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Forewords

Welcome
Charilaos Stavrakis
Finance Minister of the Republic of Cyprus

t gives me great pleasure to welcome senior finance
officials to the 2009 Commonwealth Ministers of
Finance Meeting, here in Cyprus.

I

Every year the Commonwealth Finance Ministers
Meeting brings together almost one third of the world’s
Finance Ministers in a forum to discuss matters of
common interest, exchange experiences and learn
from each other; the ultimate objective being to
contribute towards improving the well being of the
Commonwealth 1.8 billion inhabitants.

I believe that the Commonwealth
Finance Ministers Reference Report can
play an important role as a central source
of information for the Finance Ministers
and their officials regarding macro
and micro – financial issues that affect
the Commonwealth nations.

The Commonwealth Finance Ministers Meeting
comes at a very crucial time for the global economy
and for the globally integrated nations of the
Commonwealth. In this respect, the meeting in Cyprus
will allow the Ministers to exchange views on the
impact of the current global economic crisis and the
appropriate policy responses. Moreover, it will provide
the opportunity of bringing our collective resources
together at the highest possible political level to
deliberate on key issues of practical policy concern with
a view to find solutions for the benefit of our respective
constituencies.

10
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Cyprus constitutes an ideal venue for this meeting as it
embraces a small open economy that has not been left
unaffected by the the global crisis, but is weathering the
crisis relatively well. Furthermore, our beautiful country
will also allow the Ministers to interact at a social level
in a relaxed atmosphere and get to know each other
better.
The Cyprus economy, being a small and open
economy, could not be left unaffected by the global
financial and economic crisis, being negatively affected
via the external demand and the confidence channels.
The fact that Cyprus has a sound financial sector,
prudently supervised, in conjunction with the adoption
of the euro in early 2008, has protected it from the
worse, and it is among the countries that have not
required public capital injections into its financial sector.
I welcome the publication of the Commonwealth
Finance Ministers Reference Report, which is the
official publication of the Commonwealth Finance
Ministers Meeting. I believe that the Report can play an
important role as a central source of information for the
Finance Ministers and their officials regarding macro and
micro – financial issues that affect the Commonwealth
nations. I have no doubt that the publication, for the
compilation of which the editors spared no effort,
will be of great value to the Ministers and support them
in decisions they make regarding development policy,
project initiation and daily management of their
Ministries.
I wish to express my warmest congratulations and
appreciation to the editors for their effort.

Charilaos Stavrakis
Finance Minister of the Republic of Cyprus

Kamalesh Sharma
Commonwealth Secretary-General

his has been a momentous year for the global
economy.

T

Commonwealth Finance Ministers last met in St
Lucia in October 2008, just as the world was descending
into the most intense financial crisis for over half a
century. twelve months on, the world is still grappling
with the economic and social consequences.
The crisis has shown the fundamental interconnectedness between economies and people. It has
also shown that collaborative, multinational and inclusive
approaches are essential to ensuring stability and
prosperity for all the countries of the world.
The members of the Commonwealth have always
known this, and have worked to embody these values in
an organisation in which each member is supported, and
the voice of all is equally valued. The quality of the
solution is improved if one adds more voices to the
debate.

It has shown that collaborative,
multinational and inclusive approaches are
essential to ensuring stability and prosperity
for all the countries of the world.

Now in Limassol, Commonwealth members –
representing the spectrum of geographical and
economical diversity – will share the policy lessons
learned from the crisis, and look towards shaping the
future. The discussions should give Ministers three
outcomes. First, insights from the experience of others

which can be translated into policy. Second, practical
ways to support each other in meeting future global
challenges. Third, a distinctive view on how the
international community should react to the crisis, in
the long term.
There is demand for new ways of working and
thinking in the global economy. Commonwealth
Finance Ministers must exploit this opportunity to lead
the global debate – as previous Finance Ministers have,
for instance on debt relief in the 1980s, and capital
account liberalisation in the 1990s.

There is demand for new ways of
working and thinking in the global economy.
Commonwealth Finance Ministers must exploit
this opportunity to lead the global debate.

This is no academic debate. Even as a global recovery
emerges, it is important to recall that the countries
which are least responsible for the crisis are bearing the
brunt of its ill effects. Sixty four million extra people –
many of them our fellow Commonwealth citizens –
have become abjectly poor as a direct result of this crisis.
As always, the Commonwealth Finance Ministers
Meeting is ultimately about people, not economics.

Kamalesh Sharma
Commonwealth Secretary-General

Cyprus, 30 September - 2 October 2009
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Excess capacity in
developing economies:
the impact of the
global recession

Justin Lin
Senior Vice President of Development
Economics and Chief Economist,
The World Bank

hese are challenging times for the world economy. As the scope and depth of this global
recession come into sharper focus, it is evident that adequately addressing the crisis will be a
struggle on many fronts. Some developed economies are showing preliminary signs of stabilisation,
but ensuring that recovery extends to emerging markets is vital to putting the world economy back
on track. Throughout the crisis, policymakers have tended to focus on issues related to financial and
banking markets. However, the central challenge of this crisis has shifted from solving problems in
the financial sector to dealing with issues of excess capacity in the real economy – where goods and
services are created, bought, and sold.

T

xcess capacity appears in an economy when the
demand for products falls below what the market is
equipped to supply. Once a certain threshold of excess
capacity is reached, economies can become trapped in a
vicious cycle in which firms have difficulty finding
viable investment opportunities, investment demand
declines, and some firms are forced into bankruptcy. In
turn, this threatens the income and job security of
workers who then try to reduce spending, which
perpetuates the cycle. The recent convergence of a
sudden decline in global growth, rising unemployment,
and a consequent drop in consumption sets the stage for
substantial capacity underutilisation. This, paired with
the pre-crisis build-up of capacity in the real economy
(particularly in the housing and manufacturing sectors),
may leave developing economies acutely vulnerable even
after the immediate crisis recedes.
Historically, some countries have been able to pull out
of recession by using currency depreciation to increase
their exports. However, this year the world faces the
largest global trade contraction since 1929, and no single
country can count on an export surge to improve their
situation. Therefore, unless we create co-ordinated and
far-reaching policies to address the root issue of excess
capacity, the world may face a protracted slump.

E

Impact of the crisis on developing
countries
When the financial crisis broke, it was generally thought
that developing countries would not be severely affected
because their financial sectors were not fully integrated in
14
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the global financial system. But now, as problems in the
real sector have emerged, it has become clear that the
downturn is seriously impacting developing countries.
Though developed countries are still experiencing some
of the sharpest economic contractions, declining growth
rates paired with high levels of initial poverty suggest that
households in the developing countries are likely to
experience acutely negative consequences, both in the
short- and long-term.
Between 2002 and 2007, developing countries grew
rapidly because of global trade expansion and the large
inflows of private capital, including foreign direct
investment (FDI), rising remittances, and high
commodity prices. In fact, in 2007, private capital flows
to the developing countries amounted to US$1.2
trillion, a six-fold increase compared to the beginning of
the decade. This is thanks in part to the rise in FDI,
which responded to the higher export earnings from
resource-rich developing countries. These higher
earnings, in turn, were made possible by higher world
commodity prices. Also, workers’ remittances tripled to
US$328 billion over the same period. Now, with the
crisis taking its toll, it is estimated that total FDI and
private capital flows will decline from US$1.2 trillion in
2007 to US$363 billion this year. As a result of declining
exports and reduced capital inflows, developing
countries may encounter a financing gap between
US$352 billion and US$635 billion. Moreover,
remittances are likely to fall by 7.3 per cent in 2009 to
around US$305 billion.
The growth of gross domestic product (GDP) in
developing countries in 2009 is forecast to drop to 1.2

Global Economic Situation

per cent, down from 5.9 per cent in 2008. According to
the United Nations International Labour Organisation,
this decline alone will cause more than 30 million
workers to lose their jobs and, of course, poverty will rise.
This could very well mean the beginning of a dire
situation in many developing countries. New estimates
for 2009 suggest that lower economic growth rates
would trap 53 million more people into extreme poverty
than was expected prior to the crisis. If the US$2-a-day
poverty line is used, 65 million will stay trapped. These
new forecasts, along with the finding that sharply lower
economic growth rates will significantly retard progress
in reducing infant mortality, highlight the serious threat
posed to achieving the Millennium Development Goals,
which have a due date of 2015. Preliminary estimates
for the 2009 to 2015 period forecast that an average
200,000 to 400,000 more children a year, a total of 1.4 to
2.8 million, may die if the crisis persists.
As Robert B. Zoellick, World Bank Group President,
has said: “The global economic crisis threatens to
become a human crisis in many developing countries
unless they can take targeted measures to protect
vulnerable people in their communities.”
Critical to protecting households in countries exposed
to the crisis will be the ability of governments to finance
programmes that create jobs, ensure the delivery of core
services and infrastructure, and provide safety nets. Yet
only one-third of the exposed countries have the fiscal
capacity (that is, the ability to expand fiscal deficits) to
render significant countercyclical spending. In countries
with limited fiscal capacity, it is imperative that assistance
be provided via grants and concessional financing
wherever possible. Moreover, one-third of the countries
with a reasonable amount of fiscal capacity are aid
dependent, and will also require external support to
finance increased spending. It is noteworthy, however,
that several developing countries are navigating this crisis
better than previous episodes. Having translated the
lessons of previous crises into robust policy frameworks
and stronger fundamentals, they are now capable of
implementing counter-cyclical policies, whereas in the
past (for example, during the Mexican, East Asian, and
Russian crises), the need for immediate stabilisation led
inevitably to contractionary policy frameworks to
rebuild confidence and credibility.
There is still a great deal of uncertainty, but some recent
indicators show positive signs. Beginning in mid-March
2009 amid signs of a recovery in the United States, and
confidence that no further major financial sector collapses
were in the works, markets began to strengthen and
capital flows to developing countries picked up. Equity
flows to developing countries in the first two months of
the second quarter exceeded the total for the first quarter,
while bank lending and bond issuance both accelerated.
Partly as a result, returns on emerging market assets
surged. Since mid-March, developing country markets are
up 33 per cent as compared with only 19 per cent for
high-income countries. Nevertheless, markets remain
well below pre-crisis highs.

Solving the global crisis
The current crisis is the first ‘synchronised’ crisis in
almost eight decades. While there have been some
improvements in segments of the financial system
targeted for direct support by US authorities, in general,
monetary policy in developed countries is unlikely to
stimulate investment and consumption in excess capacity
situations. The global nature of the downturn means
that no single country can pull out of the crisis. Instead,
the international community as a whole must make a
concerted effort. In particular, countries with ambitious
fiscal stimulus programmes should resist ‘rushing to the
exits’ over concerns about growing debt burdens. Even
as major fiscal stimulus packages are being implemented
around the world to complement monetary policy, it is
clear that in environments where firms face large adverse
shifts in demand, some fiscal policy features such as tax
cuts and subsidies may have little effect.
Fiscal stimulus packages

In their current form, the fiscal stimulus packages have
two major limitations. First, most developing countries
are constrained by either fiscal space or foreign exchange
reserves and thus, in many cases, will not be in the
position to implement counter-cyclical policies. Many
low-income countries entered the current crisis
immediately on the heels of the fuel and food crises,
which led them to increase fiscal subsidies. Their fiscal
positions are already weak. Moreover, one-third of
developing countries have already had current account
deficits exceeding 10 per cent of their GDP. They will
not be able to finance the inevitable increase of imports
due to the fiscal stimuli.

Contrary to Keynesian wisdom, the impact
of fiscal stimuli will be muted by the tendency
of households to adjust their consumption
and saving patterns on the basis of
expectations about the future.

Second, the proposed fiscal stimuli that are currently
feasible are in developed countries, where their impact
will be the least. In the current climate of uncertainty,
households tend to put increased value on precautionary
savings. Thus, contrary to Keynesian wisdom, the impact
of fiscal stimuli will be muted by the tendency of
households to adjust their consumption and saving
patterns on the basis of expectations about the future.
We can analyse Japan’s ‘lost decade’ in the 1990s for
some insight into this phenomenon. After the collapse of
the equity and housing market in 1991 and the
consequent recession, the Japanese government was
quite aggressive in introducing fiscal stimulus. The
government debt as a percentage of GDP was 60 per
cent in 1991 and, by 2002, it increased to about 140 per
Cyprus, 30 September - 2 October 2009
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cent. Government spending increased but instead of
pumping money back into the economy, individual
savings also increased and the recession continued.
Developing country economies, on the other hand, are
less susceptible to this problem since they face many more
bottlenecks to growth. If the stimuli were used to invest in
projects that release these bottlenecks, productivity is
bound to increase. If gains in productivity are large
enough, these investments may indeed be self-liquidating,
ensuring that precautionary concerns and expected future
tax increases will no longer inhibit spending.
In 1998, because of the East Asian financial crisis,
China encountered a situation very similar to the
situation now. In reaction, the Chinese government
adopted a set of fiscal stimulus packages from 1998 to
2002 that were used to release the bottlenecks in
infrastructure. In 1997, China only had 4,700 kilometers
of highway. By 2002, it increased more than five times to
25,000 kilometers. The transportation situation improved
greatly for port facilities – airport, seaport – as well as for
the electric grid. With that kind of fiscal stimulus, China
average annual growth rate was maintained at 7.8 per
cent. More importantly, after the crisis, the growth rate
accelerated. In 1979 to 2002, the average annual growth
rate in China was 9.6 per cent. However, from 2003 to
2008, not only did the growth rate not decline, it
increased from 9.6 per cent to 10.8 per cent. As a result,
Chinese government debt as a percentage of GDP
declined over time. During the stimulus periods, the debt
increased from about 30 per cent of GDP to 36 per cent
in 2002. But because the growth was enhanced,
government revenue increased and the economy became
much larger. By 2006–2007, the government debt as a
percentage of GDP declined down to 20 per cent.
Thus, the key to solving the two problems outlined
above is through investments in projects with rates of
return high enough to generate higher growth which, in
turn, can generate enough revenues to pay for the costs
of the fiscal stimulus itself. Bottlenecks, such as those in
China’s infrastructure sectors, tend to abound in
developing countries. Clearly, some fraction of fiscal
resources must be injected in developed countries that
are the epicenter of current crisis, but the main policy
objective should be to create demand as quickly and
efficiently as possible. This can be done by channeling
investment to where it can be most effectively utilised, by
eliminating the bottlenecks to growth in the developing
world. Infrastructure in many developing countries, both
domestic and regional, is the main bottleneck to growth.
Increasing investments in infrastructure can increase the
productivity of the private sector, improve the business
environment, and generate high economic returns.

Moving forward with crisis response
We are now observing some ‘green shoots’ pointing to a
bottoming-out of the crisis, but for those promising
trends to continue and spread, developed countries and
international institutions must make investments in
emerging markets. With this in mind, Robert B. Zoellick
16
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has called for the establishment of a ‘Vulnerability Fund’
in which each developed country would devote 0.7 per
cent of its stimulus package to the fund for supporting
social safety net, infrastructure investment, and smalland medium-size enterprises in developing countries.
Sovereign wealth funds held by countries with large
foreign reserves could also devote one per cent of their
proceeds to contribute to infrastructure investment
in Africa.
The World Bank Group is already committing greater
funding to those countries that have been hardest hit by
the crisis. The Bank has committed about US$60 billion
in fiscal year 2009 to support countries hit by the global
crisis, which is a 54 per cent increase over the previous
year as well as a record high. The institution has the
capacity to make new commitments of up to US$100
billion over the next three years and has put in place a
fast-track initiative to make US$2 billion available to
help the poorest countries deal with the crisis. In
addition, the Bank is ramping up support to the private
sector and providing increased technical assistance to
developing countries to aid them in responding to a
more demanding macroeconomic and financial
environment. These steps, in concert with investment
by other institutions and countries, will not only
alleviate some short-term needs but also pave the way
for sustainable, inclusive growth in the future.
In every crisis, there are seeds of opportunity. Even as
the global economic crisis exacts its toll – economic,
social and environmental – we must work together to
mitigate the adverse impacts, especially on the poor and
marginalised segments of our society. It is an
opportunity that we should not waste, and the time for
action is now.
This piece draws from a speech given July 15, 2009 at the
University of South Africa, Pretoria.

Justin Yifu Lin is Senior Vice President of Development
Economics and Chief Economist of The World Bank, prior to
which he was Director of the China Centre for Economic
Research (CCER) at Peking University. Mr. Lin received his
PhD from the University of Chicago. He is widely published,
has won a number of distinguished awards, and has been active
in a wide range of international fora and organisations over the
past 25 years, both globally and in Asia.
The World Bank is a vital source of financial and technical
assistance to developing countries around the world. We are not
a bank in the common sense. We are made up of two unique
development institutions owned by 186 member countries – the
International Bank for Reconstruction and Development
(IBRD) and the International Development Association (IDA).
Justin Lin
Development Economics Vice Presidency
1818 H St NW, MSN MC4-404
Washington, DC 20433
United States
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The IMF response to the
global crisis: meeting
the needs of low-income
countries

Dominique Strauss-Kahn
Managing Director,
International Monetary Fund

ver the past six months, as the global financial crisis has swept from developed to developing
countries, the International Monetary Fund (IMF) has undertaken an unprecedented series of
reforms aimed at supporting low-income countries (LICs). This initiative culminated in July with
the announcement of significant new resources to assist those countries, interest rate relief on all
concessional loans through 2011, permanently higher concessionality of fund financing, and a new
set of lending instruments designed to better meet the diverse needs of LICs.

O

The IMF reform effort
The IMF reform effort is intended to provide the tools
to overcome the impact of a crisis that originated in the
advanced economies, and threatens the hard-won
economic gains that many developing countries have
achieved over the past decade. Moreover, the reform
effort responds to the call by the international
community – as highlighted by the G20 heads of state at
their April 2009 summit – for swift policy action to
meet the needs of the developing world. Along with the
provision of new resources, the new lending architecture
and interest rate relief, the reform has also streamlined
IMF loan conditionality.

The IMF now is working to
help countries keep millions from
sliding back into poverty.

The global financial crisis triggered a steep downturn
in economic activity worldwide. This recession stands
out not just for its depth, but for its breadth. A crisis that
began in the US housing market spread like wildfire;
first among advanced countries, then among emerging
markets, and lastly to the low-income countries. This
‘third wave’ of the crisis hit LICs very hard just as they
were coping with the fallout from the food and fuel
price shocks that hit in 2007. With economic activity
retreating everywhere, and with a sharp decline in world
trade, the demand for exports from developing countries
has dropped rapidly. Commodity prices have fallen
sharply. Foreign direct investment and remittance flows
have tapered off.
18

The Commonwealth Finance Ministers Meeting 2009

Six months ago, the IMF warned that the financial
crisis had created high financing needs that the
international community would have to meet. Those
findings also gave great urgency to the Fund’s efforts to
assist LICs. The IMF now is working to help countries
keep millions from sliding back into poverty.

IMF and Africa in partnership: The G20
London Summit
Extraordinary measures are required. In March 2009,
Tanzania President Jakaya Kikwete and I convened a
conference in Dar es Salaam to reinforce the partnership
of the IMF and Africa in responding to the global crisis.
The IMF committed at the meeting to increase its
support for Africa with more financing, greater
flexibility, enhanced policy dialogue, and a further
strengthening of Africa’s voice in the Fund. These
commitments were conveyed to the G20 London
Summit, where I also asked the donor countries to
facilitate a major increase in the Fund’s concessional
lending.
Delivering on its commitments, the IMF’s support
includes the following measures:
• The IMF is dramatically stepping up its financial
assistance to LICs. It will boost its concessional lending
capacity to around US$17 billion through 2014.
Lending in 2009 and 2010 alone is expected to reach
up to US$8 billion, four times the historical level and
exceeding the G20 call for additional lending of US$6
billion over the next two to three years. The new
resources will include revenue from envisaged IMF
gold sales.
• This scaling up is already evident in the IMF’s country
operations. In the first eight months of 2009, the Fund
committed new concessional lending of about US$3.1
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billion to LICs, compared with US$1.6 billion for all
of 2008.
• Low-income countries will receive exceptional relief
on all interest payments due to the IMF through to the
end of 2011 on credit under all concessional lending
instruments.
• Future Fund financial support will include permanently
higher concessionality, with a mechanism for limiting
fluctuations in concessional interest rates as global
interest rates change.
• The Fund distributed about US$250 billion of Special
Drawing Rights (SDRs) on August 28th to all member
countries according to their quotas in the IMF. This
amounts to an allocation of over US$18 billion to
bolster LICs’ foreign exchange reserves and help
alleviate financing constraints.
• Increased IMF financial assistance has been coupled
with programmes that include higher levels of propoor spending and a strengthening of social safety nets
in a majority of cases. Fund programmes have provided
for increased fiscal deficits and often higher spending,
as revenues have declined sharply.
• The IMF has introduced a new architecture of
concessional financing facilities under the umbrella of a
new Poverty Reduction and Growth Trust. The new
instruments will be more flexible, to address crises such
as the current one, and tailored to the increasing
diversity of LICs. The Extended Credit Facility
provides flexible medium-term support; the Standby
Credit Facility addresses short-term and precautionary
needs; and the Rapid Credit Facility offers emergency
support with limited conditionality.
• The new architecture is coupled with a doubling of
access to financing under the facilities, which will help
meet the needs of countries that have been hardest hit
by the crisis. The policy is in line with a decision to
increase access limits for other IMF member countries.
• Conditionality in IMF programmes has been
streamlined to focus on core objectives. This flexibility
applies particularly to structural reforms, with the aim
of putting more focus on reform goals and less on
specific time-bound measures.
• The IMF has also adopted a more flexible approach to
setting debt limits in fund-supported programmes to
better reflect the considerable diversity among LICs in
terms of their debt vulnerabilities and macroeconomic
and public financial management capacity.
Africa has been the central focus of the IMF’s scaled-up
financial assistance to LICs. Additional assistance has
reached US$3 billion so far this year, nearly triple the
amount extended in 2008. For example, in the wake of
higher import prices and plummeting copper exports, an
augmentation of Zambia’s Poverty Reduction and Growth
Facility (PRGF) was agreed in May, enabling it to protect
priority social spending while safeguarding macroeconomic stability. Tanzania and Mozambique tapped the
high-access component of the Exogenous Shocks Facility,

providing them with a valuable foreign exchange cushion
in support of their fiscal stimulus programmes. And Ghana
secured a new arrangement under the PRGF in July in
support of an economic adjustment programme to reestablish macroeconomic stability.
The IMF is also stepping up its technical assistance to
low-income countries to meet the policy demands of the
crisis. The Fund’s three regional Technical Assistance
Centres in Africa – in Gabon, Mali, and in Tanzania –
have succeeded thanks to strong local ownership and deep
familiarity with local circumstances. Two additional
regional centres are planned to open in the coming months.

The IMF alone cannot meet the
needs of LICs. It is essential that the
advanced economies follow through
on their aid commitments.
The IMF alone cannot meet the needs of LICs. It is
essential that the advanced economies follow through on
their aid commitments – including the 2005 G7 promise
at Gleneagles to increase aid to Africa by US$50 billion
by next year. Donors must act now so that this scaled-up
assistance is reflected in their 2010 aid budgets. It is also
crucial that the global community reject protectionism
in trade and finance, and successfully conclude the Doha
Round of trade talks. The world must also fight against
‘back door’ protectionism in the form of inducements to
repatriate capital.
The IMF is meeting its commitments to LICs to help
them withstand the forces of global crisis. All countries
must work to that end.

Dominique Strauss-Kahn assumed office as the tenth
Managing Director of the IMF in November 2007. Prior to
joining the IMF, Mr. Strauss-Kahn was Professor of Economics at
Sciences-Po Paris. Between 2001 and 2007, he was elected
thrice to the French National Assembly. From 1997 to 1999
Mr. Strauss-Kahn served as Minister of Economy, Finance and
Industry of France in which capacity he managed the launch of
the Euro.
The International Monetary Fund (IMF) is an organization
of 186 countries, working to foster global monetary co-operation,
secure financial stability, facilitate international trade, promote
high employment and sustainable economic growth, and reduce
poverty around the world.
International Monetary Fund
700 19th Street, N.W.
Washington D.C. 20431
United States
Tel: +1 (202) 623-7000
Fax: +1 (202) 623-4661
Cyprus, 30 September - 2 October 2009
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The Commonwealth
and the economic
crisis

Cyrus Rustomjee
Director of Economic Affairs,
Commonwealth Secretariat

t is well known that the current global economic crisis originated in the United States housing
market and spread through the financial systems of the US and Western Europe. The crisis has had
an impact across the globe, but especially for the poorest. In developing countries the initial concern
was that the crisis would be transmitted from the advanced countries through the financial sectors.
In fact, the greater effects have been on businesses and households as demand for goods and services
from abroad slowed, negatively impacting employment and livelihoods.

I

Nature of the crisis
No Commonwealth country has escaped the current
crisis. Global growth has been set back. In the
Commonwealth’s smaller, poorer and most vulnerable
developing countries, this has been accompanied by
sharp reductions in exports, workers’ remittances and
access to finance; triggered declining fiscal revenues;
increased demands for social service provision and the
maintenance of social safety nets; and substantially
increased levels of unemployment. The following
examples offer a snapshot of these impacts:
• GDP has declined in the advanced economies most
affected by the financial crisis for the first time since
the Second World War. In developing countries, the
World Bank notes that average projected GDP growth
is now about a quarter of its projected level before the
crisis. For these countries, the Bank estimates that
growth will decline to 1.6 per cent in 2009, from an
average of 8.1 per cent in 2006–2007. In sub-Saharan
Africa, the worst affected region, growth is projected
to slow to 1.7 per cent in 2009 from 6.7 per cent in
2006-2007.
Fact Box 1: What do the most affected countries have
in common?
Our analysis shows that the following factors are present in
the worst affected countries:
• Little or no reserves
• Little or no access to international capital markets
• No fiscal space
• A strong reliance on primary commodity exports
• Weak financial systems
• Weak social safety nets.
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• Declining global demand has severely curtailed global
trade volumes and has brought to a close several years
of consistent increases in commodity prices. Global
trade levels have declined to their lowest level in 80
years. Declining exports and falling export prices have
dealt a devastating double blow to the smaller, poorer
economies in the Commonwealth. The combined
impact on developing countries has been severe with
export revenues sharply contracting, employment in
export sectors declining substantially, and government’s
fiscal revenues, an important part of which are sourced
from trade-related excise duties, reducing significantly.
The smallest and most vulnerable Commonwealth
countries are especially exposed to the slowdown in
demand from the advanced countries, which could
eliminate any prospect that living standards in these
countries will rise in the short term.

The smallest, most vulnerable
Commonwealth countries are
especially exposed to the
slowdown in global demand.

• Declining global output has also impacted the level
of workers’ remittances from abroad, on which
households in many developing countries are reliant.
In many countries remittances have sharply
deteriorated, reducing household income and
contributing further to the fall in aggregate foreign
exchange inflows. For unskilled workers, in particular,
declining remittances have been accompanied by rising
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unemployment in cases where workers abroad have
been retrenched and returned to their home countries
to seek new employment.
• The global crisis has reduced access to finance across all
Commonwealth developing countries. There has been
concern that official development assistance (ODA) will
come under threat, as major bilateral contributors – who
have been profoundly affected by the global crisis –
experience substantial domestic fiscal pressure. Foreign
direct investment, particularly equity capital, as well as
commercial bank lending to developing countries and
emerging markets have declined significantly as foreign
investors and banks have sought to reduce their risk
exposures. Trade finance has similarly deteriorated,
further compounding the slowdown in trade volumes.
The collective impact of declining commercial bank
lending, substantially reduced access to trade credits and
uncertain access to concessional financial resources has
curtailed possibilities for developing countries to obtain
external finance.
Fact Box 2: Falling Foreign Direct Investment
• According to UNCTAD (2009), Falling Foreign Direct
Investment (FDI) inflows to developing countries fell by
15 per cent in 2008.
• The World Bank (2009) projects a 30 per cent fall in FDI
flows to developing countries in 2009, while the IMF (2009)
expects a sharp slowdown of FDI to about a half of all
low-income countries.

• Reduced access accompanied by increasing demands
for fiscal spending to address the economic and social
consequences of the crisis, has led to the emergence of
a large and persistent financing gap. The World Bank
estimates that the crisis has created a financing gap for
developing countries of between US$270 and US$700
billion. This excludes trade finance and represents the
additional amount needed for developing countries to
address the impact of the crisis and to maintain
expenditure at pre-crisis levels.
• The crisis could increase unemployment substantially.
The latest Global Employment Trends (GET) report
issued by the International Labour Office (2009)
suggests that the global unemployment rate will rise to
6.1 per cent in 2009 compared to 5.7 per cent in
2007, increasing the number of unemployed by
18 million people in 2009, in comparison with 2007.
In a worst-case scenario, the global unemployment rate
could rise to 7.1 per cent and result in an increase in
the global number of unemployed by more than
50 million people. Women have been hit hard by the
crisis. The ILO (2009) warned that, depending on the
depth and trajectory of the economic crisis, the
number of unemployed women could increase by
22 million in 2009. Young people are at the greatest
risk of losing their jobs as they have the least
experience and, with diminished prospects for new
employment, new entrants, particularly graduates, are

likely to wait longer to enter employment. The crisis
has also had a detrimental impact on youth
development, by curbing the establishment and
development of small and micro enterprises (SMEs).
Many of these can be categorised as ‘youth enterprises’
based on the length of time in operation and the
relatively young age of the management and/or
owners. In the economic downturn, with very little to
provide as collateral for their long-term capital and
short-term financing requirements, SMEs have
comprised the majority of credit-starved businesses.
Historical data suggests that as much as 80 per cent of
all SMEs fail within the first two years. The proportion
is expected to increase as a consequence of the crisis.

What are the implications?
The crisis has become unprecedented in its scale and its
reach at a global level. The implications are most
significant and adverse for small and vulnerable
countries, many of which are Commonwealth members.
For them, recovery will take far longer than in the larger
economies with greater and easier access to sources of
capital and to the global trading system. For the
substantial majority of these vulnerable countries, the
downturn is more a profound economic and social crisis
and far less a crisis either emanating in or impacting
upon their financial sectors.

An end in sight?
The crisis has depressed investor and consumer
confidence in both advanced industrial and developing
countries. Some signs have recently emerged of an end to
the recession in some of the advanced economies most
affected by the crisis. But it is not clear whether these
signs point to a sustained recovery in these countries. The
duration of the crisis will be far more pronounced in
developing countries, which have had no fiscal space to
stave off the first-round effects of the crisis and where the
crisis has undermined institutional resilience and capacity,
and significantly increased poverty.
Fact Box 3: Negative or Zero Growth
According to the IMF (2009), 26 Commonwealth members will
experience either negative or zero growth in 2009.

What is being done about it?
Every government worldwide is concerned to help its
economy recover, and multilateral agencies are also fully
engaged. For developing countries, the World Bank, the
International Monetary Fund (IMF) and regional
development banks are key among these agencies
because of the significant resources at their disposal.

The Commonwealth response
The crisis changes the context in which the
Commonwealth’s ongoing work takes place and will
Cyprus, 30 September - 2 October 2009
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shape its efforts to support its membership in meeting
the challenges they face. The crisis has signalled a shift in
the way in which the global economy is managed. The
need for international co-operation and understanding
across a wide front is clearer than ever. While it does not
have the technical or financial resources of larger
international organisations or the regional efforts to help
countries affected by the global downturn, the
Commonwealth is well placed to make a distinctive
contribution to this debate. Through the diversity of its
membership – which ranges from the largest to the
smallest countries in the world – the Commonwealth
works to ensure inclusiveness so that all countries are
fairly represented in decision-making that affects them.
This was the case when leaders from the world’s G20
countries met in London in April 2009 and agreed a
US$1.1 trillion rescue package to bolster the ailing
global economy. Before this meeting, Commonwealth
Secretary-General Kamalesh Sharma called on leaders
not to forget the “G172”, the 90 per cent of the world’s
countries that were not at the table. “It is our hope that
the G20 addresses the challenges of more than its
own ‘magic circle’”, he said in a joint statement with
Abdou Diouf, Secretary-General of the Organisation
Internationale de la Francophonie.

The Commonwealth makes a
distinctive contribution to the debate
through the diversity of its membership.

domestic debt for nearly 25 years. Over 60 countries and
territories, including some non-member nations such as
Afghanistan and China, have utilised this system to
record, monitor and analyse their positions on external
debt totalling more than US$500 billion. As a result of
Commonwealth support in debt relief and debt
management, a number of Commonwealth countries
are better able to weather the current crisis than would
otherwise have been the case.
The Commonwealth helps countries formulate,
negotiate and implement their trade policies. Steps
include placing trade experts in government ministries
and regional organisations to help African, Caribbean
and Pacific countries to integrate into the global trading
system. These and other efforts are pre-emptive; looking
ahead to unknown challenges as well as dealing with
present ones.
In addition, the Commonwealth is contributing to
alleviating the crisis by offering countries the practical
help they need to respond to the crisis, including advice
in the design of any programme to reduce government
expenditure in the face of the crisis.
It is these activities – advocating inclusiveness and
forward thinking, as well as reinforcing the practical
response of governments to their citizens – on which
the Commonwealth must continue to focus during this
economic crisis.

The response of the international
community
Multilateral agencies are better equipped than the
Commonwealth to respond to the crisis, in terms of
human and financial resources as well as by mandate.
World Bank group

Using its international presence to call for an inclusive
solution to a global problem, the Commonwealth
provides a platform for countries to come together and
make their voices heard. For example, following the
November 2007 biennial summit of Commonwealth
Heads of Government in Uganda, which called for
reform of international institutions, 11 leaders met at the
Commonwealth’s headquarters in London in June 2008,
to outline guiding principles for reform. These guiding
principles include an equal voice and fair representation
for all countries, and the stipulation that institutions
must be transparent and accountable to their
membership as well as the wider public. This was among
the first occasions that the call for reform was made, and
it has been picked up and taken forward by the
international community.
As well as advocacy on behalf of its entire membership,
the Commonwealth continues to help countries build
stronger and more equitable structures to provide for
long-term resilience against any future economic and
other threats from an increasingly globalised world.
In terms of debt management, the Commonwealth’s
Debt Recording and Management System has been
assisting countries record and manage their external and
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The World Bank has responded quickly and substantially
with both new funding and extensive analysis. A series
of new funds and financing instruments have been
created, utilising the Bank’s existing capital base.
The Bank has organised its crisis response in three
thematic areas: protecting the most vulnerable against
the fall-out of the crisis; maintaining long-term
infrastructure investment programmes; and sustaining the
potential for private sector-led economic growth and
employment creation, particularly through SMEs and
micro-finance. The thematic areas have been supported
by three separate financing mechanisms: a Vulnerability
Financing Facility (VFF); an Infrastructure Recovery
and Assets (INFRA) platform; and a private sector
initiative led by the International Finance Corporation.
Through the VFF and INFRA mechanisms, upwards of
US$2 billion is being made available to eligible countries.
Over half of that amount has already been allocated,
including to a number of Commonwealth countries. For
example, in Sierra Leone, 119 cash-for-work projects have
been approved, providing 42,000 days of employment for
more than 5,300 people. To meet the long-term needs of
developing countries, the joint World Bank/International
Finance Corporation’s infrastructure facility will provide
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more than US$55 billion to infrastructure projects in
developing countries over the next three years, including
many Commonwealth member countries.
In addition to its financial resources, the World Bank
has also produced extensive analysis on the impact of the
crisis in developing countries. This analytical work,
including a recent global monitoring report produced
jointly with the International Monetary Fund (IMF),
provides a detailed outline of the impact of the crisis
in developing countries and the basis for a response
by others.

The Commonwealth should continue to
advocate for inclusiveness and the practical
response of governments to their citizens.

International Monetary Fund

The IMF has responded to the crisis in several ways.
This includes significant adjustments to its lending
instruments; agreement to substantially increase the
resources available in its lending operations; and a wide
range of analytical work on the crisis and on responses
in regions and member countries (2009).
Regional development banks

The regional development banks have emerged as an
important part of the global crisis response. These banks
are close to their clients and able to adapt flexibly in the
face of changed circumstances. For Commonwealth
members, three are particularly important.
The Caribbean Development Bank (CDB) has increased
its loans and grants substantially from US$210 million in
2007 to US$347 million in 2008. The less developed
countries of the Caribbean Community (CARICOM),
including the members of the Organisation of Eastern
Caribbean States (OECS), received approximately 37 per
cent of the value of these facilities in 2008. The CDB
has played a major role in providing support for fiscal
budgets to Commonwealth member countries, notably
to Belize and St Kitts and Nevis; and made allocations
for natural disaster relief and rehabilitation to five
countries: Belize, Dominica, Haiti, Jamaica and the Turks
and Caicos Islands. Looking forward, the CDB has
worked with the Inter-American Development Bank to
respond further to the economic crisis by establishing a
regional credit facility with a fast-track disbursing
mechanism for the region’s member countries.
The African Development Bank (AfDB) has responded
comprehensively to the crisis in the continent. To combat
the effects, the AfDB has proposed an emergency
liquidity facility of US$1.5 billion to provide financial
support, introduced a new US$500 million trade finance
line of credit and is considering committing a further
US$500 million to global trade finance liquidity
programmes. The bank is also contributing to funds to
support agribusiness and micro-finance, and is co-

ordinating a platform for co-financing projects in Africa
through the African Financing Partnership.
The Asian Development Bank (ADB) has seen its capital
doubled as result of the crisis and has increased its nonconcessional lending from US$17 billion before the
crisis to US$26 billion subsequently. This has included
lending through a new counter-cyclical facility, set up
explicitly to respond to the loss of liquidity in private
capital markets, which will lend up to US$3 billion. In
addition, the bank is being provided with the resources
to allow for a 30 per cent increase in its lending to the
poorest members. In common with the other regional
development banks, the ADB is strengthening its support
for the full range of activities in the private sector,
infrastructure development and trade.

What next?
The Commonwealth has a robust, ongoing, demanddriven and extensive programme of work in its member
countries. It is a programme built on the Commonwealth’s
close, trusted relationship with its members and refined
by many years of support to the most vulnerable
Commonwealth countries, with the least resources,
which are bearing the brunt of the long-term
consequences of the current crisis.
This programme will continue, adapting where
necessary to the specific challenges brought on by the
crisis and constantly refining as members bring forward
new requests for support. Two important events in the
final quarter of 2009 – the Commonwealth Finance
Minister’s Meeting in Cyprus, in early October, and the
Commonwealth Heads of Government Meeting in
Trinidad and Tobago, in late November – are expected
to give new momentum to the Commonwealth’s efforts
to support member countries during the crisis.

Dr Cyrus Rustomjee assumed his post as Director, Economic
Affairs Division, in January 2009. Previously he was
Chairperson of South Africa’s non-bank financial sector
regulatory authority and of the Minister of Finance’s advisory
board on financial policy and regulation. In 2007 Cyrus headed
the G20 Secretariat during South Africa’s term as G20 Chair.
The Economic Affairs Division is responsible for the
Commonwealth Secretariat’s work in economic and financial
sector development, trade, small states and the environment.
Economic Affairs Division
Commonwealth Secretariat
Marlborough House, Pall Mall
London, SW1Y 5HX
United Kingdom
Tel: +44 (0)20 7747 6250
Fax: +44 (0)20 7004 3581
Email: c.rustomjee@commonwealth.int
Website: www.thecommonwealth.org
Cyprus, 30 September - 2 October 2009
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International
Training Solutions
Global expertise in bank,
microfinance and business training

At International Training Solutions our aim is to make a lasting difference to people’s lives. To achieve this
we primarily provide high-quality, practical training that enhances the skills of personnel in the financial
services industry so that they become more effective in their roles and the customers they serve have
improved access to financial services.
Although our base is in Johannesburg, South Africa, we also have a footprint in Europe and, since the
company’s formation in 1996, we have delivered training on USAID, DFID, and World Bank projects as well
as on our own contracts in countries as diverse as Bosnia, The Philippines, Tanzania, Ukraine, Uganda,
Kenya, Namibia, Botswana, Swaziland and South Africa.

We offer training in four focus areas:
Banks

Microfinance institutions

We aim to enhance the credit risk assessment skills
of lending bankers as well as improve their general
understanding of the challenges facing micro and
small enterprises so that entrepreneurs may gain
greater access to financial services. We have
conducted this type of training for a number of banks
worldwide and currently we do so for three of the
main four commercial banks in South Africa.

We offer training to MFIs that is intended to improve
individual employees’ skills levels but the main focus
is on building the institution’s capacity and
sustainability by training its management in the
application of best-practice in key competence areas.
Training material in this segment incorporates the
recommendations of international organisations
such as CGAP and MicroSave to ensure global
relevance.

Entrepreneurs

Individuals

Our micro and small business skills training, which
focuses especially around the key areas of marketing
and financial management, is designed to assist
entrepreneurs in the development of business plans
and to help them manage their businesses more
effectively and sustainably.

Our financial literacy training deals with the common
financial problems that people typically face in our
consumer society and assists them to take charge of
their financial situation and to prepare confidently for
a financially secure future.

In today’s inter-connected world we believe that physical location is no longer important but experience of, and
exposure to, both developed and developing economies is critical if training is to remain relevant to a broad target
audience. We can deliver that expertise - globally.
Training can be delivered in a traditional classroom setting or, if a distance-learning
approach is preferred, on DVD or via Internet. Whichever method is chosen, all
training includes a comprehensive workbook and is supported by email and, where
appropriate, additional web-based content.

For more information please contact us:
By telephone: (+27) 11 465 0803
By email: info@itsafrica.co.za ! Or visit us at: www.itsafrica.co.za
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The Worst Crisis
– and the best
opportunity

Professor Muhammad Yunus
Founder,
Grameen Bank

he past two years have been very eventful. They have added up to a warning sign – a wake-up
call to redesign our existing system of capitalism to one that is more inclusive of the welfare of
all classes of people. We had the food crisis, the oil price crisis, the on-going environmental crisis –
and then came the crushing collapse of the US financial system. This crush had a domino affect that
traversed across the globe. Colossal financial institutions and respectable automakers are going down
or being forced alive with unprecedented amounts of government bailout packages.

T

he basic cause of this historic financial collapse has
been presented in various ways, such as: excessive
greed in the marketplace, turning the market into a
gambling casino, irresponsible capitalism, failure of the
regulatory institution, and so on. Credit markets were
originally created to serve human needs – to provide
business people with capital to start or expand
companies. In return for these services, bankers and
other lenders earned a reasonable profit. Everyone
benefited. In recent years, however, the credit markets
have been distorted by a relative handful of individuals
and companies with a different goal in mind – to earn
unrealistically high rates of return through clever feats of
financial engineering. They repackaged mortgages and
other loans into sophisticated instruments whose risk
level and other characteristics were hidden or disguised.
Then they sold and resold these instruments, earning a
slice of profit on every transaction. All the while,
investors eagerly bid up the prices, scrambling for
unsustainable growth; and gambling that the underlying
weakness of the system would never come to light.

T

The financial crisis was
so shocking that the world leaders
and media forgot that 2008 was also
the year of several other crises.

Globalisation had fuelled this financial tsunami all over
the world very quickly. Stock-markets all over the world
were and still are reporting on a daily basis how
companies and individuals are losing trillions of dollars.

But it is not the rich who will be the worst sufferers
from this financial crisis; rather it will be the bottom
three billion people on this planet who are not
responsible in any way for creating the problem. Rich
people will lose a lot of their wealth, but they will
still be left with a lot. Their life style will not be
affected materially. With the slow-down of the
economy the bottom three billion people will face job
and income losses.
The financial crisis was so shocking that the world
leaders and media forgot that 2008 was also the year of
several other crises. We have only seen the beginning of
these; it is going to be a long and painful period ahead.
Combined effects on the bottom three billion of the
financial crisis, the food crisis, the energy crisis and the
environmental crisis will unfold in the coming months
and years.
World leaders’ overriding concern for the emergency
situation on the financial front is quite understandable.
While the financial crisis should get the topmost
priority, it should not be considered as a problem of
high finance only. This narrow view of the financial
crisis is likely to create global social and political
problems. The human aspects of the financial crisis must
be integrated into all policy packages. An appropriate
answer would be to treat all these crises as one, since
they are all linked together. So far governments have
kept themselves busy in coming up with super-size bailout packages for the institutions that were responsible
for creating the financial crisis; no bail-out package of
any size was even discussed for the victims of the crisis –
the three billion bottom people and the planet.
I am repeatedly urging that this mega-crisis be taken
as a mega-opportunity to redesign the existing
economic and financial systems.
Cyprus, 30 September - 2 October 2009
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Capitalism is a half-done structure
Even if we can overcome the problems of the financial
and food crises, we will still be left with energy and the
environment, along with some fundamental questions
about the effectiveness of capitalism in tackling many
other unresolved problems. In my view the theoretical
framework of capitalism that is in practice today is a
half-done structure.
The present theory of capitalism holds that the
marketplace is only for those who are interested in
making money, for the people who are interested in
profit only. This interpretation of human beings in the
theory treats people as one-dimensional. But people are
multi-dimensional, as Adam Smith saw two and a half
centuries back. While they have their selfish dimension,
at the same time they can be selfless. Capitalism and the
marketplace that has grown up around the theory makes
no room for the selfless dimension of the people. If the
self-sacrificing drive and motivation that exist in people
could be brought into the business arena to make an
impact on the problems that face the world, there would
be very few difficulties that we could not solve.
The current structure of economics theory does not
allow these dimensions of people to play out in the
marketplace. I argue that given the opportunity, people
will come into the marketplace to express their selfless
urges by running special types of businesses, let us call
them social businesses, to make a change in the world. In
the absence of such market opportunities people express
their selflessness through charities. Charitable efforts
have been with us always, and they are noble, and they
are needed. But we have seen that business is more
capable of innovation, of expansion, of reaching more
and more people through the power of the free market.
Imagine what we could achieve if talented entrepreneurs
and business executives around the world devoted
themselves to ending, say, malnutrition in a business
format – with the difference that these businesses will
have no aim of making money for their investors.

Social business
With this in mind, I am proposing a different structure
of the market itself; I am proposing a second type of
business to operate in the same market along with the
existing kind of profit-maximising enterprise. I am not
opposed to the existing type of business (although I call
for many improvements in it as many others do). I am
proposing a new business in addition to the existing one.
This new type can be called ‘social business’, because it is
for the collective benefit of others.
This type of business is one whose purpose is to
address and solve social problems, not to make money
for its investors. It is a non-loss non-dividend company.
An investor can recoup his investment capital, but
beyond that no profit may be taken out as dividends by
the investors. These profits remain with the company
and are used to expand its outreach, improve the quality
of the product or service, and design methods to bring
down the cost of the product or service. If the efficiency,
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the competitiveness, the dynamism of the business world
could be harnessed to deal with specific social problems,
the world would be a much better place.
The concept of a social business crystallised in my
mind through over 30 years of experience with the
Grameen enterprises. Over this time Grameen created a
series of companies to address different problems faced
by the poor in Bangladesh. Whether the company was
founded to provide renewable energy, or to provide
healthcare, or yet again to provide information
technology to the poor, we were always motivated to
address the social need. We always designed the
companies to be profitable, but only to ensure their
sustainability, so that the product or service could reach
more and more of the poor, and on an ongoing basis. In
all these cases social need was the only motivation; there
was no consideration at all to make personal money.
That is how I realised that businesses could be built that
way, from the ground up, around the specific social need,
without any motive for personal gain.

Capitalism and the marketplace
that has grown up around the theory
makes no room for the selfless
dimension of the people.

The concept of social business got international
attention when Grameen launched a joint venture with
Danone, a multinational company from France.
Grameen teamed up with Danone to bring nutritious
fortified yogurt to the undernourished children of rural
Bangladesh. The aim of this social business is to fill the
nutritional gap in the diet of these children. We sell the
yogurt to the poor children to make the company selfsustaining. The other goal of this social business is to
create a cycle where the local economy is uplifted.
Because of this factory, local milk is being purchased
and thus farmers and herders are being employed.
Secondly, we have yogurt ladies who are selling the
yogurt and thus creating employment for themselves.
Beyond the investment capital, neither Grameen nor
Danone will make money from this venture, by
agreement. We have one plant already operating in
Bangladesh, and we hope eventually to have 50 such
plants throughout the country.
We have built an eyecare hospital on social business
principles. We have created a joint venture with Veolia of
France to deliver safe drinking water in the villages of
Bangladesh. With this company we are building a small
water treatment plant in a rural part of Bangladesh to
bring clean water to 50,000 villagers, in an area where
the existing supply of water is highly contaminated with
arsenic. We will sell the water at a very affordable price
to the villagers to make the company sustainable, but no
financial gain will come to Grameen or Veolia. Now
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more and more companies are coming forward to
partner with us. We feel excited in creating a series of
examples of social businesses, and we hope these will
encourage others to join in.
Some people are sceptical. Who will create these
businesses? Who will run them? I always say that, to
begin with, there is no dearth of philanthropists in the
world, no dearth of donor countries giving grants.
People give away billions of dollars. Donor countries
give away billions of dollars. Imagine if those billions
could be used in a social business way to help people.
These billions will be recycled again and again, and the
social impact could be all that much more powerful.
Company money designated for Corporate Social
Responsibility (CSR) could easily go into social
businesses. Each company can create its own range; and
we can create Social Business Funds to pool funds and
invest them in social businesses. The bottom line is that
we are creating a self-sustaining system whereby the
whole economy is benefiting.

A social stock market
To connect investors with social businesses, we need to
create a social stock market where only the shares of
social businesses will be traded. An investor will come to
this stock exchange with the clear intention of finding
a social business that has a mission of his or her liking.
Anyone who wants to make money will go to the
existing stock market.
To enable a social stock exchange to perform properly,
we will need to create rating agencies, standardisation of
terminology, definitions, impact measurement tools,
reporting formats, new financial publications such as The
Social Wall Street Journal, and new media such as Social
Bloomberg. Business schools will offer courses and
qualifications to train young managers to run social
businesses in the most efficient manner, and, most of all,
to inspire them to become social business entrepreneurs
themselves.

Business owned by the poor
Even profit-maximising companies can be social
businesses if they are owned by the poor. This
constitutes a second type of social business. Grameen
Bank falls under this category of social business. It is
owned by its poor borrowers. The borrowers buy
Grameen Bank shares with their own money, and
these shares cannot be transferred to non-borrowers.
A committed professional team does the day-to-day
running of the bank.

Company money designated for
Corporate Social Responsibility (CSR)
could easily go into social businesses.
Each company can create its own range.

Bilateral and multi-lateral donors could easily create
this type of social businesses. When a donor gives a loan
or a grant to build a bridge in the recipient country, it
could create instead a ‘bridge company’ owned by the
local poor. A committed management company could
be given the responsibility of administration. The profits
would go to the local poor as dividend, and towards
building more bridges. Many infrastructure projects such
as roads, highways, airports, seaports and utility
companies could be undertaken in this manner.
Once the concept of social business is included in the
economic theory, thousands of people will come
forward to invest in these enterprises because they all
have social dreams in their hearts. We will need to
create social stock markets to channel these funds to
appropriate social businesses.

We live in a globalised world, for better
or for worse. What we do in one part of
the world has a direct impact on another.

Globalisation
We live in a globalised world, for better or for worse.
What we do in one part of the world has a direct impact
on another. We are now connected and interdependent
in an unprecedented way. This can be a good thing, and
this can be a bad thing. Good waves spread quickly.
So do the bad waves. Shock-waves from the collapse of
the financial system in the USA is being transmitted
globally. The whole world now suffers for something
that happened in the USA.
Wrongdoings of the rich world impact on the lives of
the poor people very heavily. The life style of the North
can make lives in the South unsustainable.
The issue of climate change and how this will affect
the earth, and how human beings will continue to
survive on this planet, is a very good example of this.
The world has many resources, but much of these are
non-renewable. We have to understand that the patterns
of our consumption, and the path to development that
the world is taking, could seriously endanger our future
on this planet. The food crisis is in part caused by
changes in climate patterns brought about, scientists
believe, by global warming.
My country, Bangladesh, is singled out very often as a
country that will be most affected, and most quickly, by
the effects of climate change. As we all live in the same
world, we have to understand that we all have to share
this world with everyone today, and also with future
generations.
Cyprus, 30 September - 2 October 2009

29

Global Economic Situation

We have to design a new global economic architecture
to make sure one person’s enjoyment of life does not
take away the right of survival of another person.
Similarly, the quality of life of one generation must not
put another generation in peril.

Role of social businesses in globalisation
I support globalisation and believe it can bring more
benefits to the poor than any alternative system. But
it must be the right kind of globalisation. To me,
globalisation is like a hundred-lane highway crisscrossing the world. If it is a free-for-all highway, its lanes
will be taken over by the giant trucks from powerful
economies. Bangladeshi rickshaws will be thrown off the
highway. In order to have a win-win globalisation we
must have traffic rules, traffic police, and traffic authority
for this global highway. The rule of ‘strongest takes it all’
must be replaced by rules that ensure that the poorest
have a place and piece of the action, without being
elbowed out by the strong. Globalisation must not
become financial imperialism.

The rule of ‘strongest takes it all’ must be
replaced by rules that ensure that the poorest
have a place and piece of the action, without
being elbowed out by the strong.
Powerful multi-national social businesses can be
created to retain the benefit of globalisation for the poor
people and poor countries. Social businesses will either
bring ownership to the poor people, or keep the profit
within the poor countries, since taking dividends will
not be their objective. Direct foreign investment by
foreign social businesses will be exciting news for
recipient countries. Building strong economies in the
poor countries by protecting their national interest from
plundering companies will be a major area of interest for
the social businesses.

The worst crises provide the best
opportunities
Most important, the current mega-crisis should not take
away the resources of the donors and the attention of
their leaders from the world’s search for long-term
global solutions. Instead it should invite the attention of
leaders and donors to see this as a huge opportunity to
integrate and prioritise long-term problems in their
integrated solution packages.
The current multiple crises offer us all a valuable lesson
in the inter-connectedness of the human family. The fate
of Lehman Brothers and the poor sisters working in the
garment factory in Bangladesh are linked together. The
fate of a rice farmer in Bangladesh, a maize farmer in
Mexico, and a maize farmer in Iowa are all intertwined;
and while short-term trends may appear to benefit a few
of us at the expense of many others, in the long run the
30
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only truly sustainable policies are those that will allow all
the peoples of the world to share in progress.
In the coming months the multiple crises will reveal
more of their ramifications in economic terms and
human terms. This is the time to bring the world
together to face this crisis in a well planned and well
managed way; to take this crisis as the best opportunity
to design and put in place a new economic and financial
architecture – in such a way that this type of crisis will
never recur again, long-standing global problems will be
addressed decisively, and the incoherence and
deficiencies of the current economic and financial order
will finally be removed.

In the long run the only truly
sustainable policies are those that will
allow all the peoples of the world
to share in progress.

The most important feature of this new global
economic architecture will be to bring the half-done
theoretical framework of capitalism to completion by
including a second type of business, the social business,
in the marketplace. Once this is included in the
framework, it can play very important roles in solving
the financial crisis, the food crisis, the energy crisis and
also very importantly the environmental crisis.
It will be is the most effective institutional mechanism
to resolve the unresolved problems of poverty and illhealth. Social business can address all the problems left
behind by the profit making businesses; and at the same
time it can tone down the excesses of those motivated
by profit.

Professor Muhammad Yunus established the Grameen Bank
in Bangladesh. His objective was to help poor people escape from
poverty by providing loans without collateral to support income
generating activities. From Professor Yunus’s personal loan of small
amounts of money to destitute basket weavers in Bangladesh in
the mid-70s, the Grameen Bank has advanced to the forefront of a
burgeoning world movement toward eradicating poverty through
micro-lending. Grameen Bank now has eight million borrowers,
97 per cent of whom are women, and has lent over US$8.26
billion with a near 100 per cent repayment rate. Professor Yunus is
the recipient of the World Food Prize (1994) and the Sydney
Peace Prize (1998). In 2006, Professor Yunus received the Seoul
Peace Prize and the Nobel Peace Prize. On August 12, 2009
Professor Yunus was awarded the Presidential Medal of Freedom
by President Obama at a White House ceremony.
Yunus Centre, Grameen Bank Bhaban
Mirpur-2, Dhaka
Bangladesh
Email: info@yunuscentre.org
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A global rethink
for a rainbow
recovery

Dirk Willem te Velde
Programme Leader, Overseas
Development Institute

he global financial crisis was born in the banks and stock markets of the rich, industrialised
nations. As leaders rushed to contain the damage in the developed world – with mixed success –
the crisis spread to developing nations. Many countries that were already contending with grave
economic and social challenges are now being hit by a crisis that was none of their making. And
developing countries that had made great strides in economic growth and social development in
recent decades are seeing hard-won progress ebb away in the face of this financial catastrophe. The
world’s many development success stories are in danger. The global financial crisis has not only
highlighted the weaknesses of the world’s financial, economic and governance systems, but paves the
way for major changes.

T

B

y the end of 2009, developing countries are expected
to have lost incomes of at least US$750 billion –
US$50 billion of which is from sub-Saharan Africa alone.
The consequences include rising unemployment, poverty
and hunger, and an additional 50 million people trapped
in absolute poverty, with the number expected to rise to
90 million by December 2010.
There are heated debates on how policy-makers
should respond. While it may seem only natural to focus
on domestic agendas, the rise of protectionism at this
stage could jeopardise the prospects of sustainable
recovery, increasing the risks of a double dip and of
repeated crises in the future. The crisis itself may have
created a rare opportunity to re-think the financial and
economic systems that have failed the poorest.

some cases, advised their ministers on appropriate policy
responses. ODI has led case studies in 10 developing
countries, working with local researchers to see how the
financial crisis is playing out on the ground, six of them
members of the Commonwealth: Bangladesh, Ghana,
Kenya, Nigeria, Uganda and Zambia. The aim was to
pinpoint the measures needed to ensure sustainable
recovery, avoid volatility, and ensure that poor countries
are included in the recovery when it comes.
While all of the countries studied are very different,
and will be affected differently, two things are clear: poor
countries have been hit harder than predicted, and
2009 is likely to be worse than 2008 (te Velde, D.W.
et al (2009) The global financial crisis and developing countries
– synthesis of the findings of 10 country case studies.
ODI Working Paper 306. Overseas Development
Institute 2009).

While it may seem only natural to focus on
domestic agendas, the rise of protectionism at
this stage could jeopardise the prospects of
sustainable recovery, increasing the risks of a
double dip and of repeated crises in the future.

The economic impact

Research at the Overseas Development Institute
(ODI), a leading international think tank on
development issues, has mapped out the transmission
belts that are carrying the crisis to developing countries,
calculated the likely damage to their economies and, in
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Some countries are seeing the strong positive economic
growth that lasted into 2008 sink into negative growth
in 2009 (Figure 1). The ODI research revealed a general
slowdown throughout 2008, and there are sure signs that
growth in 2009 will be worse, in general, for lowincome countries. Growth forecasts have been revised
downward in all 10 countries, in stark contrast to the
excellent economic growth in developing countries
overall in recent years. Kenya, for example, may achieve
only three to four per cent growth in 2009, down from
7 per cent in 2007. Other countries, such as Zambia,
have seen growth prospects falter less, despite the effects
of the crisis on the mining industry.

Global Economic Situation

Figure 1. GDP per capita forecasts for 2009 (IMF and own calculations).

The ODI research suggested that net financial flows
to all developing countries may fall by as much as
US$300 billion over 2007-2009, equivalent to a 25 per
cent drop.
The value of trade is declining. Prices of commodities,
including copper and oil, tumbled, affecting countries
such as Nigeria and Zambia, although they have
rebounded in recent months adding to the harmful
volatile conditions. Portfolio investment slumped in
most of the countries studied in 2008, with large net
outflows in some cases. Equity markets have plunged,
and there is evidence of tighter credit conditions for
bank lending in Ghana and Zambia. Bond and equity
issuances have fallen, with bond issuances put on hold in
Ghana, Kenya and Uganda, and the sell-off of risky assets
in developing countries.
Foreign Direct Investment (FDI) is one of the most
stable external resources for developing countries,
reaching a record US$500 billion in 2007, and has been
affected less. Even so, the impact on FDI varies across
countries, and worsened in 2008, particularly in African
countries that had enjoyed record increases in 2007.

Around 80 per cent of remittances to developing
countries come from high-income countries, making
this often-vital source of household income vulnerable
to economic crises. Such remittances reached a record
US$251 billion in 2007, but have fallen in nearly all
the countries studied. Remittances to Kenya, largely
from Kenyans working in the USA, fell around 38 per
cent in the first eight months of 2008. In Tonga,
remittances fell by 15 per cent between June 2008 and
June 2009. Jamaica experienced a drop of 14 per cent
in the first two months of 2009 – 18 per cent in
February alone. Overall, we estimate a fall in
remittances to developing countries of between US$25
and US$66 billion in 2009 (Table 1) (Cali, M.,
Dell’Erba, S. (2009) The global financial crisis and
remittances: what past evidence suggests. ODI Working
Paper 303. Overseas Development Institute).
Additional research by ODI suggests that small and
economically open states are among the most
vulnerable to the crisis, not only through financial
contagion, but also through their high dependence on
FDI, exports, remittances and aid (te Velde, D.W.,

Table 1: Prospects for remittances to developing countries
World Bank forecasts, March 2009

ODI forecasts, March 2009

Base case Low case

Base case Low case

2008e*

2009f

2010f

2009f

2010f

2009f

2010f

2009f

2010f

Developing countries

305e

290

299

280

280

272A;282B

312

239A;270B

315

SSA

20

19

20

18

18

19

21

18

21

Developing countries

8.8

-5

2.9

-8.2

0.2

-8A; 8B

5

-12A; -22B

8

SSA

6.3

-4.4

3.5

-7.9

0.0

-6

7

-9

10

US$ billion

Growth rate (%)

Notes: *World Bank data based on the March 2009 data on remittances. ODI estimates are based on February 2009 data on remittances.
‘A’ estimates are based on outflows’ predictions. ‘B’ estimates are based on inflows’ predictions.
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Massa, I., Cali, M. (2009) The Global Financial Crisis
and Small States: supporting investment and promoting
private sector development. Revised paper for the
Commonwealth Secretariat, August 2009). They lack a
strong voice on the world stage, and many fall outside
the groupings of Least Developed Countries (LDCs) or
Low Income Countries (LICs) that have preferential
trade arrangements. They are experiencing falling
remittances and FDI, especially in sectors that fuelled
their earlier economic growth: tourism, financial
services and real estate. In St Lucia, where many
people depend on tourism, hotels were 80 per cent
empty during the peak tourist period in late 2008 and
early 2009.
While there is little evidence of a general aid pull out,
and world leaders have reaffirmed their commitment to
the Gleneagles commitments, questions remain about
aid quality and effectiveness in the face of such a severe
crisis. Meanwhile, the US$50 billion in additional
lending for poor countries pledged at the G-20 meeting
in London in April is woefully inadequate when set
against the US$750 billion of lost growth in 2009 and is
no substitute for effective policy responses. There are
concerns that this additional lending is not flowing
quickly enough to developing countries and that it is
still bound up in a straitjacket of conditionalities, despite
recent improvements.

The human impact
The human costs of the crisis are bound to be high.
‘Back of the envelope’ calculations suggest that more
households will fall into poverty than would otherwise
have been the case – as many as 300,000 in Bangladesh;
233,000 in Uganda; and 230,000 in Ghana (one per
cent of the entire population). The International Labour
Organisation (ILO) anticipates an increase of between
24 million and 52 million people unemployed
worldwide, most of them in developing countries.
The ODI research bears this out. The number of
those employed as a result of FDI in Ghana, for
example, dropped by around one third between the last
quarter of 2007 and the last quarter of 2008. In Kenya,
the labour-intensive horticultural industry has suffered a
35 per cent drop in exports of flowers, with inevitable
knock-on effects on its workers, and in Zambia, nearly
one in four of the workers in the mining sector lost
their jobs in 2008.
According to the Food and Agriculture Organisation,
the number of people suffering from hunger is already
up by 75 million to nearly one billion people – the first
rise in nearly two decades. And World Bank estimates
suggest that, if the impact of the crisis continues
unabated, there will be up to 2.8 million additional
infant deaths by 2015.
The numbers conceal the individual tragedies: illness;
missed schooling; broken families; and lost hope. A mass
of research confirms that it is the poorest – who had
least responsibility for the global financial crisis – who
are paying the highest price.
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Policy implications
The crisis, grim though it is, could be an opportunity to
re-shape and reinforce the global economic institutions
and systems that have buckled under pressure. In their
current form, the International Financial Institutions
(IFIs) have proved unable to deal with such massive
shocks, and it has been said that a crisis is a good time to
drive through difficult changes. Clearly, no one would
wish for a crisis of these proportions, but it does pave the
way for reforms that might not otherwise have been
possible. The Commonwealth could play a key role here.
The ODI Development Charter for the G-20 suggests a
set of key policy responses (Overseas Development
Institute (2009) A Development Charter for the G-20):
• First, a Global Poverty Alert System is needed to
monitor not only the economic impact of the crisis
but also its effects on people’s lives. A United Nations
that works ‘above’ the smaller groupings of the G-20
and G-8 is best placed to pioneer the systematic
monitoring of the crisis, and to host the global debate
on the response.
• Better financial regulation and new financial rules are
needed to increase the transparency of capital flows,
curb illegal transfers, and reduce the pro-cyclicality of
financial flows to developing countries, for example by
adjusting capital adequacy ratios over the business
cycle, or promoting capital flows to developing
countries using innovative financing mechanisms. The
vexed question of bonuses, for example, could be
resolved by rewarding efforts to pursue sustainable
global growth and responsible investment abroad,
rather than pure profit, drawing on lessons from the
use of incentives in development finance.
• A sizeable share of the (inadequate) US$50 billion in
additional lending pledged at the G-20 in London in
April and new grant aid should be channelled to a
‘rainbow’ stimulus, bringing together the best of the
blue of conservatism and market forces; the red of
state interventionism; and the green of environmental
sustainability ahead of the Copenhagen summit later
this year. This would help to address the medium-term
impact of the crisis, and foster a rainbow recovery,
going hand-in-hand with social protection measures
to offset the immediate effects on the poor –
particularly in Africa. By extension, developed
countries should support developing countries in
creating national crisis taskforces and implementing
their own ‘rainbow’ policies to grow themselves out of
the crisis.
• The particular vulnerability of small states needs
recognition, with better macro-economic management
of shocks that threaten to derail their economies. The
Commonwealth Secretariat could play a crucial role in
monitoring the challenges facing small states, gathering
the solid information that leads to effective policies;
• A new kind of trade package is needed, moving away
from unrealistic expectations about a conclusion to the
Doha Round to concentrate instead on preventing
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‘beggar-thy-neighbour’ protectionism and bringing
forward funding for Aid for Trade, especially for
infrastructure to bring long-term prosperity to African
countries and their suppliers.
• As developed country leaders debate migration
controls and barriers to imports in response to
domestic pressures, ODI research suggests that now is
the time to reverse labour protectionism, which has
hardened in recent months. Migration restrictions hurt
both the countries from which the migrants come and
the countries that receive them.
• Aid should support national ownership, government
plans and government budgets. There have been calls
for every developed country stimulus package to
include a share for a vulnerability fund for the
poorest countries. But there has been less focus on
how any additional aid should best be used. Aid that
has no effect on economic and social activity within
the next 18 months will do little to combat the
effects of the crisis.
• Effective reform of global governance systems is long
overdue, and should be based on new and effective
partnerships with development countries. The UN, for
example, needs to establish its role in leading global
debate on issues of worldwide concern. The crisis has
undermined the reputation of the rich economies and
the IFIs, as well as any belief that ‘the west knows best’
(Evans, A., te Velde, D.W. (2009) Too little, too late? The
UN and the global financial crisis. Article in Open
Democracy, 23 June 2009). In global terms, the UN is
the ‘last man standing’, but it must be stronger in coordinating debate and action on country-development
models.
• The changes needed within the IFIs require nothing
less than a sea change in attitudes and practice. They
have been diligent in reviewing the financial and
economic policies of developing countries for years.
To be truly effective, they now need to be as diligent
in reviewing the policies of rich nations.
• The International Monetary Fund needs sufficient
resources for low-income countries – beyond the
US$50 billion pledged to date, which pales into
insignificance when placed alongside the US$1.1
trillion of increased liquidity destined mainly for
middle-income countries. But in addition, grants
funding is also needed through the World Bank and
other institutions. The IMF’s technical assistance is
valuable, but its forecasts need to be improved at the
country level.
• Reform of the World Bank is essential to ensure that
low-income countries are included in any economic
recovery. The Bank needs to become more
representative by reforming its internal governance
structure, modernising its board and decentralising
to where its clients are. It needs to develop new
approaches to risk and crisis, based on better analysis
and partnerships, allowing it to be faster, stronger and
more flexible. And it needs to work more closely with

regional development banks, and more effectively with
the private sector, to support climate change initiatives,
entrepreneurship and job creation in the poorest
countries (Evans, A. (2009) A bank for the world – remaking
the World Bank in a time of global financial crisis (5). ODI
blog, 6 March 2009. Overseas Development Institute).
• Finally, greater effort is needed to reduce global
imbalances. Many rich and emerging countries –
including oil exporters – have surplus capital. Rather
than investing such surpluses in other rich countries in
risky and complex financial products (the cause of the
imbalances), better returns could be gained from
greater investment in low-income countries, benefiting
the investors and helping to kick-start the recovery in
the south. The IFIs and Commonwealth could leverage
sovereign wealth and other funds as a useful secondbest policy after appropriate financial regulation.
Taken together, these suggestions would see the
creation of a new multilateral and economic model – a
model founded on the realities of economic growth and
development at country level. This would be a system
capable of providing more choice, more flexibility and
more accountability in response to today’s global
economic meltdown and to the unknown challenges of
the future, paving the way for crisis-resilient growth.

Dirk Willem te Velde is Programme Leader for Investment
and Growth at the Overseas Development Institute (ODI). He
co-ordinates the ODI Crisis Task Force, which includes the
study on the macro-economic effects of the crisis on 10
developing countries. Te Velde has provided development policy
advice worldwide, to developing countries and UN agencies, the
World Bank, the European Commission, the European
Parliament, the Commonwealth Secretariat and many others.
ODI is the UK’s leading independent think tank on
international development and humanitarian issues. Its mission
is to inspire and inform policy and practice which lead to the
reduction of poverty, the alleviation of suffering and the
achievement of sustainable livelihoods in developing countries.
ODI locks together high quality applied research, practical policy
advice, and policy-focused dissemination and debate. ODI works
with partners in the public and private sectors, in both developing
and developed countries.
Dirk Willem te Velde
Overseas Development Institute
111 Westminster Bridge Road
London, SE1 7JD
United Kingdom
Tel: +44 (0)20 79 22 03 19
Email: d.tevelde@odi.org.uk
Website: www.odi.org.uk/odi-on/financial-crisis/default.asp
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The effects of the
economic crisis on the
poorest developing
countries

Paul Collier
Director of the Centre for the Study
of African Economies, Department of
Economics, Oxford University

t is no longer meaningful to talk of ‘the developing countries’ and this is borne out by the impact
of the global economic crisis. The impact of the crisis calls for a more differentiated approach. In
this article, we will examine how the initial financial crisis metastasised into economic crisis through
three radically different transmission mechanisms, each applicable to a distinct group of countries.

I

Households and manufacturing firms:
transmission mechanisms in the USA
and UK
In the USA and the UK, the key transmission
mechanism behind the financial crisis was households.
Irresponsible policies had induced asset bubbles which
encouraged households to increase consumption by
excessive borrowing. The financial crisis panicked these
over-extended households to begin rebuilding their
balance sheets by increasing their savings rates, and firms
responded by reducing investment. With rare exceptions,
this pattern has not occurred in developing countries.
Two seeming exceptions are Nigeria and Kazakhstan,
both of which experienced spectacular bubble bursts in
bank shares and property respectively. However, even in
these instances, the problems are more closely related to
the impact of the fall in the price of export commodities
than to contagion from the global financial crisis. Hence,
the US-UK experience is of little pertinence for
developing countries.
The second route by which the financial crisis
metastasised, which has been critical for a large group of
successful developing countries, was via manufacturing
firms. The collapse of demand in the USA and the UK
for durables and investment goods has hit manufacturing
producers in the export economies: predominantly
Germany and East Asia. The collapse in the demand for
durables has been compounded by the drying-up of
finance for international trade. The results have been
quite spectacular, with unprecedented sudden reductions
in demand being concentrated in particular sectors such
as vehicles and steel. This has had the paradoxical result
that, because the export economies are concentrated on
manufacturing durables whereas the USA and UK are
now predominantly service economies, the transmission
of the financial crisis to the real economy has hit much

harder in the export economies than in the service
economies in which the financial crisis originated. That
said, I suspect that the softer landing of the USA and the
UK compared to the export economies owes more to
their distinctive economic structures than to superior
policy responses.
Fortunately, however, over the past decade the
governments of the export economies have generally
built up very strong fiscal and foreign reserve positions
and so are in a good position to address the shock by
means of offsetting domestic policies. The archetypal
case is China where the government could fully offset
the reduction in external demand by stimulating
domestic demand. Hence, despite the severity of the
shock in this class of economies, I do not see them as
being the priority for international concern. Indeed, for
the sake of rectifying global imbalances, they need to be
encouraged to find domestic solutions.
The final group, which will be my focus in this essay, is
the group of small, low-income, commodity-exporting
countries. Within this group there is a wide range
depending upon the value of commodity exports. A few
fortunate countries such as Angola have such large
export earnings per capita that they are effectively
analogous to the Middle East. My focus will be on those
countries where, although industrial commodities
dominate exports, the income per capita is not very
substantial. Such countries include Zambia, Sierra
Leone, Guinea, Liberia, Niger, Chad, and Bolivia.

Governments and remittances:
transmission mechanisms in small, lowincome countries
The small, low-income, commodity-exporting countries
initially expected not to be affected by the crisis because
their financial sectors had not adopted any of the
Cyprus, 30 September - 2 October 2009
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sophisticated practices that had exposed the Organisation
for Economic Co-operation and Development (OECD)
banks to problems, and they were not producing
consumer products. This expectation was spectacularly
wrong; the key route by which the financial crisis has
been transmitted in small low-income countries has been
via governments. The crash in demand for durables
knocked on directly to their inputs. Proximately, the key
affected input was steel where Chinese production has
collapsed. However, remarkably rapidly, these demand
effects knocked on to industrial commodities, turning
what had been the strongest commodity boom in history
into a crash. It is worth noting why the transmission
mechanism was so rapid, and indeed why the
commodity-producing countries turned out to be on the
front line of the shock, being hit even earlier than the
manufacturing exporters. This follows from the
production practice of ‘just-in-time’ which has
transformed manufacturing in recent decades. Whereas
half-a-century ago, manufacturing firms produced
output speculatively and retailers stocked this production
speculatively, now both are linked much more closely to
orders. Hence, if orders collapse, manufacturers at once
reduce purchases of raw material inputs even prior to
reducing their own output. This is why in the fourth
quarter of 2008, imports to China (which are
predominantly raw materials) declined, whereas the fall
in exports did not really set in until the first quarter
of 2009. Modern production methods have placed
the commodity exporters at the front of the shock
transmission process whereas they had previously been
at the rear.

The key route by which the financial crisis
has been transmitted in small low-income
countries has been via governments.

The decline in the price of commodity exports
matters for the low-income exporting countries
predominantly because it is the main source of
government revenue. Commodity exports are taxed in a
variety of different ways, some of which, such as import
duties, are sufficiently indirect that the true source of the
revenues is often not recognised. Many governments are
considerably more dependent upon commodity exports
for revenue than they realise.
While the fiscal shock is the predominant route by
which these countries have been affected, there have also
been other transmission mechanisms.
Remittances have become massively more important
for this group of countries over the past decade due to
emigration to the OECD and the Middle East.
Remittances are important for both distributional and
macroeconomic reasons. They directly reach ordinary
households and, since remitters have access to rapid
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information of recipient circumstances, they can even
respond to sudden changes in needs. At the
macroeconomic level there is also some evidence that
remittances cushion declines in commodity prices, the
exception being oil perhaps due to the correlated
decline in employment opportunities in the Middle
East. Remittances have started to decline because
the immigrants from these countries tend to be at
the margin of employment and so lose jobs
disproportionately. However, overall, job losses have been
only a few percentage points, and this may have been
offset by increased remittances by those still in
employment: remittances appear to be quite sensitive to
the real exchange rate and so the strong appreciation of
the dollar relative to the currencies of most commodity
exporters has probably cushioned the flow. Hence,
except in a few instances, I doubt whether the
remittance decline will be severe. Overall, countries that
started the shock with large remittance inflows should
find this a source of cushioning rather than a
compounding factor.

The fall in commodity prices has been
compounded by a radical decline in the appetite
of investors for risk. These economies are
regarded as the riskiest on earth and so the
changed view of risk has induced flight.

Collapse in FDI and aid as transmission
mechanisms
A further transmission mechanism has been the collapse
in Foreign Direct Investment (FDI). This is closely
related to the collapse in the commodity prices since,
overwhelmingly, FDI in these economies was for
resource extraction. The fall in commodity prices has
been compounded by a radical decline in the appetite
of investors for risk. These economies are regarded as
the riskiest on earth and so the changed view of risk
has induced flight. I suspect that this is an over-reaction.
Three distinct sources of data (returns on US FDI;
returns on equity; and returns on manufacturing
investment using firm surveys) all show that in recent
years Africa has had higher returns than any other
region (Warnholz, 2008). Since, even with the global
shock, Africa is still growing whereas most other regions
are in unprecedented decline, the regional risk rankings
may need to be reassessed. The decline in FDI is
potentially very damaging since investment is already
far too low.
The other form of private capital, portfolio
investment, has been less important. Even at the peak of
the commodity boom, private portfolio inflows to these
low-income countries were negligible and have now
disappeared. The more serious concern is of outflows.
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The same flight to safety may well have induced an
increase in capital flight: by its nature, data on capital
flight tends to be weak and subject to lags so it is
difficult to tell what has been happening. In addition to
the conventional illicit forms of capital flight, another
unfortunate by-product of the increased reliance of
these small economies on foreign banks has been that,
faced with difficulties in the home markets, many of
these banks have repatriated capital.
The final transmission route may be a decline in aid.
However, although conventional aid flows are likely to be
reduced, at least relative to counterfactual, there is scope
for new forms of public capital flows arising from the
London G20 so that the net effect may well be positive.
The combined impact of these transmission
mechanisms in the low-income commodity exporters
has been sufficient to kill the growth acceleration of
2003-2007, but has usually not turned growth negative.
Overall, sub-Saharan Africa, where such economies
predominate, is set to grow at around 1.7 per cent in
2009, implying a small decline in per capita income
(IMF, 2009, Table 2.8). Hence, compared to both the
US-UK shock, and the export economies shock, the
impact has been less severe. Yet this is the group of
countries where the international community should
be most concerned to assist. This is because the
governments of these low-income countries, which are
bearing the brunt of the shock, are the least able to
withstand large, unanticipated declines in revenue.

Although conventional aid flows are likely to
be reduced, at least relative to counterfactual,
there is scope for new forms of public capital
flows arising from the London G20 so that
the net effect may well be positive.

Finally, a few developing countries have not been
significantly affected by the global crisis. The most
important of these unaffected countries is India. Since it
did not have an exposed banking sector and was not a
major exporter of either manufactures or commodities,
none of the above channels have mattered to it. Indeed,
as an importer of industrial commodities, India has
benefitted from the crisis.
Discussion of the global crisis has been dominated
by the experience of the OECD and East Asia. These
two regions dominate the world economy, have been
hardest hit by the crisis, and virtually all economic
commentators are resident in them. Yet the small, lowincome commodity exporters have been adversely
affected by the crisis through distinctive routes – the
predominant one being the loss of government revenue
due to the fall in the price of commodities.
At the London G20, the international community
chose to assist these countries by the unconventional

channels of the International Monetary Fund (IMF)
and the International Bank for Reconstruction and
Development (IBRD). This necessitates a rethinking of
their rules for lending; potentially they could replicate the
development agencies but, given the past record, this
would risk future default. A more promising approach is
to return to the original role of aid to low-income
countries: finance for high-return investment. The failure
of past approaches was not because this need was
misconceived. Past lending had two fatal weaknesses:
one macroeconomic the other microeconomic. The
macroeconomic failing was that the money was used for
consumption rather than investment. The microeconomic
failing was that the essential agenda of raising the return
on investment was ignored. In some low-income settings,
these two problems are intractable, but in others there are
realistic prospects that they could both be addressed.

Misconceived. Past lending had two
fatal weaknesses: one macroeconomic
the other microeconomic.

By doing so, low-income commodity exporters could
safely borrow from both the IMF and the IBRD for
productive investment. The immediate need for a fiscal
stimulus to aggregate demand could then be reconciled
with the structural need to raise long-term growth rates
so these economies would start to converge on the rest of
mankind.

Paul Collier is Professor of Economics and Director of the
Centre for the Study of African Economies at Oxford
University.
The Centre for the Study of African Economies (CSAE)
has been undertaking research on Africa for more than a decade,
and has become one of the largest concentrations of academic
economists and social scientists working on Africa outside the
continent itself.
Centre for the Study of African Economies (CSAE)
Department of Economics
Manor Road
Oxford
OX1 3UQ
United Kingdom
Tel: +44 (0)18 65 27 10 84
Fax: +44 (0)18 65 28 14 47
Email: csae.enquiries@economics.ox.ac.uk
Website: www.csae.ox.ac.uk
Cyprus, 30 September - 2 October 2009
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Leeds University
Business School
We’re Going Through Changes…
Academics are going to have to change their ways of working or face
being left behind, according to Professor David Hillier, Head of
Accounting & Finance, University of Leeds

As the world’s economies battle through and emerge from the aftermath of the global credit crunch and resultant recession, the
university sector must mimic the business sector in adapting to the new economic reality.
Years of increased funding and growing numbers of international and domestic students have led to a university bubble, which may
soon be set to burst. The prospect of increased funding from the government has evaporated and the Armageddon scenario of major
cuts in higher education expenditure is now highly likely.
While many in academia may bemoan being punished for past private sector excesses, an increasing number of universities and
academic departments are recognizing that the current difficulties may be a catalyst for future innovation and development in the
private sector.
Make no mistake, as student numbers grow and funding for teaching falls, the traditional model of detached professors lecturing few
hours and junior faculty taking a significant load will no longer be feasible.
There are two plausible ways in which the university sector may develop in the coming years. If the cap on undergraduate degree
fees is lifted, money will enter the sector to maintain existing levels of resourcing. However, with increased personal investment come
greater demands for accountability. This will lead to a significantly stronger emphasis on teaching quality and an acute focus on the
relevance of university degrees to the job prospects of the student. This has already happened in many universities where science,
engineering and business have been supported to the detriment of social sciences, language, and arts.
An alternative future may arise where newer universities, who have not yet found their niche market, give up the ghost of doing
research and focus only on providing teaching. This would be a return to the situation of the 1990s just before many polytechnics and
colleges changed their status to that of degree awarding institutions. However, this would not mean that Russell Group universities
would be able to focus on research. Income from teaching has in many Russell Group university faculties become as, or even more,
important than research funding. This is not going to change and so degrees that target the international fee paying student may
become the norm for top faculties. High fee paying students demand the best researchers to lecture them.
Adversity encourages innovation and so it is likely that technology will become a dominant feature of future university programmes.
Most universities have already adopted virtual learning environments where lecture materials and readings can be downloaded each
week by students. However, other learning techniques, which minimize lecturer contact but enhance the student experience, will
become more prevalent.
Fortunately, the tools are already available. Social networking phenomena, such as Facebook, Twitter, and MySpace, are second
nature to most students. With some creativity, lecturers can use these sites to promote discussion and a community of students, which
is currently impossible under the current system.
And this is the nub of the matter. The global economy has changed and the students have changed. For universities to survive and
prosper over the coming years, the academics themselves will have to embrace new methods of teaching and engaging with students.
Whether they like it or not, universities will have to adapt to this new environment, or be left behind for good.

Leeds University Business School, Maurice Keyworth Building, University of Leeds, Leeds LS2 9JT
Tel: +44 (0)113 343 6321 I Website: http://business.leeds.ac.uk
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Strengthening
the campaign for
development
through to 2015

Jamie Drummond
Executive Director and
Co-founder, ONE

ust as the international development community has recently come under attack as it strives to
ensure the effective delivery of past promises by the leaders of developed and developing nations,
so the creation of a new generation of development pledges could be a great opportunity to build
on successes and learn from failures, revive the drive to beat poverty, achieve the UN’s Millennium
Development Goals, and more.

J

n recent years, smarter approaches to international
development have helped to drive some real progress:
34 million more children have been through school
since 1999; four million more have been placed on
antiretrovirals – more than three million of these in
Africa; and millions more have been protected from or
treated for malaria. There have also been significant
reductions in infant mortality and major progress in
beating back specific infectious diseases such as polio
and measles. Further, many of the countries that recently
posted such strong economic growth have also
benefitted from significant debt cancellation and
increases in smarter aid, though these were by no means
the sole cause of economic improvements.
These successes are not sufficiently known to either
development professionals or, more importantly, the
wider public or policy-makers. However, there are still
too many failures or, perhaps, too many projects and
programs for which it is not clear whether they are
failures or not. To this end, the recent spate of criticism
from Wrong, Hubbard, Glennie, Moyo, or Easterly,
though some are poorly informed and factually
challenged, are helpful in forcing the community once
again to put transparency and accountability at the heart
of the agenda. And I hope they will also spark further
efforts towards efficiency and focus.
This piece will look briefly at the recent record of
development partners in making and keeping
development promises; critically assess the politics of
promise-making and propose some improvements to the
process; as well as suggest some possible new partners,
leaders, and paths forward to re-energize the drive for
development, especially in the African context, between
2010 and 2015.

I
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Promises and the health of the
development partnership
The Millennium Development Goals (MDGs) launched
in 2000 are still a useful framework to structure
development policy and advocacy, and to mitigate
against politically driven ‘initiative-itis’ or zero-sum
pledges which ‘rob Peter to pay Paul.’ It is important to
remember this in the challenging years ahead, when
targeted initiatives may feel politically expedient but
come at a cost to the overall development drive.
In 2005 the Gleneagles communiqué, though not yet
perfect, embodied a set of holistic promises by the G8
covering most of the Millennium Development Goals,
with a specific focus on African development and
democracy. Through the annual DATA report, we at
ONE have been monitoring the delivery of these
promises, particularly on development assistance levels
for sub-Saharan Africa, which were promised to increase
by $25 billion in 2010 over 2005 levels. This last year
was the most informative yet. One group of countries is
either meeting or exceeding their relatively modest
promises: Canada, Japan and the USA. Another group is
striving valiantly to meet far more ambitious promises:
Germany and especially the UK, who have now set
a clear and accountable plan to reach Official
Development Assistance (ODA) levels of 0.7 percent of
their Global Network Initiative (GNI) by 2012 despite
recessionary pressures. But another pairing is far worse:
France has barely increased its development aid since
2005 and, in a shockingly poor effort, Italy currently
plans to cut below its meagre 2005 levels. The G8 may
deliver between one half and two-thirds of their promise
by 2010 but almost the entire shortfall will come from
just Italy and France. As criticism of the G8 mounts, it is
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the poverty of these nations’ performance that must be
kept uppermost in the minds of critics.
Keeping aid quantity and quality promises are still
important to development. These have never been the
only driver – improving policies and governance are more
important. Furthermore, the G8 also made promises on
trade which they themselves have completely failed to
deliver. Especially in the absence of progress on trade, aid
increases of an improving quality are essential if the
MDGs are to be achievable, particularly given the recent
global recession and the growing threat of climate change.
Indeed if, development promises are not kept, in the
context of threats to development caused by the
developed industrialized world (climate change and the
recession) then a growing sense of injustice and a global
breakdown of trust would be fully justified. In the context
of modern global challenges, this global trust is needed
now more than ever. To this end, keeping our promises is
a small price to pay.

It is in the interests of those sincerely
committed to development to have a
better collective accountability system for
promise-making and keeping.

Charter for a good promise
One way to renew faith in global policy-makers is for
them to acknowledge the weaknesses of the past
commitments and agree a clear and accountable
framework for making and keeping promises. This
challenge was recently exemplified by the L’Aquila Food
Security Initiative. ONE and other groups had been
campaigning for a multi-billion, multi-annual, multilateral initiative that would direct increased resources
towards improved policies to boost agricultural
productivity in developing regions such as Africa. In good
time, the Obama administration announced an increase in
resources and a considerably improved policy framework.
They then laudably tried to multilateralize this initiative
and encourage others to do more. The rest of the groups
largely obliged by re-stating their current levels of aid to
agriculture and multiplying these numbers by three,
securing their provision of aid over the next three years.
This resulted in a $15 billion initiative by the G8. While
this sounds like a lot, the only new money seemed to be
from the USA, with possible increments from the UK.
Then, at the last minute, a miraculous further $5
billion was found to bring the total initiative to $20
billion. But this sum was simply due to the addition of
non-G8 OECD donors to the package with their
existing aid levels for agriculture. To great fanfare, the G8
announced a $20 billion initiative, but with perhaps only
a few billion of this over three years being new money
and the vast majority of it flowing from the USA. In the
media, this caused confusion and skepticism. NGOs
reacted lukewarmly and the new leadership of America

perhaps didn’t receive the applause their individual effort
deserved. It is in the interests of those sincerely
committed to development to have a better collective
accountability system for promise-making and keeping.
The next time the G8 or G20 or some other illustrious
group of world leaders announce a laudable additional
program to tackle a key development challenge – within
the context of the overall drive for development, it
would be helpful if each individual nation clearly stated
and adhered to the following standards:
• The baseline: the highlighted budget line item within
its overall development portfolio, showing the base
level number and the base level of other development
priorities;
• Increases going forward and additionality: for each year
of the initiative going forward, the promise-maker
should clearly indicate the increase over the baseline
and also show levels for other development line items
to indicate whether these are decreasing, which would
indicate whether or not the flows are additional; and
• All new initiatives should have a clear timeline and a
clear statement of outcomes and goals it is intending to
achieve.
These suggestions may seem obvious but it is
remarkable the degree to which compound multi-annual
multi-billion sums get launched into a media unfamiliar
with the source data, thereby leaving the public, the
media and commentators scratching their heads.

A guiding framework for 2010 to 2015
Through the DATA Report, we have been trying to
clarify baselines, additionality and annual increments by
the G8 for each of 2005-2009. But the promises made
in 2005 as a compact for Africa expire in 2010.
European leaders’ promise to increase ODA levels to
reach 0.7 percent of their GNI and the collective
package that is the Millennium Development Goals are
both due in 2015. The Gleneagles framework has, for
the last 4 years, directed the international community’s
support and specifically focused the delivery of aid
increases around the collective project of helping African
nations achieve the Millennium Development Goals. So
the expiration of this framework in 2010 presents a real
challenge and opportunity for policy-makers to create a
new guiding framework for the period 2010 to 2015.

A new process and some new partners,
some old partners
The process by which any new framework is constructed
is critically important. The Commission for Africa was a
positive process, but insufficiently African. This time
around, African intellectuals, corporate faith and youth
leaders, as well as democratically elected politicians need
to lead the process more than in the past. As these leaders
step up to lead a process, it is also important that the
nations in the international community who can offer
special political leadership do so.
Cyprus, 30 September - 2 October 2009
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• President Obama has many political challenges but his
lending his weight to the process would be the best
boost possible. His speech in Accra was excellent and
underlined the importance of putting governance at
the centre of the compact.
• This new process should also help bring in other
emerging development partners, such as China, India,
Brazil, and the Gulf states.
• Europe must also continue to play a leadership role, as
it is still European promises that comprise the bulk of
promised flows to Africa. The good news is that Spain
hosts the presidency in the first half of 2010 and has a
good record recently on development, and Zapatero is
personally engaged. Furthermore, as the European
nation closest to Africa, Spanish citizens are closer to
the challenges and opportunities of Europe’s massive
continental neighbor.
• The next key partner in a new process is the G8 host,
Canada. Though much ink has been applied to the
demise of the G8, this group remains the best collection
of major donors. It is evolving but, with whatever
permutation of players visits Ottawa in June 2010, the
host nation has an important role to play. The host has
sent mixed messages. Canada has increased aid robustly
and now exceeds the modest levels they promised in
Gleneagles and before. But there have been indications
that interest will shift from Africa to Latin America, and
that aid levels may not be so robust going forward. This
would be a shame. Canada should be congratulated for
recent progress and encouraged to build upon this in
2010. Canadian support for African think tanks through
the IDRC may be a particular fulcrum for refocusing
on African intellectual leadership.
• South Korea technically hosts the G20 and, with its
new internationalist perspective (evidenced by a
foreign minister now running the UN) and increasing
aid levels, South Korea could be a helpful leader.
The ultimate goal is not necessarily some big new topdown push. But it should accept that Africa needs a global
development partnership to help spur its economic
development, and that the contributions of the
international community will be more efficiently
managed and focused if there is an agreed overall
framework through which to structure this support. It will
undoubtedly underline the importance of governance, of
rule of law, and of attracting inward and international
investment flows and encouraging private enterprise.
Domestic and external public sector flows will be critical,
and must increase, if growth and poverty reduction are to
be accelerated, and progress in health and education to be
built upon. A renewed focus on agriculture and rural
development, which learns from the mistakes of the past,
is the most welcome recent development. Crucial also
will be how the process may direct African advocacy
around a new global climate change deal, where there are
great threats but also potential opportunities for Africa.
Above all, the framework can be based more in the
concerns and wishes of everyday African citizens’. In his
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press work for the launch of our annual DATA report this
year, our International Patron Archbishop Emeritus
Desmond Tutu called for a new drive for African
development and democracy to be based in “what Africans
want.” Improved polling of citizens across the continent
would be a real boost to better direct development efforts
as well as encourage better information for markets.
Greater investments into grassroots citizens accountability
movements such as Twaweza in East Africa and African
Monitor in Southern Africa, as well as boosting
investments into African social science research institutes,
think tanks, and public interest advocacy groups and the
media would all help build demand for good governance,
as investments in core government capacity should help
build the supply. In a similar vein, efforts like the Extractive
Industries Transparency Initiative and the Stolen Asset
Recovery Initiative will help both weed out corruption
and deal with its consequences.
A new drive for African democracy and development
can contain these elements to ensure that the voices
and concerns of African citizens drive their own
development and direct the international community’s
support appropriately through from 2010 to 2015 and
the Millennium Development Goals.

Jamie Drummond is Executive Director of ONE. He cofounded the advocacy organization DATA (debt, AIDS, trade,
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against extreme poverty and preventable disease, particularly in
Africa. Co-founded by Bono and other campaigners, ONE is
nonpartisan and works closely with policy experts, African leaders,
and anti-poverty activists to mobilize public opinion in support of
tested and proven methods for tackling poverty through both
grassroots mobilization and high-level engagement.
Jamie Drummond
151 Wardour Street, Soho
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Tel: +44 (0)20 7434 7550
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THE TUBERCULOSIS THREAT
A summary by the SOUTH AFRICAN NATIONAL TUBERCULOSIS ASSOCIATION
The new millennium is facing a profound threat from an old adversary, tuberculosis (TB). The World Health Organization
(WHO) has recognised that the alarming growth of drug resistant strains of TB could well become a global phenomenon,
threatening the achievement of both health and economic goals.
In response to this, millions of dollars have been earmarked internationally for research. This research is for new vaccines,
improved and faster diagnostic methods and new drugs for shorter treatment regimen and to combat drug resistant strains.
New international non-profit organisations such as the TB Alliance and Stop TB Partnership have been established to
spearhead these research efforts, but their results once achieved must still be tested, accepted and financed before roll-out.
In the interim drastic action is required, especially in the worst affected countries. As ever it would seem that basic infection
control procedures practiced in the past have been quietly abandoned. This no doubt is the result of reliance on modern
drugs at the expense of tried and previously trusted prevention methods. These methods were effective, at least in part,
before the advent of TB drugs in the 1950s. Why should they not still be effective, at least in part, against the new drug
resistant TB strains?
The answer is that all known infection control practices must be rigorously enforced to at least stem the growing flood of TB.
These practices include:
· Lots of sunlight and out-door (“fresh”) air, plus isolation whilst infectious
· good/nourishing food with plenty of rest
· medical support and advice
· good hygiene, such as coughing, sneezing and spitting into paper or cloth, which is then burnt, boiled or disinfected
· washing hands before and after eating
· boiling and/or disinfecting crockery and cutlery
· avoiding alcohol and substance abuse
· sleeping alone
The re-introduction of these basic practices should help contain the TB pandemic while research continues into affordable
and effective treatment. To this list must be added TB and HIV awareness and education campaigns, HIV testing and
counseling for all TB sufferers and TB testing for all HIV+ patients. The nutritional aspect also deserves specific emphasis,
as this can assist in preventing latent TB becoming active and in maintaining the CD4 count in HIV+ people, thereby delaying
the necessity for ART.

SANTA’s Mission
“SANTA, as a dynamic, community-based voluntary association, is committed to serving communities and TB patients
throughout South Africa by providing preventative, curative and rehabilitative serices in partnership with other stakeholders”

Contact details:

Mr John Heinrich, Private Bag X10030, Edenvale, South Africa, 1610
e-mail: heinrichj@santa.org.za
Website: www.santa.org.za
Telephone: +27 11 454 0260
Fax: +27 11 454 0096
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Maternal health
– at the centre
of development

Sarah Brown
Patron,
White Ribbon Alliance

s the poverty goal that has seen no progress in 20 years, tackling maternal mortality must be a
priority for all of us. It is an outrage that one in seven mothers can expect to die as a result of
pregnancy in countries like Sierra Leone, Niger and Afghanistan, compared with about one in 30,000
in developed ones.

A

omen are at the heart of every community – and
so women’s health, education and general
wellbeing is central to all development. It is women
who run most small businesses, who dig the fields,
put food on the table, make sure children go to school,
and look after the old. Wise women also make great
leaders, from community to national and right up to
international level.
According to the Department for International
Development (DFID) in the United Kingdom, “in rural
Africa it is women who carry two-thirds of all goods
that are transported – not trucks or planes. In South-east
Asia it is women who provide 90 per cent of the labour
for rice cultivation.”

W

The forgotten Millennium Development
Goal?
To focus on women’s and girls’ health is to make the
most sensible kind of investment in the future. To focus
on pregnancy and childbirth – still the leading cause of
death for women of reproductive age in developing
countries – is the most effective use of resources. For not
only will each woman saved live to contribute to the
health and well being of her society, but if she lives, her
child is ten times more likely to survive too.

To focus on pregnancy and childbirth –
still the leading cause of death for women of
reproductive age in developing countries –
is the most effective use of resources.
Yet so far little progress has been made in reaching
Millennium Development Goal 5 (MDG 5), to reduce
maternal deaths by two-thirds no later than 2015. This
year – as for decades past – half a million women will
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die from preventable complications of pregnancy and
childbirth. Of the survivors, 15 million will suffer serious
and debilitating injuries. No wonder MDG 5 has been
called ‘the forgotten MDG’.
Women make up the sole workforce for more than 25 per cent of all
households.
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Mothers play a vital role in the physical and economic health of their
families and communities.

A woman and child in Sri Lanka, where maternal mortality rates have been
slashed following increased investment in health.

Making progress

campaign supporter will seek to catalyse efforts at a
national and international level to tackle the problem.

However, there are encouraging signs of change. As we
pass the halfway mark between the millennium and
2015, many more citizens are demanding change, and
many more leaders are sitting up and taking notice. The
White Ribbon Alliance, of which I am Patron, is a
global movement, now with members in 118 countries
and growing fast. With members from every sector of
society across Africa and Asia, and increasingly in
Europe, Australia, the USA and Canada, pressure is
building for better policies and better implementation of
those policies, for greater and more sustained investment
in maternal health, and for greater integration with
other health issues.
At the global level, the Maternal Mortality Campaign,
of which many governments, NGOs, professional groups
and professional organisations are members, is making
headway. The Maternal Mortality Campaign supports
the introduction of a major new innovative financing
mechanism to fund health systems, and to have financed
health plans in place in 20 countries by 2010 in order to
meet the World Health Organization’s recommended
levels of 2.3 workers per 1,000 people by 2015.

There is no ‘magic bullet’ for maternal health.
Instead, broad, concerted and urgent
effort is needed at every level.

From political will to practical policies
There is no ‘magic bullet’ for maternal health. Instead,
broad, concerted and urgent effort is needed at every
level. Political will for change is the first priority in
ending the needless deaths of millions of mothers and
their babies. Historically, the most effective way to
increase political pressure has been through sustained
advocacy – from the community to district level, from
national to international – to promote and deliver
maternal health within countries. This is now building
from the grassroots up with the participation of
communities around the world. And in more and more
countries, leaders are responding to the needs of their
people by increasing budgets for maternal health.

Even today, when it is widely known that
professional healthcare, especially midwifery,
is key to saving the lives of mothers and
newborns, almost half of women in the
developing world are still giving birth
with no nurse or midwife.
White Ribbon Alliance campaigners march in Dar-es-Salaam to a speech by
President Kikwete in support of improved maternal health services.

The campaign also aims to work more closely with the
United Nations Secretary General, Ban Ki-Moon, to
support national champions to mobilise action at a
national level – and last but perhaps most significantly, to
ensure maternal mortality is recognised as a key indicator
of a functioning health system. Many groups are
supporting the campaign, comprising many organisations
as members, such as the White Ribbon Alliance, the
Partnership for Maternal and Newborn Health, and the
Maternal Health Taskforce. The highly influential
Network of Global Leaders was established in March
2009 to help lead the global fight against Maternal
Mortality. Every global leader, organisation and individual
Cyprus, 30 September - 2 October 2009
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Often, health ministers are keen advocates of maternal
health, but they face budgetary pressures from all sides.
Pressure from civil society can help health ministers in
their bids to increase the budget for maternal and
newborn health, especially when groups unite under
one banner, such as that of the White Ribbon Alliance,
and speak with one voice to government. For when
reproductive health is addressed, everyone benefits; not
just women themselves but their families, their
communities, health systems and national economies.

A focus on health systems
Even today, when it is widely known that professional
healthcare, especially midwifery, is key to saving the
lives of mothers and newborns, almost half of women in
the developing world are still giving birth with no
nurse or midwife. Every year, 60 million births take
place in which the mother is helped only by a family
member or an untrained traditional birth attendant – or
she gives birth alone. All too often the result is disability
or death. Unlike some health issues it is very hard to
predict who is at risk; that is one reason why we need
to make health systems themselves more effective if we
are to make progress.
But there are many reasons. Reducing maternal
mortality and morbidity cannot be done without a wellfunded and well functioning health system – which
encompasses infrastructure, equipment and supplies,
human resources and financing, and enabling processes
such as transport and communications. Indeed, there is
increasing agreement that the best measure of a
country’s health system is its maternal mortality ratio.

Most maternal deaths can be
averted if women receive skilled
care during pregnancy and childbirth,
and if this care is supported by a
well functioning health system.
However, for many countries, measuring maternal
mortality remains a major challenge. Only 30 per cent of
countries have routine death and birth registration.
Maternal deaths are often not recorded, let alone
Midwives providing post-natal care in Tanzania.
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Community participation
Community involvement and participation is fundamental to
developing an effective health system. Participation by citizens
is also vital to building the demand for health services; the
positive response of elected representatives to that demand is
central to modern democratic nations.
Some practical examples from White Ribbon Alliance India:
• In Orissa, a checklist has been piloted in four districts to
track the implementation of policies and programmes,
especially the provision of health facilities and skilled birth
attendants.
• In Rajasthan, 226 health sub-centres were assessed and 607
mothers interviewed about the services they received. The
survey found that less than a third of those health centres
had a health worker available round the clock, while most
did not have the capacity for training of skilled birth
attendants.
This advocacy campaign by civil society is bringing sustained
pressure to bear for achieving MDG 5.

investigated. The absence of data from countries with
some of the worst maternal mortality ratios makes it
hard to assess progress in reducing deaths, and also hard
to discover the most effective strategies to improve
maternal health.
Within the health system, the priority is to train,
employ and deploy skilled birth attendants (trained
midwives, or doctors or nurses with midwifery skills), so
that they can provide health services close to where
women live.
Health professionals know what to do to prevent
women from dying, and the technologies involved are
relatively simple. About 15 per cent of all pregnancies
will have serious complications that could lead to death,
but even the five ‘big killers’ – haemorrhage, infection,
unsafe abortion, eclampsia and obstructed labour – can
be treated or prevented if births are attended by a
skilled health professional and emergency care is readily
available.

The key to success: the skilled birth
attendant
A skilled birth attendant is a nurse, doctor or midwife
who has received the training necessary to look after a
woman during a normal birth and who, crucially, can
also recognise, manage and refer complications when
they arise. Most maternal deaths – 74 per cent,
according to the World Bank – can be averted if women
receive skilled care during pregnancy and childbirth, and
if this care is supported by a well functioning health
system that ensures necessary supplies and equipment are
available. Indeed, the proportion of births attended by a
skilled health professional is one of the key indicators for
assessing progress towards maternal mortality reduction.
And women must have ready access to the services of
health professionals – which usually means free or low
cost care, together with transport and referral systems –
especially ensuring emergency obstetric care for every
woman in need of it.
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Maternal death is the leading cause of death for girls aged 15
to l9 in the developing world – they are twice as likely to die in
childbirth as women in their twenties.
UK Department for International Development
Pregnancy intervals of less than six months are associated
with a 150 per cent increased risk of maternal death.
International Planned Parenthood Federation
Preventing unplanned pregnancies alone could avert
at least one quarter of maternal deaths each year, including
the 68,000 that result from unsafe abortion.

transmitted diseases including HIV/AIDS, and increases
women’s resistance to harmful cultural practices such as
female genital cutting that can double the risk of
maternal death.
The good news is that progress on MDG 5 is
eminently achievable; improving maternal health can be
done, and has been done, even in countries with limited
resources, when there is political will and where the
people of the country get together to demand their
rights to healthcare.

UK Department for International Development

Crucial to progress is the recruitment of more
healthcare workers, making sure they have up-to-date
midwifery skills and training, the drugs and supplies
they need to do their jobs properly, and decent pay and
conditions – especially in remote and rural areas.

Crucial to progress is the recruitment of
more healthcare workers, making sure they
have up-to-date midwifery skills and training,
the drugs and supplies they need to do their
jobs properly, and decent pay and conditions.
Fixing the health system may seem like a tall order,
but the benefits extend to all citizens – and to the
economy.

Empowering women: central to every
nation
The empowerment of women is at once a means to
reducing maternal death, and a positive result of doing
so. For instance, family planning enables women to make
decisions about their reproductive lives, and this is
important if women are to take their full part in society.
Girls and young women must be able to complete their
education or training, while older women have more
time and resources to devote to family and the wider
community if they are able to decide on the number
and spacing of their children.
As well as being an important step towards women’s
empowerment, the health benefits of good family
planning are a direct move towards achieving MDG 5.

Sarah Brown has been the Patron of the White Ribbon
Alliance for Safe Motherhood since 2008. During the last year,
she has been an international voice in the campaign to meet the
Millennium Development Goal to reduce maternal mortality by
two-thirds by 2015. She is married to Gordon Brown, Prime
Minister of the UK. In 2002, Sarah founded the charity
PiggyBankKids which supports charitable projects that create
opportunities for children and young people in the UK. It also
administers the Jennifer Brown Research Fund, which seeks
solutions to pregnancy difficulties and to save newborn lives. The
Fund was established in memory of Sarah and Gordon’s first
child born in 2001. In March 2009, Sarah was asked to take
on a formal role in establishing a network of national and
international champions for the issue of maternal health,
working in close collaboration with the Global Leaders Network
under the chairmanship of Norwegian Prime Minister Jens
Stoltenberg.Working with co-chair Bience Gawanas, social affairs
commissioner of the African Union, they will focus on supporting
the establishment of taskforces in developing countries, under the
leadership of national champions, and in pushing for
international support for the fight to reduce the number of
maternal and infant deaths.
The White Ribbon Alliance for Safe Motherhood is an
international coalition of individuals and organisations formed
to promote increased public awareness of the need to make
pregnancy and childbirth safe for all women and newborns in
the developing as well as developed countries.The white ribbon is
dedicated to the memory of all women who have died in
pregnancy and childbirth. In some cultures, white symbolises
mourning and in others it symbolises hope and life. The white
ribbon represents this dual meaning globally.

Improving maternal health can be done,
and has been done, even in countries with
limited resources, when there is political will.

White Ribbon Alliance
One Thomas Circle, NW, Suite 200
Washington DC 20005
USA
Tel: +1 202 777 9758
Fax: +1 202 775 9694

Women who have been educated are also less likely to
die during childbirth because they tend to have fewer
children, better knowledge of health services during
pregnancy and birth, as well as improved nutrition.
Education also lowers the risk of contracting sexually

32-36 Loman Street
London SE1 OEH
UK
Tel: +44 (0) 207-922- 7797
Fax: +44 (0) 207- 922-7726
Website: www.whiteribbonalliance.org
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Healthcare
capacity building
in fragile states

Josephine Garnem
International Medical Corps

n fragile states, governments lack either the will or capacity (or both) to deliver services
effectively. Access to primary healthcare remains an elusive goal. Donors find it especially difficult
to operate due to weak government capacity, low levels of human resource skills, and uncertainties
over the transitions from emergency to developmental assistance programmes. There is no official
international list of fragile states, although there is consensus on some clear-cut examples, such as
Zimbabwe, Somalia, and the Democratic Republic of Congo (DRC). The Development Assistance
Committee, the principal body of the Organization for Economic Co-operation and Development,
which focuses on co-operation in developing countries, defines fragile states as countries suffering
from deficits in governance that thereby make conditions for development difficult.

I

F

ragile states represent a particular challenge for donors
and NGOs. A shocking example of this is that, while
accounting for 15 per cent of the world’s population,
fragile states produce more than 40 per cent of child
deaths worldwide. What’s more, fragile states differ vastly,
on issues of staff security and the potential for building up
sustainable health systems within a particular political
context. A current example of this would be that Liberia
and South Sudan seem more promising than the Central
African Republic (CAR) or Darfur.
Fragile states account for more than 40 per cent of child
deaths and 15 per cent of the world’s population.

Because of the myriad challenges, one of the core
principles of donating to fragile states is staying engaged,
even through the toughest of circumstances. It is not
possible to invest in health worker capacity without
consistent engagement.

Strengthening the public sector
Most least-developed countries have woefully
inadequate healthcare workforce and system capacity.
Fragile states have additional burdens of political
instability and decayed health infrastructure. Due to
these factors, international NGOs working in fragile
states are called upon to transition from service provider
to capacity builder.
When it comes to improving health systems, in terms
of capacity building and human resources, there are no
shortcuts to establishing effective health programmes
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within a national framework. The transition from fragility
to functional health system takes many years. While there
are current donor and government commitments
through the Global Health Workforce Alliance to address
health capacity over a decade-long timeframe, in fragile
states it may well take a decade or more to reach what
for others would simply be a ‘starting point’.
This means that a transition approach – moving from
fragility to a strong foundation in the health sector – is
impacted by a country’s level of stability, whether it is
embroiled in an emergency or is in the development
process.

Because of the myriad challenges,
one of the core principles of donating to
fragile states is staying engaged, even
through the toughest of circumstances.
This does not mean delaying investment in health
worker capacity or in building up health systems. For
example, the roles of health ministries may include a
range of tasks such as regulation, policy framework,
financing, allocation of resource priorities, managing
contracts, and monitoring and evaluation. In practice,
ministries of health in fragile states may be able to
perform only a few of these functions without external
staffing support.
Approaches to improving health capacity do not work
at a single level. It is necessary to invest in community
health workers, mid-level professionals, and government
officials. It also means recognising that capacity building
is more than training – it requires ongoing mentoring
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and regular programmes in professional development
and in-service training. It also requires attention to
strengthening the Ministry of Health itself.
Cases in countries such as Afghanistan, Timor,
Mozambique, and Cambodia point to the benefits of
prioritising the early development of a national health
employment scheme. Three criteria for such a scheme
stand out:
• It must reflect the larger vision for the society
• It must be budget-based
• It must be realistic in terms of capacity and capacity
building options.
It is also essential to address the organisational cultures
of ministries, as some offices may have resistance to
contracting with qualified service providers.

The key to building competent
and accountable public health institutions
is ensuring that the state can have
broad and effective oversight.
Because of the particularly broad and complex mix
of NGOs, the strengthening of the public sector requires
a different set of approaches than, for instance,
in education. The key to building competent and
accountable public health institutions is ensuring that
the state can have broad and effective oversight. In health
more than other sectors, the peculiar ‘new public
management’ role of the state is notable, as some NGOs
should be connected formally to the different levels of
governmental health systems. In most fragile states there
will be a continuing dynamic between reducing
immediate vulnerability, achieving specific health
outcomes, building a more lasting and equitable health
system, and building the capacity of health providers.

Implementing an integrated approach
International Medical Corps (IMC) typically initiates
services in a complex humanitarian emergency setting,
for instance in the aftermath of a disaster, and then
designs its programmes to provide support services and
training to local communities and health institutions. In
doing so, it recognises that the phases of relief, recovery
and development and their transitions are not discretely
consecutive but often overlap, depending on the specific
regional or country context – something not regularly
recognised by donors. IMC’s integrated approach factors
in two key linkages: first, between different phases of
programmes; and second, between different levels of
health worker capacity and health systems, such as
community health workers, mid-level health workers,
local community-based partners, and ministries of health.
While IMC is widely recognised internationally as a
significant force in emergency relief to societies in
conflict, its commitment to grassroots development in
transitional societies and in contexts of post-conflict
reconstruction garners less attention.

Frequently, Village Health Committees (VHCs)
represent the link between healthcare services and
beneficiaries upon which IMC builds. These VHCs and
other civil society organisations are vital to building a
ground-up understanding of and demand for democratic
processes and good governance. IMC seeks to establish or
reinforce VHCs in every transitional context in which it
works, including Liberia, Sierra Leone, Kenya, Uganda,
and Burundi. In Somalia, where IMC has worked since
1992, the VHCs are essentially the sole functioning
healthcare system – based around reproductive, maternal,
and primary healthcare programmes. They exist within a
wider network of Village Development Organizations,
which cut across multiple sectors, including education,
water and sanitation, animal husbandry, and can be linked
to alternative livelihood programmes.
Community-based approaches

Community-based approaches to healthcare also provide
IMC with a primary point of access to the state at the
district and regional health levels – i.e. district health
officers and clinical staff. In many such cases, national
staff are trained and deployed, using incentives where
necessary, while a variety of technical, financial, and
operational support is provided to the state systems.
Community-driven development programmes can
build social capital by strengthening local organisations
such as community action groups, district health boards
and water user groups. Social funds can be used to give
communities and user groups a voice in project
planning, budgeting and supervision, while boosting
capacity for self-governance at the base.
Participant communities are involved in prioritising
longer-term activities through participatory needs
assessments before programme implementation. Where
integrated activities recover livelihoods and secure
disposable incomes, IMC has successfully established
cost-recovery mechanisms and community financing
schemes to assist communities to access health services
after it has left the community.
A participatory approach

IMC’s participatory approach to community-based
primary healthcare seeks to build capacity in poor rural
communities to provide sustainable health delivery
through community mobilisation for training and job
creation, as well as by linking district, regional, and
national health authorities in health policy forums.
For example, by employing a community-based
strategy that focused on improvements to both the
supply and demand sides of the healthcare system in
Azerbaijan, the gap between a fragile state’s available
support for the health sector and the local healthcare
needs of low-income families was successfully closed.
The project’s participatory approach to its planning
and implementation stages with community
stakeholders – including Community Action Groups
and Community Health Management Committees
established by IMC – gives the entire programme a
potential for replication anywhere in the world where
Cyprus, 30 September - 2 October 2009

53

Millennium Development Goals

there is a need for improved healthcare infrastructure in
the context of limited economic resources and a dearth
of healthcare financing opportunities.
By delivering training to local providers, mobilising
communities, and strengthening local institutions within
this framework for capacity building, IMC is able to
significantly strengthen the health sector and increase
access to quality health services in the long term.

Partnering with the Ministry of Health
Interaction with the Ministry of Health at a national
level is as vital as partnerships at the local level in
bringing about change. By collaborating closely with
the Ministries of Health in Sri Lanka, Indonesia,
Lebanon, Pakistan, and Sierra Leone at both regional
and central levels to influence practice and policy, IMC
reinforced its mental health training activities for health
providers at the local level. With the resulting local
activities, amendments to national policies to include
mental health into basic primary health packages, and
additions to medical and nursing school curricula, the
training programmes successfully served to create
enduring mental health service delivery within the
primary care framework.

Building the capacity of local partners
In keeping with its mission to promote self-reliance,
IMC partners with local NGOs and community-based
organisations and builds their management capacity to
provide appropriate results-oriented programmes in line
with best practice interventions.
These partnerships build local capacity by creating
strengths that offset disaster-related vulnerability. For
example, IMC provided technical and management
training to numerous Kenyan organisations following
the bombing of the US Embassy in Kenya. These
agencies included the St John Ambulance, Kenyatta
National Hospital, Nairobi City Council Ambulance
Service and Fire Brigade, and the Resuscitation Council
of Kenya. Following the Tsunami in Indonesia, IMC
partnered with a national first responder, Ambulan 118,
to build the logistic and administrative systems that
would allow it to deploy resources more rapidly –
something it did very effectively following the
earthquake in Yogyakarta in May 2006.

Building capacity in fragile states
Because of their difficult context, fragile states require
considerable thought and planning when it comes to
investing in and implementing relief and development
work. Engagement at all levels – from government
health workers to the Ministry of Health and to local
NGOs – and a long-term vision as to how these
activities will play out from beginning to end are critical
to a programme’s success. In these environments, it will
probably take a long time to implement a given project
according to international standards, while some partners
may not have the capacity to carry out key activities and
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The Commonwealth Finance Ministers Meeting 2009

Lessons learned
• Work with a long-term vision from the beginning of the
engagement in health services.
• Engage the local government healthcare staff to provide
information on priority health topics and provide medical
expertise.
• Building partner capacity while implementing a project
according to international standards and requirements takes
years.
• Not all local partners have sufficient capacity to implement
projects effectively and meet key goals without additional
support and mentoring.

meet goals as expected. Despite these challenges,
sustainable progress can be made, particularly if the focus
is on providing immediate relief while enabling selfreliance through training and capacity building.

Josephine Garnem came to International Medical Corps in
1999 when her country, Sierra Leone, was at civil war. She
joined a small team that helped build and sustain one of the
country’s most successful healthcare programmes, where survivors
of the conflict were offered basic healthcare and post-traumatic
stress counselling, and child soldiers and young women could
receive complex surgical interventions. The programme also
trained traditional birth attendants in proper delivery methods,
dramatically reducing the mortality rate for children and mothers,
and most of the Ministry of Health nurses, many of whom are
still serving their communities. In 2001, deciding to spread her
wings, Garnem worked in Pakistan and Afghanistan for nearly
two years training young Afghans and Pakistanis in finance and
human resource management. She then joined IMC USA
headquarters staff in January 2003 where her work continues to
have a global impact.
International Medical Corps (IMC) was established 25
years ago by volunteer doctors and nurses as a non-profit,
voluntary organisation. Its mission is to improve the quality of
life for vulnerable populations through health interventions and
related activities that build local capacity in underserved areas
worldwide. IMC provides healthcare through training,
rehabilitates devastated healthcare systems and helps bring them
back to self-reliance. Since its inception IMC has delivered
US$969 million of assistance and health services to tens of
millions of people in more than 50 countries.
IMC Headquarters
1919 Santa Monica Blvd.
Suite 400
Santa Monica
CA 90404, USA
Tel: +1 310 826 7800
Fax: +1 310 442 6622
Email: imc@imcworldwide.org
Website: www.imcworldwide.org
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The silent crisis – why
we need a global
framework for action on
water and sanitation

Barbara Frost
Chief Executive,
WaterAid

here is a silent development crisis gathering pace around the world today, including many
Commonwealth countries. It is silent, because it affects primarily those who have the least
power to speak up: women, children, and those living in extreme poverty. Every year, 1.4 million
children die from diarrhoea directly caused by unsafe water and poor sanitation, and hundreds of
millions of children miss school as a result of being ill. This crisis is holding back human and
economic development. The current response of the international community is inadequate. To
resolve this situation a ‘global framework for action’ is required.

T

ater and sanitation are taken for granted by most
people. However, one in eight people around the
world do not have clean drinking water, some 900
million people in total. Furthermore, one in three do
not have anywhere safe to go to the toilet, a total of 2.5
billion. This masks the fact that the only option for
almost half these 2.5 billion people is open defecation –
in fields, gutters or bushes – a daily reality for 665
million people in India alone.

W

Sophie Zongo collects water from a pond rimmed with animal faeces in her
village of Bayandi Palogo, Burkina Faso.

Millennium Development Goal (MDG) 7, Target 10,
outlines the global ambition to halve the proportion of
people without access to water and sanitation by 2015.

One in eight people around the world
do not have clean drinking water, some
900 million people in total. Furthermore,
one in three do not have anywhere safe
to go to the toilet, a total of 2.5 billion.
However, at current rates of progress, in sub-Saharan
Africa the water target will not be met until 2035 and
the sanitation target will not be met until the
22nd century. This is a crisis compounded by rapid
urbanisation. Nowhere is urbanisation happening as fast
as in Africa, where by 2030 more people will be urban
dwellers than rural dwellers. Because most African
countries are not managing to keep up with rising
demand for housing and services, this is not
urbanisation, but ‘slumisation’.

Source/Photo: WaterAid/Suzanne Porter

A gendered crisis that holds back
progress on health and education
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In much of rural Africa and South Asia, women and girls
spend on average 15 to 17 hours a week collecting
water, often from dirty, unprotected sources as the
woman in Burkina Faso in the photo on the right is
doing. Access to safe water near the home would end
this daily drudgery, but also allow women to increase
their incomes by engaging in productive work. One
study from rural India suggests that reducing water
The Commonwealth Finance Ministers Meeting 2009
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diarrhoea directly caused by unsafe water and poor
sanitation. That is 4,000 children dying every day for
want of these basic human rights. Diarrhoea is the
second biggest killer of under-fives around the world,
and kills more children than AIDS, tuberculosis and
malaria combined. The associated costs of illness are also
significant. It is estimated that 443 million school days
are lost each year due to water-related diseases. These
illnesses also hinder the health sector – at any one time,
half of all hospital beds in developing countries are filled
with people suffering from water-related diseases. These
avoidable costs equate to about 12 per cent of public
health spending in sub-Saharan Africa.

The irrigated Royal Nairobi Golf Club next to Kibera, a slum where one
million people live with poor access to water.

collection to one hour a day would enable a woman to
earn an additional US$100 a year, a significant amount
when many live on less than $2 a day.
Collecting water also impacts heavily on girls’
education. In Tanzania, school attendance levels are 12
per cent higher for girls in homes 15 minutes or less
from a water source, than in homes an hour or more
away. Furthermore, UNDP estimates that about half the
girls in sub-Saharan Africa who drop out of primary
school do so because of poor water and sanitation
facilities.
Often this water is not even fit for human
consumption – it can spread diseases like diarrhoea and
cholera. Every year, 1.4 million children die from

Institutional fragmentation means
that in many countries, responsibility for
delivering these essential services is
split across several ministries.

Scarcity or inequitable distribution?
Reading the global media in recent years, one would
think that climate change and water scarcity are the
leading drivers of poor access. This is far from the case.
While it is a serious problem that by 2030 more than
half the world’s population will live in high-risk areas
of water scarcity, this is first and foremost a justice
issue. There is enough water to go around, if it is
shared equitably. The photo above bears this out. The
green fairways of the Royal Nairobi Golf Club are
next to Kibera, a slum where one million people live
and where access to safe water is very low. Across the
world, there would be enough water for everyone if it

Source: OECD DAC database

Relative aid levels to health, education and water and sanitation (five-year moving average).
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was shared in a fair way, climate change or no climate
change.
The crisis in water and sanitation hits the poor
hardest. Two-thirds of the 900 million people without
water live on less than US$2 a day. Furthermore, the
richest 20 per cent in many Commonwealth countries
are three times more likely to use improved sanitation
than the poorest 20 per cent. This comes as no surprise
to poor people themselves. On the rare occasions that
they get asked, poor people frequently put access to
safe water at the top of their priorities, ahead of health
and education.
Scandalously, the urban poor even pay more for their
water than their richer neighbours. This is because
they cannot afford the large fees required to be
connected to the network, and must therefore pay
water vendors by the bucket. These vendors, with their
inefficient supply chains, sell poor people water for
typically around 10 times more than the networked
rate, litre for litre.

Looking at the distribution of
aid by country also reveals worrying
trends, such as middle-income countries
receiving the lion’s share of aid.
The World Health Organization has found that when
all the benefits of access to water and sanitation are
quantified and added together, every dollar invested in
water and sanitation brings at least an US$8 return. But
it is the poor who are least able to finance their way
out of poverty. Particularly with water, there is a
mandate for governments to provide services for their
citizens. Without getting into debates about who pays
and who provides, all can agree that governments need
to fulfil this mandate. In line with this, the UN
recognised the right to water for personal and domestic
use in 2002.

The drivers of the crisis
Given the scale of the crisis, and the massive potential
benefits of action, why is so little happening? There are a
multitude of reasons, and the responsibility lies with
both developing country governments and donor
governments. First of all, institutional fragmentation
means that in many countries, responsibility for
delivering these essential services is split across several
ministries. This is especially true for sanitation, which
often falls between the gaps of ministries of water,
health, education and environment. Accountability is
further undermined by the fact that the burden of the
crisis is borne disproportionately by women, children
and those in extreme poverty – the very people who
have least voice in key decision-making processes.
Analysis of sector expenditure often reveals that, in
urban areas, money is often not going towards financing
new connections for the unserved, but towards
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improving services for the non-poor who already have
connections. An analysis of aid levels to the sector reveals
how donor countries are complicit in the misallocation
of financing, with roughly three times as much aid going
to ‘large systems’ rather than basic levels of service.
Looking at the distribution of aid by country also reveals
worrying trends, such as middle-income countries
receiving the lion’s share of aid. For example, Jordan,
Malaysia and Tunisia all received an annual average of
US$80-100 million over 2002-2006, despite all having
around 95 per cent water coverage. Guinea-Bissau,
Liberia and Togo, with around 50-60 per cent coverage,
received an average of US$1-2 million over that time.

A development narrative with a missing
link
Political leaders rarely extol the virtues of toilets. Health
and education are far easier ideas to sell. This neglect is
reflected in aid levels over the last decade, as the graph
shows. Since 2000, the proportion of aid to health and
education has increased significantly, while the
proportion for water and sanitation has declined and
then stagnated.
This approach, when compared to the success of Asian
‘tiger’ states such as South Korea and Malaysia, appears
to pay little heed to history. In the 1960s, these
developmental states front-loaded investments in water
and sanitation, leaving investment in health until after
these building blocks had been laid. For example, South
Korea made huge investments in water and sanitation
during the 1960s, when its per capita income was the
same as Ghana’s. During that decade, under-five
mortality more than halved, while the number of
medical staff stayed virtually the same. Only in the late
1970s did South Korea start investing in health systems
and increasing the numbers of medical staff, capitalising
on the fact that most of the population then had a safe
water supply and access to toilets.

Since 2000, the proportion of aid to
health and education has increased significantly,
while the proportion for water and sanitation
has declined and then stagnated.

What would a global framework for
action achieve?
The main problems identified have been low levels of
finance, and the fact that the money is not going to
those countries that most need it. A global framework
for action would aim to solve both these problems by
doing two things. Firstly, it would catalyse more donor
support for the sector. Secondly, it would provide a
mechanism for co-ordinating all financing, so the money
can flow through to the places the water and sanitation
crisis is hitting hardest.
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A global framework would ensure everybody is on the
same page, so no countries are ignored, and no efforts
are duplicated. It would also bring clear lines of
accountability for poor performance. There have been a
whole host of international commitments in this sector
over the last decade, but they have failed for several
reasons. They have not been binding, and have consisted
of vague platitudes instead of clear plans of action.
Drawing on successes from similar initiatives to coordinate action in the health and education sectors,
WaterAid is calling for three key elements of a global
framework for action:
• An annual report to review progress
• An annual meeting of key people to act on the report’s
findings
• A commitment from donors that if a country has a
credible plan for achieving the water and sanitation
MDGs, they will not doom it to failure by not
providing enough money.
These three essential components are outlined in
more detail below.

Essential components of a global
framework for action
An annual review of the sector. This report would
look at how much money is being spent, and how
effectively progress is being achieved. Crucially, it would
do this separately for water and sanitation, so the latter is
not left behind, as has often been the case in the past.
The UN’s Global Annual Assessment on Water and
Sanitation (GLAAS) report provides a good starting
point for this.
An annual high-level meeting. This annual meeting
would be attended by political representatives of donor
agencies, and by government ministers from countries
in regions where the MDGs are likely to be missed. At
the meeting, these people would jointly decide on key
actions based on the report’s findings. The aim would
be to build consensus, and ensure everyone is on the
same page.
No credible national plan should fail for lack of
finance. One of the reasons for the lack of progress on
water and sanitation is poor planning and monitoring
procedures in many developing countries. Donors
should help these countries to develop credible plans,
which would include realistic annual targets with
timelines, and costed strategies for water supply and
sanitation, as well as a system for monitoring the plan.
Once a country has a credible plan, donors should
commit to providing the necessary financing to ensure
it is successful.
A further aim of the high-level meeting would be to
identify which credible plans are not being properly
financed. Donors would then jointly decide on how to
align their money to finance those plans.

Tackle the crisis urgently
The water and sanitation sectors are among the weakest
performing MDG sectors, with sanitation trailing
furthest behind. The critical weaknesses in water and
sanitation are down to a failure of leadership. The
international development community must now
urgently bring together high-level bodies that can target
resources at the areas of critical failure. Without a
framework for action, we will continue to see
unbalanced financial inputs and diminished outcomes.

The water and sanitation
sectors are among the weakest
performing MDG sectors, with
sanitation trailing furthest behind.
The beginnings of a global framework for action are
already appearing, championed by the Dutch and UK
governments. However, there is still a long way to go,
and more high-level support is needed. This is why
WaterAid calls on governments to urgently tackle the
crisis by agreeing to a global framework for sanitation
and water, including an annual review of the sector, an
annual high-level meeting, and a commitment that no
credible national plan should fail for lack of finance.

Barbara Frost is the Chief Executive of WaterAid. She joined
WaterAid in September 2005 after nine years as Chief
Executive at Action on Disability and Development (ADD).
Barbara has previously worked in Africa for over seven years
with ActionAid, Save the Children, and Community Aid
Abroad, managing programmes in Mozambique and Malawi.
WaterAid is a leading independent organisation which enables
the world’s poorest people to gain access to safe water, sanitation
and hygiene education. We work in Africa, Asia and the Pacific
region and campaign globally with our partners to realise our
vision of a world where everyone has access to these basic human
rights.
WaterAid
47-49 Durham Street
London
SE11 5JD
UK
Tel: +44 (0)20 7793 4500
Fax: +44 (0)20 7793 4545
Website: www.wateraid.org
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Is the crisis over?
Not the one that
affects the hungry

Dame Barbara Stocking
Chief Executive,
Oxfam

s the crisis over? It depends what crisis you’re talking about. While the rich world anxiously waits
to see if the green shoots of economic recovery take root, life continues to get tougher for
hundreds of millions of poor people across the Commonwealth and beyond. For them, the credit
crunch and economic crisis did not mark the end of the good times. Instead the recession made life
harder still for those already struggling to cope with rising food prices that today have left over a
billion people hungry – one in six of the world’s population. That food crisis remains as intense as
ever and the number of hungry people is still rising.

I

unger has a devastating effect on people from
cradle to grave. Poor nutrition is a contributory
factor to the deaths of more than 3.5 million mothers
and children under five years of age each year (see box).
But numbers, however shocking, do not tell the full
story of this crisis. Behind every statistic are real families
struggling to survive, such as the 10-year-old girl in
Malawi removed from school to sell charcoal at the local
market so her family could afford food; and the parents
in Pakistan who were forced to send their 12-year-old
son to work as a labourer because they could not
repay a loan from moneylenders to feed their family.
Women and children are hardest hit by the food crisis as
they are first to cut back on what they eat. Even women
of childbearing age are likely to give up food for
their husbands.
East Africa is one of the regions bearing the brunt of
the crisis. The area is on the brink of a humanitarian
catastrophe, with more than 20 million people facing a
critical shortage of food and water. The immediate
cause, typical of hunger hotspots across the globe, is a
lethal cocktail of changing weather patterns, rising
prices, conflict and displacement.
Many areas of Kenya, for example, have suffered three
successive failed rains, while violence and displacement
after the December 2007 election has further reduced
food production. In Nairobi, the price of maize is 70 per
cent higher than the normal level for this time of year,
which is a level many people can barely afford. The UN
has described the situation in the country as the worst
for a decade.
Countries like Kenya need immediate emergency
aid if suffering for millions is to be averted.
Commonwealth leaders also have a duty to take longer-

H

From cradle to grave: the human cost of hunger
Malnutrition destroys people’s immune system and increases
their risk of dying from diseases such as diarrhoea, malaria,
measles and respiratory infections. But different age groups
are also affected in different ways:
Pre-birth: 13 million children are born annually with
intrauterine growth restriction meaning that stunting sets in
even before children are born due to the hunger experienced
by the mother.
Infants: The period from birth up to 2 years is crucial for
children’s growth and development. Malnutrition at this stage
can lead to irreversible damage to physical and mental
growth/development of children.
Children: Children from families with insufficient money to
buy food face double damage to their education. First,
malnutrition causes physical and intellectual impairments in
children. Second, hunger forces families to stop sending their
children to school in order to save money to buy food.
Adults: Chronic malnutrition results in reduced capacity and
energy to work. The cycle between poverty and hunger is a
vicious one with poverty making people more susceptible to
hunger and malnutrition, which in turn push people even
deeper into poverty – the ‘poverty trap’.
Parents: Lack of nutrition during pregnancy increases the
chances of ill health at the time of pregnancy, childbirth and
the later stages of her life. More than 3.5 million mothers and
children under five years of age die unnecessarily each year
due to poor nutrition.
Elderly: Lack of adequate and appropriate food and access to
health services means that by the time they enter old age,
they are already in chronic ill health. The impacts of ageing in
such populations can be visible by the time people are 40
years of age. This is particularly so for women who, after years
of hard physical labour, poor nutrition and many pregnancies,
are on the threshold of old age by the end of their
reproductive years.
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term action to prevent this crisis continuing and to
prevent future crises.
This is not just a problem for Africa. The situation in
India, Nepal, Pakistan and Bangladesh is rated as
alarming by the International Food Policy Research
Institute’s Global Hunger Index.
The uncomfortable truth is that without urgent
action, feeding the world is likely to become much
harder in the foreseeable future. The Feeding of the Nine
Billion, a report published in January by Chatham House
and part-funded by Oxfam, found that the upwards
pressure on food prices is likely to intensify in the
coming decade as the world’s population increases,
climate change takes hold, and energy and water scarcity
become increasing problems. The Intergovernmental
Panel on Climate Change warns climate change could
put between 40 and 170 million more people at risk of
hunger worldwide.
Already the effects of climate change are being felt.
Farmers in developing countries report that changing
seasons mean they no longer know when to plant their
crops, often with devastating consequences. Coffee
production in Uganda, for example, is down 40 per cent
in recent years.

The Intergovernmental Panel on
Climate Change warns climate change
could put between 40 and 170 million more
people at risk of hunger worldwide.

Action to tackle climate change will be vital if future
crises are to be averted, which essentially means rich
countries reducing carbon emissions and providing
money to help developing countries control their own
carbon footprints and to adapt to the climate change
that is already happening. Oxfam estimates that
worldwide, US$150 billion is needed annually in
addition to existing aid.

The current food crisis
But climate change is not the principal cause of the
current global food crisis. The story most often heard is
that this began in 2007, caused by a combination of high
oil prices, rising demand, subsidised biofuels that took
land out of food crop production all aggravated by
speculation.
According to this version of events, the crisis followed
a so-called ‘Goldilocks’ era when, it is argued, food
prices remained neither too high nor too low: prices
were high enough to support poor country farmers but
low enough to keep the number of hungry people
relatively stable.
But while this analysis is a good description of events
from 2007 onwards, it ignores the fact that more than
800 million people in the world suffered from chronic
62
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hunger before prices began their steep upward path.
That is more than the population of the United States,
Indonesia and Brazil combined.
Donors’ attitude during this ‘pre-crisis’ period was
complacent at best. Agricultural aid to developing
countries fell by 75 per cent between 1980 and 2008,
from US$20 billion to just $5bn a year. Two-thirds of
the world’s rural poor, particularly those living in remote
or marginal areas, did not benefit from the little
investment that was made.
Agricultural investment became unfashionable; food
was just another commodity to be traded according to
the economic law of comparative advantage. Poor
countries, such as Haiti, were persuaded to slash tariffs
on foodstuffs, exposing domestic farmers to foreign
competition. Countries whose farmers could not
compete with imports were encouraged to allow their
agriculture to wither on the vine.
The all-too predictable result was that when global
prices shot up, many poor countries were left helpless
in the face of hunger. To make matters worse, the
combination of misguided or inadequate national
agricultural policies, unfair trade rules and poor
economic advice created a situation where big
traders and supermarkets were the big winners from
higher prices.
As prices peaked, the market power of Nestlé,
Monsanto and Bunge among others allowed them to
drive up profits at the expense of small farmers
and consumers. Oxfam’s report Double-Edged Prices,
published on World Food Day in October 2008, found
that Bunge’s profits in the second fiscal quarter of 2008
increased by US$583m, or quadrupled, compared with
the same period in 2007. Nestlé’s global sales grew
nearly 9 per cent in the first half of 2008, and the seed
company Monsanto reported a 26 per cent increase in
revenue to a record US$3.6bn in the fiscal quarter that
ended May 31, 2008.

More than 800 million people in the
world suffered from chronic hunger before
prices began their steep upward path.
That is more than the population of the
United States, Indonesia and Brazil combined.

Even after global prices fell at the end of 2008, the
cost of food at markets used by poor people remains
stubbornly high. Global prices are higher in September
2009 than they were in November 2008 – below their
peak in summer 2008 but around 25 per cent higher
than they were in 2006. In many African countries weak
market integration means that prices are currently
higher than during the peak of the global food crisis.
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Intelligent investment
Where free trade has failed, intelligent investment can
succeed. Agricultural aid can and should play an
important part in helping people to adapt to climate
change by providing drought resistant seeds, building
irrigation systems and helping farmers to diversify
their produce and manage risk. The solutions can be
amazingly simple, for example swapping chickens for
ducks in parts of Bangladesh that are at risk of flooding.

Organic production could sequester
carbon in soils and mitigate the impact
of greenhouse gases.

Reducing dependency on mineral fertilisers, whose
price tracks that of the oil used to make them, may be
bad news for agribusiness but it will make farming
more sustainable and reduce carbon emissions.
According to research by the University of Michigan, a
switch to organic production could even boost yields
in developing countries. At the same time – given the
right incentives, which may emerge through the
Copenhagen Climate Change Treaty – organic
production could sequester carbon in soils and mitigate
the impact of greenhouse gases.

Increasing the local response
Changing the farming habits of vast swathes of the globe
will take time, money and political courage. With the
economic crisis undermining broader faith in free
market fundamentalism, there is an opportunity for poor
countries to adopt a more active trade policy to protect
domestic food production, whether small-scale farmers,
strategic agricultural sectors or emerging companies.

There is no doubt that the money can
be found if the political will is there.

But trade measures must be considered and
proportionate. Indiscriminate export bans on food stuffs
are likely to do more harm than good: hurting poor
people reliant on food imports and undermining trust
between countries as they respond to the crisis.
The good news is that in Africa, leaders have made
commitments to increase their investments in
agriculture, spending 10 per cent of national income on
the sector. Others should follow suit.
Improving the supply of food in developing countries
is a big part of the solution but more also needs to be
done to ensure that poor people are better able to

survive shocks such as food price rises. Poor people,
particularly women, are vulnerable to changes in food
prices with many spending up to 80 per cent of their
income on food. Developing countries should look to
increase social protection measures for vulnerable
populations – including cash payments and employment
creation schemes for those at risk of hunger.

Ready for international support
To significantly increase agricultural investment, let alone
introduce social safety nets, many countries will need
outside help. And there are welcome signs that rich
countries are ready to learn from the mistakes of the past.
In July 2009, President Obama persuaded his fellow
leaders to sign up to a US$20bn package of agricultural
investment at the G8’s annual summit in Italy, signalling
a break from three decades of neglect and policy failure.
The response may be little and late but the good news is
that the food security of hundreds of millions of poor
people is finally being taken seriously at the highest
level. Most of this money needs to go to support
smallholder farmers, since they constitute the majority
of the world’s poor and they have the potential to
engage better in markets and sell their surplus.
The bad news is that the G8’s $20bn fund is spread
over three years. Even if all was new money it would not
be sufficient to return agricultural investment to the
1980 level, never mind meet the challenges of the future.
There is no doubt that the money can be found if the
political will is there. Even US$20 billion a year for
agricultural investment would be a drop in the ocean
compared to the $18 trillion mobilised for bank bailouts
to avert financial and economic collapse in the North.

Barbara Stocking is Oxfam’s Chief Executive. Barbara joined
Oxfam GB as Director in May 2001. She was awarded a
CBE in the 2000 Millennium Honours List for her previous
work at the NHS and in 2008 she was awarded Dame
Commander of the British Empire in the Queen’s Birthday
Honours. Barbara was born in Cambridge then moved to
Rugby. She studied at Cambridge University and now lives in
Oxford. She is married with two sons.
Oxfam has been fighting poverty and injustice for over 60 years,
making it one of the most experienced international development
agencies in the world. The NGO now works in more than 70
countries responding to emergencies, campaigning for change and
supporting long-term development, including agriculture.
Oxfam
Oxfam House, John Smith Drive
Cowley, Oxford, OX4 2JY
United Kingdom
Tel (from UK): 0300 200 1300
Tel (worldwide): +44 (0)1865 47 2602
Website: www.oxfam.org.uk
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The PNG Office of Higher Education Commonwealth Report 2009
HIGHER EDUCATION & DISTRICT SERVICE
SETTING

Efficient transport system is needed to increase the movement of people and
goods to market destinations

At present, the higher education community services in Papua New Guinea (PNG)
are weak in the 89 districts and villages. The weak linkage is manifested in the
shortage of appropriately trained skilled human resources and relevant programmes
and monitoring systems. Community service is receiving new prominence in the light
of new impact projects such as the 30 year Liquefied Natural Gas (LNG) project, the
main access roads to open up the hinterland for economic development and service
delivery to the districts, including demands of the government’s vision of income take
off for all by 2050. Effective service delivery, require curriculum reform and
realignment; expanding research and technology transfer through innovation.

FOCUS ON 89 DISTRICTS
The focal points of developing PNG are the 18 provinces, the National Capital District
and the Autonomous Region of Bougainville. Major development projects are located
in the 89 districts and the 10, 000 Local Level Government areas.

Village small holder vegetable garden. Food production needs to increase in
volume and quality with large farming systems and management technology for
downstream to be viable
Source: PNG Office of Higher Education 2008

A viable service delivery policy means research and teaching and knowledge transfer
programmes focuses on professional teaching by user-driven research, and problem
solving institutions of higher education. The promotion of service class higher
education system is supported by a system of IHE performance rating on specified
national objectives delivered through professional teaching of Agriculture;
Engineering; Economics; Environmental climate science; Health sciences; Politics,
anthropology and social studies and Statistics. These in turn will be supported by
management and leadership skills for implementation through courses in
communication and negotiation; human resource management; financial
management; monitoring and evaluation; project design and management and
strategic determination skills.
Thus by working with district authorities, the IHE is adding value to the role of higher
education as part of the whole of government service delivery system and similarly,
districts are accessing higher education expertise and higher education are learning
from the local level governments and benefit from synergies accruing from the impact
projects such the Liquefied Natural Gas, mining & petroleum; manufacturing and
trade; banking services; science and engineering, natural resources, agriculture,
fishery, timber, medicinal drug, biology, climatic conditions agriculture, sociology and
anthropology and Teacher preparation and certification.

1. Central
2. Simbu
3. Eastern Highlands
4. East New Britain
5. East Sepik
6. Enga
7. Gulf
8. Madang
9. Manus
10. Milne Bay

11. Morobe
12. New Ireland
13. Northern
14. Bougainville Autonomous Region
15. Southern Highlands
16. Western Province
17. Western Highlands
18. West New Britain
19. West Sepik
20. National Capital District

Source: http://en.wikipedia.org/wki/file:PNG Provinces

District service is critical because it is contributing to border development through
information exchange system – a partnership that drives innovation, research and
business competitiveness within small-to-medium-sized companies in manufacturing
industries in the international border area, by aligning our programs to match the
needs for high impact programs.
We believe Higher education is equal peer in PNG’s service delivery and the large
role higher education plays within society makes the focus to district, the minimal
obligation for higher education towards transforming the country. Our motto is
Expanding the Frontier of Higher Education Service.

Director General
2nd Floor Mutual Rumana, Waigani Drive,
P.O. Box 5117, Boroko, Papua New Guinea
Email: wtagis@ohe.gov.pg
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Education: the
other global crisis
Dr Pauline Rose
Senior Policy Analyst,
Education for All,
Global Monitoring Report Team

ince late 2008, Western countries have pulled together multi-billion dollar bailout packages for
their ailing banking systems, in an attempt to keep the wheels of the global economy in motion.
Political leaders have acted decisively to protect financial systems and to set the scene for economic
recovery. The same determination, says the 2009 Education for All Global Monitoring Report,
Overcoming Inequality: Why Governance Matters, is now needed to tackle a less visible but no less urgent
challenge – that of ensuring social justice, fairness and the right to educational opportunity for the
world’s most vulnerable population groups.

S

hen financial systems fail, governments act
because they know the cost of inaction. Unlike
failing banks, failing education systems don’t make
global headlines – but the costs are no less real. Unequal
opportunities for education fuel poverty, hunger and
child mortality, and reduce prospects for economic
growth. The human and financial damage created by the
global crisis in education is enormous. Yet governments
across the world continue to drag their feet in dealing
with that crisis.

W

Unlike failing banks, failing education
systems don’t make global headlines –
but the costs are no less real.

provided for all children and expanding learning
opportunities and literacy skills for those of all ages.
However, the 2009 edition of the Education for All
Global Monitoring Report documents that on current
trends, many of these global commitments will not be
met by 2015. Though there has been remarkable
progress in education, with some Commonwealth
countries making the most striking breakthroughs,
progress has been too slow and uneven for many of the
Dakar commitments to be reached. The onset of the
global economic crisis jeopardises the gains that have
been made. The slowdown in economic growth will
especially hit many of the world’s poorest countries,
whose governments do not have the fiscal capacity to
respond to the crisis. With many poor households
suffering losses in income, the improvements in human
development and poverty reduction made over the last
decade could be rapidly reversed.

Large opportunity gaps exposed
Education has the potential to act as a great leveller
across countries and within societies. The notion that
education plays a vital role in equalising opportunity is
central to the Education for All commitments made by
world leaders in 2000. In the Dakar Framework for
Action, the international community adopted six
ambitious targets for ensuring quality education for
all children, youths and adults by 2015. The goals
encompass access to early childhood care and education,
free universal primary education, putting girls and boys
on an equal footing, improving the quality of education

The extent of global inequality in educational
opportunity should make policy-makers pause for
thought. While over one-third of children in rich
countries complete university, a much smaller share even
completes primary education in much of sub-Saharan
Africa (with just 5 per cent reaching university level).
A child in the United Kingdom is twice as likely to
complete university as a child in Uganda is to finish
primary education. One in three children in developing
countries (193 million in total) reach primary school age
suffering from malnutrition and impaired cognitive
growth – a figure that rises to over 40 per cent in parts
of South Asia.
Cyprus, 30 September - 2 October 2009
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National disparities mirror global inequalities. In
Kenya, for example, more than half of children among
the poorest 20 per cent of the population are out of
school, while only a minute fraction of those from the
richest families are not attending primary school. Other
deeply entrenched barriers to education result from
geographic circumstances, gender, language and
ethnicity.
The picture, of course, is not all bleak, and the 2009
Report highlights some impressive national and regional
performances. Tanzania and Ethiopia have both reduced
the number of children out of school by over 3 million,
due to policies such as the abolition of school fees and
ambitious rural school construction programmes. In
Latin America, several countries are enrolling and
keeping more children in school through innovative
cash transfer programmes for the poorest households,
with payments made conditional on school attendance
and health visits.

Global education deficits and
Commonwealth performance
If there is one statistic that encapsulates the shocking
divide in world education, it is the estimated 75 million
children of primary school age worldwide that are
currently out of school. Projections suggest that many
millions will still be missing their right to an education
in 2015. Some Commonwealth countries are among the
top offenders: of Nigeria’s 8 million children out of
school, only a small fraction of these have a chance to
attend school by 2015. Pakistan has about 6.8 million
children out of school according to the latest data. Other
countries, such as India and Ethiopia, are making
great strides in getting their children into school.
However, without concerted and sustained action, the
international development target of universal primary
education by 2015 will move even further out of reach.
Many girls in developing countries are still unable to
make use of the opportunities offered by education. Girls
are still more likely never to enter school and are over-

© UNESCO/Akhtar Soomro

Students Free Education Centre, Pakistan, established some 13 years ago to
promote poor children of the area. Now more than 300 students study here
in two shifts. Non-stop gunfire and gang warfare in the district have forced
teachers to hold classes on the rooftop of the building.
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represented among out-of-school children. Girls in
Commonwealth countries are both in the best and worst
of worlds – for example, Ghana, Nepal, Kenya and
Tanzania have all reached gender parity in primary
education. Bangladesh has seen particular progress, with
stipend programmes increasing girls’ participation in
school, having positive impacts in declines in child
mortality, better nutrition and better employment
opportunities for women. However, in Pakistan, there are
only 80 girls enrolled for every 100 boys at primary level.

Few would deny that literacy is a
key to education that also opens the way
to better health, improved employment
opportunities and lower child mortality.
Yet literacy remains a neglected goal.

Improving literacy is another global challenge. Few
would deny that literacy is a key to education that also
opens the way to better health, improved employment
opportunities and lower child mortality. Yet literacy
remains a neglected goal. An estimated 776 million
adults, or 16 per cent of the world’s population, lack
basic literacy skills. Two-thirds of these are women. Four
of the planet’s most populous countries – India,
Bangladesh, Pakistan and Nigeria – also have some of
the highest numbers of adult illiterates in the world.
Without greater political will, the vicious cycle of
illiteracy, inequality and exclusion will continue to be a
barrier to reaching the Education for All goals.

The governance challenge
Although the notion of ‘good governance’ in education
is debateable, the consequences of bad governance are
readily observable. They include underfinanced schools,
service providers and government agencies that are
unresponsive to local needs and unaccountable to
parents; large disparities in school access, participation
and completion; and low levels of learning achievement.
In recent years, the way in which education systems
are managed, policies developed, and resources allocated
have come into the political spotlight. Good governance
has become a rallying call, with decentralisation, the
devolution of authority to parents and schools, and
choice and competition becoming recurrent themes in
policy debates. But according to the Global Monitoring
Report, governance reforms all too often fail to tackle
the inequalities that are holding back Education for All.
Wide-sweeping education reforms that give but a
passing nod to local context, institutional capacity
requirements and equity-related issues are not having
the desired impact. In fact the evidence shows that
importing education blueprints from the north and
applying them uncritically elsewhere – a practice

Millennium Development Goals

Even before the onset of the financial crisis,
the donor community was falling short of
its commitment that no credible national
education plan would fail for want of finance.

Competition and its corollary, choice, haven’t proved
to be the antidote for the failings of public education
systems as many expected. In the USA, the private sector
and civil society have been contracted into the
management of public school systems under various
forms of public-private partnership (such as charter
schools). However, the gains to efficiency and education
performance have been uneven and remain inconclusive.
Another trend is the rapid growth in recent years of
low-fee primary schools in countries such as Ghana,
India, Kenya, Nigeria and Pakistan. Although the extent
of their expansion varies, low-fee private schools seem
to be spreading in areas that serve some of the most
disadvantaged populations, including children in slums.
However, there is little evidence to suggest that they
offer a genuine alternative to affordable, accessible, highquality public education. Rather, they have grown by
default, more a reflection of the poor quality in
government provision and shortage of public schools
than a positive development.

Education financing gaps: the dangers of
dwindling aid
While national governments bear the greater share of
education costs, international aid plays a crucial role in
supporting policies that have helped increase access,
enhance equity and improve education quality. In
Tanzania, aid has supported an education sector strategy
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frequently encouraged by the development community
– will not lead to long-term improvements in areas such
as education resource allocation, school management
and teacher recruitment.
The decentralisation of national education systems in
developing countries offers a perfect example. In the
1990s, such reforms undoubtedly brought education
planning closer to school communities around the
world. However, at a time when many countries were
coping with a massive expansion in education provision,
financial decentralisation left different regions with even
less resources to fund learning, school maintenance and
teacher development. In Commonwealth countries, such
as Nigeria for example, the fiscal decentralisation has left
richer regions with the lion’s share of government
resources, with poorer regions getting left behind.
Ghana, on the other hand, successfully created a school
grant scheme in deprived districts to replace lost income
once tuition fees were eliminated.

Mother walking to Mazimbu school with her children, Tanzania.

that has cut the number of out-of-school children by
about 3 million. Without aid, many more children
would either be out of school or sitting in even more
crowded classrooms, without books or desks.
Although aid is vital in many countries to help meet
education and other development goals, global trends in
aid are a serious cause for concern. Even before the
onset of the financial crisis, the donor community was
falling short of its commitment that no credible national
education plan would fail for want of finance. While
overall development assistance and aid to education has
increased since 2000, there are still major funding gaps.
The Report has estimated a shortfall of about US$7
billion annually needed to finance a handful of
education goals in low-income countries. Multilateral
aid frameworks for supporting Education for All, such as
the EFA Fast Track Initiative, are also failing to meet
expectations. Inadequate donor support means that
countries with approved plans will face an FTI shortfall
of US$2.2 billion by 2010.
The threat that the current financial crisis poses for
education and other social sectors is undeniable. In rich
countries, aid development budgets are coming under
increased pressure. National governments in middle- to
low-income countries are being faced with tough
choices, with lower growth putting fiscal pressure on
social sector budgets, resulting in freezes in new school
construction and teacher recruitment and salaries. So
too are households. Lessons from the East Asia crisis of
the 1990s show poor families often having to withdraw
children from school and put them into child labour
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to tackle deep and persistent inequalities in education,
targets set by the international community will be missed
– in some cases by spectacular margins. Most importantly,
millions of children around the world will continue to be
consigned to lives of poverty and diminished opportunity.

© UNESCO/Rocky Roe.

The opinions expressed in this article are solely those of the
EFA Global Monitoring Report team and do not necessarily
reflect those of UNESCO.

Hagara Elementary School in Port Moresby (Hanuabada). Papua New Guinea
has over 800 different languages and children can begin their learning
experience in their mother tongue.

when faced with financial shocks. There is a real danger
that much of the progress made since 2000 in human
development and poverty reduction could be erased as a
result of the current crisis.
UNESCO is calling on governments to invest in
safety net and social protection programmes to safeguard
the poor and vulnerable from the worst effects of the
crisis and to enable children to pursue their education.
It is critical that fiscal packages with a strong education
focus be adhered to in developed countries, as seen in
the United States. Singapore is another model to follow.
The Singaporean Ministry of Education is predicting
that education spending will increase by 25 per cent in
2013. According to UNESCO, there is no justification
for reductions in national spending and international aid
to education.

If governments continue to fail to
tackle deep and persistent inequalities in
education, targets set by the international
community will be missed – in some
cases by spectacular margins.

Ending inequality’s ‘lottery by birth’
The circumstances into which children are born, their
gender, the wealth of their parents, their language or the
colour of their skin should no longer define their
educational opportunities. Ending education’s ‘lottery by
birth’ is perhaps one the greatest global challenges of the
21st century. The challenge is one that concerns all
nations, since in a globalised world poverty and suffering
do not remain confined within borders, but spill over in
the form of conflict for scarce resources, mass migration
and environmental degradation.
The response to the financial crisis demonstrates
what governments can accomplish when faced with
extraordinary times. But if governments continue to fail
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Universities: essential
for economic
and social
development

Prof John Tarrant
Secretary General of the Association
of Commonwealth Universities

or much of the 1980s and 1990s, higher education in developing countries was seen as the
preserve of highearning elites. It was allocated a very low priority by agencies and governments
providing development assistance. This was justified by the high rate of return to individual
investment in higher education. Higher qualifications brought economic opportunities to graduates
which greatly outweighed the costs of higher education to those individuals and to their families. This
view of higher education was compounded by its high cost relative to other education sectors. From
the late 1990s it has become more accepted, however, that higher education is an important public
good. The author reviews the current situation and details the progress of some significant initiatives.

F

n 2005, public expenditure per head on higher
education in Ghana was US$5,041, compared with
$309 at primary level. Very low enrolment rates – only
about 5 per cent of the relevant age cohort enrolled in
higher education in sub-Saharan Africa in 2006 – meant
that higher education opportunities were very restricted.
It was not therefore surprising that the Millennium
Development Goals focused on universal primary
education, and that higher education was excluded.

I

While the formulation of the Millennium
Development Goals was important in targeting
development efforts onto those areas where need was,
and remains, urgent, the low priority given
to higher education, or even positive hostility to it, failed
to recognise the essential role of higher education in
economic and social development. While higher
education does provide individual benefits, it is also a
vital public good.

The Partnership for Higher Education in Africa
The Partnership for Higher Education in Africa was launched in May 2000 by the Carnegie Corporation of New York, the Ford
Foundation, the John D and Catherine T MacArthur Foundation, and the Rockefeller Foundation. They were joined in 2005 by the
William and Flora Hewlett Foundation, and in 2007 by the Andrew W Mellon Foundation and the Kresge Foundation. While maintaining
each foundation’s unique strategic focus, the foundations agreed to work together towards accelerating the processes of
comprehensive modernisation and strengthening of universities in Ghana, Mozambique, Nigeria, South Africa, Tanzania, and Uganda.
Table 1. Foundation grants by the Partnership for Higher Education in Africa
Year
1999-2000

Joint initiatives

Individual foundation grants

Grand totals

607,272

18,763,526

19,370,798

2001

3,627,537

32,377,040

36,004,577

2002

3,036,574

39,938,176

42,974,750

2003

1,848,932

25,665,092

27,514,024

2004

1,147,957

27,661,033

28,808,990

2005

12,218,607

44,223,210

56,441,817

2006

4,847,662

50,654,809

55,502,471

2007

6,855,699

44,119,138

50,974,837

2008

6,193,700

29,031,422

35,225,122

40,383,940

312,433,446

352,817,386

Totals

Note: The seven Partnership foundations also support higher education activities in non-Partnership countries, thus more support than is shown in the
table is being channelled to African higher education.
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Girls into Science and Technology in Rwanda
In 2006, the Kigali Institute of Education in Rwanda began a
partnership with the National University of Rwanda, the Kigali
Institute of Science and Technology, and the University of
Aberdeen, UK, developing a ‘Girls into Science and Technology
in Rwanda’ project. With £60,000 allocated by the UK
Department for International Development through the
DelPHE (Development Partnerships in Higher Education)
scheme, the project was designed to encourage greater takeup by female students in science programmes at an advanced
level, and to help sensitize teachers, lecturers, senior
managers and decision-makers in issues of gender equity. To
this end, the project has involved research into barriers that
girls face in pursuing science courses, and interventions at the
primary and secondary school levels to encourage take-up by
female students. At the lead institution, the project has also
involved the delivery of a master’s degree programme in
educational and social research, with 25 participants
graduated so far. This enables further research into
understanding the factors preventing more girls from pursuing
careers related to science and technology.

IT for Improving Public Health Systems in Rural
Karnataka, India
In 2007, the DelPHE partnership for Improving Public Health
Systems in Rural Karnataka began, led by the India Institute of
Management Bangalore, with the partnership of the London
School of Economics (LSE) and Imperial College London. The
overall goal of the project has been to determine the
effectiveness of district-level public health management
information systems for improving evidence-based decisionmaking in rural health in the Indian state of Karnataka. This
has led to the establishment of a master’s-level module in
Health Information Systems in Developing Countries at LSE,
workshops on health management information systems at the
lead institution in India, and training sessions in health
management information software, customised for healthcare
professionals, doctors, NGOs, and senior policy makers in
Karnataka. Ongoing research initiatives by the project team
include developing more effective health information
management software suited for primary healthcare needs,
and the implementation of information systems to incorporate
the software that has been developed.

A much broader view emerged in the late 1990s and
was widely accepted following the publication of
‘Constructing Knowledge Societies: New Challenges for
Tertiary Education’ by the World Bank in 2002.
Development assistance from most developed economies
now includes specific policies for the encouragement of
higher education, as do those of the international
development banks. The African Development Bank
launched a higher education development strategy
in 2007. The major Foundations are also playing a
significant role.

resources of qualified teachers, it is in the education
departments of universities and teacher training colleges
that both the increase in the supply of teachers and the
modernised curriculum will be developed.

Development assistance from most
developed economies now includes
specific policies for the encouragement
of higher education, as do those of
the international development banks.

As the goal of universal primary education is
approached, it is leading to an explosive growth in the
demand for secondary education. Here, again the
shortage of qualified teachers and the need for an
appropriate curriculum must be urgently addressed with
the help of higher education.

The expansion of primary education
remains severely constrained by a chronic
shortage of qualified teachers and the
lack of a modernised curriculum.

Why has there been this dramatic
change?

Making chemical science more responsive to people’s
needs in Ethiopia

It is now widely accepted that higher education is both
an important public as well as a private good. Many, if
not all, strategies for economic and social development
are frustrated by a lack of attention to higher education.

Addis Ababa University in Ethiopia, and the University of
Nottingham, UK, began work on a DelPHE partnership in
2006. Titled ‘Making Chemical Science More Responsive to
People’s Needs in Ethiopia’, this project focuses on building
capacity for education in sustainable chemistry and
developing research to support sub-Saharan Africa’s rapidly
growing chemicals sector. The project involves an assessment
of indigenous flora, the involvement of traditional medicine
and sourcing indigenous knowledge in developing
pharmaceutical research, and has also spawned a series of
lectures on ‘green chemistry’ and environmentally sustainable
chemicals research. The lecture series, a self-standing study
module, is now planned to be rolled out to other universities
in Ethiopia. Research generated from this project has been
disseminated widely, and formed a central plank to the first
annual conference of the Federation of African Societies for
Chemistry in Addis Ababa in 2007.

An acute shortage of teachers and very
limited curriculum development
The expansion of primary education remains severely
constrained by a chronic shortage of qualified teachers
and the lack of a modernised curriculum. The situation
is critical in sub-Saharan Africa where there is a need for
600,000 additional teachers between 2004 and 2015. In
addition, the majority of the existing teachers remain
unqualified. Although the development of open learning
and open schools will help to better use the scarce
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Higher education in India

Table 3. Tertiary education: gross enrolment rates

The Indian government plans to increase the higher education
enrolment rate from 11% currently to 21% by the end of
2014. It intends to do this in ways which reduce the existing
considerable regional disparities within India and improves
quality.
Table 2. Higher education indicators in India – Quality
measures
Measures per
university

Average of
all Indian
universities

Benchmark as in
A-graded Indian
universities

No of departments

29

34

No of faculty positions

287

432

% of faculty positions
vacant

25

0

% of faculty with PhD

55

100

Planned new higher education institutions (HEIs)
Central universities

2008

2014 (1)

25

55

State Universities

230

380 (2)

Deemed universities

113

n/a

Private universities

29

n/a

HEIs of national importance (centre)

33

83

HEIs of national importance (state)

5

55 (2)

Affiliated colleges of state universities

8,800

9,170 (3)

(1) From the Special Higher Education Plan incorporated into the 11 and to
be rolled forward into the 12 National Plan.
(2) 50 new centres for technology training and research in border areas.
(3) Action by central government only – state governments may do more.

A skilled workforce for development
It is not only in primary and secondary education that
higher education helps to create the skilled workforce
necessary for the process of development. The delivery
of poverty reduction programmes, public health
developments, environmental sustainability, programmes
for the encouragement of small businesses, agricultural
development and all other aspects of economic and
social development require an educated cadre of
development staff to formulate the programmes, to
implement them and to evaluate their success.

Low income countries

1990/91

2006

5

9

Middle income countries

13

27

High income countries

47

67

Source: World Bank Development Reports.

limited and often results in over-reliance on external
consultants with little experience of local circumstances.
Young academic staff, returning from overseas doctoral
training, are a resource that many developing countries
could make better use of for research and policy analysis.
Universities are also a source of extension workers who
can take ideas developed in universities out into the field.
This extension work is most common in agriculture, but
it is growing also in the areas of small business and
entrepreneurial development.

The fundamental importance of
higher education in allowing countries
to compete within the world knowledge
economy is the cornerstone of a policy
of encouraging this sector.

Social and cultural development and civil
society
It is important that social and cultural development goes
alongside economic development. The contribution of
universities in these areas is easily underestimated. It is
also in universities that the Commonwealth’s agenda for
respect and understanding can be nurtured. The
Commonwealth university tradition of academic
freedom and enquiry encourages the free expression and
sharing of ideas, open access to information,
and the development of understanding based on
evidence rather than on prejudice and ignorance. These
are the underpinnings of democracy. It is no coincidence
that, at times of failure in democracy, universities are
early targets for restriction and closure.

A widening gap
All aspects of economic and social
development require an educated cadre
of development staff to formulate the
programmes, to implement them
and to evaluate their success.

Research, outreach and policy analysis
Universities are an important potential resource for
research and policy analysis. Although government
ministries have some research capacity, this is usually very
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All developed nations have encouraged rapid growth in
participation in higher education. For example, the
Australian government has announced an intention to
increase the proportion of population aged 25 to 34
years with a bachelor’s degree from 32 per cent to 40
per cent by 2025. This will require several hundred
thousand additional graduates. The fundamental
importance of higher education in allowing countries to
compete within the world knowledge economy is the
cornerstone of a policy of encouraging this sector. Many
transition economies are now also rapidly expanding
their higher education.

Millennium Development Goals

If similar growth cannot be achieved in the less
developed countries then the economic gap between
the rich and the poor countries will only get wider. If all
developed and most middle- income countries regard
investment in higher education as essential to the future
of their economies and societies, then it should be
essential also for the poorer countries.
Most universities in the less developed countries are
in a very poor state. They have suffered from a lack of
investment in human and physical capital, partly as a
result of being ignored within development funding for
so long. Expansion of student numbers, sometimes more
than doubling, has been imposed while investment has
remained static or declined. In many countries of Africa
the HIV/AIDS pandemic has wrought its own
devastating havoc on universities. The urgent need for
international aid to reconstruct the once great
universities of Africa is now recognised.

If all developed and most middle
income countries regard investment in
higher education as essential to the future of
their economies and societies, then it should
be essential also for the poorer countries.
Additional investments will be necessary but not
sufficient. The expansion of higher education in the less
developed countries cannot be achieved by more of the
same. We must harness technology to make better use of
scarce resources, both through the provision of distance
learning and also in the traditional face-to-face
universities. We have to enable the adoption of the new
pedagogy which puts information and learning materials
in the hands of students and frees teachers from the
passing of more and more information to ever-growing
class sizes. We must allow the teachers to act as guides
and advisors in the learning experience, rather than as
instructors.
The opportunities are there with an explosion of open
source learning materials. Reliable and fast connectivity
to the World Wide Web, along with reliable electricity
supply, are now the largest problems. The use of such
material also requires great changes in the way in which
we prepare university teachers as well as in what we
expect of them. As the need for well-qualified university
teachers is so great, we have to re-examine the
appropriateness and practicality of continuing to aim for
the PhD as the entry-level qualification.
Past neglect has made increasing and widening
participation in higher education in the less developed
world a Herculean task. It is, however, essential for

economic and social development. The improvement of
higher education infra-structure and human capital
needs investment and aid. The priority must be to invest
in new ways of learning because this is the only way in
which we can reach the large numbers that are needed.
Putting the learning into the hands of the learners will
also better prepare those learners to prosper in an
information- rich world.

We must harness technology to make
better use of scarce resources, both through
the provision of distance learning and also in
the traditional face-to-face universities.
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The Association of Commonwealth Universities,
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Cyprus, 30 September - 2 October 2009

73

Millennium Development Goals

Gender in the
financial crisis
Sylvia Walby
UNESCO Chair in Gender Research
at Lancaster University, UK

he financial crisis has gendered causes and gendered consequences. Gender inequality in the
financial architecture contributed to the failure of financial governance. Gender relations
mediate the outcome of the economic recession following the financial crisis. Policies to address the
crisis have gendered implications. Gender is thus present, though often indirectly and invisibly, in
many aspects of the financial crisis. This paper makes the gender dimension explicit. It outlines the
benefits that mainstreaming gender into policies to address the financial crisis could bring. These
issues affect not only gender relations, but also wider economic goals.

T

Introduction
The failure of the governance of finance is producing
catastrophic effects in the real economy and for
people’s lives. There is now vigorous discussion as to
how best to secure reform of finance, with proposals
from the United Nations, the G20, and the EU
Commission, among others. These involve greater
transparency, increased regulation and reform of
institutions. This governance is in part affected by
flawed gendered assumptions and goals underlying
financial and macroeconomic policy-making and the
uneven gender composition of decision-makers. The
consequent economic crisis has uneven effects on
women and men because of the gendered segregation
and structuring of the wider economy. The policies to
address the crisis are in danger of replicating, even
exacerbating, gender inequality because of flawed
understanding of the gendered economy. Not only do
these processes detrimentally affect women, but they
also lead to the failure of wider financial and economic
goals. The lack of women in finance distorts decisionmaking; the failure to engage successfully with all
aspects of the economy in policies for renewal is to the
detriment of all.
Three aspects of gender in finance are addressed here:
gender in the financial architecture; the impact of the
post-crisis recession; and the gender implications of the
policy responses.

Gender in the financial architecture
The gender dimensions of the financial architecture
include: the composition of the governing bodies of
finance; the underlying assumptions and knowledge
used by decision-makers about the economy; the

redistributive effects of taxation; and the principles and
goals of financial institutions.
Gender composition of decision-making

There is a huge under-representation of women in
financial decision-making. Both the extent of the
presence of women in financial governance and their
position in the decision-making hierarchy are important
for the nature of the decisions taken. Increasing diversity
may increase innovative critical thinking; reduce
excessive risk-taking; increase the priority of long-term
over short-term thinking; widen the range of relevant
stakeholders and increase democratic engagement.

Millennium Development Goal 3:
To promote gender equality
and empower women.

The inclusion of women may have prevented the
development of the ‘herd’ mentality, such as was found
among financial decision-makers in the run up to the
crisis by enforcing diversity. The well-documented
macho culture of the finance workplace leads to a
tendency for excessive risk-taking and a disregard for
wider considerations such as ethical stance, regulatory
compliance, and long-term as opposed to short-term
views. In so far as women in financial decision-making
are linked into the networks and interests of other
employed women, they tend to have different priorities
and practices, such as more positive views towards public
Cyprus, 30 September - 2 October 2009
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service provision. As Joseph Stiglitz commented in his
proposals for financial reform in 2009: “If those who are
supposed to regulate the financial markets approach the
problem from financial markets’ perspectives, they will
not provide an adequate check and balance.”
There are different ways of increasing the proportion
of women in financial decision-making. Some polities
have increased transparency and knowledge, for
example, the European Union has a database to support
monitoring of the percentage of women in economic
decision-making; other countries have introduced
quotas, for example, Norway has introduced a 40 per
cent quota for the inclusion of women in the boards of
directors of companies.

“If those who are supposed to regulate the
financial markets approach the problem from
financial markets’ perspectives, they will not
provide an adequate check and balance.”
Joseph Stiglitz

Models of economic growth are gendered

The knowledge base used in finance is gendered. One of
the goals in the governance of finance is to increase
economic growth. But the models of economic growth
used by those who govern finance are often out-of-date
in their understanding of the linkages between gender
relations and economic growth. For example, it is now
authoritatively established by World Bank studies that
increasing the education of girls has a positive impact on
the economic growth rate. Increasing expertise on the
implications of gender relations for the economy can
improve the likelihood that decisions are effective in
supporting economic growth.
Tax is a gender issue

Tax is a form of redistribution of funds carried out
by governmental bodies. Tax is a gendered issue partly
because men pay more tax than women because men
earn more and possess more wealth than women, and
partly because state expenditures disproportionately
benefit issues of great concern to women, including
childcare, health and education. Hence tax evasion and
tax avoidance are gendered issues. Thus reducing tax
evasion and tax avoidance is a gender equality issue.
Goals of financial governance

All institutions of financial governance have aims and
goals. Finance has become governed by itself in its own
interests, rather than in the interests of the wider economy
and society. Its goals have prioritised the requirements of
finance capital at the expense of the wider paid economy
and also at the expense of domestic economies.
Gender inequality matters both in itself and for its
contribution to economic growth and wider social
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justice. There are agreed international principles relevant
to this issue that could be included within the principles
of bodies of financial governance. These include: the
Universal Declaration of Human Rights (especially
Articles 22-25 on economic issues); the UN Convention
for the Elimination of Discrimination Against Women;
the UN Beijing Platform for Action 1995; and the
Millennium Development Goals, especially Article 3 on
gender equality.

Impact of the post-crisis recession
The economic recession caused by the financial crisis is
increasing poverty, especially through an increase in
unemployment and reduced access to health, education,
food, credit, and housing. These effects vary between
women and men from country to country.
Unemployment

The International Labour Organisation in Global
Employment Trends for Women 2009 builds scenarios for
2009 on expected increases in unemployment. At a
global level, the projected increases in unemployment for
2009 are similar for women and men, although women
start from an average unemployment level in 2008 higher
than that of men (women 6.3 per cent; men 5.9 per
cent). There are significant differences by region: in the
developed economies, the European Union, Central and
South East Europe and the Commonwealth of
Independent States, the gender differences are small. In
East Asia, women had a lower rate of unemployment
than men in 2008; and lower rates of increase in each of
the three scenarios in 2009. In Latin America, there was a
higher rate of unemployment among women than men
in 2008, and larger rates of increase among women than
men for each of the scenarios for 2009. In other regions,
such as the Middle East, the picture is more mixed.
Although varying across the scenarios, the changes are on
average worse for women than men in North Africa and
in sub-Saharan Africa.
Some differences between global regions are due to
variation differences in the gender composition of
industrial sectors at different levels and forms of
development. In the global North, women are more
likely to be in public employment in education and
health, while men are more likely to be in construction.
In the developed countries and EU, there is a tendency
for the construction industry to suffer early reductions
in activity and employment, with disproportionate
consequences on the large number of men employed
in this sector. If there are cuts in public expenditure at
a later stage of the crisis, it may be that women will
become increasingly affected by job losses. In some
regions in the global South, women’s paid employment
is disproportionately in less stable economic sectors than
that of men and, consequently, women suffer job losses
at an earlier stage of the recession.
The crisis has reduced global flows in goods, services
and people, with different effects for women and men.
Women’s income will be disproportionately reduced by
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a decline in export-oriented industries where women
are disproportionately concentrated, and will be
accompanied by a drop in remittances on which women
are disproportionately dependent. The financial crisis is
likely to affect the provision of micro finance
disproportionately used by women.

be accompanied by various forms of gendered
conditionality, such as the gender composition of Board
Rooms and senior staff; limitation on the highest
remuneration in wages and bonuses which went almost
entirely to men; and the inclusion of gender equality
principles into corporate goals.

Poverty and gender

Fiscal and monetary policies

Poverty is increasing unevenly for men and women.
A decline in the income of women tends to have greater
effects on the well being of families than that of men
because, according to the World Bank in 2009, women’s
income is more likely to be spent on children than that
of men.
Health outcomes will decline. Negative economic
shocks are harmful to infant mortality and are worse for
girls: a one unit fall in gross domestic product increases
average infant mortality for girls by 7.4 and for boys by
1.5 deaths per thousand births (World Bank 2009).
Educational programmes are endangered. In countries
with already low rates of female schooling, girls are
more likely to be pulled out of school when households
face declining income (the effects are less gender
divided in other countries). There is also a global
food crisis, and access to food varies by gender as well as
by country and region. The collapse in housing markets
in some more developed countries is increasing
homelessness among those who are dependent on subprime loans, disproportionately women and minority
ethnic groups.

Several countries created a fiscal boost to the economy;
however, not all countries have the fiscal room for this.
The history of austerity measures as the policy response
to financial turmoil is one in which the poor and
women have often emerged as the losers, as state funded
education and health programmes are cut back and
women bear the burden of this work in other ways. An
expansionary fiscal policy is better than an austerity
policy for the poor and women.

Long-term impact

The impact of the economic crisis following the
financial crisis is gendered as a consequence of gendered
employment, financial and welfare practices. The
economic crisis will have long-term as well as
immediate effects on welfare since a reduction in
expenditure on education and nutrition for children will
have implications for the rest of their lives. Human
capital is more fragile than fixed capital. Any decline in
the education of girls and women has long-term effects
on economic development because of the importance
(demonstrated in World Bank studies) of the education
of girls and women for economic growth. This has longterm consequences not only for gender equality but also
for economic development.

Gender implications of policy responses
The policy responses to the crisis have gender
implications. These are often indirect so are invisible
unless specifically investigated. Techniques to make
visible this gendering draw on practices of gender
auditing and gender-sensitive budget analysis.
Bank bailouts

The transfer of funds from citizen taxpayers to financial
institutions is usually a transfer from a constituency in
which men are slightly more the contributors as
compared with women to institutions that are
predominantly male in their high paying personnel
and receivers of dividends. These policies could

Tax cuts

In most instances, state expenditure is to women’s
advantage, so tax cuts redistribute away from women.
While men typically pay more tax than women,
different types of taxes have varied effects. Income tax
usually redistributes money from men to women since
women have smaller earned income than men due to
domestic work and the gender pay gap. A cut in income
tax thus typically redistributes money from women to
men. The gender redistributive effect of sales taxes, such
as Value Added Tax (VAT), often depends on the nature
of the exemptions: if there are none, then it may hit the
poor and women most. But if the items on which
women spend most money, such as food, are exempted
then this does not occur. A cut in wealth taxes most
often benefits men, since men are more likely than
women to own wealth.
Support for education

In most countries the rise in unemployment is
concentrated among the young and disadvantaged. The
expansion of educational provision may address this, with
gendered effects dependent on whether it is focused on
training for jobs disproportionately held by men or not.
Support for employers

The implications for women of supporting major
employers depend on the gender composition of the
workforce of those employers. For example, if funds are
given to construction or car companies, they are more
likely to support men than women.
Income support

Funds to support the poor and vulnerable are gendered.
It may be paid to insured workers (disproportionately
male) or to households (if to heads of households, then
disproportionately to men). The implications of funds
flowing to women rather than men are that they are
more likely to be spent on children. Public works, such as
construction, are more likely to provide employment for
men, while support for educational and health projects
are as likely to involve women. Projects that are oriented
towards human capital are oriented to the future; human
capital is more easily damaged than fixed capital.
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Reducing excessive financialisation

The tendency towards the financialisation of economic
life has contributed to the instability of the financial
and economic system, with the development of asset
price bubbles as in housing. Definancialisation,
especially of basics such as housing, promotes stability
and protects the vulnerable including women.

Conclusion
The UN, G20, OECD and EU have begun steps
towards reform of the governance of finance, especially
on issues of transparency. Including the principles of
gender equality already endorsed by the international
community in the Millennium Development Goals,
the UN Convention on the Elimination of
Discrimination Against Women, and Beijing Platform
for Women into the reforms of financial governance
and the policies to address the recession would have
positive effects not only for women, justice, well-being
and human rights, but also for economic growth and
financial stability. The Commonwealth is well
positioned to take a lead on these issues, drawing on its
legacy and expertise in gender budgeting and gender
mainstreaming.
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Aid and AIDS: policy
changes and responses
in Kenya, Malawi and
Zambia

Dr Degol Hailu
Acting Director, UNDP
International Policy Centre

bout 4 million people are estimated to be living with the HIV virus in Africa. Life expectancy is
reduced by about 20 years because of the disease, while the number of orphaned children has
reached 12 million. The urgency of controlling the disease is beyond doubt. However, there is a debate
about how effective the aid is allowed to be by the fiscal rules and conventions that surround it.

A

major cause for international concern is how far
HIV and AIDS related external aid can be fully
spent and absorbed. By absorption we mean the
utilisation of foreign exchange, for instance, in importing
goods and services. Spending means the utilisation of
the domestic counterpart of aid for government
consumption and expenditure. When aid is absorbed the
balance of payments current account deficit (excluding
aid) increases. This could be because of imports or
increased domestic demand reducing what is exported.
When aid is spent, the fiscal deficit (excluding aid)
increases. This is due to either higher government
expenditure or lower domestic revenue.
A 2008 paper by the International Monetary Fund
(IMF) entitled The Macroeconomics of Scaling Up Aid
argued that scaling up aid will put moderate to sizeable
pressure on inflation and exchange rates for Benin,
Niger and Togo. Due to fears of such macroeconomic
imbalances, countries are advised to restrain their fiscal
expansion. This means macroeconomic concerns
override public spending programmes aimed at
achieving the Millennium Development Goals (MDGs).
Is such a policy stance justified?
The answer is no. There is an urgent need for largescale, broadly targeted government programmes to
respond to the HIV and AIDS crisis. First, fiscal and
monetary policies have to be expansionary in order to
respond effectively to the epidemic. Second, full
spending and absorption of aid must be encouraged.
Third, micro-projects need to be co-ordinated with
greater efficiency to stimulate supply responses.

A

Fear of absorption and spending of aid
If fears of macroeconomic instability lead to less than full
absorption and spending of aid, it is useful to look at the
cases of Malawi, Zambia, and Kenya. Between 2001 and

2005, Kenya, Malawi and Zambia had HIV and AIDS
prevalence rates of about 14 per cent each among the
adult population, defined as those in the 15–49 age
group. By 2005 Kenya’s prevalence rate had fallen to 5.9
per cent. Nonetheless, controlling HIV and AIDS
remains a pressing issue in this country. These three
countries are facing a human development crisis, and
while external aid has been flowing, particularly
earmarked for HIV and AIDS control, aid has not been
utilised fully, as shown in Tables 1, 2 and 3.

There is an urgent need for large-scale,
broadly targeted government programmes
to respond to the HIV and AIDS crisis.

In Kenya, 33 per cent of the aid was absorbed and 22
per cent was spent. The remaining balance was utilised
to settle domestic debt and build up international
reserves. The inflation rate fell and the exchange rate
appreciated. While all of the aid was absorbed in Malawi,
only 59 per cent was spent through government fiscal
expansion,a resulting in low international reserves. The
real exchange rate depreciated and the inflation rate fell
by 15.4 percentage points. In Zambia, 39 per cent of the
aid was absorbed and 6 per cent was spent. International
reserves increased and the inflation rate declined, leading
to an appreciation of the real exchange rate.
What the ‘before and after’ aid surge story shows
is that full absorption of aid in Malawi did not
lead to macroeconomic instability. The restrictive
macroeconomic stance in Zambia did not stop the
exchange rate from depreciating. We can safely conclude
Cyprus, 30 September - 2 October 2009
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Table 1. Kenya: aid spending (ratios expressed as a share of GDP)
Periods compared

Amount of aid absorbed

Amount of aid spent

Before aid surge (1995-99) vs. aid surge period (2000–04)

33%

22%

Relevant aggregates

Relevant periods

Inflation

Before aid surge

6.4%

Aid surge period

4.5%

Real effective exchange rate

Average reserves level ($US million)

Before aid surge

69.9%

Aid surge period

72.6%

Before aid surge

735

Aid surge period

1,244

Table 2. Malawi: aid spending (ratios expressed as a share of GDP)
Periods compared

Amount of aid absorbed

Amount of aid spent

Before aid surge (1999-02) vs. aid surge period (2003–06)

100%

59%

Relevant aggregates

Relevant periods

Inflation

Before aid surge

28.0%

Aid surge period

12.6%

Before aid surge

103.2%

Aid surge period

75.5%

Before aid surge

213.3

Aid surge period

182.2

Real effective exchange rate
Average reserves level ($US million)

Table 3. Zambia: aid spending (ratios expressed as a share of GDP)
Periods compared

Amount of aid absorbed

Amount of aid spent

Before aid surge (2001-03) vs. aid surge period (2004–06)

39%

6%

Relevant aggregates

Relevant periods

Inflation

Before aid surge

21.7%

Aid surge period

18.1%

Real effective exchange rate
Average reserves level ($US million)

that there are other factors in play. For instance,
plummeting copper prices in Zambia explain changes in
the exchange rate. In Malawi, full absorption without
macroeconomic instability was possible through the use
of aid for importing goods and services − the economy
has a high import propensity.
The low level of aid spending is often a direct result of
conditions imposed as part of loan programmes with
international financial institutions. A typical loan
programme limits public sector deficits to less than 3 per
cent and sets inflation targets around 5 per cent. For
instance, ceilings on central government wages and
salaries are often imposed.
In Malawi, the target for the overall fiscal balance was
less than 1 per cent of GDP, while the target for inflation
80
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Before aid surge

108.2%

Aid surge period

139.6%

Before aid surge

322.1

Aid surge period

373.3

was under 5 per cent. In Zambia, the fiscal deficit target
was to achieve a value under 2 per cent of GDP with an
inflation target of less than 5 per cent. These were to be
achieved by reducing domestic borrowing to less than 1
per cent of GDP and increasing international reserves. In
Kenya the inflation target for 2005–2007 was 3.5 per
cent. The overall deficit target was set below 3.2 percent
of GDP.
These macroeconomic targets mean that total public
expenditure on health is lower than what is needed to
tackle the HIV and AIDS epidemic. For instance, to
meet Kenya’s National HIV and AIDS Strategic Plan
(KNASP) targets, spending on HIV and AIDS needs to
increase from the 2005/06 amount of US$228 million
to US$605 million by 2009/2010.
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Will micro-absorption help?
If fears of macroeconomic instability constrain utilisation
of aid, there may be a possibility to increase microabsorption with improved management of projects and
programmes. This in turn may increase the productivity
of the overall economy to stave off inflationary pressures
and lessen the fears associated with macroeconomic
instability. The idea is simple, as discussed by Serieux
and others in 2008 in a paper prepared for the
United Nations Development Programme (UNDP) −
Addressing the Macro-Micro Economic Implications of
Financing MDG-Levels of HIV and AIDS Expenditure. If
the programmes and projects are responsive to needs
(enterprising); efficiently implemented; able to meet
existing needs (effective); and co-ordinated with other
initiatives (to avoid duplication and encourage positive
externalities), then the necessary supply response will
offset macroeconomic instability, if any.
What is counterproductive is a pre-emptive policy
stance whereby macroeconomic targets are set that limit
the availability of resources for HIV initiatives.
Productivity will be acheived if policy-makers adopt a
proactive stance. The four possible outcomes are shown
in Table 4. The ideal outcome is where policy-makers
play proactive roles ensuring the external resources are
fully absorbed and spent. Project and programme
managers in turn ensure proper co-ordination, planning,
as well as efficient and effective implementation, referred
to as outcome (1) in Table 4. If projects and programmes
are not implemented in such a way, bottlenecks and
replication will curtail positive supply response. This
leads to macroeconomic instability and triggers policymakers to introduce pre-emptive actions to restrict full
spending and absorption of resources.
What do we know from country case studies? In
Malawi, problems of co-ordination and efficiency in
managing HIV and AIDS projects and programmes
Table 4. Macro and micro management responses to
increased aid flows (for funding HIV and AIDS
initiatives) and likely outcomes.

Micro mangers

Macro managers
Proactive

Pre-emptive

Enterprising
Efficient
Effective
Co-ordinated

(1) Greatest potential
for an effective
response (to HIV
and AIDS) and little
possibility of macroeconomic instability.

(2) Response to
HIV and AIDS
likely to be
inhibited by the
volume and
reliability of
funding.

Not enterprising
Inefficient
Ineffective
Unco-ordinated

(3) Supply response
likely to be inhibited
by the range, efficacy
and efficiency of
projects. Macroeconomic instability is
a distinct possibility.

(4) Responses to
HIV and AIDS
challenges are
likely to be
ineffective as well
as insufficient.
Macroeconomic
instability is
possible.

are found. There is lack of clarity on the overall coordination of national initiatives. The National AIDS
Commission (NAC) lacked the strength to effectively
iron out the various duplications, leading to disjointed
national and district level responses. Various donorfinanced projects are scattered outside the national
framework.
Complex donor reporting requirements in Zambia
compromised national ownership of HIV and AIDS
projects and programmes. Poor co-ordination is also a
result of scarce human capacity. In Zambia, it is
estimated that about 68 per cent of the vacancies in the
health sector are unfilled. Kenya’s Assistant Minister for
Health stated that the country urgently needs 10,000
new health workers, the lack of which compromises
management of programmes and projects.

Conclusion and recommendations
As the three country cases demonstrate, funding for HIV
and AIDS control seems to be available. The problem is
related to less than full absorption and spending of the
funds due to fear of macroeconomic instability. Policies
tend to focus on pre-emptive inflation-targeting and
restrictive government spending. At the same time, poor
micro-management of projects and programmes
exacerbate the conservative policy stance. The following
two simple recommendations may be useful:
• Relaxing the policy space for countries to adopt
counter-cyclical and expansionary fiscal policies; and
• Improving co-ordination, efficiency and effectiveness
of HIV and AIDS programmes and projects.
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The Commonwealth and
reform of international
institutions
Jonathan Ockenden
Head, Finance Section Economic Affairs Division,
Commonwealth Secretariat

nternational institutions – and the system of international co-operation they support – touch the
lives of every Commonwealth citizen. These impacts can be direct; for example, the finance
provided to countries in response to the economic crisis, or indirect, through the framework of
international law which governs global security. But however it is felt, for all countries, international
institutions matter.

I

he core of the current system of international
institutions – the IMF, United Nations and World
Bank, joined later by the World Trade Organization –
owed their origins to a reaction to the global economic
and security crisis of the Second World War and the
Great Depression. The lesson drawn from that period
was that co-operation, not competition, between nations
is essential to peace and prosperity.
Nothing in the subsequent 60 years has changed the
relevance of that basic insight. As the world has become
more economically integrated, the need for countries
to work together to tackle common problems has
increased. International institutions exist to support
members in finding those shared solutions as well as
providing technical and financial support to countries in
meeting these challenges.

T

Why the Commonwealth cares
Commonwealth countries have a particularly strong
interest in the effectiveness of international institutions
in delivering their mandates. First, over half of
Commonwealth members are small states. International
institutions – by ensuring that all members operate
within a system of rules – should provide a better
opportunity for all countries to shape the system than
a world of unco-ordinated bilateral arrangements.
Second, in the economic sphere, as a group,
Commonwealth countries are proportionately more
dependent on trade for their livelihoods than other
countries. As a result, the co-operation necessary for
continued stability of the global economy and trading
system is particularly important for Commonwealth
countries. Finally, with a shared commitment to
openness of economies and societies, Commonwealth
countries have an established tradition of multilateral
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co-operation. The result is that members of the
Commonwealth are strong supporters of the
multilateralism that the institutions embody.

Commonwealth views on reform
However, in 2007 Commonwealth Heads of
Government recognised that the idealistic impulse of
1945 was not enough to guide the institutions of the
21st century. They called for a re-evaluation of the role,
governance and activities of international institutions to
fit them for contemporary challenges.
Following this call, a small representative group
of Commonwealth leaders met in London in June
2008 to examine what distinctive contribution the
Commonwealth could offer to strengthen international
institutions. This group set out a number of principles to
guide reform (see below).

In their statement after the meeting in June 2008,
Commonwealth leaders said that international institutions
should be:
• Legitimate in the eyes of member states to command
confidence and commitment of members to the institution’s
goals.
• Characterised by fair representation for all countries.
• Responsive to the needs of all members, especially the
smallest and poorest.
• Flexible in responding to new challenges, national priorities
and the specific circumstances of member states, and
changing global realities.
• Transparent and accountable to the entire membership and
the wider public.
• Effective through being capable of addressing today’s global
challenges.
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The crisis and the case for reform
As well as setting out the principles of reform, the
members of the small group went on to call for a global
debate about the need for fundamental reform in the
Bretton Woods Institutions – among other policy areas.
This is no longer a radical position. Events in the
global economy over the past year have increased the
number of those echoing this call. This economic and
financial crisis has identified a number of fault lines in
the international system. The process of global economic
integration – accelerated in recent years – has meant that
the impacts of one country’s policies on others have
become more profound and have been transmitted
rapidly between countries. The mechanisms of
international co-operation were lacking in a number of
dimensions. On the global macroeconomy, imbalances
within and between countries contributed to the
conditions for the crisis. In regulation, the mismatch
between a global financial system and national systems of
regulation created weaknesses before and during the
crisis. In crisis response, the institutions initially found
their instruments and approach struggling to meet the
scale of the task.
All this is now well understood. Where the
Commonwealth process differs is that the call for reform
preceded the crisis, rather than following it.
Commonwealth Finance Ministers endorsed the
principles set out in the Marlborough House Statement
at their meeting in St Lucia in October 2008. They also
emphasised their desire that the Commonwealth should
play a role in the reform of the institutions, while
stressing the need for any Commonwealth activity to
complement – and not undermine – the reform
processes in the institutions themselves.
Developments in the subsequent year have been
extraordinary by any standards. Events in the global
economy have been mirrored by an accelerated reform
process, especially in the Bretton Woods Institutions. It is
worth considering how the Commonwealth has
contributed to this reform process to date; how far the
reforms have been consistent with Commonwealth
principles; and what the next steps may be following
Finance Ministers’ considerations in Cyprus.

The Commonwealth and reform
The Commonwealth is not the decision forum for any
specific reforms. But it can support the processes
developed in other organisations by providing
perspective and channelling the views of those whose
opinions are frequently neglected, notably the smaller
members of the Commonwealth.
Through the offices of the Secretary-General, the
Commonwealth has fed its views into the representatives
of the UN system and the international financial
institutions (IFIs) to ensure these views are now widely
understood in the international community. A step
change has also taken place in 2009 in the role played
by the G20 as a forum of global co-operation and driver

of global reform. The Secretary-General has worked
to ensure that all its members are aware of the
Commonwealth’s position and to encourage the
Commonwealth members of the G20 to reinforce these
views. Finally, the Commonwealth has advocated
strongly the need for reform to recognise the views of
all countries, not just the largest or most powerful.
Inclusiveness has been a Commonwealth watchword.
The Commonwealth has been one of many voices
seeking to influence reform of the IFIs. But it was one
of the first to call for fundamental reform, and set out a
coherent set of principles for improvement. Many of
those principles, especially those of effectiveness,
legitimacy, accountability and inclusiveness, are now
common currency.

Assessment of reform
Reforms within the institutions – especially in the IMF
– have been deep and rapid. How far have they met the
objectives which the Commonwealth, both leaders and
Finance Ministers, set for them?
The reforms have gone a long way to establishing the
flexibility and responsiveness of the instruments of the
IMF. Changes that have long been sought by
Commonwealth Finance Ministers among others have
been implemented. Reforms have taken place to the
amount of finance which can be provided for countries’
needs; recognition of the needs of countries with strong
policy frameworks; changes to make conditionality less
restrictive; and a range of changes to the Fund’s
approach to programme design and the flexible use of
international finance to meet development needs. In
each of these areas Commonwealth Finance Ministers
have been among those calling for change. Specifically,
Ministers have been particularly keen to see reform of
the instruments of the IMF, stating in 2008 the desire to
see “... a review of IMF instruments to re-establish their
coherence and relevance.”
The World Bank has seen less dramatic changes.
Nevertheless, lending has increased substantially.
Also, consistent with long-standing concerns from
Commonwealth Finance Ministers, there is greater
emphasis on finance for large-scale investment which
the private market has turned its back on, especially
in infrastructure.

What next for the Commonwealth in
reform of the IFIs?
The Commonwealth’s principles have played a part in
shaping the debate on reform of the International
Financial Institutions. The reform undertaken by the
institutions in response to the crisis has also responded
directly to long-standing Finance Minister concerns.
Looking forward, there are three particular areas in
which the Commonwealth may wish to act further.
Firstly, in governance of the institutions, responsiveness
and flexibility have been well served (among the
Commonwealth principles). Reform of governance in
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both the World Bank and the IMF will be a continuing
debate. There is an opportunity for the Commonwealth
to develop the concepts of legitimacy and fair voice
further to examine specific proposals for governance
reform. This is particularly true given the state of the
current debate within the IMF.
Secondly, a significant proportion of the
Commonwealth’s membership are borrowing from the
IMF and the World Bank. There is a possible role for
the Commonwealth in ensuring that the reforms of
the past year deliver change in reality. There is also a
role in supporting members in delivering on the
unfinished business of reform. Above all, the needs of
the smallest countries and their access to concessional
finance in the face of global finance is a particular
concern.
Finally, and more broadly than the territory of Finance
Ministers, the Commonwealth collectively has an
opportunity to define how it should interact as a group
in the new circumstances where the G20 is a real force
in the global system. The G20 is not a global institution.
It consists of only a subset of the international
community. But it has shown its potential to drive
reform of institutions. The question for Commonwealth
members – especially the 48 who are not members of
that group – is what role the Commonwealth could play
in shaping the G20’s future role and agenda to harness
its strength for the whole of the global community.
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A remarkable year
This has been a remarkable year in the reform of the
international institutions. The pace of change has been
much greater than could have been anticipated even 12
months ago. The Commonwealth has helped shape this
reform process. But there remains unfinished business
within the IFIs and elsewhere in the international system.
The Commonwealth Finance Ministers’ Meeting will
determine how that unfinished business should be tackled.
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Reframing microfinance: enabling small
savings and payments,
everywhere

Ignacio Mas
Deputy Director,
Financial Services for the Poor,
Bill and Melinda Gates Foundation

icro-finance aims to provide financial tools for people to be able to invest in their productive
activities and stabilise their expenditures in food, health and education. Micro-credit is one such
tool, but not always the most appropriate. Everyone should have the option to use formal, safe savings
instruments to save up for such purposes. Savings services must be available close to where poor people
live, which requires going beyond bank branches and delivering services securely in neighbourhood
shops. Linking savings accounts to electronic payment networks makes the accounts particularly useful
for poor people to access their funds, manage their micro-enterprises and support distant relatives.

M

he micro-finance movement started as an
innovative model to extend credit to poor people.
It now stands for a grassroots model of poverty
alleviation in which large numbers of poor people are
given financial tools that empower them to seek out
new and better livelihood opportunities.
This broader vision calls for a reassessment of the core
challenges of micro-finance. In particular, there needs
to be a greater emphasis on delivering savings options
to poor people. The ability to put money away and
to access it as and when needed is a fundamental
mechanism through which households can manage their
well-being and productive capacity. There needs to be a
scalable model that makes savings services available to all,
in a way that is both affordable for poor people and
commercially viable for providers.

T

The value of savings to poor people
Most people save in order to invest. Their daily or
weekly savings are akin to a self-defined instalment plan
on their productive assets, life cycle family expenditures
(such as marriage or funerals), children’s education, or
buffers against shocks (crop failure, illness). Households
that fund their entrepreneurial and livelihood activities
through their own savings can keep a greater share of
their business returns than if they fund their investment
with credit. Savings may not have the built-in discipline
mechanism that is embodied in credit, but puts
households more in control of their cash flows.
Like credit, saving helps households turn a sequence of
small amounts into useful lump sums. But in more cases
than not, households prefer to save rather than borrow
because it is cheaper and gives them more control over

their lives. Borrowing is a high-stakes decision for poor
families. Savings is a safer approach, and one that is
appropriate for all families.
Academic researchers are now starting to quantify the
impact of savings in poor people’s welfare. Early results
from randomised control studies in Western Kenya reveal
that poor people (specifically farmers and women microentrepreneurs) find it difficult to conserve cash without
access to appropriate savings mechanisms. With access to
a savings account, they were able to accumulate larger
savings balances which could then be used to make lump
sum investments in their business. Those who had greater
access to savings show a higher level of daily expenditures
including on food than those in the control group.

The ability to put money away and
to access it as and when needed is
a fundamental mechanism through
which households can manage their
well-being and productive capacity.

The daunting challenge of savings
Only about one-quarter of households in developing
countries have any form of financial savings with formal
banking institutions. Even in countries that have
experienced substantial development over the last
decade or two, this statistic remains stuck stubbornly at a
level that would not be acceptable for any other measure
of socio-economic development: 10 per cent in Kenya,
20 per cent in Macedonia, 25 per cent in Mexico, and
32 per cent in Bangladesh.
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Photo 1: An informal savings-led group in Tanzania: tapping into community
trust.

Photo 2: A bank branch in Tanzania: maybe safer, but certainly a lot less
convenient.

In order for formal savings services to be relevant to
poor people, formal financial institutions need to be able
to capture these savings ‘at source’, that is, right when and
where the money is earned. Every time a poor person
earns money there is a potential savings opportunity.
People must be able to deposit (and withdraw) money
near the places where they live and work.
Many financial institutions, especially large
commercial banks, find it too costly to reach out to poor
customers despite the strong latent demand for savings.
Current business models do not handle the ‘triple
whammy’ of low savings balances, small transaction sizes
and large numbers of customers. Financial institutions
find it difficult to justify commercially the roll-out
of a broad-based retail infrastructure to serve poor
households. They therefore pass on the cost of access to
poor customers, directly through high fees and indirectly
by requiring them to spend time and money to travel to
distant branches.
In turn, many poor people reject financial institutions
that seem focused on serving wealthier customers. They
don’t trust them to treat their less lucrative depositors
fairly, and don’t feel welcome.

importance of formal trust-building through branding
and marketing, the problem of distribution, and the
complementarity between savings and payment services.

Meeting the savings challenge
A couple of decades ago, few believed that the poor –
who face unstable income streams and often lack legal
title to assets – were good subjects for formal credit:
credit spreads would need to be beyond what poor
people could afford. But innovations around the
structuring of micro-credit products and delivery
mechanisms have shown that despite the adversity faced
by poor people they incur low default rates.
Now we face a similar challenge around savings: how
can we deliver low-balance savings services sustainably
to poor people? Specifically, how can we make savings
profitable, without necessarily tying the provision of
savings to the use of credit?
The following section provides an overview of the
savings discussion around four key elements that
underpin the viability of formal micro-savings offerings:
the competition from informal savings mechanisms, the
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Understand your competition: from
informal to formal savings products
Developing micro-finance opportunities is about
creating a compelling proposition that beats the informal
options that poor people have traditionally used. This is
harder for savings than for credit: informal credit is often
available from very few sources, and is extremely
expensive and risky. But poor people save small balances
through a variety of informal mechanisms: hiding cash at
home, loaning funds to relatives, participating in savings
groups with their neighbours, buying livestock or
jewellery. This surprising diversity of savings mechanisms
reflects the fact that none meets the full range of needs
of poor people.
A major limitation to informal savings mechanisms
is that they operate strictly within the family or
community where the saver lives, and hence require the
saver to rely on other poor people in similar
circumstances. This introduces an unhelpful covariance
between a household’s condition and its ability to draw
value from savings: the household’s savings will be least
effective when they are needed the most. Informal
arrangements tend to be short-term, as people need to
continuously test the trustworthiness and liquidity of
their savings arrangements. Local informal savings
arrangements also tend not to be portable, making it
difficult to transfer one’s savings to another community
(e.g. when seeking employment in another city). Many
informal savings options like livestock are not divisible,
and hence not useful to meet daily needs.
Thus, financial institutions need to figure out how
poor people save today, and identify the specific ways in
which their offering will be more convenient, more
reliable or cheaper. Photos 1 and 2 (above) depict very
different user experiences from informal savings-led
groups and bank-based services in Tanzania; bank
customers must clearly bear a burden of time and
aggravation to avail themselves of the formal services.

Photo 3: A retail banking agent in Brazil.

Photo 4: An M-Pesa agent in Kenya.

Informal savings must be seen as part of the competitive
landscape by financial institutions wanting to mobilise
substantial deposits in poor communities.

Earning the trust: the importance of
brand and scale
Financial services are fundamentally about managing
information and trust. Extending credit involves the
financial institution trusting their clients, but savings
reverses the direction of trust. Therefore, in the case of
savings, the financial institution needs to be able to
transmit to their clients the notions of financial
prudence, liquidity and permanence (your funds are safe
and readily available). When they issue savings accounts,
the product financial institutions sell is reassurance.
Therefore, shifting from a system based on credit to one
based on savings entails a large investment in brand
building. This requires creating a clear positioning
for the brand, driving awareness and maintaining a
continuous presence in people’s minds.
As a result, the economics of savings and credit are
quite different. The savings model entails significant
fixed costs around brand marketing and branding,
while credit entails more localised loan officers and
hence is much less subject to economies of scale.
Therefore, micro-finance institutions wanting to tackle
the savings challenge for poor people will need to
operate at a substantially larger scale than what most
micro-credit institutions have achieved to-date, and
acquire much stronger branding and marketing skills.

The problem of distribution: banking
beyond branches
Financial institutions’ main barrier in offering savings is
the high cost and limited territorial reach of their
branch-based distribution. Bad product features (e.g.
high minimum account balances or monthly fees) are
more often than not the result of poor economics for

Photo: © CGAP.

Photo: © CGAP

Photo: © Olga Morawczynski.
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Photo 5: Three ways to send a payment
domestically in Kenya.

the financial institution. If the distribution problem is
solved, one can expect financial institutions to be better
able to innovate and market the right products to a
broader set of customer segments, including poor
households.
Financial services might benefit from the extensive
indirect distribution channels that most other products
enjoy, which allows them to be present in a broad array
of local shops. This would allow poor people to conduct
transactions securely at a shop near where they live or
work, without having to count on their financial
institution establishing a bricks-and-mortar presence
there. Depositing and withdrawing money from your
account should be just another product that your local
store offers, along with toothpaste and mobile prepaid
cards. Photos 3 and 4 (above left and centre) show retail
outlets at which poor people in Brazil and Kenya can
cash into and cash out from their accounts.

If the distribution problem is solved,
one can expect financial institutions to be
better able to innovate and market the right
products to a broader set of customer
segments, including poor households.

We can now use technology to ensure that banks and
their customers can interact remotely in a totally trusted
way through local retail outlets. Customers can be
issued bank cards (whether physical or embedded in
their mobile phones) with appropriate security features,
and the local store can be equipped with a point-of-sale
device (a dedicated terminal or a mobile phone)
Cyprus, 30 September - 2 October 2009
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controlled by and connected to the bank via a telecoms
network. If a customer wishes to make a deposit
at a store, swiping his card puts him in direct
communication with the bank. The bank automatically
withdraws the equivalent amount from the store’s bank
account to fund the deposit, and issues a receipt to the
customer through the point-of-sale device. The store
keeps the cash in compensation for the amount taken
out of its bank account.

To achieve universal access,
new banking systems are needed
that work for the poor and yet
are commercially sustainable.

If the next customer wishes to make a cash
withdrawal, the opposite happens: the store provides cash
from the till, but is compensated by an equivalent
increase in its bank account. Of course, the store
manager will at some point need to go to the bank to
balance the till. In effect, the bank customers have
‘delegated’ to the store manager the bothersome (and, in
some cases, risky) job of having to go to the bank to
balance the community’s net cash requirements, and for
that the store gets a commission per transaction.

Making savings useful: payments as a
driver for formal savings
Savings accounts have most value when they are
connected to payments systems. In the same way as
access to clean water is more than being able to buy a
bottle of water, access to finance is more than being able
to get the occasional loan. Much like the national grid,
access to finance really involves being connected to a
national payments system.
Once people have a transactional account in a
‘payment grid’, they can receive and repay loans, save up
and withdraw from a savings account, and use the
proceeds to pay for what they need in a more flexible,
convenient way. And it enables financial service
providers to offer a broader range of services to them
at lower cost. Photo 5 (previous page, right) shows
competing mobile money transfer services in Kenya: the
bank-based Postbank, the mobile phone account-based
M-Pesa, and the non-account-based Western Union.

Can this model work?
This vision – of banking beyond bank branches – is now
coming true. Brazil has seen 37,000 such retail ‘bank
correspondents’ (stores offering deposit and withdrawal
services on behalf of banks) open up, most in the last five
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years, with the result that all municipalities are now
covered by the formal banking system. In Kenya, the
M-Pesa mobile money service in its origins relied on
a mobile operator’s broad prepaid card distribution
network to double up as cash in/cash out points. Such
models also exist in the Philippines, South Africa, Peru
and Colombia, and are being piloted across many
countries in Africa.
To achieve universal access, new banking systems are
needed that work for the poor and yet are commercially
sustainable. These systems need to be built on low-value,
high volume platforms, leveraging retail infrastructures
that already exist. Low-value transactional savings
accounts – which are merely the gateway to a range of
banking services for the poor – should involve lighter
regulation because of the lower risks and the relative
simplicity of the product. If these models prove
sufficiently replicable and scalable, it will be possible for
millions of people to make small deposits into their bank
account through a variety of cash handling outlets right
in their neighbourhood, on a daily basis, as and when
money is earned. This will enable poor people to
manage more effectively their productive activities and
daily cash flows, build up assets, and handle health or
livelihood shocks.

Ignacio Mas is Deputy Director and leads on research, policy
and financial infrastructure work in the Financial Services for the
Poor programme at the Bill & Melinda Gates Foundation. His
career spans roles in policy (with CGAP and the World Bank),
the private sector (Vodafone and Intel Capital) and academia
(University of Chicago).
Guided by the belief that every life has equal value, the Bill &
Melinda Gates Foundation works to help all people lead
healthy, productive lives. In developing countries, it focuses on
improving people’s health and giving them the chance to lift
themselves out of hunger and extreme poverty. The Financial
Services for the Poor initiative aims to increase the poor’s access
to a range of low-cost, high-value financial services that better
enable them to meet daily needs, cope with risk, and lead healthy
and productive lives.
PO Box 23350
Seattle
WA 98102
USA
Tel: +1 206 770 2120
+1 206 709 3100
Email: ignacio.mas@gatesfoundation.org;
info@gatesfoundation.org
Website: www.gatesfoundation.org

THABAZIMBI MUNICIPALITY
WORKING TOGETHER FOR PROSPERITY

THABAZIMBI LED VUNA AWARD STATEMENT
Thabazimbi Municipality is excelling in living up to its mission of promoting, implementing and ensuring the financially and
environmentally sustainable and development of the Municipality with a diversified and viable economy that provided an
environment and services that benefit all.
The Municipality is one of the country’s most progressive developmental institutions, offering unsurpassed business,
industrial and tourism development. It has demonstrated its tremendous economic growth prospects through the existence
of its diverse economic potential, therefore affording the Municipality an opportunity of being the national Vuna Award
winner for Local Economic Development in 2008. The Agricultural–Tourism–Mining development value chain positions the
Municipality to be one of the prominent economic hubs in South Africa.
Critical to the success of local economic development of Thabazimbi Municipality is the comprehensive facilitation of this
fast growing economy, which encompasses upgrading of current infrastructure, improving business skills for SMMEs, and
practically closing the development gaps for communities education and employment. Strong co-ordinated efforts do
prevail amongst different Stakeholders in addressing these economic challenges.
Existing pillar sectors like Mining, for instance, partake in sound processes towards addressing job creation, Municipal
infrastructure backlogs and capacity constraints.
The development activities in Thabazimbi take strong cognizance of planning that is in line with the national and provincial
government policies and initiatives(eg NSDP, PGDS, ASGISA etc). While we strengthen the Municipality’s long term
economic competitiveness, these legislative mandates and guidelines serve as yardsticks through integrated development
processes. The Municipality has a sound Integrated Development Plan, Local Economic Strategy, Spatial Development
Framework, Land Use Management System that are all core to the current systematic economic growth within the
Municipal area.
While we embrace our visible and self explanatory achievements, we are also aware that there is still a long road towards
achieving our vision of being the leading municipality offering quality services in the most economic, affordable, equitable
and sustainable manner. Some of the critical challenges still facing the Municipality include lack of land for ever growing
development, poverty and skills development. With this dedication staff and leadership the Municipality is going for much
greater heights.

CONTACT
Municipal Manager: TSR NKhumise

Tel: (+27) 14 777 1525
E-Mail: info@thabazimbi.gov.za

Fax: (+27) 14 777 1531
Web: www.thabazimbi.gov.za
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The importance of
fostering entrepreneurs
in developing countries
Richard Branson
Founder and Chairman,
Virgin Group.

everal years ago, I realised that if Virgin really wanted to make a difference in the world, then we
had to harness the talent, skills and entrepreneurial energy from across the Group, and to embed
social and environmental impact at our core. In short, our businesses had to become a force for good.

S

While technology continues to improve the standard of
living for millions in the developed world, there are still
many millions more in Africa and Asia living in abject
poverty. I find it hard to accept that half the planet lives
on less than US$2 a day or that tens of thousands of
people die every day from preventable, treatable diseases
like AIDS, TB and malaria. Conflicts continue to
devastate across the globe, leaving far too many people
with no education, no democracy, no government, no
enforceable legal system – and often no simple choices
to lead to a better life. Even in wealthier countries like
the UK, the US, Canada and Australia, millions of young
people face homelessness and unemployment, without
the skills or education to help them out of this situation.

We need a revolution. A revolution in the way
we think about the world. A revolution in the
way we work together for common interest,
and a revolution in our approach to tackling
tough social and environmental problems.

We believe the only way we can address the scale and
urgency of these challenges is by coming together. We
need a revolution. A revolution in the way we think
about the world. A revolution in the way we work
together for common interest, and a revolution in our
approach to tackling tough social and environmental
problems.
We’ve never shied away from a challenge at Virgin,
but despite there being some 50,000 of us in our
businesses across the Group, we know that we cannot do
it all by ourselves. Collaboration is essential. That’s why
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in 2004, we launched Virgin Unite, the non-profit
foundation of the Virgin Group. Working in the UK,
the US, Canada, Australia, South Africa and several
other African nations, the aim is to revolutionise the
way businesses and the social sector work together. To
achieve this, we are uniting people to tackle tough social
and environmental problems with an entrepreneurial
approach.

Microfinance: the entrepreneurial
approach
What is an entrepreneurial approach? I think being an
entrepreneur is about seizing opportunities and taking
measured risks. It is about challenging convention and
being bold. It is about thinking differently and being
prepared for occasional setbacks. Entrepreneurs do not
accept the status quo; they create the change they want
to see. They work extremely hard, learn from their
mistakes, reap the rewards and, I hope, also have a little
fun along the way.
Amos Mtsolongo and Musa Maphongwane surrounded by young people
attending Gaming Zone.

Photo credit: Virgin Unite.

Virgin Unite: a revolution from within
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branches and 7.5 million borrowers. The default rate of
2 per cent is lower than those of any other banking
system. In 2006 he won the Nobel Peace Prize for this
pioneering economic system.
Professor Yunus is a strong believer in “social business”
– where business has a strong role to play in generating
profits to further the greater good of the community
and the business person as well. In fact, we hold the very
similar view that capitalism, if practiced properly, can
make a lasting difference.

The Branson School of Entrepreneurship
Young People attending Gaming Zone.

I believe that by encouraging entrepreneurship in
poverty-stricken countries, we can help foster a new
generation of entrepreneurs and business builders to
energise their communities and create lasting growth
and, most importantly, jobs. Entrepreneurs are not only
the business leaders of the future but they are also
employers, and they will play a crucial role in stimulating
economic growth.
Some of the most innovative ideas I have encountered
during my career emanate from those working tirelessly
on the frontlines to support their families and improve
their local communities. Often the key to success in
these situations is the opportunity for these budding
entrepreneurs to access small amounts of cash to get
them started.
One such example was a lady from the village near
our game reserve Ulusaba in South Africa, who
approached me for US$300 to buy a sewing machine to
help set up her business. She told me she would repay
me within 3 months and would be employing six
people within a matter of months. I was impressed by
her determination and single-minded approach, but did
not think I would see the money again.
How wrong I was! Three months later on my return
to Ulusaba, I was met by six women carrying beautiful
pillows and tribal clothes they had made, and to my
surprise they returned the US$300. When I asked where
the original seamstress was, they replied she was at the
market selling their products.
I’ve often thought of her since that day and remain
struck by her confident and responsible approach and
her desire to use that sewing machine to improve her
life and that of others.
This approach, more formally known as “microfinance,” has been championed by Professor Muhammed
Yunus, who has been developing entrepreneurial ways of
lending money in developing countries since the mid1970s. He founded his Grameen Bank in 1976 to
provide small amounts of low interest loans to people
who could not obtain money from traditional banks.
By keeping the rates low he has been able to foster a
whole new cadre of entrepreneurs and has transformed
the lives of millions of people. The bank now has 2,400

As we studied the market, we found there were a
growing number of microfinance organisations and
large-scale investment funds for developing countries;
but there was still a growing need for support to catalyse
small- and medium-sized businesses that often fuel the
growth of an economy.
In response, we established The Branson School of
Entrepreneurship in South Africa in 2006 to support
and educate budding entrepreneurs and incubate their
businesses by equipping them with skills and seed
funding. The School is aimed at providing young South
Africans access to an environment, which they would
not otherwise have, where entrepreneurial talent has the
chance to flourish. It has been incredible to watch how
these young people, when given a chance, build
innovative businesses that not only transform their lives,
but the lives of their families and their communities.

Capitalism, if practiced properly, can
make a lasting difference.

Linked to the Branson School, we’ve also set up a
mentoring programme where successful entrepreneurs
from all over the world can share ideas and connect
resources to the budding new entrepreneurs.
We now have plans to expand this initiative to other
parts of the world including Kenya, the Caribbean, the
UK and the US. In each market, it will be tailored to the
local needs of the community and built to create
opportunities for young people.
Entrepreneurship is not only about starting businesses,
but also just often about adding a new twist to an idea.
This spirit is alive and well in many developing
countries of the Commonwealth and often all we need
to do is listen and learn from the people most impacted
by issues.
For example, many organisations are doing great work
by putting health workers on motorbikes. When we
spoke with some of the riders, they wanted to become
entrepreneurs and to use their bikes not only for
healthcare delivery, but also as a business. This struck us
as a great solution to how to fund a rural transport
system and build a sustainable future.
Cyprus, 30 September - 2 October 2009
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Gaming Zone founders Musa Maphongwane and Amos Mtsolongo.

Following on from these discussions we set up the
Rural Transport Network, which works with partners to
provide motorbikes to health workers in rural Kenya.
These health workers literally save lives by delivering
essential medicines and health education to people in
isolated areas, and they are also entrepreneurs. They have
used their motorbikes to start up their own local
transport businesses, such as a taxi or delivery services,
enabling them to earn a livelihood for themselves, their
families and communities.
Some of my colleagues have also just come back from
Zimbabwe where we are working with local and
international entrepreneurs and businesses, the Unity
Government and a host of other partners to establish a
Trust to help get investment flowing back into the
country to stimulate growth and help a new generation
of entrepreneurs to access capital, partners and support.
It is still at an early stage but we are determined to
bring together these disparate parties and to make a
lasting difference.
These are just a few of the initiatives that we believe
demonstrate how business can be a force for good.
Businesses and successful entrepreneurs have a
responsibility to increase their positive contribution in
local, national and global communities. I believe that by
working together, learning from each other and
combining our strengths, we can achieve far greater
impact. We all have an important part to play and I am
optimistic about the future because, by bringing together
the right bunch of people, we can achieve anything.

Gaming Zone: a case study
Gaming Zone is just one of the businesses that the
Branson School has fostered and invested in. After coming
up with the business idea in 2006, Musa Maphongwane
and Amos Mtsolongo teamed up to launch their venture:
a video arcade franchise housed in repurposed shipping
containers. The business offers deprived children in
Soweto and East Johannesburg safe access to the internet
and access to the latest computer games technology.
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During their time at The Branson School, the
dedicated entrepreneurs were taught how to maintain
monthly accounts, manage a customer database and how
to identify when to invest in the expansion of their
business. They received business advice from diverse
professionals, business leaders and entrepreneurs who
visited the School to mentor the students.
Gaming Zone is not only profitable, but has had a
major social impact on the areas in which it has been
based, all of which have high levels of crime. Children
are able to have fun, socialise and even learn in a
monitored setting after school has finished – up to 120
children visit each day.
Gaming Zone currently employs 15 people and has
seven containers. The business has been so successful that
they have received an additional R250,000 (US$32,000)
capital investment to support their future growth. This
investment has enabled them to upgrade their internet
connection, buy the latest games and acquire more sites
across South Africa. Musa Maphongwane believes that,
“What makes entrepreneurs different from other people
is that they are self motivated and self driven. They can
identify opportunities that others cannot see and they
also want to create employment and help the society.”

Sir Richard Branson is Founder and Chairman of the Virgin
Group.Virgin is one of the world’s most recognised and respected
brands and has expanded into many diverse sectors from air and
ground travel to telecommunications, health, space travel and
renewable energy through more than 200 companies worldwide,
employing approximately 50,000 people in 29 countries. In
2007, Richard and his close friend, Peter Gabriel, collaborated
with Nelson Mandela to help bring together a group of ‘global
elders’. Founded with the support of Virgin Unite and a great
group of partners, The Elders comprises 10 visionary leaders
including Graça Machel, Archbishop Desmond Tutu, Kofi
Annan and President Carter. They work both publicly and
behind the scenes, collectively and individually, in areas of conflict
such as Kenya, Cyprus, Darfur and Zimbabwe, and also work
on a number of global issues, such as health and gender equality.
The Branson School of Entrepreneurship was established in
Johannesburg in 2006 to nurture budding entrepreneurs and
equip them with the skills and seed funding to launch successful
businesses of their own. The students receive intensive mentoring
and are also given exposure to successful local and international
entrepreneurs. Virgin Unite is the non-profit foundation of the
Virgin Group. It works closely with CIDA City Campus
(South Africa’s first virtually free university for young people
from economically disadvantaged backgrounds) and other
partners, including several Virgin businesses, to train more than
800 young people each year. The School can incubate up to 35
businesses for a 12-month period and a seed fund has supported
19 businesses, employing 175 people to date.
Virgin Unite,The School House, 50 Brook Green,
Hammersmith, London,W6 7BJ, United Kingdom
Tel: 0203 126 3962
Fax: 0203 126 3980
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The last frontier:
bringing financial
services to
Africa’s poor

Dr Helene Gayle
President and CEO of CARE USA and
Geoffrey Dennis
Chief Executive of CARE International UK

ince the 1970s, a microfinance revolution has taken hold in Asia and Latin America. These
microfinance interventions have evolved into strong, countrywide and regional networks serving
the poor. This is not so in Africa, where investment has been small, fragmented and insufficient to
grow and sustain services among dispersed populations separated by vast distances. Decades after
the first experiment in microcredit was launched in Bangladesh, financial services are at last
reaching their final frontier – the remote villages and teeming slums of Africa.

S

he story of Africa today is often told in grim
statistics. Three-quarters of those living on less than
50 cents a day are in sub-Saharan Africa; it has 11
percent of the world’s population, but 60 percent of the
world’s people living with HIV/AIDS, and average life
expectancy is actually decreasing in some places.
But there is a different story unfolding on the
continent as well: the story of women and families in
some of the poorest communities in the world
endeavoring to change their own lives. It is a story of
hope, not despair. Meeting these women and girls is one
of the great joys of our work. We’ve seen firsthand what
CARE’s experience shows: empowered, financially
literate women and girls are among the world’s most
powerful forces in the fight against global poverty.

T

The power of financial services
Nearly four decades of global microfinance experience
have shown that when poor people have access to
financial services – secure savings, credit, insurance and
other products – they can change their lives and build
stronger, more prosperous communities. They invest
wisely, not only in income-generating activities, but also
in the welfare of their families. And these are not isolated
stories of success; the trend is evident whenever the
impact of microfinance is assessed. Increased household
income for women translates directly into increased
levels of health and education for the entire family.
In a small village in Malawi called Chipanga, CARE
helped 11 women create a savings group. Each
contributed 19 cents a week to a common fund so they
could give one another loans and begin realizing their
dreams. Here is what they have done with their money:
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The Commonwealth Finance Ministers Meeting 2009

A woman named Eneles opened Chipanga’s first grocery
store; her friend Nelia bought the first TV in town and
runs a community cinema; and a woman named
Patience earned enough money to raise 19 pigs and 10
goats. Last year, Patience generated more than $350 in
savings – that means she has almost a year’s income saved
away to give her and her family financial security.
Today, over 90 women in the village participate in
savings groups, following the example of the first 11.
More than just securing a loan, these women are
achieving financial freedom – saving their money,
planning for their future and, most importantly, building
a new awareness that self-worth is more important than
net worth.
Pulling from CARE’s State of the Sector Report:
Bringing Financial Services to Africa’s Poor which will
be published in the fall, we would like to examine why
microfinance overwhelmingly benefits indigent women;
why Africa is now on the brink of its own microfinance
revolution; and finally, how CARE’s own innovative
contribution to microfinance – the Village Savings and
Loan – may be introduced.

Why does microfinance focus on women?
Since microfinance began in the early 1970s,
approximately 70 percent of the clients of microfinance
institutions (MFIs) – and often 100 percent – have been
women. The reason for this is deliberate and strategic.
Women are the best conduit for ensuring that
microfinance confers the greatest possible benefit on the
greatest number of people.
Throughout the world, women are responsible for the
well-being of their families. Most girls are obliged to

Effective Financial Management

Photo credit: Phil Borges/CARE

Why focus on Africa?

Women are the best conduit for ensuring that microfinance confers the
greatest possible benefit to the greatest number of people.

start performing household chores at an early age –
sometimes as soon as they can walk – and this fosters in
them a work ethic and a sense of responsibility as
nurturers, caregivers and educators of their young
siblings. When women earn money, they invariably
invest their earnings in improving the lives of their
children and families with better food, clothing, shelter,
health care and educational opportunities. When women
earn, everyone benefits.

Until very recently, the cost of
bringing financial services – even
microfinance services – to remote
parts of Africa has been prohibitive,
and the logistics of doing so daunting.
Moreover, poor women who have access to financial
services have proven themselves to be highly creditworthy. Anecdotal evidence indicates that women repay
their loans more consistently than men. Necessity has
made women careful strategists who plan for the
future, shrewd risk-takers with an eye for economic
opportunities and hard workers who put their families’
welfare first. Investing in the earning power of women
pays big dividends for families, for society and for MFIs,
enabling them to serve more and more clients.
Thanks to microfinance, married women often gain
greater control over household assets, a more equal share
in family decision-making and greater freedom to
engage in income-generating activities. Moreover,
women involved in microfinance groups are more
motivated to take action to improve their lives and those
of their families, and are more likely to engage in social
and political activities.
The effectiveness of microfinance is also evident in the
extraordinary efficiency of the transactions. Typical
microfinance loans can be as small as $50 or even less –
which is one reason why banks have not been interested
in microfinance: such small amounts are simply not
profitable for banks – yet these tiny sums can have an
amazing impact on people’s lives.

In Africa, microfinance has caught on more slowly than
in other regions of the developing world. While it has
made some inroads, primarily in urban areas, the great
majority of Africans who live off the land and in small
towns and villages have yet to be reached. Until very
recently, the cost of bringing financial services – even
microfinance services – to remote parts of Africa has
been prohibitive, and the logistics of doing so daunting.
In Africa’s vast rural areas, where the world’s poorest
people eke out a living in sparsely populated
communities, lack of infrastructure and untenably high
costs per transaction have kept MFIs away. The low levels
of savings and demand for credit generated by such
clients are usually not viable, even for nimble MFIs that
operate efficiently. Reaching the poorest of the poor
has been limited because the scale and structure of
microfinance programs have been defined by the need
to build healthy institutions and a commitment to
provide services to the enormous population of
unserved rural poor.
In densely populated areas of Asia and Latin America,
providing credit has been the driving force of
microfinance because there are many opportunities to
invest in income-generating activities. Up to now, most
efforts have been focused on overcoming the obstacles
involved in bringing banking and microfinance to
Africa’s poor. Rural Africans have been left out mainly
because they have been hard to reach and their bottomrung economic status makes savings very difficult.
In 2006, Consultative Group to Assist the World’s Poor
(CGAP) conducted a global survey of formal institutions
that offer savings and credit services to lower income
people including MFIs, postal savings banks, state-owned
banks, rural banks, credit unions and financial cooperatives. Sub-Saharan African countries accounted for
only four percent of the global total, with an average of
four savings or loan accounts per 100 people, compared
with 17 accounts per 100 people in Asia and the Pacific.
In rural Niger for example, there is one bank branch for
every 844,000 people.

CARE’s innovative contribution to
microfinance
CARE has developed a radically different approach to
building the financial health of Africa’s poor. It has found
a way to enable isolated, often illiterate women to be
their own bankers. CARE’s experience has shown that
the answer is not necessarily to bring banks or MFIs to
Africa’s poor but, instead, to make it possible for Africa’s
poor to create their own basic Village Savings and Loan
Associations (VSLAs) without any outside funding.
By mobilizing small amounts in savings and interest
accrued from loans, CARE’s VSLAs are already laying a
foundation of economic security and expanding
economic opportunities for 1.2 million Africans. In
Niger, the world’s poorest country and the site of the first
VSLAs, nearly 200,000 women have collectively amassed
$14 million in savings. Moreover, 60 percent of the
Cyprus, 30 September - 2 October 2009
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money saved by these groups is loaned out to members.
The rest is redistributed to members with interest.
Since 1991, CARE has implemented VSLAs in 16
African countries. The approach is based on savings and
providing financial services such as savings, credit and
insurance to women and subsistence farmers in the subcontinent’s least developed regions. CARE’s VSLAs build
their assets, and disburse credit, solely from member
savings. The self-managed, flexible system enables VSLA
members to take advantage of economic opportunities
that present themselves and to respond to unforeseen
challenges such as illness that would otherwise drive
them into a cycle of uncontrollable, unpayable debt.
The VSLAs are not in competition with MFIs, but
complementary to them. Over time, VSLAs help create
pools of clients who advance to use MFI services.
CARE estimates that between 20 and 30 percent of
VSLA members will pursue a greater array of financial
services than those offered by VSLAs alone.

VSLAs impact on communities
While systematic studies of the impact of CARE’s
VSLAs are still ongoing, extensive anecdotal evidence
gathered by observers on the ground indicates that their
impact has been significant and far-reaching. One such
observer is Rahila Mamane, a former VSLA facilitator
and trainer with CARE Niger. In the 18 years since she
trained women in CARE’s first VSLAs in six villages in
Niger, she has witnessed marked improvements in the
lives of the people in these communities.

“The women tell me that,
since we started these groups,
their lives have completely changed.”
All of the groups that CARE established in 1991 are
still functioning. Members are accumulating large
amounts of savings, and taking and repaying loans with
interest. In fact, following the women’s lead, men in
these villages have now started their own VSLAs as well.
Moreover, young people who 18 years ago were infants
and toddlers have also started VSLAs of their own.
When Ms Mamane visits these villages today, she is
warmly welcomed. “The women tell me that, since
we started these groups, their lives have completely
changed. Before, they used to cook one meal and it had
to last three days. Now, everybody cooks every day. In
the past, people didn’t take their children to the hospital.
Now they do. In the past, almost all of the women were
illiterate and many children did not attend school. Today,
many women have joined literacy groups and they insist
that their children go to school. In the old days, most of
the houses were made of straw. Now, lots of people have
built brick houses. Some people have bought goats,
some have bought calves and these things multiply. I met
one woman who has seven milk cows – all because of a
savings group. It is really amazing.”
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People have bought livestock through CARE’S VSLAs scheme.

The way forward
The potential benefit of reaching out to the poorest
people in remote rural areas and city slums is becoming
increasingly apparent. CARE’s VSLAs reach clients that
formal financial institutions are unable to serve: poor
women and men who are able to save as little as 10 cents
a week. But providing financial services that will enable
the poor to lift themselves out of poverty requires
institutions like VSLAs, MFIs and traditional banks, as
well as technological innovations and improvements in
public policies to expand their capacity.
After more than 30 years of supporting microfinance
and nearly 20 years of nurturing VSLAs, CARE and
other development organizations have reached a
consensus: the poor need access to an array of flexible,
cost-effective and sustainable financial products and
services. They need a durable structure – a sustainable
group where they can benefit from solidarity and the
opportunity to learn new skills, solve problems and
tackle a myriad of development-related issues. This
model will help them build strong, prosperous
communities and benefit the entire world.

Dr Helene D. Gayle, MD, MPH, is President and CEO of
CARE USA. Dr Gayle is an internationally recognized expert
on global health and development issues. Before joining CARE,
she held top leadership positions at The Centers for Disease
Control and the Bill & Melinda Gates Foundation.
Geoffrey Dennis joined CARE International UK as Chief
Executive in 2004. He had previously served as chief executive
of Friends of the Elderly, international director at the British
Red Cross and Head of South Asia with the International
Federation of the Red Cross.
CARE is a leading humanitarian organization fighting global
poverty. Last year, CARE programs improved the lives of more
than 55 million people in 66 countries. CARE places special
emphasis on working alongside poor women because, when
equipped with the proper resources, women have the power to
help whole families and entire communities escape poverty.
To pre-order a copy of CARE’s State of the Sector Report:
Bringing financial services to Africa’s poor please email:
info@care.org

Effective Financial Management

Market and technology
trends in secure
documents
Michael Chamberlain
Chief Consultant, Pira International

he 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.

T

he 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 epassports 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.

T

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
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• 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.
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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.

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

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

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); 54 countries have now issued them and
by the end of 2009, it is expected that this will increase
to 90. This will then make the number of ePassports
being issued worldwide equal to 70 to 80 percent of the
Figure 2. Estimated number of e-passports in circulation, 2006-11.

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) and now
serves on the ISO card standards committee.
Pira International was established in 1930 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 Ciba Specialty Chemicals, now owned by
BASF.This development enabled Pira to expand its global
presence as part of a multinational services business whilst
retaining its wellrespected independence and neutrality.
Pira’s next Security Printing Conference will be in Prague
26th-28th January 2010.
Pira International
Pira House, Cleeve Road, Leatherhead
Surrey KT22 7RU
United Kingdom

Source: Keesing.
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total annual volume of passports now issued, or around
120 million documents.
Durability for 10 years is still a worry for many issuers
and test labs such as Pira are working on ways of
predicting lifetimes

Website: www.piranet.com
The Commonwealth Finance Ministers Meeting 2009

Mr Bowenson
F. Phillips, Chief
Administrator,
Freetown City Council

His Worship the
Mayor of the Municipality
of Freetown,
Herbert Akieremi
George-Williams

Freetown City Council

fcc.gov.sl

Why should you join visitors and
investors coming to Freetown,
Sierra Leone?
POLITICAL CAPITAL
 Government of H.E. Ernest Bai Koroma’s Agenda for change focusing
on power, agro-business, transportation, social capital –
education, health, etc
 Now politically stable a decade after end of civil conflict
 Moved from peace building to development.
 A tradition of exemplary democratic transitions.
 Big and ongoing improvements in ‘doing business’ climate
http://www.visitsierraleone.org/sierra_leone_news/view.asp?ID=606
 Major Judicial reform on track
 Bold new leadership in nation’s capital city Freetown – (fcc.gov.sl) blazing a trail of urban
renewal and local economic development, to place the oldest Municipality south of the Sahara
back on the map.

ECONOMIC CAPITAL
 One of the friendliest people on earth – incredibly hospitable
 Abundant affordable labour
 Abundant natural resources - Gold, Gems, Petroleum, Rich marine life varieties and delicacies
 Vast arable lands, very high fertility in one of the heaviest rainbelts in the world
 Eco-tourist’s paradise – makes the Carribean a dress rehearsal
 World’s second Largest natural harbor
 New Hydro-power making the difference
 Freetown and beyond a treasure trove of history – ruins and remains of a forgotten past,
uncovering African-American roots; building blocks of Europe and the Americas (The Slave Trade);
and cradle of modern education and civilization in black Africa, once known as ‘Athens of Africa’
Freetown City Council
Bi-Centenary House, 17 Wallace Johnson Street, Freetown, Sierra Leone.
Tel: 232 22 225045 I Mob: 232 77 628971 I Email: bowensonp@gmail.com
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Mobile banking: the
potential to provide
millions with
financial access

Mike Foster
Parliamentary Under-Secretary
of State, UK Department for
International Development

ore than a third of the world’s 4 billion mobile phone users live in developing countries and
many of those lack access to basic financial services. Mobile banking can dramatically reduce
the cost of delivering financial services to the poorest by up to 50 per cent and increase the outreach
of financial services to poor people. However, for this to happen there have to be changes in banking
regulation, industry models and commercial strategies by financial service providers. The major
challenge is that policy makers and regulators are struggling to develop effective regulation for this
new and fast-changing environment, which is at the convergence of technology and financial services.

M

his is an anxious time for the global financial system
and for the world economy as a whole. What began
as a financial crisis has become a global economic
downturn. Many trillions of dollars have literally
disappeared from the global economy.
Given this, it may seem an unusual time to talk about
extending financial services to the 2 billion people
without them.

T

Those without access to banks
But I would argue that the financial crisis has shown us
precisely how vital banks are to any economy – be it in
America, Europe, Africa or Asia. It is because the banks
matter so much to all of us – as savers, as householders
and as business people – that governments and others
have stepped in to safeguard them against collapse.
Yet for 2 billion people these basic tools of financial
management are out of reach. This lack of access
to finance in some parts of the developing world stifles
entrepreneurship, stunts development, and leaves people
trapped in a poor, cash-only society.
Yet advancements in technology that have changed
our lives over the past 10 years have the potential to
even more powerfully transform the lives of the world’s
poorest people.

Mobile phones – transforming lives
While many of the world’s poorest people remain
without access to finance, there has in recent years
been an extraordinary explosion in the number of
mobile phones in developing countries. 10 years ago,
just eight per cent of the world’s population had access
to mobile phones. Today that proportion has risen to
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The Commonwealth Finance Ministers Meeting 2009

more than half the worlds’ population – some four
billion people.
Africa has the highest growth in mobile phone
subscribers anywhere in the world at more than 50 per
cent a year over the past five years alone. And mobile
phones, by enabling people in developing countries to
‘leapfrog’ crumbling or non-existent infrastructure, are
already transforming lives for the better.
A recent study out of Harvard tracked fishermen off
the coast of Kerala in southern India, and found that
when they started using mobile phones to call around
prospective buyers while they were still out at sea, their
profits went up by an average of eight per cent – while
prices in the local marketplace actually went down by
four per cent. Mobile phones didn’t just result in a better
deal for producers – they led to a better deal for
consumers as well.
And mobile phones – along with other technologies
such as smart cards and biometrics – are beginning to
offer the opportunity of giving financial services to the
many millions of people who have never had a bank
account.

Mobile banking – domestic and
international opportunities
Vodafone and Safaricom’s mobile money transfer service
in Kenya – M-PESA – was launched two years ago with
support from the UK’s Department for International
Development. M-PESA allows customers to effectively
make payments by text message and then access a
network of agents in petrol stations, supermarkets or
small stores across Kenya to deposit or withdraw cash.
In just over two years since it was launched, M-PESA
has over six million subscribers, which means that there
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FAST
The Facilitating Access to Financial Services through
Technology programme, or FAST as it has come to be known,
will support this growth area in three ways:
• Providing research and diagnostic support for regulators and
policy makers
• Supporting development of industry standards related to
branchless banking, and
• Supporting development of a policy framework and
promoting adoption of new technology based government to
person payment channels that can help increase efficiency
while promoting financial inclusion.

are more M-PESA customers in Kenya than there are
bank accounts.
There is a huge opportunity across the developing
world to replicate this kind of success. In Pakistan, just
25 million people have bank accounts, while 70 million
have mobile phones. There is a clear market need that
should to be served. An example of this happening is in
Pakistan where Telenor Pakistan, the second largest
mobile provider in the country, took a controlling stake
in Tameer Microfinance Bank with a view to entering
the mobile banking market.
But this opportunity does not just exist within
countries. For as people move across the world in ever
greater numbers, they want to find ways to move their
money too. Last year, the total flows of remittances
according to the World Bank were over
$300 billion.
As the economic downturn takes hold, the World
Bank predicts global remittances will fall by as much as
eight per cent as migrant workers find it harder to send
money home. But when money is tight, it is even more
important that people are able to send money home as
cheaply as possible. Mobile phone remittances offer the
prospect of cutting the transaction cost to the customer
by half – a saving that could go directly into the pockets
of many of the poorest people in the world.
It is not just mobile phone technology that offers new
banking opportunities. One pilot scheme in India is
using smart cards to bring down the costs of transactions
by 90 per cent. In Latin America, banks have used cardswipe and barcode technology to establish more than
105,000 virtual branches in shops and post offices in
parts of the country that, just seven years ago, had no
form of banking at all.
The opportunities of this technology-enabled
‘branchless banking’ are clear. But, and rightly so, there
are also concerns at the rapid pace of change in this
marketplace.

Regulators
Policy makers and regulators are trying to develop
effective regulation for this new and fast-changing
environment at the convergence of technology and
financial services. Making policy and law is a difficult

process in terms of providing the right level of
regulation that will determine not only whether
branchless banking is permitted, but also to what extent
it can safely realise its potential to reach previously
unserved or underserved poor people.
At the beginning of 2009 the UK Department for
International Development launched a new three-year
project, Facilitating Access to Financial Services through
Technology (FAST, see box) to support developing
country governments and regulators to share
experience, learn from where others have gone before
and in so doing, help expand the availability of this
technology across the developing world.

Private sector support
Governments and regulators alone will not be able to
determine whether branchless banking can transform
the lives of millions of people around the world. That
can only be achieved with the time, expertise and
investment of telecoms companies, financial providers,
analysts, retailers and civil society.
Some might argue that in these tough economic
times, there is no scope for such investment in a growth
area such as this. Others would say that if the
opportunity is right, and there are literally millions of
customers waiting for a product, then it is an area that
should not be missed.
It is only by working together – governments, private
sector and civil society – that we can help millions of
people to lift themselves out of poverty, by putting
opportunity in the palm of their hands.

Mike Foster is the Parliamentary Under-Secretary of State for
the UK Department for International Development.
DFID, the Department for International Development, leads
the UK government’s fight against world poverty. One in five
people in the world today, over one billion people, live in poverty
on less than one dollar a day. In an increasingly interdependent
world, many problems – like conflict, crime, pollution, and
diseases such as HIV and AIDS – are caused or made worse by
poverty. DFID supports long-term programmes to help eliminate
the underlying causes of poverty. DFID also responds to
emergencies, both natural and man-made. DFID’s work aims to
reduce poverty and disease and increase the number of children
in school, as part of the internationally agreed UN Millennium
Development Goals.
Abercrombie House
Eaglesham Road
East Kilbride
Glasgow, G75 8EA
UK
Tel: +44 (0) 1355 84 3132 Fax: +44 (0) 1355 84 3632
Email: enquiry@dfid.gov.uk Website: www.dfid.gov.uk
Cyprus, 30 September - 2 October 2009
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FROM PARASTATAL TO ENTREPRENEUR IN THE ZAMBIAN ENERGY SECTOR
Copperbelt Energy Corporation (‘CEC’)
transmits and supplies energy in the
Zambian Copperbelt, the economic
heartland of this developing country. CEC
operates around 900km of transmission
lines, 38 high voltage substations and
80MW of thermal generation, and transmits
and supplies around 800MW of power to
Zambia’s strategic mining sector and the
surrounding province. CEC has also
spearheaded an information revolution
through the installation of optical fibre in the
main commercial centres in Zambia.
Formerly part of the mining parastatal
Zambia Consolidated Copper Mines
(ZCCM), CEC was privatized in 1997 and
sold to a bidding consortium comprising
National Grid of the UK and Cinergy of the
USA. The international shareholders sold
their shares to a consortium of local and

international power investors in 2006 and
CEC was subsequently listed on the Lusaka
Stock Exchange in January 2008 in order
to source new debt and equity funding from
local and international capital markets.
The current shareholding comprises a
balance of stakeholders from the Zambian
Government that has retained a strategic
20% interest through ZCCM Investment
Holdings; more that 3,000 individual
shareholders; local and international
pension funds and the development banks
DBSA and FMO.
The capital market presence provides an
additional source of funding for a sector
that has often relied totally on Government
for financial support. The CEC model is a
successful example of how to structure an
investment vehicle that can be attractive to

the capital markets. It has taken years of
effort to reach this stage, through the
establishment of modern and efficient
management practices, and prudent
financial management leading to a ten year
profit history.
The Zambian Government has played its
part through the establishment of an
independent regulator, and the
implementation of legislation that has
created a legal framework for the
successful operation of private power
utilities that can co-exist with a state owned
utility, that still takes overall responsibility for
the management of electricity supply.
The Zambian economy has survived the
worst of the international credit crunch,
with a rapid improvement in the price of
copper during the second quarter of 2009,
and steady growth in other sectors of the
economy such as construction,
communications, agriculture and services.
However, the recent power shortages in
the country and Southern Africa generally
pose a threat to achieving continued
sustained growth. Furthermore, the lack of
access to grid power in many parts of the
country is hindering development in a
number of provinces.
CEC is responding to the power shortages
in the country and the region by initiating
investments in new hydro generation and
transmission. For example, the Company
is completing a detailed feasibility study
with a view to developing the 33MW
Kabompo Gorge hydro plant in the NorthWestern Province of Zambia, the region
containing the source of the great Zambezi
River, a previously remote part of the
country that is currently attracting investors
in mining and tourism.
CEC is also co-operating with SNEL, the
utility operating in the Democratic Republic
of Congo (DRC), for the construction of a
new dual circuit 220kV interconnector
between Zambia and the DRC that will be
capable of supporting up to 550MW of firm
power trades between the two countries.
This is a priority project for the Southern
African Power Pool (‘SAPP’) that is focused
on encouraging a regional approach to
investment in new power infrastructure.
The interconnector will facilitate mutual
support between different countries in
stabilizing electricity supplies, and facilitate
long term international power trading.

www.cecinvestor.com

Further information on CEC can be
obtained from the Company’s website:

www.cecinvestor.com
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www.mdpi-ghana.org

MANAGEMENT DEVELOPMENT AND

PRODUCTIVITY INSTITUTE (MDPI)
ESTABLISHMENT AND OBJECTIVES
The Management Development and Productivity Institute (MDPI) was incorporated by Legislative Instrument, LI 1077 of
June 23rd, 1976 as a parastatal to develop best management practices and to promote increased efficiency and
productivity in all sectors of the Ghanaian Economy.

VISION
The vision of MDPI is to be “A market leader in productivity improvement strategies development and promotion of best
management practices”.

ACTIVITY AREAS
The MDPI has two broad activity areas, namely Management Training and Development division and the National
Productivity Centre (NPC).
■❙ The management Training and Development Division conducts between 75 and 85 off-the-shelf management
training courses annually which are designed based on a survey of the training demand from potential clients.
These courses are advertised in a training brochure published annually.
■❙ The National Productivity Centre (NPC) on the other hand, features the following programmes and services:
Customized courses based on demands of customers
Consultancy Services
Productivity Measurement and improvement programmes
Productivity improvement promotion strategies and techniques
Research and publication

CURRENT FOCUS
Top of the programmes of the MDPI is productivity improvement by means of productivity awareness creation, training
and strategy development and productivity measurement at national, industry and enterprise levels.

SELECTION OF EXPERIENCE
Management Training and Development Courses
Practice of Supervision, Office Management and Administration; Administrative Management Skills; Senior Executive
Development; Total Customer Service and Care; Creativity Techniques for marketing; Management of Credit Schemes;
Records Management; Internal Auditing; Computer Application Packages for Businesses; Facilities Management;
Managing Occupational Health and Safety and Workplace Improvement for Safety and Productivity improvement.
National Productivity Centre Activities
■❙ Customer Relationship Management for the Gambia Telecommunication Company Ltd; Banjul – The Gambia
■❙ Improved Supervision: A Team Approach in response to emerging issues – UNFPA
■❙ Management Development Programme for the Ghana Irrigation Development Authority under the sponsorship of the
African Development Bank
■❙ Rehabilitation Project Management for Sight Savers International
■❙ Impact Assessment of Small Scale Irrigated Agricultural Project for the Ghana Irrigation Development Authority
under the sponsorship of the Japan International Cooperation Agency (JICA)
■❙ Management Skills Development and District Project planning, Implementation, Monitoring and Evaluation for the
Ministry of Local Government and Rural Development under the sponsorship of the European Union in Ghana.

DEPARTMENTS
The MDPi has five management skill areas with professional staff for delivering all our services, normally in teams.
These departments are General Management, Marketing Management, Industrial Engineering and Financial
Management and Management Information Systems

ENQUIRIES AND REGISTRATION
Enquiries or registration for our services can be by telephone, on-line, e-mail.
JUST VISIT OUR WEB-SITE: www.mdpi-ghana.org
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Public-private partnerships
for infrastructure in the
Asia and Pacific region:
priority issues and
challenges

Elaine Glennie
Senior Capacity Building Specialist,
Asian Development Bank Institute

nfrastructure is essential for economic growth and poverty reduction, yet access to basic
infrastructure services still remains out of reach for many in the world. In the Asia and Pacific
region about 2 billion people do not have access to electricity. In many countries across the region
piped water reaches fewer than one in five and in some countries fewer than one in 10 has access to
adequate sanitation. Addressing these significant gaps in infrastructure service delivery will be
critical to achieving development objectives across the region and globally.

I

I

t is estimated that developing economies worldwide
need to invest 6-7 per cent of their GDP annually on
infrastructure. With current expenditure for infrastructure
at about half that level, there are increasing demands on
the private sector to address the significant financing gap.
In addition, with greater fiscal pressures faced by
governments globally, engaging private sector innovation
and management expertise is essential to achieving
greater value for money.

Regional setbacks
Before the 1997-98 Asian financial crisis, the private
sector played an important role in financing
infrastructure development in Asia. In the mid-1990s,
private investment accounted for as much as 20-25 per
cent of total infrastructure financing in the region. With
the onset of the 1997 Asian financial crisis and the
collapse of a number of domestic financial markets, there
was a serious decline in private investment in
infrastructure. Strengthening of regional financial
institutions and their regulatory oversight, and
establishing enabling frameworks for private sector
participation contributed to the recovery process.
Immediately prior to the current global financial crisis,
private sector investment was estimated to have returned
to 10-13 per cent of total infrastructure financing in
Asia, or about half its peak rate.
The current global economic downturn, driven by
shattered confidence initially in the financial market in
the United States that then cascaded to Europe and other
developed countries worldwide, has again stemmed the
flow of investment to the region. With uncertainty and
volatile market conditions, private sector investors and
lenders are exercising increased caution, retreating to
more familiar domestic markets, and requiring higher

returns for risk. Raising funds for new projects and for
refinancing has become increasingly difficult and the
environment for private participation in infrastructure is
rapidly becoming even more challenging in developing
and developed countries globally.

PPP essential framework
For public-private partnerships (PPPs) in emerging
markets, the establishment of an effective PPP
institutional framework is even more critical in this
difficult climate – a framework that is firmly backed by
political support and supported by transparent guidelines
and processes for competitive bidding processes. Private
sector investors are carefully evaluating their investment
choices with even greater emphasis being placed on
fundamentals – a welcoming business climate, a fair and
consistent legal and regulatory framework, a transparent
and predictable procurement process, and attractive,
financially viable, long-term investment options.
Setting in place an effective PPP framework is very
important to ensuring a strong response from the private
sector. The private sector needs to know:
• What are the public sector’s objectives for pursuing
PPPs
• Who in the public sector they are to deal with
• Who specifically will make the critical approval,
selection and contracting decisions, and
• What criteria and evaluation guidelines will be used
for assessing project proposals.
The private sector also needs to be able to rely on
well-defined procurement guidelines to be able to assess
the cost and the time commitments of preparing a
proposal. Prior to engaging in a long-term contractual
obligation, the private sector will also need to be assured
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of the effectiveness of legal contractual arrangements and
the reliability of contractual dispute processes.
Equally important is the public sector’s ability to
effectively manage the PPP process to achieve costeffective delivery of the services it requires. PPP project
procurement, with its output-based contracts, is typically
more complex, more resource-intensive, and requires
different skill sets than that of traditional procurement,
which is typically input focused. Thus there is the
institutional challenge of setting up appropriate
arrangements and determining the specific roles and
responsibilities of dedicated PPP units vis-à-vis the
executive and line ministries, and national and subnational
agencies. In addition, the public sector will need to
address PPP skill and capacity issues, and determine what
technical advisory services will need to be commissioned.

India’s PPP lead
Progress in establishing effective PPP frameworks across
developing Commonwealth countries in the Asia and
Pacific region and globally has been led by India. Over
the last decade India has rapidly expanded its PPP
programme, launching over 200 PPP projects with an
estimated value exceeding US$15 billion. India’s PPP
projects are primarily in roads, with significant projects
in other transport sectors – specifically ports, airports,
and rail. To achieve this acceleration, the Government of
India has successfully addressed a number of critical
challenges including:
• Establishing a policy framework that has given the
private sector confidence to invest in PPP projects in
infrastructure while ensuring public sector social
objectives and due diligence can be maintained.
• Implementing an institutional structure to lead,
manage, and fast-track the development of a PPP
pipeline of commercially viable projects.
• Adopting uniform guidelines for the formulation,
appraisal, approval, and procurement of PPP projects.
Efforts are also underway in other Commonwealth
countries in the Asia and Pacific region including
Bangladesh, Pakistan, Sri Lanka and Papua New
Guinea. The Government of Bangladesh, encouraged
by successful PPP projects in the power, gas, and
telecom sectors, has taken steps to adopt a number of
important policies and guidelines, and establish a
national committee to oversee the implementation
of the guidelines. Pakistan has begun to structure
a comprehensive PPP programme, with the
establishment of a PPP Task Force that reports to the
Prime Minister, and an Infrastructure Project
Development Facility, which provides PPP technical
assistance and offers complementary financing
modalities that support risk sharing such as credit
guarantees and long-term local currency financing
options. In Sri Lanka, the government’s PPP efforts
have been recently revitalised and it is in the process of
strengthening its PPP institutional framework and
reviewing its procurement guidelines. Papua New
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Guinea, at the end of 2008, finalised a new PPP policy.
The development of the policy, undertaken with
extensive consultation with key stakeholders, is
expected to be approved by Cabinet in 2009.

Attractive investment opportunities still
in demand
While efforts to establish the important elements of
effective PPP frameworks are proceeding across the
region, these are now set against the backdrop of one of
the most serious global economic and financial crises
witnessed in recent history. However, even in difficult
times, capital markets still need to find viable investment
opportunities and infrastructure investment that can
offer lower risk and longer-term returns. Fiscal stimulus
programmes being implemented worldwide and focused
on infrastructure expenditure may also offer PPP
infrastructure opportunities that need to be explored
and evaluated.
While the impact of the global financial crisis on PPPs
for infrastructure is still being assessed, the fundamental
components of PPPs, delivery of quality service,
capturing efficiency gains, and sharing risks, will be as
important as ever. In this challenging environment it is
even more important for the lessons learned from
mature PPPs worldwide, including leading programmes
in the United Kingdom, Australia and Canada, to
be shared with those embarking on, or in the early stages
of launching, their PPP projects.

The Asian Development Bank initiatives
As a committed partner in the concerted global response
to the crisis, the Asian Development Bank (ADB) is
aggressively supporting its member countries in the
region. ADB is actively engaged in the global dialogue,
bringing together global experts and policy makers to
strengthen its policy guidance, and to extend its regional
co-operation support. ADB is tripling its lending
programme to assist in the rapid delivery of
infrastructure projects that are part of stimulus packages
being implemented across the region. An innovative
range of credit enhancements and risk mitigation
measures will be offered as part of ADB’s Asian
Infrastructure Initiative, together with additional
financial and technical expertise through partnerships
with the Public Private Infrastructure Advisory Facility
(PPIAF) and the Private Infrastructure Development
Group (PIDG). This will help prepare a pipeline of
infrastructure projects to attract private sector
involvement across the Asia and Pacific region.
The Asian Development Bank Institute (ADBI), with a
mandate for development research and capacity-building
for the Asia and Pacific region, has also programmed a
number of complementary initiatives in response to the
crisis. In addition to closely co-ordinating with ADB on
the global dialogue, ADBI is conducting research to study
implications for sustaining inclusive growth beyond the
crisis. ADB and ADBI’s flagship study on infrastructure
and regional co-operation will provide specific policy
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Fiscal stimulus plans focus on infrastructure
Fiscal positions strengthened by fiscal prudence over recent
years are enabling some Asian economies to respond
immediately to the global economic crisis with stimulus plans.
Significant programmes of more than 5 per cent of GDP have
been announced by three Commonwealth countries in the
region, namely Malaysia, Papua New Guinea and Singapore.
Stimulus measures across the region primarily focus on
infrastructure, and support the strengthening of social safety
nets and increasing job creation in countries where fiscal
space allows. In India Rs400 billion has been approved to be
raised to support the financing and refinancing of PPP
infrastructure projects across the nation. Other
Commonwealth countries in the region, notably Malaysia,
Singapore, Sri Lanka and Papua New Guinea, also feature
infrastructure as part of their policy response to the crisis.

guidance on infrastructure, which is now an important
focus for stimulus programmes across the region. ADBI is
also implementing a global PPP for an infrastructure
capacity-building program in collaboration with the
World Bank Institute and the Multilateral Investment
Fund of the Inter-American Development Bank. The
Multilateral PPP for Infrastructure Capacity Building
initiative seeks to improve PPP policy development and
problem-solving skills to address capacity constraints that
impact the ability of developing countries to effectively
design and execute PPPI programmes; and by doing so
accelerate PPPs for infrastructure. Through these steps,

ADB and ADBI are proactively working to catalyse what
is needed to stimulate an early recovery, with a focus on
accelerating infrastructure development, to ensure the
region remains on its path for sustained growth and
poverty reduction.

Elaine Glennie is Senior Capacity Building Specialist, ADBI.
She has worked in over 20 countries, strengthening policy
environments to improve governance and enable greater private
sector participation to ensure cost-effective delivery of government
services. She has played a key role in the development of major
investment programmes to support private sector and financial
market development, fiscal management and public
administration reform, and improvement of basic physical and
social infrastructure services.
The Asian Development Bank Institute (ADBI) is located
in Tokyo and was established to identify effective development
strategies, and to improve capacity for sound development
management of the agencies and organisations in the Asian
Development Bank’s developing member countries. As a provider
of knowledge for development, ADBI serves a region stretching
from the Caucasus to the Pacific islands.
Asian Development Bank Institute, Kasumigaseki Building 8F,
3-2-5 Kasumigaseki, Chiyoda-ku,Tokyo 100-6008, Japan
Tel: +81 3 3593 5500
Fax: +81 3 3593 5571
Email: info@adbi.org
Website: www.adbi.org
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Infrastructure for
economic growth and
development: the
financing gap

Dr Michael Regan
Associate Professor of Infrastructure and
Programme Director, Bond University
Mirvac School of Sustainable Development

I

nfrastructure is one of the most important tools for accelerating economic development in
developing and transition economies. However, the benefits are not always uniform across nations,
the results vary significantly between industries, and improved social returns from additional
investment have more to do with the procurement method and operational efficiencies than the
amount of money that is employed. A solution exists with better use of institutional and policy
frameworks to deliver new investment and improve operational efficiencies at both industry and
enterprise levels. This article provides a review of the role that infrastructure plays in strengthening
economic development and poverty reduction and reducing trade costs to support improved
regional co-operation and integration in Commonwealth countries.

I

nfrastructure offers important benefits in regional and
developing economies and has been the subject of
popular research interest for a decade or more. The
evidence is extensive and spans developed, developing
and regional economies using single nation and
international panel data. The results can be broadly
summarised in several propositions.
First, infrastructure investment has a significant and
causal relationship with an economy’s productive
capacity, output and growth, productivity performance,
incomes and employment. For developing economies,
there are convergence effects which induce accelerated
growth impacts initially stabilising over time to the
growth rates of major trading partners.
Secondly, investment in infrastructure is most
effective in the presence of strong institutional
frameworks (access to direct foreign investment, capital
markets, effective regulation); improvements in human
capital (life expectancy, health standards, gender equality
and universal primary education); and favourable
government policy frameworks (fiscal management,
trade openness and state share of GDP).
Thirdly, growth is unevenly distributed across industry
sectors with evidence supporting high social returns for
telecommunications and land transport industries, and
low return for metropolitan transport and those services
attracting greater levels of community service
obligations or non-market pricing.
Infrastructure is a component of complex and often
regulated supply chains, and several factors other than
the level of investment assume importance. Central to
productive infrastructure investment is long-term
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planning, the effectiveness of distribution networks and
industry supply chains, procurement practices, the level
of private sector investment and efficient management at
the enterprise level.

Two forms of infrastructure
Infrastructure has essentially two highly differentiated
forms. First, there are assets that deliver economic
services such as roads, ports, railways, water and energy.
Many of these assets are delivered by government –
although in recent years, privatisation of government
business enterprises and shortage of state capital has led
to greater private participation. Performance is generally
measured at two levels. At the macroeconomic level,
government can measure productive capacity, output and
growth, productivity and industry cost structures. This
may involve physical as well as financial measures of
investment. At the microeconomic level, the measures
include enterprise profitability, short and long-term
changes in employment and incomes, and evidence of
trade intensity and improved competitiveness.
A second group of services, described as public goods
or social infrastructure, refers to services in health,
education and public buildings such as police stations,
court buildings and public housing. Social infrastructure
services are generally measured by the contribution that
they make to human capital development using
indicators such as educational outcomes, life expectancy,
health standards and labour participation rates. Recent
innovations have broadened these measures to include
value-for-money analysis, qualitative measures of public
service delivery and public value.
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Infrastructure as an asset class
Infrastructure is a capital-intensive asset class, requiring
long investment horizons and, with limited exception,
it is generally a wasting asset. That is, investment
economics are determined by the economic life of the
underlying asset that produces the service. Infrastructure
also exhibits low fixed and variable cost structures and its
operational effectiveness is generally measured and
financed on a lifecycle basis. Accordingly, infrastructure
requires large amounts of capital, involves high sunk
costs and there is an inherent mismatch between the
financial economics of these services and the political
cycles that influence the policy directions of
government. Around 90 per cent of infrastructure is
provided by the state in developing economies, although
innovative procurement methods over the past 20 years
have led to greater private investment using the
outsourcing of non-core state services, public-private
partnerships, and relationship or alliance contracting.
Infrastructure is essentially a counter-cyclical asset
class. In capital markets, it demonstrates a negative
correlation with most other asset groups and leading
economic indicators. Accordingly, it offers a good
hedge for portfolio investors and fund managers. In
Australia, fund managers make up around 72 per cent
of listed infrastructure investments, well above the
average 56 per cent for other asset classes. Infrastructure
is also an attractive investment for private consortia in
unlisted form, which accounts for around 67 per cent
of new investment in developed economies. In
developing economies, infrastructure as an asset class is
attractive to foreign investors and offers geographical
and asset class diversification to international and
sovereign portfolio investors.

Investment performance
Infrastructure improves a country’s productive capacity
and output. Its role in economic growth is less clear
with evidence of reverse causation running between
growth and infrastructure investment. Nevertheless,
international research over the past 20 years suggests
that causation predominantly runs from investment to
growth. Economies with good infrastructure will
generally grow faster than those without. Other benefits
include medium-term improvement in regional
industry development and trade specialisation, export
facilitation, competitiveness and employment. The
evidence from regional economies in developing
nations suggests that those possessing better land
transport and communications infrastructures
demonstrate better sustained growth performance than
regional economies less well endowed. Further, studies
of regional economies on the sub-continent suggest
that economies with inferior infrastructure will lose
investment and skilled workers to neighbouring
economies with good infrastructure, further widening
the development gap over time.
Infrastructure has been shown to make a direct
and positive contribution to growth, productivity

performance, reduced private sector costs, employment
and incomes. The growth effects may also be indirect
and improve efficiency through capital deepening and
greater private investment. The indirect benefits are
enhanced where there are complementary state policy
settings in areas such as business regulation and
encouragement of regional trade co-operation.
The results are highly differentiated between sectors,
with the highest social returns generally associated with
telecommunications, roads and destination freight rail,
especially services serving ports and the resources
industry. This evidence suggests that the asset allocation
decisions of government and the choice of procurement
method will have a significant impact on investment
economics and overall national competitiveness.
However, there are several additional factors that
influence the rate of return including:
• The level of private sector participation in asset
provision and its management;
• Policy settings favouring trade liberalisation, access to
capital markets and expedient regulatory oversight;
• The capacity and efficiency of networked supply
chains.
There remains some uncertainty about the
sustainability of infrastructure investment growth rates
with evidence of diminishing returns and conditional
convergence to regional growth performance averages
over the long-term. Nevertheless, sustained growth is
evident in regional economies that undertake long-term
infrastructure investment programmes where the state
outsources management of government business
enterprises, and greater use of supply-led or strategic
approaches to state investment. An example would be
the integration of the urban and infrastructure planning
process. The reforms should also consider widening of
the state’s project procurement options, including use of
public-private partnerships, and greater rigour in the
evaluation and ranking of state investment proposals.

Table 1. The contribution of infrastructure to growth.
Infrastructure investment contribution to growth
(% GDP)
South East Queensland

1990

2000

2008 est.

1.3

1.5

2.7

Australia

0.9

1.4

1.7

United States

0.9

1.2

1.4

Hungary

0.8

2.4

2.8

Romania

0.5

1.1

3.2

India

1.8

3.1

5.2

China

1.7

3.9

7.2

Trinidad

1.3

1.5

1.6

0.5

0.6

0.6

Fiji

Source: EBRD 2006, WDF 2007, Regan 2008
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Economic growth and economic
development
The international research examining the effects of
infrastructure investment employs quantitative
performance measures including growth in gross
domestic product per capita (economic growth) and
productivity. However, economic growth in itself is not
always a suitable proxy for economic development and
fails to take into account uneven distributional outcomes.
Leading development economists argue that economic
development is a wider concept embracing self-sustaining
growth, structural changes in patterns of production,
technological improvements, social, political and
institutional modernisation and widespread improvement
in human conditions. These results are only captured in
data over long time intervals, thereby limiting short-term
policy feedback and delaying timely responses.
In recent years, alternate measurement mechanisms
have become available through a more scientific
approach to infrastructure procurement. The
mechanisms include value-for-money tests in place of
lowest procurement cost, the use of output in place of
input specifications, the integration of design, construct
and management processes, and the lifecycle costing of
infrastructure services. Value-for-money evaluation
offers both quantitative and qualitative measures of
investment performance and provides government with
direct responses against economic and social
development criteria.

Optimising returns from infrastructure
investment
There are a number of ways for developing nations to
gain significant returns from infrastructure investment.
Many of these improvements will be derived from better
institutional and policy performance including initiatives
to strengthen regional trade complementarities and
opportunities, support for local and regional capital
markets, direct foreign investment and entrepreneurship.
These changes can achieve sustainable results if
introduced incrementally, and after significant work on
adapting organisational culture. The reforms also create
an institutional framework conducive to growth.
At the industry and enterprise level, infrastructure
development creates short-term employment, and
facilitates on-the-job training and technology transfer and
decentralisation. International experience suggests that
new infrastructure delivering low-cost and reliable energy,
water and transport services with proximity to major
population centres will attract complementary private
investment. Firms will seek out collocation opportunities,
industry specialisations and lower transaction costs offered
by improved infrastructure services.
Recent studies also point to improved social return
from improved efficiencies at the enterprise level. In many
developing nations, infrastructure services are provided by
government business enterprises and delivered as public
or quasi-public goods. These services attract high levels of
community service obligations, costs frequently exceed
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revenues and output pricing is not always referenced
to costs of production. This is a recurring theme in
developed and developing economies, and presents a
conundrum for government. Enterprise performance can
be improved without removal of service obligations if the
government directly reimburses their cost and improves
service delivery efficiency. The tools for this include:
• Outsourcing enterprise management
• Privatisation or corporatisation of the service vehicle
• Public-private partnerships.
Case studies identify a strong relationship between the
reform of government enterprises, improved microeconomic efficiency and regional competitiveness. In
those nations where this was achieved in the early 1990s,
the results included an increase in trade intensity, better
growth performance via productivity and reduced
structural unemployment, with flow-on benefits for
improved human capital and poverty reduction.
International comparative studies by the World Bank
and the World Economic Forum confirm that these
initiatives are improving the economic and social
benefits of infrastructure investment in developed and
developing nations.
Specific structural improvements that can improve the
performance of infrastructure investment are described
in the following sections.
Efficient supply chains

As a highly networked group of assets, infrastructure
service delivery is as efficient as the weakest link in the
supply chain. This is most evident in the energy, port
land transport and communications sectors, where there
is strong reliance on efficient delivery of services against
agreed pricing benchmarks, and on just-in-time
distribution networks that minimise production costs
and optimise delivery times. There is ample evidence of
the high cost resulting from supply chain bottlenecks
and poor regulation, and the disincentive that this creates
for complimentary investment. Bottlenecks may be
created by underinvestment in support services, a
mismatch of public and private asset ownership, delayed
or restrictive regulatory interventions, and frequently
lack of co-operation between government departments,
government business enterprises and provincial
authorities. A solution to this lies in policies designed to
improve competition, long-term infrastructure planning
and alternative procurement methods, which can be
achieved with the development of local capabilities and
industry specialisation.
Regional trade agreements and capital markets

Local capital markets offering bond and equity securities
provide opportunities for local companies to participate
in the infrastructure market, creating access to long-term
finance at lower cost, facilitating foreign investment and
regional cross-border transactions. This is most effective
when coupled with broader regional co-operation to
reduce trade barriers and policies favouring industry
specialisation and foreign investment.
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development of local capabilities and bring important
multiplier effects to the local economy in service
exports, employment and incomes.

Table 2. Performance of traditional and PFI (PPP)
procurement 2002-04.
Traditional

PFI-PPP

(a)

(b)

(a)

(b)

Cost overruns

24-51%

73%

2%

22%

Late delivery

4-39%

70%

–16%

24%

Source: (a) Mott McDonald, 2004; (b) NAO, 2003.

Better regulation

Improved microeconomic performance can be achieved
with efficient regulation, policies that favour competition
policy and improved planning of future infrastructure
services. Alternate procurement methodologies such as
alliance contracting and public-private partnerships have
shifted away from adversarial traditional contracting to
reasonable regulatory frameworks that provide a balance
between incentives for above-average performance and
abatements and liquidated penalties for performance
below agreed benchmarks. Recourse to litigation in the
event of disputes has given way to proactive contract
management, mediation and arbitration. The change in
regulatory approach has made a significant contribution
to the improved value-for-money outcomes being
achieved with these approaches to infrastructure
procurement.
Private sector investment

Evidence from developed and developing economies over
the past 30 years confirms that infrastructure investment
and operations management undertaken by government
agencies and business enterprises generates suboptimal
performance outcomes at the enterprise level with flowon adverse effects for the broader economy. The
explanation is well documented in the public choice
literature and can be attributed to failure to achieve
comparative performance benchmarks, the lack of
incentives, community service obligations and when
output pricing is not determined on the basis of costs
of production. An additional factor is public sector
borrowing in local and international debt markets which
crowds out or reduces the pool of capital available to
private firms. However, in relation to state infrastructure
investment, it has the opposite effect and ‘crowds in’ or
stimulates private investment in supporting infrastructures,
property development and supporting services.
Private sector investment in infrastructure – in the
form of build-own-operate-transfer (BOOT), buildoperate-transfer (BOT) and outsourcing contracts –
provides lower cost services to government than those
generated by traditional procurement or government
business enterprises. Alternatively, private investments in
the form of medium-term service concessions are built
around incentives for sustainable performance which can
be measured against benchmark return criteria. Private
investment may also be used to encourage skills transfer,
vocational training and local employment quotas.
Contracts that involve these conditions will assist

Procurement methods

The poor track record of traditional procurement has
been evident for a long time in both developed and
developing economies. For infrastructure projects, it is
associated with cost overruns, late delivery and poor
service delivery outcomes with consequential impacts
on supply chains and infrastructure service charges. Most
traditional procurement is adversarial in nature and
costed around a detailed state input specification in
which the agency defines the exact design parameters,
dimensions, plant content and finishes of the asset. Little
thought is given to lifecycle costing and qualitative
service outcomes. More recent procurement options
such as asset franchises (or BOOT contracts),
outsourcing, alliance contracting and public-private
partnerships adopt a non-adversarial contracting form
featuring an output or service specification that leaves
the choice of delivery method up to the bidders. A
value-for-money approach is used for bidder selection
which is based on lifecycle costing and quantitative and
qualitative measures of service outcomes.
Alliance contracting is a collaborative approach to
procurement with a state agency and private firm
entering into an agreed price contract with sharing of
project risk. This is structured as a combination of
incentives and penalties with cost overruns and cost
savings shared between the parties. However, unlike
public-private partnerships, alliances are asset
procurement and do not always include lifecycle
management obligations under the same contract.
Internationally, both methods of procurement are widely
used to deliver infrastructure in more than 85 countries.
Procurement methodology that brings a rigorous riskweighted approach to major projects using a competitive
bid process, private sector expertise and innovation is
achieving qualitative and quantitative benefits to the
state not available with traditional procurement. Publicprivate partnerships in particular are achieving
significant improvements in efficiency, lower costs and
improved service delivery. A wide body of evidence
supports the following findings:
• Public-private partnerships are bringing forward the
delivery of major projects.
• The model is achieving value for money, reducing
procurement costs and delivering more projects on
time and within budget than traditional methods.
• Public-private partnerships are improving the science
of state procurement and have led to wider application
of gateway review and alliance contracting methods
with significant user benefits.
• There is certainty with lifecycle costing.
• Improved quantitative and qualitative user and service
outcomes are available.
• High levels of construction and design innovation and
new technologies can be accessed.
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Table 3. Procurement performance, 1999-2005.
Survey of procurement outcomes (a)
Traditional procurement

On budget

On time

User benefits (b)

(e)

25%

34%

27%

(d)

27%

30%

35%

(f)

55%

63%

55%

Gateway programmes

(d)

69%

73%

65%

Alliance contracting

(e)

77%

78%

Refer notes

PFI (UK)

(f)

78%

76%

n/a

PPP (Australia)

(g)

79%

82%

74%

UK defence contracts

(h)

17% (14%)

8% (24%)

Met requirements
Source: MR 2008

Notes:
(a) Sources as noted. Sample sizes vary. Parenthesis denotes average overruns for sample.
(b) Qualitative assessment from independent NAO 2004, 2006 reports. Defect reporting.
(d) 2000-01 results: NAO 2001 Modernising Construction. Delivered on or under time and price.
(e) 1999 results: NAO 2005 Improving Services Through Construction Part B.
(f) 2004 results: NAO 2005 Improving Services Through Construction Part A.
(g) Fitzgerald 2005; Audit Office Reports Victoria & NSW 2004-08; IPA 2007.
(h) NAO 2004, 2006 MOD Defence Contracts.

Public-private partnerships also bring opportunity
benefits and permit government to increase investment
levels as well as improvements in performance at the
enterprise level.
The international evidence for developing economies
suggests that investment in economic infrastructure has
important direct impacts on national and regional
economies. Benefits at the macroeconomic level include
improved productive capacity, output growth, increases
in multi-factor productivity with flow-on effects to
higher standards of living. Investment in social
infrastructure improves human capital, especially health
and educational standards and vocational training.
Infrastructure investment brings improvements at the
microeconomic and industry levels in the form of better
profitability, employment and incomes. Infrastructure
investment also generates positive and sustainable
externalities including poverty alleviation and
specialisation, and in some cases enhances regional trade.

The challenge for emerging economies is to
identify appropriate programmes to integrate
the planning and infrastructure supply activities
of government, procurement practices, and
creation of a favourable environment.
The evidence suggests that the benefits are greater
when accompanied by institutional and policy
frameworks that entrench property rights, regional trade
co-operation, the development of local capital markets,
and the dismantling of regulatory impediments to
private investment and trade. The challenge for
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emerging economies is to identify appropriate
programmes to integrate the planning and infrastructure
supply activities of government, procurement practices,
and creation of a favourable environment for both local
and foreign infrastructure investment and management.

Dr Michael Regan heads the Infrastructure Management
graduate programme at Bond University following a career in
investment banking. He was formerly Director of the Australian
Centre for Public Infrastructure at the University of Melbourne.
He specialises in infrastructure, major project procurement
and economic development. He is Program Director for the
Commonwealth Secretariat-Bond University PPP Leadership
Programme, researcher and speaker at national and international
forums.
Bond University School of Sustainable Development, in
partnership with Mirvac, is dedicated to fostering a new breed of
innovative, imaginative and inventive professionals, fired with the
ambition to create buildings, towns and, most importantly,
communities that will serve as a lasting legacy for future
generations.
School of Sustainable Development
Bond University
PO Box QLD 4229
Queensland
Australia
Tel: +61 7 5595 1024
Email: international@bond.edu.au
Website: www.bond.edu.au

Electricity Regulation in Namibia

Current Challenges
and Achievements

THE ECB OVERVIEW
The ECB is the electricity regulator of
Namibia. It was established in 2000 by
the Electricity Act (Act 2 of 2000) that
was repealed in 2007 by the Electricity
Act (Act 4 of 2007). The objectives of the
Act giving the ECB its mandate include:
to exercise control over and regulate the
provision, use and consumption of
electricity in Namibia, to oversee the
efficient functioning and development of
the Namibian energy market and security
of supply, to ensure efficient provision of
electricity, to ensure a competitive
environment, to promote private sector
participation, all in accordance with
prevailing Government policies. Thus the
ECB activities are also guided by the
1998 White Paper on Energy Policy.

CURRENT CHALLENGES
Currently Namibia, and the Southern
African Development Community (SADC)
region as whole, is facing a shortage of
generation capacity. Lack of investment
in generation infrastructure over the past
years resulted in the erosion of surplus
generation capacity. To avert disaster the
ECB is assisting with the creation of a
conducive environment for investment in
the electricity sector. Namibia is
undergoing reforms, in line with the
Energy White paper policy document
mentioned above, that includes
establishment of Regional Electricity
Distributors (REDs). Finalisation of REDs
process stalled due to the need for
further consultations with stakeholders.
Three out of five have already been

CONCLUSION
In all of its activities the ECB takes
guidance from policies of the Government
of the Republic of Namibia, as expressed
in the White Paper on Energy Policy,
National Development Plan 3(NDP3) and
Vision 2030. The ECB will always be there
to protect and balance interests of both
the consumer and supplier. As a dynamic
organisation, we will always strive
towards our VISION namely

“

to be recognised as a leading
regulator for achieving
optimum viability and
competition in the Namibian
energy industry.

“

and MISSION namely

to regulate and control the
Namibian ESI in the interest of
all stakeholders with regard to
price, quality and reliability.

“

Regulation involves the act of balancing
opposing consumer and investor
interests. Electricity regulation in Namibia
is still in its infancy. Despite the Electricity
Control Board (ECB), Namibia’s electricity
regulator, posting phenomenal
achievements to date there still remains
many challenges to overcome.

established and operationalised, and
discussions for the remaining two ore
ongoing. Namibia is also establishing a
single buyer market, as part of the
reforms. NamPower, the main utility is a
defacto single buyer. The ECB is
facilitating discussions to formalise the
market. One model being considered is
the modified single buyer whereby
Independent Power Producers (IPPs) will
be allowed to sell to Large Power Users
as well as export to neighbouring
countries. All the above reforms are
hampered by resistance to change
amongst the stakeholder. This is further
exacerbated by substantial human
resources shortage. The ECB has been
involved in assisting the industry with
capacity building. Although the ECB has
successfully developed regulatory tools
including Tariff Methodologies, Grid
Code, Safety Code, Quality of Supply and
Service Standards, their full
implementation remains a challenge.

ACHIEVEMENTS
Despite the above challenges the ECB
through its strategic plans has achieved
notable successes. These include but are
not limited to: For effective regulation,
the ECB developed a comprehensive
licensing regime leading to the licensing
of all entities to be licensed in the
industry. As mentioned above, it also
developed various regulatory tools
including the tariff methodology Grid
Code, Safety Code, Quality of Supply and
Service Standards. Despite the challenges
mentioned above, the ECB has as part of
the reform process managed to establish
three REDs. These have successfully
operated and are viable. There is ongoing
assistance from the ECB to ensure their
success through capacity building and
effective regulation. It is thanks to the
above achievements that the ECB has
come to be a well-respected regulator
not only in Namibia but also regionally
and internationally.

“
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CONTACT DETAILS:

Mr. Siseho C Simasiku
Chief Executive Officer
Electricity Control Board
Tel:
Fax:
Email:
Address:

+264 61 374300
+264 61 374305
ssimasiku@ecb.org.na
P O Box 2923,
Windhoek, Namibia
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Urban transport: moving
from the 19th century to
the 21st century concerns
Dinesh Mohan
Co-ordinator of the Transportation Research
and Injury Prevention Programme,
Indian Institute of Technology

ost countries in the Commonwealth are involved in planning urban transportation futures to
combat climate change. The proposed technical alterations will have little impact unless urban
transportation planners resist the move toward infrastructure development that fixes our future to
high energy use and CO2 emissions. Pressure for changing policies will be successful if the majority
of city residents can be convinced that their current and future mobility/accessibility needs can be
met at lower risk levels, at lower costs and with wider availability of choices by providing streets that
are safer from crime and road traffic injuries.

M

Introduction
For many millennia human beings had to limit their
greed because excess consumption demanded more
manual labour. This limited their travel, the size of house
they could build, clothes they could own and food they
could eat. The industrial revolution changed all that.
Our machines provide us with ready-to-cook food,
manufactured houses, clothes and effortless travel,
changing the concept of needs and greed. The worldview
has changed into a belief that there are endless resources,
and that science and technology have solutions to every
emerging problem without constraint. Most of the
responses to the Intergovernmental Panel on Climate
Change (IPCC) warnings have this belief as their base.
Unending problems of traffic congestion, CO 2
production, road traffic injuries (RTI) and pollution in
every single city of the commonwealth countries has
forced us to re-evaluate both our theories and practices.
Professor Hermann Knoflacher of the Technical University
in Vienna warns us that: “Car traffic is cooling social
relationships by heating up the atmosphere!” Voices like
his are not alone or new. Professor Banister of Oxford
University holds that: “The belief that technology provides
the solution is misplaced, as technological innovation can
only get us part of the way to sustainable transport.
Significant reductions of CO2 emissions in transport can
only be achieved through behavioural change. There is
little sign that people are aware of the scale of the
challenge, or prepared to make the necessary changes.”
Issues

Their concern arises from the fact that even cities in
high-income countries have not been able to solve the
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problems that all of us have to deal with in the near
future. Almost all cities in the world face severe
congestion on arterial roads. During peak times, car
speeds average 10-15 km/h in cities like London, Dhaka,
Accra, Delhi, Nairobi, Kuala Lumpur, Lagos and Karachi.
Evidence from cities like London, Montreal and
Melbourne indicates that public transport use is greater
than 60 per cent only in the small inner core where
parking is very limited and roads are perpetually full. In
the rest of the city, car use is generally more than 60 per
cent as roads are less crowded and there is easy availability
of parking. Detailed studies from these cities point out
that car owners generally shift to public transport only
when no parking is available at the destination and
average car speeds are less than 15 km/h. Empirical
evidence suggests that car use (not ownership) is low
only when walking and bicycling trips form a significant
proportion of all trips in cities like Amsterdam.
Urban transportation policy reports prepared by
consultants in most countries assume that car use can be
reduced just by providing more public transport facilities
and assert that, if their prescriptions are followed, 70-80
per cent of the trips would then be taken by public
transit. The fact is that no city in the world has
accomplished this feat. In the richest cities of India,
Mumbai and Delhi, recent estimates suggest that car
trips constitute less than 10-15 per cent of all trips. In all
other Indian cities, this proportion would be lower.
Additionally, the share of public transport in these two
cities is certainly higher than most of the cities in
Europe or North America. Therefore, it is difficult to
imagine how car and motorcycle use can be contained
as we get richer if the international experience is
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anything to go by. Obviously, business as usual and
copycat emulation of rich cities is not going to help.

Old versus new cities
Most cities in the 21st century are growing under very
different conditions from those that matured before the
20th century. Most large cities in high-income countries
(HIC) grew to their present size between 1850 and
1950. Technological developments were critical in
changing the shape and form of the city. Cities that have
grown after 1950 do not have the characteristics of
strong central business districts (CBD) in any part of the
world. Car ownership started increasing in the 1920s but
most families did not own a car until the middle of the
20th century. By then, the essential land use and
transportation patterns of large cities in HICs were well
set with large CBDs. This encouraged building of high
capacity grade separated metro systems and, in turn, the
transport system encouraged densification of CBDs as
large numbers of people could be transported to the
centre of the city. The non-availability of the car to the
middle class decided the widespread use of public
transport and city form.

When public transport is not provided
officially, informal systems using mini-buses,
three-wheelers and vans operate semi-legally
or illegally and provide a majority of the
motorised trips. No low or middle-income
city is without such systems.

prices as low as US$4,000-5,000, and used ones for a
quarter of the price. This has made it possible for the
middle-class first-time car owner to travel in cars with
comfort levels Europeans had not experienced till the late
20th century. Air-conditioned, comfortable, safe and quiet
travel in cars with music in hot and tropical climates
cannot be matched by public transport. Owners of such
vehicles would brave congestion rather than brave the
climate on access trips and the jostling in public transport.
Availability of motorcycles has further reduced the
middle-class demand for public transport. In addition, it
has pegged the fare levels that can be charged by public
transport operators. It appears that public transport cannot
attract these road users unless the fare is less than the
marginal cost of using a motorcycle. At current prices, this
amounts to less than US$0.02 per km. The only option
available is to design very cost-efficient public transport
systems that come close to matching this price.
Cities in low- and middle-income countries that have
grown after the 1950s seem to be different in character
with multiple business districts, mixed land use (largely
by default, illegally), relatively short trip distances and a
large share of walking and public transport, even if the
latter is not provided by the city authorities. When
public transport is not provided officially, informal
systems using mini-buses, three-wheelers and vans
operate semi-legally or illegally and provide a majority
of the motorised trips. No low- or middle-income city
is without such systems. It is also clear that no city in a
low- or middle-income country has been able build a
metro system that attracts a majority of public transport
passengers. This is partly because no city that has grown
after 1950 has a large and dense central business district.

New megacities and climate change
Cities in most commonwealth countries have expanded
after 1960 and most have multiple business districts. In the
past two decades, motorcycle ownership has increased
substantially in many cities, and as a result a significant
proportion of families own a car or a motorcycle at a very
low per capita income level of about US$1,400 per year.
Such high levels of private vehicle ownership did not
happen until incomes were much higher in HIC cities.
Therefore, the high ownership of motorcycles, nonavailability of funds to build expensive grade separated
metro systems and official plans encouraging multi nodal
business activity in a city has resulted in the absence of
dense high population CBDs and city forms which
encourage ‘sprawl’ in the form of relatively dense cities
within cities.
Changes in technology and declining demand for
public transportation

Most middle-class families in HICs did not own airconditioned cars with stereo systems before 1970. The
cars were noisy and occupants were exposed to traffic
fumes as windows had to be kept open. Under such
conditions, the train was much more comfortable. On the
other hand, brand new, quiet, stereo-equipped, airconditioned cars are being sold in countries like India at

Current situation

Almost every country and major city government is
involved in planning for the future in view of the
pressure put on us by fears of climate change. It must be
ensured that urban transportation planners do not move
toward infrastructure development that will fix
our future to high energy use and CO2 emissions. This
change will not be easy, as traditional mobility planning
embedded in textbooks promotes capital intensive
projects that are also attractive as a symbol of progress
and profitable for large consultancy/contracting/
manufacturing corporations worldwide. Pressure for
changing policies will be successful only if the majority
of city residents can be convinced that their current and
future mobility/accessibility needs can be met at lower
risk levels, at lower costs and wider availability of choices.
Way forward

Issues outlined will have a greater degree of successful
implementation in the future if the following factors are
addressed in theory and design: traffic safety; design for
informal activity on roads; reduction of crime by
design; and equal spread of low- income people in all
parts of the city.
Cyprus, 30 September - 2 October 2009
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Road safety

One of the greatest factors influencing and forcing
people to adopt personal modes of mechanised transport
is their perceived risk of road traffic injuries in travel.
The high risk of injuries as pedestrians and bicyclists also
deters people from using public transport if their income
is high enough to own personal vehicles. Therefore,
ensuring safety of non-motorised modes of travel
becomes a pre-condition for encouraging public
transport use, and ultimately cleaner air in our cities.

Pressure for changing policies will
be successful only if the majority of city
residents can be convinced that their current
and future mobility/accessibility needs can
be met at lower risk levels, at lower costs
and wider availability of choices.
City structure, modal share split, and exposure of
motorists and pedestrians may have a greater role in
determining fatality rates than vehicle and road design
alone. With the same proportion of land devoted to road
space, we can have large blocks with fewer arterial roads
or smaller blocks with a larger number of arterial streets.
In the former type of cities, the avenues would be wider
than the latter type of cities. If the arterial streets are
wide, it encourages high speeds during off-peak hours
resulting in high pedestrian and bicycle crash rates. High
pedestrian and bicycle fatality rates discourage the use of
non-motorised modes and public transport.
When a majority of commuters are dependent on
motor vehicle use for their essential needs, the system
creates a political demand for greater provision of motor
vehicle facilities and road space. This in turn can make it
difficult for the political system to be harsh on drivers in
terms of speed enforcement and controlling drinking
and driving. In this situation, not only do people tend to
use motor vehicles for short trips, but they also demand
facilities that reduce trip time for long trips. It seems that
if we have to promote walking, bicycling and public
transport use we will have to make traffic safety a
priority along with city structure designs that
incorporate the following: (a) street design ensuring
safety of non-motorised modes; (b) vehicle speed
control by street design and ultimately ITS control on
vehicles; (c) denser layout of through traffic streets with
narrower cross sections; and (d) smaller size of residential
neighbourhoods.
Crime and transport

Crime and fear of crime affects travel choice significantly
and acts as a major barrier to the use of public transport,
cycling and walking. It is also clear that just depending
on more aggressive street policing is not very effective in
reducing crime in neighborhoods or in reducing the
perception of risk especially among women. Forty-seven
years ago, in her book The Death and Life of Great
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American Cities, author Jane Jacobs suggested that crime
could be reduced by having “eyes on the street.” By “eyes
on the street”, Jacobs meant shops on ground floors
abutting the side walk, abundance of kiosks and cafes, and
a vibrant walking atmosphere.
However, street design in many cities does not allow
for shops and businesses abutting the sidewalk. On the
other hand, we have “eyes” on all those streets where
hawkers and vendors are able to exist in our cities. These
vendors also serve a huge social need and provide
employment and nutrition to city dwellers. Without
them, our streets would not provide the relative crimefree atmosphere we have. These vendors then become
essential as a part of our transportation planning process.
It is not very difficult to plan for them as every road
needs a treeline which occupies a corridor of 1-1.5
metres of space on the pedestrian path. Vendors only
need 1-1.5 metres and they can occupy spaces between
trees without bothering pedestrian traffic. It is important
to develop street design standards incorporating street
vendors as an essential component.
Reviews of the environmental criminology literature
indicates that more permeable residential street networks
are associated with higher levels of crime than less
permeable configurations such as cul-de-sacs. Mixed-use
developments with the rich and poor living in close
proximity have also been associated with reduced levels
of crime. Many new urbanists, street furniture and public
facility planners are also working on designs that
automatically reduce incidents of crime and perceptions
of risk by all road users. Much more attention needs to
be given to this aspect of urban space design and
planning as it will ultimately lead to greater adoption of
sustainable forms of transport.

Dinesh Mohan is Co-ordinator of the Transportation Research
and Injury Prevention Programme at the Indian Institute of
Technology, Delhi. A biomedical engineer, he has worked on
epidemiology and biomechanics of road traffic crashes for the last
30 years. Concerned with mobility and safety of people outside
the car, he is trying to integrate these issues within a broader
framework of sustainable transport policies and people’s right to
access and safety as a fundamental human right.
The shared vision of researchers at the Transportation
Research and Injury Prevention Programme is to produce
knowledge that reduces the adverse health effects of transport by
integrating mobility, safety and environmental concerns specific to
India, in particular, and other less motorised countries in general.
Dinesh Mohan, PhD,Volvo Chair Professor and Co-ordinator
Transport Research and Injury Prevention Programme
WHO Collaborating Centre, Indian Institute of Technology Delhi
Room 808, 7th Floor Main Building, Hauz Khas
New Delhi 110016, India
Tel: +91 11 26 59 11 47
Fax: +91 11 26 85 87 03
Email: dmohan@cbme.iitd.ac.in Website: www.iitd.ac.in

THE SOUTH AFRICAN
NATIONAL TRADERS ALLIANCE

The South African National Traders Alliance (SANTA) is an independent representative alliance for hawkers and
informal traders. SANTA was established in 2002 in the context of increased harassment of informal traders by
law enforcement agencies in most South African cities, and is recognised by traders and policy-makers as a
mouthpiece for the concerns of informal traders. Initially established to represent the voice of traders in the
development and enforcement of trading by-laws, the alliance has increased its mandate over the past five years
to include legal consultative support, business support services and micro-credit to the informal sector.

In line with national government's policy initiatives to strengthen the so-called 'second economy' and to
graduate the people who operate in this sector into the formal economy, SANTA has recognised it's own role
in providing business skills and growing the economic base of the informal sector in South Africa. In 2005
SANTA was registered as a not-for-profit company in terms of section 21 of the South African constitution, and
in 2006 it also registered a closed-corporation (CC) to generate investment capital for the informal traders.

SANTA Investment Pty is a black-owned and managed company, and is staffed by a team of qualified business
professionals with substantial experience in the informal sector, formal business sector and public management.
SANTA is looking to partner with national and international donor agencies and private sector investors
(through a 49 per cent/51 per cent partnership scheme) to expand the skills base and the business potential of
this sector. With a membership base of over 30,000 SANTA has access to an entrenched and expanding
distribution base and untapped advertising medium.

Contact:
Livingstone Mantanga, CEO
South African National Traders Alliance, 85 Sauer Street, Germiston 1400, South Africa
Mobile: +27 83 476 3782 - Email: santaih@gmail.com
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Non-conventional
approaches to municipal
infrastructure financing
Munawwar Alam
Adviser,
Commonwealth Secretariat

ntil 2030, it is expected that most of the increase in the world’s population will be concentrated
in urban areas. As urban growth continues unabated, an increasing number of Commonwealth
(developing) countries are assigning greater autonomy and responsibility for infrastructure and
service provision to local governments (LGs). Decentralisation and urban growth can put the local
authorities’ financial and institutional capacities under severe strain. For example, in Africa and Asia,
up to 50 per cent of the urban population do not have adequate water supplies and about 60 per
cent lack adequate sanitation. In view of this, the LGs need to address present and future demands
for municipal infrastructure financing and service provision through conventional and nonconventional approaches.

U

Introduction
The ‘finance follows function’ is a cardinal principle of
decentralisation although, in practice, the extent of fiscal
decentralisation has not kept pace with administrative
and functional decentralisation in most developing
countries. Ideally, operational expenditures of LGs are
typically expected to be met by locally raised revenues,
whereas capital expenditures are supposed to be financed
by intergovernmental transfers, grants and external
funds. On the other hand, historically, borrowing at the
local level has not been favoured, as the traditional thesis
of capital financing professes that local government
borrowing is not responsible, viable or sustainable due to
poor income generation capacities. It is mainly because
of this thinking that donors tend to lend to LGs only if
backed by sovereign guarantees.
In the Commonwealth, the pace and prospects of
decentralisation, including fiscal decentralisation varies
across countries. Coupled with this, the differences in
sizes and economic prospects of cities have resulted in a
wide diversity of sub-national fiscal structures across
developing countries. Table 1 summarises the typical tax
bases by level of government.

As LGs are chronically short of resources, several
developing countries are trying to enhance traditional
sources of municipal finance by mobilising alternate
market-based sources of funding. Recent trends to
enable municipalities to raise market-based finance have
been justified on several grounds, including:
• Recognition that public and donor finances are
insufficient to meet the needs to build new
infrastructure or to repair and refurbish existing
infrastructure;
• ‘Intergenerational equity’ – where the ‘lumpy’ costs of
infrastructure investments should be spread over the
useful life of the asset, and serviced through a regular
stream of municipal income and project revenues
resulting from the investment; and
• Exposing a city’s development financing, where viable,
to the rigours of ‘market discipline’ and thereby
mobilising domestic savings for long-term growthoriented infrastructure needs.
It is important that the policies to foster sustainable
municipal finance markets are supported by a robust
regulatory framework that ensures prudent borrowing,

Table 1. Tax base
Level of government

Tax base

Tax base mobility

Central

Capital income

High

Intermediate (state/provincial)

Consumption/labour income

Medium

Local/municipal

Real property

Low
Source: Ebel and Valliancourt (2001)

124

The Commonwealth Finance Ministers Meeting 2009

Infrastructure for Development

accountability and financial discipline. In many
countries, the traditional thesis of ‘local government
borrowing being irresponsible’ is now been reviewed to
facilitate ‘responsible’ local borrowing within the
enabling environment and fiscal decentralisation
framework prescribed by the central government.
The non-conventional options include borrowing
from financial institutions and development banks,
accessing capital markets or soliciting private sector
participation through contracts, leases and concessions.
However, many municipal services like water supply and
sanitation, sewerage and solid waste management are not
attractive to private financiers due to the limited cost
recovery, high risk and long gestation investments.
Furthermore, few municipal governments in developing
countries have a strong financial position and their
projects are most often not commercially viable. On the
other hand, banks and financial institutions are only
willing to offer shorter tenure loans, typically up to five
to seven years, and often require sovereign guarantees for
local lending.

It is important that the policies to
foster sustainable municipal finance markets
are supported by a robust regulatory
framework that ensures prudent borrowing
accountability and financial discipline.
In contrast to developing countries, sub-national
governments of North America and Western Europe
have a long-standing record of harnessing private debt
for urban infrastructure. The credit models championed
by these blocs are instructive in their diversity – while
North America relies mainly on municipal bonds,
Western Europe has developed its home-grown
municipal banks (examples include Dexia Credit Local
of France; BNG of the Netherlands; Banco de Credito
of Spain; and Credit Communal Belgique of Belgium).
Some of the approaches that have been adopted to
access alternate private financing for infrastructure
investments at the sub-national level are discussed below.

Borrowing from development banks and
financial institutions
Western Europe pioneered the concept of municipal
banks and financial institutions to mobilise long-term
savings and government contributions for municipal
infrastructure needs. In the context of developing
countries, some municipalities may have borrowed from
banks to meet their working capital requirements.
However, borrowing larger sums for long-gestation
capital investment projects is more difficult. This is
because banking regulations limit the banks’ ability to
lend for long tenors, since their deposit liabilities are
short-term and volatile. Furthermore, most banks lack
the expertise to evaluate the risks of a municipal finance
investment and therefore they either refuse to lend, or

charge exorbitant interest rates while demanding
significant amounts of collateral. Moreover, other
potential sources of long-term credit, such as mutual
funds, insurance and pension funds, are still nascent in
several developing countries.
Despite these constraints, some developing countries
have established development banks or non-banking
financial institutions to provide long-term credit for
infrastructure projects. Two examples of development
financial institutions are described below:
• Infrastructure Development Finance Company
(IDFC), India: a non-banking financial company that
primarily offers debt for promoting infrastructure
projects in India; and
• The Development Bank of Southern Africa (DBSA):
offers loans, grants and technical assistance to public
and private entities with the aim to promote
infrastructure development and overall socio-economic
growth of South Africa and the Southern Africa
Development community (SADC) region.

Direct borrowing from capital markets –
municipal bonds
The world’s most advanced municipal bond market is in
the United States. Basically, a municipal bond is a debt
obligation issued by a (sub-national) borrower, with the
undertaking to repay the bond principal with interest at
a specified payment schedule. There are two common
categories of bonds – revenue and general obligation
(GO) bonds. As the names suggest, revenue bonds are
serviced by the revenues of the particular investment,
for example, toll roads. Typically, these are ‘limited
obligations’ and do not have recourse to the
municipality’s revenues or assets. On the other hand, GO
bonds are serviced from the general revenues – taxes and
other income – of the municipality. Because of their
nature, revenue bonds typically finance ‘bankable’
projects that have some charging mechanisms for cost
recovery, while GO bonds may be used for investments
that are not revenue generating.

Some developing countries have
established development banks or non-banking
financial institutions to provide long-term
credit for infrastructure projects.

Pooled financing bonds
Large municipalities with a strong economic base and
predictable revenue streams can raise finance from capital
markets through municipal bond issues as described
above. However, this may not be the case for small and
medium-sized municipalities that are financially
constrained and cannot develop projects that are
commercially tenable (for example, water and sanitation
projects in small towns). Transaction expenses like bond
Cyprus, 30 September - 2 October 2009
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issuance fees, underwriting and credit rating charges
involved in capital market access would constitute a
high proportion of project costs for these smaller
municipalities.
In this context, an innovative approach to tap market
finance is that of ‘pooled financing’. This means a
number of municipalities and projects being combined
together for financing, so as to improve cost effectiveness
and to share the risks involved. This improves their credit
worthiness, and thereby ensures the inclusion of weaker
municipalities and relatively small but essential projects.

Specialised municipal intermediaries
In recent years, several sub-national governments have
set up specialised financial intermediaries or funds to
develop infrastructure projects. These funds have often
been instituted (and in some cases, part financed) by the
World Bank and other donors. Broadly, there are two
types of such intermediaries:
• Municipal funds and facilities that provide funded
products – debt and/or equity; and
• Facilities that offer contingent products – guarantees or
insurance.

Measures to promote alternate private
financing for municipal infrastructure
There are some lessons derived from successful examples
with respect to the pre-requisites of developing local
credit markets. We classify these measures into
‘fundamental’ and ‘credit enhancing’ factors:
Fundamental (financial and institutional
strengthening measures)

• Enabling policy environment: Suitable central
government policies and legislation often underpin
the ability of municipal governments to borrow or
contract with the private sector. For example,
following the example of the US, the Indian
government issued tax-free status to certain municipal
bonds to mobilise domestic saving for urban
infrastructure financing.

As a minimum, municipalities should
strive to ‘balance’ their books through a
combination of revenue enhancement
and cost containment measures.

Public-private partnerships
Broadly, public-private partnerships (PPPs) are defined as
risk-sharing relationships between the public and private
sectors based on a shared aspiration to bring about a
particular public policy outcome. PPPs can be of various
types ranging from simple service contracts to joint
ventures and full privatisations. Typically, the public
sector is the purchaser of services, let on a short-,
medium- or long-term contract. Depending on the
nature and specifications of the contract, the private
sector is generally the provider of services and shares risk
in terms of delivery (costs and benefits). In some cases,
the private sector is also responsible for financing – for
example, in the case of private financing initiatives (PFI)
in the UK, or joint ventures between the public and
private sectors.

Depending on the nature and specifications
of the contract, the private sector is generally
the provider of services and shares risk in
terms of delivery (costs and benefits).

It is much more challenging to execute PPPs for
municipal services, given the affordability and nonbankability issues of these projects. Therefore, most
successful subnational PPPs have been of the former
category – where the private operator is contracted for
only the provision of defined municipal services and the
public sector is responsible for financing investments and
owns the assets.
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• Appropriate legal and regulatory regime: Critical
aspects of the enabling environment for local
government borrowing include:
• Financial prudence norms and bankruptcy laws to
protect the interests of lenders;
• Basic PPP or other laws, which inter alia define the
roles of the contracting parties;
• Streamlined government arrangements which enable
the speedy establishment of a financial intermediary
or fund, or an infrastructure project special purpose
vehicle or company, or the sanction of capital market
issues;
• An impartial regulator, making decisions free from
political pressure, or else a government commitment
to back-stop any regulatory commitments so that any
breach of contract would be protected against.
• ‘Balanced’ books at the municipal level: A key
deterrent to municipal borrowing is their inability to
repay the debt on account of poor financial strength.
As a minimum, municipalities should strive to ‘balance’
their books through a combination of revenue
enhancement and cost containment measures.
Particularly, municipal agencies seeking to issue general
obligation bonds need to ensure that they can service
the debts with their own revenues and/or allocated
portions of the intergovernmental transfers. In order to
derive comfort regarding the timely servicing of debt,
lenders would typically assess the key financial ratios of
the municipality such as its liquidity ratio, debt service
coverage ratios, the overall surplus or deficit and
collection efficiency of key own-source revenues.
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• Financial management and accounting reform:
Most municipalities that have accessed capital markets
have transitioned to accrual-based double-entry
accounting. This is important to understand the
magnitude of the municipality’s future liabilities and
receivables. For example, the issue of municipal
bonds by the Ahmedabad Municipal Corporation in
the state of Gujarat in India was preceded by several
financial management reforms to improve budgeting,
accounting and overall financial reporting. This is also
one of the considerations that credit rating agencies
evaluate in rating a municipality or bond issue.

Affordability and public/social
goals impede charging for most municipal
services on a cost-recovery basis.

• Structuring bankable projects: One of the biggest
challenges of accessing private finance for municipal
infrastructure is that the projects are seldom revenue
generating. Affordability and public/social goals
impede charging for most municipal services on a
cost-recovery basis. Given the debt servicing demands,
there is a high-opportunity cost of not promptly
deploying borrowed funds into projects that are ready
for financing. Delays as a result of political pressures or,
for example, land clearance issues, can be very costly.
‘Credit-enhancing’ measures

Credit-enhancing measures are undertaken to increase
market confidence amongst potential lenders to finance
municipal projects and to improve the terms and
conditions of financing. These include:
• Credit rating: In cases where LG is financially
strong, it may choose to obtain a credit rating from a
recognised international or local credit rating agency.
Alternatively, the bond instrument may be credit
rated. Several urban local bodies have obtained a credit
rating primarily to lower the cost of borrowing. Few
investors have the specialist expertise or skills to
evaluate the risks of a local government entity or
infrastructure project. For example, the purchasers of
municipal bonds are likely to be pension, provident
and mutual funds, and insurance companies, who are
typically looking for long-term assets to match their
long-term liabilities. Their main requirement,
however, is that such assets are investment grade –
both from a prudence perspective, but also because
the institutions involved do not understand the
underlying risks of the infrastructure investment.
Therefore, it is particularly beneficial if the
municipality and its bonds are credit rated as
investment grade by a reliable credit agency.

• Risk mitigation instruments such as guarantees
or insurance: In an undeveloped financial market, the
bond issue may need to be backed by risk mitigation
instruments to attract subscription. There are several
types of credit enhancements available.
This paper is based on a study commissioned by the
Commonwealth Secretariat to assess municipal infrastructure
financing status in selected Commonwealth countries. The study
undertaken by Cambridge Economic Policy Associates (CEPA),
UK focussed on Uganda, Tanzania, Bangladesh and Pakistan.
A full report of this study is being published by the
Commonwealth Secretariat under the title of ‘Municipal
Infrastructure Financing: Innovative Practices from Developing
Countries’ (ISBN 978-1-84929-003-6). Also see ‘Financing
Local Government’ (ISBN: 978-0-85092-853-2 ). For
details, visit www.thecommonwealth/publications.The Secretariat
wishes to acknowledge the valuable contribution of CEPA.
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Tourism as a poverty
reduction tool:
strategies for small
island states

Dr Regina Scheyvens
Head of the Institute of
Development Studies,
Massey University

ourism is a major contributor to economic development in many small island developing states
(SIDS) and often it has been the only industry in these countries to consistently demonstrate
growth in recent years. However, growth of tourism in SIDS is by no means synonymous with
poverty reduction. If tourism is to contribute significantly to the reduction of poverty, governments
of SIDS will need to establish an effective policy environment, play a stronger regulatory role, and
develop plans both to encourage private sector actors to support poverty reduction and facilitate the
involvement of wider sectors of society in tourism development.

T

T

ourism is the world’s largest industry and has been
an integral component of economic development
strategies in developing nations for over half a century.
Torres and Momsen, in ‘Progress in Development
Studies’ (2004 p.294-5), pointed out that “The industry’s
potential to generate foreign exchange earnings, attract
international investment, increase tax revenues and
create new jobs has served as an incentive for developing
countries to promote tourism as an engine for macroeconomic growth”.
In many small island developing states (SIDS), tourism
is the only sector to have seen growth over recent years
as the real value of traditional primary export products
has been declining or they are losing their preferential
markets, as for example among the banana and sugar
exporters of the Caribbean. A number of researchers thus
identify tourism as being the industry offering greatest
potential to SIDS, and this seems to be supported by the
World Bank 2005 figures, which show that nine of the
top 10 performers measured by international tourism
receipts per capita in 2002 were SIDS.
The growth of interest in pro-poor tourism (PPT) is
likely to offer a number of benefits to SIDS, but they
also face a range of constraints. Overcoming these will
require clear policies and plans by island governments.
The final section of this article discusses a number of
strategies which could assist in ensuring that tourism
contributes to poverty reduction.

The pro-poor tourism approach
The term ‘pro-poor tourism’ (PPT) was coined in 1999
and in the short period since then it has been rapidly
adopted by a wide range of development agencies. PPT
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is an enticing concept as it promises that tourism can
play a significant role in reducing poverty. PPT emerged
out of UK-sponsored research on sustainable livelihoods
conducted in southern Africa, and further work was
carried out through the Pro-Poor Tourism Partnership
(see www.propoortourism.org.uk).

In many SIDS, tourism is the only
sector to have seen growth over recent
years as the real value of traditional
primary export products has been declining
or they are losing their preferential markets.

The PPT Partnership stresses that PPT is not a
product or a niche sector of tourism but is an approach
to tourism which seeks to bring a wide range of benefits
to the poor, including social, environmental and cultural
benefits in addition to economic benefits. PPT does not
aim to expand the size of the sector but, in the words of
Caroline Ashley and her colleagues in ‘Pro-Poor Tourism
Strategies’ (ODI 2001 p.13), to “unlock opportunities
for the poor within tourism, at all levels and scales of
operation”. Thus, it extends beyond community-based
tourism where, for example, villagers might be
encouraged to establish cultural tourism home stay or
craft ventures, to an approach suggesting that a wide
range of stakeholders, from local entrepreneurs to
government officials, hotel and resort managers, and
international tour companies, will need to make
concerted efforts if poverty reduction is to occur.
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Table 1: Constraints facing SIDS involved in tourism
Key constraints

Explanation

Carrying capacity
Small economies
Small populations
Remoteness
Low resistance to external shocks

Small land size of SIDS intensifies the impacts of tourism
Diseconomies of scale, limited resources, narrow economic base
Small domestic market, lack of appropriate skills, difficult to generate local capital
Isolation from major markets, inadequate transport links
Natural disasters, political upheavals, terrorist threats and health scares (e.g. SARS, swine flu) can
lead to a significant downturn in tourist numbers
Heavy dependence on tourism revenues leads to vulnerability in the face of shocks
Competition for resources (e.g. beach space and fresh water) can undermine local livelihoods
Foreigners can gain increasing control over the tourism industry; profits repatriated
Sea level rise; salt water intrusion; natural hazards; beach erosion.

Narrow economic base
Scarce resources
Reliance on external investors
Environmental hazards

Sources: based upon the work of Briguglio 1996, Harrison 2003, Hoti 2005, and Milne 1997 and others.

Proponents of PPT
Interest in tourism as a mechanism for poverty reduction
has since been taken up by a wide range of interest
groups from the World Tourism Organization
(UNWTO), which initiated the ST-EP Project:
‘Sustainable Tourism – Eliminating Poverty’, to donors
(such as the Dutch bilateral aid agency SNV, and the
German agency GTZ), multilateral organisations (e.g.
the Asian Development Bank, World Bank, and World
Trade Organization), and tourism organisations (e.g. the
Pacific and Asia Travel Association).

Governments will need to play a
guiding role if PPT is to offer more
than simply another way of expanding
tourism with benefits for the major
players in this sector.

inequality. Broad contextual challenges may include the
colonial heritage of most SIDS, economic dominance of
foreign tourism multinational corporations, ethnic
diversity, and low levels of education. There are also a
number of constraints specifically related to tourism
development, including economic and environmental
challenges, which are outlined in Table 1.

Strategies to reduce poverty through
tourism in SIDS
If tourism is to be considered a legitimate avenue for
reducing poverty in SIDS, specific strategies will need to
be put in place. Governments will need to play a guiding
Tourism businesses can contribute significantly to local livelihoods by
establishing procurement practices that prioritise use of local goods and
services, such as produce supplied by this Samoan farmer.

Proponents of PPT argue that there is significant
potential to deliver more benefits from tourism to the
poor, as tourism is a significant or growing economic
sector in most developing countries with high levels of
poverty. For 50 of the world’s poorest countries tourism
is one of the top three contributors to economic
development (UNWTO 2000). In 1998 UNCTAD
referred to tourism as the “only major sector in
international trade in services in which developing
countries have consistently had surpluses”. It is argued
that tourism as a sector ‘fits’ nicely with pro-poor growth
because “it can be labour-intensive, inclusive of women
and the informal sector; based on natural and cultural
assets of the poor; and suitable for poor rural areas with
few other growth options” (Caroline Ashley and Dilys
Roe, Development Southern Africa 19, 2002 p.61).

Constraints facing SIDS
While PPT offers a great deal of promise, SIDS offer a
unique context which presents some challenges
to achieving pro-poor outcomes and overcoming
Cyprus, 30 September - 2 October 2009
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Fiscal stimulus plans focus on infrastructure
Fiscal positions strengthened by fiscal prudence over recent
years are enabling some Asian economies to respond
immediately to the global economic crisis with stimulus plans.
Significant programmes of more than 5 per cent of GDP have
been announced by three Commonwealth countries in the
region, namely Malaysia, Papua New Guinea and Singapore.
Stimulus measures across the region primarily focus on
infrastructure, and support the strengthening of social safety
nets and increasing job creation in countries where fiscal
space allows. In India Rs400 billion has been approved to be
raised to support the financing and refinancing of PPP
infrastructure projects across the nation. Other
Commonwealth countries in the region, notably Malaysia,
Singapore, Sri Lanka and Papua New Guinea, also feature
infrastructure as part of their policy response to the crisis.

role if PPT is to offer more than simply another way of
expanding tourism with benefits for the major players in
this sector. Too often governments of SIDS focus
narrowly on earning more tourism revenues and
increasing tourist arrivals, rather than being concerned
with the impacts of tourism, socially, environmentally,
and economically. In his chapter in ‘The Development
Process in Small Island States’ (1993 p.103), Robert
Potter argued that ‘externally-oriented, growthmaximising’ paths to development have resulted in
increasing levels of inequality among local populations
in many Eastern Caribbean states. He assets that in fact
‘the needs of the poor should be met in priority to
externally-oriented growth imperatives’ (p.97).
The onus is thus on the governments of SIDS to step
forward and develop appropriate pro-poor policies and
plans for tourism development. Some useful strategies for
governments which could help reduce poverty include:
Pro-poor infrastructure. Ensuring that when costly
infrastructural projects are undertaken to support growth
in tourism, the needs of the poor are not overlooked.
For example if new roads or water systems are to be
built, the former should provide local access to markets
as well as tourist access to resorts and both local residents
and hotels should be connected to the latter.
Reducing leakages and maximising multiplier
effects by ensuring that national development plans
highlight linkages between tourism and other economic
sectors such as agriculture, fisheries and transport. For
example, in many cases economic opportunities for
small farmers are being lost because of inadequate
linkages between them, agricultural extension officers
and hoteliers.
Supporting small-scale entrepreneurs by
encouraging the use of local supplies and ensuring
provision of training and credit to all tourism businesses,
such as producers of souvenirs. For example, MacNaulty
explained in a 2002 WTO report on The Economic
Impact of Tourism in the Islands of Asia and the Pacific,
that in some cases governments have provided 100 per
cent tax relief schemes for families who wish to upgrade
their bed and breakfast style accommodation, and a 50
per cent subsidy for training costs.
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Providing incentives to private sector stakeholders
to promote PPT, for example, tax breaks or awards for
tourism businesses that do some of the following: provide
in-house training to people from poorer backgrounds;
implement procurement practices which prioritise
locally-produced goods and services, as shown in the
photo of the Samoan farmer; encourage the philanthropy
of guests and establishing a community development fund
in conjunction with local actors. As an instance of this, in
Negril, Sandals resort operates a local elementary school,
provides scholarships for local students, provides seeds and
technical support for local farmers, and purchases their
produce at guaranteed market-value prices. Meanwhile,
management staff from the exclusive Turtle Island Resort
in Fiji have mentored local entrepreneurs by assisting
an association of backpacker tourism providers with
marketing, administration, service, and quality control.
Facilitating a stronger role for communities in
planning for tourism development by actively
seeking out their voices on tourism planning matters
and responding to their concerns through appropriate
processes. As Maurizio Carbone argues, “tourism
planning should be based on ‘bottom-up globalisation’,
which engages in distributive justice by entrusting more
decision-making power in local communities”
(European Journal of Development Research, 17(3),
2005). There are some very good examples of local
communities exerting considerable power over the
tourism development process and consequently gaining
a number of benefits, for instance the traditional
landowners living near to Mana Island resort, Fiji.
Raising awareness among the local population in
tourism destination areas, both about the benefits of
tourism as well as potential problems that they may need
to anticipate and seek to control. Residents cannot go
on to contribute to community tourism monitoring
forums, planning committees or the like without such
information.

If governments are willing to direct
tourism development in ways which reflect
both local and national interests, there can
be a genuine improvement in the spread
of benefits from tourism development.

An effective policy environment
Small island states are a highly sought-after tourism
destination, and many commentators argue that the
tourism industry provides an excellent avenue for
driving poverty alleviation in SIDS. However, there are a
number of challenges to realisation of the pro-poor
tourism ideal in small island states: the growth of
tourism in SIDS is by no means synonymous with
poverty reduction. Nevertheless, if governments are
willing to direct tourism development in ways which
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reflect both local and national interests, there can be a
genuine improvement in the spread of benefits from
tourism development.
If tourism is to contribute significantly to the
reduction of poverty, governments of SIDS will need to
establish an effective policy environment, play a stronger
regulatory role, and facilitate the involvement of wider
sectors of society in tourism development. Appropriate
roles of governments can include establishing effective
policies and legislation (e.g. to protect local rights to
land and to encourage joint venture arrangements, as
well as ensuring adequate environmental standards are
adhered to), and supporting local entrepreneurs by
providing information, credit facilities, and training.
They can also provide incentives for the private sector to
adopt strategies that contribute to poverty reduction,
including procurement of local goods and services, inhouse training schemes, and mentoring of owners of
small-scale tourism enterprises. Such strategies need to
be given serious consideration if sustainable, equityenhancing tourism is to emerge in SIDS.
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Understanding
the recent oil
price volatility

Abdalla Salem El-Badri
Secretary General,
Organization of the Petroleum
Exporting Countries (OPEC)

n summer 2008, oil prices rose to almost US$150 a barrel. Since then, prices have dropped by more
than 70 per cent, to around US$40 a barrel. This volatility is unprecedented and should concern us
all. With this in mind, it is important to put forward a number of pertinent questions. Firstly, what was
actually behind the spiralling oil price rises? Secondly, why have prices fallen back so much since the
middle of last year? And, finally, is the present oil industry and price environment conducive to making
the investments required in the longer term? In this article the author underscores the main drivers of
the oil market in recent times, and offers views on how to bring about more market stability.

I

t is clear that the recent oil price volatility has led to
significant uncertainties in market behaviour. The
price of West Texas Intermediate (WTI) almost doubled
over the year to July 2008, and since the middle of the
same month it has dropped by around US$100. In any
industry, these rapid price movements would send
shivers through investors. And in one which is global,
such as the oil industry, where short-term stability is
implicitly linked to the medium and long terms, this
is especially apparent. It has created a climate of
nervousness, and much unease for both producers and
consumers. Volatility is not conducive to a wellfunctioning market, something all stakeholders strive for.
It is difficult to compartmentalise the stories behind
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. It is evident there has
been some diversity of views as to the reasons behind
such movements. This perhaps 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 of 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.

I

The oil price rise
There is no one who would consider 2008’s high prices
to have been reasonable. They were too extreme. It is
apparent, however, that these high oil prices were not an
indication of a shortage of oil. The results of every study
that the OPEC Secretariat and many other energy
institutions undertook during this period of rising prices
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showed that the market was well supplied with crude
and stock levels were for the most part above the fiveyear average.
There is evidence that such issues as geopolitics, the
fluctuating value of the US dollar and downstream
tightness played various roles. But by far the leading
player was the speculative investments flowing in and
out of the futures markets. There was a total disconnect
between physical and futures markets and between price
and fundamentals.
The emergence of oil as an asset class saw the ratio of
paper barrels traded on the New York Mercantile
Exchange (NYMEX) to the physical barrels actually
supplied increase exponentially. In 2003, for each
physical barrel, six paper barrels were traded; that ratio in
early 2008 had risen to more than 1:18 – three times as
high. And these ratios would have been even higher if
the London and Singapore futures exchanges, the
unregulated Atlanta-based Intercontinental Exchange, as
well as over-the-counter transactions, index trading and
derivatives products were taken into account.
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 led to price movements.
For more than a year, OPEC has recommended
greater regulatory oversight of commodity futures
trading. This has gained traction in some parts of the
world, but it is important that this is not forgotten and
pushed to one side because prices have fallen from last
summer’s highs. It is vital to learn lessons from what
happened during this period.
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The oil price fall
In July 2008, no-one could have predicted that oil prices
would be below US$40 a barrel at the start of 2009.
Predicting a fall of this nature would have been greeted
with raised eyebrows and comments that this could
never happen. Yet it has. The financial crisis, worsening
real economies and the massive redemptions in the
speculative funds industry have had a massive impact on
the oil price and the industry in general.
This is evident when reviewing at oil demand, with
growth turning into negative territory and projections
for 2009 almost continuously being revised downwards.
In March, OPEC forecasts revised down world oil
demand in 2009 by 0.4 million barrels a day (mb/d), to
show a decline of 1.0 mb/d from the previous year.
From OPEC’s perspective, the demand for OPEC crude
in 2009 is expected to average 29.1 mb/d, a drop of
1.8 mb/d from the previous year.
The recent revisions reflect the fact that the financial
crisis, which has its roots in the advanced economies,
is advancing its footprint to emerging and developing
countries including the poorest ones – those who are
least responsible for this crisis. OPEC member countries
are no exception. The Organisation has had to
significantly adjust downward its output to restore
market stability, and the upshot is that it has left many
OPEC countries with large levels of idle capacity,
sometimes only recently put on stream. They also face
large losses in their equity markets, lower economic
output and dramatic declines in oil export earnings.
Under these exceptional circumstances, OPEC, as an
organisation, is still trying to maintain its commitment
to ensuring stable supplies of crude to the market at all
times, and help escape a repetition of the past, where
low oil prices led to low investments and thus to a
shortage of capacity when the economy recovered. In
the medium term, there are still significant OPEC
member country investments committed, both for the
upstream and downstream. However, there are increasing
concerns about the impact of the ongoing crisis and the
steep decline in oil prices on the longer-term outlook.
The key question is: how will this challenging
environment impact the investments in capacity
expansion projects? It is a question that concerns us all –
not just those involved in the oil industry or from oilproducing countries.

The investment conundrum
When and how the global economy recovers are
questions being discussed the world over. It is clear at
this time that there are no firm predictions, never mind
definitive answers, but all of us know that the economy
will return to growth at some point in the future, and
this will lead to expanding energy demand.
Yet, at present, current oil prices are not at levels to
sustain the industry. They are considerably below the level
required to attract industry-wide investments and ensure
sufficient production capacity to meet future demand.
Current prices threaten the very sustainability

of planned investments – by both international and
national oil companies – and put future crude
production at risk. It is a situation that no-one desires,
and is clearly not a position from which the world’s
businesses, consumers or economies will benefit.
It is important to find a stable and realistic price – one
that takes into account energy supply, demand and
investments, including such core issues as costs and the
need to find, hire, train and keep talented people in the
industry, for the short, medium and long terms. And
this is obviously true across the broad spectrum of the
energy industry. Each energy source, each technology,
and each project, has a price when it is viable – and a
price when it is not.

Demand in the longer term
There is clearly enough oil to meet this demand.
The world has plenty of resources. 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. So when talk turns to longterm oil demand, the issue is not one of ‘availability’. It is
of ‘deliverability’ and ‘sustainability’. And in this context,
these two words often seem shrouded in haziness.
The large amount of uncertainty that exists about
future oil demand requirements is standing in the way of
turning resources into supply and implementing sound
investment strategies. This is a major challenge for oil
producers in general and OPEC member countries in
particular. On the one hand, there is the willingness to
invest in sufficient capacity to ensure that future
consumers’ needs are met, including the provision of an
appropriate level of spare capacity. On the other hand,
however, like in any sound business, there is no
economic logic in committing vast amounts of capital to
develop production capacities that may not be needed.

The need for a clear view of the future
The current financial crisis is obviously impacting
demand, but it is important also to look beyond this, to
the significance of predictable energy policies, and
reliable signals from the market and consuming countries.
OPEC welcomes diversity in the overall energy mix,
as well as the push to develop renewables and nuclear,
but we need to give careful thought to how we proceed.
For example, ambitious targets for biofuels have sent
confused signals concerning oil industry investment
needs, and their appeal is also being questioned due to
unforeseen impacts in such areas as food prices and the
diversion of land use. In addition, US fuel economy
standards and the European Union’s climate change and
renewable objectives have the potential to further reduce
estimates for future global oil demand.
To put the overall demand risks in some context, some
figures demonstrate the uncertainty. OPEC scenarios show
that demand for OPEC crude by 2020 could be as low as
29 mb/d or as high as 38 mb/d.This is a huge range.
Cyprus, 30 September - 2 October 2009

137

Infrastructure for Development

Ways forward
So what can be learnt from all this? Firstly, that extreme
oil price volatility is not good. Secondly, that the high
prices were caused in the main by speculative
investments, not a misalignment of supply and demand
fundamentals. Thirdly, that the fall in prices can in general
be attributed to the overall impact of the financial crisis,
as well as speculators liquidating their positions and
fleeing the market. And finally, in an industry with such
big, costly and lengthy undertakings, security of demand
needs to be clear, and reasonable prices need to prevail.
Pointing a way forward is never an easy task, and this is
particularly true at present. Yet it is apparent that there is
a need for:
• Market transparency and shared industry data
• Improved regulation of commodity futures trading, and
• Better predictability in energy policies.
So it is important we chart a path, and possibly the
key to this is opening our eyes to the opportunities
before us, particularly concerning the enhancement of
co-operation.
OPEC has long recognised the importance of
adopting a multilateral approach to dialogue and cooperation with other influential, interested parties, as
it tries to faithfully pursue its mission of ensuring stable,
secure and reasonably priced crude.
And in today’s environment it is essential that all
stakeholders sit down to look at such issues as the
projects on the table, the investments, the costs, the
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various timeframes, the policy targets, market regulation
and demand. The goal is to have a better understanding
of each other and to provide a more stable setting 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.
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Green jobs: now
is the time
Juan Somavia
Director-General, International
Labour Organization

he global financial and economic crisis is prompting us to rethink values, policies and business
practices that have led to millions of unemployed worldwide, increasing poverty and
inequalities, and the constant disregard of the environment. This is the time to move towards a more
sustainable development path in which the regulatory role of the state, the creativity of the market
and the dignity of persons find a new balance.

T

reen jobs – that is, jobs that contribute to preserving
or restoring the environment – are an important
element in the design of a fairer and more sustainable
world. In times when the mounting costs of energyintensive production and consumption patterns are widely
recognised, it is timely to move towards a highemployment low-carbon economy. Green jobs hold the
promise of a triple dividend: sustainable enterprises;
poverty reduction; and a job-centered economic recovery.

G

Green jobs hold the promise of a
triple dividend: sustainable enterprises;
poverty reduction; and a job-centered
economic recovery.

This emphasis comes at a time when the world is
beset with vast job losses and major questions are
raised as to the sustainability of past policies berating
regulation and overrating the market. International
Labour Organization (ILO) estimates suggest that
unemployment could rise by more than 50 million in
2009 compared with 2007, with a particularly worrying
rise in joblessness for youth and women (www.ilo.org/
wcmsp5/groups/public/---dgreports/---dcomm/
documents/publication/wcms_103456.pdf). The number
of working poor is expected to rise dramatically.
Decisive and urgent action is required if we are to
avoid a prolonged and severe global jobs crisis.
The ILO recently examined the fiscal stimulus policies
being implemented in some 40 countries, including all
members of the G20. The study notes that the stimulus
packages lean heavily toward financial bailouts and tax
cuts instead of job creation and social protection
142

The Commonwealth Finance Ministers Meeting 2009

( w w w. i l o. o r g / p u b l i c / e n g l i s h / b u r e a u / i n s t /
download/tackling.pdf). It also found that fiscal stimulus
packages for the real economy are five times smaller than
financial bailout packages. However, it is encouraging to
see that an increasing number of economic stimulus
packages include the greening of economies and the
creation of ‘green’ jobs. There is reason to believe that
they can and should be a vital and crucial element of
any recovery plan.
Already in November 2008, the ILO’s Governing
Body – the executive body of the organisation –
identified six key priority policy actions that
governments and employers’ and workers’ organisations
should focus on to address the crisis, including
supporting productive sustainable enterprises,
particularly small enterprises and co-operatives,
employment-intensive investment and green jobs. The
global jobs crisis is expected to dominate discussions
during the International Labour Conference in June
2009, which will consider an ILO proposal for a Global
Jobs Pact.

The Green Jobs report
Evidence of how green jobs can help stimulate an
economy is provided in the recent ILO report, ‘Green
Jobs: Towards Decent Work in a Sustainable, LowCarbon World’ (www.unep.org/ pdf/A_Global_Green_
New_Deal_Policy_Brief.pdf). Published under the
Green Jobs Initiative sponsored jointly by UNEP, the
ILO, the International Trade Union Confederation
(ITUC) and the International Organization of
Employers (IOE), the report examines green jobs in
a global context for the first time. It represents
the best available knowledge and forward-looking
thinking on how to bolster green job creation in the
global economy.
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Energy efficiency in buildings and construction, in
transport and in industry, and clean energy supply, in
particular from renewable sources, as well as agriculture
and forestry, will all be important in terms of their
environmental, economic and employment impact.
Clean technologies are already attracting increasing
amounts of venture capital: this has more than doubled
in recent years.
Millions of green jobs already exist: millions more are
in the making. They contribute to preserving or
restoring the quality of the environment; help cut
consumption of energy, raw materials and water; decarbonise the economy and reduce greenhouse gas
emissions; minimise waste and water pollution; and
protect and restore ecosystems and biodiversity.
Albeit only a nascent sector, renewable energy already
generates more jobs than oil production and refining
worldwide. Half of these new jobs are in developing
countries and projected investment could create at least
another 20 million more by 2030. Even bigger potential
for job creation is found in energy efficiency, in public
transport, in recycling and waste management and in the
restoration of environmental capital such as productive
agricultural soils, watersheds and forests.

Green jobs: a hope for a better future
Adjusting production and consumption patterns will
be a major challenge in all countries. This is a global
challenge that will affect enterprises and work places all
over the world.
Meeting the challenge will hinge on adjusting existing
jobs and workplaces, and on investing in new
technologies generating new sources of growth,
enterprise creation and jobs. To lift millions of workers
surviving on less than US$2 per day out of poverty, we
need green jobs that are also what we, in the ILO, call
decent work: jobs that provide adequate incomes, social
protection, respect workers’ rights and give workers a say
in decisions that will affect their lives.
A shift to sustainable economies needs political will
and public support. That means helping to diversify
economies, assisting enterprises and workers to adapt,
ensuring social protection is in place, and that there are
training programmes to dispense the new skills needed.
The best way to make a just transition is by ensuring
that those who are most directly involved, employers and
workers, have a say in it. We need effective social
dialogue to help us grow into a greener economy.
Are green jobs a viable hope for the world’s
environmental and economic future in times of sharply
lower growth and social recession? The answer is
decidedly yes. Huge opportunities exist to create them
through energy, industrialisation, transport and
agricultural policies that reduce environmental
footprints. They can provide decent work and incomes
that will contribute to sustainable economic growth and
help lift people out of poverty. They are central to the
positive link that needs to be established between climate
change and development.The million solar panels being

installed in rural villages in Bangladesh, the energy
efficient social housing in the United Kingdom and in
South Africa and the highly effective recycling systems in
Brazil are examples of this. There are many more.
Crucially important, green jobs are a practicable and
effective option for reviving economies and for quickly
creating large numbers of jobs. A growing number of
countries have already adopted economic packages that
promote green job growth as a short-term way of
rebuilding and renewing infrastructure and facilities to
make them more energy efficient, and as a long term
solution to unemployment. These measures can generate
jobs in urban as well as in rural areas and across the
spectrum from manual to highly skilled occupations.
Similarly, the major investments to adapt to climate
change could provide many new and better jobs for low
income people. For a more detailed discussion, see for
example: ILO, ‘The financial and economic crisis: a
decent work response’ and UNEP, ‘The Green New
Deal, a policy brief ’.
If invested wisely, the resources to overcome the
economic crisis could leave a legacy of energy efficient
infrastructure, rehabilitated ecosystems, renewable energy
sources, and enterprises and workplaces more resilient to
climate change. And they could lay the foundation for a
greener economic future that is environmentally sound,
economically productive and socially sustainable. If ever
there was a time for the Green Jobs Initiative to take
hold, this is it.

Juan Somavia is the Director-General of the International
Labour Organization, first elected in 1999. A Chilean
national, Mr Somavia has worked in public life as a diplomat,
an academic and within the United Nations. He has chaired the
UN Security Council and the UN Economic and Social
Council. He organised the UN Summit for Social Development
in 1995. Through his involvement in social development,
business and civil organisations, Mr Somavia has forged a vision
of the need to secure decent work for women and men
throughout the world.
The International Labour Organization (ILO) is devoted to
advancing opportunities for women and men to obtain decent and
productive work in conditions of freedom, equity, security and
human dignity. Its main aims are to promote rights at work,
encourage decent employment opportunities, enhance social
protection and strengthen dialogue in handling work-related issues.
International Labour Organization
4, route des Morillons
CH-1211 Geneva 22
Switzerland
Tel: +41 22 799 7912
Fax: +41 22 799 8577
Email: communication@ilo.org
Website: www.ilo.org
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Renewable energy:
time to disprove
the myths

Dr Hermann Scheer
General Chairman of the World
Council for Renewable Energy

mong the many myths about our energy supplies, one of the most insidious is the high price of
renewables. If all energy alternatives are too expensive, the argument runs, then the world
should continue on its course of dependence on fossil-based sources. In this article the author
debunks this myth and explains why we must keep developing the renewables, describing how each
affected industry can make the most of the new opportunities.

A

hen talking about renewable energies, there always
follows – like a pavlovian reflex – the question of
costs. The basic assumption still predominates that
renewables are not affordable; that they cost too much in
comparison with conventional energies. In other words,
there is a negative economic myth about renewable
energy. This assumption serves as a permanent excuse not
to adopt a grand strategy to actively deploy renewable
energy. It is argued that the time for renewables has not
yet come. Investments in the field of renewable energy
are considered an economic burden that no-one is
willing to shoulder. Those arguments are short-sighted,
superficial and highly misleading.
They are short-sighted because they ignore the
fundamentally different economic prospects of
conventional energies on the one hand and renewables
on the other. It is obvious that conventional energies
will become more and more expensive over time,
whereas the costs for renewables steadily decrease.
Rising fuel costs from depleting resources (oil, natural
gas, coal, uranium) inevitably result in increasing costs
for the conventional energy supply. Extraction costs will
rise because the remaining resources become harder and
harder to extract, necessitating complex technical efforts.
What is more, due to the depletion of conventional
energy resources, the fuel supply is coming from fewer
and fewer sources in an decreasing number of countries,
which increases the monopolisation of resources.
Suppliers of conventional fuels gain more and more
opportunities to raise prices.
The inevitable price rises apply to oil, natural gas, coal
and uranium. They evolve in escalating wave
movements. At present – in the year 2009 – we are once
again in a downswing compared with 2008, but this
results from the critical global economic situation
triggered by the financial crisis. These comparatively low

W

fuel prices are only short-lived and not permanent. The
mid-term trend of fuel prices is undoubtedly pointing
upwards.

Extra cost factors
Another factor that must be taken into consideration is
price increases when erecting new large energy
production facilities. Because there only exist a few
producers of the necessary materials and holders of the
relevant know-how, the large number of developing
countries with rising energy consumption rely on these
few producers. And last but not least, rising costs
associated with climate protection measures resulting
from international liabilities (Kyoto I and in the future
perhaps Kyoto II) that will be reflected in energy prices.
Many countries are faced with additional costs:
investment will be necessary to provide for cooling water
in nuclear and fossil power plants in countries that have
insufficient water resources. Those countries where the
distribution of mains electricity does not cover the whole
territory (roughly 2 billion people) are facing high costs
associated with the extension of a grid infrastructure.

Seeing the whole picture
Prices for renewable energy are decreasing constantly, on
the other hand, because – with the exception of biomass
– only costs for technology are relevant. These decline
due to mass production of renewable energy installations
that comes about by mobilised market introduction and
continuous technological improvements. Since
installations producing renewable energy (in particular
wind and photovoltaics) can be directly set up
in those regions that need it, a widespread transmission
infrastructure will be superfluous. What is more: wind
and solar – except in the case of concentrated solar
Cyprus, 30 September - 2 October 2009
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Table 1. Characteristics of energy sources
Fossil Nuclear
energy fission
Unlimited availability
Reduce CO2
Reduce heat emissions
Avoid danger of major accident
Reduce administrative costs
Relieve balance of payment
Reduce international conflicts
Social acceptance
Reduce public transport costs
Create new jobs
Support regional economic
structures
Decrease risks to health
Decrease water consumption
Creating jobs
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power (CSP) power plants – do not need water for
cooling and produce no emissions. The conclusion is
inescapable: investments in renewable energy today are
the only chance to reach a cost-effective energy supply
for everyone everywhere.
The negative myth of high costs that accompany the
use of renewables is superficial and misleading because
it does not differentiate between micro- and
macroeconomic assumptions – that is between expenses
for a single investor on the one hand and for the whole
national economy on the other. However, this
distinction is crucial for the question of whether
governments stick to conventional energies or decide to
orient their activities towards renewable energies.
The comprehensive economic benefits accompanying
the switch to renewable energy are manifold and evident
– especially so if the renewables that are employed are
harvested nationally, that is, if they are indigenous
resources that do not have to be imported. The
magnitude of these social benefits results from the
macroeconomic costs of the conventional power supply,
which can be avoided by employing renewables.
From a macroeconomic perspective, the step towards
indigenous renewable energies boasts advantages.
Nevertheless, macroeconomic benefits do not necessarily
bring microeconomic benefits for all producers and
consumers. This results in the imperative to translate the
macroeconomic benefits with the right political
instruments into microeconomic incentives for
producers. These instruments have to aim at regulating
prices to the advantage of renewable energies. The best
instruments are:
• Tax-differentiation between renewable and conventional
energies. That means a lowering of taxes for renewables,
possibly down to complete tax-exemption policies. It
would be optimal to this end to generally replace
taxation on energy by taxation on pollution. Like this,
only polluting energies will be taxed.
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• Low or zero interest rates for renewable energy
investment credits. The result of this investment will be
that the state only covers the difference between
normal interest rates and the interest rate reduction. As
a result, the investment creates benefits for the whole
society and its economy.
• Feed-in tariff regulations in grid-connected areas with
a priority access for power produced from renewable
sources and a guaranteed fee. This results in an everincreasing contribution of renewable energy,
substituting conventional energies.

Unexpected potential winners
The spectrum of potential winners from a shift in
energy, however, goes well beyond the producers of
renewable energy technologies. It also encompasses the
vast majority of all other businesses, only a few of whom
(admittedly) have recognised that they have a selfinterest in achieving independence from the
conventional energy business. Many companies would
appear to be substantially more fitted for a role of their
own as renewable energy technology producers than are
the big corporations of the energy business.
Thus, it is in the interest of the car industry to
overcome its 100-year alliance with the petroleum
industry. Cars and, by extension, their manufacturers are
regarded as an environmental danger largely because of
the fossil fuels used to drive them.
When it comes to bottlenecks and price explosions as
a result of scarce petroleum in the near future, this will
affect the car industry immediately – in contrast to the
petroleum suppliers, which have profited from every
price increase so far. In the interest of securing their
long-term existence, therefore, the car companies need
to become a driving force pushing for the use of
renewable energy. In their hand they hold a trump card
they can use to facilitate this reorientation, namely by
producing and marketing energy-saving cars that can be
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driven with biofuels and/or electricity. This trump can
help the car companies clear the way for society to
undertake the shift to renewable energy.
To do this they need to use their economic weight to
create political parameters that will facilitate introducing
biofuels into the market. Even more, the car industry
might even become a producer of stationary motor
power plants, whether we are dealing with communal
heating plants, motors operated using fuel cells, or with
Stirling or compressed air motors. Not only can the car
industry contribute its experience in motor
development; it can also bring in its experience
marketing decentralised installations using a widereaching network of dealers and workshops. For this
reason too, the car industry should no longer leave the
design of energy laws exclusively to legislators in the
electricity companies’ sphere of influence. The more that
energy laws favour the introduction of decentralised
facilities for producing electricity, the greater the market
opportunities for motor manufacturers, including the
small power station market.
The electrical and information technology industry
should not have to wait for government to pass laws
promoting its participation in renewable energy. It is
already within its power to optimise electricity storage
battery technologies, to develop new ones and put
them up for sale. It is not just the market for existing
renewable energy plants (a market that grows faster as
storage technologies become better and less expensive)
that awaits these new products; they are also
anticipated by the market for improvements in the
way today’s electricity supply systems are serviced.
Extra costs that might be incurred will hardly play a
role in this group’s purchasing decisions. Such
additional costs can only be small, and it is easy to
convey to the users of these devices that savings in
electricity costs make up for the added expense. So
what is this industry waiting for?
It is in the interest of the railway companies and the
rail vehicle industry to make a commitment to
developing locomotives operated with fuel cells. This
opens up the possibility for powering locomotives with
electricity produced on board, so that overhead train
wires would no longer be needed. This would help save
substantially on infrastructure and maintenance costs in
railway operations.
It would be in the interest of airline companies and
the aircraft industry to prepare intensively for the time
when fossil aircraft fuels will be subject to taxation or
perhaps no longer even be available. Aircraft also need a
foundation in renewable fuels. In light of the importance
of freight transport by air, moreover, it is
incomprehensible that neither the air travel industry nor
the airline companies have shown more interest in
reviving the dirigible. It is also in the self-interest of the
shipbuilding industry and of ocean shipping companies
to convert to renewable energy. Many seagoing shipping
companies would have already introduced biofuels to
operate their ship motors if fossil fuels had not been

available to them tax-free. Large passenge and transport
ships can also avail themselves of special opportunities to
produce renewable energy on board, whether it be from
wind power, which can also be used for electricity
production without free-standing rotors, or from solar
electricity devices integrated into ship roofs or into walls
on board. Hydrogen electrolysis on board is also a
technical option.
Agriculture also has a unique opportunity to revive
and turn itself into the economy’s most important
resource base. Farming has this chance for a revival
(something once deemed inconceivable) through the
integrated cultivation of plants for foodstuffs, energy
and raw materials – a ‘three-field economy’. In the
cultivation of plants for raw materials, there lies a
chance to ‘ecologise’ the chemical industry for a
fundamental ‘metabolism’. Plants will replace petroleum
as the diverse basic material of the future. In my book
‘The Solar Economy’ (under the heading ‘Forwards:
towards the primary economy’) I described the
fundamental importance of this development as a
reorientation whereby agriculture’s marginalisation
since the industrial revolution will be permanently
ended, and a sociological decentralisation (in place of
further centralisation) will be introduced into our
mega-cities. Opportunities for a natural second line of
business and for increased productivity will also open
up for the foodstuffs industry if it proceeds
systematically and vigorously to commercialise its
biological residues and waste – to produce electricity
on its own or to produce and market bio-fuels.
Next to agriculture, it is the construction business,
including the building materials industry, that will
experience the largest upswing if it seizes the
opportunities provided by solar construction. Numerous
new building materials and construction methods –
from glass that insulates as it produces electricity to
energy-saving wood constructions – could be employed.
If every building is going to be capable of using cost-free
solar energy optimally for heating and cooling purposes,
it needs to adapt these new materials and methods to the
conditions of the local topography and bio-climate –
each with its own special solar plan. Solar retrofitting of
the existing building stock plus new solar buildings are a
goldmine for the construction trades, architecture and
building engineers.
And, finally, there is the municipal (or local
government) and regional energy business, which is
taking electricity production back into its own hands
and, as a partner for regional agriculture, is discovering
the production and marketing of biofuels as a new line
of work. The same holds true for the ‘energetic’
marketing of organic waste in cities and local
governments. On the basis of local government
marketing of all energetically useful biomass and waste
material, as well as on the basis of direct utilisation of the
local potential for solar radiation energy, wind, water,
terrestrial and atmospheric heat, it is possible to come up
with integrated utilisation plans that have short routes
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from production to consumption, plans with which a
centrally organised energy business (with all the
expensive outlays for its wide-ranging infrastructure)
cannot compete.
In these local schemes, the public’s energy outlays
remain in circulation inside municipal and regional
economic channels. Even large energy corporations
might be able to reconcile themselves with renewable
energy by transforming themselves into holding
companies for independently operating enterprises at
the local and regional level; this way, they would also be
able, in the words of Joseph A Schumpeter, “to avoid …
coming down with a crash”, and instead “turn a rout …
into orderly retreat”. As matters stand, however, they will
probably be the last to attempt this.
In short, not only will new industrial enterprises
emerge when renewable energy prevails, renewable
energy will also open up opportunities for old
branches of industry. The more autonomous
investments flow into renewable energy, the faster old
plant and equipment will be replaced by a new
generation of decentralised energy facilities – and the
better it will be for the industrial economy. What the
energy business experiences as the destruction of
capital breathes new life into industry and reinforces
the economy at large.
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Dr Hermann Scheer, member of the German Parliament,
founded the non-profit European Renewable Energy Association
EUROSOLAR in 1988, and in 2001 the non-profit World
Council for Renewable Energy (WCRE), serving as President
and General Chairman, respectively, of the two nongovernmental organisations on an honorary basis. Through these
institutions Dr Scheer elaborated his original policy concepts for
renewable energy disseminations, and initiated legal frameworks
in Germany and the European Union. He has been the main
driving force behind the establishment of the International
Renewable Energy Agency (IRENA) in January 2009.
Mandated by governments worldwide, IRENA will be the most
important actor to globally promote a rapid transition towards the
widespread and sustainable use of renewable energy.
The World Council for Renewable Energy (WCRE) is the
global voice for Renewable Energy. It operates independently and
free of the vested interests of the present global energy system. As
a non-profit and non-governmental globally working
organisation it is focused on developing policies and strategies for
renewable energy. Its mission is to bring renewable energy into
the mainstream of world economy and lifestyle.
World Council for Renewable Energy (WCRE)
c/o EUROSOLAR e.V., Kaiser-Friedrich-Str. 11
Bonn 53113, Germany
Tel: +49 30 2277 3836 Fax: +49 30 2277 6528
Emails: hermann.scheer@bundestag.de; info@wcre.org
Website: www.wcre.org
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Multiple global problems
need integrated solutions:
applying the sustainomics
framework

Mohan Munasinghe, Director General, Sustainable
Consumption Institute, University of Manchester, UK;
Chairman, Munasinghe Institute for Development
(MIND), Sri Lanka; and Co-laureate 2007 Nobel
Peace Prize (Vice Chair, IPCC-AR4)

he world is facing multiple economic, social, and environmental threats, best characterised by a
“bubble” metaphor based on false expectations, where a few enjoy immediate gains while the
vast unsuspecting majority will pay huge “hidden” costs in the future. These threats can interact
catastrophically, unless they are addressed urgently and in an integrated fashion, by applying the
sustainomics framework for making development more sustainable. Piecemeal responses will be
ineffective, since the problems are interlinked and feed on one another.

T

The most urgent and visible problem is the economic
collapse. Figure 1 shows how a greed-driven asset bubble
rapidly inflated the value of financial instruments well
beyond the true value of the underlying economic
resource base. The collapse of this bubble in 2008 caused
the global recession. It is estimated to contain about $100
trillion of “toxic” assets (twice the annual global GDP).
Meanwhile, a social bubble based on poverty and
inequity continues to undermine the benefits of rapid
economic growth of recent decades, excluding billions
of poor from access to productive resources and basic
necessities, like food, safe water and sanitation, energy,
health care, shelter, and a clean environment. In 2000,
the top 20 percentile of the world’s population by
income, consumed 60 times more than the poorest 20
percentile. Poverty is now exacerbated by the economic
recession, which is worsening unemployment and access
to survival needs. This bubble cannot be ignored
indefinitely, without grave consequences for humanity.
Finally, mankind faces the bubble of environmental
externalities, whereby myopic economic activities
continue to severely damage the natural resource base
on which human well being ultimately depends. Beyond
degradation of local air, land and water resources, climate
change is the ultimate global manifestation of this threat,
where carbon dioxide emissions which have driven
growth since the industrial revolution will result in
catastrophic impacts that will undermine progress for
centuries to come. Ironically, the worst impacts of
climate change will fall on the poor, who are not
responsible for the problem.

And what are our current priorities as we face these
challenges? Governments have very quickly found over
four trillion dollars for stimulus packages to bail out rich
bankers and revive shaky economies. However, only
about 100 billion dollars per year is devoted to help
billions of poor people, and far less to combat climate
change. Furthermore, the recession is further dampening
enthusiasm to address more serious long term poverty
and climate issues.

The immediate way forward
The ongoing economic crisis has provided opportunities
for world leaders to move in new directions, as they
implement unprecedented stimulus packages and seek
to co-ordinate policies. Prompt action including
appropriate investments, social safety nets, and price
policies, can yield multiple dividends.

Figure 1. Multiple global crisis and human priorities.

Source: Munasinghe.

Economic, Social and Environmental
Bubbles
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Source: Munasinghe (2007)

to be phased out, while targeted safety nets protect the
basic needs of the poor (see below). Other areas for
price reforms include water, fertilizer and chemicals,
where subsidies amount to several percentage points of
GDP in many countries.
Improvements in global governance should include
market regulatory reforms, giving more weight to the
developing world within the IMF/World Bank, making
the UN system more responsive, and shifting emphasis
from G7 to G20. It may be useful for the G20 to create
two advisory bodies – B20 and C20, consisting
respectively of business and civil society leaders
nominated by the G20.
Figure 2. A vision for the future.

First, leaders need to invest a bigger share of the fiscal
packages in key areas of green infrastructure (like energy,
water, transport and agriculture) and social development
(typically education and health), which will stimulate
the economy, increase employment, and protect
the environment. They must resist pressures to use the
increased spending merely to protect current
expenditures (especially wasteful subsidies and bailouts).
Investments in green and carbon saving technologies
will boost the development of renewable energy. Gains
in energy efficiency are possible in major sectors like
energy, industry, transport, construction and agriculture.
Finally, reversing global deforestation could boost
sustainable livelihoods while absorbing atmospheric
carbon and protecting the local environment.

Leaders need to invest a bigger
share of the fiscal packages in key
areas of green infrastructure.
Second, the developing world is too big to be allowed
to fail – it contributes over 47 per cent to the $55tn
world economy, produces more than half OECD
imports, and contains three billion people living on less
than $2.50 a day. Donors need to expand poverty
reduction efforts, because hundreds of millions more
people are likely to slip into poverty. Financial packages
need to focus on investments with a high potential for
job creation, sustainable livelihoods and access to assets
for the poor.
Sound social safety nets can protect the vulnerable.
Mexico, Brazil and other countries have shown how
conditional cash transfer programs could provide income
to the poorest families, while encouraging them to
invest in the health and education of children. Devoting
about one per cent of GDP for such efforts can make a
huge difference.
Third, pricing policies need to be reformed. Energy
subsidies – a quarter trillion dollars in 2005 worldwide –
represent energy wastage, a fiscal drain and harm to
nature. Although they are aimed at the poor, the bulk of
the gains do not reach their target. These subsidies need
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A long term vision
Based on the foregoing, a longer term vision for the
future is summarised in Figure 2. The top row
recognises that our current focus is on surface level
issues like poverty, inequity, exclusion, resource
scarcities and conflict, mis-governance and
environmental harm. These problems are driven
by powerful forces including globalisation and
unconstrained market forces, based on the “Washington
Consensus”. Present trends could lead to a breakdown
in global society, due to the ineffectiveness of
governments seeking to cope with multiple, interlinked
crises, using myopic, reactive and unco-ordinated
responses. A recent example is the futile attempt to
alleviate oil scarcities by promoting corn-ethanol,
which meanwhile worsened food security arising from
a drought-driven worldwide grain shortage.
The second row shows that a transitional step forward
is possible today, by influencing key common drivers of
change, including consumption patterns, population,
technology and governance. This will help address a
broad range of issues in an integrated manner, shaping
global trends and managing market forces. The
immediate way forward, described earlier, is a key part of
this transition.
More broadly, using existing experience and tools that
make development more sustainable today, business and
civil society could help governments move proactively
towards the ultimate goal of sustainable development.
The emphasis is on early action, to overcome the huge
inertia of “supertanker earth”, and begin steering it away
from its risky current path towards safer waters.
The third row follows on from the successful
implementation of the second (transition) row. Here, our
children and grandchildren might pursue their long
term goal of a truly global sustainable development
paradigm. They would need to work on deep underlying
pressures linked to basic needs, social power structure,
values, choices, and knowledge base. Fundamental
changes are necessary, driven by social justice and equity
concerns, through inspired leadership, a networked,
multi-stakeholder, multi-level global citizens’ movement,
responsive governance structure, improved policy tools,
advanced technologies and better communications
(including the internet).
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Sustainomics
To facilitate this transition, a comprehensive practical
framework called “sustainomics” was proposed by author
at the 1992 Rio Earth Summit, which has been widely
applied since then (Munasinghe 1992, 2009). It involves
three basic principles:
• First, making development more sustainable (MDMS)
becomes the main goal, while sustainable development
is defined as a process (rather than an end point) for
improving the range of opportunities that will enable
individual human beings and communities to achieve
their aspirations and full potential over a sustained
period of time, while maintaining the resilience of
economic, social and environmental systems. MDMS is
a step-by-step method that is more practical and
permits us to address urgent priorities without delay,
because many unsustainable activities are easier to
recognise and eliminate (like conserving energy and
reducing pollution).
• Second, the three elements of the sustainable
development triangle need to be given balanced
treatment. These elements include the social (focusing
on equity, inclusion, empowerment and values), the
economic (dealing with growth, efficiency and
stability), and the environmental (concerned with
natural resource degradation and pollution).
• Third, the thinking should transcend traditional
boundaries (involving disciplines, space, time, and
stakeholders). Trans-disciplinary analysis is essential,
since issues and solutions cut across conventional
academic disciplines. Problems like climate change also
span the whole planet, play out over centuries, and
concern every human being on earth.
The sustainomics framework also provides policy
makers with a variety of practical tools. They help to not
only identify and implement the most desirable “winwin” climate policies that simultaneously yield
economically, environmentally and socially sustainable
paths, but also resolve trade-offs among conflicting goals.
At the national level, tools include macro- and sectoral
modeling, environmentally adjusted national income

Source: Munasinghe (2007).

Figure 3. Reconciling development aspirations with climate change
responses.

accounts, poverty analysis, and the Action Impact Matrix
(AIM – described below). At the project level, other
useful methods are available for sustainable development
analysis – like cost-benefit analysis, multicriteria analysis,
and environmental and social assessment. At all levels, the
choice of appropriate sustainable development indicators
is also vital. The range of policy instruments includes
pricing, taxes and charges, regulations and standards,
quantity controls, tradable permits, financial incentives,
voluntary agreements, information dissemination, and
research and development. Ethical, moral and human
rights considerations also play a key role.

Global level application – climate change
responses
Figure 3 shows how the sustainomics approach could be
applied to reconcile long-term development aspirations
and climate change responses. On this stylised curve of
environmental risk against a country’s development
level, poor nations are at point A (low GHG emissions
and low GNP per capita), rich nations are at point C,
and intermediate countries are at point B. The following
elements are essential for a workable global compact:
• Industrial countries (already exceeding safe limits)
should mitigate and follow the future growth path CE,
by restructuring their development patterns to make
both production and consumption more sustainable
and delink carbon emissions from economic growth;
• The poorest countries must be provided an adaptation
safety net, to reduce vulnerability to climate change
impacts;
• Middle income countries could adopt innovative
policies to “tunnel” through (along BDE – below the
safe limit), by learning from past experiences of the
industrialised world;
• Developing countries should receive technical and
financial assistance, to simultaneously continue to
develop (and grow) more sustainably, by following a
less carbon-intensive growth path that also reduces
climate vulnerability.

Country level applications
A recent example of macro-analysis shows the complex
trade-offs involving economic, environmental and social
goals, while using complementary measures to resolve
problems. In West Africa, growth inducing macropolicies
(including structural adjustment) interacted with
imperfections in the economy to increase GHG
emissions and worsen climate impact vulnerabilities. Such
imperfections (like policy distortions, market failures, and
institutional constraints) make private decisions deviate
from socially optimal ones. Macro-modeling showed that
rapid aggregate economic growth, promotion of timber
exports, subsidies for land-clearing, and open access
forests, have combined to cause accelerated deforestation,
thereby exacerbating rural poverty, harming the
local environment, increasing GHG emissions and
undermining adaptation. Implementing complementary
Cyprus, 30 September - 2 October 2009
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measures (like eliminating land-clearing subsidies and
enhancing forest protection) helped to address the
problems and improve mitigation and adaptation
prospects – most importantly, without reversing the
growth-promoting macro-policies. In Figure 3, the
highly peaked path ABCE could result from economic
imperfections and environmental externalities. Corrective
policies would help to reduce such distortions and
permit movement through the sustainable tunnel BDE.
Such a tunnel path is also more economically optimal
(e.g., like a “turnpike” growth path).
Another sector-based example involves energy pricing.
It would be economically efficient to set energy prices at
marginal cost. Adding environmental externality costs
(appropriately valued), including a carbon tax, would
further reduce energy use and mitigate GHG emissions.
From the social viewpoint, it would be equitable to
earmark some of these tax revenues to help the poor
who cannot afford to meet their basic energy needs, and
to fund their adaptation efforts. Otherwise, simply raising
prices could become a way of rationing energy in favour
of the rich, while worsening the plight of the poor.

Agriculture, food and water sector issues
in Sri Lanka
Among the various sustainomics tools mentioned above,
the Action Impact Matrix (AIM) is a unique method that
shows how to practically integrate climate change and
sustainable development. This approach also has been
used successfully in several other countries. It identifies
and prioritises the two-way interaction: how (a) the main
national development policies and goals affect (b) the key
adaptation and mitigation options; and vice versa. It
determines the priority macro-strategies in economic,
environmental, and social spheres that facilitate the
implementation of climate change adaptation and
mitigation policies.
The AIM methodology uses a fully participative
stakeholder exercise, including development and climate
change experts from government, academia, civil society
and business. This collaboration helps participants
to better understand opposing viewpoints, resolves
conflicts, promotes co-operation and ownership, and
facilitates implementation of agreed policy remedies.
Application of the AIM approach in Sri Lanka showed
major climate vulnerabilities arising from food security,
agriculture and water. A more detailed agriculture model
was applied to identify how past output changes in
important crops like rice and tea had depended on
natural variations in temperature and rainfall. Then, a
downscaled regional climate model was used to make
detailed temperature and precipitation predictions
specific to Sri Lanka. The combined results of both
models showed significant adverse impacts on future rice
cultivation (almost 12 percent yield loss by 2050) –
affecting poor farmers in the dry zone, where incomes
are lowest. Meanwhile, the wet zone, where tea is grown
and incomes are higher, would experience gains (+3.5
percent yield by 2050).
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These findings raised several important policy issues.
Rice is the staple food and rice farming a major source
of employment. Thus, adaptation measures are essential
to protect national food security, protect livelihoods and
reduce vulnerabilities of the rural poor in the dry zone.
Meanwhile, the differential impacts of climate change on
poor farmers and richer (wet zone) landowners have
troubling income distributional and equity implications.
Finally, potential population movements from dry to wet
zones need to be considered.

Conclusions
Multiple, interlinked crises currently pose a serious
challenge to humanity. Fortunately, we know enough to
confront these problems together, and take the first steps
towards making development more sustainable, that will
transform the risky “business-as-usual” scenario into a
safer future. Humanity can and must plan, co-ordinate
and implement the necessary responses on a global scale,
with business and civil society supporting governments.
This is a unique opportunity to progress on all fronts.
More than ever, the well being of future generations
depends on our choices today.
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