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About this publication

he ComMark Trust was established in 2003 with funding from the British gov-
Ternment’s Department for International Development (DFID). It is managed by
ECIAfrica, a South African economic development agency.

ComMark stands for Making Commodity and Service Markets Work for the Poor
in Southern Africa. The aim of the Trust is to reduce poverty in South African Cus-
toms Union countries through working with government and other stakeholders to
improve the legal, regulatory, institutional and business service frameworks in high-
growth, pro-poor commodity sectors.

This research project was initiated by ComMark to introduce a wider audience to
the development approach known as ‘making markets work for the poor’, or MMW4P.
This publication examines the principles of the MMW4P concept, and illustrates them
through a range of local and international case studies that provide practical examples.

ComMark contracted the Centre for Development and Enterprise (CDE), based
in Johannesburg, South Africa, to conduct the research and write the report. CDE, an
independent policy research and advocacy organisation, is one of South Africa’s lead-
ing development think-tanks, focusing on key national development issues and their
relationships with economic growth and democratic consolidation. Through examin-
ing South African realities, and looking at international experience, CDE formulates
practical policy proposals outlining ways in which South Africa can tackle major social
and economic challenges. CDE has a special focus on the role of business and markets

in development.

For more information about ComMark, see www.commark.org. For more information

about CDE, see www.cde.org.za.
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Executive summary

overty remains South Africa’s most pressing challenge. To tackle it, we need to make mar-
P kets part of our development strategy. Rather than protecting the poor from markets,
we should make markets work for them. This approach of ‘making markets work for the poor’
— which has become known by its acronym, MMw4pP — is being adopted by leading interna-
tional development agencies. We believe it could help to move millions of South Africans out
of poverty.

This report explores the market-driven approach to development. It builds on numerous
specially commissioned case studies illustrating how markets are working for the poor in dif-
ferent economic sectors in South Africa and elsewhere. And we identify ways in which markets
could be made to work better for poorer people.

MMW4P is not a radical new paradigm, but rather a new approach that builds on lessons
learnt in practice in the development field. It is not anti-state, nor does it advocate leaving the
poor to their own devices. Instead, it aims to promote interventions that will help the poor to
help themselves, make existing markets work more inclusively of poor producers and con-
sumers, and make the benefits of well-functioning markets more widely accessible. Mmw4p
therefore requires governments, NGOs, companies, and educational organisations to co-oper-
ate on:

- strengthening pro-market institutions;

« encouraging established businesses to find new markets, customers, and salespeople in
poorer communities;

« transforming malfunctioning markets and addressing the causes of market failure;

« strengthening effective markets; and

« enhancing the capacity of the poor to participate in markets.

When this is done, it becomes possible to build on a country’s existing strengths and avoid
the pitfalls of many previous development approaches. The conventional development project,
for example, has struggled to sustain the involvement of the poor beyond the period of the
intervention. It has frequently been founded on a variety of direct and indirect subsidies, and
imposed inappropriate plans formulated by ‘experts’ with little local knowledge. These have
rarely managed to address the long-term conditions that trap people in poverty; have made
it harder for local producers to break into commercial markets and supply competitive goods
and services (thereby sometimes increasing poverty); and diverted resources and energies
away from the structural and systemic issues that underlie poverty.

State-led interventions across the globe have sometimes had a broader impact, but they
too have, more often than not, been wasteful, destructive of local market-linked initiatives, and
far too ambitious. MMwa4p allows development practitioners to avoid these pitfalls because it
requires that outside intervention works with, rather than on behalf of, the poor, and is rooted
in the realities of the prevailing market — its opportunities and constraints. The approach has
the advantage of starting off where poor people already are, and then looking for incentives,
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institutions, and mechanisms that will help them to start participating in markets — by strength-
ening the markets themselves, addressing failures and constraints, and lowering regulatory and
other barriers that prevent the poor from entering those markets. It is therefore highly flexible,
non-prescriptive, and draws on existing social capacities and energies.

How mmwa4p works, and its potential to reduce poverty, emerge clearly from our case
studies which, drawing on very different contexts and emphasising different aspects of the
approach, provide concrete examples of the relative advantages provided by interventions
that work with markets.

Case studies

Drawing on a large sample of case studies, we chose seven of the most compelling examples
to illustrate the key benefits of markets for dealing with poverty. Most of these projects are in
South Africa, but we have also drawn on two from elsewhere in Africa. Our findings are sum-
marised below.

Tourism

A donor-designed and funded tourism intervention on South Africa’s Wild Coast failed to tackle
the context of dysfunctional property markets, ignored the demand trends in the area, and
drew in very little useful expertise. It subsequently produced inappropriate, overambitious
plans that had only a marginal impact on poverty in the region, and resulted in large amounts
of aid money being wasted.

By contrast, two other South African projects, one in North West province and the other
in Mpumalanga province, aimed at working with and strengthening markets, have produced
significant benefits for the poor communities involved. These interventions were based on four
principles that are central to the Mmwa4p approach. They were rooted in the reality of the pre-
vailing regulatory environment; involved private sector expertise; operated in a market con-
text in which tourists were attracted to the region and private sector suppliers were motivated
by profit and the fear of going out of business; and constructed workable institutions through
which tourism benefits were distributed to the poor. Consequently, popular tourist lodges
have been established and expanded, and surrounding communities are receiving concrete
benefits. In Madikwe in North West, the project yielded R1,3 million for residents during the
construction phase. At maturity, it is estimated that the venture will deliver more than R2 mil-
lion a year in sustainable income to rural households in the previously acutely impoverished
Lekgophung village.

This case study shows that there is a need to strengthen the extent to which private
sector expertise, innovation and risk management capacity are drawn into tourism ventures.
The products generated need to follow demand patterns, and incentives must exist for sup-
pliers to participate effectively. There is an important, albeit difficult to fulfil, requirement to
strengthen the institutional context in areas where poor people are concentrated. In those
areas, property rights are frequently non-existent, and community rights largely meaningless.
Without such rights it becomes extremely difficult to capture and distribute the gains from
such ventures to surrounding communities.



Radio

In Uganda a similar contrast emerges between donor-led attempts to disseminate information
to the poor via radio programmes, and more recent initiatives that work within a competitive
market, let private radio stations decide about programme content, and give the poor, as con-
sumers, a say in which programmes they find useful and which they do not.

Originally, aid organisations would purchase airtime and produce programmes that they
decided would be helpful to Uganda’s poor. These programmes were invariably dull, had a lim-
ited listener base, and would go off air as soon as the funding ran out. The MMw4P approach
seeks to overcome these limitations by emulating media markets in industrialised countries,
where excellence of content leads to expansion in listener numbers, leading in turn to increased
advertising revenues. Development agencies in Uganda now provide encouragement and
training to commercial stations seeking to differentiate themselves from their competitors, and
access listeners in Uganda’s rural areas. Launching radio programmes has been relatively cheap
in Uganda and, until recently, there was little regulation by government. Because these stations
were motivated by profit, and disciplined by competition, they made every effort to find out
what the poor wanted to listen to, and the poor exercised their influence by tuning in to those
programmes that met their needs and ignoring those that missed the mark. Consequently, suc-
cessful programmers attracted advertising revenue and became sustainable businesses while
also providing useful information to the poor in remote areas. Thus, by working with markets,
development agencies in Uganda have created a sustainable momentum that draws on the
energies of local entrepreneurs and makes the poor active participants in the process.

Telephones

Government -initiated attempts in South Africa to expand poor people’s access to telephones
have yielded disappointing results. The monopolistic fixed-line provider, Telkom, has performed
disappointingly in providing the poor with fixed-line access, whereas private cellphone com-
panies have exceeded expectations. As a monopoly provider, Telkom had no explicit incentive
to promote the cause of universal access, and has focused more on immediate profits. Telkom’s
rural service commitment was driven by externally imposed roll-out targets, which the com-
pany pursued without regard for the sustainability of the investments. As a result, many fixed
lines had to be rolled back and many of the telecentres, established to provide the poor with
access to phones, collapsed.

Private cellphone companies in competition with each other have had self-interested rea-
sons for building relationships with potential customers in disadvantaged areas. The outcome
is instructive and encouraging. While the number of people with fixed line access has declined
since 2000, the number of cellphone subscribers has expanded rapidly from just under one
million subscribers in 1996 to 25 million in 2005. Figures that break down the telephone access
numbers into income categories show that these trends have been just as dramatic among the
poor as they have been for the population as a whole. It is also significant that, by 2000, only 65
of Telkom’s telecentres had been established in poor and remote areas, but fewer than half of
the centres had a phone or a computer, and 32 percent were not operating at all. By 2004 the
private cellphone company Vodacom had established 24 767 community service telephones
in previously underserved areas. When asked, the managers of Vodacom phone shops said
they were satisfied with the support they received from the cellphone company, while Telkom
reportedly ‘did not fulfil many of its obligations’ to the telecentres.

Executive summary
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Competitive private companies in the telephone sector have produced positive results for
the poor, and more competition will improve the situation even further. We therefore support
moves by regulators to create a more competitive environment and more competitive behav-
iour among telephone providers.

Our case studies show that markets are not institutions that should be feared, or that inevi-
tably work against the interests of the poor. The opposite is true.

Working with markets provides policy-makers with opportunities to improve the lives of
the poor in the long run, use the resources and capacities of state and donor agencies effec-
tively, draw in the capacity and expertise of the private sector, and create a context in which
they contribute to the development process. The MMw4p approach encourages policy-makers
to see these advantages, keep an open mind about markets, and act strategically. When con-
fronted by a challenge, development agents (public and private) should ask themselves how
effectively and inclusively markets are working, and what improvements might be effected to
better serve the interests of poor participants in those markets.

Farmers

Development projects aimed at assisting disadvantaged farmers have tended to disregard mar-
kets and provide subsidies, training and infrastructure regardless of the context, cost, and partici-
pation levels of the poor. However, projects are beginning to emerge that work successfully with
markets and produce much better results. Interventions based on MMw4p logic have drawn poor
farmers into markets and tackled the institutional barriers that prevent them from developing
their enterprises. Without creating dependency, these interventions have enhanced the ability
of farmers to get better prices for their produce, thus providing them with stronger incentives to
improve their farming practices. As a result of these interventions, the income of farmers in one
such programme is expected to increase from R390 000 to R1,3 million in a short period — and
this improvement is likely to be sustained and grow beyond the period of the intervention.

Education

How should policy-makers interact with markets when seeking to provide education to the
poor? Extensive international evidence and some South African case studies show that private
education can work for the poor. The tendency to regulate the private sector and see the public
sector as the only way to educate the poor is misplaced. Education markets that work for the
poor do exist, and provide a vital complementary service to public education.

For example, Crystal Springs Combined School in Orange Farm, a low-income settlement
south of Soweto, Johannesburg, charges very low fees, yet maintains a staff of dedicated, quali-
fied teachers and has achieved significant educational successes. The source of the success is
the determination of the principal to promote hard work from his staff, the desire that most
learners have to stay in the school, and the close co-operation between school and parents.
The school strives to improve and to be successful and, by so doing, hopes to attract fee-pay-
ing pupils and remain open. We conclude from this and other, similar, cases that, rather than
restricting competition between public and private providers, government should encourage
it as well as seek ways to introduce the principles of competition into the public sector, and
achieve the benefits of such competition from improved performance.

We need far better information on what private education for the poor looks like in South
Africa, what opportunities exist to expand private initiatives, and how public and private sectors



can usefully and productively interact and compete. Our strongest recommendation is there-
fore for independent research at a sufficient scale to assess the national situation.

Textiles

A strong tendency among pro-poor organisations is to seek to protect the poor against global
competition. This is not necessarily a good idea, as it is rarely sustainable in practice. Moreover,
it is possible to actually make global markets work for the poor. Evidence from Lesotho reveals
that the right kind of co-operation between the government and private companies allowed
this very poor country to benefit from opportunities located in international markets. In the
context created by the American African Growth and Opportunity Act (AGOA), private sector
industrialists, originating primarily from South East Asia, but also from South Africa, expanded
Lesotho's apparel exports to the United States from just over $50 million in 1996 to $456 million
in 2004. Crucial in facilitating this success was the Lesotho government’s creation of an enabling
business environment in a politically stable milieu. A growth alliance has emerged, allowing
Lesotho to develop a strategy for the industry’s survival and continued growth following the
termination in 2005 of some of the special concessions previously conferred on the country.

Banking

A positive way in which government and the private sector can work together to make markets
work for the poor emerges from the recent Mzansi initiative. Poor people’s access to financial
markets is an important element of facilitating their participation in markets more generally.
Through the Mzansi initiative that emerged out of the South African Financial Charter process,
the big banks have now begun to target basic services more effectively at lower ends of the
market. What is instructive is that, rather than seeking to help the poor directly, the government
has successfully induced the well-established and sophisticated private banking sector to help
the poor in a self-interested way. By pooling infrastructure, the eight participating banks have
made 12 000 Automatic Teller Machines available countrywide to Mzansi account holders. In
its initial stages, Mzansi has been a resounding success that has exceeded expectations. This
proves that if ways can be found to encourage large corporations into gearing themselves to
serve the poor, real benefits for both the businesses and the poor can accrue.

Competition

The Mzansi case study points to the importance of competition. Competition is the essential
fuel that makes markets work for the poor. Without it, the interests of large corporations will
often come first and their clients’ interests, second. Without it, the private sector will frequently
engage in the kind of top-down initiatives we have seen so often from governments and devel-
opment agencies. This does not imply, however, that we must replace large, dominant firms
with small, perfectly competitive ones. The size and the capacity of South Africa’s major banks
was a crucial ingredient behind the success of the Mzansi initiative. Nevertheless, it is clear
that the poor will benefit if ways can be found to make the South African banking sector (and
other sectors) more competitive.

One of the central features of the MMwa4p approach is the recognition that markets do not
work in a vacuum, and that they do not always work as they should or could. This sometimes

Executive summary
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makes it necessary to intervene to strengthen markets and link poor people to cheaper goods
and services and better economic opportunities. However, these interventions need to be
undertaken carefully, and must use the logic of the market wherever possible.

Implications

It is essential for the poor that stakeholders persuaded by our arguments take practical steps
to initiate the MMWA4P development approach. This section provides some suggestions about
how we can get markets to work more effectively for the poor in South Africa.

The role of the state

Government intervention is required to make markets work for the poor. Most importantly,
government must provide security, uphold the rule of law, and enforce contracts. Those tasked
with the job of enhancing markets need to be flexible and smart. They must have an under-
standing of what is happening globally and regionally, and work with the private sector to take
advantage of opportunities to grow markets rather than restrict them, or only favour certain
companies. In co-operation with other actors, they need to ensure that society has the right
institutions and infrastructure for effective market-based development. They need to extend
property rights to as many people as possible, and create a clear and simple regulatory frame-
work which does not impose barriers to enterprise creation, employment and growth. These
goals are difficult to achieve, but if undertaken carefully and co-operatively, such interventions
will create a better life for the poor and a more effective state.

In order to disseminate the ideas of MMw4p to all levels of government, cabinet ministers
and MECs — from whom officials derive their sense of orientation — could explore and promote
market-based solutions well below the broad macro-economic level where leadership has
hitherto been bold and positive. In doing so, national leaders could encourage local political
and business leaders to develop ways of enabling poor people to participate more effectively
in the markets that surround them.

Business

The MMwap approach will also create many opportunities for South African entrepreneurs and
businesses. There are significant prospects for them to extend their activities into the many
areas in our country and the subcontinent where the poor are concentrated. But this is not
a simple exercise, as it may require changing business practices, research and development
activities, and marketing to suit new customers and contexts. Many businesses are already suc-
cessfully incorporating the ideas of MMw4P into their own operations. Through the successes
that such an approach generates they will contribute to strengthening the general support for
market-based approaches to poverty reduction in the country.

NGOs

South African non-governmental organisations (NGOs) might also draw inspiration from the
set of ideas and cases in this report. One starting point consistent with Mmw4pP would be to
consider how markets are (or are not) working in specific contexts, and how their operation
may be improved in the interests of poor participants. In many cases this may require a reori-



entation towards influencing market structures and constraints rather than seeking to directly
assist the poor, cocooning them from market realities or imposing unsustainable solutions
devised by outsiders.

Educational institutions

Educational institutions could also be inspired by the ideas that make up the Mmwap approach.
In particular, business schools might teach these ideas and examine the experiences of those
involved in implementing MMW4P programmes. Emerging entrepreneurs and managers ready
to engage with these ideas might well find lucrative business opportunities in poorer commu-
nities. Tertiary institutions more generally may also use this approach to highlight the role and
relevance of markets in reducing poverty.

Concluding remarks

In conclusion, working with markets is not a miracle solution. It is, in fact, a fairly gradual
approach. But, if undertaken properly, it will be sustained, cumulative, and therefore have a
broader and more lasting impact than many conventional developmental efforts. The imme-
diate effects of building up markets are often harder to see than the impact of conventional
interventions, but the market-based approach will ultimately make a greater difference to the
long-term economic prospects of larger numbers of poor people.

Executive summary
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Introduction

great deal has been achieved in South Africa over the 11 years since its transition to

democracy, and its accelerated economic growth in more recent years is especially
promising. However, despite making progress on many fronts, the country is still strug-
gling to improve the life chances of millions of very poor South Africans. Making mar-
kets work for the poor (MMW4P) has the potential to change this, and this report has
been prepared in the spirit of the recently announced Accelerated and Shared Growth
Initiative for South Africa (ASGISA).

Development interventions frequently consist of direct transfers to the poor, or
of projects conceived and financed by external development agents. We suggest that
an alternative approach with greater potential to succeed is one that strengthens the
reach of markets and facilitates the participation of poor people in the already growing
market economy. Markets are already a central reality in the lives of the poor. A mar-
ket exists whenever potential sellers are brought into contact with potential buyers,
and a means of exchange is available. Exchange agreements are then created through
a bargaining process. This process allows buyers and sellers to agree on a price for
the goods, services, or factors being exchanged. The aim of MMW4P is to increase the
participation of poor people in such exchanges and improve the benefits they receive
from them. This strategy is increasingly being adopted by leading development agen-
cies throughout the world, and we believe it could help move millions of South Afri-
cans out of poverty. This report will demonstrate how the MMW4P approach can bring
enormous gains to poorer South Africans.

Rather than assuming — as some people do — that markets often create poverty, we
show that, in many cases, markets in South Africa are already working for the poor.
There are also instances where markets could be made to work better for the poor, and
we outline how this could be achieved. We aim to demonstrate by example. Thus we
draw on case studies that reveal the positive consequences that markets are having, and
point to innovative ways in which the poor could be further uplifted.

‘The poor’ is shorthand for describing millions of people who live under widely dif-
ferent circumstances. In this report, we broadly define ‘the poor’ as those people who
live in rural areas, in towns, and in the old ‘townships’ and informal settlements on the
outskirts of our large cities. We recognise that these people are not all poor in the same
way, but we want to demonstrate that many of them are engaged in market exchanges
and various kinds of interactions with the private sector. Moreover, if these processes
could be encouraged and strengthened, many of those living under very difficult cir-
cumstances with very few resources would be substantially better off.

Markets can provide benefits to the poor, and it makes little sense to ignore those
benefits. We are not suggesting that the market can solve every problem, and we are

certainly not claiming that all markets invariably serve the interests of the poor. But we

Despite making
progress on many
fronts, the country
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chances of millions
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Citizens
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do want policy-makers to notice the strengths of market-based solutions. For one, a
truly sustainable project has to produce goods or services as cheaply and as effectively
as those produced by competing providers. Markets can also be flexible, and allow peo-
ple to choose their own rather than an expert’s way of getting out of poverty.

Interventions by governments or by international aid agencies can contribute posi-
tively to transforming the circumstances that create poverty. But these interventions are
usually conceived at the level of the state or international agencies and then imposed,
to varying degrees, on poor people and communities. The evidence indicates that it is
far preferable to move away from externally conceived and implemented projects, as
they tend to obscure what the poor really need, and make it difficult to involve them.
When policy-makers fail to overcome these difficulties, they not only waste resources;
they often make a situation worse.

The MMW4P approach has the advantage of starting where people already are, and
then looking for incentives, institutions, and mechanisms that will facilitate the ability
of poor people to incrementally start participating in markets, both by strengthening
the markets themselves and by helping the poor to enter those markets. It is there-
fore highly flexible and non-prescriptive, and draws on existing capacities and ener-
gies within society. Therefore, the general development approach we are advocating
is one that uses the capabilities of the state and the resources of donors in such a way
that the market is not prevented from helping the poor, and aims, wherever possible,
to make markets work better.

This report summarises a considerable body of work. Besides drawing on a growing
international literature on MMW4P and associated ideas, eleven background research
papers were commissioned from local and international experts (see Appendix A: Back-
ground reseach papers, p 79).

In part 1, we start by outlining the essence of the MMw4p approach. We discuss
how the role of markets is understood within that approach, and what kinds of inter-
ventions are seen as optimal. We then point to the problems experienced by develop-
ment approaches that work outside of or against markets, before providing five practical
reasons why it is a good idea to work with markets. In part 2, we show how markets
are working for the poor in crucial sectors of the economy both in South Africa and
elsewhere. We also point to ways in which markets could be made to work better for
the poor. In part 3 we summarise our findings, and emphasise what can be done to
make the MMW4P approach a central feasture of the development strategies employed
in South Africa.



Part 1

Markets and the poor






T HE idea that markets can be used to reduce poverty is certainly not new, but it is still
controversial. Although many of the leading development agencies have adopted a
version of the MMW4P approach, there is still a strong tendency among many engaged
in helping the poor to bypass or even undermine the market. Some observers believe
that markets reward only the rich, and that the poor cannot afford to participate in
markets as either producers or consumers. From this perspective, the poor should be
protected from competition and high prices. But such a perception misses two reali-
ties. First, the poor are already engaged extensively in markets as producers, consum-
ers, and suppliers of labour. Interventions that restrict these activities can make the
poor substantially worse off. Second, markets usually do not work as effectively as they
should in the areas where the poor are active. The poor often pay more for services
and essential goods than the rich because there is little competition between suppli-
ers in the areas where the poor reside, and because suppliers are often weak and inef-
ficient. There is therefore significant scope to make markets work better, and thereby
substantially help the poor to help themselves.

In this chapter we outline the essential elements of the MMW4P approach. We then
point to some of the difficulties commonly experienced in the course of approaches
imposed from outside by the state and development agencies, before providing five
reasons why using an approach that works with markets is an effective way to coun-

ter these problems.

The core elements of the MMw4P approach

The MMW4P approach is still evolving. However, it is based on a set of core principles,

and promotes a range of interventions that tend to be common to its practitioners.
Firstly, the MMW4p approach recognises that:

e Poor people are more than mere victims of circumstances. They are also creative
individuals who strive to lift themselves out of poverty in a plethora of ways. In
South Africa’s informal sector, for example, our research revealed many entrepre-
neurs both keeping themselves afloat and, when the opportunity arose, surging
ahead through their own efforts.'

e A major barrier preventing people from breaking out of poverty themselves is not
their deprivation, or poverty itself, but the problematic environment in which they
are forced to pursue their livelihoods. Examples of this again abound in the informal
sector and in urban/peri-urban and rural areas where the lack of legality and prop-
erty rights makes it difficult for the poor to build up and bank their resources.

e An effective approach to help the poor in a sustainable way is to tackle those

There is still a
strong tendency
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or even undermine
the market

21




Part 1

The MMw4P
perspective is not
about blind faith
in markets, and
leaving the poor to
their own devices

22

barriers that stand in the way of their ability to help themselves. One can, for exam-

ple, strengthen property rights, make financial markets work, or provide infrastruc-

ture that will link poor producers to bigger markets or to cheaper goods.

Ironically, many of the interventions that seek to directly help or ‘aid’ the poor actu-
ally make it more difficult for the poor to help themselves. One example of this is when
large aid organisations, backed up by international aid finance, decide to provide a good
or service to a poor region and inadvertently push out of business those local suppliers
who have been or may have intended to supply those goods and services themselves.
A good example of this in South Africa is the phone shop entrepreneurs whose busi-
nesses are being threatened by community cellphone centres set up by large cellphone
companies seeking to meet the government’s ‘universal service requirements’.

e Development agents often overestimate what top-down interventions can achieve.
Providing the poor with free taps, toilets, roads or farming inputs has, time and
again, created unusable products, generated at a huge cost. Once these ventures
collapse, the private sector frequently steps in, often in the form of small-scale, rel-
atively poor suppliers who bring essential services to the poor at a relatively low
cost.

e Two routes out of poverty are access to decent wage-paying jobs, or to entrepre-
neurial opportunities. Both of these have to involve markets and the private sector
if they are to be delivered in a sustainable way.

The MMW4P perspective is not about blind faith in markets, and leaving the poor
to their own devices. It is about promoting interventions that open up, rather than
close down, opportunities through which the poor can help themselves. The central
issue for MMW4P practitioners, the issue that distinguishes them from pure free market
advocates, is that they do not assume that markets always work in a pro-poor way. It is
up to development interveners to find out how markets are working, why they are not
operating in an optimal way, and what can be done to make markets work better.

The MMW+4P perspective is also not anti-state. Sustained development requires
effective state performance in creating the environment in which markets can func-
tion optimally — the legal, regulatory, institutional, security and infrastructural setting
within which markets and entrepreneurs can perform The central issue is how the state
intervenes. Expanding the control of the state and replacing markets can have perverse
outcomes. By contrast, strengthening the environment in which markets can thrive will
allow private initiatives to complement those of the state. The state will have a far better
chance of succeeding if it works with, rather than against, those elements within society
that — through their self-interested actions — promote growth and development.

The idea that markets can promote the welfare of the poor has some of its roots in
the ‘Washington consensus’ of the 1990s. The MMW4p approach builds on the recog-
nition that macro-economic stabilisation and a greater reliance on liberalised, deregu-
lated markets is necessary but not sufficient to enable the poor to participate in and
benefit from private sector-led growth.? Experience suggests that market liberalisation
will have limited benefits if undertaken before the infrastructure and institutions nec-
essary to make markets work are in place.

The MMW4P approach has developed out of a concern to help the poor participate



in market economies without resorting to unsustainable interventions that distort those

markets. To achieve this, the MMWw4P approach has the following goals:

increasing the extent to which the poor participate in markets;

addressing the behaviour of the private sector and therefore reinforcing the strengths
of market systems, rather than undermining those systems;

supporting the private sector through market mechanisms that bring about sus-
tainable change; and

informing governments of the importance of their role of creating appropriate regu-
latory environments and of defining the ‘rules of the game’ conducive to the more
effective and inclusive operation of markets.?

These goals result in the advocacy of the following five spheres of intervention:
Strengthening pro-market institutions. This involves the creation or improve-
ment of legal systems that confer property rights and facilitate market transactions
(such as the enforcement of the laws of contract). The intellectual tradition that
informs this approach can be found in the work of new institutional economists
such as Douglas North and of the Peruvian development economist Hernando de
Soto.” These authors have in common the idea that institutions matter for markets.
It is therefore crucial that governments build these institutions, enforce the laws
that provide these rights, and ensure that as many people as possible are drawn
into the ambit of the legal system (see box: Institutions that make markets work,
page 24).

Encouraging the established private sector to move in pro-poor directions.
Historically, this has often involved pushing the private sector into meeting some
kind of ‘social responsibility’, but in practice a more promising approach is to get
the private sector to see the benefits for themselves of meeting the needs of poorer
people. This strategy has been most comprehensively advocated by C K Prahalad,
who has assembled many compelling case studies to show that corporations seek-
ing profits can bring direct benefits to poor areas. The corporations do this by pro-
viding poor people with goods and services they need at prices they can afford, as
well as business opportunities. At the same time, by becoming involved in poor
areas, and striving to construct effective workable business systems, corporations
draw poor people into the market system and provide them with the ability and
willingness to become more committed to market-based interactions. (For two of
Prahalad’s examples, see box: Corporations serving the poor, page 26.)
Transforming malfunctioning markets. Markets do not always operate as they
should. Some markets can be thought of as ‘thin or distorted” as they only meet
the needs of the better off. This can happen because of barriers to entry that either
protect the position of established businesses or make it too costly for the poor
to participate. Expanding the market in these cases implies reducing both pub-
lic and private barriers to entry. For example, governments could require license
fees or compliance with labour laws, which make it too costly and risky for poorly
resourced firms to enter a market. Conversely, established businesses could band
together to make credit or crucial inputs unavailable to new market entrants. Thus,
the general assumption is that either government regulations or the practices of

established businesses are making these markets inaccessible to a broader range of
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participants. Reducing these barriers makes it easier for previously excluded peo-
ple to establish businesses, which in turn creates greater competition and brings
down prices. Particular markets can also be constrained by the way in which other
markets work. It can therefore be the case that markets in which commodities or
services are sold cannot expand because of restrictions that exist on the buying and
selling of labour power.

Encouraging and strengthening effective markets. Markets can be effective in a
general sense, and they can also deliver real benefits to the poor. Markets that should
be encouraged are those in which buyers and sellers come together regularly, in a
way that creates trust between the contracting parties. At the same time there must
be a willingness to let new consumers and new producers participate. Such markets

are both stable and flexible, and tend to constantly evolve and expand. Most of all,
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INSTITUTIONS THAT MAKE MARKETS WORK

Institutions that make markets work are those that reduce ‘transaction costs Transaction costs are
the costs that parties incur, or are likely to incur, in the process of agreeing and following through
on an exchange agreement. The lower the transaction costs, the more likely that the exchange will
take place. The strength and character of the legal (or institutional) framework in which markets
are embedded will therefore play a major role in reducing the costs that prevent people from par-
ticipating in markets. Laws that will make markets work include:

o Property rights that ascribe clear rights of ownership to individuals and also permit the enforce-
ment of those rights when they are threatened by others.

e Laws that permit freedom of economic activity and do not provide serious barriers to market
entry such as licensing fees or guild rules.

o Effective laws of contract. When contracts are broken the law must provide both the means
for the injured party to be compensated and an appropriate system of adjudicating damages
resulting from non-performance.

o Effective bankruptcy laws. The efficient operation of a market system must allow for company
failure and facilitate the predictable disposition of the assets of failed companies.

o (orporate laws that allow for incorporation and remove shareholders from exposure to unlim-
ited financial loss.

o Acdear definition of governmental responsibility.

One of the central, but not sufficiently recognised, insights in De Soto’s work, which advocates
strengthening property rights as the best strategy for reducing poverty, is that the rights that will
make markets work cannot simply be imposed by well-meaning governments. Instead, the crucial
issue is to formulate a legal system that draws poor people into its framework. In many countries
the poor exist outside the legal system, and countries that have successfully reversed this situation
have done so through a process of accommodation between the law on one side and emerging
entrepreneurs and potential property owners on the other. Through such a process, ordinary peo-
ple are brought into the ambit of the law while that law is simultaneously legitimised in the eyes of
ordinary people. The central process required to make markets work is therefore an effective social
contract between the state and ordinary people, based on certainty and trust in institutions.




such markets promote competition, which pushes down prices, encourages inno-

vation, and forces suppliers to meet the needs of their customers as effectively as

possible. Flexible markets also allow new businesses to enter and participate. As a

result, they can produce outcomes that benefit the poor: job opportunities, entrepre-

neurial opportunities, and more affordable and more suitable goods and services.

e Enhancing the capacity of the poor to participate in markets: This sphere of
intervention is most compatible with the traditional donor- or state-based devel-
opment approach. It involves providing subsidies and various forms of assistance
to poor people who cannot access markets. But when development agents work
within the MMWHA4P logic, there is always an onus on them to minimise the neg-
ative effects on markets. One of the strengths of MMWHA4P is to recognise that all
interventions have the potential to backfire because they affect the way in which
markets work. Therefore, helping people to access markets without undermining
the positive work that markets are already doing requires careful, targeted interven-
tions. The institutions that undertake those interventions need to be fully informed
about the nature of the problem and the dynamics of the market activity in the area
in which they are intervening. Ambitious interventions are frequently beyond the
capacity of many institutions in developing countries. For this reason, it is often
better to proceed cautiously and incrementally.

There is a clear overlap between these methods to make markets work for the poor,
and when various strategies are developed one should always think about the way in
which they link with one another and can work together.

The MMW4P approach is therefore about understanding and accepting that markets
can create sustainable benefits for the poor, and that interventions can be undertaken
to expand those benefits. The state has a central role to play as it needs to undertake
interventions that will strengthen the environment in which markets thrive, and will
make markets more open, dynamic, and competitive. This approach urges all those who
intervene to think carefully about how their actions will affect those who are already
participating in the market. For example, providing a subsidy to a small group of pro-
ducers may be a bad idea if it allows those beneficiaries to push unsubsidised producers
out of business. Caution is one of the strengths of MMW4P as opposed to other strat-
egies for development intervention in terms of which donors or the state are pushed
by externally imposed targets to deliver an outcome regardless of the appropriateness
or sustainability of the intervention for the mass of the population, or the system as
a whole. Instead, the MMW4P approach requires all those wanting to intervene (gov-
ernments, development agencies, and so on) to carefully assess the situation in which
they intend to intervene, and then to focus on strengthening those market processes

that have already begun to emerge.

Some problems with traditional approaches to development

MMW4P is not a radical new paradigm or theory, but rather a new approach or per-
spective that builds on lessons learnt in practice in the development field. To appreciate

why the MMW4P approach provides promising avenues for tackling poverty in South
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CORPORATIONS SERVING THE POOR

The development strategist C K Prahalad shows how business innovation and tailoring services to
fit the needs of the poor leads to the development of markets in poor areas. The poor benefit first
because they now have access to goods that were previously unavailable to them, and because
they become more active in the market economy. These processes emerge clearly from the story of
CEMEX, a multinational cement manufacturing company based in Mexico. CEMEX is Mexico’s larg-
estand the world’s third largest cement company. It created two key programmes to tap into mar-
kets among the poor of Mexico, where 60 percent of people survive on less than $5 a day. The first
programme, called Patromonio Hoy, targets the low-income, do-it-yourself home builder segment
of the population. It is set up like a micro credit scheme with small lending groups, but the sav-
ings are used to buy cement and other building materials. Construmex, the second programme, is
an innovative way of tapping into the money the diaspora community sends home for construc-
tion. Constumex allows this money to be transferred directly to the cement company without pay-
ing financial intermediaries. The service allows Mexicans living in the United States to send their
money and their orders directly to cement distributors in Mexico, who then deliver cement to the
site of the receiving person’s future home or business. Estimates suggest that almost 10 percent of
the $10 billion in remittances to Mexico is used for home construction.

lodine Deficiency Disorder affects 200 million children in developing countries, of which 70
million live in India; it is one of the principal causes of mental disorders and disabilities such as
goiter. The easiest way to give people their requred daily dose of iodine is to add it to salt, but only
20 percent of salt in India is iodised. Moreover, the salt that is iodised loses its iodine content dur-
ing the harsh conditions of storage, transportation and cooking in that country. Hindustan Lever
Ltd (HLL), a subsidiary of the multinational Unilever, is the largest firm in the Indian ‘fast-moving
consumer goods industry". Its 80 manufacturing facilities produce a wide range of personal care
and food products, and it has a turnover of R100 billion (us$2,3 billion).

With the aim of making a profit, this large corporation took on the challenge of supplying Indi-
ans with sufficient iodine to prevent health problems. To achieve this, the corporation first had to
find a technological solution to the iodine dissipation in Indian salt, and then had to educate Indian
consumers on why HLL's iodine-rich salt was better than reqular salt. Al this had to be achieved
without increasing the cost of the new salt much above the cost of regular, untreated salt. Any sig-
nificant increase in price would have meant that, no matter how much education they received,
poor consumers would have regarded the new salt as unaffordable and continued to consume
ordinary salt.

HLL solved these problems by developing a simple and relatively inexpensive process called
microencapsulation, which ensures that the iodine added to salt does not dissipate during stor-
age, transport, or cooking. It is only released once the salt has been ingested. Next, HLL struck up
partnerships with local entrepreneurial women in villages throughout India. These women, called
Shakti Ammas (empowered women), acted as educators and distributors of the product. Once these
partnerships were firmly established, the women graduated to distributing all of HLL's products in
their villages. Thus, in the pursuit of profits, HLL has tackled a disease that afflicts 70 million Indi-
ans, while at the same time providing business opportunities and improved livelihoods for many
rural women.




Africa, we therefore need first to examine the limitations of traditional development

approaches, and then gain a clearer picture of the role of markets in development.

In this section we will draw out some elements of traditional approaches that have
proven to be problematic in practice. These approaches first emerged after World War
2 when those residing in the developed world began to advocate action to help those
living in the ‘less developed’ parts of the world. Unfortunately, this call did not result
in very many successes. Most initiatives promoted or directly undertaken by external
agencies failed to significantly reduce poverty, or to make the quest for growth less elu-
sive. The World Bank has been active since the 1950s in promoting both project-based
lending and lending on condition that governments adopted particular policy pack-
ages. Most assessments of its early track record reveal that these initiatives have fallen
far short of what the Bank intended to achieve.” Further, the governments of devel-
oped countries have funnelled large volumes of aid to less developed regions. Again,
the results have been disappointing. NGOs have also been thick on the ground, and
very active. Many do sterling work, and are often to be commended and supported,
but their efforts rarely seem to bring about a fundamental transformation of the con-
ditions that create poverty.

Experience has shown that in practice the main problems have been:

e A tendency to regard simple policy packages as catch-all solutions to a wide range of
development problems. This was, for example, one of the problems of early struc-
tural adjustment programmes, as they sought to impose a standard liberalisation
package without taking into account local political and social realities.

e A tendency to promote top-down solutions that ignore the specific contexts in
which they are undertaken. These solutions tend to be overly optimistic, inflex-
ible, inappropriate and wasteful. There are many examples of this, but particularly
bad ones emerge from the time when the World Bank provided funding for large
industrial projects without considering whether such projects could access markets,
source inputs, or hire skilled managers.

e A tendency to disregard or misunderstand the forms of knowledge held and initia-
tives undertaken by the poor themselves. This is a criticism pioneered by Robert
Chambers, the development economist who pointed to the way in which experts
were influenced by forms of knowledge that were inappropriate for the situations
in which poor people find themselves. Chambers believed that those circumstances
were best understood by the people who lived in them, and that their knowledge
and understanding should therefore form the basis for development interven-
tions.°

e A tendency to look for utopian or romantic solutions that disregard broader proc-
esses of modernisation and the opportunity cost of keeping people locked into
small-scale, labour-intensive activities. For example, the idea that small-scale farm-
ing or small enterprise development should necessarily form the foundation for
poverty relief in rural areas ignores different climatic conditions and the extent to
which people in countries such as South Africa have been discouraged by the low
returns and oppressive conditions that exist on many family farms.” (This is not to
suggest, however, that there are no instances where strengthening small-scale farm-

ing or promoting entrepreneurial activities will be beneficial.)
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The MMW4P approach avoids these tendencies by moving away from the com-
mon trend of choosing one theory over another. MMW4P does not advocate a belief in
the ‘miracle of markets’, and recognises instead that a lot of effort, especially from the
state, is required to create the conditions that make markets work. It recognises the
importance of poor people’s choices and initiatives without wanting to turn back the
clock to a less modern era. It seeks to promote modernisation without falling back on
a top-down, planning-based approach. It does not see a specific set of interventions as
leading to immediate development ‘miracles’, but instead advocates careful research
and finding ways to build on and strengthen market-based activities that are already
taking place.® And it advocates governments putting in place a regulatory environment
conducive to pro-poor, market-led growth.

Those who continue with traditional approaches often find themselves repeating
the mistakes of the past. Currently, the two dominant trends within this traditional
paradigm are simple calls for increased volumes of foreign aid and debt forgiveness
in Africa, and the idea that interventions must become more top-down to reduce the
huge divide between the first and second economies in South Africa.® Aid has often
been very ineffective, and if it is promoted as a panacea for poverty, ignores the efforts
of ordinary people to lift themselves out of poverty. It also creates a dependency among
recipients, and encourages many of the practices that are, in fact, the root cause of Afri-
ca’s problems.'?

In a critique of the World Banks traditional aid-based approach, the economist Wil-
liam Easterly, who spent much of his career working as a consultant for the Bank, pro-
vides strong support for the view that there are serious limits to the ability of financial
aid to relieve poverty and underdevelopment. His fundamental point is that the provi-
sion of aid distorts incentives in such a way that it actively discourages those develop-
ments that would reduce poverty, and encourages those practices that create poverty.
Aid can provide crucial assistance to countries and people who face serious financial dif-
ficulties, but if it is provided unconditionally, without any consideration of the context
into which it is being inserted, and for an unlimited period, then it can create serious
problems. As Easterly puts it, ‘the poor are not helped if the international community
creates incentives simply to borrow more’.*! The problem is that easily available debt
relief provides no pressure on bad governments to change their ways, and in fact per-
mits them to carry on with the behaviour that entrenches poverty.

Interventionist approaches can make a difference if undertaken correctly, but this is
extremely difficult to achieve, and history is littered with failed states and millions of
dollars of wasted funding. Many development practitioners themselves recognise the
problem, but are struggling to find answers within the framework in which they are
working (see box: Good intentions, disappointing results, page 29).

Project-level interventions are difficult to implement effectively. They also have addi-
tional limitations in that they make it harder for local producers to supply the goods
and services needed by the poor, and they can divert resources and energies away from
more pressing issues.'? There is a need in poor countries to prioritise certain kinds
of development, and to strengthen the broad institutional environment. Project-level
interventions often exist outside of such agendas, and they frequently leave the broader

institutional environment untouched. This can lead to inappropriate outcomes, and



places limitations on the long-term benefits that project-level interventions can gener-
ate. State-led interventions can, of course, be more appropriately focused on national
agendas. But all the problems of accessing appropriate information, involving the poor,
and facing no competition from equally powerful suppliers apply doubly to state-led
interventions.

This does not mean, however, that the state should have no role in development.

GOOD INTENTIONS, DISAPPOINTING RESULTS

How to discover what the poor really need, how to deliver the good or service effectively, and how
to get the poor to efficiently use the transferred benefits are issues that development practitioners
constantly struggle with. In a recent overview of water delivery in Mozambique, the British NGO
WaterAid outlined the following problems:

o There was very little community involvement in the formulation of projects, and the technol-
ogy chosen was inappropriate for the majority of communities’ financial, technical, organisa-
tional and social means.

e Decisions about water point sitings were mostly driven by considerations relating to local
politics.

o Communities were told to form committees, but these generally lacked the ability to respond
to technical problems and the influence to secure community contributions for spares.

All of these factors conspired to make breakdowns, vandalism and neglect a common set of
problems. In some parts of Mozambique, 90 percent of the hand pumps that had been installed
had broken down. After all the money and effort invested by these NGOs, most Mozambicans were
not in a better position than before regarding their access to safe drinking water. WaterAid contin-
ues to work hard and innovatively at overcoming these difficulties, but, in its own words, ‘sustain-
ability remains elusive’®

In South Africa, a road upgrading project in Limpopo failed to create the expected multipliers
and ‘enrichment of the community’ The problem, evaluators found, was that conventional trans-
port policies ‘treat communities as uniform, and impose their own notions of the transport needs
of local people. The evaluators then suggested, among other things, that a better way to proceed
would be for development interventions to incorporate ‘locally relevant’'modes of transport and the
‘transport choices’ the people were actually making. The evaluators urged agencies to ‘stop apply-
ing external categorisations’ and to rather make it easier for locals to initiate their own transport
strategies. Although these assessors did not know it, they were in fact calling for a shift away from
the traditional approach towards a market based approach.™

In India, it has been noted that resources allocated for sanitation often remain underused.
Contractors liaise with officials, not communities. Toilet block designs are often inappropriate, and
limited water supplies make personal hygiene and toilet cleaning difficult. Officials charged with
maintaining and unblocking toilets are usually negligent. Within three months most toilets are
filthy, leaving locals little choice but to defecate in nearby public spaces. To remedy the situation
the development agency SPARC (Society for the Promotion of Area Resource Centres) has called
for a shift to a more facilitative role that incorporates both the needs and capabilities of local
communities.”
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On the contrary, the role of the state is essential for development, but it is the right role
that is needed. States can and should intervene if they are able to make a situation bet-
ter. This is particularly the case where they can create a more conducive environment
for markets to function effectively. Strong markets in fact require strong states, but this
creates a problem because states are normally relatively weak in poor countries. The
way to escape from this catch-22 type situation is for governments to adopt a gradual,
sensible, and limited approach.

Such governments need to carefully select their interventions according to three
considerations. They need to identify where the greatest need is, what kind of inter-
vention will have the greatest impact, and what is the most achievable in terms of the
state’s capacity. Effective governments will choose those interventions that can best
accommodate all three criteria. They should also be very wary of destroying anything
in the society that is producing wealth and functioning effectively. Lastly, they must
be ready to draw on and harness the capacities and capabilities of the private sector.
It is prudent, therefore, for governments in developing countries to work with, rather

than against, markets.

Five reasons to work with markets when helping the poor

In the previous section, we established that working against markets is a difficult under-
taking. We saw that development agencies — large and small, governments and NGOs
—have found it difficult to discover what the poor really need, to deliver goods or serv-
ices effectively, and to get the poor to efficiently use the transferred benefits. This section

provides five reasons why, in such a context, working with markets is a good idea.

* Markets are pervasive, positive features in the lives of the poor.

The poor interact extensively with markets. If they have private sector jobs, sell pro-
duce, or buy the goods they need to survive, they are interacting with markets on a
daily basis. There are very few parts of the world where poor people rely exclusively
on government transfers, or are completely self-sufficient. The MMW4P approach rec-
ognises this reality and, rather than moving towards an unrealistic utopia in which
markets are kept at bay, works on improving the way in which existing markets work
for the poor.'

Poor people commonly recognise that greater market access is the way out of pov-
erty. Rather than trying to escape from the private sector-dominated modern world,
they demand to be drawn further into this world. The World Bank study entitled
Voices of the Poor, which reported the views of poor people themselves from develop-
ing countries around the world, found that many identified getting a private sector
job as their most promising route out of poverty.!” Many poor people depend on gov-
ernment transfers for their survival because they cannot generate sufficient income of
their own. But this should not be seen as a good thing. As one report recently put it,
‘while absolutely necessary, participation as welfare recipients is less likely to provide
a basis for lasting development. ... Societies that largely exclude people from markets

are nurturing alienation, dependency and division.® To avoid these negative tenden-



cies, opportunities for poor people to find their own jobs or start their own businesses
must be expanded, and if this is to be achieved on a sustainable basis, then the jobs

and businesses must be located within functioning markets.

* Market-based growth has been very successful in reducing poverty.
Countries in which markets have operated effectively have been far more successful in
generating economic growth than those in which markets have been constrained. In
addition, this market-based growth has benefited the poor. For example, it is widely
accepted that the market has worked more effectively in South East Asian countries
than in most Latin American countries. Consequently, growth has expanded and pov-
erty has been reduced much more effectively in South East Asia than in Latin America."
More recently, China and India have provided further and dramatic proof of this. These
two countries have generated much higher growth rates since opening up to markets
— both externally and internally. Between 1980 and 2000, India’s real GDP per capita
more than doubled, and real incomes per capita in China rose by well over 400 percent.
As a result, these countries are no longer among the poorest nations in the world, and
the living standards of millions of their poor have improved substantially. Growth in
these two countries has contributed to 200 million people worldwide moving out of
the category of extreme poverty since 1980.%°

This link between markets and poverty reduction is not coincidental. When markets
operate effectively and widely, they can operate as transmission mechanisms linking

the poor to the benefits of economic growth. In the words of Alan Johnson:

Well-functioning markets that support competition and lower the costs of doing
business provide incentives for trade and investment, and hence growth and pov-
erty reduction. Markets are the main ‘transmission mechanisms’ between growth

in the wider economy and the lives of the poor. They are important in poor remote

WORKING WITH THE MARKET TRUMPS WORKING AGAINST IT

Initially the Nigerian government regulated and subsidised fertiliser production because it was
convinced that the price was too high to allow poor farmers to participate. As a result of this inter-
vention, the supply of fertiliser was reduced, private producers of fertiliser were pushed out of the
market, and access to fertilisers was politicised. Patronage from politicians became the central
determinant of who received fertiliser and who did not, and far fewer people than before received
any fertiliser. Subsequently, a new approach has been adopted that encourages the involvement of
private fertiliser providers, works on strengthening financial markets, provides training programmes
to suppliers, and has introduced a limited voucher scheme for consumers. This approach, while more
modest in intent, has succeeded in reviving the market, reduced the potential for state failures, and
improved poor farmers’access to fertiliser. While the first set of interventions succeeded in under-
mining the work the market was already doing, the second set has simultaneously strengthened
the private sector and made it easier for poor farmers to access a crucial input.
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areas because of the linkages they offer between the local economy and the national

and global economies.?!

* The private sector is a crucial resource when the public sector struggles with

capacity problems.
States in less developed countries generally lack the capacity to undertake interven-
tions that will significantly transform the lives of the poor. For this reason it is impor-
tant to draw on the expertise of companies that have developed real abilities in the
marketplace. For example, it may be beyond the capacity of the state to provide appro-
priate, high-quality infrastructure in areas where the poor reside. This problem can
be overcome by creating an environment as well as the incentives for private sector
involvement. Public—private partnerships can be effective, but these are not the only
arrangements that enable or facilitate private sector or business involvement in pro-
viding goods and services that poor people need. The MMW4P approach is more in
favour of allowing the market to work and ensuring that appropriate incentives are in
place to provide private companies with self-interested reasons to supply goods and
services to the poor.?

The poor in less developed countries receive many essential services through
markets. According to the United Nations Commission on the Private Sector and

Development:

The private sector is already meeting the needs of poor people in places govern-
ments do not reach. In some countries, for example, the government has little
impact on the poor. In the slums there are no health services, no public educa-
tion and no infrastructure. This story repeats itself across the developing world. In
many cases, where services exist, they are provided by private sources. Anywhere
from 15% to 90% of primary education is provided in private schools. Some 63%

of health care expenditures in the poorest countries are private ...

Rather than replace the services that the private sector is already providing, the state
should employ its limited capacity to create sturdier market structures and draw the
private sector further into engaging with the poor as consumers, employees, and pro-
ducers. That it is better to encourage the private sector than to restrict it can be seen
from the experience of fertiliser provision in Nigeria (see box: Working with the mar-
ket trumps working against it, page 31).%*

Supporting and encouraging the private sector should not, however, lead to an
uncritical acceptance of everything the private sector does. Established businesses
are not the same as the market, and circumstances may arise where government
should act against the interests of some firms to create a stronger, more inclusive
market. This has been recognised by the World Bank among others. In its World
Development Report 2005, the Bank points out that the agendas of individual or existing
groups of firms do not necessarily coincide with the best way to promote a better busi-

ness environment. Appropriate public regulation of private firms is therefore required



to ensure the best outcomes, both for the firms themselves and for society as a whole.

The Bank illustrates this point with reference to taxation and regulation policies:

Most firms complain about taxes, but taxes finance public services that benefit the
investment climate and other social goals. Many firms would also prefer to com-
ply with fewer regulations, but sound regulation addresses market failures and can

therefore improve the investment climate and protect other social interests.*’

A similar logic applies to the issue of competition and market access. Established
firms are generally opposed to increased competition, as it reduces their profits and
increases uncertainties in their business environment. The state may therefore need to
ensure that markets remain competitive, and ease the entry of new competitors, which

will help bring down prices and expand supply in the interests of the poor.

* (Competition is an effective mechanism for improving the circumstances of the
poor.

Adam Smith’s central point was, arguably, that competition can more effectively, and

with fewer resources, achieve the beneficial outcomes sought by intentional govern-

ment interventions (see box: Adam Smith and competition, this page).

This is not the place to debate whether this is always and necessarily true, but we do
firmly believe that competitive markets, when they work, generate innovation, reduce
prices, and create a concern with customers that governments in less developed coun-
tries find extremely difficult to emulate. Rather than resorting to monopolistic provi-
sion that is often inefficient, and wastes precious resources, governments should look
for ways in which competition can make the poor better off.

Competition can benefit the poor in the following ways:

e Companies that feel the pressure of competition are compelled to find out what
their customers want, and to develop goods and services which meet their custom-
ers’ needs. Poor customers are more likely to receive goods and services that they
need when competition is increased.

e (Creating a more open, more competitive market can create space for new businesses

to enter. This can lead to new opportunities for poor entrepreneurs.

ADAM SMITH AND COMPETITION

‘Every individual is continually exerting himself to find out the most advantageous employment
of whatever capital he can command. It is his own advantage, indeed, and not that of the society,
which he had in view. But the study of his own advantage naturally, or rather necessarily, leads
him to prefer that employment which is most advantageous to society . .. he intends only his own
gain, and he is in this, as in many other cases, led by an invisible hand to promote an end to which
was no part of his intention. Nor is it always the worse for the society that it was no part of it. By
pursuing his own interest he frequently promotes that of society more effectually than when
he really intends to promote it’ (emphasis added).”

Markets and the poor

Rather than
resorting to
monopolistic
provision that is
often inefficient,
and wastes
precious resources,
governments
should look for
ways in which
competition can
make the poor
better off

33




Part 1

Serious difficulties
are created when
governments and

development
agencies formulate
plans which they
impose on the poor
without facing
competition from
alternative plans

34

e Increased competition normally leads to lower prices, so goods and services become
more affordable to the poor. The World Bank estimates that ‘lowering barriers to
market entry by 10 percent reduces the average mark-up on individual goods by
nearly 6 percent’.”’

e Competition can also ensure the effectiveness of public—private partnerships in areas
such as service provision (see box: Local government and competitive service

provision, this page).

* Globalisation is a reality that less developed countries cannot afford to ignore.

Everyone recognises that the global economy is a market-driven one. If one wants to
participate in the global economy, one has to engage with this reality and be prepared
to participate in markets when the opportunity presents itself. If one rejects markets
as always harmful, one is cut off from the opportunities that do exist; this is a price
that most developing countries cannot afford to pay. What this implies is that govern-
ments and other agents of development need to take on board some of the realities
that global markets impose on countries wishing to compete in them. This essentially
means pursuing a strategy in which the costs of production are minimised. Govern-
ment needs, therefore, to reduce, wherever possible, regulations that impose costs on
local producers that producers in other countries do not have to bear. It does not, how-
ever, imply a withdrawal by government. Instead, state support is required to identify
opportunities, co-ordinate activities, and provide the kind of effective regulation that

allows markets to work.

LOCAL GOVERNMENT AND COMPETITIVE SERVICE PROVISION

Stephen Goldsmith, who achieved significant success in reviving the American city of Indianapo-
lis during his eight-year term of office as mayor, put it succinctly:‘Competition drives private firms
—and, we soon discovered, public agencies — to constantly seek ways to reduce costs and improve
services. To implement this philosophy the mayor would, for example, give unionised employees
in the city’s street maintenance division the opportunity to tender for jobs in competition with
private providers. Subsequently, the employees submitted the lowest quote, completed the task
below that quote, and worked 68 percent more efficiently than they had done when they faced no
competition. Goldsmith also developed what he called the ‘yellow pages test. This simple procedure
allowed the city to avoid duplicating services which the private sector was already providing, and
ensured that essential services would be supplied in a competitive context. All the mayor did was
to check the city’s yellow pages before making a decision about whether the city should provide a
service. If the phone book listed three or more private companies already in the business, then the
city would stay out of it. As Goldsmith put it: ‘The best candidates for marketisation are those for
which a bustling competitive market already exists. By using the yellow pages test we could take
advantage of markets that had been operating for years'?




Summary

We have argued that there are definite advantages to harnessing the market for the pur-
pose of reducing poverty and empowering poor people in urban and rural areas. We
are not presenting the market as the only solution to every problem, but we do main-
tain that market-based interventions should always be considered before more direct
forms of intervention are attempted. Serious difficulties are created when governments
and development agencies formulate plans which they impose on the poor without
facing competition from alternative plans. Working with markets has advantages that
allow one to avoid some of these difficulties. It allows one to draw in the capacities
of the private sector; it builds on the initiatives of the poor, it is pragmatic; and, most
importantly, it is regulated by competition.

We do not, however, maintain that working with markets is some kind of miracle
solution; sensible government policies and carefully thought-out civil society inter-
ventions are still required. It is, in fact, a fairly gradual approach. But, if undertaken
properly, it will be sustainable and cumulative, and therefore have a much broader and
lasting impact than approaches that suddenly appear to make small groups substan-
tially better off for a while. In part 2 we illustrate how working with markets generates

sustained improvements in different economic sectors.

Markets and the poor
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I N part 2 we employ case studies to illustrate the viability and desirability of applying
the MMW4P approach in South Africa and elsewhere. This section does not purport
to be a general analysis of poverty or development policy in South Africa; nor is it an
in-depth analysis of sectors such as tourism, education, or finance. Instead, we have
drawn on examples from various sectors because markets are working for the poor in
these areas. For this report we commissioned a large number of papers tapping into
experience of MMW4P in South and southern Africa and globally.® We highlight the
most compelling cases to illustrate key dimensions of this approach, and the benefits
of markets for dealing with poverty. There are also instances where there are obvious
ways in which the market could be made to work better for the poor, and we have
highlighted these where they emerge from our case studies.

In part 1 we provided a background to the MMW4P approach, and set out our aims
and arguments. In this part we delve into seven case studies of markets working for
the poor. Most of these cases are from South Africa, but we also include two studies
from elsewhere in Africa. One comes from Uganda and concerns the provision of radio
information to the poor through market mechanisms. This is a particularly clear case
of the market producing a better outcome than a non-market approach. It also shows
how working within a market system allows poor people to exercise their own judge-
ments and influence the way in which developmental interventions take place. The
other example comes from Lesotho and shows how, in contrast with the way things
have turned out with respect to textiles in South Africa, the right kind of co-opera-
tion between government and the private sector can allow less developed countries to
benefit from opportunities located in international markets. This case study points to
the benefits derived by the poor from Lesotho’s ability to penetrate international tex-
tile markets.

The other five examples illustrate MMW4P in action in South Africa. They are:

e A comparison between fixed line phones and cellphones in terms of the impact
they have had on the poor. The aim is to show that market forces are pushing
cellphone companies in pro-poor directions. At the same time, there is still a lot of
scope to deepen these market forces in the telecommunications sector, and to do
so in ways that will benefit the poor.

e An overview of various ways of helping small-scale wool farmers to access mar-
kets. These interventions to strengthen the capacity of previously disadvantaged
farmers have generally been beneficial to the farmers, but we show that the most
effective interventions have been those that have worked comprehensively within
the logic of the market and have sought to reduce market distortions.

e An assessment of different kinds of tourism interventions. We show that there

are two major challenges that confront those who want the poor to benefit from
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tourism. The first is the problematic institutional arrangements that exist in many
areas where the poor are located. An absence of property rights, high levels of
crime, and divisive local politics make it extremely difficult to attract investment to
these areas. It also restricts the number of tourists that are likely to visit. The sec-
ond problem is the weak performance of agencies that have been set up to run pro-
poor tourism initiatives. They are often weak because they lack experience in the
tourism field, and because they do not have to respond to competitive pressures.
Two effective ways of tackling these problems is to undertake interventions that will
improve the institutional environment, and to draw private providers operating in
a market context into pro-poor tourism ventures.

e An exploration of the impact of private education on the poor. Using interna-
tional evidence and some cases from South Africa we show that private education
can work for the poor. There are market failures in this area, and these can be used
to justify the exclusive public provision of education. At the same time, there is
strong evidence that the market can work to provide the poor with education, and
when it does it has certain crucial advantages. This evidence suggests that it is often
counterproductive to restrict private education, that regulation of private education
should focus on ensuring that markets are functioning effectively, and that some of
the positive dynamics that emerge in private schools should be incorporated into
the way in which public schools operate.

e A review of poor people’s access to financial markets. These are an important
element of allowing poorer people to participate in markets. Here we show how,
by means of the Financial Charter, big banks have begun to more effectively target
basic services for people at lower ends of the market. This proves that if some way
can be found to encourage large corporations to serve the poor, real benefits can
accrue for both those businesses and the poor. The need for more competition once

again emerges from this case study as a crucial policy implication.

1. Access to telephones®

Competition within markets leads to lower prices, which makes crucial goods and
services more affordable for the poor. Such competition also forces private companies
to find ways to lure customers away from their competitors. This encourages compa-
nies to find out what their customers need, pushes them to develop goods and serv-
ices that customers want, and leads them to build up relationships with consumers.
These market pressures have created numerous positive outcomes for the poor in the
telecommunication sector, such as more affordable phones and pay-as-you-go serv-
ices.’® We make the case for competition in the telecommunication sector by outlin-
ing international successes achieved by private phone companies and by showing how
private cellphone companies in South Africa have been better at helping the poor than
the monopolistic fixed-line provider, Telkom. We also recognise that the level of com-
petition in the South African telecommunication sector is not very high, and propose
that this should be strengthened.



International evidence of the benefits of competition

Private companies have been extremely successful in bringing cellular phone services
to poor people across the world. This has meant that poor people have benefited from
receiving affordable telephone access, which has frequently been tailored specifically
to their needs, and enhances their lives in tangible ways (see box: Connecting the
poor, this page).

The worldwide trend in which cellphones are becoming accessible to the poor can
be explained, firstly, by price trends. One study has shown that the average start-up
costs for prepaid cellphones in 17 developing countries are 24 percent lower than the
costs of fixed lines, and that the monthly recurring costs are 44 percent lower.”

Numerous studies in developing countries have demonstrated that the most impor-
tant factor determining both the extension of telecommunications coverage and the
significant reduction of telecommunication costs is competition. A wide-ranging study
by Rossotto et al has demonstrated that competition is strongly correlated with growth
in coverage and reductions in price, as it motivates cellphone operators to look hard
for technological and organisational ways to obtain new customers. They summarise
their findings as follows:

Even countries with very low per capita incomes are able to sustain at least two
cellular operators. Second operators are emerging in countries with a GDP per cap-
ita of less than USs$1 000, such as Azerbaijan, Bangladesh, Cote d’Ivoire, Georgia and
Uganda. The Philippines, Romania, and many other countries with a GDP per capita
between Us$1 000 and Us$2 000 are experiencing strong growth in the mobile mar-
ket as a result of the introduction of competition.”* In several competitive markets the

average price of a call from a handset is 40 to 50 percent lower than in markets with a

CONNECTING THE POOR

e InPeru, privatisation of the two telecom companies led to a sixfold increase in the number of
public telephones within five years. Access to telephones of poor households increased from
near zero to 20 percent within four years.

¢ In2003, MTN Uganda formed a partnership with the Grameen Technology Centre on a project
entitled ‘Bring Village Phones to Uganda’. MTN provides communication infrastructure, afford-
able airtime, equipment and support. The first village phone operators started business in
March 2003, and MTN VillagePhone was formally launched on 17 November 2003. More than
1300 village phone businesses are now up and running in remote villages in Uganda, with
100 a month being added.

e GrameenPhone is a joint venture telecom company set up in Bangladesh by Grameen Bank —
with capital from the Norwegian company Telenor and loans from donors — to provide mobile
telephony to its subscribers. It provides a wide range of products in line with this mandate,
many of which are benefiting poor people. In particular, it has launched a village phone pro-
gramme which has since 1997 provided 45 000 telephones to 39 000 villages in Bangladesh,
thus providing access to telephone networks to some 70 million people.2
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single provider. In the Middle East and North Africa it is Lebanon, where competition
is most intense, that has the lowest prices (7 cents a minute, against a regional aver-
age of 40 to 50 cents a minute).” The following graph, compiled by Ben Petrazzini,
confirms that there is a strong correlation between the number of cellphone users and

competition.

Figure 1: Cellular teledensity in developing countries of Asia and Latin America
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Source: B Petrazzini, Competition in Telecoms — Implications for Universal Service and Employment, Public Policy
for the Private Sector, October 1996.

Further evidence that competition is driving down prices and making cellphones

more accessible to the poor can be found in a number of other studies.*

The role of competition in South Africa: Telkom versus cellphones

In South Africa the supply of telecommunications technology is partially privatised,
but still dominated by the initially publicly owned telephone monopoly, Telkom, the
incumbent fixed-line operator.”” Mobile phone services — known in South Africa as cel-
lular phone services — were introduced in this country in 1994, and are provided by
three licensed operators: Vodacom, MTN, and Cell C.*® Both cellphone and fixed line
operators are subject to numerous regulations which, at the time of writing, are under
review with the aim of further liberalising the sector.

Telkoms’s efforts to broaden access to telephones have been disappointing. The
number of people with fixed line access increased from 4,3 million in 1996 to 5,5 mil-
lion in 2000, and then declined to 4,8 million in 2004. By contrast, the number of cell-
phone subscribers has constantly expanded at a rapid rate. There were just under one
million subscribers in 1996, and by 2004 there were 20,4 million.> A recent report
estimates that there are now just under 25 million subscribers in South Africa.* Hodge
has shown that the difference between the number of cellphone users and fixed line
users is just as dramatic among the poor as it is for the population as a whole. House-
hold figures collected by Hodge reveal that the percentage of households with a fixed
line phone declined by an average of 1,4 percentage points between 1998 and 2001

across four income groups earning less than R2 500 a month. For the same income



groups over the same period, cellphone ownership increased by 8.6 percentage points
on average.*

These trends have correlated with relative price movements. While, between 1996
and 2000, Telkom’s prices rose, cellphone call rates declined by 28 percent. In 2003
the standard cellular call rate was R2,75 a minute; in April 2005 it rose by only 3,6
percent to R2,85, but in October 2005, in response to moves to further deregulate the
sector, Cell C and MTN lowered their rates once again.*

The cellphone companies have also been very successful at developing customer
packages that, as elsewhere in the world, are favoured by the poor. The poor in South
Africa prefer the pre-paid system, and lower end pre-paid packages are far cheaper
today than they were about five years ago. There is ongoing competition between the
cellphone providers to capture users, and the users, in turn, regularly switch provid-
ers as cheap stand-alone starter packs become available. By contrast, anyone wanting

to access a fixed line can choose only one service provider.

Top-down versus market-based expansion of phone shop services

With the Telecommunications Act of 1996, the government set out its intention to ‘pro-
mote the universal and affordable provision of telecommunications’. To achieve this
objective, it established the Universal Service Agency (USA), which, at the behest of
the Department of Communications, set out to fulfil its mandate by providing ‘telecen-
tres’. These were to be set up in remote parts of the country to provide the poor with
phones, internet access, and various other communication services. As is so often the
case, an idea that looked impressive on the drawing board turned into a massive disap-
pointment once it was implemented. By 2000, 65 telecentres had been established in
poor and remote areas, but fewer than half had a phone or a computer, and 32 percent
were not operating at all.* The reasons for these failures are the common ones asso-
ciated with centralised, state-based interventions. The equipment for the centres was
supplied according to standardised criteria. There was little or no effort to match the
equipment provided with specific local needs. In some cases, telecentres were supplied
to areas that had neither phone lines nor electricity. In other areas, equipment had been
stolen or destroyed in fires, and had never been replaced. Other reasons for the non-
functioning of these centres include poor management, a lack of skills among those
providing the services, a lack of demand for the services provided, and the impossibil-
ity of making a profit given the costs of running the centres. It is clear, therefore, that
providing these centres in a way driven primarily by the need to ‘show delivery to the
Ministry’, led to inappropriate, unsustainable, and wasteful outcomes.*

Two other issues emerge clearly from this story. The first relates to the majority of
the centres being ‘community-owned’. This meant that the centres were owned by
organisations such as civics, women’s groups, and development forums. These groups
did not have the expertise to run the centres effectively. They also did not have a suf-
ficient sense of ownership to undertake concerted efforts to protect the centres and
invest in maintaining the equipment. Lastly, in a number of instances ‘major tensions
in the community between different factions over who should own the telecentre led to

the centres closing down’.* That this form of community ownership was unworkable
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can be seen by the fact that the few centres that ended up becoming privately owned
were assessed as ‘noticeably more sustainable’.*®

The second noteworthy aspect of the failure of these telecentres is the role played
by Telkom. Telkom was the monopoly service provider to these centres and, despite
its close connection with government, the company appears to have done little to
help the centres suceed, and much to contribute to their downfall. In many cases the
phone bills turned into an insurmountable debt that the owners could not repay. Tel-
kom charges were high and left little income for the centre operators, which then con-
tributed to numerous closures.*

In contrast to the negative results achieved by the explicit, government-initiated
desire to create universal access through telecentres, the phone shops set up by Voda-
com have exceeded the expectations of regulators.* These phone shops are regulated
by Vodacom but owned and managed by entrepreneurs in disadvantaged parts of South
Africa.* They have low overheads, are simple to manage, very profitable, and are fully
backed by Vodacom. Managers said they were highly satisfied with the support they
received from Vodacom. By contrast, Telkom reportedly ‘did not fulfil many of its obli-
gations’ to the telecentres.”

As a monopoly provider, Telkom had no explicit incentive to promote the cause
of universal access, and focused more on immediate profits. By contrast, as a private
company facing competition, Vodacom had good reasons to build up relationships with

potential customers in disadvantaged areas. As Jennifer Reck and Brad Wood put it:

By investing so extensively in disadvantaged communities, Vodacom is investing in
its own future, building a distribution channel for its services. ... As South Africa
progresses economically, and as traditional cellular plans become ever more popu-
lar, Vodacom is already seeing an increase in the number of people who own cell-
phones in disadvantaged communities. Familiar with the Vodacom brand because
of the services rendered through Vodacom shops, many people feel most comfort-

able purchasing their first cellular service through the trusted name.*

Here is a clear case of the market pushing providers into serving the poor in ways
that a state-driven monopoly using top-down initiatives failed to achieve.

But even here the state may have created too many distortions to allow markets to
help the poor effectively. The universal service requirement the state has imposed on
the major cellphone companies has forced these companies to establish community
phone shops in areas that are already served by the market. This problem came force-
fully to light recently when the Commercial Payphone Association of South Africa
(copsA) claimed that the 150 000 jobs and R2 billion annual revenue generated by
commercial pay phone kiosks were threatened; Cell C, the association maintained, was
placing subsidised community service phone shops in close proximity to established
phone businesses, thereby creating unnecessary duplication and unfair competition

for established, unsubsidised operators.”



Policy implications

Our findings should not necessarily be read as a wholehearted endorsement of how the
private cellphone companies have conducted their business in South Africa. Rather,
this case points to the benefits that the poor derive from the introduction of compe-
tition in a given market. The cellphone companies have created a more competitive
environment for the general telephone market, and in so doing have provided services
to poorer South Africans that are appropriate to their needs and level of affordabil-
ity, and can thus be sustained. The introduction of competition in telephony, hitherto
dominated by state monopolies in South Africa and elsewhere, has even had an impact
on Telkom. The fixed line provider is becoming more innovative and flexible by, for
example, offering pay-as-you-go services to clients who cannot afford regular phone
charges. All of this points to the importance of increasing the levels of competition in
a sector that is still highly regulated and possibly collusive.”> We support moves by
regulators to create greater competition in this sector, and more competitive behaviour
among telephone providers.

The World Bank proposes that, besides increasing competition, countries should
also implement strategies to improve the ability of the poor to access phones. This may

be a more tricky process, but can be effective:

Regulatory incentives to attract investors to high cost or challenging areas can be
created through specific universal access policies and public investment subsidy
schemes. Such strategies of public support can maximise their impact by leverag-
ing competitive private investment through minimal and well-targeted subsidies
(‘smart subsidies’) to achieve good social returns and commercial viability in the

long run.>*

This kind of approach, in which subsidies are carefully targeted to avoid state fail-
ures and minimise market distortions, has worked effectively in Chile, and fits squarely
into the MMW4P approach. In Chile the state offered a variety of maximum subsi-
dies based on the difficulties of, and potential losses to be incurred from, supplying
remote, poverty-stricken sites with telephones. Next, they opened up a bidding proc-
ess whereby the bidder requesting the lowest subsidy would be offered the project.
Thirty companies purchased the bidding documents, and 60 offers were made for 42
of the 46 projects. The subsidy came in way below the maximum, thanks mostly to the
decision of a local company, Chilesat, to bid at zero subsidy on 16 of the most attrac-
tive projects. By adopting this strategy it pushed out CTC, the largest local telephone
operator, and was able to embark on its goal of developing local networks. This, then,
is a case where smart subsidies implemented in a competitive environment helped the

poor without wasting public resources.”
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2. Commercial radio and the poor in Uganda®®

This interesting case study is about enhancing poor peoples’ ability to access helpful
information. It shows how working within, rather than against, a market context can
reduce the difficulties that well-meaning outsiders face when trying to find a way to
help the poor. Finally, it shows that when information is disseminated in a competitive
context, consumers of information are empowered and provided with choice.

In Uganda a popular way for donors to provide information to the poor was by buy-
ing airtime on commercial radio stations and then running their own programmes. This
was seen by many development agencies as a convenient and relatively cheap tool for
disseminating information to the poor. However, the programmes tended to be dull,
and were pulled off the air as soon as donor funding ended. No account was taken of
the existing market for airtime, paid for by commercial sponsors wanting to reach the
same target groups. Moreover, the purchase of airtime by donors distorted the market
very substantially. Thus the donor-driven initiatives produced programmes that very
few poor people listened to, had no lasting impact, and made it difficult for Ugandan
private sector groups to launch their own programmes.

In 1999, agencies such as the Swedish International Development Co-operation
Agency (SIDA) and the British government’s Department for International Development
(DFID) launched an approach in Uganda that rejected the prevailing assumptions and
attempted to work with rather than against markets. The result has been better, more
widely received, and more sustainable programming. It has also emerged that, given the
choice, the poor actually listen much more to useful information-based programmes
than to ‘frivolous’ entertainment. The idea behind the new approach was to reject the
existing dependence of programming on donor cash and to rather emulate media mar-
kets in industrialised countries, where excellence of content leads to increases in lis-
tener numbers, which in turn leads to increased advertising revenues.

The cost of a permit to launch a radio station in Uganda was low, and many new
stations were entering the market. As a result, stations were struggling to differenti-
ate themselves from the competition, and were receptive to new business models. A
survey showed that listeners wanted more developmental information and less enter-
tainment, which was particularly true of people in rural areas who lived in informa-
tion-poor environments. Initially, just one station, CBS, was willing to adopt the new
business model. Fortunately, this station was an industry leader and specialised in
content-based programming. Others soon followed. By the end of 2004, 21 com-
mercial stations were broadcasting a total of 24 programmes focused on the needs of
small business, with 100 percent commercial sponsorship. About 7 million people are
listening to these programmes, and assert that they benefit from them. Their choice
to invest their time in listening to these programmes is itself an indicator of positive
impacts. Independent audience research highlights that these programmes are highly
appreciated and valued by their audiences. The listeners generally came from poorer

groups within Uganda.”



Core features of the initiative

The central features of the programmes targeted at the poor included the following

new elements:

e They would be content-based programmes devised, developed, and owned by
the radio stations themselves rather than driven or controlled by advertisers or
sponsors.

e They would therefore be listener-driven and, as it turned out, would become as
much of a voice for the business community as a channel for the flow of informa-
tion to business people.

e They would involve field-based reporting and, in the words of the CBs radio pro-
ducer, effectively ‘take radio to the people’.

Development agencies provide training and advice rather than cash, thus enabling
the stations themselves to generate high-quality content, leading to more listeners and
thus to more commercial sponsors. By mid-2004 the programmes being broadcast as
a result of these interventions were generating an estimated US$700 000 a year in com-
mercial sponsorships.

As part of their strategy to build their listener base, radio stations have sought out
controversial issues. The government has mostly encouraged this trend, allowing a
high degree of freedom of speech and taking the opportunities presented to respond,
both on air and through regulatory reform, to resolve the issues raised. However, it
now wants to regulate the industry more stringently, particularly in terms of content,
structure, and access to information.

Another major threat to the project is the continuing tendency of other development
agencies to buy airtime for their own programmes. To counter this problem attempts
have been made to persuade these agencies that their objectives would be met more
effectively (and more sustainably) by helping commercial media to develop their own
content. The development agencies would then communicate their chosen information
in formats that would tempt the journalists to use it voluntarily, rather than because

they are paid to do so.

Outcomes

This market-based intervention has led to sustainable changes in the programming of
commercial radio stations, in ways that are definitely pro-poor. While some of the exist-
ing business programmes may go off air, many will continue, and new programmes will
emerge. The market potential of serving the poor with meaningful content has been
proven. By working with the market, development agencies in Uganda have ensured
that useful information is being made available to millions of people on a sustainable
basis. This can only be achieved in an open and competitive environment, where nei-
ther government nor development agencies presume to tell the poor what it is that

they need to hear.
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The programmes have also played a key role in pro-poor advocacy, particularly for
those in the informal sector; some examples are given below:

e Payment for coffee outgrowers: Coffee buyers were not paying farmers when
promised, and were fixing prices with little negotiation with the farmers. Following
exposure of this problem on radio farmers started receiving payments, and buyers
asked to appear on subsequent programmes to help address the rift that had devel-
oped between them and their suppliers.

e Parking fees dispute: Following the introduction of parking fees in western Ugan-
da’s Fort Portal, taxi operators took to parking on the forecourts of filling stations
to avoid paying these fees, which they said were too high to keep their businesses
viable. When police impounded these vehicles, tensions rose between taxi opera-
tors, police, and town officials. The dispute was resolved after a discussion on air
during which police and oficials explained the reasons for the fees.

e Dispute between livestock traders and an abattoir: When a conflict broke out
between livestock traders and an abattoir in Kampala, the small business radio pro-
gramme investigated the traders’ complaints and highlighted their problems. The
operation of the abattoir as a commercial monopoly was highlighted, and these
unfair trading practices were changed to fall in line with the operation of other

abattoirs in other areas in Kampala.

Policy implications

This case study provides a clear example of how a top-down approach created numer-
ous problems, and failed to actually reach the poor. The donor agencies assumed that
they themselves had to produce information and transfer it to the poor, and that the
poor could not be trusted to decide for themselves what kind of information would
be useful. By avoiding markets and the competition they provide, the donor agencies
ensured that they would decide what kind of information was useful to the poor, and
whether this information was having an impact or not. Once the intervention was
undertaken in the context of competitive markets, however, a stronger incentive was
created to bring poor customers into the loop and to discover what kind of informa-
tion they themselves required. Competition also ensured that those who misunder-
stood the informational needs of the poor would go out of business, to be replaced by
those who more successfully understood the needs of the poor.

The argument is not that the private sector will always provide better quality pro-
gramming than the public sector, but that operating in a competitive, self-interested
environment avoids the problems of the traditional NGO approach and forces providers
to take the interests and concerns of their clients into account. The central policy impli-
cation is therefore that markets can regulate product quality, and empower the poor.

This implication goes beyond the provision of information. It is relevant to a wide
range of goods and services that the poor may require. Of course, this does not imply
that one has to rely entirely on the market when seeking to improve the access that
the poor have to information. One can adopt a parallel strategy of improving the

general ability of the poor to interpret and use information. This can be done through



education programmes targeted at the poor. One does not need to adopt a condescend-
ing attitude towards poor people to recognise that increases in education levels signifi-
cantly enhance the capacity of the poor to process information. It has been shown, for
example, that education creates significant improvements in the way in which women
respond to health information programmes.”® Competition can, however, also improve
the way education is provided to the poor. We will deal with this issue when we dis-

cuss the education sector in South Africa.

3. Global textile markets and Lesotho*®

This case study also deals with experience in Africa, this time in Lesotho. It is about
the poor being able to access and benefit from international market opportunities. The
debate about the fairness of global markets can be problematic for the poor if it is used
to justify a disengagement from international opportunities. It is good for less devel-
oped countries to sustain efforts to change the structure of the international economy
as well as to encourage inter-regional trade between developing countries. But, as our
case study reveals, it is also essential to take advantage of whatever opportunities are
available. The African Growth and Opportunity Act (AGOA), launched by the United
States government in 2000, created export opportunities for certain African countries
which textile producers in Lesotho exploited. By 2004, Lesotho’s apparel exports to
the United States had grown to Us$456 million from just over $50 million in 1996.
Some 34 000 jobs have been created. Workers in the industry have been earning up
to $70 million a year, which is circulating through the Lesotho economy, stimulating

a plethora of micro businesses and many more job opportunities.

Reasons for success

The context created by AGOA is one of the primary reasons why Lesotho textile manu-
facturers have been able to successfully penetrate export markets. The agreement has
provided Lesotho with significant advantages over its competitors; it can now export
clothing to the United States free of duties and quotas. AGOA also allows Lesotho’s gar-
ment makers to use fabric produced in a third country. This is not normally permit-
ted in other parts of the world, which means that some factories in Lesotho have been
established for the specific purpose of avoiding the restrictions on trade imposed by
countries such as the United States. Nevertheless, this is an opportunity that Lesotho
has accepted with vigour. In doing so it has produced significant benefits for the poor,
and has put in place a process that has the potential to create lasting improvements
for Lesotho’s people.

The Lesotho textile industry is largely driven by private entrepreneurs. Some of
them were active in the country before AGOA, and others came in once AGOA had
increased the likelihood that Lesotho textiles could be internationally competitive. Most

of these industrialists come from South East Asia, but some were originally based in

Seven case studies

The context created
by AGOA is one

of the primary
reasons why
Lesotho textile
manufacturers
have been able

to successfully
penetrate export
markets

49




Part 2

Becoming more
competitive in
terms of price does
not necessarily
imply reducing the
wages of workers

50

South Africa. These entrepreneurs have brought with them valuable capital, skills, and
knowledge of the international textile market. Their lack of familiarity with conditions
in Lesotho has also created some problems, but these are being reduced by various ini-
tiatives and by the pressure of competition.

Other factors behind the expansion of the textile industry have been the absence
of barriers against hiring workers and the generally positive way in which the Lesotho
government has worked with industrialists. The Lesotho government has made enor-
mous strides in creating an enabling business environment in a politically stable milieu.
The government’s proactive engagement with industry stakeholders is highly rated by
industrialists and purchasers alike, and joint visits by the minister and leading indus-
trialists to the United States have helped to cement relationships with some major buy-
ers. This is a significant key to the future success of the industry. The minister of trade
and industry engages very closely with industrialists and works to address their prob-
lems in a proactive manner. He recently established an interministerial task team on
attracting and maintaining FDI in Lesotho’ textile and apparel industry to address the
concerns of industrialists. Initially the team, made up of industrialists and representa-
tives of concerned ministries and parastatal bodies, was mandated to examine specific
problems and report back promptly. Some problems have been dealt with immediately,
but others will take longer to resolve. In the interim, this consultative forum meets

every fortnight, and deals with issues as they arise.

Prospects

The AGOA preferences expire in early 2007, and are unlikely to be renewed. This will
present the industry with a difficult test, and there are grave concerns that the Lesotho
producers will not be able to survive in a more competitive global market. However,
competitiveness is not simply determined by labour costs. There are many aspects to
competitiveness, and, because of their involvement in the American market, Lesotho
producers have made some crucial improvements in this regard. Price is important,
but response time and reliability also matter. Some competitors with very low labour
costs, such as Bangladesh, have not always performed favourably in terms of these
requirements. Quality of merchandise is also a crucial issue for buyers, and meeting
this requirement often depends on effective management systems. Strengthening these
systems can therefore do much to enhance competitiveness. Lastly, Lesotho has also
been able to take advantage of customers who are opposed to obtaining their goods
from ‘sweatshops’ in poor countries. Lesotho performs relatively well in terms of ethi-
cal labour practices.

Becoming more competitive in terms of price does not necessarily imply reduc-
ing the wages of workers. A more effective way to achieve this is to increase produc-
tivity. This can lead to a situation where wages of workers rise while the price of the
good comes down. Significant initiatives have been launched to improve the produc-
tivity of workers in Lesotho, and positive results have already begun to emerge. Some
firms have found that once training programmes have been introduced their sewing

production line outputs have increased by up to 25 percent. It has also been argued



that ‘employees selected for training often view this as an affirmation of their value to
the company, and this itself transforms into increased motivation’. ° A further benefit
of these training programmes has been a change in the mindset of managers, which
could lead to significant reductions in cost. Many of the South East Asian industrial-
ists initially believed that the Basotho did not have the skills to reach supervisor and
management levels. As a result of the training programmes, this belief is being eroded.
This could lead to more cost-effective management structures as well as the emergence
of managers who better understand those who work under them.

1f the Lesotho garment manufacturers are to survive in the post-AGOA era, they will
need to establish textile mills in or around Lesotho from which they can source their
material. One denim manufacturing factory has already been established, and some
progress has been made in attracting investment in a knitting mill.°" But the challenges

of establishing a local mill from which fabric can be sourced remains a key issue.

Policy implications

This case study demonstrates that opportunities exist in the global economy for less
developed countries. What is important for those who want to benefit is to understand
the nature of the opportunity, and to then devote both public and private resources to
meeting the challenges of responding. The issue is not whether the global economy is
free, but rather whether one decides to work within an existing market to take advan-
tage of the opportunities that do exist — or whether one doesn't even try, or tries to
work against it.

The Lesotho example also shows that it is not simply a case of leaving the private
sector alone to discover global opportunities. Making global markets work for the poor
requires the construction of a growth alliance in which the state and development
agencies are able to respond to the concerns of the private sector, and provide various
forms of assistance. This is essentially the situation in Lesotho, as the state supports
the textile industry in international negotiations, encourages investment in improved
productivity, and seeks to reduce the costs of its regulations. The creation of such an
alliance, according to Doner and Hawes, was precisely how South Korea, a country that
has taken better advantage of global opportunities than most, has achieved its impres-
sive successes. In their words, development is ‘often a function of states responding to,
learning from, and strengthening private sector interests and institutions’.®* The bot-
tom line is that the state must be eager for investment, watching global developments
and react speedily and decisively to facilitate the processes through which the private

sector can access opportunities that arise.
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4. Markets for South African wool farmers®

The Lesotho textile case represents a fairly broad and large-scale engagement with
markets. It is also an industry-level or macro case. By contrast, this case study is at a
micro level; it is about helping individual, small-scale farmers to access markets more
effectively. It shows that benefits can accrue to farmers if their capacity to enter mar-
kets is enhanced. It also shows that such capacity-building is best done in a way that
ensures that markets continue to work effectively and are not overly disrupted by the

interventions of outsiders.

Initial capacity-enhancing interventions

There are about 200 000 black wool farmers in southern Africa, mainly in the Eastern
Cape, Free State, and Lesotho, who own about 20 million sheep.®* Efforts to improve
the market access of some of these poor farmers began in the late 1990s in three Tran-
skei villages, Xume, Luzie, and Mhlahlane, where the National Wool Growers’ Asso-
ciation (NWGA) encouraged farmers to form farming associations.®> This meant that
farmers would shear wool, grade it, pack it, and transport it as an association. The
underlying idea was to increase the bargaining power of farmers, enable them to take
advantage of economies of scale, and allow them to access new outlets. The general
lack of choice that individual farmers had when accessing markets had contributed
to them selling their wool to traders at a price far below what they could receive in a
broader market. In essence, by selling wool to local traders who monopolised under-
serviced regions, farmers were in a weak bargaining position. They therefore expected
to get a low price, and saw no reason to invest in better forms of wool production. To
counter this, the NWGA project encouraged farmers to band together, and also pro-
vided large shearing sheds where they could work together. This improved farmers’
access to markets because:
e They shared transport and packaging costs.
¢ Bulk marketing meant that market agents were able to sell wool on behalf of the vari-
ous associations and not on behalf of individual small producers. This made it viable
for the agents to market the wool without increasing their administration costs.
e By shearing and marketing in bulk, the farmers were able to bypass local traders.

In the process, they avoided traders’ price fixing.

Data gathered from the area showed that the income per kilogram of wool varied
considerably between members and non-members of associations, as well as between
villages in which associations were functioning and those in which associations were
not.® Thus, the ability of associations to bypass the traditional sale of wool to local trad-
ers led to significant increases in the price per kilogram that the farmers received. The
higher wool price must also be attributed to technical efficiency in sorting the wool,
and the availability of the shearing sheds. Association members also became better wool
farmers, obtaining nearly 30 percent more wool per sheep than non-members. The

reason was that members spent nearly double what non-members spent on veterinary



services. Having improved their access to markets, and their opportunities to make a

profit, they were now far more willing to invest in their sheep.

Limitations of the intervention

This intervention therefore produced significant benefits, but also had certain limits.
Firstly, the shearing sheds, which were provided by local governments, were of an infe-
rior quality and by 2003 were starting to fall apart. These sheds reflect the problem of
top-down assistance frequently being inappropriate, inferior, and unnecessarily expen-
sive. As will be seen below, a more decentralised approach involving the private sector
has led to a more appropriate and more cost-effective outcome. The project also had a
fairly limited impact. Project reach was restricted as the intervention was confined to
a small number of sheds. Furthermore, wool income represented a small part of the
overall earnings of the project beneficiaries, and they were, almost without exception,
elderly people who farmed to supplement their state pensons. However, for house-
holds depending on a diversified livelihood system, wool was found to be the steadi-
est source of non-grant cash income.

In 2003, drawing on the success and lessons of this initial project, the NWGA, with
financial assistance from the ComMark Trust, expanded its activities in the Eastern
Cape. The NWGA is involved in 300 sheds servicing more than 9 000 emerging wool

farmers, thereby ensuring that this intervention has a wider impact.

Following a more market-friendly approach

A more decentralised and private sector-based approach has produced creative financ-
ing methods, and reduced the cost of infrastructure. In some areas of the Eastern Cape
a mobile wool shearing system has been introduced.®” The goal is to improve the yield
from the estimated 130 000 sheep belonging to 500 farmers in the area by moving
fully equipped shearing marquees among villages. In this way, these mobile shearing
tents can be kept in production throughout the whole period. This approach is being
funded via an Eastern Cape Development Corporation loan of R150 000. The payment
takes place in terms of a levy of 70c per kilogram of wool. As a result of these inter-
ventions, the income of farmers in this area is expected to increase from R390 000 a
year to R1,3 million.®

To counteract the top-down approach that has characterised the provision of shear-
ing shed infrastructure, NWGA and local authorities are increasingly requiring wool
farming communities to contribute either in cash or in kind towards the cost of shear-
ing sheds. Anecdotal evidence suggests that this has led to increased local ownership
of these assets, prompting increased use, maintenance and investment.

In Lesotho, where the wool marketing environment differs from South Africas, an
alternative shearing shed management model has been developed. Here, a significant
portion of the wool clip is marketed through private traders who own and operate the

shearing sheds. Sales through these licensed traders decreased dramatically in the late
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1990s. This decline was partly attributed to stock theft and the increased activities of
itinerant traders. The poor service and uncompetitive prices offered by licensed trad-
ers was also a key reason. To address this, in 2004 ComMark extended a grant to an
NGO, Teba Development, to help these traders develop a business model to provide
farmers with better services with respect to payment practices, shearing shed opera-
tions, and animal health extension. Farmers now earn about R20 per sheep a year, as
opposed to R5-R10 when they sell wool directly to an informal trader. Furthermore, the
shed owners work with farmers to prepare for the shearing season so that the shearing
operation is improved, more wool is shorn and sorted at sheds than at farmers’ homes,
and prices are clear and fair. By adding value in the form of embedded services such
as animal health extension, the traders also benefit by having access to an increased
quantity and quality of wool.

This project is aimed at minimising the distortions that the NGO initiatives impose
on the wider market, and at expanding as widely as possible the benefits that the mar-
ket can provide. It is hoped that, once they see that this approach makes everybody
better off, both the traders and the farmers will be motivated to continue with it even
when the NGO withdraws. At that stage, they should also be willing to invest their own
money in maintaining the shearing sheds and improving their farming practices. This
approach fits into a broader development trend that the International Labour Organi-
sation (ILO) refers to as ‘value chain development’. According to a recently published
‘reader’, it ‘is fundamentally about strengthening market relationships so that businesses
work better together to compete more effectively in the global market. Strengthening
market linkages is a key component ... The focus is on building win—-win relation-
ships or on aligning business interests that attract and keep all players engaged ... well

beyond the life of the project.”®”

Policy implications

This case study demonstrates how it is possible, at a smaller, project level, to work
within the logic of the market to benefit poor people. ComMark’s efforts to strengthen
the market access of small-scale wool farmers has the potential to be more effective than
the top-down interventions used in previous projects. While, on a national scale, farm-
ing is a minor activity among South Africa’s poor,’ the ability of the country’s 200 000
emerging wool farmers to participate in the formal wool value chain has the potential
to make a significant difference to their lives. The evidence also shows that the provi-
sion of training and infrastructure such as shearing sheds can help the poor to access
markets more effectively. However, how this assistance is provided is important. Many
such interventions have failed to be either effective or sustainable. For example, the
department of agriculture of the erstwhile ‘homeland’ of Bophuthatswana invested a
great deal in infrastructure, but because market conditions were not addressed, it did

not make a meaningful difference to the profitability of farming enterprises.”



5. Pro-poor tourism in South Africa’

In this case study we will show that pro-poor tourism is more likely to work effectively
if it is undertaken in a market context, and that the institutions that permit markets
to work must be put in place before any kind of sustainable tourism development can
take place. The first point will be illustrated by showing how an approach that worked
with the market was more effective than an approach that ignored the market. The sec-
ond point emerges from a description of how the absence of property rights and effec-
tive institutions created major problems in the former Transkei, and continue to pose

challenges in North West and Mpumalanga provinces.

The perils of ignoring the market

The Wild Coast Tourism Programme is an ambitious pro-poor initiative that has floun-

dered because it did not take the tourism market into account, and failed to undertake

interventions that would have created a better institutional environment for tourism
development. The four-year programme began in March 2000 and made little headway
over the next three years, at which stage a mid-term review was undertaken.

The programme was highly ambitious in scope (with a wide array of initiatives), in
scale (extending across a large and widely differentiated area), and in terms of the out-
put targets. The original intention was to develop a number of community-owned and
operated tourism-related enterprises, thus creating sustainable employment for previ-
ously disadvantaged individuals along the Wild Coast. The mechanism for achieving
this was a grant of €12,8 million from the European Union (EU). The programme was
implemented by local NGOs. Essentially, they sought to extend the type of tourism
activities of the small and relatively undeveloped Amadiba horse and hiking trail along
the entire 280-kilometre Wild Coast. It seems as if the scale and practicalities of this
project were not fully considered at the outset. Implementation of the programme was
strongly target-driven, which resulted in some projects starting prematurely. A number
were not completed, and others are unlikely to be sustainable when the programme
ends. The results after three years were, at best, disappointing.

The mid-term review concluded that the outcome was ‘extremely poor,” to the extent
that ‘a commercial enterprise would in all likelihood be looking for an immediate exit
strategy out of the project’.” The review pointed to the following limitations:

e The goals that had been achieved came at a high cost (the 45 full-time and 61 part-
time jobs created had been at a cost of around R285 000 per job).

e Although the programme was intended as a pilot for testing various options with
a view to replicating them nationally, the opportunity to do this had effectively
been lost.

e While the first phase of the programme was well-intentioned, it was poorly designed,
and tried to achieve far too much in a very difficult environment.

e The community-owned and operated implementation model was unworkable; the pro-

gramme structure complex and ineffective; and the institutional setting insufficient.
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What the review points to is the common problem of externally determined
approaches creating perverse incentives and unsatisfactory outcomes. Because the
project was driven by donor-defined targets, and because the NGOs involved failed to
take into account the importance of creating sustainable tourism markets in the area,
they approached the problem in a back-to-front way. Instead of focusing on establishing
an enabling operating environment and embedding the programme locally, they tried
to deliver the tourism ‘outputs’ regardless of the existing institutional barriers and the
needs and interests of local people. Property rights were non-existent in the area, the
capacity of local governance was extremely weak, and infrastructure was completely
inadequate. Unless something can be done about this context, it will be difficult to

launch sustainable tourism ventures in this area.

Using the market and private expertise

These problems have been largely overcome in North West and Mpumalanga provinces

through three methods that are all central to the MMW4P approach:

e bringing in private sector expertise;

e working in a market context in which tourists are attracted to the region and the
private sector suppliers are motivated by profit and the fear of going out of busi-
ness; and

e constructing workable institutions through which the tourism benefits are distrib-
uted to the poor.

One area where this approach has been applied is in Madikwe, in North West.
The programme started in 1998 when it was known as the Madikwe Initiative. It was
funded by a range of local and international donors and reported to a committee of key
stakeholders including elected representatives of the Madikwe reserve’s neighbouring
communities. One of the key innovations negotiated within the framework of the initia-
tive was an agreement to grant local residents commercial rights in the protected area,
thus allowing them to participate in the mainstream of the tourism-led economy as if
they were private investors. The first such development, Buffalo Ridge Safari Lodge,
opened its doors in December 2004. It is owned by the Balete community of Lekgop-
hung. The project yielded R1,3 million for residents during the construction phase.
At maturity, it is estimated that the lodge will deliver more than R2 million a year in
sustainable income to rural households in the acutely impoverished Lekgophung vil-
lage. A second lodge, owned by the Batlokwa community of Molatedi, is being built,
and should be operational by early 2006.

At the outset of the project, the trust that was set up to run it on behalf of the vil-
lagers decided to retain responsibility for the funding and development, but also rec-
ognised that it did not have the specialised capacity required to manage and operate
the lodge. Tt therefore decided to contract in a suitably qualified private partner to
maintain and operate the lodge for an initial ten-year period. In order to source a suit-
able partner, the trust called for proposals and selected an established private sector
company with a proven record of accomplishment in marketing and operating tourist

lodges. Under its agreement with the trust, the operating company funds the fittings,



furnishings, equipment, pre-opening expenses, and operating capital required by the
enterprise. The operator has therefore had to invest about R3 million, which exposes
it to significant financial risk. This was seen as a crucial mechanism to safeguard the
market-based integrity of the project: the willingness of the private operator, based on
its own assessment, to bear substantial risk in the venture was taken as an indication
of a serious commitment to the venture by a seasoned tourism entrepreneur.

The outcome of this project is a significant reduction in poverty. According to the
most recent survey, the village of Lekgophung has a total population of about 2 300 in
just more than 600 households. Prior to the project the total disposable income gen-
erated by residents was estimated at less than R600 000 a month, and average house-
hold income was therefore about R900 a month. The single lodge enterprise will boost
average household income in the village by about R3 300 a year, and overall disposable
income by more than 30 percent.

This lodge significantly outperforms other local tourism initiatives in the area, and
because the whole process has been conducted in terms of market logic, it is highly
likely that these returns will be sustainable in the long run.

Similar success has been achieved at Makuleke, on the border of the Kruger National
Park. Here the Makuleke community gained land from which they had been removed in
and around the Kruger Park. They then entered into a conservation agreement with the
park, set up a trust to develop the tourism potential of the land, and contracted a private
provider to develop a lodge. This was again done in a market context in which the pri-
vate provider was motivated by profit. A 30-year lease was granted to the most suitable
tender; a 32-bed lodge, known as The Outpost, was completed in 2002 and is currently
operational. The private operator of this lodge is expected to establish it as a brand in
the market, and is responsible for all the expenditure associated with the lodge.

During 2004 the Makuleke Communal Property Association conducted a second
round of competitive bidding, which resulted in an agreement with a leading south-
ern African game lodge operator, Wilderness Safaris. Structurally and financially, the
deal is similar to The Outpost, with the private firm acquiring the right to develop and
operate game lodges on the Makuleke land in return for 8 percent of turnover. Wil-
derness has agreed to develop a maximum of three lodges on the Makuleke land. The

first 54-bed development opened in June 2005.

Institutions and property rights

Both these areas are much more geared for tourism in their institutional make-up than
the Wild Coast. Nevertheless, because they involve areas that were once part of South
Africa’s ‘homelands’, they still contain substantial institutional challenges stemming
from decades of neglect and discrimination. The biggest of these challenges involve
property rights and governance capacity. Property rights are non-existent in these areas,
and the institutional arrangements that give the poor in Madikwe and Makuleke some
right to the money generated on ‘their’ land must therefore involve notions of commu-
nity, as well as community structures. But these structures, such as chiefly authority, are

mostly extremely weak and divided, and cannot be expected to ensure that income gen-
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erated from tourism will be equitably distributed. In both areas the problem has been
recognised and careful programmes of institution-building have been implemented.
Nevertheless, the processes remain fraught with difficulties, and the poor may only
be able to participate maximally in tourism ventures once property rights have been
effectively established in their areas.

A finding backing up this concern comes from a review of tourism development
in Namibia. The authors explain that, while there has been an attempt in Namibia to
‘restore control over resources to local communities,” this has not led to significant
tourism benefits flowing to these communities. Two central problems preventing this
are the contradictory and un-enforced laws that govern these areas, and the preference
for communal over individual property rights. As a result, it is difficult for those who
want to undertake economic ventures on the land to assert their right to the benefits
that accrue from those ventures, and it is impossible to get funding from Namibian
banks who ‘perceive land rights in communal areas to be insecure and therefore to

have no collateral value’.™

Policy implications

In the case of Madikwe and Makuleke, the involvement of private sector companies
has helped to overcome many of the capacity constraints confronting pro-poor tour-
ism ventures. Despite continuing problems with institutional arrangements and rights,
these cases have also operated within broadly conducive institutional environments.
The roles of the various actors were clearly defined within broadly stable institutional
frameworks. This has permitted investment, ensured that tourists would consider trav-
elling to these areas, and has helped to transfer some of the benefits to the poor.

The importance of the institutional context for success in tourism indicates that
outside interventions are often required in those parts of the country where tourism
opportunities exist, and poor people abound, but the institutional environments are
not conducive to private sector activity. The creation of a clear rights framework and
retention by the community or by poor individuals of ownership of the assets emerge
as crucial factors. Assets can then be used to leverage funding, and as a basis for build-
ing capacity in the long term. It is clear that communities — organised collectively —
do not have the capacity to manage businesses at the high-value end of the tourism
industry. A well-managed community-based organisation may be appropriate for asset
ownership and the management of the associated revenue streams, but tourism is a
highly specialised service industry which requires the specialised business skills of the
private sector.

In sum, linking poor communities to tourism markets involves different processes,
staged through time, progressively building the confidence and capacity of different
stakeholders. An enabling environment needs to be established in which poor com-
munities can start to make linkages. Steps need to be built whereby sophisticated pri-
vate sector tourism industry operators can reach out to host communities, and these

communities can start reaching up.



6. Private education and the poor”

There is mounting evidence that privately supplied education, operating in well-func-
tioning, competitive markets, can create many benefits for the poor. The implications
for this, in a country where public education faces enormous challenges, is to see the
value of a mixed public—private education system creating benefits from increased

choice and competition.

The international evidence

The work of James Tooley has been instrumental in demonstrating that private educa-
tion is not, as many believe, geared primarily towards serving the well-to-do. In numer-
ous slums throughout the developing world, Tooley has found hundreds of schools
that provided the poor with a good education.” He has described his discoveries in

the following terms:

I have found private schools in battle-scarred buildings in Somaliland and Sierra
Leone; in the shanty town of Makoko built on stilts above the Lagos lagoons in
Nigeria; scattered among the tin and cardboard huts of Africa’s largest slum, Kibera,
Kenya,; in the teeming townships perched on the shoreline of Accra, Ghana; in slums

and villages across India; among the ‘floating population’ in Beijing; and in remote

ST MATTHEWS CATHOLIC SCHOOL

St Matthews is a private school situated next to the well-known Regina Mundi church in Rockville,
Soweto. The two blocks of classrooms are fenced, and the compact school ground is well-kept and
clean. Itis a Catholic School that was founded by the Sisters of Mercy in 1981. St Matthews Second-
ary has, over time, acquired a reputation for academic excellence. Over the last five years its matric
pass rate has never slipped below 95 percent, despite big classes. Because it charges low fees, the
school receives the maximum subsidy — 60 percent — which covers about 75 percent of its expenses.
It also receives donations, in the form of cash or goods. The hardware at the school, such as comput-
ers, has been paid for with donations. From itsincome, the school has to cover its running costs and
pay teachers. It employs 25 teachers, a part-time secretary who doubles as computer lab assistant
and full-time secretary, a gate watchman, and a gardener. Teachers receive a basic salary on par
with those of their peers in the public sector, but they do not have other benefits such as medical
aid and pensions. Parents or guardians participate actively in their children’s education. Meetings
are held for the parents or guardians of every grade during the year, thus giving them the oppor-
tunity to meet every teacher who teaches his or her child. Up to 95 percent of parents attend these
meetings. In sum, the school is well run and clearly attempts to provide the best possible educa-
tion to the children with the resources it has at its disposal.
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Himalayan villages in China. Indeed, I have yet to find a developing country envi-

ronment where private schools for the poor don't exist, and I doubt that I will.””

Apart from providing education to poor people who could not access public schools,
Tooley has also found that many of these schools, despite often being run on a shoe-
string, provide quality education. Even a recent Oxfam report, which was generally
critical of private education, admitted that private schools for the poor sometimes ‘offer
cheaper and better-quality alternatives to state provision’.”®

When private schools work well, they do so for a number of reasons that are asso-
ciated with the market context in which they are operating. Since private schools are
accountable to parents who pay their fees, the schools may have to exert themselves
harder to provide good instruction to pupils. Competition among providers also cre-
ates significant incentives to provide quality services, and the decentralised manage-
ment that often emerges in private schools is conducive to efficiency.” By contrast, the
bureaucratic and unwieldy nature of public school administration can lead to ineffec-
tive management and poor staff motivation.

What is important about these findings is not that the schools are private, but that
they are operating in a market context. The argument here is that when education mar-
kets work they can produce very positive outcomes for the poor and for the more gen-
eral cause of development. We cannot, however, assume that markets will always work

in this way, nor is it necessarily the case that public institutions always malfunction.

The South African evidence

The extent and the quality of private schooling for the poor in South Africa have not
been adequately studied for us to make a definitive statement.®® However, we have stud-
ied four private schools that serve, in varying degrees, relatively underprivileged chil-
dren. In each of these we found features that suggest that the market is having a positive
impact on the extent and the quality of education that these schools provide.

The schools we studied varied in terms of their location and their character. One
was Crystal Springs Combined School in Orange Farm. This school charges very low
fees and yet maintains a staff of dedicated, qualified teachers, and has achieved major
educational successes. The secret of its success is the determination of the principal
to promote hard work from his staff, the desire that most learners have to stay in the
school, and the close co-operation between the school and parents. The school strives
to improve and to be successful, and, by so doing, hopes to attract fee-paying learn-
ers and remain open.

Two Catholic schools were also studied: one in Soweto, and another in Atteridgeville.
These schools charge higher fees than most of the local public schools, but still signifi-
cantly less than the former Model C schools to which relatively affluent local parents
tend to send their children. While charging low fees, the schools once again produce
high-quality education and high success rates, and are constantly seeking to improve.

The last private school we examined is a rural school, situated in Burgersfort,

Mpumalanga, which caters to learners, both black and white, who want to receive a



competitive education. This school started out by catering primarily for black learners,

but has since attracted many white learners whose parents have decided that it provides

a superior education to the old public schools that traditionally catered exclusively for

Afrikaans-speaking whites.

We found that all the schools displayed the following characteristics:

e an ethos of care;

e bursaries for needy learners;

e an emphasis on discipline;

e sound financial management;

e aservice regarded as superior and/or more appropriate by local parents who, despite
their poverty, continue to send their children to these private schools even when
public schooling is available;

e principals who are determined to promote hard work among their staff;

e staff members who are determined to attract learners by offering high-quality edu-
cation that meets the needs of their constituency;

e close co-operation between the school and parents;

e a tendency not to focus merely on generating throughput, but also to care about
the quality of the education and whether or not graduates are able to enter univer-
sity or remunerative forms of employment; and

e an involvement in the problems faced by surrounding communities.

Market failures in education

These are success stories that reveal what the market mechanism is capable of achiev-
ing. However, not all private schools produce high-quality, desirable education. Market
failures can occur in the realm of education, mostly because of information asym-
metries and because of the disjuncture between private and public incentives. It is not
always possible for consumers of education to make informed judgements about the
quality of education they are receiving, and there may be an incentive for learners to
merely desire a certificate if this is seen as a way of getting ahead in the society. If this
becomes a general perception, then quality education can be seriously compromised
as a result of ‘free markets’.

But the central idea of MMW4P is not to let markets be free, but to regulate and pro-
mote them in such a way that they produce optimal results. In this regard there may
be more opportunities than are presently being considered to promote private school-
ing for the poor, and to introduce elements of competition into the education sector
as a whole. We should be looking to harness the positive aspects of private involve-
ment in education by creating a diverse sector in which education consumers have

real choices.
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Policy implications

Although the government does subsidise the private sector to some extent, it has not
yet fully harnessed the benefits of private education markets. The subsidisation of pri-
vate education is often seen as diverting essential resources from needs in the public
sector. This perspective fails to appreciate the way in which the private sector provides
services that the government struggles to match. This includes servicing areas that are
neglected by government, providing quality education and serving niche markets (such
as specific religious denominations) in the education sector. For these reasons there is
a powerful argument in favour of at least maintaining the existing subsidy scheme.

It would also be advisable to reduce the restrictions on private sector education.
This would include doing away with the idea that private schools should not be allowed
to offer services in an area that is already served by a public school, and reducing the
excessive and overly centralised quality controls that private education institutions have
to comply with. Much could be done to make this regulation more streamlined and
efficient. But, as a whole, it represents the wrong kind of approach. Instead of control-
ling schools and restricting entry, the government should focus on ensuring that educa-
tional markets are working in an optimal way. The main issue is that the asymmetries of
information inherent in the market are tackled. This means providing parents with the
means to assess the quality of the education and the value of that education in the jobs
market. Some regulation would still be required to achieve this, but it would require

much more interaction between government and the various stakeholders, including

CALVIN SCHOOLS, BURGERSFORT

(alvin Schools is the name of Calvin Preparatory School and Calvin College. Although it is not a reli-
gious institution in the denominational sense, it was named after the church reformer Johan Calvin
in order to express the school’s Christian values. Calvin Schools is located in Burgersfort, a small
mining town in Mpumalanga. Chrome mining used to be the life blood of this community, but in
recent times platinum has attracted the big mining houses. Calvin College opened in 1998 with
176 learners. Today it has a total of 600 learners in the preparatory school and college. The growth
in numbers from 1998 until 2005 is telling, suggesting that parents are willing to pay for what the
school is offering. An even greater revelation is the fact that the school, which was founded because
of a demand expressed by African parents, is today a racially integrated school. A total of 85 to 90
percent of the learners are black (African, coloured, and Indian); the rest are white, predominantly
Afrikans-speakers. What makes this situation unique is that in almost all other parts of the country
black learners have moved to former white schools, not the other way around. What makes it even
more extraordinary is that the Afrikaans community has traditionally been extremely conservative
and reacted to the racial integration of the local primary school in 1994 by establishing a Christe-
like Volkseie Skool, a private school that caters for white learners only. The founder and principal of
(alvin Schools, Mike Roetz, says the learner integration has happened for one simple reason: ‘the
quality education that we provide’®'




the businesses that hire those who complete their education. It also means that the
focus should be on empowering parents and promoting information exchanges, rather
than making the education system more bureaucratic.

The chief value of private schools is that they operate in markets, and therefore
have a strong incentive to provide appropriate, high-quality education to their clients.
Rather than restricting competition between public and private providers, the govern-
ment should encourage it as well as seeking ways to introduce the principles of com-
petition into the public sector. In this respect it would be advisable to create a level
playing field on which private institutions can compete with public ones.®* Another
mechanism through which competition can be encouraged is through the provision of
educational vouchers to disadvantaged parents. In this way, poor parents can choose to
which school they send their children, and schools will be forced to compete in order
to attract the revenue inherent in the vouchers. Clearly the private sector could com-
plement the public sector.

We cannot, however, offer more precise policy recommendations until further
research has been done. We need much more precision about what private education
for the poor looks like in South Africa, what opportunities exist to expand private ini-
tiatives, and where the private sector can come to the aid of the public sector. Our
strongest policy recommendation is therefore for ‘independent, objective research at

sufficient scale to assess the current national situation’.®

7. Financial markets and the poor

This case study shows how financial markets in South Africa have begun to work more
effectively for the poor. It will look at the Financial Charter and show how, as a result of
this Black Economic Empowerment (BEE) initiative, big banks have geared their serv-
ices more effectively to the poor.#* Despite the less than voluntary nature of this initia-
tive, it seems to be creating the kinds of effects that Prahalad predicted would emerge
when big businesses enter what he calls ‘markets at the bottom of the pyramid’. We first
examine the role of finance in reducing poverty, then the access that the poor have to
financial services in South Africa, and then the impact that recent interventions have
had and are likely to have on extending financial services to the poor. Lastly, we will

make some policy recommendations.

The role of finance in reducing poverty

The poor are caught in a bind regarding finance. Without access to finance, they are
restricted in their ability to consume products essential to their health during those
times when they have a shortage of disposable income. They are also prevented from
educating and maintaining the health of their children, and they find it difficult to
launch and sustain income-generating enterprises. But when they have been able

to access finance, they have often descended into indebtedness and had repayment
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difficulties. This has made financial institutions wary of lending to the poor. The prob-
lem, however, is not necessarily poverty, but how the poor use the credit that is avail-

able to them, and what recourse banks have to enforce repayments.*

Access to financial services in South Africa

As in so many areas relating to poverty, not much has changed fundamentally since the
end of apartheid in respect of the access the poor have to financial services. In the words
of one report, ‘despite the progress since 1994 in drawing those previously excluded
into the financial mainstream, there is still plenty to achieve’.®® That this is the reality
is supported by the following figures collected in 2004:
e Fifty four percent of the adult population are ‘unbanked’, and 42 percent have never
had a bank account.
e Most of the ‘unbanked’ cite poverty as the biggest problem that prevents them from
getting access to financial services.
e Only 5 percent of the 8,1 million people living on tribal lands report that they have
a bank ‘nearby’.
Reducing the barriers to entry experienced by the poor and improving the reach of
the banking infrastructure into rural areas, where the majority of the poor are located,

are major developmental challenges.

Expanding access: the role of the financial services charter

The idea behind the government’s BEE strategy is to use government influence, rather
than government power, to push businesses into creating new management and owner-
ship opportunities for black South Africans. There is a level of threat within the legisla-
tion and accompanying government statements, but the financial sector’s commitment
to the BEE Financial Sector Charter in October 2003 was largely voluntary. The charter
has been described as ‘a document that is remarkable for its vision and for the clarity
with which many of its goals are expressed’.’

It commits the financial sector to, among other things, increasing the number of
people with access to bank savings products from 28 percent to 80 percent by 2008.
There are many other goals in the charter, including the collateralisation of property
in high-risk or ‘red-lined’ areas, which are still being negotiated. The clear targets for
expanding banking services have, however, helped to galvanise the banking sector
into action. While further research into the precise motivation behind recent banking
initiatives must still be done, it seems that the sector was already looking for ways to
extend banking services; able to become more open to co-operative ventures as a result
of the co-operative nature of the charter; and given a sense of urgency by the charter’s
targets.® The result was the Mzansi banking initiative.

Mzansi is a low-cost banking product launched jointly by the ‘Big Four’ banks and

the government-initiated PostBank, at a collective cost of R25-R30 million. This pool-



ing of resources allowed these banks to make a significant dent in both the cost and
the infrastructure barriers preventing the poor from accessing banks. By combining
their resources (as well as, on a more negative note, offering fewer services) the banks
charge their Mzansi customers significantly less than their ordinary customers. This,
then, is a cheaper banking facility targeted at the poor, and is also more widely avail-
able. By pooling infrastructure, the eight participating banks have made 12 000 Auto-
matic Teller Machines (ATMs) available to Mzansi account holders. In its initial stages

Mzansi has been a resounding success:

Within the first six weeks Mzansi had attracted 180 000 users, exceeding many peo-
ple’s expectations. While these early successes need to be maintained if the Charter tar-
get is to be achieved by 2008, it is clear that Mzansi is a material step forward towards
the delivery of a universal service and has been achieved without government subsidy,

legislation or interference, except for its insistence on competitive pricing.*

This initiative has, furthermore, been far more successful than the original PostBank
scheme launched by the government. Although this was specifically designed to pro-

vide banking access to the poor, it failed to produce attractive banking options.*

The limitations of previous attempts to ‘bank the unbanked’

Since 1994, various attempts have been made to extend banking services to the poor.

These were unsuccessful for three main reasons:

1. The banks undertaking the initiatives were too small and lacked the resources, struc-
tures and skills to survive the fluctuations inherent in financial markets.

2. The banks involved were controlled by the government, and lacked the skills and
incentives to expand services to the poor.

3. The banks were large, highly resourced private banks, but lacked the will to develop
and expand their initiatives.’.

There are numerous examples of banks setting out to serve the poor, but we will
focus on three prominent cases, each illustrating one of the tendencies outlined above.
The first is PostBank, a long-established state-owned wing of the Post Office, which
seemed to be ideally placed to provide the poor with banking services through the 2 700
widely spread post office branches and agencies. In 1996 the Strauss Commission rec-
ommended that PostBank should change the nature of its services so that it could attract
financial clients in the rural areas. This would have involved providing new, affordable
savings facilities as well as general payment services. Despite the intention to do so, how-
ever, the PostBank has not delivered on this brief. It has failed to provide new services,
continues to use manual passbooks rather than offering electronic services, and controls
a very small share of the market. The reasons for this can be found in resources being
diverted from PostBank to shore up the losses incurred by the Post Office and, as is the
case with Telkom, the absence of market pressures to increase its client base.

The second example is the Community Bank, which was launched in 1994 and

offered a low-end savings account as well as small mortgage and business loans. The
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bank was partly donor-funded in order to facilitate ‘developmental’ loans. It collapsed
as a result of ‘too rapid expansion, internal conflicts, inadequate understanding of the
market sector, and unsound criteria for credit extension’.!

The third example is Standard Bank’s E-plan, introduced in 1994. This initiative
from one of the ‘Big Four’ offered simplified savings and electronic payment facilities,
and the establishment of special ATM facilities in low-income areas. These electronic
sites also provided customer education facilities and a special death benefit facility.
Take-up of this product was initially rapid. Standard Bank later introduced manage-
ment and transaction charges, ostensibly to eliminate accounts with zero balances, and
this may have led to the stagnation in take-up by 2000. Equally important appears to
have been the lack of follow-up initiatives. Although it vigorously launched the E-plan,

the bank did little to keep the momentum going in subsequent years.

Mzansi: a preliminary assessment

If we take into the account the various reasons for the slow progress of previous
attempts to ‘bank the unbanked’, the Mzansi initiative appears to be the ideal solu-
tion. It draws in the big banks, causes them to pool their resources, and encourages
co-operation between them and PostBank. It is therefore able to overcome the skills
and capacity shortages that plagued earlier initiatives. At the same time, the Financial
Charter’s target and the pressure government has exerted to make businesses BEE com-
pliant provides a reason to keep expanding this service until it has reached 80 percent
of the population.

However, the limitation of the exercise lies in the lack of competition it introduces
into the lower-income financial market. Although the partners have co-operated in
putting the Mzansi product together, they are competing as individual banks for Mzansi
clients. This is a weak basis for competition in a sector that is already highly concen-
trated. South African bank charges are extremely high by international standards, and
this is usually ascribed to the uncompetitive nature of the banking sector.”* The Mzansi
initiative has brought these charges down under pressure from the Financial Charter, but
more competition may be needed to make further inroads into the prices. Through more
competition, prices will be reduced and financial products will become more accessible
to the poor. That this is possible can be seen from the effect that Pick ‘n Pay’s Go-Bank-
ing services are having. Without seeking to specifically target the poor, Pick ‘n Pay is
seeking to attract more customers. As a result it offers services that may be cheaper than
those provided via Mzansi. According to one commentator, ‘would-be Mzansi custom-
ers living near one of Pick ‘n Pay’s 337 countrywide outlets may find they can do their
banking more cheaply through the retail chain’s card-based Go-Banking account’.”?

Although the Mzansi initiative has expanded rapidly by all accounts, concerns about
its performance are already emerging. The account is making most of its progress in
urban provinces such as Gauteng, and seems to be leaving the rural areas relatively
untouched.The launch account provided no debit order or transmission facilities,
‘which are essential if people are to gain access to a financial service such as insurance

and credit. Insurers will only provide insurance if they can collect premiums, and credit



providers will only lend if they can collect repayments. Mzansi can still not be used to
facilitate the R12 billion of remittances that flow from urban to rural areas each year.**
Encouragingly, a decision has been taken to provide debit order facilities from mid-
2006, and discussions are under way with the Department of Social Services on the

transmission of pension payments.

Policy implications

Prahalad’s argument that the poor will benefit from big businesses seeking to turn them
into customers is based on the idea that these businesses are innovative, have skills and
capacity, and will competitively strive to deepen market relations in poor areas. *° In the
Mzansi case these factors certainly seem to be in play, and this case study therefore adds
further weight to the argument that markets can benefit the poor. However, we have
argued throughout this report that competition is the essential fuel that makes markets
work for the poor. Without competition, the interests of the big corporations will come
first, and those of their clients second. Without competition the private sector will in fact
frequently engage in the kind of top-down initiatives we have seen so often from govern-
ments and development agencies. This does not imply, however, that we must replace
large, dominant firms with small, perfectly competitive ones. The size and the capacity
of South Africa’s major banks is a crucial ingredient of the Mzansi initiative. There are also
many forms of competition, and firms that appear to have a monopoly are often domi-
nant because they are better at providing services and products than their competitors.
Such firms cannot rest on their laurels; they continually strive to stay ahead of potential
competitors. Nevertheless, it seems that the poor will benefit if ways can be found to
make the South African banking sector more competitive. We must also remember that
the Mzansi account is in the early phases of its development, and its progress needs to

be monitored. Nevertheless, it is an interesting initiative with significant possibilities.

Summary

Our case studies show that markets are working for the poor in South Africa. They are
working to provide useful and increasingly cheap access to communication technol-
ogy; improve the incomes of wool farmers; ensure that the poor are able to benefit from
the tourism potential of the areas in which they reside; create an alternative education
option for the poor; and improve the access of some disadvantaged people to banking
services and credit. We have also seen how markets outside South Africa are improving
access to useful information, and making global markets work for the poor.

Our case studies also point to policies that could make markets work better. We
could increase competition in the telephone sector, extend the private sector’s involve-
ment in the tourism sector, and strengthen the institutional context in which the rural
poor reside. We could more effectively harness the potential of education markets by

creating a level playing field and public—private partnerships, and we can be vigilant in
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ensuring that the momentum of the Mzansi initiative does not dissipate, and that greater
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competition is encouraged. We could also do far better in accessing global markets.
The policy challenges are large. Our report calls on those in the development field

to take the potential of markets seriously, and to work on ways in which markets could

be made to deliver more benefits. In our conclusion we suggest some ways in which

these complementary agendas could be pursued.
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I N South Africa, the reduction of poverty and unemployment are, unambiguously,
the core challenges for those concerned with development. Few would reasonably
dispute the centrality of these goals. It is differences on how to commit resources to
reduce poverty and unemployment that separate the protagonists in policy debates.

In South Africa, discussions about how to help the poor tend to ignore or be biased
against the market. The examples cited in this report, as well as many others contained
in the research conducted for this project, may help to restore some balance. It has
been shown, for example, that:

e Privately provided cellphone services have rapidly become the primary means
of telecommunications by the poor, while Telkom, the expensive monopoly
fixed-line operator, has effectively been forced into retreating from serving this
constituencys,

* Pro-poor tourism projects driven by foreign aid, with market research and market
analysis being avoided in favour of ‘direct action,” has resulted in a costly waste of
European taxpayers’ money, whereas;

e Market-based approaches to ecotourism in similar developmental contexts has led to
long-term gains for the poor, at no cost to European or South African taxpayers;

e Private education for the poor which is focused on offering value for money to par-
ents is growing at little or no cost to the taxpayer, while subsidised, often free, pub-
lic education frequently yields poor results;

e Efforts to strengthen the market access of small-scale wool farmers have been more
successful, and have the potential to be still more effective, than the expensive
donor- or state-driven ‘top-down’ interventions in black agriculture of times past;
and

e the growth alliance between the Lesotho government and private apparel producers
has ensured that globalisation works for the poor in this small country.

How can this type of information be fed into real world circumstances in order to
allow development practitioners to factor in market-based solutions to poverty? Our
conclusion that the poor will benefit if their exposure to markets is intensified, rather
than blunted, is often the opposite of what many people working in the development
field seem to believe. Through their actions, such practitioners reveal their concern
to ‘protect’ the poor from markets, and to deliver goods and services to them directly,
without the mediation of negotiated exchanges. It has been shown that such strate-
gies, while often motivated by good intentions, have a strong tendency to fall flat, to
encounter insurmountable obstacles, and to work only for short periods of time. By
contrast, initiatives centred on working with markets draw on existing activities among
the poor, usually lead to realistic targets, and generate continuing benefits.

In the context of a general sense of frustration with traditional development
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approaches as well as the numerous successes of market-driven approaches in South
East Asia, China, and now India, many of the world’s leading development agencies
have adopted the MMW4P approach to development. The essence of this approach is
to strengthen the institutional context in which markets work; reduce barriers to mar-
ket entry; and, where this can be done without creating major distortions, enhance the
ability of the poor to participate and compete in markets.

Our perspective on the evidence cited is by no means that of ‘wishing away the
state’, but rather how best to use South Africa’s relatively modest resources in fighting
poverty. The same assumption underlies our observation on international aid: how to
best use it. Our research points to circumstances where markets, either on their own
or in combination with the state or aid agencies, can do a better job than either the
state or aid agencies acting on their own. Whether or not such circumstances exist will
depend on the capacity of the state, the way in which markets are already functioning,
and, possibly most importantly, the extent to which private sector actors can be drawn
into processes that will benefit the poor. Relatively weak governments that constantly
seek to extend their control are bound to run into trouble. But when the government,
the private sector, civil society organisations, aid agencies, and the poor themselves all
work towards a common goal, there is every chance of success. Setting out to make
markets work for the poor is a project that can draw all these parties together.

We have emphasised throughout that it is not simply a matter of leaving markets
alone. Interventions are often required to make markets work better for the poor. Mar-
kets do not work in a vacuum; nor do they always work as they should or could. This
sometimes makes it necessary to intervene to strengthen markets and to link poor
people to cheaper goods and services and better economic opportunities. These inter-
ventions, however, need to be undertaken carefully, and they must use the logic of the
market wherever possible.

Competition is often the most valuable aspect of markets. It may create difficul-
ties for firms struggling to survive, but it is the fundamental force that pushes firms
to lower prices, improve their products and their services, and grow. The case studies
have shown how competition creates benefits in areas such as the provision of phones,
education and radio programming. They have also suggested that increased competi-
tion will be beneficial to the poor in most of these sectors. Governments can take action
to increase competition, either by reducing regulations that prevent new firms from
entering a market or more directly by making certain forms of price-fixing behaviour
and mergers illegal. At the same time, what is needed is a light touch by the state. It
can become very tempting for state actors to view large companies as anticompetitive
or as opposed to the interests of the poor when in fact they are just more effective than
smaller firms or some of their larger competitors. Prahalad’s perspective provides an
important corrective here, as he shows how large companies, by virtue of their strength
and efficiency, often provide better services and cheaper goods to the poor than small,
under-resourced local entrepreneurs.

The case study on Lesotho’s burgeoning textiles industry shows that less devel-
oped countries do have global opportunities, and that strategic and collective action
is required to take advantage of those opportunities. Rather than seeking to restrict

trade, we should work together to expand it. Part of this should involve government-



led initiatives to bring about a restructuring of the international economy and to reduce
the unfair trading practices of large players such as the EU and the United States, and
to encourage greater levels of free trade between developing countries themselves.
But rather than bide our time until the (unlikely?) event that considerable progress
is achieved in this respect, we should be on the look-out for new opportunities and
devote private sector, government, and civil society resources to taking advantage of
whatever opportunities emerge. The global economy moves very quickly. It therefore
requires a rapid response from public and private actors, otherwise they will lose out
to those who are quicker and more decisive in their response.”

One final lesson is that all role players need to be clear about what the respective
role of markets and states are. States need to be effective at some very important basic
things such as providing security, upholding the rule of law, and enforcing contracts.
They also need to be flexible and intelligent. They must have an understanding of what
is happening globally and regionally, and work with the private sector to take advan-
tage of opportunities to grow markets and market opportunities rather than restrict
them, or only favour certain companies. In co-operation with other actors, they also
need to ensure that society has the right institutions and infrastructure for effective
market-based development. They need to extend property rights to as many people as
possible, and create a clear and simple regulatory framework to which most people in
the society are committed. These are difficult — and yet not highly visible — things to
do, and will extend most states in developing countries, especially if they have popu-
list political tendencies. It is therefore important for states to limit themselves to these
things and to not get into areas in which they go way beyond their capacity. Efforts to
extend state control beyond the state’s capabilities will harm the potential of markets
to work effectively, and this will be especially detrimental for poorer citizens.

Our findings on education deserve special mention. For a long time, it has been
taken for granted that it is the state’s responsibility to fund and provide mass education
for the majority of a country’s population. We do not seek to question that assump-
tion on the basis of a few examples. What our research does uncover, and what con-
siderable international research confirms, is that while state funding must underpin a
national system of education and training, there are a number of other new dynamics
worthy of considered reflection and appropriate action.

Like middle- and upper-class parents, poor parents are also able and willing to con-
tribute financially to the education of their children. Private providers of education are
already playing an important role in this crucial field — even in a context where public
education is subsidised and they are not —and are, in some cases, providing better edu-
cation for poor people than state schools. In this area where all South Africans would
agree that better performance is crucially important for the country’s future well-being,
and for opening up more and more opportunities to poorer people, it is essential to
think anew about the beneficial impact of markets, and the most appropriate roles of
public and private provision and the complementary relationship between them.

The competitive principles that private education providers bring to a mainly
monopolistic national system can have enormous benefits not only for learners enrolled
in private schools, but also for those learners from poorer communities remaining in

state schools who will now be subject to the discipline of competitive market forces.
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The state has an important role to play in ensuring that the positive impact of this
competition has an effect on poorly performing state schools, as well as the allocation
of budgetary support.

These findings have implications for education and schooling across the board in
South Africa. Issues such as how we finance each learner’s education and how we deal
with non-performing schools in the public sector can all be thought through within
a system that benefits from markets and the effective integration of private providers,
‘edupreneurs’, to help make for a better quality of education for poor people in South
Africa.

Turning MMW4P ideas into practice

In order to convert the ideas contained in this report into development practice, we
need those agents who actively assist the poor to engage with the validity of our argu-
ments, and then to put at least aspects of those ideas into practice. In an attempt to
initiate this process, we will now point to reasons why specific constituencies within
the development community should take markets seriously. We will also point to
ways in which these practitioners could start to make markets work for the poor in
the South African situation. We start with those who occupy the various spheres of
government.

Many in government would recognise from the present report — and others like
it — that they have a choice about how to intervene in the interests of the poor. Many
would also base their choice about whether they want to strengthen markets or gov-
ernment control on the merits of each case. Such strategic ways of approaching the
problem should be encouraged in all spheres of government. Crucial in this regard
is the leadership provided by cabinet ministers or members of executive committees,
from whom officials derive their sense of orientation. They could be encouraged to play
a leadership role in promoting market-based solutions at levels well below the broad
macro-economic perspectives in which government leadership has hitherto been bold
and positive. National government leaders advocate a national market-based strategy
for growth and employment, but many line-function ministers, MECs and local gov-
ernment leaders do not seem willing to carry this logic over into the realm of actual,
departmental or local-level development projects. Especially at the local government
level, this perspective is lacking.’”

Bridging this communication gap between the principles that guide national policy
and their application at the local level would be a constructive way forward. In doing
so, national leadership could encourage local political and business leaders to identify
opportunities to enhance the capacity of the poor in a market context. Together they
could develop programmes in specific regions and sectors that encourage private sec-
tor investment through improved institutional frameworks. It is unlikely that this will
occur without strong leadership from the centre.

In the meantime, each time local officials, who may be closer to the ground and
have a good understanding of local conditions, confront a development challenge, they

should be encouraged to ask themselves to what extent a market-based solution could



be promoted, how this solution would enhance the prospects for sustained develop-
ment, how the solution would reduce the demands on overstretched bureaucracies,
and to what extent it permits poor people to use their own initiative and make their
own choices. We are confident that if this procedure were to be followed there would
be many instances where it would be most feasible and beneficial to focus on making
markets work better for the poor.

A similar challenge also often extends to parastatals. Our case studies show that,
in many instances, markets can do the job more effectively than direct provision. For
example, all South Africans would support the important goal of extending telephone
services for the poor. But well-intentioned attempts to provide telephone services to
the poor through regulation and in a monopolistic way have been very disappointing.
In the meantime, competitive market players who have been primarily motivated by
the need to improve or maintain their profits have been extremely successful in pro-
viding the poor with phones and in setting up phone shops in disadvantaged areas.
Surely there are other key services — in transport, energy and power, land and agricul-
ture, and housing — where this kind of approach would work well, and each of these
different areas should be looked into with energy and commitment.

More could be done within government departments to use markets to achieve
the aims of poverty reduction. For example, there is a commitment to markets in the
departments of Land and Agriculture. This has led to South African agriculture becom-
ing one of the least regulated sectors in the world, but it has not really led to policies
that could make markets work better for poor farmers, as in the case of the wool farm-
ers we studied. Moreover, officials often ignore or even denigrate the very important
role of market forces in redistributing land to poorer black farmers, rather favouring
inefficient and politicised approaches. The Department of Social Development has
expressed its intention to reduce the dependence of the poor on transfers, and to find
ways of encouraging sustainable development, but its methods of achieving this appear
to depend primarily on traditional, project-based approaches to development rather
than harnessing the power of competitive markets. Although parts of the housing pro-
gramme have worked against rather than with the market, the Department of Housing
now appears to be taking the lead in promoting an approach in which property rights
are strengthened and the poor are provided with assets that they can use in a market
context. Hopefully this programme will be fortified over time, and whatever successes
it achieves will be publicised and expanded to other departments.

A change in perspective is also required outside of government. Business in South
Africa seems to be on the defensive, and often seems to assume that ‘the poor are the
problem of government’. Yet the MMW4P approach will create many exciting oppor-
tunities for South African entrepreneurs and businesses. Our report suggests that there
are significant prospects for them to extend their activities into the many geographic
areas in our country and in the subcontinent where the poor are concentrated. But
this is not a simple exercise, as it may require changing business practices, research
and development activities, and marketing to suit these markets. Many of our busi-
nesses are, of course, already engaged in such activities, but there seem to be many
untapped possibilities in our country and on the subcontinent. One of the most impor-

tant implications of the MMW4P approach is that businesses should not only sell goods
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and services to the poor but also, through their activities, build and strengthen mar-
kets among the poor. By building up markets, they not only serve their own immedi-
ate interests by creating customers; they also contribute towards establishing a growth
dynamic that will benefit all South Africans in the long run. The MMW4P approach
also provides opportunities to expand and improve the impact of corporate social
responsibility programmes. Rather than merely providing some publicity for the firm
concerned through undertaking ‘good works’, such programmes can expand its cus-
tomer base and improve business practices of the firm if they are aimed at expanding
market activities among the poor.

Businesses should also look to identify and promote programmes in which they can
co-operate with various levels of government. Here the primary issues are usually those
of appropriate role definitions for business and government in partnerships or joint
ventures. Rather than waiting passively for government to take the initiative, business
leaders should actively promote the ideas of MMW4P, help to launch successful initia-
tives, and, through such successes, strengthen the general support for market-based
development in the country. Businesses should champion the cause of MMW4P as it
gives them a vital role to play in a brighter South African future.

However, to make this possible, those NGOs and aid agencies that harbour anti-
business precepts will need to revise their thinking, if only to recognise the strategic
value of gaining access to business boardrooms on a basis of the genuine merits of
the cases being raised. Business in South Africa is under pressure on a wide array of
fronts, and presenting them with well-researched and profitable (if only in the long
term) opportunities, rather than preaching to them, will probably provoke the most
positive, and sustainable responses.

Educational institutions could also be inspired by the ideas that make up the
MMW4P approach. In particular, business schools might teach the ideas of Prahalad
and De Soto and examine the experiences of those involved in implementing MMW4P
programmes. In this they would be following the trend set by the world’s leading busi-
ness schools (including Harvard and Stanford) which are increasingly interested in the
works of these two and related authors. Young entrepreneurs and managers might well
find these new business opportunities awaiting those who are prepared to look hard
for new markets and consumers. Well-directed funding by aid agencies or business
in this direction would be an important next step. It is not only business schools that
could be inspired within the universities. All those schools and departments in tertiary
education involved in teaching courses about development or poverty or community
development could be encouraged to use this perspective to at least debate the role of
markets in poverty alleviation, if not taking the ideas further.

One opportunity that emerges from the MMW4Pp framework is for universities and
businesses to develop new kinds of mutually beneficial relationships. Historically, uni-
versities have tended to see business as a ‘cash cow’ for donations, and business has in
turn seen them as a repository of ‘good works’ mostly unrelated to real world interests.
Yet the students who attend universities and the parents who pay dearly for their fees
and costs are often desperate for a more pragmatic intersection of interests, centred on

the prospects for jobs or enterprise opportunities. The MMW4P perspective provides an



arena within which the educational and developmental concerns of universities could

fruitfully intersect with the interests of the business community.

The media can also play an important role in informing people of the potential of
market-based solutions, and influencing opinions to become more market-friendly. The
South African media in particular can add to a sense of positive developmental momen-
tum by counterposing stories of unsung market successes against their more common
agenda of both public and private ‘big bang’ successes/failures, or endless descriptions
of poverty. Demonstrating to newspaper managements that this material is commer-
cially marketable (as has in fact been proven in certain South African instances) should
form part of the MMW4P policy thrust.

International development organisations can also make, and are increasingly mak-
ing, choices about how they wish to interact with markets, based on the merits of each
case. At the level of large donor agencies, MMW4P is becoming increasingly popular
and is accepted as at least a possible strategy by most organisations. This includes the
United Nations, the 1LO, the Organisation for Economic Co-operation and Develop-
ment (OECD), the Canadian International Development Agency (CIDA), DFID, the Ger-
man dvelopmental agency GTz, and SIDA. All development agencies should take this
trend seriously. A potential barrier is the view among some development practitioners
that the poor are necessarily the victims of market forces and that they therefore need
to be protected from these forces. In some instances this may be the case, but it is not
the norm. As has been demonstrated in this report, there are ample opportunities to
help the poor in the context of markets. Such assistance is frequently more effective,
permits the poor to make their own choices, and is usually more sustainable. Where
they are not already doing so, development organisations could follow the lead of DFID
on MMW4P.

In a recent publication, DFID points to the following concrete steps it is taking to
make markets work for the poor:

e It is working with the International Finance Corporation and Multilateral Invest-
ment Guarantee Facility to encourage private investment in poor countries

e Itis supporting institutions in developing countries that allocate resources competi-
tively and have decision-making boards chaired by private sector representatives.

e It is identifying more effective routes (such as public—private partnerships) for
increasing the access of the poor to essential services.

e Rather than intervening directly, it is funding programmes that focus on enhanc-
ing human capital and good governance and therefore improve the ability of the
poor to help themselves.

e Itis engaging governments in order to support interventions that will improve the
way in which markets function. This includes support for regulatory reform and
the reduction of red tape; commercial justice reform; competition policy reform;
equitable land reform; and public enterprise reform.*

South African NGOs could hopefully also draw inspiration from the set of ideas and
cases we have presented here. The kind of approach explored in our study of wool farm-
ers provides one way in which smaller focused projects can seek to work in a market
context, and supplement government initiatives. To do this successfully, NGOs need

to adopt the following attitudes:
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e A determination to understand how markets are (or are not) working in specific
contexts, and how their operation may be improved in the interests of poor
participants.

e A focus on normalising or influencing market structures rather than attempting to
directly assist the poor.

o A willingness to work with other role players.

e A desire to achieve sustainable solutions.

e An avoidance of inappropriate solutions imposed by external ‘experts’.

¢ A readiness to develop and monitor the ‘crowding in’ effects of any intervention.
This must take place in the most important areas of national development, and not

only on the fringes of a rapidly urbanising society. Additionally, the MMW4P approach

requires intensive research as it works best when there is a good understanding of how
markets are actually working in particular localities, and also of the potential implica-
tions of different kinds of interventions aimed at strengthening markets. NGOs should
be encouraged to budget for market research, and their donors should be encouraged
to support such budgets. Lastly, there is scope for NGOs to operate as market devel-
opment facilitators — pointing the way for both business and the state to find ways of
strengthening markets and reducing restrictions on markets wherever they may exist.

These civil society functions are a crucial element in bringing together government,

the private sector, and the poor. All the studies show that it is in such a co-operative

environment that markets really take off.

The MMW4p approach clearly does not suggest that development agents simply pull
out of the process and ‘let markets work’. Instead, it requires interventions which respect
the market activities that are already happening, and seek to strengthen, rather than
replace, those activities. What is required in order to create effective MMW4P interven-
tions is, first, an understanding of how markets are working in specific environments,
and then the provision of the infrastructure, information, regulations, legal framework,
and other forms of support that will make those markets work better. This is not an easy,
quick-fix solution to poverty, but it is the most promising way to make a real and sus-
tained difference to the prospects of poor people in our country and all over the world.

Where to begin? Two initial steps need to be taken to start advancing the MMwW4p
agenda in South Africa:

e The case studies presented in this report and the lessons they provide for South
African development strategy should be effectively communicated to all stakehold-
ers. This should be coupled with;

e A rethinking of the most appropriate roles for the various protagonists and inter-
ests in the trajectory of South African development. Some role players seem to be
taking on too much, with too few resources; others are being expected to do things
they are either reluctant or unable to do; there are many who seem to want to do
something but are unable to articulate what it is; and many others are doing many
positive things, but are unrecognised or unsupported.

Reflecting upon the MMW4P case studies presented here provides a new empirical
and conceptual basis for rethinking these roles, thus leading towards a pattern that will
yield much better results for the poor. ‘Getting real’ will require that we go the next

step, and respect and reward each other for appropriate actions.
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