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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

Markets and the poor

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

23




Part1

Particular markets
can also be
constrained by the
way in which other
markets work

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
onan 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:

«  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.

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

o E ective 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 E ective bankruptcy laws. The e  cient operation of a market system must allow for company
failure and facilitate the predictable disposition of the assets of failed companies.

o Corporate laws that allow for incorporation and remove shareholders from exposure to unlim-
ited nancial loss.

o Aclearde nition of governmental responsibility.

One of the central, but notsu  ciently 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 ane  ective 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

Markets and the poor

MMW4P is not
aradical new
paradigm or
theory, but rather a
new approach that
builds on lessons
learnt in practice in
the development
eld

25




Part1

Prahalad shows
how business
innovation and
tailoring services to
t the needs of the
poor leads to the
development of
markets in

pOOr areas

26

CORPORATIONS SERVING THE POOR

The development strategist C K Prahalad shows how business innovation and tailoring services to

t the needs of the poor leads to the development of markets in poor areas. The poor bene t rst
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-
est and 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  rst
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 nancial 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 De ciency Disorder a ects 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 rm 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 pro t, this large corporation took on the challenge of supplying Indi-
answith su cient iodine to prevent health problems. To achieve this, the corporation rst had to

nd 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 regular salt. All this had to be achieved
without increasing the cost of the new salt much above the cost of regular, untreated salt. Any sig-
ni- cant increase in price would have meant that, no matter how much education they received,
poor consumers would have regarded the new salt as una ordable 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 rmly established, the women graduated to distributing all of HLL'S products in
their villages. Thus, in the pursuit of pro s, HLL has tackled a disease that a icts 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 e ectively, and how
toget the poortoe ciently use the transferred bene ts 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’ nancial, technical, organisa-
tional and social means.

o 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 in uence 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 moneyand e ort 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 di - culties, 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 peaple. 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 o~ cials, not communities. Toilet block designs are often inappropriate, and
limited water supplies make personal hygiene and toilet cleaning di cult. O cials charged with
maintaining and unblocking toilets are usually negligent. Within three months most toilets are

Ithy, 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 nancial 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 - rst 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.

* Competitionisane ective 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 nd 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 s 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 e ectually than when
he really intends to promote it’ (emphasis added).?
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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).

* CGlobalisation is a reality that less developed countries cannota ord 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 signi cant success in reviving the American city of Indianapo-
lis during his eight-year term of o - ce as mayor, put it succinctly: ‘Competition drives private rms
—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
helow that quote, and worked 68 percent more e ~ ciently 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:?




Ssummary

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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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

Calvin 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
schooliso ering. 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
Calvin 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’.®

{. 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.

Therole of nance inreducing 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 nancial 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 nancial 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

Part 2

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 MMwW4P 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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