme includes an
annual microlight flight day in terms of a partnership
with the Microlight Association of South Africa

· An Africa chapter of the Boeing International Space
Settlement Design Competition [ISSDC].

· Science Theatre. Students use their creative thinking
skills to write songs such as the Astronomy Song, the
Heritage Song [Through the Mists of Time], the
Aviation Song [Kids in the Sky] music and present it
annually in a local theatre to judges and an audience.
Part of the programme also includes a celebrity
fashion parade.

The principal problem is the establishment of
interactive communication channels to reach school
students in African countries. Our main cost item in this
regard is expenses that relate to electronic
communications [e-mail, fax and telephone]

Fact File:
· The National Youth development trust [NYDT], a Non-

Governmental Organization [NGO] and Non-Profit
Organization [NPO] is a world leader in dedicated
career path development and is the founder of
Science Based Competition in South Africa.

· The NYDT is managed by a Board of Trustees
consisting of 7 members.

· More than 100 advisors assist the NYDT with the
management of its programmes.

· In 2008 the NYDT contacted 1,000 schools with its
Million Minds Initiative.

National Youth Development Trust,
Postnet Suite 568
Private Bag X4
Menlopark
Pretoria 0102
South Africa
T: +27 12 346 2409
F: +27 12 866 846 455

nydt@mweb.co.za
www.nydt.org
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In many countries around the world, September marks
the beginning of the new school year; in others of a

new term. For world leaders gathering on 25th September
2008 at the UN High-level Event on the Millennium
Development Goals (MDGs) in New York, it will be the
time to reaffirm their commitment to getting all
children into school by 2015 and improving the health,
nutrition and living conditions of hundreds of millions
of people still trapped in extreme poverty.

The UN Secretary-General has stated that 2008
should mark a turning point in progress towards the
MDGs adopted by 189 governments in 2000. Since
then, the goals, of which two refer to education, have
provided an internationally agreed blueprint for
mobilising governments, multilateral, bilateral and civil
society organisations around time-bound targets.
Alongside them, the Education for All (EFA) Goals,
adopted in 2000 in Dakar, Senegal, by 164 governments
and partner organisations, aim to dramatically expand
educational opportunities for children, youth and adults
by 2015. Education is of particular importance for
achieving all the MDGs because improving health,
reducing child mortality, combating HIV/AIDS and
ensuring environmental sustainability cannot be
achieved without empowering individuals with the
knowledge and skills needed to better their lives.

Progress towards universal primary
education
Achieving universal primary education for every child,
regardless of his or her background, is a right and a basic
minimum for any country’s social and economic

development. A majority of countries, but not all, have
constitutional provisions mandating free and compulsory
primary schooling. Since 2000, the primary education
goal has received the most political attention.
Participation in primary education has climbed sharply
in regions furthest away from the goal, there have never
been as many children in primary school, and progress
has been faster since 2000 than in the 1990s. Since 1999,
sub-Saharan Africa has witnessed a 36 per cent increase
in the number of new entrants to primary school.

This achievement is due to political will, well-designed
domestic strategies, increased national spending and
international support. Governments have shown their
commitment to universal primary education by
abolishing school fees and taking measures to build
classrooms, train teachers, reach the most vulnerable
families and change attitudes towards girls’ education.
Abolishing primary school user fees has helped more than
one million additional children to enrol in primary school
in each of four countries – Malawi, Kenya,Tanzania and
Uganda. Ghana, Kenya and Tanzania have made striking
progress in reducing the numbers of out-of-school
primary children, and so have Bangladesh and India.

Both the MDG and EFA goals call upon countries to
achieve gender parity in education at all levels. Evidence
clearly shows that investment in girls’ education yields
some of the highest development returns, translating
into increased earnings, lower fertility, later marriage and
better health. Enrolment increases in primary education
have particularly benefited girls. About two-thirds of
countries with data have achieved gender parity in
primary education. Community mobilisation campaigns,

Keeping the promise
on universal primary
education

Nicholas Burnett
Assistant Director-General for Education,

United Nations Educational, Scientific and
Cultural Organization (UNESCO)

Participation in primary education has increased sharply in sub-Saharan Africa and South and
West Asia since 1999. This progress can be attributed to a range of measures, from school fee

abolition to more targeted strategies to promote access among underprivileged groups. Domestic
spending on education generally increased in countries where significant progress has been
observed. Major challenges remain, however, to achieve universal primary education by 2015.
Strategies are systematically needed that address socio-economic and cultural disadvantage, and that
improve the quality of education. Hiring and training more teachers is a crucial dimension. Low-
income countries need to invest more in basic education, and donors must live up to their part of
the compact by scaling up their aid and making it more effective and predictable.
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installation of toilets and running water in schools,
hiring more female teachers and providing free
textbooks for girls are among the measures that have
encouraged parents to send their daughters to school.

Countries where primary school enrolments rose
sharply generally increased their education spending as a
share of GNP. Public expenditure on education rose by
over five per cent annually in real terms in sub-Saharan
Africa and South and West Asia between 1999 and 2005.
Nevertheless, many countries still allocate very low shares
of GNP and total government expenditure to education.

Out of 105 countries outside North America and
Western Europe, 26 spent six per cent or more of their
GNP on education in 2005 while 24 spent three per cent
or less. On average, low-income countries devote almost
half their education expenditure to the primary level, one
of the strongest policy weapons available to governments
to advance a poverty reduction agenda. A study in
Ethiopia found that increases in public expenditure on
education between 1996 and 2000 led to more spending
on children in the poorest households, and especially on
girls. It is of particular concern that low-income countries
are spending a significantly smaller share of GNP on
education than other countries. Furthermore, the share of
national income devoted to education decreased in 40 out
of 105 countries with data between 1999 and 2006.

As education systems expand, they face more complex
and more specific challenges – both in terms of reaching
the most marginalised and vulnerable groups, and of
improving the quality of learning. This has financing
implications.

Addressing access and quality
There are still 75 million children out of school, of
which 34 million live in the Commonwealth. Three
Commonwealth countries – India, Nigeria and Pakistan
– account for nearly 30 per cent of the world’s out-of-
school children (and about two-thirds of all out-of-
school children in the Commonwealth).These children
share common characteristics.They typically come from
very poor households, live in isolated areas or belong to
minority groups. Many are obliged to work to help their
families survive. Being a girl accentuates the probability
of not being in school. Children with disabilities face
blatant exclusion.

Evidence from several sources suggests that up to 40
per cent of students who finish primary school do not
reach minimum achievement standards in language and
mathematics. Results from the Sacmeq II (Southern and
Eastern Africa Consortium on Monitoring Educational
Quality) regional assessment indicate that less than 25
per cent of Grade 6 children reached the ‘desirable’ level
of reading in Botswana, Kenya, South Africa and
Swaziland, and less than 10 per cent in Lesotho,
Mozambique, Namibia, Malawi, Uganda and Zambia.
Poor quality education can even reduce the demand for
education and runs the risk of creating a generation 
of marginalised under-skilled youth. The most
disadvantaged children tend to be learning in the most

under-resourced environments. A UNESCO survey,
Improving schools in disadvantaged areas: a view inside
primary schools (2008), conducted in 11 countries in
Latin America, Asia and North Africa, starkly illustrated
the gulf between schools in a single country. In India, 27
per cent of village schools have electricity compared to
76 per cent of schools in towns or cities; only about half
of these rural schools have enough toilets for girls.

All in all, projections for countries with relevant data
suggest that without further acceleration, 58 of the 86
countries that have not yet reached universal primary
education will not achieve it by 2015. More than half
the countries in sub-Saharan Africa, South and South
West Asia and the Arab States have not achieved gender
parity in primary education. What will it take to
accelerate progress?

Targeting resources
First, meeting the challenge of inclusion. Although
wide-ranging policies have been put in place in many
countries to reduce some of the barriers to schooling,
equitable access remains a foremost challenge.The reality
of socio-economic disadvantage must be built into
education policies from the outset if all children are to
benefit from schooling. Reaching the ‘last 20 per cent’
requires targeted strategies based on a clear
understanding of exclusion’s multiple causes.

In some cases conditional cash transfer programmes
have increased access to school by providing financial
subsidies to poor households or individuals based on a
set of attached conditions. In Bangladesh, for example,
the cash-for-education programme reaches over five
million primary school pupils. School feeding
programmes are associated with broader access and
higher achievement. Flexible schooling, non-formal
equivalency courses and transition and bridging courses
are among the options countries are adopting to meet
the learning needs of working children, including in
Bangladesh, India, Kenya and Pakistan.

Progress towards universal primary education does not
happen evenly within countries, calling for specific
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An adult literacy class in Cameroon.
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planning and financing strategies. Household survey data
from 40 countries show that in 32 of them, net
attendance rates in urban areas are higher than those in
rural ones. In several countries however, including
Tanzania, Zambia and Zimbabwe, enrolment ratios have
actually decreased in urban slum areas. In Nepal, a
country where primary school participation has
increased sharply since 1999, enrolment ratios are high
in the western and far-western regions but below 60 
per cent in the eastern and central ones. To address
geographic disparities, some governments redistribute
funds towards poorer regions or target areas lagging in
terms of school participation.

The second challenge for governments is to improve
the quality of education as access expands.This involves
a package of measures encompassing school safety,
sanitation, health, and building schools in remote areas.
But teachers are the most important investment of all.
More than 18 million extra teachers will be needed over
the next decade to provide every child with a quality
primary education. Sub-Saharan Africa requires an
inflow of four million teachers to achieve universal
primary education by 2015. In many countries, the
supply of teachers has not kept pace with enrolment
increases.Training and professional development are key,
along with incentives to work in remote areas, decent
working conditions and pay. Building up the teaching
force calls for innovative models, from shorter training
periods, and more on-the-job learning to the use of
information and communication technologies.

Setting priorities
Domestic resources account for the bulk of spending on
education.The degree to which primary education will be
financed depends on the growth of total government
expenditure – in turn influenced by the rate of economic
growth – and the share of government expenditure
allocated to the sector. Per capita income across all low-
income countries is increasing. Even if government
expenditure only rises in line with the growth of per capita
income, the increased resources becoming available each
year are significantly higher now than in previous years.

As such, there is potential for higher levels of public
expenditure on basic education. It is broadly
recommended that national and local governments should
allocate 15 to 20 per cent of the government budget to
education, with a priority placed on basic education.

Governments face difficult choices as student
populations grow.They are under pressure to increase the
number of places in secondary schools, to expand
technical and vocational education, and to meet demand
at the tertiary level. Partnerships with non-governmental
organisations and the private sector can play an
influential role in extending primary education
provision. But such arrangements require that appropriate
roles and responsibilities be carefully defined.

Cost-effective funding 
Universalising primary education calls for steady,
predictable funding. In many low-income countries,
teachers’ salaries alone account for the lion’s share of the
education budget. Even then, salaries remain low,
rendering it difficult to recruit qualified and committed
teachers. When countries abolish school fees, they 
must compensate for a loss of revenue and rapidly
accommodate additional demand, in terms of more
teachers, classrooms, textbooks and other learning
materials. Careful planning and phased implementation
are essential to minimise the impact on school quality.
But there is clearly a risk of creating systems where the
most disadvantaged receive a low-quality education,
leading to low learning outcomes and early drop-out.
Such low-quality systems are inefficient systems.

Low-income countries in sub-Saharan Africa and
South and West Asia, where the majority of out-of-
school children live, need to invest more in basic
education. But for many committed to expand primary
education, continued progress also relies on support
from donors – both in terms of financial resources and
technical expertise to build up capacity. In several
countries, including Ghana, Kenya, Mozambique and
Tanzania, increases in international aid have facilitated
the abolition of primary school tuition fees.

The amount and predictability of resources are key
issues for countries committed to universal primary
education. On conservative estimates, US$9 billion is
needed annually just to achieve universal primary
education and gender parity in education. But aid
commitments to the education sector are stagnating.
Those to basic education in low-income countries
increased from US$2.7 billion to US$5.1 billion in 2004
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Financing is a partnership: the Dakar Framework for Action
firmly places developing country governments in the driver’s
seat. Developed countries, meanwhile, have pledged to provide
the aid needed to ensure that no credible strategy would fail
for want of finance. This mutual responsibility was reiterated 
at the Conference on Financing for Development in Monterrey,
Mexico, in 2002, and at the G8 Summit in Gleneagles (2005)
where donors pledged to double their commitments to Africa
by 2010.

Creative learning at a primary school in Papua New Guinea.
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before declining to US$3.8 billion in 2006, of which
US$2.1 billion was committed to sub-Saharan Africa.
Because education systems require planning and
investment over the long term, aid must be predictable.
This is an essential building block of sustainable, quality
systems that are able to meet the demand for education.

Half of all aid commitments to basic education in
2006 came from just three donors – the Netherlands, the
UK and the International Development Association of
the World Bank.Two large education donors – France
and Germany – allocate a small share of their aid to the
basic level. A shift in their policy could lead to
substantially increased funding for basic education.The
annual EFA Global Monitoring Report recommends that
bilateral and multilateral agencies should raise to at least
10 per cent the share of basic education in bilateral
sectoral aid. Only two bilateral donors – the Netherlands
and New Zealand – allocated more than 10 per cent of
their aid to basic education in 2006. The Fast Track
Initiative, set up in 2002 to encourage broad donor
support for basic education, is not meeting expectations.
In particular, the Catalytic Fund, intended to provide
short-term support to countries without bilateral
programmes, faces a funding shortfall in comparison to
the number of countries whose education sector plans
have been endorsed.

More aid is urgently required along with continued
efforts to make aid more effective in order to avoid
fragmentation and high transaction costs. Some progress is
being made on this agenda, notably through the shift from
project to programme support, better alignment of aid 
to national priorities and improved donor coordination,
as reflected in the recent High-Level Forum on Aid
Effectiveness in Ghana.

Furthermore, primary education will not be achieved
simply by investing resources at this level.This represents
an overriding challenge for governments. UNESCO, as
the lead coordinating agency for Education for All,
systematically advocates for a more comprehensive,
holistic approach to education policy. Ensuring that
adults – particularly mothers – are literate has an impact
on whether their children, and especially their daughters,
attend school. Investment in adult literacy programmes
has an impact on children’s health and chances of going
to school. Learning also starts well before a child enters
primary school. Malnutrition and ill-health severely affect
a child’s cognitive development. Investment in early
childhood care and education programmes is one of the
most powerful levers for offsetting disadvantage, for
improving child well-being and subsequent achievement
in primary school.The Nobel-winning economist James
Heckman has repeatedly drawn attention to the high
benefit/cost ratios of investments in early childhood care
and education programmes. These benefits tend to be
higher when programmes are targeted to children most
at risk. It is a win-win situation, and a number of
countries are taking measures to increase coverage of pre-
school, in some cases making kindergarten compulsory
(eg. Ghana).

The bottom line is that education is a right and an
engine for development and economic growth.To avoid
deepening inequalities, both governments in developing
and developed countries have a responsibility to finance
quality inclusive education for all, because it is the most
sustainable foundation for personal, social and economic
development.

Data in this article are extracted from the ‘EFA Global
Monitoring Report 2008’,‘Education for All by 2015:Will we
make it?’, UNESCO, Paris, 2007, www.efareport.unesco.org

Nicholas Burnett is Assistant Director-General for Education
at UNESCO (United Nations Educational, Scientific and
Cultural Organization) based in Paris, France. Appointed in
2007, Mr Burnett was previously director of UNESCO’s
flagship ‘Education for All Global Monitoring Report’ and has
served in leading positions at the World Bank. He has spent his
entire career working on developing and transition countries, with
a strong focus on Africa. Mr Burnett is also a visiting Special
Professor of International Education Policy at the University of
Nottingham in the UK.

United Nations Educational, Scientific and Cultural
Organization (UNESCO), as the United Nations’ specialised
agency, believes that education is key to social and economic
development.We work for a sustainable world with just societies
that value knowledge, promote a culture of peace, celebrate
diversity and defend human rights, achieved by providing
Education for All (EFA).

Knowledge Management Services (EO/ED/KMS)
The Education Sector – UNESCO
7, Place de Fontenoy, 75352 Paris 07SP 
France

Tel: +33 (0)1 45 68 10 00 
Fax: +33 (0)1 45 68 56 26/27
Email: edknowledge@unesco.org 
Website: www.unesco.org
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Nutrition, part of an early childhood programme in Kenya.
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Higher education institutions truly have the potential
to bridge the local and the global, a claim that few

others can justifiably make. In a rapidly globalising
world, this role is becoming even more important and
critical, not least because knowledge is being seen as an
increasingly important determinant of the wealth of
nations. There is a growing tendency for the HE
curriculum to become oriented towards providing a
well-equipped workforce for a globalising economic
world.This is taking place amidst calls, for example by
the World Bank, for universities to be more innovative
and responsive to the needs of a globally competitive
knowledge economy and to the requirements of
changing labour market requirements.

And yet, increasingly, we see the dangers of HE
becoming alienated from poor and socially excluded
communities and local concerns. We see also the
implications of HE institutions failing to engage around
some of the most pressing challenges of our times:
continued poverty, exclusion, conflict, social, economic
and political unrest, ecological degradation and the
challenges of climate change.

An urgent challenge now faces us: to enable HE
institutions to achieve a balance between producing forms
of knowledge that bring global economic and social
benefits to all, while avoiding contributing to forms of
development that maintain poverty and inequity for
billions of people in the world.Those with an interest in
HE now have a real opportunity to take up the mantle
and responsibility for bring about a new era that will
serve the interests of all.This requires HE systems and
institutions to be revitalised and reinvigorated. In the
context of this article, the focus mainly is on the

curriculum, a key dimension of education, and central to
the life and work of most universities and HE institutions.

Learning to make a difference
The term ‘curriculum’ can be understood in different
ways, as both process and as outcome. It offers great
potential as a guide for learning, wherever or with
whoever that learning takes place.The curriculum may
be a centrally prepared top-down list of content;
or preferably it may be derived through a process 
of dialogue around the meanings, ideologies and
philosophies of knowledge and learning. A key lesson
emerging from studies of HE systems around the world
is that many curriculum development processes lack
autonomy, and are often hierarchical, exclusive,
unsystematic and dominated by privileged forms of
knowledge.They focus on the content, and on making it
available to as many individuals as possible, without
considering how learning then may actually take place.
Consequently, we find increasing numbers of recipients
of higher education programmes who are unable to use,
adapt or apply what they have been exposed to. If
learning implies some kind of change of behaviour, then
it would not be an outrageous claim to make that many
of those who attend HE institutions in fact learn very
little.Thus the high levels of funding needed to support
HE systems may not in fact be delivering sufficiently on
this significant investment.

A major challenge is to find ways in which curriculum
development and learning processes can become more
inclusive, just, democratic, oriented towards citizenship,
and based on transformative and more participatory
approaches. How can we ensure that learning and

Rethinking the role of
higher education to
boost development

Peter Taylor
Research Fellow, Institute 

of Development Studies

Few would disagree that higher education (HE) plays a hugely important role in the world today.
HE institutions within the Commonwealth, as throughout the rest of the world, are at the

forefront of knowledge production and dissemination at both the global and the local level.
Education is now understood by many as a service-company, with society as its marketplace, and
with knowledge as a commodity. Alluring as this view is, it is not shared by everyone. There is a
growing belief that the policy goals of efficiency, effectiveness, responsiveness and competition may
work against the potential of HE to contribute to wider human and social development.This article
discusses how universities may adapt their curricula in order that the education they offer is more in
tune with the complex problems facing the world today.
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teaching in HE institutions pays conscious attention to
power relations embodied through experience of faith,
race or gender? 

Some major challenges for the curriculum
There are examples of innovations in HE curricula
(some of which are provided below) which address
some of these challenges. For example, recent emphasis
on more participatory approaches to curr iculum
development is showing new ways of establishing forms
of education that are more about transformation than
transmission of information.

Making significant change in the ways that HE
curricula are developed and delivered is not easy,
however. It is well known that relationships within
different parts of formal education systems have a major
impact on the HE curriculum. Students and teachers
share a desire for ‘sameness’ in learning and teaching
strategies, and learning preferences are determined
largely by experiences at lower levels of the education
system.This leads to what Paulo Freire termed ‘banking’
of knowledge, and passive learning.

HE perpetuates the education system that has been
legitimising, delivering and evaluating students’ knowledge
during their formative years. Where this system is
inadequate at lower levels of the system, the inadequacy is
reinforced by institutional inertia and resistance to change
in HE institutions. HE is still dominated by ‘qualification
escalation’. Innovations in learning, teaching and
curriculum are being observed, but they are difficult to
spread, perhaps being too context-bound. The use of
information and communication technologies (ICTs) in
HE is often seen as having the potential to bring about
dramatic change in learning. While they may help to
increase access to information, they may however lead
individual learners to become more passive, to reflect less
critically on their actual experience and to reduce their
responsibility for constructing their own knowledge.

Challenges can become opportunities
Although there is no easy road to forms of education that
address effectively the most pressing challenges facing the
world today, there are many examples emerging of good
practice, including in Commonwealth countries around
the world.These help to illustrate how innovations in the
HE curriculum may convert some of the biggest
challenges into real opportunities for learning and
positive change.Those included below are drawn from
the Global University Network for Innovation (GUNI)
2008 Report on Higher Education in the World.

Educating global citizens
Recent thinking on human and social development has
placed an emphasis on the right to be a citizen, in
addition to social, economic and political rights. HE can
be a place where students learn citizenship and its
associated capabilities, but this needs to be achieved
without overloading the curriculum and placing huge

demands on both students and teachers.There is a need
to find coherence between ‘professional’ components of
any HE programme, and other elements that enable
learners to understand and play their part as active and
responsible citizens.There is likely to be some resistance
to this kind of curriculum change by professional bodies
that do not wish to see significant changes in the
curriculum of education programmes.This needs to be
managed carefully through effective and long-term
dialogue.

Educating for complexity
A view of the world where all challenges and problems
can be broken down and solved through rational,
technical and instrumental approaches has been severely
questioned. Increasingly, we understand our world as
characterised by enormous complexity and uncertainty.
It is not enough to rely on pedagogical approaches that
embrace certainty and expert solutions. Instead, there is
a need to focus much more on problem-orientation,
dialogue, questioning and communication skills,
analytical and strategic ways of working, as well as more
specialist, technical capacities. This will require
employers to recognise, legitimise and facilitate the
application by their employees of more holistic forms of
knowledge and practice. Schools lower in the education
system will need also to prepare their students for
interdisciplinary forms of learning and study, to enable
them to make a successful transition to HE.

Educating for sustainability 
Policy-makers and funders of HE are recognising the
value of study programmes that emphasise sustainability
as a vital complement to those seen as contributing to
economic growth.This is good news, but to what extent
do HE institutions have the will to allocate resources
and provide an enabling environment for innovation and
changes in practice in sustainability? Although we are
currently part-way through the UN decade for
Education and Sustainable Development, there is much
more that universities can do to help bring about real
change in their own practice, as well supporting wider
processes of sustainable development. One approach is to
encourage HE institutions to engage actively in wider
societal debates on the major, global challenges of our
times – for example climate change; environmental
degradation; poverty and human rights – even if this
requires them at times to move beyond their current
recognised areas of ‘expertise’.

Educating for multiculturalism, peace
and conflict resolution
The world is becoming increasingly cosmopolitan, and
HE institutions need also to develop a more
cosmopolitan ethos.This may involve integration of new
areas of knowledge and practice within their existing
curricula that enable students to act as global citizens –
helping them acquire a responsibility to recognise the
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rights of others, and working towards improved
conditions for others in their local contexts, as well as at
national, regional and global levels. HE institutions
cannot do this alone. They need to build institutional
linkages with other societal actors to contribute to, and
help convene, dialogue for greater understanding and
tolerance in society. This can help them to establish a
strong position to engage in and support processes that
contribute to peace-building and reduction of conflict
by generating and sharing needed knowledge.

Ethics, values and the curriculum
In an ever more complex world, the idea that certain
countries or groups of nations hold the ‘right’ answers to
global development is being challenged. HE institutions
can make a significant contribution to global
understanding by helping to establish open processes and
transparent institutional mechanisms that support dialogue
around contentious or disputed areas of knowledge.This
will require them to look at their own expectations and
requirements. For example, universities will need to
recognise academic outputs which value not only the
traditional metrics of peer-reviewed publications and
successful bids for research funding, but also contributions
to human and social development.They will need to find
ways of encouraging processes of engagement through
teaching and learning between HE institutions, students,

teachers, and wider society in a range of real-world,
pressing issues, following approaches that are democratic,
participatory and affirming the rights of all.

Conclusions and suggestions
Getting the balance right is not easy. On one side, there is
a real need to attend to effectiveness and efficiency
arguments, finding ways in which we can do things
better, and more cost-effectively, in a globalising world;
where graduates are able to compete as part of a global
workforce, acquire more highly paid jobs and contribute
to economic growth; and continuously increase the
demand for the education HE offers. On the other hand,
there is the need for a greater appreciation of the needs of
human and social development. Scientific and academic
inquiry does need to remain rigorous and valid, but it
should allow also for vision and imagination. University
education should not only attend to the technical and the
rational, but needs also to connect to the spiritual,
emotional and ecological, embracing uncertainty and
possibility of alternatives, with a plurality of visions.

This is not easily achieved, but drawing on some
examples of good practice, a few practical suggestions
are emerging.These add huge value to HE by:

• Identifying learning needs, capabilities and approaches
that our future global citizens need for development
and human freedom

• Enabling HE students to gain a critical consciousness
of the world they inhabit

• Making connections between a wide array of
knowledges (local and global) in the face of increasingly
diverse problems and challenges – in a way that places
equal value on the nature and quality of our
relationships with the world at large

• Working with ‘marginal’ areas of HE programmes:
emotional intelligence; artistic, spiritual, psychological
dimensions of developing a sense of agency and power;
trust-building; knowledge and opportunity to adapt to
and function in unfamiliar contexts 

• Building collaborative skills for work in groups, with
members from highly diverse backgrounds or even
across former conflict lines

• Achieving shifts in institutional arrangements to make
all this happen – avoiding ‘institutional monocropping’

Example from Canada: the Master of Adult Education –
Community Development Stream at the Coady
International Institute at St Francis Xavier University 

This self-directed, self-paced distance learning programme
provides community development practitioners with an
opportunity to deepen their understanding of the ways in
which adult education methods and principles can be used to
empower communities and organisations. Students are offered
guidance to define a professional and academic area of focus
within community development in a Northern or Southern
setting. Focus can be on traditional communities bound by
location, or on communities of culture and practice that can
cross borders. Potential areas of specialisation may include
community economic development, transformational learning,
community-based resource management, gender issues,
advocacy, community-based healthcare, and peacemaking.

Example from the Southern African Development
Community, including Botswana, Malawi, South Africa
and Lesotho: the Regional Environmental Education
Programme (REEP)

This initiative consists of four major areas: training
environmental educators for sustainability; developing resource
materials and facilitating their use; supporting policy initiatives;
and networking among policy-makers, educators and
practitioners. A recent evaluation revealed greater synergies in
curriculum development, pedagogical transformations and new
partnerships emerging. Challenges have been faced in achieving
an interdisciplinary approach, as well as institutional difficulties
around accreditation and bureaucratic processes.

Example from Bangladesh: BRAC University

BRAC University was established in 2001, growing out of its
historical agenda and experience of development and poverty
alleviation work, with an orientation towards liberal arts. It
aims to foster independent thinking habits in students and has
introduced a number of innovations in its curriculum, including
use of case studies for problem solving, practical applications
for literacy studies, and emphasis on the importance of
learning to be flexible and to communicate effectively. This has
required interactive pedagogies, and a high degree of
involvement of different stakeholders in the development of
the curriculum. Challenges have been faced around the need
for students to experience a broad-based education, the need
for English language skills, and the difficulties in building up a
campus with all its attendant, physical requirements.



where all institutions seem very similar – encouraging
debate and deliberation, and sharing evidence and
learning about the kinds of education systems needed
to address real-world problems and challenges

• Working strategically with institutional leaders, policy
and decision-makers over time towards a shared vision
for HE and human and social development

• Increasing and incentivising opportunities for social
engagement, action learning and participatory research

• Developing and implementing innovative, transformative
teaching methodologies

• Encouraging and supporting participatory curriculum
development processes that help to bridge and
integrate across disciplines

• Using the potential of ICTs – but wisely.

If the above can be implemented, through appropriate
support from policy-makers, then it may indeed be

possible to imagine Higher Education (paraphrasing the
words of the Irish poet WB Yeats), as not being about
filling a pail, but being instead about lighting a fire.
As we approach the World Conference on Higher
Education in Paris in 2009, 10 years on from an earlier
key meeting where a framework for contribution of HE
to society was set out, this seems a critical moment to
help universities globally and locally to bring about
learning and good change for all.

Peter Taylor is a Research Fellow in the Institute of
Development Studies, and is also Team Leader of the
Participation, Power and Social Change Team. His background
is in agriculture and education and he is a qualified teacher. He
has worked for many years on issues relating to education for
agricultural and rural development, and participatory approaches
and processes in educational arenas.

The Institute of Development Studies is a leading global
organisation for research, teaching and communications on
international development. Its purpose is to understand and explain
the world, and to try to change it – to influence as well as to inform.

Institute of Development Studies
University of Sussex, Brighton BN1 9RE, UK
Tel: +44 (0)1273 67869
Email: p.taylor@ids.ac.uk Website: www.ids.ac.uk
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Example from Jamaica: community partnership with the
University of Technology and Mona Campus of UWI

These two institutions are developing a project, still in its early
days, with a nearby low-income community, August Town.
The initiative aims to support an integrated and participatory
development approach with local communities, which would
also enable residents to make greater use of the knowledge
available at the universities.
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Westonaria to become
the training hub of
Gauteng

Due to the decline in gold
production and high gold

prices, mining companies that did
not possess the necessary resources
to sustain the mining operations
retrenched and cut down their
operations. As a developmental
municipality, Westonaria Local
Municipality is committed to 
the reduction of high levels of
unemployment and poverty.

The municipality has the mandate
to meet the challenges of social,
economic and material development
in greater Westonaria. The
municipality must structure and
manage its administration, budgeting
and planning processes to give
priority to the basic needs of the
community, and to promote social
and economic development.

To address the skills challenge
faced by miners residing in
Westonaria, the municipality
decided to launch an artisan 
school. The aim of the school 
is to alleviate unemployment in 
greater Westonaria and empower 
former miners and disadvantaged
individuals with an emphasis on
youth and people with disabilities.

The artisan school will be the 
first of its kind in the province,
and will offer training in welding,
bricklaying, electrical work,
landscaping, plumbing and painting.
The stakeholders listed in the
following paragraphs have made a
commitment to see the project
become a success.

The Department of Education 
has a mandate to delivery quality
public education that will promote 
a dynamic citizenship for socio-
economic growth and development
in the province and the country.

The mandate of the Department
of Public Transport, Roads and
Works and the Impophoma Entity
in the artisan school project is to
ensure that there is increased
mobility and accessibility for
Gauteng citizens, and to build a
transport and socio-economic
infrastructure that facilitates the
meaningful participation of all in
economic and social activities.

The department will further
develop integrated, sustainable
facilities to promote people-centred,
innovative, developmental public
works, and an accessible, safe and
affordable movement of people,
goods and services.

The role of the Department of
Labour is to reduce unemployment,
poverty and inequality through a set
of policies aimed at improving
economic efficiency and productivity;
skills development and employment
creation; and sound labour relations.

Westonaria Local Municipality is
committed to developing the skills
of the vulnerable groups, i.e. the
youth, women and the disabled.The
mandate of the Greater Westonaria
Disability Forum is to ensure that

people with disabilities are included
in developmental programmes 
and initiatives undertaken by the
municipality. This will ensure that
these groups benefit from education,
training, economic participation and
science and technology programmes
initiated by government.

Maserame Khumalo,
Executive Mayor of
Westonaria Local
Municipality

Westonaria Local Municipality
P.O BOX 19,Westonaria
Gauteng, South Africa 1780

Tel: +27 11 278 3000
Fax: +27 11 753 4176
Website: www.westonaria.gov.za

The municipality must structure and manage its
administration, budgeting and planning processes to give

priority to the basic needs of the community.

Westonaria Local Municipality, the town of choice in Gauteng for investors, residents and
visitors, is one of the fourteen municipalities in the province. As a mining town,Westonaria

is known for its gold reserves, which attracted thousands of migrant workers from the Southern
African Development Community (SADC) countries and other parts of the country when gold
was discovered in South Africa.
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The Monterrey Consensus acknowledged the role of
gender equality in realising democratic governance

and sound economic policies, along with the need to
empower women through appropriate national policy
and regulatory frameworks. However, it failed to
examine the gender impact of the sources of
development financing, especially mobilising public and
private domestic resources, trade liberalisation policies,
and innovative sources of financing, and contains no
specifics related to actual policies, implementation or
measurement of progress.

Much of the document focuses on the primacy of
economic growth achieved through market-oriented
development strategies. This approach has not been
proven to automatically achieve gender equality, has
deepened disparities in some instances, and is not
generally connected to the distributional issues implied
by equitable development.

Inclusivity in strategic policy
Today, there is growing recognition of the need to foster
high-quality economic growth that is equitable and
sustainable. Many countries are promoting more
inclusive financial sectors, and per capita social
expenditures are increasing. International agreements,
including the Millennium Declaration, have endorsed
financing policies that move beyond narrow definitions
of income growth to embrace the more comprehensive
goal of human development; that is, expanding people’s
choices to improve their lives.

At the close of the High Level Forum on Aid
Effectiveness in Accra, in September 2008, renewed

attention to the quantity and quality of aid has
highlighted the importance of country leadership and
ownership of development, and the macroeconomic
policy framework which shapes the budgeting and
development process.

Initial indications of the Monterrey Consensus review
process give some hope that the Doha outcome
document will be much stronger and address the quality
of development as well as tackling inequalities. The
Secretary-General’s Report (A/63/150) states that “there
needs to be a better understanding of the role of women
in development, moving beyond their roles as caregivers
and labourers. Macroeconomic policies should be more
coherent with other policies to achieve gender equality;
for example, policies should go beyond gender budgeting
and take into account tax issues, business cycles,
employment and the unpaid so-called ‘care economy’.”

Towards that end, policy alternatives should include
ways to promote both employment generation and
productive growth, reduce disparities in incomes and
assets, moderate vulnerabilities related to the profound

Financing gender
equality

Inés Alberdi
Executive Director, United Nations

Development Fund for Women (UNIFEM)

Initial indications of the Monterrey 
Consensus review process give some 

hope that the Doha outcome document 
will be much stronger and address 

the quality of development. 

Gender equality and women’s empowerment are central to achieving all internationally agreed
targets, including the Millennium Development Goals (MDGs), as was affirmed by UN member

states at the 2005 World Summit.The UN Secretary-General has stated that investing in women and
girls can have a multiplier effect on productivity, efficiency and sustained economic growth, while
the UN Development Programme has reported that addressing gender inequality in education and
employment, access to productive assets and increased time burdens due to women’s unpaid work
can help improve overall economic growth and contribute to more equitable growth.Yet despite the
economic benefits, there has been limited progress in allocating and channelling resources towards
achieving gender equality.



changes in the global economy, protect against
environmental and social risks, and explore innovative
sources of financing.

Macroeconomic policy to mobilise
domestic resources
The Monterrey Consensus highlighted domestic
resource mobilisation as essential for sustaining
productive investment and increasing human capacities.
Policy tools that can guide this process include targeted
public investments, fiscal and monetary instruments to
moderate economic downturns, and policies to promote
decent work.The balanced use of these tools provides an
alternative to the conventional policy goal of holding
inflation in check.The tools used to contain inflation –
raising interest rates and cutting public spending – have
negative implications for gender equality and poverty
reduction, as well as for economic health. While
controlling inflation can help restore fiscal credibility,
over-reliance on this strategy can suppress growth, raise
unemployment, and encourage dependence on short-
term external finance, thereby increasing economic
volatility. These strategies put women at a particular
disadvantage, since women already face steep barriers to
credit, assets, employment and services.

Gender analysis, strategies, and data, still remain mostly
absent from major public policy decisions, but methods
to encourage greater balance now include gender
responsive budgets, endorsed by the Monterrey
Consensus, and results-based public expenditure
management, a key part of economic governance.
Market analysis should track gender differences related
to labour, income and access to public services, so that
policy adjustments can be made accordingly.

Expanded employment opportunities and access to
assets 
Among the trade-offs of focusing on inflation is stagnant
or slowed employment growth, reducing options to
address income disparities, and threatening continued
economic growth.Tight employment markets generally
hurt low-skilled and recently hired workers – including
many women – first and hardest. Even in industries
where women make up the great majority of the
workforce, albeit in poorly paid and insecure jobs, their
share has declined, as tight job markets oblige men to
accept these same conditions.

National economic policies should be designed to
foster the creation of decent work for all as a key step
towards poverty reduction and equitable growth. This
includes training that improves women’s options across
different sectors of the labour market, and access to
finance for women entrepreneurs, especially in small
and medium enterprises. Policies to create decent work
should fully account for rapid changes in labour markets
and opportunities related to trade liberalisation.
Particular efforts are needed to reach the large numbers
of women in informal work. And in putting in place
the social safety nets that ensure the efficient
functioning of labour markets, attention must be given

to the need for quality jobs with flexible time schedules
and affordable childcare – generally more critical for
women than they are for men.

Equitable access to assets such as land, capital and
natural resources are also needed to establish a more
level economic playing field and give all citizens an
opportunity to increase their capabilities, better their
lives, and contribute to society as a whole. Guided by
appropriate policies, this helps unleash competition that
can lead to efficiencies in production and balanced
growth. Gender inequalities in access to land and other
assets need to be taken into account in efforts to level
the economic playing field, including through
redistribution mechanisms. Land titling programmes, for
example, may result in dispossessing women from their
customary land, owing to discriminatory provisions in
family and inheritance laws.Women’s unequal status in
the eyes of the law can also have an impact on
differential payroll tax burdens.

Investments in social reproduction and social protection
Women working outside the home often take on a
double burden, as in most cases they continue to be
responsible for household and care-giving tasks. This
arrangement lessens pressures on markets and states to
share in the responsibilities for care. It also results in
limiting women’s employment options, obliging them to
seek part-time, contract or home-based forms of work
that lack security and benefits. A broader perspective on
social reproduction – encompassing how a society
provides care to its members through the combined
work of states, markets and households – starts with the
recognition of the significant economic contribution
made by socially reproductive activities, and the fact that
while everyone benefits from these, the responsibilities
are not equally shared.

Government investment in socially reproductive
activities can be seen as making fiscal policy more
effective. In developing countries, where many
households and firms are cash and credit-constrained,
the ability of economic agents to access benefits through
publicly provided services can have a strong multiplier
effect on GDP, since these households and firms will
spend all or most of what they receive.

Social insurance and protection mechanisms, which
perform redistribution functions by transferring wealth
from richer to poorer households, often include
regulations that reinforce gender inequalities. Many
issues that limit women’s access to benefits relate to the
nature of women’s participation in the labour market,
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Land titling programmes may result in
dispossessing women from their customary
land, owing to discriminatory provisions in

family and inheritance laws. Women’s unequal
status in the eyes of the law can also have an

impact on differential payroll tax burdens.



which can be punctuated by departures due to
childbearing, characterised by part-time work and
marked by lower contributions due to lower wages –
even as women generally live longer than men. Social
protection gaps combined with inadequate public
services oblige women to take on additional care-giving
responsibilities, which further limit their options for paid
employment or other income-generating activities.

Countercyclical and public investment policies
Countercyclical policies, designed to counter economic
downturns, are an important tool for lessening their
negative social and economic impacts and enhancing the
quality of development. Interest rate cuts, for example,
can be used to slow economic decline by making credit
more available, while fiscal control is loosened to
continue to maintain public investments. Several tools
can trigger countercyclical policies depending on a
country’s administrative capacity.

Public investments can foster economic expansion, and
stimulate employment through the management of
economic demand, and the development of individual
and national capacities.They can provide the basic goods
and services required to jump-start and sustain economic
growth. In general, macroeconomic stabilisation plans,
promoted by international financial institutions, have
tended to severely constrain public investment, arguing
that it crowds out private investment, thus hindering
economic development, However, supportive national
policies can also strengthen market forces associated with
innovation and technological advances. Public investment
in infrastructure requires planning that takes into account
gender-specific needs for mobility and security. Safe
public transport may facilitate women’s access to
employment, education and healthcare services.

Raising and spending public revenues
To support adequate, efficient and equitable public
investments, developing countries need to diversify their
tax bases and strengthen their tax administration.Taxes
remain the main source of domestic public resources,
but developing countries currently lose billions of
dollars a year by using tax systems that do not touch the
wealthy; tax exemptions for foreign investors; accounting
practices that allow transnational corporations to benefit
from production in countries with lower taxes; capital
flight to tax havens; and reduced tariffs due to trade
liberalisation.

Tax revenues have been negatively affected by trade
liberalisation, as the IMF estimates that taxes have only
been able to make up for 30 per cent of revenues lost

from reduced trade tariffs. Many low-income countries
were heavily dependent on trade tariffs, which are
relatively easy to collect. To reduce the shortfall, some
have turned to value-added tax (VAT), which not only
places a disproportionate burden on low-income
consumers, but also, to the extent that women and men
have different consumption patterns, affects them
differently, often to the detriment of household
expenditure needs. Tax breaks or subsidies may be
needed for essential goods and services. In this context, a
gender-sensitive tax regime encourages redistribution
from holders of financial assets (in applying capital gains
taxes) and from landlords and investors (when taxing
gains from natural resource exploitation). In both, the
differential holdings of assets and rents between men and
women might actually be significant.

Increased domestic resources, of course, do not by
themselves assist in reducing poverty and inequality,
including gender inequality.They must be accompanied
by more equitable allocation of resources in national
budgets. Governments are increasingly adopting gender-
responsive budgeting, in which the impact of various
budget allocation scenarios on women and men is
assessed, and ideally addressed.This strategy, endorsed by
the Monterrey Consensus and supported by the
Commonwealth Secretariat, has proven to be an
effective strategy for linking gender equality
commitments to action, and encouraging governments
to devote resources to achieving gender equality
objectives. In Commonwealth and other countries,
including India, Pakistan, Malaysia, Malawi, Mauritius,
Tanzania and Uganda, finance ministries are now issuing
call circulars or budget guidelines at the beginning of
each budget cycle specifying that a gender perspective
needs to be addressed in budget submissions of all sector
ministr ies. In Kenya, women’s groups used gender
budget analysis to press for changes in the tax policy,
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Safe public transport may facilitate 
women’s access to employment, 

education and health care services.

Governments are increasingly adopting gender-
responsive budgeting in which the impact of

various budget allocation scenarios on women
and men is assessed, and ideally addressed.

Progressive tax regimes can optimise revenues, while easing
the income disparities that have accompanied economic
growth in many countries. They need to have effective and
impartial collection mechanisms, and account for varied
impacts on different social groups, including women. They
should also be situated within the broader economic context.
For example, many countries – Commonwealth countries
among them – have attempted to attract capital through tax
holidays that are promoted as ways to generate employment
(as well as address balance of payments issues). But the jobs
that result are often low-paying and short-term, limiting their
contribution to the tax base.



resulting in the removal of taxes on several staple feeds as
well as cooking gas. In Mozambique, gender budget
analysis has opened entry points to ensure that priority
gender equality gaps were addressed in the recently
approved poverty reduction strategy paper (PRSP).

Trade liberalisation policies should align with
domestic productive capacity
World merchandise exports passed US$11 trillion in
2005, double that of 1995. The share of trade of
developing countries reached an all-time record,
including through flourishing South-South trade
relationships. Poorer countries, however, have not been
able to grasp the benefits of trade liberalisation. The
share of global trade for the 50 poorest countries began
declining in 1960, and has hovered at around only 0.5
per cent since 1995.As countries are integrated into the
global economy at different levels of development,
international trade agreements should make allowances
for them to address their specific national development
circumstances and apply special and differential
treatment and less-than-full reciprocity.

Among the ways in which trade affects development
goals is through employment and income opportunities
or losses, as well as shifts in the costs of basic goods and
services.There is as yet little data on the impact of trade
policies on gender equality, but trade liberalisation,
which is normally accompanied by lower revenue
collection from tariffs, can slow investments in public
services and shift tax burdens towards labour in ways
that limit women’s productivity. Some industries that
benefit from trade liberalisation view enhancing
women’s employment prospects as a good business
investment, but others, including some high-tech sectors
that offer better wages, may not benefit women because
of persistent gender biases that reduce women’s chances
of cultivating appropriate skills. This is seen in the
widely-criticised practice of export-oriented industries
of regarding women as low-cost inputs into production.
Development strategies that encourage the practice of
using women as ‘starter’ workers to establish competitive
positions in global markets only to replace them when
industries move into higher productivity activities
severely constrain their contributions to the economy.

Important issues
Gender equality advocates recognise the importance of
domestic resource mobilisation, including through tax
policies that are supported by broad sectors of the
population, as a way to strengthen the democratic

ownership of development policies. More so, if women
and other groups normally excluded from policy
dialogue engage in formulating and implementing
financing policies.

If governments are to adopt the kind of resource
mobilisation policies elaborated here, expanded policy
space is essential. Such space provides the latitude to use
diverse policy approaches that encourage responsibilities
for social provisioning and care to be shared more equally
between states and markets, public and private sectors,
and between women and men. In addition, as new
sources of financing are being explored, it is important to
address decision-making and governance structures to
ensure coherence with these policy initiatives.

The current draft outcome document for the Follow
up Global Conference on Financing for Development
in Doha has positioned gender equality as one of four
new challenges and emerging issues, together with
climate change, the crisis in food and energy prices, and
the poverty eradication challenges facing middle-income
countries. It also makes specific references to the
importance of gender-responsive public financial
management, the consideration of gender issues in micro
and macroeconomic policies, and the need to remove
gender biases in labour and financial markets as well as
in the ownership of assets and property rights.

These are important issues for UNIFEM. It is by now
widely recognised that women’s empowerment and
gender equality are key drivers of actions to build food
security, reduce poverty, reduce maternal mortality,
safeguard the environment, and enhance the
effectiveness of aid.Women are equally important agents
of economic development, and we need policies that not
only recognise this, but actively support it.

Inés Alberdi of Spain has been appointed as the new Executive
Director of the United Nations Development Fund for Women
(UNIFEM) and assumed her duties on 4 June 2008. Ms
Alberdi has worked for more than 25 years on gender issues and
in politics. She comes to UNIFEM from her previous position as
Professor of Sociology at Madrid University where she had
taught Political Sociology and Sociology of Gender since 1993.

The United Nations Development Fund for Women
(UNIFEM) provides financial and technical assistance to
innovative programmes and strategies to foster women’s
empowerment and gender equality.

UN Development Fund for Women (UNIFEM)
304 East 45th Street, 15th Floor
New York, NY 10017
USA 

Tel: +1 212 906 6400
Fax: +1 212 906 6705
Website: www.unifem.org
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Poorer countries have not been able to grasp 
the benefits of trade liberalisation. The share 
of global trade for the 50 poorest countries
began declining in 1960, and has hovered 
at around only 0.5 per cent since 1995. 
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Maternal ill health is not a burden shared equally
across the world. 99 per cent of deaths occur in

developing countries. In Africa the probability that a 15-
year old female will die eventually from a maternal cause
is one in 26, according to estimates developed by WHO,
United Nations Children’s Fund (UNICEF), United
Nations Population Fund (UNFPA) and the World
Bank.While some countries have made great strides in
improving maternal health, aggregate figures on progress
can often mask pockets of inequality.

Behind these statistics are a multitude of personal
stories: of children orphaned; families plunged into
poverty; women supporting their communities despite ill
health and disability; husbands and lovers facing grief and
loneliness and parents mourning the loss of a treasured
daughter.There are also grander narratives that point to
political inaction, health system failure and the low regard
that many hold for the lives and health of women.

The crucial links between maternal health and
development were reaffirmed by the international
community through its inclusion as the fifth Millennium
Development Goal (MDG 5).The inclusion of maternal
health in the MDGs offers hope that change is possible.
In 2000, 51 Commonwealth countries endorsed the
Millennium Declaration containing the MDGs, meaning

that they are required to work towards three targets: to
reduce maternal mortality by three-quarters between
1990 and 2015; to achieve universal coverage of skilled
care at birth by 2015; and to ensure universal access to
reproductive health by 2015.Time is running out if we
are to meet these targets. Research has shown that some
developing countries are improving maternal health, and
these provide us with useful models for understanding
some of the challenges and how they can be overcome.

What is preventing us reaching MDG 5?
The complications that account for 70 per cent of all of
maternal death and ill health are haemorrhage,

Every woman counts:
how can we act to
improve maternal
health?

Kate Hawkins
Communications Officer,

Institute of Development Studies,
University of Sussex

Some developing countries are improving
maternal health, and these provide us with

useful models for understanding some of the
challenges and how they can be overcome.

Every minute, a woman dies from complications related to pregnancy or childbirth, according to
the World Health Organization (WHO). For each woman that dies, 20 more are left ill or

disabled. That is 529,000 dead women and 10 million more suffering as a result of pregnancy or
childbirth every single year. On the whole, the numbers related to maternal ill health make grim
reading, but the real scandal is that we have the medical technologies and the knowledge to save
women’s lives – in developed countries death in childbirth is a rare tragedy – but in many settings we
have been unable to put into place the systems and interventions that would really make a difference.

What stands in the way?

Our efforts to improve maternal health are hindered by a
combination of:

• Weak health systems with inadequate numbers of staff
appropriately trained and empowered to assist at births

• Non-existent or inaccessible sexual and reproductive health
services to provide family planning advice and
contraceptives, safe abortion services where legal, post-
abortion care and antenatal services including screening and
treatment for sexually transmitted infections and HIV 

• Poor quality services which women choose not to use
• Healthcare access constrained by social, cultural, religious

and political norms which de-prioritise women’s health and
rights or stigmatise full and frank discussion and action on
matters related to sex, sexuality and reproduction

• Financial barriers, for example, inadequate investment in the
area of maternal health and monetary burdens on
households which prevent access to healthcare or leave
families impoverished as a result of illness within the family.



infection, high blood pressure, unsafe abortion, and
obstructed labour. To overcome these problems we
require sexual and reproductive health services
(including family planning, services for sexually
transmitted infections, safe abortion services where
legal, and post-abortion care), care during pregnancy,
skilled attendance during delivery and medical services
in the first month after childbirth.

Health system strengthening and financing
In recent months the issue of maternal health has had
increased visibility and buy-in at international level. A
new global campaign, ‘Deliver Now for Women and
Children’, headed by the Partnership for Maternal,
Newborn and Child Health, has estimated that
providing basic health services for women and children
in developing countries requires investment of US$10.2
billion in additional resources yearly. This figure
combines the external donor and domestic resources
needed, and includes costs for human resources (salaries
and training, including for community health workers),
commodities (drugs, vaccines, supplies), programme
management and supervision, maintenance and
upgrading of buildings and equipment, overhead costs,
and information, education and communication. It also
includes costs associated with family planning.

Recent discussions about health system strengthening,
in the lead up to the G8 Summit in Japan, have
explicitly acknowledged the positive impact that these
interventions would have on maternal health. However,
the G8 stopped short of pledging any new resources to
explicitly tackle maternal ill health. Beyond the macro-
figures, what actually constitutes health system
strengthening is vague – in part because each situation
differs depending on its social, political and historical
context.That being said, learning about what works has
been forthcoming from some settings that have
improved maternal health. This learning needs to be
integrated into national health and financing plans if it is
to have a broader effect; it should be adopted with the
help of efforts such as the recently-formed International
Health Partnership whose aim is to improve health-
related MDG outcomes by increasing aid effectiveness,
and improving policy, strategy and health systems
performance.

The case for investing in maternal health is compelling
– it can help combat inequality as the poorest families
are often hardest hit; it supports children’s health and
bolsters poverty alleviation; and investments in this area
of the health system can help overall health system
strengthening. In most developing countries, maternal
healthcare is funded through a combination of tax
income and payments from households. Research has
shown that user fees for health services can be a barrier
that prevents women accessing maternal health services
– emergency services are often particularly expensive.
Unofficial costs such as for drugs and medical
equipment also add to this burden.Where user fees have
been abolished, shortfalls in revenue need to be 

made up by government investment. Community health
insurance schemes have been shown to increase uptake
of services in some settings, but as many of these
initiatives are in their infancy, questions remain about
sustainability and the ability of the poorest to access
them. Conditional cash transfers and voucher schemes
which give the poorest women access to maternity
services are other methods that aim to increase the
demand for services. In each case, countries must decide
what suits their context best and act accordingly – it is
likely that additional investments from donors to buttress
these interventions will be required in many cases.

Sexual and reproductive health and rights
Some sexual and reproductive health and rights
interventions that would improve maternal health have
been disregarded as politically unpalatable despite the
fact that they are evidence-based. Discussions of issues
such as access to safe abortion, family planning, and
contraception and action to safeguard rights, are rare in
mainstream maternal health discourse among advocates
and policy-makers alike. However, a new target under
MDG 5 to ensure universal access to reproductive health
by 2015 means that countries are bound to report
against a number of new indicators that track: the
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Learning from China: the experience of the Basic Health
Services Project

The experience of the Basic Health Services Project in China
demonstrates that a mix of activities across the health system
is needed to improve maternal health. These include building
infrastructure, developing institutional capacity and clearly
defined targets for priority health programmes.

Traditionally in China women tended to give birth at home and
many women in rural areas found it difficult to access services
due to cost and geographical location. However, between 1998
and 2005 China experienced considerable improvements in
maternal health. For example, in the 71 poor counties involved
in the Basic Health Services project the number of women
dying during childbirth fell by 40 per cent – from 125.5 to 68.2
per 100,000 births.

Policy change came from central government, which
discouraged village midwives from attending home deliveries.
Simultaneously it mandated the creation of obstetric services
and provided the resources to subsidise the cost of getting to
and delivering in the healthcare facility. Some counties used
project funds to subsidise the costs of care. They all established
a health safety net which paid for care for the poorest women.
Many counties also established rural health insurance schemes
which paid part of the costs of institutional delivery.

Government investments into healthcare facilities to make
them more attractive included providing heating, improving
privacy and a more acute focus on cleanliness. Facilities were
also provided with more up-to-date equipment. Village
midwives were engaged by health facility staff to redefine their
role in encouraging women to give birth in hospital. Healthcare
staff was provided with greater support through the creation 
of a cadre of national and provincial experts who provided
guidance and supervision. Furthermore greater uptake of
services led to increased income, which meant higher wages
for staff.

(Source: UK Department for International Development, 2008)



contraceptive prevalence rate; the adolescent birth rate;
antenatal care coverage, and unmet need for family
planning. It will be important to ensure that action and
financing for maternal health takes these new indicators
into account.

Unsafe abortion accounts for 13 per cent of maternal
deaths. It leaves many more women unwell and disabled.
Complications from unsafe abortions include: severe
bleeding, uterine perforation, tearing of the cervix,
severe damage to the genitals and abdomen, internal
infection of the abdomen and blood poisoning. Medium
and long-term complications range from reproductive
tract infections and pelvic inflammatory disease to
chronic pain and infertility. Late complications include
increased risk of ectopic pregnancy, miscarriage or
premature delivery in subsequent pregnancies.There is
evidence that improving access to contraceptive and safe
abortion services is cost-effective in comparison with
dealing with the after-effects of unsafe abortions, yet safe
abortion interventions are still not being prioritised
within maternal health efforts (www.ID21.org/focus).

Ensuring maternal health is about more than simply
keeping women alive – we also need to ensure their
health and wellbeing before and after childbirth.
Screening for sexually transmitted infections and their
treatment – including avoiding onward transmission to
the child – are a part of this.The scale-up of antenatal
care services provides an opportunity to integrate
programmes for the prevention of mother-to-child
transmission of HIV and ensure ongoing treatment and
support for families.This is particularly important in high
prevalence countries where AIDS increases the risk of
maternal mortality. It also provides an opportunity to do
something about the half a million infants who are born
with congenital syphilis, and the half a million stillbirths
and miscarriages caused by this infection annually.

Research shows that technical fixes alone will not
provide the change that is needed. Work to overcome
social, cultural, religious and political barriers to maternal
health has been neglected. Possibly, this is because of the
difficulty in costing interventions to change gender
norms, most likely because it constitutes a threat to
prevailing hierarchies of power in many settings. Negative
gender norms can constrain women’s ability to access
household resources, prevent them demanding the
highest available standard of care, lead them to neglect
their own health in favour of others and prevent them
realising their right to control their reproductive lives.
Systemic inequality can lead to chronic underinvestment
in women’s health, and often means that female maternal
health service providers, such as midwives, are poorly
motivated and remunerated and are therefore unlikely to
provide adequate and sensitive services; and that men are
not involved in maternity services.

Areas for action
Although the challenges may seem insurmountable,
there is much that policy-makers can do to support the
push for maternal health.

Health system strengthening is a priority intervention
in order to avert maternal deaths. Ensuring that maternal
health is a priority in national health plans and poverty
reduction strategy papers and the financial frameworks
and policies that accompany them is a first step to this.
Providing adequate resources for their implementation –
particularly for the poorest – is a natural follow-up.

Models for strengthening and financing health systems
may vary, but there is a whole host of evidence that can
help signpost the ways forward. Action should be
evidence-informed and locally appropriate. National
level policy-making should prioritise allocations to
maternal health related services and associated support
services, particularly transport and use of appropriate
means of technology, for example, mobile/satellite to
reach difficult-to-access areas.

Maternal health needs to be viewed holistically.As part of
health system strengthening, we need improved and
accessible sexual and reproductive health services, including
services for safe abortion where legal.This needs to be
accompanied by interventions to encourage and support
women in realising their sexual and reproductive rights.

Maternal health is more than mere survival. Action is
needed to prevent conditions like obstetric fistula, and to
screen and treat for sexually transmitted infections.
Furthermore, a focus on contraceptive supplies and family
planning education can help ensure that women can
freely plan the timing and spacing of their pregnancies.

Action within the health system should be
accompanied by interventions to tackle often deep-
rooted gender inequalities. Change needs to happen not
just in the family or community, but in those political
and cultural systems that shape people’s opinions on the
worth of women and replicate and reinforce negative
norms. Policy-makers need to look within themselves to
understand their place in these systems, and to become
champions for maternal health and wellbeing and the
rights of women.

Kate Hawkins is the Communications Officer: Health and
Social Change at the Institute of Development Studies, UK.
Kate has a background in health policy and advocacy with a
particular interest in HIV, sexual and reproductive health and
rights and maternal health. She has worked extensively on
advocating for adequate investments to meet the health
Millennium Development Goals..

The Institute of Development Studies is a leading global
organisation for research, teaching and communications on
international development. IDS was founded in 1966 and
enjoys an international reputation based on the quality of its
work and its commitment to applying academic skills to real
world challenges. Its purpose is to understand and explain the
world, and to try to change it – to influence as well as to inform.

Institute of Development Studies
University of Sussex, Brighton, BN1 9RE, UK
Tel: +44 (0)12 7360 6261 Fax: +44 (0)12 7362 1202
Email: ids@ids.ac.uk Website: www.ids.ac.uk
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Anumber of CARE programmes and research in a
number of African nations have examined whether

micro-finance through village or voluntary savings and
loans (VS&L) groups can be used to improve the well-
being of orphans and vulnerable children (OVC) either
indirectly through the participation of their care-givers,
or directly through participation of older OVC
themselves.The preliminary results of these studies have
demonstrated that micro-finance can indeed improve the
well-being of children in high HIV prevalence areas
under appropriate conditions including: 1) the availability
of appropriate social support services; 2) a recognition
and understanding within the community of the needs of
OVC and, 3) a means to ensure that there are safety nets
(such as income transfers) to guard against additional
economic shocks to households. Such evidence of
positive impact, however, is tempered by other evidence
of negative consequences such as increased child labour,
decreased play time (important to child development)
and decreased literacy.These unintended effects may be
controlled with proper programme design.

The VS&L methodology was designed with the
intention of reaching the very poor, primarily in Africa,
who cannot be reached with more formal micro-
finance systems and methodologies.Women are targeted

as the primary participants as numerous studies show
that women, when empowered to do so, are more likely
than men to spend money to benefit the family and
household unit. Key character istics of the VS&L
methodology include:
• VS&L group members are self-selective.
• The loans are savings-led.This means that the pool of

funds comes from contributions from the personal
savings of group members.This generates a feeling of
ownership and avoids creating a sense of dependency
on outside contributions.

• Group members decide on who receives a loan based
upon a presentation of a business plan.The groups are
autonomous and self-managing.

• Interest rates are set by the group, generally at the
prevailing market rate.

• An external institution, such as a non-governmental
organisation, provides financial literacy training (basic
bookkeeping and accounting skills) and ultimately
trains community members themselves to be trainers.

Children affected by HIV
and AIDS: is micro-finance
the magic bullet?

William C. Philbrick
Senior Technical Advisor,

CARE International

Numerous studies show that women, 
when empowered to do so, are more likely 

than men to spend money to benefit 
the family and household unit. 

As the crisis of supporting the millions of children made vulnerable by HIV and AIDS
accelerates, there is increasing evidence that economic security for both children and their

caregivers is important, not only to mitigate the impact of the epidemic on AIDS-affected
households, but also to reduce vulnerability to HIV due to economic insecurity (such as girls
without other sources of income turning to sex work). Micro-finance programmes focusing on
community-based savings-led loan groups, as a means to improve the economic livelihoods of poor
households, play an important role in improving the well-being of children by generating income
for the provision of services and, with proper design control, for the creation of environmental
conditions that are necessary for children to develop into healthy adults.

The term ‘micro-finance’ is not only about access to credit, but
also to other services such as secure savings accounts, micro-
insurance, remittances and micro-pensions. ‘Formal micro-
finance’ is accomplished through institutions such as banks
and/or micro-finance institutions. ‘Informal micro-finance’ takes
place primarily within communities and typically allows for
more flexible terms to community participants. For the
purposes of this paper, unless otherwise indicated, ‘micro-
finance’ is being used to describe a very specific type of
economic intervention: informal community-based savings-led
credit groups, sometimes know as voluntary or village savings
and loan groups (‘VS&L’).



• The groups set aside a small proportion of funds in a
social fund to be used as insurance against unexpected
hardships such as funerals, sicknesses or defaults.

There are numerous studies with evidence to show
that micro-finance, both formal and informal, is an
effective tool in development work. These studies
establish that micro-finance can lead to:

• Increases of income for poor participants 

• Reductions in vulnerability 

• A positive impact on poverty reduction as it relates to
the first six out of seven Millennium Goals 

• The empowerment of women and the reduction of
domestic violence for women participants.

The impact of HIV and AIDS
HIV and AIDS pose to be the most significant obstacles
to development, particularly in sub-Saharan Africa.
Globally, over 33 million people are living with HIV
with sub-Saharan Africa accounting for 67 per cent of
all HIV infected people and 72 per cent of all AIDS
deaths in 2007.

HIV and AIDS destroy the livelihoods of households,
severely undermining the ability to perform productive
work. Household members divert their time from
engaging in productive income-generating activities
toward caring for sick household members. Economic
assets are diverted from production to consumption.
There are fewer financial and human resources available
for the purchase of food, healthcare, school supplies and
shelter, thus weakening households’ safety nets and their
ability to withstand economic shocks.

HIV and AIDS have also led to increasing numbers of
orphans and vulnerable children (OVC).While general
prevalence levels within Africa may be reaching a
plateau, the plight of OVC is deepening. Currently, it is
estimated that there are approximately 15.2 million
children who have lost either one or both parents to
AIDS with 12 million of these children living in sub-
Saharan Africa. This number is expected to reach 20
million by 2010.These statistics do not even take into
account the millions of children who may still have
parents, but are made vulnerable because one or more
parents, a sibling, another household member or even
they themselves may be infected.

AIDS destroys the future of children. The disease
attacks all areas which are related to the ability of
children to grow into healthy productive adults.

The economic effects from AIDS undermine the ability
to access to education and vital health services. Children
bear the brunt of the psychological trauma attributable
to the disease as they watch family members grow sick
and helpless, or when they are separated from their
siblings after the death of their parents. Arguably the
most profound impact of AIDS is upon the youngest of
children, ages 0-8. Interventions that benefit children
during those first years of life, impacting their cognitive,
socio-emotional and motor development (‘early
childhood development’ or ECD), affect future health
status, school performance and lifelong earnings. Physical
bonds of affection with parents or adult guardians,
nutritional sustenance, play, stimulation, and basic
learning opportunities are the foundation for the
development of healthy productive adults and are all
profoundly compromised by AIDS. AIDS stagnates
neurological development in young children, denying
them the ability to reach their potential in cognitive
development.

VS&L groups and AIDS
The VS&L methodology is well suited for the challenging
context imposed by HIV and AIDS.VS&L offers flexible
loan terms and cash for emergencies, and favours
voluntary over compulsory savings. VS&L groups
operating in high HIV contexts have played a role in
providing psycho-social support and educating
communities about HIV transmission, care and treatment,
sexual and reproductive health, gender relations, family
planning and early childhood development.

Evidence from the field demonstrates that VS&L
methodology is effective in promoting the ability of
people living in high HIV prevalence areas to invest and
generate income, thereby contributing toward the
reduction of poverty. Studies conducted by
developmental organisations such as CARE and Save
the Children (in nations such as Zimbabwe, Ethiopia,
Kenya, Uganda, South Africa, Malawi and others) show
that women in particular, employing the VS&L
methodology, accumulate assets that sustain the
livelihoods of their households, reducing vulnerabilities
associated with extreme poverty and HIV and AIDS.

Recent studies have shown that participation in
informal micro-finance lending groups can reduce
women’s vulnerabilities to risks associated with HIV and

It is estimated that there are approximately
15.2 million children who have lost either 

one or both parents to AIDS with 12 million 
of these children living in sub-Saharan Africa.

This number is expected to reach 
20 million by 2010.

Physical bonds of affection with parents 
or adult guardians, nutritional sustenance,

play, stimulation, and basic learning
opportunities are the foundation for the

development of healthy productive adults and
are all profoundly compromised by AIDS. 
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AIDS such as domestic violence, the inability to negotiate
safe sexual relations, lack of knowledge concerning modes
of HIV transmission and the reluctance to access
voluntary counselling and testing services.

Impact on children
Within the last several years, there has been an increasing
interest in examining the impact that economic
strengthening activities, of which micro-finance is just
one example, has upon improving the well-being of
children. With support of donors such as the United
States Agency for International Development (USAID)
and the UK Department for International Development
(DFID), organisations are looking at traditional
economic strengthening activities to determine: 1) if
these activities have an impact on children’s well-being;
2) if so, is the impact negative or positive and; 3) what
aspect(s) of the activity or the surrounding context or
both, account for positive and/or negative impacts on
children. The recognition that economic interventions
can benefit children in HIV contexts has led the
President’s Emergency Plan for AIDS Relief (PEPFAR)
to include economic strengthening as the ‘one’ of the
‘six plus one’ core services for OVC funding.

The evidence from methodologically r igorous
research on how and to what extent micro-finance,
specifically VS&L, can impact the well-being of children
is still limited. Notwithstanding this, the evidence that
exists clearly justifies using VS&L as one strategy to
improve the well-being of children, including those
children who have been infected or affected by AIDS.
This same evidence shows, however, that VS&L by itself is
not the panacea for mitigating the negative effects of
AIDS on children, but must be accompanied by other
support services and the sensitisation of the community
to the needs of OVC.

Evaluations indicate that education (school fees and
uniforms), barring immediate health crises, is the
priority child-related expense for VS&L participants. At
least one study concludes that involvement in women-
only informal micro-finance leads to higher education
inputs and outputs, mainly for girls, due to the

combined financial and social-group intermediation.
There is also evidence, albeit limited, that micro-finance
can contribute to improvements in children’s welfare in
areas of nutrition, housing, health and school attendance.

CARE recently conducted strategic impact inquiries
comparing VS&L and non-VS&L households to
determine if and how its VS&L programmes impact and
change the lives of children in communities affected by
HIV and AIDS. One of the first studies was conducted
in Tanzania, which had an HIV prevalence of 6.5 per
cent in 2006.The study showed no statistical differences
in a few categories such as school enrolment levels and
siblings remaining together, but produced evidence that
involvement in VS&L statistically improved the odds of:

• Receiving certain vaccines (polio), but no effect on
receiving others 

• Sleeping under a mosquito net

• Spending on education

• Spending on clothing

• Visiting a health centre.

The study also showed a statistically significant
difference in what could be deemed a negative impact
on child well-being.VS&L participation increased the
number of hours spent by children between the ages of
five and 14 doing domestic work.

While there were questions of attribution associated
with the study, the findings generated discussion among
both micro-finance and child protection specialists about
just how and under what circumstances VS&L could
positively, as well as negatively impact children’s well-
being. The lack of statistically significant findings in
differences in school enrolment and receiving certain
vaccines were understandable in light of the government
providing certain vaccines and free education. The
finding of increased number of hours doing domestic
work was attributed to VS&L participants, busy with
income generating activities, demanding that children
undertake more of the household chores, and even assist
in the income generating activity itself. This is not
necessarily always a ‘negative’ impact, but must be
carefully scrutinised as domestic labour can take time
away from school activities, undermining school
performance, including literacy (which the study found
had actually occurred in Mali).

CARE more recently concluded a study in Malawi
(HIV prevalence of 14.1 per cent in 2006), looking
specifically at how children are impacted by VS&L in their
communities. This study improved the methodology
design from the Tanzania study and looked beyond the
more traditional indicators of impact on child well-being.
Preliminary findings from the Malawi study comparing
VS&L and non-VS&L households show positive impact
by increasing the likelihood of: 1) children remaining
with their biological parents; 2) attending secondary
school; 3) having three meals a day; 4) discussions between
caregiver and OVC about education issues; 5) OVC being
involved in community youth groups, and 5) OVC
participating in household decision-making.
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Recent studies have shown that 
participation in informal micro-finance 
lending groups can reduce women’s

vulnerabilities to risks associated 
with HIV and AIDS.

Domestic labour can take time away 
from school activities, undermining school

performance, including literacy.



In terms of negative impact, the study produced some
evidence that:

• VS&L did not protect OVC from being involved in
casual paid labour.

• Children from non-VS&L households were more
likely to spend their free time playing (probably due to
OVC from VS&L households doing more household
chores while the guardians were engaged with VS&L
activities) – a negative impact in the sense that playing
is critical to young children’s development.

Integrated approaches required
Studies by CARE and others looking at the impact of
informal micro-finance groups suggest that while a key
strategy for improving the well-being of OVC,VS&L
cannot work successfully in a vacuum.There is evidence,
warranting substantiation, indicating that VS&L works
most effectively only in conjunction with affording
access to support services, such as health, schools and
ECD centers. Also quite crucial to the success of VS&L
when working with the poorest of the poor is the
understanding that participants will first use loans for
safety net needs (e.g. education, shelter, food) before
investing in income-generating activities. Simple survival
is of course not a bad outcome, but simply surviving is
not necessarily the same thing as actually reducing
poverty, VS&L’s primary objective. To truly reduce
poverty levels and improve the well-being of children of
the ultra-poor, additional support such as cash transfers
must be considered.

Is micro-finance, specifically VS&L, the magic bullet
to improve the well-being of children made vulnerable
in HIV contexts? No, not by itself . One can say,
however, that it can be one of the necessary elements
that goes into making the magic bullet. Similarly, other
services such as cash transfers, schools, health centres,
home-based care and ECD centres, are required to
ensure the effectiveness of VS&L in improving the

well-being of children. Development organisations and
donors are realising that integrated approaches using
linkages or referrals (sometimes referred to as essential
packages or ‘wraparound’ approaches) are required to
mitigate the AIDS crisis for OVC and improve child
well-being.VS&L programme design must, however,
be structured to avoid the potential negative impacts
that have surfaced in some studies, such as increased
child labour, decreased play time and decreased
literacy, any of which can undermine the future
developmental potential of children.

Bill Philbrick serves as Program Manager for OVC (orphans
and vulnerable children) focused programmes and as Senior
Technical Advisor within the HIV/AIDS Unit at CARE
USA based in Atlanta, concentrating on inter-sectoral and
multi-sectoral approaches and responses to improving the well-
being of vulnerable children, with emphasis on incorporating
and assessing economic strengthening and health interventions
in programming frameworks for the benefit of children and the
mitigation of the impact of HIV and AIDS (e.g. early
childhood development). Bill has a LL.M. degree in
Sustainable International Development from the University of
Washington and a Postgraduate Diploma in Health Systems
Management from the London School of Hygiene and Tropical
Medicine. He received his JD degree from the University of
Georgia and a B.A. degree in Foreign Affairs from the
University of Virginia.

CARE is a leading humanitarian organisation fighting
global poverty, placing a special focus on working alongside
poor women because, equipped with the proper resources,
women have the power to help whole families and entire
communities escape poverty. Women are at the heart of
CARE’s community-based efforts to improve basic education,
prevent the spread of HIV, increase access to clean water and
sanitation, expand economic opportunity and protect natural
resources. CARE also delivers emergency aid to survivors of
war and natural disasters, and helps people rebuild their lives.
Publications include ‘HIV & AIDS and Economic
Development: a Briefing Paper’ (July 2008).

CARE USA
151 Ellis Street, NE.
Atlanta
GA 30303-2400
USA

Tel: +1 404 979 9303
Fax: +1 404 589 2607 
Email: bphilbrick@care.org
Website: www.care.org
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needs (e.g. education, shelter, food) before
investing in income-generating activities.
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The AML international standards contained in 
the Financial Action Task Force (FATF) Forty

Recommendations on Money Laundering were developed
for countries with advanced financial sectors – in other
words, standards that countries with that degree of
financial development could more easily work towards.
As these were adopted more globally in the 1990s with
the formation of FATF Style Regional Bodies (FSRBs),
many developing countries with limited financial sectors
and large cash-based economies were also required to
adopt the same standards.This has led to many of these
countries facing major challenges of implementation
that have to be addressed comprehensively if the
standards are to remain global.

The nature of money laundering
Money launder ing is the method whereby profits
derived from illicit activities are disguised to conceal
their illegal source.This process is of prime importance
to criminals as it enables them to enjoy ‘dirty money’
without jeopardising its origin.The laundering of illicit
funds is a complex task that usually involves three
stages: placement, layering and integration.At the initial
placement stage, dirty money is introduced into the
financial system. Thereafter, the main objective of the
launderer at the layering stage is to conceal the illicit
or igin of the funds. This may be achieved by
undertaking a series of conversions or movements of

the funds across borders. In the final integration stage,
the funds re-enter the legitimate economy through
investment opportunities in various sectors including
real estate, luxury assets and business enterprises.

By its very nature, money laundering encourages
other serious crimes such as corruption and organised
crime. According to the UNODC, money laundering
can erode a nation’s economy by altering the demand
for cash, making interest and exchange rates more
volatile and by causing high inflation in countries where
criminal elements are doing business. Further, launderers
exploit the advances in technology and communication
to move funds speedily across borders and thus infiltrate
international banking organisations, thereby
undermining the integrity of the financial system.

The challenges of
implementing anti-
money laundering
policies in Eastern
and Southern Africa

Dr Eliawony J. Kisanga
Executive Secretary and 

Yotsna Lalji-Venketasawmy
Legal Adviser, Eastern and Southern 

Africa Anti-Money Laundering Group
(ESAAMLG) Secretariat

In the past decade, money laundering has been identified as a growing global phenomenon.According
to the United Nations Office on Drugs and Crime (UNODC) the estimated amount of money

laundered globally in one year is between two per cent and five per cent of global GDP, or between
US$800 billion and US$2 trillion.The risks posed by money laundering to the integrity and reputation of
financial systems are well recognised across the globe. In response, the international community,
government agencies and financial institutions are working in close collaboration to develop and
implement robust anti-money laundering (AML) systems to effectively manage and eliminate the money
laundering risks. However, there are a number of challenges associated with developing and
implementing an effective AML regime in developing countries.This paper discusses the challenges faced
by countries in the Eastern and Southern Africa region in developing and implementing AML policies.

As a regional initiative to combat money laundering, the
Eastern and Southern Africa Anti-Money Laundering Group
(ESAAMLG) was set up by 14 countries from the Eastern and
Southern Africa region. The membership of the ESAAMLG
consists of Botswana, Kenya, Lesotho, Malawi, Mauritius,
Mozambique, Namibia, Seychelles, Swaziland, South Africa,
Tanzania, Uganda, Zambia and Zimbabwe. Except for
Zimbabwe, all the member countries are also part of the
Commonwealth.

The Eastern and Southern African countries which form the
ESAAMLG are among the jurisdictions facing challenges in
implementing the FATF standards.
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International AML initiatives 
The international community has taken a number of
initiatives in response to the serious threats posed by
money laundering.The FATF, which currently comprises
32 member jurisdictions and two regional organisations
(the European Commission and the Gulf Cooperation
Council) was established in 1989 by a Group of Seven
(G7) summit in Paris to examine and develop measures
to combat money laundering.The FATF issued its first
set of international anti-money laundering (AML)
standards in the form of the Forty Recommendations on
Money Laundering in 1990. Constant evolution in money
laundering methods, techniques and trends led the FATF
to revise these international standards in 1996 and 2003.
In brief, to put in place an effective AML system the
FATF 40 Recommendations require an adequate legal
and institutional framework which should include:

• Laws that create money laundering offences and
provide for the freezing, seizing and confiscation of
assets of money launderers

• Requirements for the financial sector of the economy
to undertake customer identification, due diligence
and to keep and maintain records

• The requirement to report suspicious transactions

• Supervision and regulation of financial institutions
(banking and non-banking) and designated non-
financial businesses and professions (casinos, dealers in
precious metals and stones, real estate agents, lawyers,
accountants, and trust and company service providers)
to ensure compliance with AML requirements

• Gateways for international cooperation.

The FATF 40 Recommendations are now the
internationally recognised AML standards and have been
endorsed directly by the Boards of the International
Monetary Fund (the IMF) and the World Bank as well
as by 180 jurisdictions around the world including the
ESAAMLG members. In addition, by way of its
Resolution 1617 of July 2005, the United Nations
Security Council has stated that it “strongly urges all
Member States to implement the comprehensive
international standards embodied in the FATF Forty
Recommendations on Money Laundering.”

Key challenges of implementing FATF
standards in the ESAAMLG region
The FATF works in close collaboration with
international and regional organisations that are involved
in combating money laundering. Among its primary

partners are IMF, the World Bank and the FSRBs which
play important leadership roles in their respective
region.The FSRBs bring together, on a regional basis,
jurisdictions that have committed to implement the 40
Recommendations and have agreed to undergo mutual
evaluations of their AML systems.The mutual evaluation
process is the key component of the work of the FATF
and the ESAAMLG. It is through this process that the
effective implementation of the 40 Recommendations is
monitored. In general, mutual evaluations have shown
that the implementation of national AML policies
constitutes a major challenge in the Eastern and
Southern African region because of the severe lack of
capacity and resources in these countries.

The financial sector in most of the ESAAMLG
member countries is very small and is largely dominated
by banks, with emerging securities and insurance
sectors. Moreover, the economies of these countries are
predominantly cash-based with a large share of
economic activities taking place in the informal sector.
On average less than 10 per cent of the population has
access to formal financial services. Most transactions are
settled in cash and the infrastructure to facilitate for the
use of other methods of payments has yet to be fully
implemented. This is a challenge for the developing
nations as the FATF standards presume a level of
formality in the economy.

With the exception of a few, ESAAMLG member
countries suffer from serious competition for limited
resources across government agencies. This means that
AML policy implementation has to compete for scarce
resources with high priority issues that affect basic
human living conditions in the region.

One of the priority measures in the national fight
against money laundering is to enact AML legislation.
This is by no means an easy task to accomplish as within
competing priorities a strong political commitment is
required to begin and sustain the process of AML
reforms. ESAAMLG member countries have made a
political commitment to implement the FATF standards
when they signed the ESAAMLG Memorandum of
Understanding in Arusha, Tanzania, in August 1999.
Most of the countries have now enacted comprehensive
AML legislation.

Effective enforcement of the AML legislation has
various components and requires adequate human and
physical resources. Evaluation reports to date suggest that
within the region the Government Agencies in general

Money laundering is of prime importance to
criminals as it enables them enjoy ‘dirty money’

without jeopardising its origin. 

The FSRBs bring together, on a regional 
basis, jurisdictions that have committed 
to implement the 40 Recommendations 

and have agreed to undergo mutual 
evaluations of their AML systems. 
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suffer from a severe lack of both material and human
resources, which negatively affects the effective
implementation of AML policies.The many challenges
faced by ESAAMLG member countries include training,
advanced technology, and establishing financial
intelligence units capable of receiving, analysing and
disseminating information in a timely fashion. In addition,
developing and implementing a regular onsite inspection
programme of reporting entities for ensuring compliance
with AML requirements poses significant challenges as
this requires an adequate skilled manpower base.

Evaluations have also shown that ESAAMLG member
countries need to develop adequate documentation and
data retention systems and address the impediments to
obtaining basic customer identification and verification
documentation. Further, the legal and law enforcement
agencies need the necessary technical resources to
investigate and prosecute money laundering offences
that sometimes involve complex schemes that cut across
multiple borders. All these factors make AML
implementation particularly challenging.

Going forward as a group, the ESAAMLG member
countries remain committed to combat money
laundering in the region despite these challenges.With
the help of technical assistance, ESAAMLG member
countries are multiplying their efforts to implement
national AML policies.

In recognising the problems faced by developing
nations, the FATF has in February 2008 issued Guidance
on Capacity Building for Mutual Evaluations and
Implementation of the FATF Standards within Low Capacity
Countries. The Guidance identifies a number of
principles and specific mechanisms and procedures that
may be used to ensure effective prioritisation and
implementation of the FATF AML standards, taking into
account a country’s specific structural peculiarities and
vulnerabilities. As stated in its work programme 2009-

2010 and its Strategic Plan 2009 to 2012, the ESAAMLG
will continue to work closely with member countries to
develop and implement national AML programmes that
take into account the challenges faced by each country.
It is expected that most countries in the region would
develop and implement appropriate legal and
institutional frameworks that would enable them to
meet the international standards over the medium term.

Dr E.J. Kisanga is the Executive Secretary of the Eastern 
and Southern Africa Anti-Money Laundering Group
(ESAAMLG) since August 2006. Prior to his appointment
with the ESAAMLG, he was a Deputy Director in the
Economic Affairs Division of the Commonwealth Secretariat
where he was advising Commonwealth countries in the African
region on developing systems for combating money laundering.
He worked closely with governments in Eastern and Southern
Africa in setting up the ESAAMLG. He also provided advice
in the setting up of the West African Group.

Yotsna Lalji-Venketasawmy has been appointed by the
Commonwealth Secretariat, under the Commonwealth Fund for
Technical Co-operation, as Legal Adviser for the ESAAMLG.
Yotsna has over eight years experience as a financial services
regulator. Prior to joining the ESAAMLG in January 2008,
she was an Executive in the Legal and Enforcement Division of
the Mauritius Financial Services Commission (FSC) where she
was involved with the drafting of the Financial Services Act
2007, the Securities Act 2005 and the revised Codes on the
Prevention of Money Laundering and Terrorist Financing issued
by the FSC in 2005.

Established in August 1999, the Eastern and Southern
Africa Anti-Money Laundering Group (ESAAMLG) is
an inter-governmental organisation of 14 member countries from
the Eastern and Southern African Region, which have agreed to
adopt and implement the 40 + 9 Recommendations of the
Financial Action Task Force to combat money laundering and
terrorist financing.Through its Secretariat, which is based in Dar
es Salaam,Tanzania, the ESAAMLG monitors members’
implementation of the international anti-money laundering and
combating the financing of terrorism standards through an
ongoing programme of mutual evaluation of its members.The
Secretariat also co-ordinates and participates in training and
technical assistance programmes and undertakes research into
existing and emerging money laundering and terrorist financing
trends and techniques in the region.

Eastern and Southern Africa Anti-Money Laundering Group
Msese Road Plot 96, Kinondoni
Box 9923, Dar es Salaam
United Republic of Tanzania

Tel: +255 22 2667895/2667679
Fax: +255 22 2668745
Administrative Officer email: flkweka@esaamlg.or.tz
Website: www.esaamlg.org

The many challenges faced by ESAAMLG
member countries include training, advanced

technology, and establishing financial
intelligence units capable of receiving, 

analysing and disseminating information 
in a timely fashion. 

Evaluations have also shown that ESAAMLG
member countries need to develop adequate

documentation and data retention systems and
address the impediments to obtaining basic

customer identification and verification
documentation. 
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Despite all the security mechanisms and rigorous
testing, online security is still a major concern both

for financial institutions and for their customers.
Forbes.com published the results of a survey, The State of
Customer Satisfaction with Online Banking (April 17,
2007), in which over 900 people responded. An
interesting aspect of that study was that users who chose
not to use online banking cited security concerns as a
reason why they did not use the services. Generally
speaking, the report concluded that a major problem is
in educating potential customers on the security and
convenience of online banking.

To get to the bottom of the reasons for this, the author
and colleagues did an analysis of 214 bank websites and
found that approximately three-quarters of the bank
websites have fundamental design flaws that make online
banking experience unsafe even for users who are
educated about security. Our study (listed at the end of
this article) suggests that it is likely to be very difficult to
educate customers about safe online banking since banks
themselves fail to follow simple, consistent security
policies that would promote safe online banking.

All bank websites today deploy a collection of security
measures, such as using Secure Sockets Layer (SSL) for
parts of the site, and varying mechanisms for
authenticating customers. The customers can tell that
they are visiting a secure page by looking for the
HTTPS prefix in the URL in their browsers.
Unfortunately, our study found that the security
measures are often deployed in a patchwork manner,
leaving significant loopholes.These could cause users to
be more susceptible to ‘phishing’ attacks or cause them
to give up their user/password to the attacker, even
when they follow all the steps correctly that are implied
by the policies used at their bank’s website.

Our work mostly examined US bank websites. We
found security-related design flaws to be pervasive:
almost 76 per cent of the websites had at least one.The
flaws we examined were violations of relatively simply
security principles. With some training, careful
customers would be able to discern those design flaws.
But many large and small banks missed them despite
their focus on security.

After our study was published, in response to questions
from the press in other countries or queries from our
colleagues, we also examined the websites of a few of the
major banks in two other countries: United Kingdom
and India.While we did not do a comprehensive analysis,
it was pretty obvious from a basic examination of the
websites that the design flaws were not unique to United
States. Among the dozen or so banks we examined,
almost all had similar flaws to those in the US study.

Security-related design flaws
Our study examined bank websites for security-related
flaws that would be visible to a careful customer. The
major categories included:

• Insecure website content delivery: Not delivering
the entire website content over secure socket layer (SSL)
protocol to the customer. In our study, we focused on
two critical portions of the website: (a) insecure delivery
of pages with login boxes; and (b) insecure delivery of
bank’s contact information. Figure 1 shows an example
of a bank that had that vulnerability (the bank has fixed
the problem recently after our study was published).

• Authentication using inappropriate information:
A significant fraction of banks allowed users to use
personal information, such as social security number
(national ID number in the United States) or their

Online banking:
improving customer
security

Professor Atul Prakash
University of Michigan

In a recent technical study, widespread flaws were found in online banking sites that make it
difficult for users to do safe online banking. The security flaws we examined were violations of

simple security principles – most would be obvious to careful customers; it was surprising that a
large percentage of banks that we examined had them. We discuss these flaws, their ramifications,
and potential reasons why they occurred with banks despite their stated goal of providing customer
security. Finally, we suggest some concrete steps that banks and banking regulators should take so
that customers can be provided a safer online banking experience.



email ID, as part of authentication. It is not a good idea
to use such information for authentication online
because if it is stolen (eg., by keyloggers or over a
compromised network), then the user can be
vulnerable to identity theft. Furthermore, social
security numbers are relatively easy to narrow down to
a small range – they are assigned sequentially and thus
highly correlated with the age of the person.

• Offering to deliver sensitive information, such as
monthly financial statements or links to reset
passwords, over email. It is well known that email is not
secure and easy to intercept in attacks that are targeted
on a particular user or a particular network.

• Use of third-party sites without clear hand-off:
Many banks were found to use third-party service
providers for handling customer authentication, online
billpay, etc. Unfortunately, in these cases, we found that
the customer is redirected to a new site, often with a
strange name, that clearly does not belong to the bank.
We found that most of the times, customers were not
told if the new site could be trusted with all the
sensitive information. Use of third-party sites also sends
a wrong message to the customers that it is fine to
send sensitive information to a website that does not
clearly belong to their bank.

Table 1 shows the percentage of banks with the above
design flaws. Overall, 76 per cent of the 214 banks that
we examined were found to have at least one of the
design flaws, indicating that the design flaws are
widespread. See our study for further details.

To turn to the first of the design flaws: insecure web
page delivery is bad from the perspective of customer
security for two reasons:
• It makes it difficult to send a consistent message to

customers about security. If the banks use HTTPS
consistently for their entire site, it is much easier to
educate customers to not trust links in email or in
their browser that do not start with HTTPS.Without a
consistent use of HTTPS, users must trust HTTP
pages as well.

• Serious attacks are possible if web pages that the
customer relies on for accurate content are not
delivered securely. If the login page is not HTTPS-
protected, the customer has no strong guarantee that
the page is actually provided by the bank. Most banks
use HTTPS to securely submit the user ID and
password. However, if the entire page is not delivered
over a secure channel, then an attacker could deliver a
look-alike page with a modified login box, which
submits the information to the attacker rather than to
the bank.

Recently, it has been shown that remote hackers can
easily manipulate the contents of most Domain Name
Servers (DNS), which are like the ‘phone directory’ for
the Internet – in anywhere from 10 minutes to a day. A
DNS translates hostnames to IP addresses on the
internet. So, when you visit your bank’s website by
supplying its name, say www.barclays.com, your browser
uses DNS to find its IP address 213.219.1.142 (think of
it as a phone number).The IP address determines where
your browser actually goes to fetch the contents.
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Table 1: Percentage of banks with specific design flaws.

Specific design flaw Percentage of sites affected

Insecure web page delivery:
(a) login window on 
insecure page 47

Insecure web page delivery:
(b) contact info on 
insecure page 55

Poor user authentication 
policies, such as using 
national ID number or 
email ID for user ID 28

Offering to e-mail sensitive 
information 31

Use of third-party sites 
without proper certification 
that the sites can be trusted 30

Figure 1. The URL for the login page for the above bank starts with HTTP rather than HTTPS. The entire page could be potentially spoofed without the user
getting a warning.



Imagine what an attacker could do if they could control
the IP address that your bank’s hostname maps to in
your browser. They could mimic your bank’s website
look-and-feel and direct you there even if you type the
correct URL.This could then be used to collect user ID
and passwords or to do social engineering attacks by
supplying an incorrect phone number for the bank that
actually belongs to the attacker.

Many people today are mobile and access the
Internet via wireless access points in Internet cafes and
hotels. In such cases, most laptops are designed to use the
local router’s DNS server. If that DNS server is under
the control of an attacker, a person could be a victim of
a similar attack.

The primary defence against this today for online banks
is to deliver the website contents securely over HTTPS.
Unfortunately, many banks ignore this threat at present.

Why did such flaws occur at bank websites?
The flaws we found were violations of basic security
principles that most careful customers would be able to
detect by examination of a bank’s website.Why did these
occur, even at banks that have large IT departments and
security is a high priority? There could be many reasons:

• Brick-and-mortar traditions: Banks traditionally
focus on confidentiality of customer data and verifying
a customer’s identity, rather than proving their identity
to a customer. In the brick-and-mortar physical world,
it is unlikely that someone would set up a fake bank
store and go undetected (though fake ATMs have been
set up), so this was largely acceptable. However, in the
online world, it just takes minutes to set up fake
websites that look exactly like a customer’s bank. Our
study indicates that banks generally have not yet
realised that security must be two-way on their entire
site: not only they have to verify a customer, but also a
customer must be able to verify that they are visiting
the bank’s online store.

• Banks are conservative by nature and slow to
adapt: Unfortunately, when it comes to online security,
being slow in recognising the threats and being behind
the curve is a bad idea. HTTPS was slow at one point
and was thus selectively used at websites. But, now
computers are much faster and hardware cards to speed
up HTTPS are available.There is no reason to not adopt
it. Costs are minor, relative to assuring customers that
their interactions with their bank are safe.

• Multiple organisations provide IT services: Many
banks use multiple organisations, including third
parties, to provide their IT services. This can create
gaps when it comes to security. No one is minding the
overall IT security and setting overall policies across
multiple organisations.

• Focus on the ‘trees’ rather than the ‘forest’: While
banks focus a lot on finer details of their websites, they
appear to miss the big picture when it comes to overall
security policies. So, while the login box itself is
designed to submit passwords securely, the page that

contains the login box is not delivered securely,
defeating any security provided by the login box.While
they fret about phishing attacks, they themselves will
send links to their customers and not consistently use
HTTPS and a single domain name for their entire site.

What can government do?
It is tempting to leave the solution of these problems 
to the banks and undoubtedly, as a result of the publicity
of our study, some banks will fix the problems.
Unfortunately, most banks are unlikely to fix these
problems in a reasonable timeframe without some push
from the regulators, because of all the reasons in the
previous section. We recommend that government
regulators consider customer safety to be their top
priority. The risks are too high otherwise -financial
incentives are too high for the bad guys and it is easy to
hide on the internet. Below are some initial ideas for
banking regulators to consider:

• Require banks to deliver their entire website over
HTTPS and using a well-known domain name that is
associated with their brand.

• For online authentication, require banks to avoid
social security numbers or similar information that is
easy to guess, difficult to change, or can be used for
identity theft.

• Require banks to provide a clear, concise statement to
their customers as to what is safe to do and what is not
when doing online banking – for example, provide
pictures showing safe URLs and unsafe URLs. If a
customer can show that following those guidelines
could still cause their account to be compromised,
banks must assume liability.

• For even more long-term security, banks could be
required to provide to their customers the option of
hard tokens, such as smart cards, along with smart card
readers on which amounts and PIN can be entered.
That way the smart card reader encrypts the
information before sending it to the computer. For this
to work best, customers should have the option, but not
a requirement, of being able to use a single smart card at
multiple institutions.This is feasible to do with today’s
technology, but may require regulatory assistance to
encourage banks to accept each other’s smart cards. Use
of smart cards, along with secure readers, can also help to
increase adoption of online banking or other forms of
online transactions in villages in countries such as India
where many people may share one computer.
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Use of smart cards, along with secure 
readers, can help to increase adoption of online
banking or other forms of online transactions 

in villages in countries such as India where 
many people may share one computer. 



A way to nudge banks in this direction would be to
require them to assume liability for any fraudulent
online transaction if they do not follow the above
guidelines. There is a precedent for this. In 2005,
liability for card fraud in Europe was shifted to retailers
with card readers that do not accept EMV chip cards
with a PIN.This helped cause much wider adoption to
safer card readers.

What can banks do?
We would recommend banks to not wait for
government regulations and proactively take the steps
recommended in the previous section. Fighting such a
regulation would be a bad idea because the regulations
are really designed to make customers feel safer when
doing online banking by giving them a consistent set
of rules across all banks – which ultimately would
make for good business for the banks.

The study by the author and colleagues is: Falk, L., Prakash,A.,
and Borders, K. “Analyzing websites for user-visible security
design flaws”, in ‘Proceedings of the 4th Symposium on Usable
Privacy and Security’ (Pittsburgh, July 23-25, 2008).ACM,
117-126.)

Dr Atul Prakash is a Professor of EECS at the University of
Michigan. He received a B.Tech from IIT, Delhi, India and a
Ph.D in Computer Science from the University of California,
Berkeley. He also serves on the board of Compubahn, a
company specialising in bank security and government
consulting. Dr Prakash has published over 50 papers in to top
academic venues, with his primary research focus being
information security and privacy. His research on online web
security has been widely quoted, including ‘Business Week’,
‘Barron’s’, and BBC ‘Digital Planet’. He has also examined
the problem of privacy and security risks in emerging pervasive
systems, such as online social networks. Dr Prakash received an
award for the best undergraduate project at IIT Delhi and the
research excellence award at the University of Michigan.

The University of Michigan, internationally renowned 
for research and education, offers a wide variety of degree
programmes for undergraduate and graduate students.
The Electrical Engineering and Computer Science (EECS)
Department is among the leading departments in the world, with
a diverse programme of nearly 100 courses per term, 90 faculty
members, 700 undergraduate and 600 graduate students.

4741 CSE Building
University of Michigan
Ann Arbor, MI 48109
USA

Tel: +1 734 763 1585
Email: aprakash@umich.edu
Website: www.eecs.umich.edu/~aprakash/
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The current growth in the security printing industry
has been set in motion by a range of new

circumstances. These include the issue of the new e-
passports driven by the International Civil Aviation
Organization (ICAO), an increase in economic crime,
illegal immigration, ID theft and international terrorism
funded by fraud. Increased tracking and surveillance
requirements for ‘people products’ and documents has
led to the development of sophisticated electronic
infrastructures. Almost all such systems need a reference
number – whether it is the MRZ on a passport or the
barcode on a clothing tag. All these physical items need
some form of physical security feature ranging from
holograms to microprint to DNA tagging.

Technology trends in secure documents
Trends in tecnology introduced in recent years include:

• The use of lasers to permanently inscribe portraits
signatures and personal data into plastic cards and
passports, especially using tactile effects and perforated
images which change their appearance according to
viewing angle 

• The use of nanotechnology in optically variable
devices (OVDs), enabling unique machine readable
codes to verify the origin of materials

• Affordable 3D holography through the use of new
photopolymers, successful in reducing or eliminating
the sales of counterfeit mobile phone batteries

• Machine readable systems for taggants and 2D codes,
resulting in easier detection of counterfeit tobacco
products at ports of entry

• Radio frequency identification (RFID) for tracking or
reading secure documents

• The widespread use of OVDs in currency,
demonstrating the versatility of this technology.

Applications for security print
technology
Traditional security applications can be grouped as
follows:

• Financial: banknotes, cheques, traveller’s cheques, bonds
and share certificates.The use of cheques is declining
globally but there are still some areas, particularly in
Africa, where they are widely used. Australia and New
Zealand were leaders in the use of polymer banknotes
and a new generation of security features.

• Identity: passports, ID cards, visas, driving licences and
birth certificates. Of the Commonwealth countries
Malaysia was the first to issue an e-passport in 1996.
Australia was one of the first countries to issue an
ICAO-compliant e-passport in 2005 and Singapore
and the Bahamas followed in 2006. Brunei is currently
trialling e-passports and India has just started to issue
them.

• Tickets: travel, sports events, lotteries, transport and
entertainment 

• Brand protection: industrial products, clothing,
cigarettes tobacco and pharmaceuticals

• General security: including postage and revenue
stamps. Tax stamps are a favourite target of
counterfeiters and brand owners have often failed to
realise the impact of diversion or counterfeits on their
sales until it is too late. However some spectacular gains
in tax revenue have been realised by government
departments who assist brand owners in eliminating
illegal trade in alcohol and cigarettes.

Market and technology
trends in secure
documents

Michael Chamberlain
Chief Consultant, Pira International

The importance of security printing has never been as great as it is now.The threat from identity
and brand theft, and the increased mobility of global citizens makes it necessary for personal

credentials or evidence of genuineness to be produced in greater numbers than ever.The US Federal
Bureau of Investigation described counterfeiting as ‘the crime of the century’. It is estimated that
the loss to world trade due to counterfeiting and piracy was over US$500 billion in 2006. In recent
years we have seen the integration of physical document security and electronic security through the

introduction of product tracking systems and databases AND biometrics in ID cards and
passports, and it seems the prospects for growth of the security industry are bright.
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Market size of the security printing industry
The total market value for security printing in Europe is
estimated to grow from €1.3 billion in 2002 to €1.85
billion in 2012 (Table 1).The compound annual growth
rate (CAGR) was 3 per cent for 2002-07 and is forecast
at 4.1 per cent for 2007-12.

The financial end-use (currency) market had a CAGR
of 3.1 per cent for 2002-07 and is forecast to have a
CAGR of 5.2 per cent for 2007-12, due to the
introduction of the euro in the new member states and
the launch of new euro banknote designs. Identity and
brand protection end-use markets are forecast to have
CAGRs of 4.2 per cent and 4.6 per cent, respectively, for
2007-12.

Technology growth areas can be grouped into seven
topics: DOVIDS, watermarking, taggants, secure
inks/coatings, biometrics, substrates and print processes
(Figure 1).

DOVIDs
DOVID stands for Diffractive Optically Variable Image
Device and was a term introduced in 1995 (by Ian
Lancaster) to describe all security devices that are based

on the diffraction of light by fine gratings. It includes 
3D holograms and flat artwork like Kinegrams® and
Alphagrams®. Kinegrams were first used in Swiss
currency in 1988.

Catpix I diffraction gratings were first used as
transparent patches on the 1988 Australian plastic A$10
banknote. Catpix, later known as the Pixelgram (1991),
was developed by the Commonwealth Scientific and
Industrial Research Organisation (CSIRO) which used
electron beam lithography to create diffractive fringe
elements. These were less dependent on illumination
than the early holograms.

In 1996 the first use was made of dot matrix
holographics in security.This technique made holograms
cheaper and more available to the label market. The
following five years saw a boom in the production of
holograms and OVDs. Despite market consolidation,
OVD patent activity continues to grow, with 31 patents
being published in 2007 compared with 15 in 2003 and
nine in 2001. One recent example is the ‘zero point
zero’ in-register demetallised OVD from Kurz.

Watermarking
Watermarking is the incorporation of hidden data
within digital image files. Driven by the need to stop
copying of banknotes on photocopiers by the Central
Bank Counterfeit Deterrence Group (CBCDG) the
technology is used in ID cards, document authentication
and in the protection of copyright.

Counterfeit deterrence systems: taggants
Taggants are trace markers detectable in low
concentrations by chemical or physical reaction, often by
illumination with invisible radiation.These are used in
currency, but also driven by track and trace requirements
for criminal and civil law, and brand protection, adopting
affordable machine readable technology 

Table 1: European forecasts for security printing.

Security printing by end use, 2002-12 (€ million)
2002 2007 2012

Financial 600 700 900

Identity 275 325 400

Tickets 100 115 120

Brand protection and packaging 200 240 300

General 125 130 130

Total 1,300 1,510 1,850

Figure 1. Estimated market forecasts for technology growth areas.
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Secure inks and coatings
The range of inks and coatings available to the security
printer is vast.The latest colour shift pigments change colour
depending on the angle of view, and provide an easily
verifiable signal of authenticity if properly used. Other
systems can convert light up or down the visible spectrum.
Markets are driven by currency ID and brand protection.

Biometrics
This is probably the fastest growing sector at present.
Methods of facial image printing include laser, thermal
transfer and inkjet, but the capture of biometric data
requires deployment of equipment and systems including
encryption software and data logistics and storage.

Substrates
Substrates for security printing are principally paper for
currency.The market is forecast to grow from €255m to
€283m by 2012. New technology includes the use of
windows in banknotes enabling transmission effects as
well as reflection.The use of polarised screens to detect
hidden images is also increasing. In brand protection, a
new development is a subtly embossed board with a
pattern seen only by a hand-held decoding lens.

Printing processes 
Increasing use of digital printing technology enables 
the production of personalised documents but the
traditional intaglio litho and screen processes are still
well established.

Identity (ID) cards and e-passports
For ID card production, the user’s biometric template is
stored on a secure smart card or e-passport. In use, the
template is compared to the live biometric characteristics
and a match is confirmed in the card or reader. Facial
biometrics predominate (ICAO also endorses fingerprint
and iris; the introduction of two biometrics in European
e-passports has already started with fingerprints in
Germany).Virtually all ID documents include multiple
security features. Note that a ‘dead’ chip does not
invalidate a passport – it still continues to have all the
original security features.

The number of e-passports in circulation continues to
grow (Figure 2); at least 42 countries have now issued
them. Durability for 10 years is still a worry for many
issuers and test labs such as Pira are working on ways of
predicting lifetimes.

Technology trends to 2012
A personal prediction is that we shall see more growth
in three-dimensional OVDs, with the eventual
production of 3D portraits in ID documents. Polymer
electronics will start to replace silicon, bringing costs
down and opening up the smart packaging market.
There will be more interactive documents and
electronics, particularly multifunctional mobile phones,
and e-banking will mean that e-cash cards will replace
low note and coin denominations. Security printing will
continue to be a major requirement of government
agencies and service providers.

This article is based on a presentation given at ‘Security
Printing & Alternative Solutions in Central/Eastern Europe
and Russia/CIS’ in Slovenia, January 2008. Reference:
IntertecPira, ‘The Future of European Markets for Security
Printing III.’

Michael Chamberlain is a Chief Consultant at Pira
International UK. He joined Pira from Wiggins Teape R&D in
1989 as Head of Technical Investigations, and was until 2003
responsible for technical, consultancy and expert services in
printing and paper technology. He is now responsible for Pira’s
testing and consultancy activities in the field of Document
Security and Brand Protection and maintains an active interest
in security technologies for personal ID, document authentication
and secure packaging. He was a UK nominated expert on the
ISO committee JTC/SC17 (e-Passport durability). He was
recently interviewed on the BBC’s ‘Material World’ programme.

Pira International was established more than 80 years ago as
a Research Association to carry out technical research for
government departments and industry partners. Pira is now a
well-known commercial consultancy, testing and media business
which specialises in providing information and technical services
to the packaging, paper, plastics, printing, publishing and
electronic media industries. In March 2004, Pira International
was acquired by Swiss-owned Ciba Specialty Chemicals.This
development enabled Pira to expand its global presence as part of
a multinational services business whilst retaining its well-
respected independence and neutrality.

Pira International
Pira House
Cleeve Road
Leatherhead
Surrey
KT22 7RU
UK

Website: www.piranet.com

Figure 2. Estimated number of e-passports in circulation, 2006-11.
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Special Feature by Urban Development Bank of Nigeria

Urban Development Bank of
Nigeria Plc: leading the path
towards sustainable development

Over the years in Nigeria,
there has been acute under-

provision of infrastructure. Rapid
and steady population growth is
putting enormous pressure on
existing ones. Also compounding
this problem is the poor
maintenance of infrastructure assets
by public institutions. The
combined effect of under-provision
and poor maintenance has created a
crisis situation in the state of
Nigeria’s infrastructure.

Public-private
partnerships and
infrastructure
While it is not exactly clear how
much would be needed to bridge the
infrastructure gap, one thing certain is
that none of the parties involved,
either public or private, have the
resources to adequately do it alone.
There is the need for close co-
operation among all the stakeholders
to participate in public-private
partnership (PPP) arrangements.
There is strong promise that PPPs
would yield appreciable results in
Nigeria. For example, Murtala
Muhammed Airport 2, a new
domestic airport terminal in Lagos
and the most modern terminal in the
country, was built through a PPP
arrangement. Also, the largest and
busiest sea ports in the country, the
Apapa and Tin Can Island ports, are
now being operated successfully by
private companies. PPPs have also

taken root in Abuja, the Federal
Capital, where many municipal
services and housing are delivered by
the private sector. Nonetheless, the
PPP approach to project financing is
still in nascent stage in Nigeria and
there is a long way to go yet.

The New UDBN as
Agent of Change
Urban Development Bank of
Nigeria Plc (UDBN) was established
by Act as a Development Finance
Institution to foster rapid
development of urban infrastructure
and public utilities through the
provision of finance and banking
services.To meet this challenge, quite
recently private sector efficiency was
introduced into the bank. UDBN
was reorganised and restructured
with core private investors taking up
majority stake as first step in a multi-
stage capital increase programme.
The introduction of private capital
into the shareholding structure 
of the bank helped to develop
appropriate business models,
strengthen operational capacity,
establish prudent governance

structure, and institute risk
management systems in UDBN to
provide comfort to other follow-on
investors and financiers who would
partner with a revitalized UDBN.
Other shareholders of the bank
include the Nigerian Labour
Congress, the Federal, State and
Local Governments.The diversity of
UDBN’s Shareholding structure
provides an avenue to educate the
political constituencies of the major
sponsors of infrastructure projects
and potential beneficiaries of the
bank’s products and services. More
important, the minority equity
position retained by the government
symbolises an important paradigm
shift: the acceptance of private sector
lead in infrastructure project
financing initiatives in the country.

Current Opportunities
With private sector involvement,
UDBN has reached out to the
Global banking community and
brought in specialist legal and
finance professionals from Wall
Street, London and Washington
D.C. to complement the existing
talents. As a result, the bank has
been repositioned to deliver more
sophisticated as well as customised
products to target market in 
line with its pr imary objective 
of infrastructure development.
Significant opportunities have been
identified, based on effective
demand, and products have been

One thing certain is that
none of the parties involved,

either public or private, 
have the resources to

adequately do it alone. 

A key aspect to a nation’s development is the availability of basic infrastructure that provides the
bedrock and the enabling environment for further improvement of both public and private sectors.
Examples abound: the availability of efficient transport for movement of goods and services
facilitates trade and commerce; utility such as power is required as a catalyst for industrialisation;
and potable water and adequate housing promote the health and well being of the people, putting
them in the right frame of mind to engage in productive activities. One of the common
denominators among developing and emerging economies is under-provision of infrastructure.
But adequate provision of infrastructure is required to accelerate economic growth and development.
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developed to address specific market
segments (see Box 1).

UDBN’s good relationship with
the three tiers of government,
Federal, State and Local, being
shareholders enables it work closely
with both the private and public
sectors to improve the delivery of
urban infrastructure throughout 
the country. Also, key members 
of the board of UDBN have 
been appointed as advisers on
various national committees on
infrastructure development.

Strategic Business Units
UDBN’s operations are currently
structured along four strategic
business units to optimise value for
our customers from transaction
initiation, execution to completion.
The following are our business units
and together with services provided
by them:

1. Development Advisory Services:
a. Business plan development
b. Feasibility study preparation

c. Funding structuring
d. Capacity building
e.Technical assistance

2. Development Finance Services:
a. Project finance
b. Corporate lending
c. Finance arranging and syndication
d. Securitisation and
e. Risk management

3.Asset Management Services:
a. Infrastructure fund management
b.Third party facility management

4. Fixed Income Trading and Trustee
a. Bond issue
b. Bond underwriting
c. Market making
d.Trustee and fiscal agency
e. Credit enhancement

Recapitalisation
During the next round of capital
increase, UDBN is looking to attract
follow-on investors that will
strengthen the foundation from
which it would grow, and add to
skill base from which it could draw.
It is expected that at the end of the
capitalisation exercise, UDBN
would have the following blocks of
shareholders – government and
labour; foreign banks; development
finance institutions; core investors;
and domestic commercial banks.
Already the first leg of the roadshow
for capital increase has been
conducted in June 2008.
Consequently, we have approached
one of the largest US investment
banks to manage the capital raising
process. This will culminate in
private placement, public offer and a
listing on the stock exchange.

Projects in the Pipeline
UDBN is facing multi-billion-dollar
infrastructure project finance and
advisory services opportunities.The
bank is providing development
advisory services in the development
of concessions for water, roads,
railway, power and tourism
initiatives. Arrangements are also
being made to take some States and
Local Governments to the capital
market and help them issue bonds
for financing development projects.
In the same vein, UDBN is working
with sections of government 

to improve internal revenue
mobilisation, as well as to carry out
credit ratings.When this is achieved,
many state and local governments
would be able to access funds 
not only to provide the much
needed infrastructure but also to
maintain them.

International Partnerships
In our continuous drive to
consistently deliver high quality
outputs and expand our knowledge
and skills base, we have built
mutually beneficial working
relationships with strategic
international institutions in order to
enlarge funding options as well as
increase our execution capacity.

Conclusion
UDBN’s mission is to assist in
bridging Nigeria’s infrastructure gap
by facilitating interactions between
the public and private sector on
development initiatives. Our approach
is to use the resources and expertise
of the private sector to structure and
package transactions based on best
practices in infrastructure finance
drawing lessons from comparable
emerging market economies and
from international partners of repute.

It is our goal, at UDBN, to
become the dominant provider and
manager of funds for infrastructure
development to meet the demands of
the various tiers of Government as
well as the Private Sector in Nigeria.

Mr Hakeem O. Sanusi
Executive Chairman

Contact:
Urban Development Bank of Nigeria Plc
Plot 977 Central Business District
Abuja – FCT, Nigeria

PMB 272, Garki,Abuja, FCT

Tel: +234 9 671 0863 / 670 6169
Emails: enquiries@udbng.com

info@udbng.com 
Website: www.udbng.com

Box 1: Opportunities in
infrastructure development:

Energy
• Power generation
• Power distribution
• Gas processing and distribution

Transport Services
• Air mass transport
• Road mass transport 
• Ferry services
• Light rail mass transport

Transport Facilities 
• Roads
• Railways
• Airport
• Sea Ports

Utilities
• Water and sanitation
• Sewerage
• Solid waste management

Hospitality and Leisure
• Hotels
• Resorts
• Theme parks

Social
• Education
• Health
• Housing and real estate

Municipal Services
• Municipal enterprises and ventures
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In 1987, the report of the World Commission on
Environment and Development (The Bruntland

Commission), Our Common Future, defined sustainable
development as “development that meets the needs of the
present without compromising the ability of future
generations to meet their own needs”. This vision
provided the overall context for sustainability in a rapidly
changing and globalising world.This was followed by
other milestones such as the international instruments
stemming from the 1992 UN Conference on
Environment and Development (The Earth Summit) in
Rio de Janeiro, the 1997 Kyoto Protocol, and the UN
Millennium Development Goals and the UN Global
Compact in 2000. In December 2007, the 13th
Conference of Parties of the UN Framework Convention
on Climate Change in Bali was marked by the
participation of the world’s finance ministers to discuss the
required policy and market response to climate change.

Urgent need for sustainability
From 1945 to 2007, the world’s population nearly tripled
from 2.3 billion to 6.75 billion. By 2050, we are estimated
to reach nine billion. Rainforests and biodiversity are
vanishing – we have cleared half of the world’s habitats.
More than a third of global mangrove forest was lost
between 1990 and 2000. Species are becoming extinct at
rates 100 times higher than those of past fossil records, and
this alarming escalation is expected to worsen in the
coming decades. In terms of land available, the earth has
been ‘shrinking’ from nearly eight hectares per person in
1900 to just over two in 2005. By 2025, the UN predicts
that as much as five billion of the estimated world

population of nearly eight billion will be subject to
conditions of serious water stress, of which about 1.8
billion will be faced with absolute water scarcity.

Two decades after it first appeared, the message of Our
Common Future echoes louder than ever.We are already
experiencing, and will continue to experience in the
coming decades, the severe impacts of human-induced
climate change, as confirmed with 90 per cent certainty
by the Intergovernmental Panel for Climate Change,
which was honoured with the Nobel Peace Prize last
year together with former US Vice President Al Gore.
The North Pole ice cap, for example, is estimated to
disappear within a century – and, according to others, as
early as five years from today.This would have significant
global ramifications in sea level rise, weather patterns,
energy resources, biodiversity, and water availability.These
unprecedented changes are happening when much of the
world is flocking to urban and coastal areas. In 2007, for
the first time ever, more than half of humankind lived in
cities. The United Nations Environment Programme
Finance Initiative (UNEP FI) has estimated that our
changing climate can result in economic losses totalling
US$1 trillion in a single year before 2040, with the most
vulnerable and poorest countries being affected the most
and soonest. Environmental exposures are now causing
nearly 25 per cent of all diseases, with two million people
dying prematurely because of indoor and outdoor 
air pollution.

Social issues are just as critical. According to the
International Labour Organization, 218 million children
worldwide were subjected to child labour in 2004.
There is mounting pressure from society on businesses,

The insurance 
industry and
sustainability Butch Bacani

Head of Asset Management 
and Insurance, United Nations

Environment Programme 
Finance Initiative (UNEP FI)

Sustainability is the viability of environmental, social and economic considerations over the long-
term, also known as the ‘triple bottom line’.The need for sustainability is vital and urgent.We are

now facing our planetary limits and have significantly depleted our nature-based assets. In response
to the need for more intelligent planning, the short-term attitude that has characterised much
financial thinking in the business world is being challenged. UNEP FI believes that many of the most
innovative and forward-looking companies recognise and understand the importance of
environmental, social and governance factors – the ingredients of sustainability. In this article the
author outlines some of the approaches being adopted by leading firms in the insurance industry.
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including insurers, with operations in industries or
countries where there is a blatant violation of
fundamental human rights. This translates to major
reputational risks. Obesity is a modern-day problem
with one billion of the world’s population now
overweight. Pandemics such as HIV/AIDS, avian flu,
SARS, mad cow disease and other pathogens are
increasingly plaguing humanity.

Finally, corporate governance failures over the years,
such as Enron and Worldcom, have cost society dearly.
These are clear and present dangers, and we have
witnessed it in financial crises time and again.The collapse
of the US subprime mortgage market in 2007, marked by
social and governance failures such as predatory lending
practices, continues to wreak havoc in financial markets
and economies. Massive amounts of capital have vanished.
Although not of the same magnitude as the banking
industry, the insurance industry has been adversely
affected, either as investors in mortgage-backed securities
or as providers of insurance protection (eg. financial and
mortgage guarantees, directors & officers’ liability and
errors & omissions policies).

The business and economic case for
sustainable finance
In the 1970s, the American economist, Milton
Friedman, coined the maxim, ‘the business of business is
business’. However, with all the environmental, social
and governance (ESG) issues that have evolved over the
years, it is clear that it is also the business of business to
act responsibly. There is growing expectation from
society for business to take responsibility to help ensure
a sustainable future.

Well-managed companies generally do not abuse the
planet; do not unfairly exploit their employees,
customers and suppliers; and adhere to high standards of
corporate governance. ESG factors can be viewed as an
additional lens that provides an excellent insight into the
quality of management; companies attentive to ESG
risks and opportunities are more competitively
positioned to deliver superior financial performance and
long-term value, and more closely aligned with the goals
of sustainable development.

Sustainability boils down to common sense. Sadly,
common sense seems to be waning in the financial
world. One need not look further than the spate of
episodic financial crises that we have experienced due to
myopic thinking. Sustainability issues such as climate
change generally require a long-term approach, yet
many have a short-term mindset, which is detrimental
to value creation and, ultimately, markets and economies.

Advent of sustainable insurance
The financial sector has a key role to play in the quest
for sustainability, and the insurance industry is a big part
of it. Insurance is the largest industry in the global
economy. In 2007, world premium volume exceeded
US$4 trillion, while the industry’s global assets under
management stood at over US$17 trillion in 2006.

Insurance is essential for a viable economy since it
assumes risks that could potentially result in financial
ruin for an individual or enterprise. Sustainability
reduces risks. And if risks are understood and managed
well, it opens the door to new opportunities. A
sustainable market is an impetus for greater financial
stability and growth. Because of their extensive reach
into the community, insurers have tremendous scope to
encourage sustainable behaviour. Further, insurers are
major contributors to the economy through their
substantial investments. A growing number of insurers
have established funds investing in renewable energy,
pollution control, and clean water.

In 2007, the UNEP FI Insurance Working Group
launched its inaugural report, Insuring for Sustainability:
why and how the leaders are doing it, at a summit of
industry leaders in London. Today, the insurance
industry faces the great challenge of coping with a risk
landscape – the totality of risks confronting society
and the environment – that is rapidly changing; one
from which global sustainability issues have emerged,
and continue to emerge. The risks that these issues
entail are serious, while the opportunities are largely
untapped. It was therefore insightful, as a starting
point, to look at what leading insurers are doing in
addressing some of the most challenging sustainability
issues, and to recognise the pivotal role the insurance
industry can play.

The report identifies nine global sustainability issues
vital for this generation of insurers due to their urgency
and the scale of their potential impacts – climate change,
micro-insurance, lifelong income, health, emerging
manmade risks (eg. nanotechnology), environmental
liability, natural resources, recycling, and internal
resource efficiency.

Indeed, climate change is the greatest environmental
risk. The Stern Review (2006) by UK economist Sir
Nicolas Stern translated robust scientific evidence into
economic language, and states that there is a real
possibility for a five-six degree centigrade warming in
the next century, which could lead to an average loss of
five to 10 per cent in global GDP, with poor countries
suffering costs in excess of 10 per cent GDP. However, it
also reveals that early action by implementing strong
mitigation policies can result in net benefits of up to
US$2.5 trillion. Indeed, inaction can be costly. Even
though climatologists had been warning of r ising
summer temperatures for years, many did not heed the
call – the European heat wave of 2003 resulted in more
than 35,000 deaths.

Insurance and other financial r isk management
instruments (eg. political r isks insurance, turbine
warranty insurance, carbon credit delivery guarantees,
certified emissions reduction futures, weather
derivatives) enhance the viability of renewable energy
projects in terms of reducing default rate, improving
credit rating and cash flow, and achieving a higher
internal rate of return. AXA provides comprehensive
insurance coverage for wind farms, which generated
US$14 million in premium revenue in 2006, and
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Munich Re’s Kyoto Multi-Risk Cover includes carbon
credit delivery. Pay-as-you-drive insurance schemes
that use satellite technology, as well as ‘climate-friendly’
motor and travel policies, are increasingly being offered
by insurers.

Micro-insurance, insurance for low-income people,
has become a ser ious business opportunity with
potentially huge markets emerging worldwide,
particularly in Africa, Asia and Latin America. A Swiss
Re report states that emerging markets registered a
robust double-digit growth of nearly 12 per cent in
2007, and accounted for 10 per cent of world premium
volume. This robust growth trend is expected to
continue in all lines of insurance business. Commercial
insurers such as Achmea, AIG, Allianz, AXA, Munich
Re and Swiss Re are now offering micro-insurance
schemes in developing countries, particularly those at
the bottom of the pyramid who have had very limited
or no access to financial services. Micro-insurance is a
an effective climate change adaptation tool, and can
help poor people make progress out of poverty traps
and contr ibute to achieving the Millennium
Development Goals, particularly in the areas of poverty
reduction, health, education and gender equality.

An innovative example is the drought cover Swiss
Re provides to smallholder farmers in Afr ica, in
partnership with the Earth Institute at Columbia
University and the Millennium Promise Alliance. The
index-based weather insurance contracts protect
farmers in several villages in Kenya, Mali and Ethiopia
from severe drought that leads to food shortages and
famines. Payouts are linked to a weather index (eg.,
amount of rainfall) based on climate models and
satellite data.Aside from being an ‘ex ante’ solution (eg.
payout is made pr ior to crop failure) to mitigate
climate risk, it has other key benefits such as improving
farmers’ access to credit from micro-finance
institutions.

Major initiatives in the worlds of finance
and business
For the institutional investment community, the
Principles for Responsible Investment (PRI), an investor
initiative in partnership with UNEP FI and the UN
Global Compact, is a powerful signal that sustainability
matters. PRI signatories believe that environmental,
social and governance issues can affect the performance
of investment portfolios and that implementing the
Principles can better align investors with the broader
objectives of society. The Principles were launched in
April 2006 by then UN Secretary-General Kofi Annan
and subsequently endorsed by current UN Secretary-
General Ban Ki-moon. To date, over 400 institutional
investors worldwide (eg. pension funds, mutual funds,
insurance companies, asset managers), representing more
than US$15 trillion in assets under management, have
committed to implement the Principles.

Another key initiative is the Carbon Disclosure
Project (CDP). On behalf of institutional investors
representing US$57 trillion in assets under management,
CDP gathers information on the business risks and
opportunities presented by climate change and
greenhouse gas emissions data from over 3,000 of the
world’s largest companies. CDP has become the
benchmark for carbon disclosure methodology and
process and is the world’s largest repository of corporate
greenhouse gas emissions.

In the banking industry, the Equator Principles based
on International Finance Corporation guidelines and
backed by banks representing more than 85 per cent of
the global project finance market, have introduced
sustainability criteria necessary to drive systemic change.

Finally, the UN Global Compact – a framework for
businesses committed to aligning their operations and
strategies with 10 universally-accepted principles in the
areas of human rights, labour, the environment and anti-
corruption. As the world’s largest corporate citizenship
initiative, including over 4,000 companies in 120
countries, the UN Global Compact is principally
concerned with exhibiting and building the social
legitimacy of business and markets.

These global initiatives have articulated profound
insights. Firstly, sustainable finance and business is not
philanthropy. Secondly, the most innovative and forward-
looking financial institutions and businesses are
addressing sustainability issues not simply to reduce risks;
increasingly, they are doing so to enhance competitive
positioning and seize new opportunities.

An intelligent public-private interface
Governments cannot do it alone, and neither can the
private sector by itself.There is an urgent need for the
public and private sectors to understand each other
better and work together. Global sustainability issues
require a collective response from all sectors.

In 2009, the international community will be
gathering in Copenhagen for the climate change
negotiations that will determine the post-Kyoto

Climate change is only one of many sustainability issues. Are
there insurance products addressing biodiversity, ecosystems
and water? Sustainability is more than being ‘green’. For
example, asbestos has been a curse to the insurance industry
for decades, and escalated into the greatest loss in insurance
history because the early indicators of its damaging effects on
human health were underestimated. Could nanotechnology be
the next asbestos? Recent research reveals that nanoparticles
can enter the human body which may cause immune reactions
and even penetrate the central nervous system. With ageing
populations and reduced social security benefits in developed
countries, will ‘baby boomers’ have enough for their retirement
years? These factors are already driving the shift to pension-
linked life insurance products and annuities, which are
estimated to become major sources of premium income over
time. In Australia, there has been substantial growth driven by
the superannuation reform and tax exemption benefits on
retirement products.

But as serious as these sustainability risks are, they can
become tangible business opportunities, as shown by case
studies of best practice by industry leaders.
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Protocol regime. One of the most critical aspects of the
intergovernmental process of the UN Framework
Convention on Climate Change (UNFCCC) is
whether the global financial sector will have a clear
voice and structured input to help shape a policy and
regulatory framework that is pro-market.The financial
sector, compared to other industry sectors such as
energy, oil and steel, has been underrepresented in
climate negotiations of past years.

But there have been encouraging developments
recently. In February 2008, the United Nations
Environment Programme held its Governing Council
and Global Ministerial Environment Forum in Monaco
with the theme ‘Mobilising Finance for Climate
Change’.That same month, UN agencies and Ceres, the
largest coalition of investors, environmental and public
interest organisations in North America, organised the
third Investor Summit on Climate Risk at the UN
headquarters in New York. The event attracted nearly
500 institutional investors to accelerate thinking and
action on climate change.

A 2007 UNFCCC report estimates that in 2030,
global additional investment and financial flows of
US$200-210 billion will be necessary just to return
emissions to current levels, equivalent to 0.3 per cent to
0.5 per cent of estimated global GDP, and 1.1 per cent
to 1.7 per cent of global investment in 2030.

Recognising the vital role of the financial sector, in
June 2008, the President of the UN General Assembly
convened a special session in New York to discuss
‘Global Private Investments and Climate Change’.
Representatives from the banking, insurance and
investment industries briefed member governments on
the views and expectations of the financial sector on
climate change and the development of robust carbon
markets. During the event, it was stated that the global
renewable energy market had quadrupled in the last four
years, and stood at US$150 billion in 2007. However,
this meaningful growth is still very far from the
estimated total investments of US$50 trillion needed
until 2050 to cut greenhouse gas emissions to half of
today’s levels. Therefore, it is imperative for policy-
makers, including Commonwealth Finance Ministers, to
better understand the needs of the financial sector in
order to build a policy and regulatory framework that
would catalyse finance and investments that address the
mitigation and adaptation dimensions of climate change
in an efficient manner. An appropriate framework will
accelerate the development of liquid carbon markets,
channel much-needed investments in renewable energy,
energy efficiency and disaster r isk reduction and
management, and foster innovative insurance solutions
and financial risk management instruments.

Insuring a sustainable future
The insurance industry is society’s early warning system,
crucial to recognising risks and making informed
decisions. The insurance-sustainability nexus in today’s
interconnected world requires adapting to a r isk

landscape that is changing at an increasingly greater
speed. This calls for greater knowledge, deeper
understanding, and relentless innovation. For the
insurance industry, the promise of a sustainable
tomorrow lies in how it can master the risks of today,
and mine the opportunities these entail.

The UN knows that integrating sustainability into the
core strategies and operations of financial institutions
will not happen overnight. However, it is clear that we
want to arrive at sustainability through enlightenment –
and not because we are left with no other choice. We
have been drawing down the earth’s capital when we
should be living off its interest.Awareness is the first step,
but sustainability will never be realised without action.
And, ultimately, failure to act is not an option.

This report is an outstanding opportunity to call on
Commonwealth Finance Ministers to better understand
and respond to the policy framework and regulatory
environment needed by insurers to embed sustainability
in their organisational DNA as a key to long-lasting
business success, and to contr ibute to goals of
sustainable development. This intelligent public-private
interface is imperative if the insurance industry and the
broader business community are to be vital catalysts in
the transformational process to our common – and
sustainable – future.

Butch Bacani is Head of Asset Management & Insurance at the
United Nations Environment Programme Finance Initiative
(UNEP FI).The UNEP FI Asset Management Working Group
is a global platform of asset managers that collaborate to
mainstream the integration of environment, social and governance
(ESG) factors into the investment process.The UNEP FI
Insurance Working Group is an alliance of insurers and reinsurers
committed to embedding ESG factors in their core strategies and
operations as an integral part of their corporate responsibility. Butch
is a member of the Management Team and leads the Investment
Team engaged in the activities of the Principles for Responsible
Investment (PRI), an investor initiative in partnership with
UNEP FI and the UN Global Compact.

The United Nations Environment Programme Finance
Initiative (UNEP FI) is a public-private partnership between
UNEP and the global financial sector. UNEP FI works with
over 180 banks, insurance companies and investment firms
worldwide to understand the impacts of environmental, social
and governance (ESG) considerations on financial performance
and sustainable development.

United Nations Environment Programme Finance Initiative
International Environment House
15 chemin des Anémones, 1219 Châtelaine, Geneva
Switzerland

Tel: +41 22 917 8777
Email: butch.bacani@unep.ch
Website: www.unepfi.org
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Governments worldwide are taking up the ‘e-
government’ opportunities offered by the internet

to improve communications with their citizens whilst
reducing back-office processes. As a result, they are
beginning to lose their reputation as forms-driven
bureaucracies steeped in long-winded, paper-based
procedures. However, as traditional forms-processing
duties go electronic, bigger threats are appearing in the
jungle of spreadsheets, word files and emails that threaten
to swamp traditional filing systems and disrupt record-
keeping practices.

A recent international survey carried out by AIIM
indicated that 54 per cent of public sector respondents
are only slightly confident or not confident at all that
their electronic records in general were accurate,
accessible, and trustworthy.This is not just a public sector
problem, as private sector organisations posted a
confidence of 51 per cent.

Even more worrying is that when asked about their
confidence that emails related to external commitments
and obligations are recorded, complete and recoverable,
70 per cent said they were not confident, or only
slightly confident.

Records management as an IT discipline
Tracking and recording customer correspondence via
multiple channels of web, email and paper demand a
rewriting of policies and procedures that few organisations
in public or private sectors have undertaken – or if they
have, staff are not following them. Furthermore, as recent
high-profile legal discovery cases have clearly shown, both
inside and outside government, the concept of emails as
transient communications which have no long-term value
is no longer valid. In the US, recent rule changes on legal
discovery have established that all electronic documents are
as much part of the evidence trail as paper ones. Even

when electronic documents are correctly archived, it seems
that enforcement of deletion policies, after the due life of a
record is proving more difficult than the simple disposal of
traditional boxes of paper.

A major implication of the move to electronic records
is that IT managers, and in particular Chief Information
Officers (CIOs), must take an important role in the
records management disciplines which have previously
been almost entirely paper-based. Information
management must extend across all types of content –
documents, email, faxes, web pages, case records,
invoices, financial reports. Suitable IT infrastructures
need to be set up so that all employees are able to
capture their content into an appropriate records
management system. Records managers and archivists
must bring to these projects their specialist knowledge
of classification schemes, retention periods and long-
term preservation.

Enterprise Content Management (ECM) 
Document management systems have been around for a
long time, and many are used throughout government
either in scan and retrieve systems to reduce filing
cabinet space, or increasingly as work-flowed systems
capturing information from forms and moving it
through business processes. As separate electronic
document repositories have built up in different
departments, organisations have seen the need to
migrate to unified systems providing access to all types
of content for staff across the whole organisation.

The document management system suppliers have in
turn expanded their offerings to accommodate the
capture and management of all types of information, to
provide common tools for workflow and business
process management, and to create uniform search
environments across this common store of knowledge.

Taming the
‘information beast’:
managing emails and
electronic documents Doug Miles

Managing Director,
Association for 

Information and Image
Management (AIIM)

As paper-based communications give way to email and the web, established policies of record-
keeping and archiving are under increasing pressure.The challenge for government is to exploit

the potential of these highly mobile documents for streamlining business processes and improving
collaboration, while maintaining control over access, accountability and long-term preservation.
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More recently, these Enterprise Content Management
systems have taken on the role of providing ready-to-use
collaboration tools as well as information portals
providing easy-to-use access to this content from both
within and outside of the organisation.

Taming the email chaos
As might be expected, content management vendors are
keen to demonstrate their ability to bring order to the
chaos of email management, adding additional modules
to their document management systems to cover email
capture and dedicated records management. There is
much debate about whether users can be trusted to make
their own decisions about what emails should be passed
to a central records management system – and by whom
– but in the majority of organisations, it is not even an
option for users. In these cases, Outlook provides the
supposed archive system, frequently stored at random on
local, network or back-up tape storage. In almost all of
these cases, filing is based on individual email folders, and
searching across other users’ emails is not possible –
including those abandoned by staff no longer employed.

Ironically, there are many who take the safe route of
printing off important emails and filing them in the
filing cabinet, but of course, sharing and searchability is
going to be very limited, and it takes up even more trees
and filing cabinet space. Surprisingly, legal admissibility
of such records is also reduced, as the original context is
inevitably lost in the printing process.

Providing an electronic parallel to this process to pick
up emails and pass them to a controlled repository is
relatively simple, and the filing task can be eased by a
mixture of manual and automatic suggestions based on
the content of the email. It is a decision to be made as to
whether the email repository is stand-alone, or forms part
of a more extensive content management system taking in
a much wider range of documents across the department
or enterprise, including faxes and scanned documents.

Collaboration and search
Two additional functionalities have brought change to
the ECM community in the last year or two, bringing
giants such as Microsoft and Google into play.
Collaboration tools, such as Microsoft’s SharePoint, use
a document-centric approach to project management,
inviting participants to share and edit documents
associated with a mini-website for the project.This can
reduce the proliferation of escalating email attachments
by maintaining single copies of the latest versions. In a
wider sense, these spaces become portals, displacing
intranets and public internet sites without reducing
security and sign-off control.

Meanwhile, enterprise-wide search tools from Google,
FAST (now owned by Microsoft) and Autonomy have
offered the promise of doing away with filing schemes,
and providing a single-screen search across diverse
repositories of both unstructured data (documents and
files) and structured data (databases within financial and

customer systems). Many departments who invested in
conventional content management systems to handle
Freedom of Information (FOI) requests may be
wondering if an enterprise search application could have
solved their problem more easily. However, search alone
will not resolve any of the record-keeping issues such as
security settings and disposal timescales, nor will it allow
a structured storage scheme based on content categories.

Electronic records management
The procedures and requirements of an electronic records
management regime are no different than those of
conventional paper-based archives, namely to provide
secure, long-term management of the evidence of a
government’s activities. However, the mechanisms of
categorisation, storage, access, and disposal are quite
different for electronic documents. IT systems and
electronic file formats are, by their nature, far more subject
to change and obsolescence than traditional paper.The
entrustment of vital local and national records to such
systems must therefore be undertaken with great care.

In order to assist with the procurement and
management of such systems, a European grouping of
national archives, with funding from the European
Union, have produced a set of model requirements
specifications for electronic records management known
as MoReq2. The latest version, published this year,
includes guidance on the latest aspects of email
management, PDF formats, XML schemas and
classification standards. Importantly, it also provides for a
testing scheme to certify systems that meet the standard.
MoReq2 has parallels with the US DOD 50.15.2
standard, and also reflects work in this area by the UK
National Archive. It is applicable to both public sector
and commercial applications.

Security of information storage
Intentional ‘leakage’ of confidential emails, unintentional
loss of citizen’s records, and criminal theft of banking
details have brought the security of electronically stored
records into strong focus. One of the aspects highlighted
from these losses is that ‘data-in-motion’ is much harder
to secure than ‘data-at-rest’. Once removed from its
relatively safe house of application and network security
layers, sensitive data needs a much more integral security
system. However, locking down all such information
with heavyweight access controls implies a return to a
‘need-to-know’ policy on public information, much to
the detriment of knowledge-sharing within the
administration and the improved productivity and
decision-making that goes with it.

Properly designed content management systems,
accessible over properly secured networks, ensure that
documents are only stored in one place, that they are
managed for read and edit access, that they are version
controlled and that they are shared via links to the
centrally stored copy rather than via a proliferation of
email attachments. For project documents under



consultation, modern tools of collaboration and
comment work against the single stored copy, and
allow access to be extended where appropriate to
external partners and stakeholders.

A robust long-term solution
Taming the information beast is important for efficiency
and security within governmental organisations. It
requires the provision of an IT infrastructure that
provides secure control for long term records-keeping
but also enables shared access for collaboration,
knowledge management and business process
improvement. Such infrastructures require that IT
managers, records managers, compliance officers, and
archivists work together to achieve a robust, long-term
and compliant solution.

Doug Miles is Managing Director of AIIM in the UK. He
has over 25 years experience of working with users and
vendors across a broad spectrum of enterprise IT applications.
He was an early pioneer of document management systems for
business and engineering applications. Doug has an MSc in
Communications Engineering and is a member of the IET
and a Chartered Engineer.

Association for Information and Image Management
(AIIM) is the international community that provides
education, research, and best practices to help organisations
find, control, and optimise their information. For over 60 years,
AIIM has been the leading non-profit organisation focused on
helping users to understand the challenges associated with
managing documents, content, records, and business processes.
Details of online and classroom training courses are shown on
the website.

AIIM Europe
The IT Centre
8 Canalside
Lowesmoor Wharf
Worcester  
WR1 2RR 
UK
Tel: +44 (0)190 572 7600/72 7606
Fax: +44 (0)190 572 7609
Email: info@aiim.org.uk
Website: www.aiim.org.uk
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The Office of Government Commerce (OGC), an
independent office of the UK Treasury, focuses on a

number of specific areas as part of its aim of driving up
procurement standards in central government and the
wider public sector. One of its core goals is delivering
value for money from third party spend; but it also
works tirelessly to deliver the government’s projects to
time, quality and cost. Furthermore, it plays a crucial role
in delivering the best value from the government’s
£30bn estate, improving on its sustainability and
operations, including reducing carbon emissions by 12.5
per cent by 2010-11, through stronger performance
management and guidance.

The OGC also plays an important role in helping
achieve delivery of further government policy goals,
including innovation, equality, and support for small and
medium enterprises (SMEs). Linked to this is its work on
driving forward the improvement of central government
capability in procurement, project and programme
management, and estates management through the
development of people skills, processes and tools.

Value for money
A significant part, but by no means the only part, of
trying to achieve value for money is saving money. In
fact, the OGC has saved £8 billion since it was set up in
2000. In the current climate of a slowdown in spending
growth, getting value for money from government
spend is highlighted even more starkly.

The recent drive to get value for money began at the
start of 2007 with an initiative called Transforming
Government Procurement, which was launched by the
then Financial Secretary to the Treasury, John Healy. It
highlighted the central importance of procurement in
delivering high-quality public services and best value for

money but was limited to central government. Led by
the OGC, its agenda is being fulfilled, but many of its
principles are being expanded to the wider public sector.

Collaboration within the public sector
A central feature of the OGC’s work is to increase the
level of collaboration between public sector bodies.
Parallels can be drawn to the usefulness of collaboration
between Commonwealth countries – it is much easier to
achieve positive outcomes by working together than it is
by working in isolation. We have set up a number of
collaborative boards involving representatives from local
government, the NHS and education to look at areas
including information and communication technologies
(ICT), energy, professional services, office solutions, fleet
and travel. Collaboration across government can help to
align policy objectives with the fundamental requirement
of achieving value for money.

Individual departments and public sector entities
would find it difficult to reduce costs on their own.
However, by joining together they can have a structured
view of the market, a structured relationship with
suppliers and they can get value for money and at the
same time increase their use of renewable energy.That
would not be possible with £50 million worth of
spending power but with £500 million it is. Using
energy as an example, means that through collaboration
public sector bodies are no longer very large retail
customers but can start looking at the wholesale cost,
going down the value chain and talking directly 
to generators.

Collaboration is key to improving government
procurement but it is also of great importance to ensure
that departments are in a position to understand and get
the maximum benefits from collaborative procurement.

Delivering better
value through
procurement Nigel Smith

Chief Executive, UK Office of
Government Commerce

The United Kingdom spends a huge amount on goods and services each year. In fact, annually,
the UK’s public sector spends around £175 billion on procurement, which equates to one third

of its yearly budget. However, as in other Commonwealth countries, it is vital that this money is
spent wisely, and value for money, sustainability and addressing other social issues are key to getting
the most out of this expenditure.The Office of Government Commerce is at the forefront of the UK
government’s drive to achieve these objectives and many others.



As a result a further and related core strategy that the
OGC has put into place is the Procurement Capability
Review (PCR) programme.The programme focuses on
how and where a department’s money is spent, and how
it achieves value from that spend. It provides an
independent, strategic view of the overall procurement
capability of the organisation and its wider network of
agencies, identifying exemplars as well as areas for
improvement.The OGC is committed to delivering 17
reviews by December 2008.

As of September 2008, six departments have been
through the process, including the Department for
Environment, Food and Rural Affairs (Defra),
Department for Transport (DfT), the Department for
International Development (DFID), the Department for
Children, Schools and Families (DCSF), the Department
of Communities and Local Government (DCLG) and
the Department for Work and Pensions (DWP).

The PCRs have already led to significant positive
action on the part of departments, including the
development and launch of commercial strategies; the
appointment of key senior commercial staff; the
succession planning for senior management teams;
participation in the OGC graduate and fast track entry
schemes; and the implementation of organisational
change and process improvements.

SMEs and procurement
The UK government is looking at ways to increase the
opportunities for small and medium-sized enterprises
(SMEs) to win public sector contracts. In this way the
government creates more business for small companies
and at the same increases its choice, thus creating better
value. A committee has been recently set up which is
considering ways to increase opportunities for small and
medium-sized enterprises (SMEs) and the practicality of
a goal of such firms winning 30 per cent of all public
sector contracts.

Procurement skills
One of the central points that have been highlighted by
the PCRs is a need to improve procurement skills in
government. This is something that the government is
addressing and will help to further the cause of getting
best value for money.

One of the main drivers of the skills agenda is the
Government Procurement Service (GPS), which is
located in the OGC. It has been developing a framework
that is progressively enabling procurement professionals
to develop the capability to deliver better public services
and greater savings from procurement. Much of this
work has centred on establishing professional standards
for government procurement professionals. However, this
has also included the launch of three new entry schemes
that will develop the next generation of procurement
leaders.These cover options for members of the Civil
Service Fast Stream and a mid-career ‘Switch Track’
scheme.The first scheme to launch – the Government
Procurement Graduate Scheme (GPGS) brought 14 new

recruits into government procurement in 2007.The 2008
scheme has also been launched with several government
departments participating.

The GPS has also developed a number of other tools
to support the mission of driving up procurement skills
across government, including the Skills Framework for
Procurement Practitioners (SFPP), the Procurement
Leaders Skills Framework (PLSF) and Special Interest
Groups (SIGs) for the GPS community.These tools all
sit alongside the civil service’s Professional Skills for
Government (PSG).

No conflict necessary
Value for money from government spend is becoming a
reality. However, this implies more than just saving
money – it goes deeper than that. It is also about
realising other policy objectives through procurement,
such as supporting small and medium-sized enterprises,
encouraging innovation, and promoting equality and
sustainability.

The OGC is pushing forward an agenda that
reconciles those policy objectives with a fundamental
requirement to get value for money. These two
objectives do not conflict with each other and by using
collaboration across government they can be aligned in
many instances.

Value for money, therefore, can be used to improve the
quality of public services offered to taxpayers. However,
this means that understanding the value for money
agenda is paramount and that new and creative ways of
using it are harnessed. For example, if a school is made
better through value for money procurement than it
would have been, then that can change people’s lives; if
it means a better hospital, it could even save lives.

Furthermore, it is widely understood that looking
after the environment and acting in a sustainable manner
are essential for all of us today and for future
generations.The UK government is tackling these issues
on a number of fronts. And getting value for money
from government spending is one of the main tools for
addressing these agendas.

Sustainable procurement
The OGC in collaboration with other government
departments has been leading on the sustainable
procurement agenda. A central element of the drive to
improve the government’s sustainability credentials was
the creation in 2008 of the Centre of Expertise in
Sustainable Procurement (CESP).
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Data integrity

A key facet to improving procurement is obtaining top quality
data. There are enormous benefits to be reaped if the quality of
data is of a high standard and it is a task of the OGC to bring
this to the attention of other departments and explain the
rewards that good data and good understanding of data can
bring to the procurement process.



One of the core themes of the work undertaken by
the CESP is to provide strong central co-ordination to
help departments deliver the Sustainable Operations on
the Government Estate (SOGE) targets. It is also geared
up to addressing what is known as the Sustainable
Procurement Action Plan (SPAP) commitments.

The CESP has worked with government departments
to draw up a delivery plan with milestones and a
trajectory for the delivery of the government’s SOGE
targets and SPAP commitments. It also takes account 
of all the recommendations of the Sustainable
Development in Government (SDiG) report and, in the
delivery plans, lays out timescales for their delivery.
Furthermore, it sets out the actions required to counter
the barriers that stand in the way of further progress in
government, and raises government’s capability and
leadership in sustainable procurement and operations.

The OGC’s work on sustainable procurement can
also be seen in other, related work-streams too. For
example, Defra and the OGC have developed an energy
framework that allows government departments to
meet part of their electricity needs from renewable
sources at no extra cost, at a price protected against rises
for four years.

This framework falls within the context of the UK
public sector aiming to reduce its annual energy bill that
currently stands at around £3.8 billion, and attempts to
source more energy from renewables. The best way to
do this is through collaborative procurement.

Fairness and social issues
Procurement can be and is used in other ways to help
promote the UK government’s goal of a fairer society,
while at the same time ensuring value for money for
taxpayers. This is exemplified by the recent launch of 
a pamphlet called Buy and Make a Difference, which
explains how public sector purchasers can promote
social issues through their buying activities.

The pamphlet along with further guidance sets out
ways in which public sector procurers can address
social issues throughout the procurement process, from
pre-procurement to managing the contract. For
example, contracts can be reserved for what are know
as supported factories and businesses, which have more
than half of their workforces made up of disabled
employees.

There are other creative ways in which procurement
can be used to promote social issues. For example, a
public sector local authority could contract out for a
workforce of a helpdesk in an ethnically diverse area;
they might want to require staff to be fluent in languages
that were used locally, so that customers could get a
better service – but also to reduce social exclusion and
unemployment in a community that might otherwise be
hard to reach.

Another possibility might be using contract conditions
to specify, for example, that suppliers have to use some
staff that are on apprenticeships or training contracts to
deliver a contract.

Real and lasting changes
The power that procurement wields is enormous and as a
result it needs to be at the top of the government’s agenda.
However, in the past commercial skills and procurement
skills have ranked below those of policy and other areas.
This cannot continue as commercial and procurement
skills are fundamental to the delivery of services to citizens.
Now, procurement, its related skill set, and power to affect
policy is being taken much more seriously by government
and it is moving quickly up the agenda.

To further the government’s agendas of better value
for money, sustainability, and creating a fairer society, the
OGC is pushing central government departments and
the wider public sector to make real and lasting changes.
In much the same way that collaboration between
Commonwealth countries can improve the lives of its
citizens, collaboration in procurement at the national
public sector level is crucial to improve value for money
and services and it is the OGC’s determination to drive
this agenda forward.

Nigel Smith joined the civil service as Chief Executive of the
Office of Government Commerce in September 2007. He has a
successful track record spanning over thirty years of leading major
national and global companies. Most recently he has been
responsible, as President of the Invensys Rail Group, for the
strategic direction and business performance of the global rail
industry activities of Invensys Plc. Prior to that, he explored
various industrial buy-outs, with Venture Capital finance and
spent some time on international consulting in Europe and
Australia. From 1995 to 2001 he was Chief Operating Officer,
then Chief Executive, of the Charter Group.

The Office of Government Commerce (OGC) is an
independent office of HM Treasury, established to help
Government deliver best value from its spending.The OGC
works with central Government departments and other public
sector organisations to ensure the achievement of six key goals.
OGC provides policy standards and guidance on best practice in
procurement, projects and estate management, and monitors and
challenges departments’ performance against these standards,
grounded in an evidence base of information and assurance.
It promotes and fosters collaborative procurement across the public
sector to deliver better value for money and better public services;
and it provides innovative ways to develop Government's
commercial and procurement capability, including leadership of
the Government Procurement Service.

Office of Government Commerce
Rosebery Court One Horse Guards Road
St Andrew’s Business Park London
Norwich, Norfolk, NR7 0HS SW1A 2HQ

Tel: +44 (0)845 000 4999
Email: ServiceDesk@ogc.gsi.gov.uk 
Website: www.ogc.gov.uk
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CORPORATE PROFILE

UnityBank Plc is a conglomeration of nine (9) Nigerian banks which fused to create a

national franchise that is not only unique but unprecedented. The crystallization of the Bank

was achieved through the blending of banking institutions drawn from the six geo-political

zones of the country. It was a conscious attempt to midwife a unique national franchise that

will draw strength from the diverse strands evident in the Nigerian nation. Since then, the

bank has achieved total integration with the unification of its operational apparatuses.

Headquartered at Plot 785, Herbert Macaulay Way, Central Business District, Abuja, Unity

Bank is the only Nigerian bank with a functional Head Office in the nation’s capital. It

however maintains a Head Office Annex in Akin Olugbade Street, Victoria Island, Lagos and

seventeen (17) regional offices spread across the entire country.

The Board and Management are headed by distinguished Nigerian statesmen, Prof. Akin

Mabogunje (CON), and Falalu Bello (OFR) as Chairman and Managing Director respectively,

who saw the birth and growth of the Bank from merger stage to the present stage.

BRANCH NETWORK

The recapitalised UnityBank Plc has a total of 215 branches spread across 30 of the 36 states

of the Federation and the Federal Capital Territory with a verified shareholders funds of

N38.60 billion. In terms of branch spread and number, our institution is ranked very high

amongst the 24 Nigerian banks while in terms of total assets and deposits, the bank stands at

number 12. On the evidence of this, UnityBank Plc is uniquely placed to launch itself into

one of the most formidable financial institutions in the country.

The branch spread dovetails with the bank’s business focus of being an essentially retail and

commercial outfit and gives it a competitive edge. Moreover, the wide network of branches

has enabled the bank to access public sector funds in a significant way. A large percentage of

funds is still outside the formal sector. Most of Nigeria is under-banked because the rural

populace (the farmers, cattle rearers and other nomads) do not avail themselves of the services

of banks. With its 215 branches (some of which are in the rural areas) the bank is better

placed to access these funds to enhance its business model. This will boost its capacity to do

business and increase its profile as a leading retail and commercial banking institution.

FINANCIAL PERFORMANCE

Emerging out of a challenging process of consolidation and integration, Unity Bank declared

a Profit Before Tax (PBT) of N2.37 billion in 2006, in its first full year of operations. This is

an increase of 418% compared to its profit of N459 million in the preceding year.

The bank’s financial statements for 2005/2006, also indicate a very strong growth in all the

major performance indicators. The bank more than doubled its gross earnings from N5.05

billion in 2005 to N11.98 billion in 2006.

The bank’s total balance sheet grew by 295%, from N33.18 billion in 2005 to N131.03 billion

in the year under review, while its deposits increased by 222% from N24.74 billion in the

preceding year to N79.68 billion in the one under review. Against numerous challenges that

the bank faced on its way to successful integration, it has emerged as a profitable business

enterprise today. The bank’s shares are traded actively on the floor of the Nigerian Stock

Exchange.



INFORMATION TECHNOLOGY/PEOPLE

The bank’s processes are anchored on a robust, flexible, efficient and modern Information

Technology platform as well as the establishment of seventeen (17) Regional offices to ease

management and control. Equally, the bank has found symmetry amongst its human capital

which has impressively turned out to be a fair reflection of the Nigerian nation. A Local Area

Network (LAN) and a Wide Area Network (WAN) have been built to ensure a linkage

amongst the 215 outlets in order to offer on-line, real-time services. In order to enhance

service delivery and convenience to the modern and sophisticated banking customers, Unity

Bank has deployed ATMs in various locations.

As a corollary, UnityBank has invested heavily in its human capital in recognition of the vital

role this segment plays in sustaining the brand. The bank maintains a policy of qualitative

training (locally and internationally) of its personnel in tandem with modern banking trends.

CUSTOMER POLICY

Notwithstanding these competitive advantages and bearing in mind the huge expectations of

the bank’s esteemed shareholders as well as customers, it continually seeks patronage from

old and new clients so as to enable it attain its short-term business objective of enhancing its

market share in order to join the league of 5 biggest banks by December 2012.

FINANCIAL SERVICES SUPERMARKET

To further create a formidable financial services brand, Unity Bank Plc recently acquired

majority shares in UnityKapital Assurance Plc, a leading insurance company. UnityKapital

Assurance Plc recently merged with two other insurance companies, Inter-Continental

Assurance Company Limited and Global Commerce & General Assurance Limited, with

Unity Bank as the major stakeholder in this new entity.

The Bank also has majority shares in FUG Pensions Limited. It additionally has these

subsidiaries: Northlink Insurance Brokers, Caranda Management Services, Pelican Press and

Unity Registrars. Having been duly licensed by the Securities and Exchange Commission

(SEC) to serve as an issuing house, Unity Bank is therefore fully positioned to play in all the

major segments of the nation’s financial services: money market, capital market, insurance

and pension administration. The Bank has also concluded arrangements to promote the

establishment of microfinance banks.

EXPANSION

To further consolidate its position, the bank is planning to open at least 15 new outlets in

order to reach all nooks and crannies. The proposed new branches will be located in such a

way as to ensure that all state capitals have at least one branch of Unity Bank Plc. Of course

there are some state capitals in which Unity Bank has more branches than other banks.

Furthermore, the bank seeks opportunities of attracting investors and expanding its operations

along the West African sub-region. In order to maximise the current capital base of N38.60

billion and deepen financial intermediation to businesses (manufacturing, agriculture,

telecommunications, oil & gas, power, etc), the bank plans to go to the capital market to raise

additional capital. A strong capital base places the bank in a good stead to render quality

service to all stake holders and ensure good returns to shareholders.

CONCLUSION

Pursuant to its Vision and Mission statements, to wit: “To be one of the top five financial
services institutions in Nigerian by 2012 (5-in-5)” and “Creating superior wealth for our
Stakeholders” respectively, Unity Bank Plc has already established itself as a formidable

institution and one to be reckoned with amongst the 24 existing banks in Nigeria.
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Amicro-credit loan is often the only means by which
impoverished people can climb up the economic

ladder in their communities. Arguably the world’s most
prestigious award, the Nobel Peace Prize celebrated a
revolutionary effort to provide some of the poorest
people on the planet with both the financial and non-
financial tools necessary to create a dignified route out
of poverty.

By 2008, Grameen Bank, an initiative that started 32
years earlier with loans of less than US$1 each to 42
destitute Bangladeshis, had grown to reach 7.5 million
active clients. This is all the more stunning when we
realise that, with five in a family, loans to 7.5 million
clients affect more than 37 million family members.

World Bank research that began in 1990 on Grameen
Bank and two other Bangladeshi micro-finance
institutions (MFIs), BRAC and RD-12, concluded that
these institutions were making a profound impact on
many of the socio-economic dimensions of poverty.

The most powerful weapon
The question is often asked, however, whether micro-
credit is the world’s most powerful weapon against
poverty. I would argue that, while not a panacea, micro-

credit is the most powerful weapon we have against
poverty, but only when it is both targeted to the very
poor and well-run, a condition that not only includes
strong financial performance, but also includes other
client-centred interventions such as health services or
health education.

Micro-finance is now at a crossroads, however, and
faces important questions that challenge the qualifiers
mentioned above. Will a significant segment of the
micro-finance field retain its initial commitment to
eliminating poverty, or will the field become
overpopulated with junior bankers? The current influx
of commercial finance is needed in many settings if we
are to reach the hundreds of millions of underserved
clients around the world. But this deluge of commercial
capital has the potential to alter the core mission of
micro-credit programmes and affect their outcomes.

Muhammad Yunus points to this challenge when
asked what his strategy was in forming Grameen Bank.
“I didn’t have a strategy,” Professor Yunus admits, “I just
kept doing what was next. But when I look back, my
strategy was, whatever banks did, I did the opposite.
If banks lent to the rich, I lent to the poor. If banks lent
to men, I lent to women. If banks made large loans,

Is micro-credit the
world’s most
powerful weapon
against poverty?

Sam Daley-Harris
Founder, Microcredit Summit

Campaign and RESULTS

In October 2006, the Norwegian Nobel Committee announced that the Nobel Peace Prize for 2006
would be awarded to Muhammad Yunus and Grameen Bank, “for their efforts to create economic
and social development from below. Lasting peace,” the Committee said,“cannot be achieved unless
large population groups find ways in which to break out of poverty. Micro-credit is one such means.
Development from below also serves to advance democracy and human rights.” With these words,
2006 became a breakthrough year for the micro-finance movement.This article will look at the role
of micro-credit in two Commonwealth countries – Bangladesh and Kenya.

This hybrid intervention does not 
work to end poverty when solely wearing 

the banker’s hat, nor when solely 
wearing the aid worker’s hat. 

Micro-credit is the most powerful 
weapon we have against poverty, 
but only when it is both targeted 

to the very poor and well-run.
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I made small ones. If banks required collateral, my loans
were collateral-free. If banks required a lot of paperwork,
my loans were illiterate-friendly. If you had to go to the
bank, my bank went to the village.Yes, that was my
strategy.Whatever banks did, I did the opposite.”

As a result, this hybrid intervention does not work to
end poverty when solely wearing the banker’s hat, nor
when solely wearing the aid worker’s hat. It must
include a merging of the two if it is to fulfil its potential
and help lift hundreds of millions of families out 
of poverty.

Breakthrough innovation from the
Commonwealth 
It should be a point of pride that two of the most
innovative MFIs in the world, when it comes to using
micro-credit to eradicate poverty, are found in
Commonwealth countries: the Grameen Bank in
Bangladesh and Jamii Bora in Kenya.There are others,
certainly to be sure, but these are among the top leaders.

Grameen Bank, Bangladesh
The story of Grameen Bank’s origin is well known, but
deserves retelling. It was 42 loans of less than a dollar
each that got Grameen Bank started and on the road to
lending nearly US$7 billion over the last 32 years –
currently to 7.5 million borrowers in Bangladesh, 97 per
cent of whom are women.

What got Professor Yunus’ attention was his meeting
with Sufiya Kartum, a stool maker who earned only two
pennies a day profit for all her work. He quickly learned
that her only source of capital was a moneylender who
required her to sell the finished stools back to him at a
price that barely covered the cost of the bamboo. After
her loan of less than US$1 from the young professor,
her profit soared from two pennies a day to US$1.25 a
day because she could pay off the moneylender and sell
her stools to the highest bidder. Her success at moving
from extreme poverty to profiting from her hard work
has been repeated by millions of other micro-credit
borrowers.

Jamii Bora, Kenya
A less familiar example of this groundbreaking work is
Jamii Bora in Kenya. Ingrid Munro began Jamii Bora in
1999 with loans to 50 beggars in one of the worst slums
of Nairobi, Mathare Valley. By October 2007, Jamii Bora
had grown to 170,000 savers and 60,000 borrowers. As
Munro says, “We have fast climbers out of poverty and
we have slow climbers, but everyone is a climber.”

Joyce Wairimu is one of Jamii Bora’s fast climbers.
Wairimu was one of the original 50 beggars and by
October 2007, had six businesses and 62 employees.
Another fast climber is Wilson Maina. Mr Maina was a
thief, one of the most wanted criminals in the slum.

Success at moving from extreme poverty to 
profiting from hard work has been repeated 

by millions of micro-credit borrowers.

Our experience is that the most desperate 
are the ones that need micro-finance 

the most, and they can handle it.

Felista, Jamii Bora.

Grameen Bank – lady with rice.
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His first loan was for $20. By October 2007, Mr Maina
had started four businesses and had persuaded hundreds
of young people to abandon their lives of crime.

Munro challenges the conventional wisdom in micro-
finance in profound ways. She has upended the belief
that one does not give loans to beggars and thieves.The
end of poverty, however, will come from those who
break the rules, people like Yunus and Munro, visionaries
who accomplish what others see as impossible.

Challenging the conventional wisdom in
international development
Munro joins Yunus in making a mockery of the
common belief among aid beaurocrats that the very
poor cannot use micro-credit and need safety net
programmes first.When asked whether that analysis was
correct, Munro replied, “I don’t agree with that at all,
because in Jamii Bora we know that you can reach the
very poor. Not just reach them, not just feel sorry for
them, pat them on the head and say, we are going to
help you to come above the poverty line. Our
experience is that the most desperate are the ones that
need micro-finance the most, and they can handle it, we
have proven that …The poorer they are, the more they
need micro-finance. And they don’t need charity
because charity is a way to keep people down. If we
keep saying,“I feel very sorry for you because you can’t
manage this yourself,” you start thinking [to yourself] “I
should feel sorry for [myself] because I can’t manage [on
my own].” But if we say to you, “You can make it.You
have talents. God has given you talents like He has given
everybody talents, and He wants you to use them.” And
[if] you see some of your friends who were begging
beside you on the same street now walk around in nice
dresses, their children are in school, they eat three meals
a day, they live in a better house – then you also dare to
dream that that is possible for [you, too].”

Munro acknowledges that some have tried to reach
the very poor with micro-credit and failed, and then
goes on to outline some of the strategies that can make
it work. “You have to be very close,” she says. “You see,
the beggar is a professional. So, if you come and give a
beggar $100, and say, “You go and start a business,” they
will run away with that money.You have to prepare
everybody for what it is, and we think you have to start
by getting them to save, because then they are in that
habit of setting aside a bit of money every day. That
makes it easy for them to pay back the loan.”

Munro makes a special point about the MFI’s role in
supporting clients when problems arise. “The city
authorities chase you away from where you are doing
your business,” Munro warns. “A police officer might
even take your goods, or thieves break into your little
kiosk, or you have a fire that [burns] down everything.
You can’t be like a normal bank and say, “Okay, we will
still hunt you.You have to bring the money back.”
[Instead] you come together and say, “Now how do we
solve this situation?” And you help them get on their
feet so they are helped to pay back the old loan, but also
receive a new loan. It’s a matter of being there all the
time and understanding.”

Micro Health Insurance 
Jamii Bora is also doing groundbreaking work with the
health insurance it provides, a breakthrough born out of
necessity. In early 2001, when just over a year old, Jamii
Bora decided to interview each of the clients who were
not paying back and was shocked by what they found.
Ninety-three percent of the struggling clients had the
same problem; they had a family member who was in
the hospital.As Munro says,“Of course, you can’t expect
that anyone will let their child die because they have to
pay back their loan to Jamii Bora. So it was clear to us
that this was something we could not compete with.
This was something that we had to solve.”

US$80 per year per family member was 
an impossible amount for Jamii Bora clients 

to afford, so they realised they had to 
create their own in-house product.

Jamii Bora wanted the health insurance 
to be for everyone and not exclude 

people with HIV and AIDS.

Grameen Bank – lady with phone.
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Jamii Bora asked local insurance companies to develop
an insurance product.With 6,000 members at that time,
the insurance companies were happy to oblige.
Jamii Bora scoffed, however, when they heard that the
cheapest product they could offer was 6,000 shillings a
year, which came to about US$80 per year per family
member.That was an impossible amount for Jamii Bora
clients to afford, so they realised they had to create their
own in-house product.

Munro was warned that offering health insurance to
such poor clients would surely financially ruin her
young organisation. But with little research other than
discussions among staff, who were all current or former
clients themselves, they decided they could cover all in-
hospital costs and charge an annual premium of 1,000
shillings (about US$12 at the time) for an adult and four
dependent children. The one condition was that
members would pay the US$12 in small weekly
payments (about 30 US cents).An extra US$2 a year was
added for each additional child above the initial four.

Jamii Bora started by partnering with one of the big
mission hospitals in Nairobi. They gave the hospital a
deposit for what they thought the costs would run for
the first month. Their members would come with a
letter informing the hospital that the member had health
insurance from Jamii Bora and that, if they are admitted
to the hospital, Jamii Bora would pay all of the costs.

Early in the process, Jamii Bora made another decision
that they saw as critical.They decided that they would
not ask for any donor funding because the donors, as
Munro tells it, “would send a lot of consultants and
they’d tell us it’s not possible to do what we had decided
to do and they would also say,“So and so should qualify,
and those clients should not qualify”.

Jamii Bora wanted the health insurance to be for
everyone. They wanted to make sure it covered
maternity costs, any kind of in-patient treatment, and
would not exclude people with HIV and AIDS. Because
if it did not cover everyone and everything, as Munro
acknowledges, “then it was a useless insurance for us”.
The programme has grown to serve 120,000 clients and
has always covered its cost without any donor funding.

The role for policy-makers
In the face of these innovations, what is the role of
governments? One of the most important contributions
policy-makers within the Commonwealth can make to

the field of micro-finance would be to provide a legal
and regulatory environment that is appropriate to the
needs of micro-bankers and their clients and not just
suited to the needs of commercial banks. A critical
aspect of that policy environment would allow MFIs to
collect savings and lend them on, potentially the most
powerful source of loan funds an MFI can access.

Another critical contribution that policy makers could
make to ensure that micro-credit fulfils its unique
potential as a powerful tool against poverty would be to
recognise the most groundbreaking work MFIs are
doing toward eliminating extreme poverty and empower
the replication of that work. Centres of excellence at
Jamii Bora and Grameen Bank could go a long way to
promote this empowerment and build a better world.

The Nobel Peace Prize brought the potential of micro-credit to
the attention of the world.Working with practitioners, policy-
makers can help fulfil that potential throughout the
Commonwealth. Sam Daley-Harris is the founder of the
Microcredit Summit Campaign and writes the annual ‘State of
the Microcredit Summit Campaign Report’. He is also the
founder of RESULTS and author of ‘Reclaiming Our
Democracy: Healing the Break Between People and
Government’. Daley-Harris lives in Princeton, New Jersey with
his wife and two children.

RESULTS is an international citizens’ lobbying organisation
committed to creating the political will to end hunger and the
worst aspects of poverty.The Microcredit Summit Campaign
seeks to reach 175 million of the world’s poorest families with
micro-credit and ensure that 100 million families rise above the
US$1 a day threshold by 2015. Muhammad Yunus has said,
“No other organisation has been as critical a partner in seeing 
to it that micro-credit is used as a tool to eradicate poverty 
and empower women than RESULTS and RESULTS
Educational Fund’s Microcredit Summit Campaign.”

Microcredit Summit Campaign
750 First Street, NE, Suite 1040
Washington, DC 20002
USA

Tel: +1 202 637 9600
Email: info@microcreditsummit.org
Website: www.microcreditsummit.org

RESULTS
750 First Street, NE, Suite 1040
Washington, DC 20002
USA

Tel: +1 202 783 7100
Email: results@results.org
Website: www.results.org

176 The Commonwealth Finance Ministers Meeting 2008

Effective Financial Management

One of the most important contributions 
policy-makers within the Commonwealth 

can make to the field of micro-finance 
would be to provide a legal and regulatory

environment that is appropriate.
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The Commission on the Private Sector and
Development was convened to answer two questions:

• How can the potential of the private sector and
entrepreneurship be unleashed in developing countries? 

• How can the existing private sector be engaged in
meeting that challenge? 

The Commission emphasised that the foundations for
a sustainable private sector lay in a supportive global and
domestic macro economic environment, adequate
physical and social infrastructures and the existence 
of the rule of law. Such a foundation would be
complemented by three additional factors:
entrepreneurship – indispensable if the domestic private
sector is to flourish; access to finance, knowledge and
skills; and the existence of a level playing field for firms
competing in the domestic market.

Social impact is greatest where commercial interests,
the pursuit of profit, and development interests overlap.
New business models are good examples of what is
already happening in developing countries (Casas Bahia
in Brazil, for example, has developed a unique business
model providing efficient retail services aimed at poorer
customers) but they also show the need for greater and
broader action. New business models are:

• low cost – companies adapt and modify technology
solutions to deliver services at a fraction of the
developed country cost 

• reflect a combination of international research and
development and local knowledge thus ensuring
relevancy and appropriateness 

• market-based, justifying actual investment, delivering
reasonable returns, and offering the potential for
replication and scaling up, the keys to long-term
sustainability 

• stimulators of local economic development, the driver
of employment generation and equitable growth.

What is needed is an approach involving partnerships
with poor people to innovate and achieve sustainable
scenarios where poor people are actively engaged and the
provision of products and services to them is profitable.
The potential market of over four billion people living
on less that US$2 per day presents clear opportunities for
the private sector as long as firms, governments, civil
society organisations, development agencies, and poor
people work together with a shared agenda.

The world’s poor are also consumers living in high-
cost economies. In Mumbai, slum-dwellers pay ten times
more for medicine than middle class people living in a
different part of the city.The quality of goods that many
poor people purchase is substandard.An informal private
sector often fills the gap with goods of varying quality

Unleashing entrepreneurship:
making business work for 
the poor Sahba Sobhani

Programme Manager,
Growing Inclusive Markets Initiative

United Nations Development Programme (UNDP)

There has been a significant change in the United Nations engagement with the private sector
influenced by its stewardship of the Millennium Development Goals. It was the urgent need to

enhance the contribution of the private sector in achieving the MDGs that prompted Secretary
General Kofi Annan to appoint the Commission on the Private Sector and Development to examine
how the role of the private sector in this major global effort could be maximised.

What is needed is an approach involving
partnerships with poor people to innovate 

and achieve sustainable scenarios where poor
people are actively engaged and the provision
of products and services to them is profitable. 

Social impact is greatest where 
commercial interests, the pursuit of profit, 

and development interests overlap. 
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and costing far more. Informal economies sustain most
poor families in many countries, yet the advantages of
economies of scale and scope are missing. In many
slums, there are no health services, no public education
and no infrastructure. Anywhere from 15 per cent
(Senegal) to 90 per cent (Zimbabwe) of primary
education is provided in private schools. Some 63 per
cent of healthcare expenditure in the poorest countries
is private.

An innovative private sector can find ways to deliver
low cost goods and services to demanding consumers
across all income ranges. Innovation might arise from
focusing on the poorest people, thus creating cost
advantages from economies of scale; a firm could
develop strong distribution links with consumers in
villages and be in a better position to understand their
needs; and firms could keep costs low through
outsourcing for greater flexibility.

The private sector can alleviate poverty by
contributing to economic growth, empowering poor
people by providing them with services and consumer
products thereby increasing choice and reducing prices.
The first creates employment and income growth while
the second improves the quality of life for poor people.

The more interaction there is between the four billion
people earning less than US$1,500 a year and the private
sector, the more opportunities there will be for direct
involvement in the market economy.

The opportunity for business:
profitability and growth
Business with the poor can be profitable. It also lays the
foundations for long-term growth by developing new
markets, creating innovation, expanding the labour pool
and strengthening value chains.

Generating profits. Business with the poor can be
profitable, sometimes yielding a higher rate of return
than ventures in developed markets. Some micro-credit
institutions have achieved greater than 23 per cent
returns on equity. Smart Communications, a company
providing pre-paid phone services mainly to low-
income consumers in the Philippines, became the most
profitable of the country’s 5,000 largest corporations.
Sulabh, a low-cost sanitation facilities provider in India,
earned a US$5 million surplus in 2005.

Developing new markets. The four billion people
who live on less than US$8 each day have a combined

income of about US$5 trillion, an amount similar to the
gross national income of Japan.They are willing and able
to pay for goods and services, yet often they cannot even
meet their basic needs. Sometimes they pay even more
than rich consumers for essential products and services.
People living in the slums of Jakarta, Indonesia; Manila,
the Philippines; and Nairobi, Kenya, pay 5-10 times
more for water per unit than those in high-income areas
of their own cities – and more than consumers pay in
London or New York. A similar ‘poverty penalty’ exists
in many other sectors, such as credit, healthcare and
electricity supply. Business models that offer better value
for money – or entirely new products and services that
improve the lives of the poor – can reap pioneer profits
in return.

Creating innovation. The challenge of developing
inclusive business models can lead to innovations that
contribute to a company’s overall competitiveness. For
example, to meet the poor’s preferences and needs, firms
must offer creative combinations of price and
performance. In addition, the deep and pervasive
constraints that businesses encounter when doing business
with the poor – from transportation difficulties to the
inability to enforce contracts – require innovative responses
in the business model.These forces drive the development
of new products, services and business models that can
catch on in other markets, giving innovating companies a
competitive advantage in poor markets.

Expanding the labour pool. The poor are a large
source of labour. The advantages of hiring them as
employees are not limited to cost savings. Given
adequate training and/or well-targeted marketing, the
poor can deliver high quality, with unique advantages in
certain markets. For example, poor employees’ traditions
and cultural skills may enable their employers to develop
products with unique value for higher income
consumers abroad. Or their local knowledge and
connections may place them ideally to serve other poor
consumers in their communities.

The private sector can alleviate poverty 
by contributing to economic growth,

empowering poor people by providing them
with services and consumer products thereby

increasing choice and reducing prices.

To meet the poor’s preferences and needs, 
firms must offer creative combinations

of price and performance.

Inclusive business models can give 
people confidence and sources of strength 

that help them escape poverty using 
their own means.
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Strengthening value chains. Incorporating the poor
into business value chains – as agricultural producers,
goods and services suppliers, distributors, retailers and
franchisees – can expand supply and lower risk for firms
engaged in local procurement. That allows them to
reduce costs and improve flexibility, especially as the
local businesses upgrade into more specialised or higher
skill activities, such as component production or
providing business services.

The opportunity for the poor: furthering
human development
Business can also improve the lives of poor people.
It therefore makes a broad range of contributions to
what the UN terms ‘human development’, which is
fundamentally about expanding people’s opportunities
to lead lives that they value.

Meeting basic needs. Food, clean water, sanitation,
electricity and health-related services all meet people’s
basic needs. In the Philippines in 2006, RiteMed’s
generic drugs reached over 20 million low-income
clients at prices 20 to 75 per cent less than leading
brands. In South Africa,Amanz’abantu is providing clean
water and sanitation to peri-urban and rural populations
in the Eastern Cape, where a quarter of the population
lacks potable water.

Enabling the poor to become more productive.
Access to products and services, such as electricity, mobile
telephony, production equipment and access to credit and
insurance improves people’s productivity. In Mexico, for
instance, Amanco provides small-scale lemon farmers
with water-efficient drip irrigation systems that allow for
continuous production 8 to 10 months out of the year.
The systems are expected to increase the farmers’ annual
yields from 9 to 25 tonnes per hectare. In Morocco,
Lydec is providing water and electricity to Casablanca’s
shanty towns, already increasing the share of people with
electricity and water services by 20 per cent.

Increasing incomes. Including poor people in value
chains as customers, employees, producers and small
business owners can bring them increased incomes. In
the Amanco case in Mexico, productivity increases are
expected to nearly triple the farmers’ incomes. In China,
Huatai provides alternative income sources for local tree
farmers and significantly increases the incomes of about
6,000 rural households. In Tanzania, A to Z Textiles
employs 3,200 people (90 percent of them women)
producing insecticide-treated bednets, and pays them 20
to 30 per cent more than competitors.

Empowering the poor. All these contributions
support the empowerment of the poor, both as
individuals and as communities, to take more control
over their paths in life. By raising awareness, by providing
information and training, by including marginalised
groups, by offering new opportunities and by conferring
new hope and pride, inclusive business models can give
people confidence and sources of strength that help them
escape poverty using their own means.

Building the foundations for new markets
Again, business cannot stand alone. The report of the
Commission on the Private Sector and Development
suggests that businesses – in collaboration with
governments, civil society and, indeed, the poor
themselves – can build the foundations for new markets.
Governments must unleash the power of business by
improving market conditions where poor people live,
removing the greatest barriers to their economic
participation. Not-for-profit organisations, public service
providers, micro-finance institutions and others that
already work with the poor can collaborate and pool
resources with businesses to help them identify and seize
opportunities. Donors can facilitate dialogues between
businesses and governments or other non-traditional
partners. Socially minded investors, philanthropists and
others can contribute the funds to make these time-
intensive and uncertain ventures possible. Successful
business models that include the poor require broad
support, but in return they offer gains for all.

Sahba Sobhani is the Programme Manager of the UNDP
Growing Inclusive Markets Initiative. He is an expert on private
sector in development, having previously worked with the
UNDP African Financial Markets Initiative, publishing the
‘2003 UNDP African Stock Exchanges Handbook’, and the
UNDP Commission for the Private Sector and Development,
publishing the agenda-setting report ‘Unleashing
Entrepreneurship’ in 2004.

The United Nations Development Programme (UNDP) is
the UN’s global development network, an organisation
advocating for change and connecting countries to knowledge,
experience and resources to help people build a better life. It is on
the ground in 166 countries, working with them on their own
solutions to global and national development challenges.As they
develop local capacity, they draw on the people of UNDP and a
wide range of partners.

Headquarters, United Nations Development Programme
One United Nations Plaza
New York, NY 10017
USA

Tel: +1 212 906 5000 Fax: +1 212 906 5364
Email: sahba.sobhani@undp.org
Website: www.undp.org

Governments must unleash the power 
of business by improving market conditions

where poor people live, removing the greatest
barriers to their economic participation. 
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Public finance reform is one of the most significant
components of national development, and cannot be

ignored. It involves the overall management of national
resources: revenue generation; budget preparation,
authorisation (by Parliament) and implementation –
timely reporting, monitoring and evaluation – fair and
competitive public procurement; audit (internal and
external), parliamentary oversight; and stakeholder
participation: professional bodies, civil society and the
media. Other components include debt management
(domestic and external), risk and asset management etc.

Significance of PFM
The quality of public goods and services does not
depend alone on the size of the country resource basket,
but on prudent resource allocation and execution to
provide targeted goods and services. In this regard,
governments must endeavour to get the processes right.
It is worth noting, for example, that it is not enough to
craft business plans to meet a campaign promise or a set
of millennium development goals; rather, the success of
policies invariably hinges on a robust PFM system,
coupled with the flexibility to match a changing
environment. The significance of PFM lies in the fact
that it is the only superhighway in its own right to
national development. There is no alternative theory
involved, as would be argued for general social science
disciplines, such as in economics. A government must
endeavour to get it right or continue to falter.

The acid test for robust PFM requires a closer
observation of the financial management systems of

developed countries – to realise that part of what it takes
is prudence and discipline to achieve effective PFM. So
what are the processes involved to attain sound financial
governance? This paper discusses some of the identified
cluster of initiatives that have evolved over the years,
under three broad streams, namely: process, oversight and
leadership.

The process stream
The process stream is the co-ordination and
management of a broad range of interrelated PFM
activities to achieve outcomes. The following key
activities have been identified:

• Co-ordination of strategic plans

• Expenditure control

• Procurement and asset management

• Fiscal discipline.

Co-ordination of strategic plans
Public finance management not only requires the
development of a national strategic plan, but also that
departmental or sectoral business plans must be
synchronised with the national plan.The national plan
may include policies such as poverty reduction, improving
maternal and paediatrics healthcare, and higher education.
Ministries and agencies, for example the ministry of
health, would accordingly align their strategies to the
stated policy on maternal and paediatric healthcare, and
would do so by outlining performance criteria – what
ought to be achieved – over the medium term.

What it takes to achieve
effective public finance
management

Kaifala Marah
Adviser, Public 

Expenditure Management,
Commonwealth Secretariat

Improving Public Finance Management (PFM) is among the leading public sector tasks facing
governments the world over, to achieve sustainable economic growth and to meet the ever

increasing demands for service delivery. In turn, meeting these demands restores or strengthens
citizens’ confidence in government. The significance of PFM reform within the Commonwealth is
manifested in both the Aso Rock Declaration of 2003, in which Heads of Government made a
commitment to institute efficient public finance systems, and reiterated in two communiqués of
finance ministers (Barbados 2005 and Guyana 2007). Following these commitments, there remain
key questions that leaders might want to consider: why PFM reform, how significant is PFM, and
what does it take to achieve effective PFM reform? This article explores ways and means of
approaching these important public sector issues.
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These plans could be modified in the course of
implementation, and may be closely monitored by a
central co-ordinating agency – ideally, the ministry of
finance. Implementation is followed by intermittent
performance reviews and evaluations to ensure that
targets are met.

Expenditure control
Expenditure control ensures that expenses are made in
accordance with approved estimates, and that waste is
minimised.This is done through introducing measures
that must be adhered to by accounting officials and
managers. Expenditure control has taken on a ‘sacred’
status in economies that have made a tremendous leap 
in PFM reform. The Singapore ministry of finance,
for example, ensures that all expenditures within
government reflect approved estimates – except for
unforeseen circumstances, which are normally covered
by supplementary estimates.

The success of policies invariably 
hinges on a robust PFM system, 
coupled with the flexibility to 

match a changing environment. 

A controlled environment means a strict observance of
accountability measures, in particular that expenditure
must be monitored, and accounting officials provide
monthly, quarterly, half yearly and annual reports, on
time, for the public view. A controlled environment
breeds confidence in government.

Instituting internal audit units in ministr ies,
departments and agencies (MDAs) is another effective
strategy to instil discipline for results. Every MDA in
Ghana, for example, has had an internal audit unit to
support management, and all the units are regulated by
an independent central Internal Audit Agency (IAA) that
reports directly to the President (‘Internal Control and
Audit Case Studies: Ghana, Singapore and Seychelles
2007’).The need for internal audit functions has inspired
the Governance and Institutional Development Division
(GIDD) of the Commonwealth Secretariat, under its
Public Expenditure Management function, to develop
‘Frameworks for Internal Controls and Internal Audit’
(2007) to guide reforms in member countries.

In the bid to strengthen controls, leaders might
consider r isk management. “Risk is a chance (or
probability) that one or more of the organisation’s
objectives will not be achieved. It may refer to failure to
achieve objectives … occurrence of unwanted outcomes
… also the inability to exploit possibilities”
(‘Frameworks for Internal Controls and Internal Audit’).
In this regard, risks should be managed in order to
achieve set targets and objectives. The recommended
practice is developing risk-based internal audit plans,
internal audit manual and individual MDA risk registers
that must be reviewed in the medium or long term.
GIDD is currently supporting Botswana’s ministry of

local government on strengthening risk management
strategy. It is worth noting that periodically identifying,
recording and adopting strategies to manage risks have
always been regarded as the best practice approach to
enriching the business plans of achieving institutions.

It is worth noting that periodically 
identifying, recording and adopting 

strategies to manage risks have always 
been regarded as the best practice 
approach to enriching the business 

plans of achieving institutions. 

Procurement and asset management
About 70 per cent of country GDP is expended
through the procurement process. Realising such a great
function has led some jurisdictions within the
Commonwealth (depending on country size and
economy) to devolve procurement regulation from
central tender boards within the ministry of finance to
specialised independent authorities. For example, more
than half of Commonwealth African nations have
established procurement agencies. As a result, GIDD has
since 2005 co-ordinated procurement technical
assistance and training through the Commonwealth
Public Procurement Network (CPPN – Africa), created
under the auspices of the Commonwealth Secretariat.
The CPPN will soon embrace the rest of
Commonwealth developing countries.

In addition to ensuring that public procurement is
open, fair and competitive, it must be remembered that
the cycle is only complete with the introduction of asset
management. Developing asset registers (financial and
non-financial) coupled with determining when and how
to dispose of national assets is vital to PFM. Failure to
manage assets limits a government’s capacity to capture
the worth of all assets. In a handful of developing
member countries, notably Uganda, the procurement
agency is also responsible for the management and
disposal of government assets.

Fiscal discipline 
Attaining and maintaining a balanced budget (spending
within your means) is the ideal recommended approach
to fiscal discipline. Balancing of budgets, however, is a
daunting task for developed as well as developing
economies. Nevertheless, where budgets cannot be
balanced, a well co-ordinated domestic and external
debt management system might be considered. For
example, a number of developing economies, both
within and outside the Commonwealth, are using the
Commonwealth Secretariat – Debt Recording
Management System (CS-DRMS) software.

Other process dynamics not mentioned but worth
considering are the enhancement of revenue management
systems, and the installation and sequencing of integrated
financial management information systems (IFMIS).
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The oversight stream
Strengthening the oversight stream of financial
governance requires leaderships to empower and
adequately provide resource for institutions that provide
budget oversight. These include two main constituted
bodies: the Parliament and the Office of the Auditor
General; and other key stakeholders, mainly civil society,
professional bodies, and the media.While not discussed
in this paper, there is a consensus that the office of the
ombudsman needs to be strengthened.

The Parliament
A strong, adequately resourced Parliament with capable
committees, in particular the Finance Committee and
the Public Accounts Committee (PAC), which
scrutinises the executive budget and reviews audit
reports, ensures robust oversight. It is apparent that in
economies where parliaments are proactive by being
able to set budget ceilings, revise estimates with powers 
to modify, and conduct follow-ups to ensure that PAC
recommendations are implemented, the accountability
and transparency environment steadily improves.

Independent Auditor General
An independent Auditor General’s department, imbued
with adequate resource and unrestricted access to public
records, immensely contributes to instilling fiscal
discipline and reducing corruption in the public sector.
GIDD’s ‘Guidelines for Pubic Financial Management:
strengthening transparency and accountability in the
public sector’, provides a road map for the creation of
robust budget oversight.

It is apparent that in economies 
where parliaments set budget ceilings, 

revise estimates and conduct follow-ups 
to ensure that PAC recommendations 
are implemented, the accountability 

and transparency environment 
steadily improves. 

Stakeholder participation 
Stakeholder participation in the budgetary process
enables professional bodies, civil society groups,
grassroots leaders and the media to air their views,
influence budget allocation and evaluate service delivery.
In India, for example, service users rate quality of
delivery through the use of scorecards.

The Communiqué of the Commonwealth Finance
Ministers Meeting, Barbados 2005, called on member
governments to make improvements in this critical area
of governance, and urged the Commonwealth
Secretariat to provide assistance. Among critical
interventions, GIDD is at present supporting the crafting
of a citizens’ handbook on the budgetary process in
Sierra Leone.

The leadership stream
Providing leadership is the most significant of the three
streams, as PFM reform depends on tough, difficult and
unusual decisions. In general, reform requires leaders to
take a long-term view of the economy to identify where
government could intervene, such as in agriculture and
tourism, to make a difference. It is worth considering
three techniques in detail: innovation – a multiplier tool;
identifying champions; and superintending execution.

Innovation – a multiplier tool 
Let managers manage while leaders innovate. Innovation
is no rocket science: it is often about understanding one’s
environment, backed by the inspiration to do more, to
serve and to achieve – and not always relying on
technical advice. All it takes to be innovative, for
example, is to ask practical questions such as: why is
recurrent expenditure always on the increase (a probing
mind); how come the vote for overseas travel across
MDAs is very high compared to last year’s (eye for
detail); has overseas travel had an effect on income
(problem identified); what could be done to address the
problem (seeking solutions); should we inquire what
happens in sister member countries (willing to learn);
who should be responsible for this project (not
mistaking intentions for results); and when will the team
report on progress (ensuring follow through)? A probing
mind is one of the foundations of innovation in 
PFM reform.

Identifying champions 
In a world of constant change, it is not unusual for new
agencies to spring up with new remits to take on new
country initiatives. It is important therefore to identify
champions responsible for co-ordinating and managing
change. In some developing economies, a team with its
membership drawn from the ministry of finance and
planning, the central bank, the revenue agency and the
public sector reform secretariat are charged with this
role. A loose and unco-ordinated reform process runs a
risk of derailment and fire-fighting scenarios.

Constant reviews in Alberta Province, Canada

The provincial government of Alberta, Canada reviewed its
governance framework in 2007, through which more than 200
agencies have been repositioned into ‘super boards’ under the
new public agencies Governance Framework. Among others,
the framework sets out the following criteria for the creation
of new agencies in the future:

• The government should establish agencies only after careful
consideration of their appropriateness to the task at hand.

• Agencies must have precise mandates, a clear sense of their
relationship to the Government of Alberta, and well defined
accountability.

• The recruitment, selection and reappointment of agency
board directors and board chairs should be based on
competence.

(‘At a Crossroads: the Report of the Board Governance Review
Task Force, 2007’).



Superintending execution
Supervision comes with follow-throughs backed by
internal and external reviews, as well as self-assessments
and periodic evaluations. Providing supervision for
budget execution and the overall governance
environment has a positive spin on performance. For
example, under a new accountability framework, all
spending agencies in Namibia are required to provide an
end-of-year performance report for the consideration of
the Parliament.

Providing supervision for budget 
execution and the overall governance

environment has a positive spin 
on performance. 

Noting the significance of self-assessment
performance reviews, Commonwealth Finance
Ministers recently endorsed a PFM self-assessment
toolkit developed by GIDD, and made a commitment
to conduct biennial country assessments using the
toolkit (CFMM Communiqué, Guyana 2007). The
toolkit enables governments not only to take stock of
PFM progress, but also to re-energise and realign
system performance.

Reforms must be led
This paper has focused on what to do for a successful
PFM – the ‘no-alternative route’ to getting
development right. In particular, attention has been
drawn to key processes, including oversight functions.
On a final note, it must be reiterated that PFM reform,
like any change venture, must be led, nurtured and
subjected to continuous reviews. And that it is also a
fluid technology which requires learning from others
to be able to match the changing international
environment, while focusing on individual needs.
On this note, readers may send requests to
pfm@commonwealth.int to obtain free copies of 
the publications mentioned in this article, as well as 
to access technical, advisory and training support 
from GIDD.

Kaifala Marah is Adviser, Public Expenditure Management 
in the Governance and Institutional Development Division of
the Commonwealth Secretariat. He is responsible for
operationalising the Commonwealth Heads of Governments
Mandate on public expenditure management through the
provision of advisory services, training and policy development.
Kaifala has recently developed a government self-assessment
toolkit on financial management for member countries. He was
previously local government administrator in Sierra Leone, a
budget analyst at the State Senate of New York, and a Graduate
Fellow at the Center for International Development (CID),
State University of New York at Albany. His expertise in the
public sector spans 13 years on development across Africa,Asia,
the Caribbean, Eastern Europe, Latin America and the Pacific.

The Commonwealth is an association of 53 independent
states consulting and co-operating in the common interests of
their peoples and in the promotion of international
understanding and world peace.The Commonwealth’s 1.8
billion citizens, about 30 per cent of the world’s population, are
drawn from the broadest range of faiths, races, cultures and
traditions. Among other things, it stresses the need to foster
international peace and security; democracy; liberty of the
individual and equal rights for all; the importance of eradicating
poverty, ignorance and disease; and it opposes all forms of racial
discrimination.The Commonwealth Secretariat, established 
in 1965, is the main intergovernmental agency of the
Commonwealth, facilitating consultation and co-operation
among member governments and countries.

The Governance and Institutional Development Division
(GIDD) of the Commonwealth Secretariat helps
Commonwealth developing countries strengthen their structures
of governance and administration. GIDD’s work covers the full
spectrum of public sector administration and management, as
well as working to strengthen civil society and private sector
institutions with public responsibilities. GIDD provides a range
of technical assistance to help governments improve their public
services. Programmes are tailored to country, regional, and pan-
Commonwealth needs. GIDD implements some 70 public
sector development projects annually.

Commonwealth Secretariat
Marlborough House, Pall Mall
London SW1Y 5HX
UK 

Tel: +44 (0)20 7747 6500 Fax: +44 (0)20 7930 0827
Direct email: k.marah@commonwealth.int
Website: www.thecommonwealth.org
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· Ms CHARLOTTE MOKOENA – 
IPM National President and Chief of Human Resources,Telkom SA 
Welcoming and Opening of the Convention 

· Rre ELIJAH LITHEKO – Chief Executive Officer, IPM 
Welcome Party and Opening of Exhibition 

· LENYALO MOTSEI – Consulting Director,Worlds View Consulting 
Public Sector Engagement for Sustainable delivery 

· PHILIP MARSH – CEO, Chief Knowledge Architect, Master Mentor, Keynote
Speaker and Conference Guru Knowledge Management Institute (Pty) Ltd
group of companies 
Knowledge Migration – the Human Capital Risk

· SHIRLEY ZINN - Group HR Director, Nedbank 
Developing next Generation HR leaders (Panel Discussion) 

· Professor FRANK M.HOWITZ – Prof of Business Administration and
Director of the GSB 
Developing next Generation HR leaders –Facilitator ( Panel discussion) 

· Mrs MPHO LETLAPE - Managing Director HR, Eskom Limited 
Leading HR in perfect storm 

· Mr FOLUSO PHILLIPS - Executive Chairman, Phillips Consulting 
Building African Businesses 

· MARTINE SCHAFFER - Campaign Spokeswoman, Homecoming Revolution 
The Role of HR in bringing Talent to Africa 

· Mr CASTERN VON DER LINDEN - Consultant Associate, BCG 
Global HR with emphasis on Africa and South Africa (WFPMA/BCG Study)

· Mr MARTYN SLOMAN – Advisor Learning, training, Development Research
and Policy, CIPD UK 
From training to learning 

· VICKY HALL - Senior Research Director, Corporate Leadership Council,
Washington D.C, Chicago, San Francisco, London, New Delhi 
Building the next generation of HR/Line partnerships 

· Mr OTTO PRETORIUS - 
HR Executive, QBIT 
People focused turnaround strategy 

· AVERILE RYDER - Accredited Global Remuneration Professional,
Averile Ryder 
Reward Specialists Reward strategies that work 

· Mr PAUL NORMAN – Group Executive Human Resources, MTN 
Global Leadership in a Multi cultural boundary context 

· ALASTAIR DOOLEY- Senior Manager, IAP, KPMG 
Global HR with emphasis on Africa and South Africa (WFPMA/BCG Study)

· ALINDA NORTJE – Founder and Executive Chairman, Free to Grow 
Employee Engagement 

· DAVID GARTSIDE- Senior Executive, Centres of Excellence and Shared
Services, Accenture, London 
HR in a multi – Polar World – How HR Service can contribute to Global High
Performance 

· SAMANTHA CROUS – Publishing Manager, CRF 
Setting HR Benchmarks 

· TIM RINGO – Vice President & Human Capital Management, IBM Global
Business Services 
Adaptable Workforce 

· TUMI MAKGABO – Founder and Managing Director,Tumi & Co 
Preside over the Proceedings at the Gala Dinner 

· STEUART PENNINGTON- Chief Executive Officer, SA Good News 
South Africa – “the good news”

· RINUS ROUX – Motivational Speaker, UCAN Institute
Step up 

· GALA DINNER EVENING 
The greatest networking opportunity in SA

The IPM Annual Convention offers delegates an intellectual menu with variety of options.The convention will expose you to thoroughly researched perspectives on business related people
management issues. Some of the key issues that the speakers at the convention will explore with you are the following:
· A comprehensive overview of the challenges facing HR globally and the organisational capabilities required to address them.
· The Global HR Service Delivery Model – the role of Shared Services and Centres of Expertise. · Implementation of a global model – how to realize the potential of the business case.
· Optimizing HR Business Partners Role and Capabilities. · Global leadership in a multi-cultural cross boundary context.
· People focus turnaround strategy. · Strategic Talent Management life-cycle.
· Employee engagement. · Reward Strategies that work.
· Effective Public Service. · Doing Business in Africa.
· Building High Performance Culture. · Developing Future HR Leaders and many more.
You will notice that this is not a convention to be missed by any business executive or HR professional eager to learn about the impact of globalisation on business and government institutions.
As Sun City is a popular tourism venue, we wish to urge those of you who have not yet registerred to do so before 30 September 2008 to avoid losing the accommodation that has been reserved
for IPPM delegates.

ENQUIRIES 
Marketing: Andrew Nkosi +27 (0)11 993 9556 / 27 (0) 82 958 7363 or marketing@ipm.co.za 
Registration:: Gail Bennideen +27 (0)11 993 9553 or gail@ipm.co.za 
Exhibition: Lavern Meyers +27 (0)11 993 9552 oor lavern@ipm.co.za 

Sponsorship: Rre. Elijah Litheko +27 (0)11 993 9554 or elitheko@ipm.co.za

2008 IPM SUN CITY ANNUAL CONVENTION – CONFIRMED SPEAKERS & TOPICS





Infrastructure for Development

187







190 The Commonwealth Finance Ministers Meeting 2008

Infrastructure for Development

Although public-private partnerships (PPPs) are an
effective tool in operationalising sustainable

development goals, as seen in the cases below, those
countries most in need of achieving these goals are often
unable to procure PPPs effectively. Increasing access to
developing and transition economies by building the
core competences for PPP procurement can scale up
both the use of public-private partnerships and increase
investment into vital sustainable development projects.

PPPs in the development context
PPPs refer to contractual arrangements between
government and the private sector to build, finance and
manage public infrastructure. As the projects are not
backed by sovereign guarantees, the risk in the projects is
mainly borne by the private sector.

Developing and transition economies often
experience inadequate housing, poor transportation
facilities and roads, lack of access to safe drinking water
and dangerous levels of emissions from industries (eg.

mining, manufacturing, etc.). PPPs effectively increase
investment in necessary infrastructure as well as
improving the delivery of social services such as health
and education projects. Therefore, it is important to
think of PPPs not only as bricks and mortar for
development, but also as impacting on real people,
communities and vulnerable groups.

Public-private
partnerships for
sustainable
development

Geoffrey Hamilton
United Nations Economic 

Commission for Europe (UNECE)
and Vanessa Holcomb

Duke University

Relying on economic growth to 
create the necessary institutions can take 
too much time to meet the requirement 

for essential public services.

Six years have passed since the UN committed itself and challenged the world to use public-
private partnerships (PPPs) for sustainable development at the World Summit for Sustainable

Development (WSSD) in Johannesburg, South Africa.The Summit recommended the promotion of
“partnerships with the private sector, taking into account the interests of and in consultation with all
stakeholders, operating in a framework of transparency and accountability, to improve the access to
essential services.” Over the past several years PPPs have proved successful on a limited scale in
reaching necessary development goals, including the provision of basic infrastructure services and
essential public services in a sustainable manner. However, there is a gap between the expectations of
PPPs for sustainable development and the reality.

The gap in definitions: two perspectives on PPPs

Key elements of the United Nations Committee on Sustainable
Development (UNCSD) definition of partnerships for
sustainable development:

• Established on a voluntary basis

• Multi-stakeholder nature

• Contributes to the achievement of inter-governmental
commitments in Agenda 21, the Programme for the further
implementation of Agenda 21, and the Johannesburg Plan 
of implementation

• Complements but not substitutes intergovernmental
commitments

• Oriented to sustainable development, poverty alleviation etc.

Key elements of the definition used by governments and
business:

• A tool for efficiency and value for money

• Risk transfer from the public sector to private sector

• A financing mechanism to take expenditures ‘off balance
sheet’

Source: CSD-11 Report E/CN.17/2003/6



Making the case for public-private
partnerships
Historically, development has relied on either aid or
economic growth to provide necessary resources and
services to populations in need. A number of problems
arise with such an approach. First of all, relying on
economic growth to create the necessary institutions can
take too much time to meet the requirement for
essential public services (eg. safe drinking water,
hospitals, transport infrastructure, etc). Secondly, aid and
contract work does not build local capacity to provide
services and infrastructure. And finally, a lack of public
sector involvement can result in disastrous long-term
effects on health, security and the environment.

By supporting the medium to long-term development
of infrastructure and public services, a prerequisite to
increasing economic and social development goals, PPPs
prove effective in reaching development goals.The long-
term nature of PPP contracts encourages governments
to look at the effects on social aspects such as health 
and the environment. Moreover, PPPs can transfer
knowledge and skills from the public sector, thus
building local capacity in various sectors of society.

Their performance to date is rather positive. PPPs offer
governments assets on time and to budget and increase
efficiency. For developing countries and transition
economies trying to respond to growth in demand for
services, they can be an effective rapid response tool.

Effectively reaching development goals requires
private sector involvement
Private sector investment can either accelerate or make
possible investments in infrastructure and public services
that would otherwise not take place or be significantly
delayed. This is particularly true in reference to the
Millennium Development Goals (MDGs). Since the
inception of the MDGs, the private sector has been
expected to take on a large role in their achievement.
For example, halving the proportion of people without
access to safe water or basic sanitation by 2015 requires
substantial investment and improved technical and
managerial performance.

Cartagena Water Supply, Sewage and
Environmental Management project
Before 1995 in Cartagena, Colombia, less than 70 per
cent of the city’s households had water connections and

less than 55 per cent had sewage service. The existing
system operated with substantial financial losses and had
insufficient funding for maintenance or improvement of
the system. Through a PPP arrangement between the
municipality and a Spanish water firm, service was
extended into poorer neighbourhoods and the existing
service was greatly improved.

Private sector added value: The private sector water
firm helped to provide necessary management practices
and skills to make the company more efficient and
effective at service delivery.

Social and economic benefits:

• Increased reliability for current customers

• Expansion of safe water access to 35,000 new
households, almost exclusively in poor neighbourhoods

• Decreased water leaks (20 per cent over the first four
years) 

• Hired local social workers, community relations
specialists and construction workers improving the
company’s relationship with the community

The public sector must also be strong
PPPs are not privatisation. A privatised business is one
that was formerly owned by the public sector and is
now owned by the private sector. A privatised business
can operate in highly competitive markets or it may
hold a monopoly position and so require active
regulation once it is transferred to the private sector. In
either case, the public sector is disengaged from the
business. In contrast, PPPs operate on the basis of a
contract between a public sector client and a private
sector contractor that obliges the private sector to
deliver services; and the public sector to articulate 
its long-term service needs, to establish effective
regulations, and to ensure that the private sector will not
put its capital at risk in delivering these services.

Another difference between PPP and privatisation is
that the scope of PPP business (and hence its potential
for profit) is constrained contractually, rather than by
market forces alone. Normal private incentives still apply
in the management of a PPP, such as the need to earn an
adequate return on capital, but the business risk is, in
effect, partly regulated by virtue of the constraints
defined in the terms of the contract.
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The long-term nature of PPP contracts
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and managerial performance. 



In addition, with a PPP, the public sector pays for
services on behalf of the general public and retains
ultimate responsibility for their delivery, whereas the
private sector’s role is limited to that of providing an
improved delivery mechanism. In the case of privatised
utilities, ultimate responsibility for service delivery is
transferred to the private sector.

Thus, PPPs require a different and stronger role from
government.

Promoting sustainable development

The Vancouver Landfill project
Significant investments from the private sector and new
collaboration between the public and private sector can
improve both public services and the environment.
Many cities are addressing climate change by devising
public service projects with significant economic,
environmental and social benefits. For example, the City
of Vancouver, Canada, decided to bring in the private
sector in an agreement to transform a landfill site
producing gases (including methane, a greenhouse gas
that contributes to global climate change) into beneficial
commercial uses. Under the PPP structure, the private
partner designed, financed and constructed a co-
generation plant, which uses landfill gas as fuel to
generate electricity, then sold by the private partner to a
local utility. Projects such as the Vancouver Landfill not
only utilise private sector expertise and technology but
also contribute to the sustainability of the city.

Private sector added value: The private sector has
the knowledge and technology, often lacking in the
public sector, to transform waste into energy on a
commercial basis.

Social and economic benefits:

• The project helps support approximately 300 jobs

• Vancouver will receive about US$300,000 a year in
revenues from the project that will be used to help
offset operating costs

• The PPP has transformed an expensive environmental
programme into both a more effective environmental
programme and a net revenue generation for the City

Environmental benefits:

• Reduction of greenhouse gas emissions by
approximately 200,000 tonnes per year of carbon
dioxide equivalents (the emission of about 40,000
automobiles)

• Capture of about 500,000 GJ of energy a year, the
energy requirement for 3,000 to 4,000 households

• Reduction of CanAgro’s annual natural gas use by
about 20 per cent

Building local capacity and public
participation
Sustainable development does not just refer to the
environmental aspect, but also to the reinforcing of other
structures. In other words, governments need to be able
to continue to provide essential services and goods to
the public on their own. The engagement of local
citizenry, governments and the local markets in a public-
private partnership builds human capital within a
country. Furthermore, when groups of citizens become
stakeholders in the process, they create an incentive for
change and system stability.

In the Cartagena water case, the PPP sought to gain
the support of the community, which in turn played a
large role in the success of the PPP project. Due to
past experience, there existed significant scepticism of
the new water company. In response, the company
hired social workers and community relations
specialists to explain to residents how water and
sewage services work. Local unskilled labourers were
also hired to complete the construction of the new
pipelines for the new connections. These actions,
coupled with visible service expansion, improved the
company’s relationship with the community and
mollified the sceptical attitude.

Involvement of government entities in a PPP
arrangement can also serve as a catalyst for public sector
reform. Countries without developed markets and
institutions are susceptible to corruption and opaque
decision-making. In a PPP arrangement, the real cost of
infrastructure is made clear; it cannot be cut into pieces.
The result of transparency is accountability of public-
sector officials. Moreover, the PPP process can also
increase government capacity through the development
of procurement and management skills.

Challenges ahead
Despite cases of success, the growth of PPPs in
sustainable development is currently constrained. Many
international operators, for example, are not motivated
to make investments in developing regions where the
need for social services is greatest.Various negative
factors are responsible for this, such as opposition from
local populations, contractual disputes between
governments and private partners and unclear legal,
regulatory and institutional frameworks. In short, private
partners perceive their involvement as carrying increased
risk and have become more cautious in entering into
PPP arrangements.

Moreover, there is a significant lack of expertise within
governments to design, develop, finance and implement
such projects. PPPs are complex to do and require a new
set of skills, which typically are found in the private not
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to deliver services; and the public sector to

articulate its long-term service needs.



the public sector.The implications for the private sector
of weakness in the public sector include excessive bid
costs, increased risks and delays. For the public sector,
lack of capacity to procure PPP projects effectively has
resulted in ill-conceived projects, termination of projects
and eventual public disillusion.

Governments can, however, employ better project
management skills with the appropriate assistance. For
example, the United Nations Economic Commission
for Europe (UNECE), in cooperation with other
international organisations, is working on building these
skills via training programmes. Recognising the need for
local delivery of knowledge in the culture and languages
of the practitioners and governmental officials, UNECE
has developed a training toolkit targeted at local trainers,
who will in turn train staff in government departments
and emerging PPP units.This toolkit comprises modules
that establish the core competencies from within – such
as building the necessary legal and regulatory
framework, financing a project, monitoring and
evaluation, and sector-specific training.

UNECE has also responded to this challenge by
encouraging the establishment of national PPP units
within governments. Such bodies, which are fully
empowered to act for the financing arm of the
government, can manage and prioritise the project
pipeline. Combining a ‘training the trainer’ programme
in conjunction with a national PPP unit provides a
sustainable procurement model.

Conclusions and some recommendations
Making PPPs a more accessible tool and building the
capacities for procurement within developing countries
can increase investment in vital infrastructure and
services.This investment should be targeted at what local
communities and beneficiaries actually need, and should
consider the broader social implications of projects (eg.
health, environment, etc).The scaling up of investments
in projects that are sustainable has broad implications for
both developing countries and the global community.

However, to achieve these benefits, organisations,
developed countries and private sector operators must
commit to building what can be termed the ‘PPP
edifice’ consisting of three elements:

• First, there must be political commitment – not the
‘icing on the cake’ but the bulwark on which all else
rests

• Second, PPP-enabling institutions must be established,
such as PPP Units, as well as transparent and
competitive procurement procedures

• Third, there is a need to put into place a strong legal
framework, consisting of a concession law and other
important legal components such as an effective
dispute resolution system, and underpinned by a
system where the rule of law is respected

To build the edifice and make it work, the same
governments and private sector operations must commit
to strengthen the capacities within developing countries
and transition economies through training and transfer
of knowledge. Only then will PPPs be accessible and
effective on a larger scale.

Geoffrey Hamilton is Chief, of the Cooperation and
Partnerships Section of the Economic Cooperation and
Integration Division with the United Nations Economic
Commission for Europe in Geneva. His current responsibility 
is promoting public-private partnerships for infrastructure
development where he leads a programme on building the capacity
of governments to undertake successful projects. His other interests
include good governance, FDI issues, the economic aspects to 
peace building and security, property rights for the poor and the
protection of intellectual property for innovation. Before joining
the UNECE he has worked in several international
organisations including the United Nations Conference on 
Trade and Development, International Labour Office, the
Commonwealth Secretariat and the Institute for Research on
Multinational Enterprises. He holds a PhD and a Masters from
the University of Glasgow, Scotland.

Vanessa Holcomb worked with Mr. Hamilton this summer as
a researcher in the Economic Cooperation and Integration
Division of the United Nations Economic Commission for
Europe. Her research interests include promotion and capacity
building for public-private partnerships, measurement of public-
private partnership effectiveness and peace building strategies in
transition and post-conflict counties. She is currently completing
her Masters in Public Policy at Duke University, United States.

The United Nations Economic Commission for Europe
(UNECE) has the major aim of promoting pan-European
economic integration.To do so, UNECE brings together 56
countries located in the European Union, non-EU Western and
Eastern Europe, South-East Europe and Commonwealth of
Independent States (CIS), and North America. All these
countries dialogue and co-operate under the aegis of the
UNECE on economic and sectoral issues.

United Nations Economic Commission for Europe
Palais des Nations
CH-1211, Geneva 10
Switzerland

Tel: +41 (0) 22 917 12 34 
Fax: +41 (0) 22 917 05 05 
Email: geoffrey.hamilton@unece.org
Website: www.unece.org
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Special Feature by City of Tshwane

The City of Tshwane: one
of the most prosperous
metropolitan areas in South Africa

The City of Tshwane is one of the
six metropolitan cities in South

Africa, and is the capital city. Its
population of just over two million
people has the highest level of
education attainment in the country,
and the Gauteng Global region is the
wealthiest and fasted growing region
on the African continent. Statistical
estimates put the city’s economic
growth at 7 per cent in 2007.

A smart city
“Tshwane has established itself as a
seat of government and a preferred
residential location in the province.
The future lies in growing a thriving
business community with a strong
knowledge economy base,” says 
Dr Gwen Ramokgopa, Executive
Mayor of the City of Tshwane.

The rapid growth in the uptake of
a number of hi-tech companies in
the Innovation Hub’s Enterprise
Building has confirmed that there is
significant potential for the City of
Tshwane to become an active player
in the knowledge economy.

The city is a national centre of
research and learning, with four
major universities and seven of the
eight national Science Councils.
These assets are being used to speed
up the city’s economic development
strategy.

The Innovation Hub contributes
to the city positioning of itself 
as a ‘knowledge economy’. The
country’s first internationally
accredited science park, the
Innovation Hub, is strategically

located between the Council for
Scientific and Industrial Research
(CSIR) and the University of
Pretoria, allowing synergistic
interaction between these
institutions and the Hub. For foreign
companies entering South Africa, it
offers a gateway to high-tech
resources and new developments 
in the local market. It is also a
transition zone where investors can
gain local knowledge and expertise.

Tshwane owes its healthy local
economy mainly to the strong
presence of service industries in 
the central business distr ict and
manufacturing industries in the
Rosslyn and Silverton industrial
areas. A strong entrepreneurial spirit
is also evident in the city. More than
50 per cent of the economically
active population are privately
employed.

It is encouraging to note that
knowledge-based service industries
which have international links 
are gaining prominence, with
technological innovation forming
the cornerstone of their
programmes. The city is creating 

an even stronger entrepreneurial
culture through its many initiatives
and links with business and
development institutions, the CSIR,
the University of Pretoria, the
Tshwane University of Technology
and the University of South Africa.

The transport sector
The automotive and aerospace
sectors are two of the sectors driving
the city’s growth. Both these sectors
are well linked to the global value
chain, and many finished products
are exported to discerning
consumers across the globe. The
ICT sector, although small by global
standards, is growing and finding its
niche. Government has recognised
the value of these sectors, and has
created specific infrastructure to
meet their competitive goals.

The Centurion Aerospace Village
(CAV) Industrial Park is located in
Tshwane, on state-owned land
adjacent to Aerosud Holdings, a first
tier supplier to both Boeing and
Airbus, and along the eastern
boundary of the Waterkloof Air
Force base. The objectives of the
CAV include the development,
construction and operation of an
aerospace supplier park; boosting of
small and medium enterprises and
black empowerment companies, and
repositioning of the aviation sector
to ensure participation in the global
aviation market. The CAV will
enhance the competitiveness of
Aerosud, in particular.

The Innovation Hub 
offers a gateway to 

high-tech resources and 
new developments in 

the local market.

Despite global economic conditions, South Africa is growing.We now have rising employment,
increasing living standards, sound fiscal management, a well-founded financial sector, robust

and respected monetary authorities and tough institutions of oversight, regulation and law. The
strong legal and financial institutions ensure that the country will remain stable and continue to
grow. South Africa is indeed still on track to meet the two goals of the halving of poverty and
unemployment by 2014, even though many challenges still need to be tackled.
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Special Feature by City of Tshwane

The Tshwane Auto Supplier Park
has not only contributed to BMW’s
and Nissan’s success, but has also
caught the eye of Tata and other
auto companies.Tshwane’s location
and infrastructure makes it an ideal
location to support the African
Market, particularly the Southern
African Development Community
(SADC).

Cape to Cairo and
Coast to Coast 
Since ancient days trade has drawn
people together. In the past
waterways were the most convenient
method to transport goods. The
survival of the modern economy
relies on our major transport
corridors. Considering road-based
transport, two of the largest
corridors on the African continent
intersect one another in the north-
east of the City of Tshwane. These
corridors are the north-south N1
corridor, Cape to Cairo, and east-
west N4, the Platinum Highway, also
referred to as the Maputo to Walvis
Bay corridor.

The location is also ideal in terms
of rail-based transport as the main
north-south railway line from Cape
Town to Musina and then up to
Zimbabwe intersects with the main
east-west line at Sphinx, which is
close to the N1/N4 intersection.
The location is ideal in terms of the
major two land-based modes of
transport. Goods delivered at all the
major seaports in Southern Africa,
including Walvis Bay, Cape Town,
Nelson Mandela Metropole, Buffalo
City, eThekwini, Richards Bay and
Maputo, could thus with ease be
transported to the planned Tshwane
Logistics Hub to be redistributed
from this to other SADC states.The
proposed location is also in close
proximity to Wonderboom Airport.
The Logistics Hub could thus serve
all modes of transport.

The SADC Free Trade Area (FTA)
was launched in August 2008.This
will lead to the formation of the
SADC Customs Union. Free trade in
the region will create a larger market,
releasing potential for economic
development and employment
creation. The Logistics Hub is

perfectly located to exploit all
opportunities arising from these
agreements.

Creating a conducive
environment that firms
will thrive in
The greatest challenge, however, lies
in ensuring further innovative and
creative development, so that the
creation of jobs keeps up with the
population growth of the city. This
can only be achieved by investing in
the city’s economic development
programmes, which offer investors
ample opportunities in the trade and
manufacturing industries.

It is important to realise that the
Municipality is not a company
motivated by profit. Its goals are far
broader. Generally the City of
Tshwane creates an environment 
that firms will find conducive to do
their business and thrive in. This
environment is created not only by
the Municipality through its services
and infrastructure, but also through
working with the other spheres of
government and the private sector
itself. Notwithstanding, the City of
Tshwane Metropolitan Municipality
(CoT) inherited a structure
(institutionally and economically)
that was totally geared to suppressing
the majority of its citizens. In the
past, the economy was dedicated to
serving the white-dominated formal
sector, totally excluding the
marginalized majority.The legacy of
the past 150 years has resulted in a
highly fragmented and stagnant
socio-economic environment for the
majority of the population, and has
resulted in a high degree of poverty,
social disruption and a shrinking
formal economy.

Given the high level of poverty
being suffered in the City of
Tshwane, there is a need to develop
a pro-poor strategy that focuses
primarily on meeting the basic
needs of the community. However,
this will not be at the exclusion of
continuing to develop the formal
sector economy. It is important to
understand that the city has two
economies and that strategies 
to stimulate both are equally
important.The problems created by

our past are unique and the tasks
faced by the CoT are enormous.
Therefore there are two equally
important goals:

• Firstly, to create a better life for all,
and 

• Secondly, to establish Tshwane as a
dynamic and globally competitive
investment destination.

The Tshwane economy has
adapted very well to the pressures of
globalisation and has been successful
in attracting substantial foreign
direct investment over the past few
years. The city’s firms are also
exporting more of their output.This
has resulted in substantial economic
growth.The city has also been able
to create jobs at a faster rate than
new entrants want to move into the
job market.

South Africa will continue to
work on issues of higher rates of
growth of the economy, higher
saving levels, higher investment
levels, and therefore create the
conditions for this economy to
generate the resources that we need
to address all of these issues that have
got to do with poverty reduction,
reduction of unemployment, the
sorts of resources that are available to
the state to be able to address all of
these other matters that relate to
improving the lives of our people.
As well as of course continuing to
restructure the economy so that it is
indeed internationally competitive,
with a particular focus on exports.
This augurs well for the City of
Tshwane.The city is poised to take
advantage of these opportunities and
welcomes investors or traders that
want to do business with Tshwane-
based enterprises.

Dr Gwen Ramokgopa,
Executive Mayor of the
City of Tshwane.

For further information contact:
Malebo Tsajwa
Tel: +27 12 358 1610
Email: alebok@tshwane.gov.za
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Over the last century, Asia and the Pacific accounted
for about 91 per cent of the total deaths by natural

disasters in the world, while making up about 49 per cent
of the total economic damage by natural disasters (see
Figure 1). In the Asia and Pacific region, losses caused by
natural disaster events are particularly damaging,
depriving countries of resources that could otherwise be
used for economic and social development.The toll from
such disasters is most severe and tragic in the least
developed and developing countries of the region, which
have sometimes had their development goals set back
years – even decades – as a consequence of major disaster
impacts. In this context, regional cooperation for disaster
management, including infrastructure development, is

essential not only to cope with the increasing trend of
impacts, but also to contribute to ensuring the sustainable
economic growth of the region.

Causes, damage and trends of natural
disasters
Recent regional surveys conducted by ESCAP have
shown that the Asian and Pacific region experiences a
wide variety of natural hazards including floods,
cyclones, earthquakes, droughts, tornadoes, debris flows,
hailstorms, storm surges, tsunamis and haze. Geology-
related disasters are generally one of the most destructive
in terms of human lives lost. In a compilation of major
disasters in Asia and the Pacific during the period 1900-

Regional cooperation
on disaster risk and
infrastructure in Asia
and the Pacific

Siva Thampi
Director, Environment and Development 

Division, United Nations Economic 
and Social Commission for Asia and 

the Pacific (UNESCAP)

The 2004 tsunami disaster and recent Cyclone Nargis are important reminders that the Asia
Pacific region is the most disaster-prone region of the world, accounting for 91 per cent of the

world’s total deaths by natural disasters, and 49 per cent of the total world’s damage of the last
century. Natural disasters have thus resulted in profound impact on the quality of life through their
destruction of food crops and livestock, shelter and other aspects of the built environment, and
forced dislocation of households and communities. But the toll on lives and the instant poverty
constitute their most devastating impacts.The effect of natural hazards on the loss of human lives is
directly related to the poverty levels in a given country. National and regional efforts for natural
disaster reduction should therefore be closely linked with poverty alleviation and economic and
social development activities. This paper provides an overview of the impact of natural disasters in
the Asia-Pacific region and its relationship to infrastructure development; and identifies possible
strategic directions for regional cooperation in disaster risk management.

Figure 1. Impacts of natural disasters in the period 1900-2005.
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2005, based on the CRED Emergency Events Database,
earthquakes had resulted in a total loss of nearly 530,000
people and nearly US$200 billion.

ESCAP surveys have also shown that impacts of
natural disasters were felt most severely at the local level,
followed by the regional level and also at the national
level. Impacts of floods are particularly important at the
regional and national levels.These surveys confirmed the
results of analysis of impacts of natural disasters during
the period from 1950 to 2005 in the region, based on
the CRED Emergency Events Database, that the loss in
human lives and economic values from cyclone-related
disasters (wind-storm and floods) accounted for more
than half of the total losses (54 per cent in number of
deaths and 57 per cent in economic damage) as shown
in Figure 2.

However, the trends of number of deaths and damage
have rapidly changed in recent years.The annual average
of number of deaths by natural disasters over the period
of the past five decades was about 100,000 and damage
of about US$10.6 billion.The annual average number of
deaths by natural disasters during the past 15 years has
reduced to about 41,000, while the annual damage has
increased to US$29 billion.

Investment needs for infrastructure in
disaster risk management
In tackling water-related disaster risk management,
national governments should above all continue to
assume central responsibility for national security and
peoples’ well-being by establishing national strategies
from a longer and wider perspective, ensuring necessary

resources, and putting various preventive and adaptive
measures into practice. Such strategies would address the
need to considerably increase investment in water-
related risk management, which is currently very low in
most developing countries, to a desirable level as
illustrated by several good examples in the region by
ESCAP, such as those in the experiences in Japan 
(see Figure 3), showing the desirable investment level to
be one per cent of GDP, and those in Malaysia and the
Republic of Korea, illustrating a consistent increase from
0.01 per cent to 0.04 per cent in past decades.

Physical infrastructures in the context of natural
disaster management
As mentioned earlier, investment in infrastructure for
management of water-related disasters, such as cyclones,
floods and drought, has significantly reduced the loss of
lives, from an annual average of 100,000 during the past
century to 41,000 during the past 15 years.

However, infrastructure development in the context of
natural disaster management can be viewed from two
perspectives: (1) investment in infrastructure to ensure
sustainable socio-economic development, and (2)
investment in infrastructure for reconstruction and
recovery. According a recent study by the World Bank
(S. K. Jha, Mainstreaming Disaster Reduction in Poverty
Reduction, 2005), investment made in the region on
infrastructure development during the past 15 years was
much less than the economic value of infrastructure
damaged by natural disasters, which was estimated at
US$180 billion or about US$12 billion per year – about
two-thirds of the annual lending of the World Bank.
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National strategies from a longer and 
wider perspective would address the need 

to considerably increase investment in 
water-related risk management.

Figure 2. Impacts of natural disasters in the period 1950-2005.

Figure 3. Experience of investment in disaster risk management in Japan.
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In similar recent studies by ESCAP in seven pilot
countries of Asia, the total loss of infrastructure, including
housing facilities, was estimated at about three-quarters
of total damage. In these studies, the total damage caused
to private sector infrastructure accounted for more than
70 per cent. Similar studies by the Asian Disaster
Preparedness Centre on the social impacts of the 2004
tsunami indicated similar percentage of damage to the
private sector.Total loss inflicted by the tsunami on the
infrastructure was estimated at about US$4 billion, about
70 per cent of the total damage of US$5.6 billion.

Enhancing regional cooperation 
Regional cooperation in disaster risk management in
the 21st century is expected to respond to the increasing
dynamic, comprehensive and yet intensive aspects of the
development process in a much more flexible manner.
The results of the recent regional survey and previous
assessments by ESCAP indicated the following
expectations that could result from the strengthening of
the regional cooperation framework.

First of all, regional cooperation is expected to either
focus on emerging natural hazards of increasing intensity
or be conceived as part of the disaster risk management
programmes at the regional or subregional levels of the
development process. In support of such a development
process, infrastructures for better disaster r isk
management capacity will need to correspond
appropriately to the level of socio-economic
development of the countries or subregions. According
the regional experiences, it is expected that investment
by the developing countries for disaster management
infrastructure would required about one per cent of
GDP, which would imply a total of US$40 billion per
year or one per cent of the regional GDP estimated at
US$4 trillion (2005). In this connection, regional
cooperation in financial resources mobilisation is
desirable, especially in view of the huge amount of
investment in physical infrastructure, which would
influence long-term development of the region.

On the other hand, the increasing level of disaster
intensity on the socio-economic conditions of the
region necessitates the development of knowledge-based
disaster management system. The great diversity in 
the level of development in the region also calls for 
the provision of state-of-the-art information and
technologies and the establishment of appropriate

systems of regional priorities. Such a system of priorities
would enable the strengthened framework of
cooperation to respond better to the diversified needs of
the subregions. In particular, it would be able to
reinforce the response to increasing risk from natural
hazards in each of the subregions.

Investment in infrastructure in the context of
disaster management
On the basis of the average annual damage of about
US$29 billion during the past 15 years, and recent
studies of ESCAP, it was estimated that an annual
investment of about US$21 billion will be required in
the region for the reconstruction of infrastructure and
economic recovery. In addition, it was estimated that an
annual investment of one per cent of GDP would be
required to ensure effective management of natural
disasters.This investment for disaster preparedness for the
region would amount to about US$20 billion.All in all,
an annual investment of about US$41 billion would be
required for the reconstruction and recovery as well as
disaster preparedness in Asia and the Pacific.

Findings of the surveys
Asia and the Pacific is the most-disaster prone region of
the world, accounting for 91 per cent of the world’s total
deaths by natural disasters and 49 per cent of the total
world’s damage in the last century. During the period of
15 years from 1990 to 2005, the annual average number
of deaths by natural disasters has reduced to about
42,000 people while the annual damage in the
developing countries has increased to US$21.3 billion,
from the corresponding figures of 100,000 people and
US$6.9 billion in the past five decades.

Investment made in the region on infrastructure
development during the past 15 years was much less
than the economic value of infrastructure damaged by
natural disasters, which was estimated at US$180 billion
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Regional co-operation in financial resources
mobilisation is desirable, especially in view of 
the huge amount of investment in physical

infrastructure, which would influence 
long-term development of the region. 

It was estimated that an annual 
investment of one per cent of GDP 

would be required to ensure effective
management of natural disasters. 

Regional co-operation in disaster 
risk management in the 21st century is 
expected to respond to the increasing 

dynamic, comprehensive and yet intensive
aspects of the development process 

in a much more flexible manner. 



or about US$12 billion per year. Countries in the region
have put increasing emphasis on institutional
infrastructure development at the national and regional
levels. Investment in infrastructure in the region for
effective disaster prevention would require about one
per cent of GDP, or about US$40 billion per year.The
annual investment in infrastructure in the region would
amount to US$55 billion, consisting of US$40 billion
for disaster prevention and US$15 billion for
rehabilitation and recovery.

The way forward
On the basis of the priority areas identified recently by
ESCAP in its theme study on this subject in 2006, one
of the regional initiatives to enhance further regional
co-operation on infrastructure development relating to
disaster management was to promote regional multi-
hazard early warning and monitoring systems. On this
regional initiative, the current regional trust funds for
early tsunami warning would be further promoted to
cover other regional hazards for specific subregions, such
as sandstorm for North-East Asia, drought for South
Asia, meteorological hazards for the Pacific, forest fires
for South-East Asia and earthquake monitoring for
Central Asia. In addition, it would be desirable for the
region to effect a strategy on reduction of socio-
economic damage of natural disasters, which could be
built on the achievement of the effective reduction in
the number of people killed by natural disaster during
the past five decades. This strategy could focus on
linking the regional multi-hazard early warning systems
to the development of damage forecasting systems.

Mr Siva Thampi was appointed as Director of the
Environment and Sustainable Development Division of
ESCAP in May 2008. Previously he was Director of the
Information, Communication and Space Technology Division of
ESCAP. In that capacity, he attended and addressed several
meetings and seminars organised by ESCAP on ICT4D. He
also served briefly as interim Director of the Asian and Pacific
Training Centre on Information and Communication
Technology for Development, based in Incheon, Republic of
Korea, in June-July 2006. Mr Thampi served as Secretary of

the International Fund for Agricultural Development (IFAD),
based in Rome, Italy, from February 2004 to February 2006.
In the latter capacity, he was responsible for the conduct of the
Fund’s Governing Bodies including the Governing Council and
Executive Board as well as the consultations on the Seventh
Replenishment of IFAD’s Resources. Mr Thampi originally
joined the service of ESCAP in June 1978 as Programme
Officer in the Environmental Coordinating Unit. He served as
Special Assistant to the Executive Secretary and Secretary of the
Commission (1997-2002) and was appointed as the first
Director of the newly-established Information, Communication
and Space Technology Division in July 2002. Mr.Thampi also
served as Principal Officer in the Office of the Executive
Secretary in which capacity be held oversight responsibilities 
for the functioning of the UNDP/ESCAP Poverty Centre.
A national of India,Mr Thampi was born on 3rd October 1950.

The United Nations Economic and Social Commission for
Asia and the Pacific (ESCAP) is the regional development
arm of the United Nations for the Asia-Pacific region.With a
membership of 62 governments, 58 of which are in the region,
and a geographical scope that stretches from Turkey in the west to
the Pacific island nation of Kiribati in the east, and from the
Russian Federation in the north to New Zealand in the south,
ESCAP is the most comprehensive of the United Nations five
regional commissions. It is also the largest United Nations body
serving the Asia-Pacific region, with over 600 staff. ESCAP (a)
promotes economic and social development through regional and
subregional co-operation and integration; (b) serves as the main
general economic and social development forum within the
United Nations system for the ESCAP region; (c) formulates
and promotes development assistance activities and projects
commensurate with the needs and priorities of the region and
acts as an executing agency for relevant operational projects; (d)
provides substantive and secretariat services and documentation
for the Commission and its subsidiary bodies; (e) carries out
studies, research and other activities within the terms of reference
of the Commission; (f) provides advisory services to governments
at their request; (g) develops and executes programmes of
technical co-operation; and (h) co-ordinates ESCAP activities
with those of the major departments and offices of the United
Nations at Headquarters and specialised agencies and
intergovernmental organisations.

Environment and Development Division, ESCAP
United Nations Building
Rajadamnern Nok Avenue
Bangkok 10200 
Thailand

Tel: +66 (0)2 288 1912
Fax: +66 (0)2 288 1048 or 

+66 (0)2 288 1059
Email: thampi@un.org
Website: www.unescap.org/esd
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Investment made in the region on 
infrastructure development during the 

past 15 years was much less than 
the economic value of infrastructure 

damaged by natural disasters.







202 The Commonwealth Finance Ministers Meeting 2008

Infrastructure for Development

Given the number of ‘developing and emerging’
Commonwealth countries, tourism is of particular

significance as a tool for economic and rural
regeneration – the more so with the potential
transformational funding from current international
negotiations on climate, trade and development.

Tourism is a good bell-wether of economic
depression. It is fast going in, because on the demand
side, business can cut travel and leisure can be
postponed. But it is strong coming out, because pent-up
demand is high and on the supply side, the sector’s
marketing ingenuity and scale-up speed are very acute.

The industry is bracing for a downturn in the high
tourism growth rates of six per cent experienced in
recent years.The last quarter of 2008 and the first half of
2009 are already looking particularly threatening as
airlines cancel orders, cut flights or reduce staff, and as
the sector as a whole reduces its cost base.

Optimism from history
Compared with the 1970s, the dynamics of change may
be a little different now, because the credit crunch is
essentially an unknown parameter and its major impact
is developing from the United States and Europe, which
are the largest sources of tourism demand. Moreover,
the effect on both supply and demand of continuingly
high energy prices is another unknown. It will be
particularly felt by a sector where transport is such a
pivotal component, and may well make the recovery
more drawn out.

Nevertheless, based on all the evidence of history, once
global economic health stabilises, the demand for travel
will revert strongly.

Tourism has been growing at annual rates well above
the general economy for the past half-century, and is
predicted to grow at an average four per cent a year for
the foreseeable future. That translates into close to a
billion international travellers today, which is expected
to become 1.6 billion by 2020. Emerging tourism
markets are growing at more than twice the rate of
OECD counties, albeit from a much lower base.

In addition we have seen the rapid emergence in the
past decade of significant new markets in China, India,
Eastern Europe and the Middle East, which have the
potential to become major contributors to two-way
tourism trade flows in the years ahead, with large
populations and growing, travel-hungry middle classes.

China requires special mention because of its sheer
size, dynamism and its immense skills in this sector, as
the recent Olympic Games showed.While it is now the
fourth largest tourism receiving country (from nowhere
ten years ago), what is really noteworthy is the fact that
it has some 1.6 billion domestic tourists today (more
than the projected total international travel market in a
decade’s time). It has a huge growing middle class, and
liberalising policies to stimulate inbound and outbound
travel. Chinese travellers are increasingly important
‘exports’ for receiving countries.

Tourism trade realities
Tourism is a service sector in a world where services are
becoming the main socio-economic driver. In the Doha
Development Round, it is one of the areas where the
most offers for trade liberalisation have been made.Yet
the trade dimension is neither fully recognised nor
exploited because of the inadequate historical structure

Emerging tourism
markets: the coming
economic boom Geoffrey Lipman

Assistant Secretary-General,
World Tourism Organization (UNWTO)

Back in the 1970s, in the middle of a depressing global economic downturn similar to the one we
face today – also driven in large measure by unprecedented energy prices – the futurist Herman

Kahn wrote a countercultural book predicting an age of growth and prosperity. He called it The
Coming Economic Boom, and identified some underestimated elements in the economic framework as
a cause for generally surprising optimism. In a similar way, this article suggests that there are good
reasons to look to a long-term boom in the tourism sector. Finance Ministers should look more
seriously at tourism when it comes to global economic growth, because of its ability to stimulate
two-way trade and to create sustainable competitive markets in poor countries.



of trade negotiations and because of the complex nature
of the tourism product itself.

As far as the negotiations are concerned, ‘tourism
services’ mainly deal with hospitality (hotels and
restaurants) and guides.Transport is negotiated separately,
and air transport is not under negotiation because that
industry was temporarily excluded when the services
framework was established in the 1990s, because of
aviation’s own bilaterally based negotiating regime.

Moreover, despite the fact that the concept of a
coherent tourism component of the global economy has
emerged in the past two decades, the trade negotiations
simply don’t reflect this. And, despite the fact that
international statistical systems have been adapted to
capture its economic impacts, based on consumer
demand and satellite accounting techniques, trade
statistics don’t routinely reflect these facts. Measured by
satellite accounting, tourism represents some three to
five per cent of direct contribution to global GDP, jobs
and investment. And it contributes a similar amount
with its indirectly generated component.

This makes the total ‘tourism and travel’ sector one of
the most significant contributors to international trade –
along with automobiles, electronics and agriculture.

Many states recognise these realities. Some, including
the EU and Australia, have tried to incorporate air
transport into the negotiations; others have argued for a
coherent negotiation of the sector, and even sought to
create a framework for such negotiations within the
overall Doha Round.

One of the factors driving these states is their
recognition of the impact of tourism in their own
economies – which can amount to 70 per cent of GDP
in tourism-centric regions such as the Caribbean.They
also understand that in terms of service trade, the
tourism (business and leisure) component is between 30
and 40 per cent of total services exports.

These ‘walking exports’ are injecting hundreds of
millions of euros into the economies of the world’s

poorest countries and distributing them where they are
needed most, in local communities – as tourists move
around the country to experience the cultural and
natural heritage.And with them come increased hygiene,
communications networks and ground service facilities.

The nature of tourism
As far as the product is concerned, there is a massive,
increasing consumer demand to travel away from home
for business and for leisure, or for a combination of the
two.This demand is ‘hard-wired’ into the human gene as
a desire for mobility, which is increasingly seen as both a
basic right and a valuable building block of modern
society because of its capacity to create understanding
and mutual respect.

This demand requires a complex mix of transport,
food, accommodation and entertainment services, some
of which are delivered by private entities, others by
government. It is estimated that as many as 50 public
and private interfaces are needed to deliver a typical
international trip.

What is particularly interesting is that all poor
countries have the capacity to be producers of this
product simply because of their natural or cultural
heritage. And again, tourism is a market-based service
where the product in poor countries, with the right
developmental support, is in the mainstream of evolving
global demand, and where skill-sets can be supported to
provide sustainable long-term jobs. And it drives so
many supply chain components linked to basic
communications and mobility.

Again from a Commonwealth perspective, it is a
building agent that no other sector can match. It helps
members experience, accept and ultimately prize the
nature, tradition and cultural biodiversity that is the
essence of the Commonwealth fabric and aspiration.

Opportunities from the new development
paradigm
Today’s radically evolving geopolitics and geodynamics
are inevitably propelling poor markets into a new
paradigm, where the world will have to sustainably
finance and deliver on the development promises.

The geopolitical confrontation has been most evident
in the Millennium Poverty Agenda: the Doha
Development Agenda and the Bali Climate Agenda
where the international community has eventually come
together to find long-term solutions based on essential
short-term deals between haves and have-nots, brokered
in the UN, the G8 and the G77+. Irrespective of the
details there are three consequences common to each:

• There will be massive multi-tr illion dollar sums
earmarked as Aid for Trade for poor countries –
Millennium Development Goal support, and last but
not least climate adaptation, mitigation, clean
technology use and financing/transfer for poorer states.

• The concept of public-private partnerships will
increasingly underpin all framework activity from the
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For the Commonwealth, these tourism issues are particularly
telling:

• In the poor countries of Africa, tourism is booming and
increasingly recognised as the big opportunity for socio-
economic development

• In the many island states of the Caribbean or the Indian and
Pacific Oceans, tourism is the most targeted sector for
replacing agriculture or supplementing outmoded
commodity-based industries that are no longer competitive
or eligible for everlasting subsidy

• The transition economies of India, Malaysia and South Africa
are already important tourism receivers, and with large
populations they are destined to become major origin
markets as well

• And the ‘developed’ Commonwealth nations – the UK,
Australia, Canada and Singapore – are already two-way
tourism leaders. Their home based suppliers – airlines,
cruise companies and hospitality conglomerates – are the
major players in many intra-Commonwealth export and
import markets



national level down to the local. Strong Corporate
Social Responsibility commitments will be a
fundamental prerequisite.

• Tourism will be increasingly recognised as a key sector
in national poverty reduction programmes, in
transformational strategies and in development
financing.

And this presents a huge opportunity, as and when funds
become available and governance programmes are put in
place, to encourage poor countries to build sustainable
tourism markets that follow the ‘quadruple bottom line’
approach – adding climate response to the usual
economic, social and environmental triple bottom line.

It presents a huge opportunity for countries to build and
position their tourism products with low carbon
transport and communications infrastructure, renewable
energy-based accommodation, green product and brand
development and eco-skilled resource training.

It presents a huge opportunity, in this latter context, for
states to capitalise on the Aid for Trade support
emerging from the Doha Development Round and
build the capacity – human and otherwise – that will be
needed for transformational economies.

It presents a huge opportunity for governments in poor
countries to engage local communities in sustainable
tourism programmes that generate jobs and investment; and
to bring finance and incentives to green, climate-neutral
entrepreneurs in the sector – to encourage them to
capitalise on their local nature and tradition to attract
tourism jobs and investment rather than the inevitable urban
drift and deforestation that traditional land use fosters.

It presents a huge opportunity for tourism stakeholders –
private, academic and NGO – to support these
initiatives and to engage constructively and proactively
in a way that shares the benefits of this new tourism
with destination communities in a coherent climate and
poverty development plan.

One Commonwealth country, Sri Lanka, has already
started along this path. Last year, as the tourism sector
prepared in a UNWTO-driven global exercise to
understand the impacts of climate change and to engage
in the new Bali Roadmap, Sri Lanka unveiled its ’Tourism
Earth Lung’ strategy.This is designed to grow tourism, and
in parallel to reduce its carbon footprint – in this 
case by a forest sequestration programme specifically
compensating for tourism greenhouse gas emissions. It has
also set in place actions for local community engagement
and international promotion. Based on this approach, a
public-private initiative has been launched by the Sri
Lanka Tourism Board with Victoria University in Australia
to create replicable parameters for an expanding Earth
Lung Community. Several states and cities are currently
exploring ways to engage.

An intense focus
The economic downturn will intensify the focus on the
challenges facing the international community in key
areas like trade and climate response, with an emphasis
on coherent policies on the poverty divide. Special

consideration and support will be needed to help adapt
economies – particularly in developing and emerging
markets.

There will be significant opportunities for
transformational sectors in these markets.Tourism offers
huge benefits as a major services export in a continuously
expanding market and a catalyst for related sectors.

Tourism is an industry that can readily replace sectors
that will never be competitive in international markets
with one that offers real comparative advantage by
building on existing assets. It is particularly suited to
helping rural transformation because ecotourism is
targeted to the very natural areas where urban drift is
occurring, and values the cultural heritage and the
environment that is at risk from neglect.

There will be substantial funding for such
transformation from evolving climate, trade and poverty
negotiations at the international and regional levels
underpinned by the United Nations. This is of
particular importance for the Commonwealth with 
its predominance of poor and emerging states with
tourism as an existing or potential area of competitive
value added. It is also of importance in terms of 
two-way trade between developed and developing
Commonwealth states.

Geoffrey Lipman is Assistant Secretary-General of the
UNWTO. He is Chair of Green Globe 21, the
responsible/sustainable tourism group, and of Green Global
Village (GGV), its consultancy arm. He is President of the
International Council of Tourism Partners (ICTP) – a platform
connecting socially responsible tourism organisations and people.
He is a Board Member of American Hospitality Group and
Senior Tourism Research Fellow at George Washington
University in the US. He was the first President of the World
Travel and Tourism Council (WTTC), the global business
leaders’ forum. He has written and lectured around the world on
tourism strategy, sustainability and airline liberalisation

The World Tourism Organization (UNWTO/OMT) is a
specialised agency of the United Nations and the leading
international organisation in the field of tourism. It serves as a
global forum for tourism policy issues and a practical source of
tourism know-how. UNWTO plays a central and decisive role
in promoting the development of responsible, sustainable and
universally accessible tourism, paying particular attention to the
interests of developing countries.

World Tourism Organization
Capitán Haya 42
28020 Madrid
Spain

Tel: +34 91 567 81 00
Fax: +34 91 571 37 33
Email: omt@unwto.org
Website: www.unwto.org
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Governments and policymakers around the world
could easily and immediately build a solution to

climate change that would drive deep cuts in
greenhouse gas emissions, quickly and cheaply, as well as
delivering a raft of other benefits including promoting
improved health and productivity of their citizens, not to
mention jobs and skills growth.

Does it sounds too good to be true? Maybe, but it is
true. And the answer lies with improving the quality of
our buildings.

The design and operation of buildings have direct
impacts on our health and productivity, and significant
impacts on the environment in the areas of greenhouse
gas emissions, water consumption, resource depletion and
waste generation. Green buildings ensure these impacts
are positive.

While the attention to sustainability for new building
stock over the past decade shows reason for optimism,
climate change demands an urgent and radical
restructuring of thinking to realise the opportunities
embedded within our existing building stock that will
remain functional for decades to come.

Buildings and climate change
While there is debate over the exact size of its
contribution, there is little argument that the building
sector is a significant emitter of greenhouse gas
emissions. If upstream emissions from heat and
electricity are included, emissions from buildings total 40
per cent of global greenhouse gas emissions (Stern
Review on the Economics of Climate Change – Annex
7e (2006)) and up to 80 per cent of total greenhouse gas
emissions in our cities and towns (President Bill Clinton,
Cities & Climate Change http://www.c40cities.org).

The size of the building sector’s contribution to global
greenhouse gas emissions is also growing.

The IPCC 4th assessment report noted that in the
period 2001 – 2007 emissions associated with
commercial buildings grew at a faster rate (3.0 per cent
per year in last five years) than the 30-year trend (2.2 per
cent) (Price et al., 2006), and buildings are a major
contributor to the IPCC estimate of a 25-90 per cent
increase in emissions between 2000 and 2030 –
assuming current climate change instigation policies and
related sustainable development practices. In the
Australian market, the Australian Greenhouse Office
projects that estimated GHG emissions from the
operation of commercial buildings will increase by 94
per cent in the period 1990 to 2010.

But the good news is that there is a growing consensus
that the building sector provides more potential for
quick, deep and cost effective greenhouse gas mitigation
than any other industry (Intergovernmental Panel on
Climate Change (IPCC) “Working Group III
contribution to the IPCC Fourth Assessment Report”
(2007)). According to analysis by a range of authorities
including the IPCC, McKinsey and Vattenfall, buildings
can provide deep and rapid cuts in greenhouse gas
emissions through design, technology systems and
generation using today’s skills and technology, and the
potential of the entire industry to deliver globally
significant reductions is important and powerful.

Going further, based on modelling of Australian
commercial office buildings by Lincolne Scott, Lend
Lease and Advanced Environmental, commercial office
buildings could realistically achieve a carbon zero position
at nil cost based on high value carbon credits of AUD $34
per ton of carbon dioxide equivalent (tCO2-e).

Green building: the
need for innovation 
in regulation and
incentive schemes

Ché Wall
Managing Director,

Lincolne Scott

Green buildings aren’t just better for the environment, they’re also better for the bottom line and
better for those who live and work in them. In the past decade the green building movement

has grown exponentially, from a niche to the mainstream in many markets. But as the world
confronts the challenge of climate change, and recognizes that green buildings have a key role to
play, a step change is needed. Now it’s time for governments and policymakers to deliver because
the next phase has nothing to do with technology, but everything to do with innovation in
regulation and incentive schemes.
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Based on the McKinsey cost curves, energy efficiency
in buildings represents an estimated cost negative
abatement of US$45 billion to the United States
economy, and $5.2 billion to the Australian economy.
Stern noted that the IEA estimated that $1 invested in
energy efficiency saves more than $2 in avoided
investment in generation capacity (Stern,Anex 7e).

At least as importantly, abatement in the building sector
will also deliver a raft of co-benefits, including skills, jobs
and technology innovation growth, as well as improved
health and productivity of householders and office
workers. Recent Australian studies show productivity
increases of around 10 per cent and decreased sick days
of around 40 per cent in buildings which have been
measured at producing less greenhouse gas emissions.

Last but not least, it will significantly reduce the
demand by our cities on new energy infrastructure
investment.

Market transformation for new buildings
In the past decade the green building movement has
grown exponentially, from a niche to the mainstream in
many markets.

Integral to the market transformation has been the
Green Building Council model, which has cut through
all the confusion that had been the biggest barrier to
sustainability in the property industry, and shifted the
power from the passionate professional to the customer
and realising true value appraisal.

The key to the success of Green Building Councils
has been their development of comprehensive design-
based environmental rating tools for buildings, be it
Green Star in Australia, LEED in the United States, or
adaptations of these tools in other markets.

These tools have given building green a simplicity by
providing a widely understood accounting method for
environmental transactions.

They have put environmental accountability in the
language of the customer; not the scientist, not the
environmental group, but the same person who provides
the stimulus for development in the first place.

So we are talking LEED Gold or 5 Star Green Star, in
the same way as we would talk about a AAA credit
rating or price over earnings ratio, and these rating tools
are already transforming markets.

To put some numbers to that claim let’s focus on the
Australian experience.The Green Building Council of
Australia was formed in 2002, and in early 2004 the first
Green Star rating tool was launched. By August 2008,
there were 81 Green Star certified projects in the
market, with a further 540 registered for certification.

To hone our focus even further, let’s consider a
landmark building in the history of green building in
Australia, and arguably beyond. A building that, in 2005,
was the first Green Star certified built project in Australia.

When it was completed in 2004, 30 The Bond in
Sydney, Australia was nothing short of revolutionary in
the market place. It was also an important turning point
for the industry, which can be credited with making

green building credible to the rest of industry as well as
to corporate tenants.

L. Hunter Lovins of the Rocky Mountain Institute has
described it as ‘the greenest building I have been in in
the world’.The Sydney Morning Herald newspaper ran
the strapline: ‘This building has done for design what
Tarantino did for Pulp Fiction’.

Certainly for the past four years it has been consistently
measured at producing 48 per cent less energy related
CO2 emissions than the average Sydney office building.
And while the energy story is impressive, it also scores
very well in terms of the health of its occupants. In 2005
a survey of forty-eight office environments  ranked 30
The Bond equal first for happiness with overall comfort,
and first for satisfaction with air quality.

What also caught the market’s attention was that it
delivered an increase commercial yield for the developer,
which means they made more money, without a higher
rent from the tenant.

So what’s the story behind it? What was the magic
technology?

There was no magic technology: the technology that
is largely responsible is passive chilled beams, a
technology used in the first air conditioned buildings in
Europe as long ago as 1969.

Rather than technology, the ‘magic’ was simply a
motivated client, Lend Lease Corporation, who
understood that the reputation gain from delivering a
new green benchmark warranted all the effort and
diligence required to manage the increased risk of doing
something different – for changing the behaviour of a
design team and a builder.

The new office building for Melbourne City Council,
CH2, provides similar evidence. This time there was
innovation in the business case – as part of the project
team we took staff costs and extrapolated likely
productivity benefits, then the dollar benefit was
capitalised back into the capital budget for the building
by the client.The business case was based on a 4.8 per
cent productivity benefit over 20 years compared to
their existing accommodation. While productivity
provided the business case, the building was also
designed to consume 85 per cent less energy than the
Council’s existing accommodation.

The building was occupied in late 2007 and
independent expert assessments have measured the
delivered productivity benefits at 10.8 per cent, resulting in
a greatly reduced payback and significantly higher return
on capital investment than the 8.5 per cent for financing.

Both CH2 and 30 The Bond have been catalysts for
market transformation because they have demonstrated
that environmental sustainability and commerce do not
have to be opposing forces; with the right approach and
aligned thinking across all the responsible parties,
sustainability and commerce can be mutually reinforcing.

But we now need to accelerate our activities, and to
drive the same sort of transformation in our existing
building stock which comprise more than 95 per cent of
building stock in most markets.
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The good news is that all the technology in 30 The
Bond and CH2 is also the most suitable for retrofitting
to existing buildings, even heritage buildings. Indeed,
both buildings specifically used systems that could be
readily retrofitted to the majority of old and
underperforming buildings.

But, the next phase has nothing to do with
technology or the design of buildings.

Not least because of the size of the capital investment
required, the next phase has everything to do with
innovation in regulation and incentive schemes.

The business of building
Business will always try to find the best way of
delivering increasing shareholder returns, and many
businesses do this while also trying to be the best
corporate citizens they can.

Energy efficiency clears feeds both agendas, but there
is an inherent problem with the very nature of the non-
residential property sector.

The argument that the market will determine where
least cost abatement occurs overlooks the basic barrier
that is unique to the property industry, commonly
referred to as split incentives or principal agent.That is,
in almost every non-residential development the entity
responsible for developing the building is not the owner,
let alone the tenant.

So there is no financial incentive for a developer to
invest in energy efficiency and little incentive for an
owner. Consequently uptake of emissions reduction
initiatives has been poor, despite the apparently
compelling reasons to do so.

Accounting for green buildings in carbon
trading
So what are governments and policymakers doing to
drive the refurbishment of existing buildings and, in
particular, to drive energy efficiency improvements in
them?

A number of governments around the world have
recognized the size of the abatement opportunity in
energy efficient buildings and have sought to address it,
most commonly through Tradable White Certificate
schemes for improving existing buildings linked to an
emissions trading scheme. But while these schemes
might appear to be an effective way to deal with
buildings, in reality they have many unsolved problems
associated with double counting, environmental
additionality, perverse incentives and cost of entry.

White Certificate schemes have been used in the
European Union in parallel with the EU Emissions
Trading Scheme, to reward investments in initiatives to
cut operational energy. However, there is little evidence
that these schemes have unlocked the significant energy
efficiency opportunities known to be in buildings (new
and existing), particularly in the commercial property
sector.This can perhaps be explained by the fact that the
cost of proving up the project often outweighs the
benefits generated by the certificates in all but the very

largest facilities; and the split incentive (principal-agent)
barriers often neutralise the financial benefits of
participation. This is due to a fundamental design
limitation for Complementary Development Mechanisms
(CDM) and Joint Initiatives (JI) under the Kyoto
Protocol. Consequently, to date these schemes have
enjoyed very low participation by the non-residential
sector (often less than one per cent). A November 2007
survey by the United Nations Environment Programme
Sustainable Buildings & Construction Initiative found that
of 2700 CDM projects being assessed, only 14 were
building related. (UNEP SBCI, Buildings and CDM:
Status and recommendations, 2007)

The UNEP SBCI report also noted that the Fourth
IPCC Assessment Report indicates that “CDM, as
designed and implemented today, creates low CO2
mitigation effectiveness and furthermore is not cost
effective for the building sector”. Indeed, while the
project-based methodology of White Certificates, or
Energy Efficiency Tradable Certificates, might be well
suited to a forestry initiative, on the basis of economies
of scale it is very problematic for a building project.

A pathway for rapid unlocking of low
cost abatement
So what is the answer?

Clearly we need a pathway that will have universal
applicability for all non-residential buildings, new and
existing.

The solution also needs to be low cost – both to
governments and the public purse, and to industry
participants.

And it needs to unlock the significant abatement
opportunities at the design, construction/refurbishment
and operation phases of both new and existing buildings.

The solution is an Efficient Building Scheme that can
be complementary and stapled to an Emissions Trading
Scheme.

Such a scheme is uniquely placed to drive through the
split incentives and unlock the significant abatement
opportunities at the design, construction/refurbishment
and operation phases of both new and existing
buildings, enabling developers and owners to make a
competitive financial return on their investments in
emissions reduction initiatives.

By dictating the quantity of abatement to be achieved
through an aggressive trajectory, but not how it is
achieved, an Efficient Building Scheme will unlock
innovation in the building sector.

For industry players committed to doing the right
thing there would be a financial return. But, unlike other
policy measures, an Efficient Building Scheme – like an
Emissions Trading Scheme – would not only provide a
‘carrot’ but also a ‘stick’, through permits for inaction
which would stimulate the whole sector to upgrade and
significantly improve the performance of existing
buildings.

An Efficient Building Scheme, stapled to an Emissions
Trading Scheme, would be identical to an Emissions



Trading Scheme except that it recognises energy
efficiency improvements, rather than emissions avoided.

Simply put, it would treat one tonne of greenhouse gas
emissions (tCO2e) that is not emitted because energy is
not used in the same way that a conventional Emissions
Trading Scheme treats one tonne of tCO2e that is not
emitted due to a change in energy generation.

The main benefit of such a scheme is that by being
stapled to an Emissions Trading Scheme, an Efficient
Building Scheme will put the same value on greenhouse
gas emissions avoided through energy efficiency gains as it
does on greenhouse gas emissions not emitted due to a
change in energy generation. By so doing it will provide a
competitive return on investments in emissions reduction
initiatives, which will drive significant greenhouse gas
abatement through energy efficiency improvements.

It could work like this:

STEP 1: Each year a building owner calculates the total
greenhouse gas emissions for each building – including
both onsite fuel consumption and emissions from
purchased electricity – using fuel bills and official
greenhouse gas coefficients.An owner or developer who
builds or refurbishes a building can also be rewarded for
energy efficient design through deemed savings for
major energy efficiency in the building at the point of
construction or refurbishment.

STEP 2: The total emissions are divided by net lettable
area (NLA) to derive efficiency (or ‘emissions intensity’)
figures in tonnes of greenhouse gas per square metre
(tCO2e/m2), to address perverse incentives for large,
inefficient buildings.

STEP 3: The emissions intensity figures are compared
to a predetermined cap (also ‘trajectory’ or ‘threshold’)
set in advance by the governing body and the building’s
avoided emissions (below the cap) or excess emissions
(above the cap) are calculated.

STEP 4: Permits are allocated or acquitted respectively.

As the accounting for permit allocation and acquitting
is a simple intensity factor applied to fuel bills, this
scheme would have transaction costs as low as the
calculation of annual property rates or the stamping of
an income tax return.As such it is entirely reasonable to
envisage universal application of the scheme across all
non-residential building types.

And for the naysayers who predict it will lead to
double counting, we’ve thought of that. The Efficient
Building Scheme proposed here avoids double counting
by operating on the basis of a parallel yet fungible
scheme with a complementary register stapled onto an
Emissions Trading Scheme.

While the price for both classes of permits would be set
by the current trading price of the emissions class, and the
permits would be fully fungible, they would not be able
to be freely traded. However, should a class of permit have
a shortfall or surplus in a given year, the registries could
exchange permits at the registry level with the adjustment
to the accounts of the national emissions inventory being
made by the registry at the point of transfer.

Finally, only emissions permits would be accountable to
the national inventory for the purposes of meeting
commitments under the Kyoto Protocol.

Summary
As the world defines and refines their systems for trading
carbon emissions to combat global warming the
building sector continues to be ignored, or at best to be
dealt with in a manner that effectively limits the
participation of the sector to insignificant levels.

The ultimate consequence of this inability to radically
deal with the problem of existing buildings will be an
increased cost to the economy, more trade exposed
industries and more pressures on low income housing as
greenhouse gas abatement is achieved through much
costlier intervention.

Every business wants to create a better world if it
supports their need to generate shareholder value.The
cap and trade model of an Emissions Trading Scheme
would transform the market by allowing the redirection
of capital towards the refurbishment of existing buildings.

Ché Wall is the Managing Director of Lincolne Scott and is
internationally recognised as one of the world’s leading green
building practitioners and advocates, with a raft of award winning
projects to his name.As founding Chairman of the World Green
Building Council (2002-2007) Ché oversaw the formation of
Green Building Councils in China, the United Arab Emirates,
the United Kingdom, Mexico, Germany and New Zealand.
Ché was also a co-founder of the Green Building Council of
Australia, and continues to serve as a Director and Chair of the
Technical Steering Committee that oversees development of the
Green Star rating system. Ché was named the Australian Prime
Minister’s Environmentalist of the Year in 2004.In 2007 
he was named the inaugural Building Services Journal (UK)
Sustainability Champion of the Year.

Lincolne Scott is an internationally recognised green building
services engineering firm, with approximately 500 staff in 12
offices across Australia and the Asia Pacific. Lincolne Scott are
the engineers behind the environmental features of many of
Australia’s Green Star certified (LEED, BREEAM equivalent)
buildings, including the iconic CH2 in Melbourne and Lend
Lease’s global headquarters 30 The Bond in Sydney.They were
also the engineers on Melbourne’s Southern Cross Station
development, which was awarded the 2007 Lubetkin Prize by
the Royal Institute of British Architects, and the LEED
Platinum NELHA Hawaii Energy Gateway. Lincolne Scott is
a WSP Group company.

Ché Wall – Managing Director
Lincolne Scott
1/41 Maclaren Street, North Sydney, NSW 2060 Australia
Tel: +61 2 8907 0900
Email: che.wall@lincolnescott.com
Website: www.lincolnescott.com
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More than one billion people in the world today
live without access to clean drinking water, about

2.6 billion people do not have access to basic sanitation
and nearly 1.6 billion lack access to electricity. As
illustrated below, in both sectors, the rural population is
disproportionately affected. Target 10 of Millennium
Development Goal 7 on environmental sustainability is
“to halve by 2015 the proportion of people without
sustainable access to safe drinking water and basic
sanitation”. Total current investment in the water and
sanitation sector in developing countries (excluding
wastewater treatment) is estimated at a mere US$14
billion to 16 billion annually. In order to reach MDG
Target 10, most existing estimates call for doubling this
amount. Likewise, additional investment is needed to
meet the growing demand for electricity. The total
cumulative investment required for electricity to achieve
the MDGs in sub-Saharan Africa alone is estimated at
US$46 billion between 2003 and 2015.

Increasing access to basic utilities requires more
effective financing and revenue mechanisms. The last
decade has shown that foreign direct investment is not
filling the gap. Private investment in infrastructure
projects in developing countries dipped to US$50
billion in 2003 after reaching its peak at US$131 billion
in 1997, according to the World Bank. Foreign exchange
risk has perhaps become the key disincentive for
international investors. A World Bank survey revealed
that of 50 private power firms surveyed, 52 per cent
were retreating from the electricity sector in developing
countries and only three continue to be interested.

Public-private partnerships were rated as ‘not important’
for all 50 firms surveyed.At the same time, it is estimated
that in 2000, the bulk of investments into the water
sector came from domestic sources.The domestic public
sector provided nearly 65 per cent, while the domestic
private sector provided 19 per cent of the total, multi-
lateral and bilateral donor funds provided 12 per cent
and the international private sector just five per cent.

As a starting point, it is therefore important to realise
that the overwhelming majority of utilities in the water
and electricity sectors of developing countries remain in
public hands and continue to rely on domestic funds.
Rather than engaging in an ideological debate on the
benefits of private versus public ownership of utilities, the
discussion should therefore put emphasis on the
immediate financing challenges public utility providers are
confronted with in funding and improving their services.

This does not imply that market mechanisms cannot
play a role. In order to finance capital expenditures that
cannot be funded through current revenues or fiscal
transfers, the utility provider must take into account all
appropriate options, whether market-based or not.
Financing mechanisms can range from development
assistance, commercial or development bank lending,
municipal bonds, to pooled financing arrangements or
equity finance if the private sector is involved. Since
most utilities are publicly owned, particular focus should
be put on how cities, states and municipally owned
corporations can make use of these options.

Once finance is raised, the utility has to generate its
own ‘internal’ revenue to pay off its debt and finance

Financing access to water 
and electricity for all –
experiences of Commonwealth
member states

Daniel Platz
Economic Affairs Officer, UN Department

of Economic and Social Affairs

Increasing access to basic utilities is fundamental to the achievement of the Millennium
Development Goals.Yet, resources flowing into the electricity and the water and sanitation sectors

fall far short of what is necessary.The challenge is twofold. On one hand, there is a shortage of long-
term financing instruments to fund major investments into upgrading and extending existing
systems and extend access to the poor. On the other hand, operation and maintenance costs need to
be recovered to ensure sustainability of services. This article reflects on the experience of
Commonwealth member states in applying innovative approaches to mobilise additional resources
for utilities at the local government and community level.The author argues that these efforts need
to be supplemented by increased support by the international donor community.
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recurrent expenditure. At the same time, if full cost
recovery cannot be achieved, the utility will depend on
‘external’ sources of funds such as tax revenue and
transfers from the government. Any sustainable strategy
to improve access to basic utilities for all must therefore
follow a multi-pronged approach and focus on
improving financing as well as ‘internal’ and ‘external’
revenue generating mechanisms.

Mobilising investment: innovative
financing mechanisms
It is important to provide a cautionary note before
elaborating on innovative financing mechanisms.They
are not a panacea.Their potential for success depends on
the depth of the local capital market, the local economic
and social environment and the viability of the utility
itself. Moreover, borrowing money carries risks. Foreign
exchange risk can be substantial, in particular, in cases
where the loan is denominated in foreign currency and
revenues are collected in local currency. Directed credit
schemes and government-subsidised finance have a role
to play, where appropriate market mechanisms are not
readily available. Nevertheless, it can be instructive to take
a closer look at some innovative financing approaches at
the municipal and community level. Depending on the
local context, some of these experiences may be at least
partially applicable in other settings.

Innovative municipal financing mechanisms in
South Africa and India
The city of Johannesburg offers an inspiring example for
generating long-term finance needed for the provision
of public utilities. In 2002, the city experienced a capital
expenditure backlog of R8 billion (about US$1 billion)
with significant adverse impacts on investments in
electricity infrastructure and water provision. To avoid
the breakdown of public services, the city was bailed out
by the national treasury. In order to generate new funds
the city decided to prepare the issue of two institutional
bonds to be financed out of operational surpluses from
water and electricity revenues. Both bonds were well
received by the market, and as a result the financial
standing of the city improved dramatically. According to
the treasurer of the city, the following steps were
important in establishing the bonds: establishing the City
Treasury; embarking on a study tour to Mexico to learn
about best international practice in municipal bonds;
eliciting political support for the move and developing a
10 year financial plan taking into account inflation,
interest rates, tariff increases for municipal services and
mechanisms to secure cheap capital.

In India, municipalities have come together in pooled
financing schemes that can help diversify r isk and
enabled less creditworthy municipalities to tap the
capital market. The Water and Sanitation Pooled Fund
(WSPF) is a common financing arrangement of
fourteen municipalities and towns in the Indian state of
Tamil Nadu. By pooling the water and sanitation
requirements of these municipalities, the WSPF has
raised Rs.304.1 million (US$6.4 million), whose

proceeds are designated to finance small water and
sanitation projects.With a 15-year tenure, it is the first
successful bond issue of its kind outside the US, using a
pooled financing structure for financing water and
sanitation projects of small and medium municipalities.
The bond relied on multiple layers of credit
enhancements, including a no-lien escrow account by
the thirteen urban local bodies (ULBs), a Bond Service
Fund, and a USAID Credit Authority guarantee for 50
per cent of the principal amount. It received a solid
credit rating from Fitch Ratings and the Indian Credit
Rating Agency, and was privately placed with domestic
investors in December 2002. Subscribers came from the
banking, power and insurance sectors and included
Karnataka Bank, City Union Bank, Gujarat Industries,
Power Co Ltd, and Metlife Insurance.

Innovative community financing in Ghana
Both India and South Africa have very active and deep
capital markets that are hard to find in many other
developing countries. Capital market development is
critical to increase the investor demand for long-term
infrastructure financing instruments. Issuing bonds is,
however, not a practical option for municipalities in
most low-income countries with shallow capital
markets.Yet this does not mean that innovative financing
schemes cannot exist in these countries. Some of the
most interesting examples in low-income economies
can be found at the community level. For instance, in
the Upper East Region of Ghana, women have
developed a so-called ‘sou-sou’ group (an informal
savings scheme) to pool resources.The sou-sou tradition
is based on the regular collection of fixed amounts of
money from people participating in the arrangement.
The collected amount is paid out as a loan for
productive ventures for one person at a time until each
member is served.The collected interest of these loans,
together with water levies and other income sources, is
ploughed back into the fund, which is used for
maintaining and operating the water handpumps in the
region. Similar mechanisms have been successfully
applied in other developing countries.

Output-based aid in Cambodia
Output Based Aid (OBA) is a relatively new approach,
based on either a grant subsidy or a concessionary loan.
Consequently, experience with it is limited. Donors and
international financial institutions, such as the World
Bank’s Global Partnership for Output Based Aid
(GPOBA), have developed the instrument to support
the financing efforts of governments or service
providers, including utilities or small scale providers.

Capital market development is critical to
increase the investor demand for long-term

infrastructure financing instruments.
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OBAs are performance-based subsidies designed to
better target the poor by identifying who will benefit,
the types of activities that qualify for the subsidy, and
how much subsidy will be provided. In Cambodia, eight
firms were invited to participate in an international
competitive bidding process for the first batch of a
US$3.1 million OBA grant to supply water to four
towns. Under the OBA arrangement, service providers
were obligated to connect any household within their
service areas that requests a connection. At the same
time, the utility was paid the agreed bid amount
regardless of the ex post connection costs, which should
create an incentive for efficiency. Connection subsidies
were based on the results of community developed
household surveys, and poverty criteria developed by
village representatives and commune council members.
The results of the OBA approach in Cambodia still have
to be assessed. However, a good regulatory environment
and corporate transparency appear to be critical for a
successful OBA arrangement.

Improving actual and perceived creditworthiness 
Actual creditworthiness is critical in sustaining
operations financed through credit. Only a financially
sustainable utility will be able to make repeated use of
market lending instruments.Yet, how can one ensure
that those municipalities with sound finances are actually
perceived as such by potential investors? Perceived
creditworthiness is critical for the cities and states
abilities to raise finance, whether it is through bond or
bank lending. South Africa and India are the only two
developing nations within the Commonwealth that have
received ratings from at least one of the three major
credit rating agencies at the sub-sovereign level. Figure 4
shows that, with the exception of Mexico, the
overwhelming majority of cities and states in developing
countries have not been rated by any one of the three
agencies. How can ratings be made more accessible and
affordable to creditworthy municipalities in poor
countries? One strategy could be to promote linkages
between local and international credit rating agencies.
India had some success in tapping domestic savings
through municipal bonds rated by Indian ratings
agencies.As of 2005, at least nine cities have raised funds
(some Rs.7.5 billion) from the Indian capital market
through municipal bonds.

Ensuring sustainability: revenue-
generating mechanisms
Financing mechanisms, whether market-based or state-
subsidised, are loans and loans need to be repaid, usually
with interest. An effective collection system of taxes and
user fees provides the basis for sustainable revenue
generation. It is vital to strengthen capacities of utilities
to help ensure efficiency, effectiveness, transparency,
accountability and sustainability. Whereas full cost
recovery seems unrealistic for most utility providers in
developing countries, many utilities have gone a long
way in improving efficiency of their operations.

Increasing efficiency in cost recovery in
Uganda
The experience of the Ugandan National Water and
Sewerage Corporation (NWSC) in optimising revenues
through cost efficiency-enhancing measures makes for
an illuminating case study. As of 1998, the operational
efficiency of the old NWSC was low. Subsequent cost
recovery interventions focused on the policy level
through a change of the board and a change in strategy
as well as on operational improvements through a
comprehensive management reform. A reduction in
administration and overhead costs, a stricter appraisal of
capital projects and a simplification, rationalisation and
indexation of tariffs led to major operating efficiency
gains and resulted in significantly increased coverage.

Cross-subsidies were applied across customer groups and
across areas by application of a uniform tariff. At the
same time, disconnecting users from their services upon
non-payment could be avoided. It is important to note,
however, that even despite significant efficiency gains,
full cost recovery was not an attainable goal for NWSC.
The utility had to rely on grants for capital investments.

Capacity building and technical
assistance through partnerships
There is a need to strengthen technical, financial,
managerial and institutional capacities of water utilities,
including utility operators and regulators.The emerging
consensus seems to be that capacity building
programmes should focus on educational training,
monitoring of research and forecasting, legislation and
regulation as well as finding sustainable financing
mechanisms for infrastructure investments. Developing
partnership mechanisms between utility operators, such
as the Global Water Operators Partnership mechanism
(WOP) recently initiated by the UN System, can help
improve the performance and effectiveness of utilities.
By establishing networks at the regional, sub-regional
and national levels less efficient utilities may benefit from
the experiences of competent utilities on a regular but
not-for profit basis.

Increasing budgetary allocations to
water and electricity
In order to increase access immediately to basic utilities
to the poor, allocations for utilities from national, state
and municipal budgets must increase. Most utilities in

OBAs are performance-based subsidies
designed to better target the poor by

identifying who will benefit, the types of
activities that qualify for the subsidy, and 

how much subsidy will be provided.



developing countries fall short of generating sufficient
funds to attract outside investors. Increasing budgetary
allocations to these sectors is a joint responsibility of the
developing and the developed world, particularly in low-
income countries. At the level of the developing
country, financial allocations to the two sectors have to
compete within a very tight budget with other priority
areas such as health services and education. At the same
time, overall tax revenue is low in low-income
economies with high poverty rates and large informal
sectors. In many cases, a paradigm shift might be
necessary, when it comes to picking the appropriate
macroeconomic policies. Governments should reevaluate
fiscal constraints at the sovereign and sub-sovereign as 
to whether they unnecessarily limit much-needed
investment in infrastructure. At the donor level, Official
Development Assistance (ODA) falls short of what is
needed. Since the 2002 UN Conference on Financing
for Development in Monterrey, Mexico, the declining
trend of ODA has reversed. ODA rose to US$106.5
billion in 2005, or 0.33 per cent of GNI of developed
countries. However, in 2006 ODA decreased to 0.30 per
cent of GNI. According to most estimates, US$150
billion, net of debt relief, technical assistance and
emergency relief, are needed to reach the MDGs by
2015 (UN, 2007a).

Daniel Platz is Economic Affairs Officer and focal point for
civil society engagement in the Financing for Development
Office of the UN Department of Economic and Social Affairs,
which monitors the implementation of the Monterrey
Consensus. His current focus area is the financing of basic
utilities in developing countries.The views expressed in this
article are those of the author and do not necessarily reflect those
of the United Nations.

The Department of Economic and Social Affairs of the
United Nations Secretariat is a vital interface between global
policies in the economic, social and environmental spheres and
national action. The department compiles, generates and
analyses a wide range of economic, social and environmental
data, and facilitates the negotiations of member states in many
intergovernmental bodies. It also advises interested governments
on translating policy frameworks into programmes at the
country level and, through technical assistance, helps build
national capacities.

Financing for Development Office
United Nations
Two UN Plaza, DC2-2276
New York, NY 10017
USA

Tel: +1 (212) 963 3664 Fax: +1 (212) 963 0443
Email: platz@un.org Website: www.un.org/esa/ffd
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Phone: 049 836 0021 or 049 836 0192
Fax: 049 836 0105

Jansenville, Klipplaat and Waterford

Situated in the plains of the Camdeboo just north of the Klein Winterhoek mountains lie the small Karoo
towns of Jansenville and Klipplaat.  Together with the hamlet of Waterford, these combine to form the
Ikwezi Municipality which is, in turn, a division of the Cacadu District Municipality.

Jansenville lies in the heart of the Noorsveld with its distinctive spiky plants while Klipplaat lies in an area
of typical Karoo vegetation.  Angora goats thrive in these conditions and Jansenville has for long been the
heart of South Africa's mohair production.

OUR VISION
To be recognised as an economically prosperous, self-sustainable and socially responsive municipality
committed to effective and efficient service provision and facilitating empowerment programmes that
will result in local residents being self-reliant.

OUR MISSION STATEMENT
We believe our primary responsibility is with the residents of Jansenville and Klipplaat. 
We exist to provide community services; promotion and deepening of local democracy; to stimulate
socio-economic development; creation of space for community participation and human resource
development and to facilitate sustainable livelihood for our residents.

We strive to be transparent and accountable in the execution of our responsibilities and to be effective
and efficient in the implementation of the programmes and projects.

We recognise the value and mutual benefits of networking and working in partnership with stakeholders
such as Cacadu District Municipality, SALGA, Provincial and National Governmental Agencies.

CONTACT
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Despite the pervasive influence of mobility and
access issues on almost all aspects of development,

the Millennium Development Goals (MDGs) make no
explicit reference to transport.The transport sector has
become accustomed to describing itself as the ‘missing
link’ in the MDGs, the ‘critical catalyst’ that was
overlooked when the eight goals were drawn up by the
United Nations in 2000.This oversight encouraged the
generation of a wealth of evidence to articulate the
relationship between transport and poverty, and justify
the critical role of the transport sector in achieving the
goals.The downside, however, has been a downturn in
bilateral interest in transport, leaving the sector in the
hands of the large multi-nationals and diminishing
opportunities for smaller-scale initiatives that address the
needs of poor and vulnerable communities.

A critical catalyst for the MDGs
The need for improved mobility and access for poor
communities is implicit in the timely and affordable
delivery of good-quality public services, the facilitation
of economic growth through national, regional and
international trade, the empowerment of vulnerable
groups, and in establishing links with the market
economy and information society. If we examine each of
the MDGs in this context we reveal not only the
catalytic role of transport, but also the complexity of the
relationship between transport and poverty. Improving
access and mobility in order to deliver meaningful
responses to the MDGs requires us not only to develop

physical infrastructure and transport services, but also to
overcome the social, political, and physical constraints to
movement faced by women, men and children.

Goal 1: Eradicate extreme poverty and hunger.
Three-quarters of the world’s chronically hungry live in
rural areas, so enabling poor farmers to market their
produce more efficiently is an effective means of
reducing hunger and poverty. Investments in improved
transport infrastructure and services can be effective in
lowering input prices, increasing agricultural production
and reducing the monopoly power of agricultural
traders. Food security is also determined by purchasing
power and therefore the level and location of

A means to an end:
transport and the
Millennium Development
Goals Kate Czuczman

Editor and Communication Coordinator,
International Forum for Rural 

Transport and Development (IFRTD) 

Making sure rural farmers can get their produce to market; delivering emergency obstetric care
to women in labour; providing safe journeys to school for children – concerns such as these

resonate throughout the Commonwealth, but most significantly in our developing nations where
they represent key measures towards the realisation of the Millennium Development Goals (MDGs).
Access and mobility issues are implicit in almost all aspects of development, yet curiously the
MDGs make no explicit reference to transport. A wealth of evidence underlines transport’s
potential as a key catalyst in the delivery of the MDGs. In this paper we explore the critical
relationship between transport and each of the goals and look at the challenges that we need to
overcome to enable transport to maximise its potential and fulfil a catalytic role in the delivery of
the MDGs by the 2015 deadline.

A boy on his way to school in Debresellasie, Eritrea. Children here walk up
steep hills for several hours to reach the village school.
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employment opportunities. Transport investment both
facilitates access to employment and is an employer, for
example through labour-based construction and the
operation of transport services.

Goal 2: Achieve universal primary education.
Getting to school in rural areas is costly in time, energy
and money. Dropout rates are high, and attracting and
retaining quality teaching staff in rural schools is
difficult. The distance between home and school, the
lack of appropriate, affordable infrastructure and services
to make the journey, and the time required to do so, are
all constraints to this goal. Improved mobility can also
relieve the heavy domestic workloads that are a barrier
to attendance, particularly for girls.

Goal 3: Promote gender equality and empower
women. Women often carry a heavier burden in terms
of time and effort spent on transport. They have less
access and control over resources and fewer
opportunities than men to use transport technologies.
By focusing more investment on the infrastructure and
services used by and appropriate to women, their time
poverty can be dramatically reduced. Improved mobility
empowers women to take more control over their lives
by increasing their access to markets, their exposure to
education and information, their opportunities to
participate in income generation, community and
political activities, and by improving equality in gender
relations.

Goals 4 and 5: Reduce child mortality and
improve maternal mortality. More than 60 per cent
of people in poor countries live more than eight
kilometres from a healthcare facility and there is a clear
association between infant, child and maternal mortality
rates and distances to healthcare services. Improvements
in mobility have shown measurable impacts such as a
rise in the immunisation of children.

Factors that are conducive to good maternal and child
health such as antenatal and post-partum care, birth in
the presence of a skilled attendant and the availability of
emergency obstetr ic services, are compromised by
distances to referral health services and limited,
inappropriate and expensive transport services. Long,
slow journeys act as a deterrent to healthcare-seeking
behaviour by enforcing breaks in subsistence activities
and loss of wages. Meanwhile, the poor handling 
and positioning of patients during transportation,
particularly for pregnant women, can lead to critical
secondary injuries.

Goal 6: Combat HIV/AIDS, malaria and other
diseases. Transport costs are a major impediment to
anyone seeking or supplying sustained healthcare
treatment. Immunisation and disease control
programmes are compromised by disruption to the safe
and timely delivery of vaccines, while poor access
prohibits the repeat attendance of patients.

The spread of HIV/AIDS has been exacerbated by 
the increased mobility of individuals and transport
employees, particularly in South Africa.Transport hubs,
road corridors and locations of infrastructure
construction and maintenance represent locations of
high HIV/AIDS risk.

Goal 7: Ensure environmental sustainability.
Environmental degradation has a much greater impact
on the livelihoods of the poor by increasing their
vulnerability to natural and man-made disasters.
Transport has a poor environmental record: greenhouse
gas emissions, noise pollution, deforestation and
contribution to urban sprawl.Yet transport also provides
huge potential for minimising its externalities and
developing environmentally sustainable technologies, for
example green roads and gravity ropeways in Nepal.The
promotion of more sustainable public transport and non-
motorised vehicles and the development of traditional
waterways can all contribute to a greener tomorrow.

Goal 8: Develop a global partnership for
development. Transport provides the links between
rural areas and the outside world. It forges a life-link
between rural communities and their markets, puts
isolated people in touch with their representatives,
sustains important social networks and in general helps
to empower communities and individuals by delivering
freedom of movement.

A project implemented by eRangers in the Dowa district of
Malawi has demonstrated the significant impact of a targeted
transport intervention on rural maternal health. Dowa district
has among the worst incidence of maternal deaths in the
country. The district hospital is 96km from the furthest rural
clinic yet until 2005 it offered the only free Emergency
Obstetric Care (EMOC) in the district. Limited public transport
meant long delays for women referred to EMOC and this was
widely accepted as one of the key factors in the limited uptake
of EMOC services among rural women in the district.

In July 2005 the Dowa District Health Office (DHO)
incorporated ten eRanger motorbike ambulances into their
maternal health service portfolio. These ten bikes are stationed
at ten rural health facilities, with two trained local drivers per
bike. They are free to use, and designated for women who need
transportation to higher-level EMOC. Since the introduction of
the motorbike ambulances, district-wide facilitated deliveries
have almost doubled. Available affordable transport has
encouraged women to opt for facility delivery services and
Dowa’s maternal mortality rate dropped by almost half in the
first 12 months of EMOC referral transport provision, compared
with neighbouring districts where rates continued to rise
(Crouch, 2007).

Ongoing child-centred research conducted by child researchers
and facilitated by the University of Durham in Ghana, South
Africa and Malawi, offers real insights into the mobility
constraints faced by children as they travel to school. Among
the deterrents to attendance that have been identified are
issues of safety and security on school routes, in particular
from sexual harassment and violence. Concerns also surround
punishment systems for the lateness and unkempt
appearances that arise from lengthy and arduous journeys. This
research is expected to provide a substantial and comparative
body of qualitative and quantitative evidence to improve policy
making in the education sector (Porter et al, 2007).
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The missing link
The omission of transport issues from the MDGs has had
the positive effect of encouraging the transport sector,
traditionally focused on technical and engineering
aspects, to deepen its own understanding of the
relationship between transport and poverty reduction.
This has been accompanied by the recognition and
promotion of transport’s cross-sectoral significance, and
the initiation of new cross-sectoral partnerships. For
example, the International Forum for Rural Transport
and Development’s Mobility and Health international
networked research programme recently took maternal
health as its central focus and worked with participants
from both the transport and health sectors.

The increasing recognition of transport as a cross-
cutting issue is also reflected in the integration of
transport into some poverty reduction and MDG-related
initiatives. For example, the Millennium Villages Project
(MVP) is delivering integrated packages of development
to 12 villages in Africa.Transport, after a hesitant start, is
now firmly on the MVP agenda; one village has already
been provided with a modified truck to carry cargo and
serve as a community ambulance. Meanwhile, the Sub-
Saharan Africa Transport Policy Programme (SSATP) has
successfully integrated transport issues into national
poverty reduction strategies in the region.

Another positive outcome has been a drive by the
transport sector to determine transport and poverty
outcomes that deliver results for the MDGs. In 2005,
African Ministers responsible for transport and
infrastructure met in Ethiopia and issued a declaration
recognising the importance of the role of transport in the
realisation of the MDGs.The declaration set out clear
targets aligned to the MDGs, for example a pledge to
halve the proportion of the rural population living more
than two km beyond an all-season mode of transport by
2015. The declaration also included implementation
guidelines and commitments of support.

Meanwhile, the World Bank has an ongoing
programme to review the measures and indicators that

are used in the transport sector.The Transport Results
Initiative strives not only to understand the data and
indicators that will help us to manage efficient transport
infrastructure and services, but also to monitor the social
and economic impact of these interventions alongside
the sector’s progress towards achieving the MDGs.

Despite these positive outcomes the omission of
transport from within the MDGs has created a clear
challenge for the transport sector. As donor priorities
have shifted to align with the goals, some bilaterals are
choosing to move away from transport altogether; and if
this continues we can expect to see the sector left in the
hands of the bigger multilaterals. The impact of this
could be the prioritisation of large-scale road-focused
investments over the broader approach transport
initiatives that are more likely to benefit poor
communities (Werner, 2007).

Moving forward
As we pass the mid-point to the 2015 deadline for
achieving the MDGs it is time for us to consolidate a
cross-sectoral role for transport. In Breaking with Business
as Usual (2005), Chai calls for ‘joined up policy’, and this
is what is needed to recognise the core contribution of
access and mobility to the delivery of targets in all
aspects of development: health, education, sanitation,
agriculture, trade, and good governance.

This requires more initiatives such as the previously
outlined example from Dowa district, Malawi, in which
the health ministry has engaged with and invested in
transport issues as a means of delivering against health
targets. It also calls upon the transport sector to address
its own internal challenges in realising a pro-poor
agenda. Although current transport rhetoric looks
beyond an exclusive focus on roads to a more integrated
approach encompassing low cost means of transport and
the optimal location of services to suit local needs, this
rhetoric is still not matched by practice on the ground.

A paucity of reliable and comprehensive travel data is a
weak link between policy intent and the delivery of
solutions. Participants in the Transport Results Initiative
have called for the inclusion of household travel
information as part of regular national surveys. Examples
include the 2004 Nairobi Urban Household Travel
Patterns Survey which revealed that transport accounted
for over 10 per cent of expenditure for at least 68 per
cent of households in the city; also the 2005 South
Africa National household travel survey, which recorded
transport difficulties for approximately 82 per cent of
rural households.

The increasing recognition of transport as 
a cross-cutting issue is also reflected in the 
integration of transport into some poverty 

reduction and MDG-related initiatives. 

Roads are not enough, Tanzania.
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We also need to further refine and scrutinise the
transport and poverty indicators that we have developed.
Do they really reflect the reality of improving access and
mobility for poor communities? The Rural Access Index
(RAI), one of the most established headline indicators,
endorsed by the World Bank, defines rural access in terms
of the percentage of a population within two km of an all-
season road. Is distance a sufficient indicator? What about
the affordability, availability and reliability of transport
services? The differential time burdens encountered due to
different terrains and climate patterns? How do we deal
with the less recognised barriers to mobility such as
personal security? (see box above).

Another huge challenge facing the transport sector is
the combined force of corruption, poor transparency
and lack of accountability.The transport sector accounts
for the largest proportion of EU and World Bank
investment and nearly six per cent of global gross
domestic product. Over the past decade the World Bank
has provided more than $30 million or well over 15 per
cent of its total lending commitments to support
transport projects. It is inevitable that good governance
must be a key focus of the transport sector if we are to
contribute to the achievement of the MDGs.

To date, transport has lagged behind other sectors in
valuing and integrating rights-based approaches.
Engineers at local and central level often consider this a
burden to already heavy workloads and not necessarily
relevant to the task of road building. However, some
initiatives such as the Nyanza Roads 2000 strategy are
pioneering a new approach (see box below).

Gender is a key theme throughout the MDGs and
one that has been on the transport sector agenda for
over a decade.Yet many transport professionals continue
to be unable or unwilling to translate gender and
transport concepts into practice. Even where gender is

mainstreamed at policy level and in programme design,
this is generally not reflected in field-level outcomes.
However, some programmes are turning the tide and
offer the opportunity to learn from good practice.
Examples include the Danish International
Development Agency (DANIDA) which supports the
inclusion of a strong gender specialist in all project
preparation teams and promotes gender-sensitive
programme documentation (Fernando, 2007). Also, the
second phase of the Peru Rural Roads Programme in
which gender equity was mainstreamed in the project
objectives and targeted women’s participation in micro-
enterprises, rural road committees and income
generating activities (Gutierrez, 2006).

As we approach 2015 it is crucial that we maximise
transport’s potential to leverage the delivery of the
MDGs. We need to cement new cross-sectoral
partnerships that will support the implementation of
integrated programmes. We need to establish clear
mechanisms to ensure that appropriate transport data is
systematically collected and monitored against meaningful
transport and poverty indicators. Ultimately we need to
close the gap between our rhetoric and the harsh reality
of isolation that is still experienced by so many
communities throughout the Commonwealth every day.

Kate Czuczman is the Editor and Communications
Coordinator at the International Forum for Rural Transport and
Development (IFRTD). She moderates the GATNET
Gender,Transport and Equity Community and has extensive
experience in international networking and advocacy within the
transport and development sector.

The International Forum for Rural Transport and
Development (IFRTD) is a global network of individuals and
organisations working together towards improved access, mobility
and economic opportunity for poor communities in developing
countries.

International Forum for Rural Transport and Development 
113 Spitfire Studios, 63-71 Collier Street
London N1 9BE, UK 

Tel: +44 (0)207 713 6699
Fax: +44 (0)207 713 8290
Email: info@ifrtd.org
Website: www.ifrtd.org

Many transport professionals continue to 
be unable or unwilling to translate gender 

and transport concepts into practice.

The Nyanza Roads 2000 strategy in Kenya is working with the
Kisii Training Centre to introduce cross-cutting poverty
reduction issues into training courses for engineers and
contractors. Contract design and performance evaluation is
also traditionally skewed towards technical outcomes rather
than poverty reduction targets, for example, measuring the
number of kilometres of road built rather than improvements
to school attendance. Roads 2000 in Nyanza now expects
engineers to report gender disaggregated employment figures;
however, this does not yet extend to an evaluation of impact,
such as the impact of employment creation on the local
community. (Ndirangu, Flanary, van Riet, 2007)

The Bayam Salam Women, rural entrepreneurs in Cameroon,
have been found to be more susceptible to bribery at road-
blocks as they are forced to sit on the roofs of taxis to protect
their merchandise. This leaves them more ‘accessible’ to
officers. They are also exposed to sexual harassment when
using community paths to access suppliers, and to sexually
transmitted diseases, including HIV/AIDS, because transport
operators frequently demand sexual favours in return for seats
(Meli 2007).
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Promoting sustainable
development in Bayelsa
State, Nigeria

Bayelsa state has one of the largest
crude and natural gas deposits

in Nigeria and is the site of the first
commercial discovery of crude oil
in the country. Today, Bayelsa State 
is responsible for about 25 per cent
of Nigeria’s crude oil production
and 10 per cent of her GDP.

The state has been characterised as
a place of frustrated expectations
and deep-rooted mistrust, due to
long years of neglect and destruction
in the livelihoods of the indigenous
people, resulting from environmental
degradation due to poor crude oil
exploration and production practices
over the years. The state’s human
development index (HDI) score, a
measure of well-being encompassing
the longevity of life, knowledge and
a decent standard of living, remains
at a low value of 0.499 (with one
being the highest score).

While these ratings put the state at
a slightly higher level than Nigeria’s
overall HDI of 0.453, the state rates
far below countries or regions with
similar oil and gas resources. For

example, the HDI for Saudi Arabia 
in 2000 stood at 0.800, while in 2003
the United Arab Emirates, Kuwait,
Libya, Venezuela and Indonesia
achieved scores of 0.849, 0.844,
0.799, 0.772 and 0.697 respectively.

Behind this poor performance 
is a combination of economic,
social, political and environmental
factors. This social instability,
poor governance, competition 
for economic resources and
environmental degradation have
taken a toll.

The riverine terrain presents a
further challenge to the development
of infrastructure in the state. This 
has limited access to fundamental

services such as electricity, safe
drinking water, roads and health
facilities that are taken for granted in
many other parts of Nigeria. It is
estimated that about N1.2 trillion
(US$10 billion) is required over the
next ten years to bridge the state’s
current infrastructure gap.

The road ahead
The successful transition of power
from successive administrations has
provided a sound and democratic
basis on which to initiate and
institutionalise reforms in the state.Bayelsa State is 

responsible for about 
25 per cent of Nigeria’s 

crude oil production and 
10 per cent of her GDP.

The riverine terrain 
presents a challenge to 

the development of
infrastructure in the state. 

Bayelsa State is a state in southern Nigeria in the core of the Niger Delta Region.The state is part
of the world’s third largest wetland, with extensive freshwater swamp forest and rich biological
diversity. Over half of the state’s land area, estimated at 9,059 sq km, is criss-crossed with creeks
and dotted with small islands, while the remainder is a lowland rainforest zone. This difficult
topography encourages people to gather in small rural communities of less than 5,000, which offer
very limited economic opportunities. However, the local population (estimated at 1.7 million) is
primarily engaged in fishing on commercial and subsistence levels.

500-bed hospital, Yenagoa.

His Excellency Chief Timipre Sylva, Governor,
Bayelsa State.
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The administration of Chief Timipre
Sylva set out a reform agenda which
has been a guiding light for its
activities. The goals of this reform
programme include the following:

• To build a state with a thriving
economy that will provide not only
for current needs but will ensure a
secured and prosperous future

• To provide affordable housing, high
standards in healthcare, job training
and expanding opportunities for
employment

• To ensure equal access to good
quality care and education services,
and

• To provide a safe and secure
environment where personal safety
and security of property are
enjoyed by all members of the
society in a peaceful setting.

The agenda is anchored on the
reforms outlined in the following
sections.

Poverty reduction 
This objective will be achieved by:

• Providing financial intermediation
through the provision of micro-
credit (in partnership with micro-
credit institutions) to facilitate
access to resources by the poor
people in the state who are
disadvantaged in the competition

for funds from commercial
sources. Efforts have begun with
the recent adoption of the state’s
Microcredit Policy which defines
the framework for implementing
micro-credit by the State
Executive Council.

• Improving the educational facilities
in the state and facilitating access 
to qualitative education by the
transformation of the State
Scholarship Scheme.

• Improvement in the capacity and
quality of healthcare facilities,
aimed at reducing mortality rates
and improvement of the general
life expectancy, thus ensuring a
strong and viable workforce to
drive the state’s economic growth
and development.

• Strengthening of the state’s
Transport Scheme and completion
of major roads aimed at promoting
economic growth by increasing
accessibility and facilitating the
movement of goods and services.

• Improvement of power supply
through the construction of gas
turbines and power stations for
rural electrification which will
stimulate economic activity and
improve the delivery of other
social services such as like
healthcare and education.

Diversifying the state’s
sources of revenue 
The revenue diversification efforts
are centred on intensifying the
state’s investment in the production
of agricultural crops, in which it 
has comparative advantage. These
programmes are aimed at increasing
the opportunities for wealth creation,
enhancement of household incomes
and employment generation by
creating alternatives for white-collar
jobs.

Fiscal and budget discipline 
The implementation of a medium-
term expenditure framework will
be the most important reform in
this area. This will enable the state
government to ensure that its
expenditure is consistent with the
macroeconomic objectives of the
state and the pr ior ities of its
institutions. Also, the introduction
of measures aimed at ensur ing 
that the budget preparation process
is disciplined will reduce the
tendency for extra-budgetary
expenditure, and will promote
better cash management and
ultimately, project delivery.

Peace and Security: 
In order to address the Niger Delta
crisis, this administration has
recognized that the following key
elements are essential for a successful
response to the Niger Delta crisis:

• Good governance

• Sustainable Development

• Justice and the rule of law

The state’s 
Microcredit Policy defines

the framework for
implementing micro-credit

by the State Executive
Council.

Construction of an office complex for the State
Judiciary.

Millennium Park, Yenagoa.

Ongoing road construction in Yenagoa.

The revenue diversification
efforts are centred on
intensifying the state's

investment in the production
of agricultural crops, in

which it has comparative
advantage. 



Specific initiatives that have begun
in this regard include:

• The creation of the Ministry of
Youth, Employment Generation
and Conflict Resolution

• Development of the Bayelsa State
Sustainable Development Strategy

• Signing of MOUs with the major
oil companies operating the State

• Development of the Niger Delta
Action Plan  with the Federal
Government  (which is still in
draft form)

• Implementation of the Triple E
policy; engagement, education and
enforcement.

Public-private partnerships
In view of the massive infrastructure
requirements of the state and existing
funding gap which has resulted, it has
become imperative for the Bayelsa
State Government to articulate and
implement a viable public-private
partnership (PPP) model to further
drive infrastructural development and
ultimately, economic development
for its people.

The rising scale of the state’s
demographics, public health and
security needs, as well as its economic
development goals, have translated
into physical and human infrastructure
requirements that far exceed currently
available government financing
resources. The state government 
has identified the development 
of its capital city Yenagoa,

housing, healthcare, education,
works and transport, information,
communication and technology as
pilot sectors for development through
sustainable public-private partnerships.

Efforts in this regard have begun
with the recent articulation of the
state’s Public Private Partnership
policy which defines the framework
for public-private partnerships in
the state and the setting up of a PPP
Unit in the State Ministry of
Finance and Budget to be
responsible for the formulation of its
PPP strategy, project appraisal,
project monitoring, documentation
and evaluation.

Accountability and
transparency 
The state government has begun the
implementation of several policies
based on best practice financial
management and aimed at enshrining
fiscal responsibility. Some of these
policies include:

• The continuation of public
procurement reforms across the

state’s ministries, departments and
agencies. Some of the initiatives in
this area include the recent adoption
of the Public Procurement and
Fiscal Responsibility Bills by the
State Executive Council, which
have been forwarded to the 
State House of Assembly for
consideration and passage into law.

• Prudent management of the state’s
debt portfolio to ensure effective
utilisation of debt as a tool for
driving its economic development.
Efforts in this regard have begun
with the articulation of a Debt
Management Policy and the
transformation of the Debt
Management Office.

• Review and documentation of
appropriate financial management

procedures to promote transparency
in government operations.

• The review and redesign of 
the state’s overhead expenditure
framework to promote fiscal
discipline and responsibility in the
state institutions.

Youth development
Important reforms include
implementing youth, sports and
social development programmes
aimed at empowering young
Bayelsans with skills that will enable
self-reliance, create employment
opportunities and generate wealth.

Dr Silva Opuala-
Charles holds a Ph.D
in economics, specialising
in monetary economics.
He joined the Bayelsa
State administration
from a distinguished

banking career and brings 
a wealth of experience in financial
management. He is currently the
Commissioner for Finance and Budget 
in Bayelsa State, responsible for advising
the State Government on financial risks
and commitments, managing its cash
flows, serving as the point of contact for
debt and investment management and
implementing the required financial
management reforms, among many others.
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Okaka Housing Estate, Yenagoa.Swali Bridge in Yenagoa.

The state government has identified the development 
of its capital city Yenagoa, housing, healthcare, education,

works and transport, information, communication and
technology as pilot sectors for development through

sustainable public-private partnerships.
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The Commonwealth comprises 53
nations around the globe. It spans
from the Americas to the Caribbean,
Europe, Africa, Asia and the Pacific.
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Marlborough House
Pall Mall, London SW1Y 5HX

United Kingdom

Telephone: +44 (0) 20 7747 6385/86
Fax: +44 (0) 20 7839 9081

Email: info@commonwealth.int

Website: www.thecommonwealth.org

An association of 53 
independent states
working together in the
common interests of their
citizens for development,
democracy and peace.

THE
COMMONWEALTH

The flags illustrated are stylised representations and
neither the proportions nor the colours are guaranteed
true. Map credit: ComSec Map in Minutes (TM) July 2005



Invest in us!
Governor's Office, DSP Information Centre, Okilo Road,Yenagoa, Bayelsa State
www.bayelsa.gov.ng

His Excellency Chief Timipre Sylva,
Governor, Bayelsa State




