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EXECUTIVE SUMMARY

The advent of a new age in American politics, ¢edpvith an extreme economic
crisis, has subjected every aspect of the fedeidgdt to scrutiny. Given these challenges,
the Obama administration will have to seek newtsmig to achieve its goals of increasing
foreign aid, and making development a central aspiets foreign policy. This report
examines how the key agencies in this process -elyaime US State Department and
USAID — can approach development in a way thaissfjable to the American taxpayer
and beneficial for the global poor, while fulfilgnthe objectives of stated US interests.
What we term abottom-up developmeimplies profound changes in the way these
agencies handle foreign aid. At its core the lmottgp approach re-defines who
development experts are, placing the input, imttatideas and feedback of the global poor
at the center of foreign assistance projects. é8pecting the voice oaf those in poverty we
can more effectively remove barriers to economiwaadement, producing sustained and
sustainable results. We advocate this shift inkihig alongside mechanisms for feedback
and evaluation that will help to identify projetisat work, and decide how to devote
scarce development-related resources. We alstifdspecific initiatives that
demonstrate the effectiveness of bottom-up appexsahd provide useful starting places
for State Department and USAID funding. In thmméiwhen many government agencies
and policies are being redesigned for maximum gffecess we believe that the US State
Department and USAID can maintain their relevamaiacrease their funding by using
bottom-up approaches as guiding principles. Thif & thinking and its subsequent
policies will provide long-term solutions for théobal poor while concurrently achieving
US global objectives.






INTRODUCTION

Stephanie Arbogast and Alison O’Leary (Editors)

The current economic crisis has strained everycsgehe federal budget and
brought each budget line under scrutiny. For thedJ®aintain, and hopefully increase, its
foreign aid budget will require a dramatic shiftite approach to development assistance.
We argue that this shift should be in favor of bottup approaches, because of their
effectiveness and ability to produce lasting pesitmpacts on the lives of the poor.
Bottom-up approaches are those that arise ouedielhneeds of people living in poverty,
and not the abstract ideas of academics. It isexurently the poor whose voice is valued,
in the design and implementation of bottom-up potge It is also the poor who provide
meaningful feedback as to how their lives have bewracted. By adopting a philosophy
that values the participation and inclusion of tbepients of development assistance, the
US can better implement programs that work. Wenedte as well the thorough,
independent and (as far as possible) standardizddagion and assessment of all
development projects. By redesigning developmesistsice to incorporate the expertise
of the global poor, and devoting resources to pt@galuation, we can see the kind of
change in people’s lives that warrants tax-payeestiment. A bottom-up approach will
help insure the continued funding of US developnassistance, and maintain the United
States’ commitment to helping the global poor.

The Origins of United States Foreign Aid and Develament Policies

Dramatic changes in the world's geopolitical acon®mic landscapes following
WWII gave rise to US foreign aid and internatiodalelopment. Prior to the1940s
wealthy industrialized nations systematically caru@ and extracted resources, wealth
and people from across the globe without regardhat, if any, responsibility they had for
returning wealth back to poor nations. Harry S.rian’s inaugural day speech of 1949
introduced the concept of foreign aid and socigpoasibility to the American people and
the world. Initially the US used foreign aid to prote free market reforms which greatly
benefited the rapidly growing US economy. By thed98he threat of Soviet expansion
and Cold War ideology expanded the aid objectifeh@US to include political and

military stabilization designed to prevent the sgref international communism. This new



emphasis on military, strategic and political diabtion drove most US aid funds toward
countries bordering the communist bloc, as welitestegic areas of South Asia, the
Middle East and Latin America. Underpinned by thiege foundations—enabling a
growing US economy and political stability—US aidmey flowed in a torrent towards
governments rather than needy people.

The 1970s and the 1980s did not see much chargd® policy toward delivering
foreign aid. However, a mind shift in US foreigul éegan to emerge after the fall of the
Soviet Union in 1991. While an official policy oE@enomic, military, strategic and
political security still drove funding for most guiograms there began to be dissention
among economists as well as political and sociahsists concerning the ignorance and
inefficiencies of maintaining the current policy hié the US economy did indeed benefit
through US aid and development policies, whichatifely opened up overseas markets to
US products and businesses, the political, straigil military security promised by
Truman in exchange for US tax payer’s dollars dittabme to pass. During the 1990s
academics and politicians alike began to challehgesssumptions that top-down,
government-to-government aid and development progactually worked.

The Current State of Development

In the 1990s domestic and international policy eralconsidered new approaches
to foreign aid and development; however, the curseate of development is in flux on
both domestic and international fronts. US policgkers are being squeezed between
shrinking budgets and the demands of tax payerswamb more value for their dollars
while being, on the whole, remarkably uninformeduattthe volume and composition of
US foreign assistance. The UN and the World Baeksaen as either ineffectual or part of
the problem—or both.

Most would agree that clean water, education, st health care, adequate
physical infrastructure and agreed upon ruleswfdee necessary targets for any aid
program. The question remains, how do organizati@s$ go about delivering on such
basic needs--let alone loftier goals, such as wésmanpowerment and sustainable
environmental stewardship?

The US State Department, USAID and other foreiggira agencies budget
request for FY 2009 is 39.8 billion dollars, whishust 1.3 percent of the total US budget.



Therefore, it is imperative that these funds becalled wisely. Budget restraints stemming
from the current economic crisis will continue teatlenge which programs get funded and
how current programs are evaluated for succesdéMeve that increased scrutiny is
beneficial for promoting policies which will ensutteat best practices for program
development and delivery are carried out. Curredfbyaid policy is guided by the
following principles:

1) Monetary resources are centralized through tBeéheral tax collection system

(not locally or individually given).

2) Information is controlled and flows internallpcaupward (not horizontally).

3) Decision making is done by US government agengigh limited input from

receiving nation’s agents) and is mandated andlyigbgulated from the top.

4) Aid programs are carried out by service provdderder direction of line

agencies.

5) Accountability of service providers flows intatlty and upward (not from

receiving nation’s citizens upward).*

In summary, these principles ensure that any progrdeveloped and implemented
by USAID will continue to be hampered by restraintslt into the system. In order to
more effectively use scarce and valuable fundsrépsert will draw attention to several
innovative programs that seek to partner with apients who will be active players in
their own development. We strongly believe thatlqooblems are best addressed with
local solutions, which are supported by, but naradden by the US
United States Interests

The United States’ interests in international depment have evolved with the
increasing interconnections of the global econonig hope is that economic growth in
poor countries will contribute to greater globaltslity. Greater economic, as well as
political participation, will contribute to bettgovernance, growth, stability and
sustainable development.

Increased education and vocationalsskilpoor countries make them more
attractive as destinations for US foreign diregestments, and provide those countries
with greater opportunities for export and produetantrepreneurship. These measures will

help create jobs and contribute to poverty redactiod empowerment.
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In our current difficult economic timess important that US funding and spending
on development be transparent, accountable, aiuieetf since there will be many
competing claims on funds. We need to know momeiatvhat works and what does not
work in order to help maximize the effectivenes&J&f foreign assistance. Many new
models have to be tried out and evaluated properdyder to maximize program
effectiveness and funding allocation. We need faekiland information from the poor
about what works and what does not: the recipiehésd to be given a greater stake and
more power in the process.

US interests in diplomacy and developiwéll be advanced by more US business
abroad, and more open trade with poor countriegrdming global communications and
bridging the digital divide would contribute to artrease in trade and commerce.

Effective foreign assistance can helfuce the potential for conflict and instability
created by poverty and exclusion — making the warsa@fer place and reducing US
exposure to terrorism and wars. Similarly, aid batp reduce the vulnerability of the
poorest and most disadvantaged (e.g. women). Awadl\fi more secure and formal
property rights can help turn the assets of the pdo capital, spurring growth,
employment and the volume of exchange.

Bottom-Up Development: A New Direction in Foreign Ad

The term Bottom-Up is very clearly a referenceievious Top-Down schemes,
which have dominated US development assistanceqisoj These schemes have largely
been designed by experts from rich countries, basdthndouts to often corrupt
governments, and required little or no feedbactodbkeir effectiveness. Even with the
advent of the Millennium Challenge Corporation (MC®hich has re-directed aid to
countries with better governance, the design amdementation of many projects has
often been irrelevant to those they sought to seRtegthermore they have been measured
by the amounts disbursed, and not the resultsegptbjects implemented. Bottom-Up
development focuses on input from, and participaby, the beneficiaries of development
assistance. One of the most important assumptiotissgposition is that the poor are the
experts on how their lives can be improved. Thegvk what their needs are, they know
what kinds of programs work, they often know whane when and how to do what needs

to be done. What they lack are resources, and tfning which we can humbly provide.
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We need to shift our thinking from what can we dive poor, to exploring why they
haven't been able to secure those things themseluedoing so we must discard ideas
that academic and bureaucratic specialists, laigelye developed world, are experts on
the problems of the poor. What bottom-up develatrseeks are ways to empower
individuals to make lasting changes in their livétsis intended to be a sustainable
approach that values the individuals living in poyend breaks the cycle of dependency.
The philosophy of bottom-up development is in essencommitment to
participation and inclusion of the poor. Much diat keeps people in poverty is exclusion
from the means of wealth creation, and the laolpgiortunity to participate in decisions
that affect their lives. Bottom-up initiatives foeon the removal of these barriers, and the
creation of opportunities for people to exerciseich and better their lives themselves.
This approach does not attempt to circumvent gowenis, or downplay the role that
power structures play on the lives of individuddsues such as legal reform, land rights,
and government accountability, all need to functioa participatory, and inclusive
manner to insure that segments of the populatiemar marginalized. Bottom up
development is an equitable approach that canmebmpressive structures as well as
inform our approach to effectively providing thegpavith the means to ameliorate their
lives.
Who We Are and Why We Care
Every graduating senior at the Jackson Schooltefmational Studies is privileged to be
part of a Task Force Report as their culminatirgjgmt. This Report draws upon regional,
cross-cultural, and comparative studies in varitigsiplines including, economics,
geography, history, political science, sociologyduage, literature and religion. It is an
honor to put into practice the theory behind sedwarars of academic study and research.
While this report is hypothetical in nature, it mbimeless has been researched and written
by the next generation of business professionalgygamernment policy makers who will
shape and implement the domestic and internatjooiadies and programs of the 21st
century. Underpinned with that awareness, thismtegaeks to illuminate the weaknesses
in current development policies and then advoaateefal and sustainable change based on
knowledge gained while at the Jackson School. Hask Force member who contributed

to this report has chosen a specific topic thag teel strongly about. In the course of
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researching and writing their chapters the ediama instructor have witnesses each
author’s journey: from that of interested but uessmpporter, to a passionate enthusiast for
policy change. The hope of the Jackson Schoohisttitough the process of creating a
Task Force Report, its graduating seniors will meead with the tools necessary to deliver
national and international programs and policies &ére culturally and politically suitable
and economically sustainable. As the editors o« thsk force we believe that the hopes of
the Jackson School have been achieved.

Structure of Report

This report argues for a shift in the guiding piohes behind development
assistance, as well as specific policies. Itésdfore divided in to these two parts and
subdivided in to thematic chapter clusters. Theacstire is as follows:

Part 1 Overarching Themes and Structural Conditions
Accountability and Governance

This cluster establishes the need for a transpaysitem of aid distribution built on
feedback and evaluation. It also examines howobetip approaches can be employed to
correct top-down issues, in terms of governance.

Chapter 1 provides an in-depth assessment of tiertisystem of aid distribution, its
flaws and inefficiencies. This chapter focusesgmally on the lack of analysis, which
has fostered a system of waste and ineffectivem@sisexplains how bottom up
approaches can address these issues.

Chapter 2 examines the role of political empowerntl@ough participation and its
effect on development policy. This analysis fosuge the importance of locally produced
knowledge and innovation, and demonstrates theal#ntof rights and capabilities in
determining the success of development projeckss dhapter also addresses how
government initiatives in poor countries can mowayfrom top-down approaches
through participation, which is a key issue forseduent chapters.

Chapter 3 establishes the importance of good ganemand examines what
mechanisms are already in place to measure argf thsise practices. This chapter argues
for a stronger bottom-up influence in terms of infram poor countries whose perspective
and participation increases the effectiveness ahaeisms like the Millennium Challenge
Corporation (MCC).

13



Chapter 4 looks at a specific governance concemuption and examines how
bottom-up solutions involving participation and agntability can be employed to combat
the problem.

Economic Freedom and Improving the Business Climate

While the previous cluster focused on participatitis cluster deals with the
centrality of inclusion in bottom-up developmenhelthree chapters herein address
structural issues rooted in poor countries’ legateams. Each chapter illuminates the
importance of legal and governmental structuresatainclusive and accessible to the
poor. Together they provide guiding principleshofv US policies can advocate inclusive
reforms, without attempting to implement pre-fabted top-down solutions.

Chapter 5 details the importance of legal propegdiyts in terms of capital creation,
and their centrality in poverty alleviation.

Chapter 6 examines this issue in terms of womegrgs to land ownership and
inheritance.

Chapter 7 looks at method of formal and informaitcact enforcement.

These three chapters are extremely relevant ipribraotion of entrepreneurship
and sustainable methods by which the poor canrlibtie situations themselves. Given
that mortgages provide a huge source of capitdiubls entrepreneurship legal property
rights are central in the promotion of bottom-upesnes. Contract enforcement provides
the needed support for small business to succgeahding the network within which
people can do business.

PART 2 Key Issues in Development Policy

The second half of the report addresses specifiorgeand examines how bottom-up
approaches are working or can be implemented awsasricial to global development.
The remaining three clusters are education, micanite and information and
communications technology (ICT).

Education

This cluster addresses the fact that althoughagoturcis always a development
priority, many schemes have been largely ineffectiVhe two chapters herein argue for

different models and new forms of evaluation intlo@es of developing lasting results.
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Chapter 8 focuses on new solutions to the ongaiaglem of promoting education
in poor countries, specifically primary and secaydaducation.

Chapter 9 identifies an important gap in educationling, that of technical
training and vocational education which can inceea®ployability and provide solutions
for sectors not currently being served. Both eksthchapters look at how small-scale
projects implemented with systems for evaluatiam loa effective in improving education
and subsequently employment rates.

Microfinance

The most visible, and arguably most noteworthy agdshment of bottom-up
development. While the positive effects of micnafice are widely known, we focus here
on how this incredible tool can be improved.

Chapter 10 addresses the importance of makingororedit accessible to the
poorest in poor countries and how the US can asdafocess. This chapter also looks at
the importance of transparency in microfinanceitugbns, and examines how they could
be regulated or commercialized to the benefit efggbor.

Chapter 11considers the possibilities of microfoepaired with other vital
services like healthcare and education targetecifsgaly at women. The effect of
microfinance on women’s empowerment has been sutiteand here we seek solutions
to further expand its reach.

Information and Communications Technology (ICT)

The final cluster of the report examines a sectoos®e importance cannot be
overstated in the development of poor countried,tha US’s approaches to aiding them.

Chapter 12 examines peer to peer lending, aniegeitodel for aid that has
received a lot of press lately wherein individuais able to loan money directly to
entrepreneurs in poor countries. This chapterigesvideas for ways USAID can evaluate
this model and possibly incorporate it in developtressistance.

Chapter 13 discusses the proliferation of cell g@son poor countries and how
bottom-up schemes can capitalize on this widespesathology. This chapter argues for
the continued funding and research of cell phookrtelogies and explains their many

possible applications.
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Chapter 14 addresses the importance of develofigblutions that are relevant
to the poor. While this chapter deals with thieapecific ICT issue, it functions also as
an overarching commentary for the ideas presergesl HWe are advocating small-scale
transparent projects designed for, and often by#ople they've been created to help.
Advances in all sectors should value local knowéedgd through participation and
inclusion, work to address specific issues.

Following the chapters, which each include indidbrecommendations based on
their targeted research, we provide the overaltkemmons and recommendations of the
report. It is here that we bring together the irfalteted aspects of this topic, which
provide both a set of guiding principles, as weslkaecific action items, and identify
bottom-up development as a key policy in the futfreS development assistance.
Concluding Remarks

In its sixty-year history, foreign aid and devetognt has been invented and
reinvented several times over. We are now at esemaed where foreign assistance can
truly do what it set out to achieve and that isiprove the standard of living for all
people of the world. This report will demonstratawhbottom-up development, driven by
local people, with specialized, regional knowledgthe best solution to the development
dilemma. We will examine how governance and acchility, along with improved
economic, finance and business climates, couplddintreased opportunities for women
can enable specific projects to flourish. Sevefahe projects that we will highlight
embrace technology as a tool to connect the poeac¢h other, and the rich to the poor.

Furthermore, as tensions mount between rich aneigol nations and those at the
bottom of the economic pyramid, it is vital to aational security that growing efforts
continue to be made to fight global poverty. Timk lbetween poverty and hopelessness is
abundantly clear. In today’s increasing climatglobal terrorism it is imperative that the
needs of the poor receive positive attention whicohs to elevate their economic situation,
rather than a continuation of poverty driven hopgtess. Therefore, this report
recommends that culturally sensitive and econoityicaistainable foreign development
programs and policies be encouraged from the vargamt of those at the bottom of the
pyramid. We are mindful that this is a new andHhrasdel of implementing foreign aid

and we understand that there may be skeptics. Nelest, case studies presented in this
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report will demonstrate that a bottom-up approamsdndeed work. Occasionally a
hybrid approach of top-down and bottom-up developmeay provide the best answer to
a problem; in these cases this report recognizestimvergence of the two models.

By embracing bottom-up development the US caronbt achieve its goals of
continuing to be the world’s leader in foreign aittd development programs and policies,
but it will also set an example for new and inchesmethods of aid delivery which other
nations may also implement. In the last 60 yeargidgn aid and development programs
have failed to eradicate poverty and raise thedstahof living of the world’s poor.
Currently more than 4 billion people live on leBart $2.00 per day, do not have access to
clean water and live in squalid conditions. We hi@aened a lot since 1949 and should not
continue on a path that has produced such dismaltse The recommendations in this
report may appear radical—after all how often &eevtoices of the powerful displaced by
those of the disenfranchised? Nonetheless, owfhglihat it is time to try a new approach

to eliminating poverty.

1 Pritchett, Lant, and Michael Woolcock, “Solutiondyéh The Solution Is the Problem”.
In Easterly ,William (ed.)Reinventing Foreign AidCambridge MA: MIT Press, 2008.
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Chapter 1

INCREASING THE EFFECTIVENESS OF OFFICIAL DONORS

Maddie Cunningham

ISSUE
The development business within the United State®ntly lacks any standard

form of accountability or transparency. The Goveentrdoes not evaluate several of its
development projects, ultimately leading to a falof adapting its foreign aid policy to
strategies that are successful and eliminate appesahat are obsolete. Taking this into
account, it is time that the United States starlearn from its mistakes and evaluate the
ramifications of its development programs. Furthemm it is necessary to incorporate the

local voice in impact surveys to determine whatéemed as successful.

BACKGROUND

Introduction

In recent examination of foreign aid, it is becogiincreasingly apparent that the
United States is fostering an ineffective developtaéd “business.” The contemporary
structure and organization of the foreign aid seistéueling cycles of development
assistance that are often called into questiorr, thimate impacts and ability to diffuse
sustainable economic growth are debatable andailigydo diminish the number living in
poverty is contestable. Furthermore, the currenegiment and development institutional
organizations are arranged in a compartmentalindchaultilayer manner that causes
fragmented development plans, ultimately impactivgeffectiveness of aid assistance.
The US favors a process that rewards rapid ane kggle dispersal. It emphasizes loan
reports and places minimal focus on developmertooags. This approach to aid
distribution creates quick project cycles with fieetive follow-through, monitoring,
accountability, or participation form the local itisector. In essence, it creates a
development practice with no long term monitorimge@aluation system that is
responsible for holding the government accounttbles intended outcomes or

beneficiaries.
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With the advent of bottom-up development and areimsing focus on grassroots
participation, the development assistance mod#iefJS proves to be outmoded. Its
structure, budget, policies, and approaches hawssence, followed the same mentality
since the creation of the Marshall Plan in 196hisTs not to meant to question the
intention or purpose of the government’s foreigih service, but rather highlight that the
current and traditional “top-down” and large-scaleeign aid process is inefficient. It is
now, with the advent of the bottom-up lens of depatent that reform must occur.

Even though the contemporary foreign aid structergains several junctures
through which inefficiencies can be addressed, mpgse that emphasis should be placed
on accountably, transparency, and project monigoffinrough monitoring the outcomes
of its projects, the government can gain a greata@reness of development impacts in
local societies, how it is received, its level og&inability, or whether it was correctly
implemented. Furthermore, the US needs to breakulrent aid dispersal techniques and

create a sustainable development approach thatndbespeat previous mistakes.

Current Unites States Development Challenges
Structure of United States Foreign Aid

In order to expand on the importance of accouhtghiransparency, and
development evaluation in relation to increasirgyedfectiveness, a clear understanding of
the structure of foreign assistance and developridns needed. Ranging from non-
governmental organizations, private organizatioultiple individuals, and the
government, the US participates in a multitudeefedlopment projects. Foreign aid is
impacted by a myriad of influences that help detawdget, policy, and research. Although
all donors contribute to the international arend@felopment, this chapter focuses on the
State Department and the United States Agencynfernational Development (USAID) as
the main players in US development aid.
How the Current Aid System is Ineffective

More so than ever, the effectiveness of US devetn aid is being questioned,
and it is contended as to whether or not it istangaappropriate and sustainable projects.
Over the past two years, the US aid assistancddmsased 22% and has dropped from
$27.0 billion in 2005 to $21.8 billion in 2087.It has experienced a shift away from the
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poorest countries most in need towards those writimger governance. Although this
chapter ultimately focuses on improving aid througireasing accountability and
transparency, it is important to gain a greatereustnding of many of the fundamental
inefficiencies within the contemporary system. Maithese shortcomings are deeply
embedded within the structure, organization, arldlcoration among domestic aid
organizations. It is due to organization fragmeatatlack of funding for public goods, a
decreasing participation in multilateral organiaas, cycles of aid disbursement, lack of
including locals into ownership of local developrmprograms, and a lack of program
feedback loops and evaluation that the aid busiisasgffective.
Fragmentation

As of now, the US development strategy, both imth@nd implementation, is
fragmented. Including domestic organization, inéional involvement, program
implementation, and interactions with beneficiaribe US experiences several levels of
involvement. There is no one single theory or oizgtion solely responsible for
development. This multitude of players has leddlicy incoherence, conflicts and
confusion of responsibilities, discrepancies betwgavernments and non profit
organizations, and overall ineffective project iempkntatiorf. Furthermore, several of the
development branches within the US have startathudSAID as a contractor which has,
in part, transformed the organization into a casiing agency, rather than an independent
development organizatiohOverall, this has increased risk, the likelihaédtorruptions,
and has diminished the intrinsic value of develophpeograms.

The impacts of US foreign aid fragmentation arelent when examining the US

development involvement in Tanzania in 2000-2002.

Case Study 1: Tanzania

The US disbursed about $100 million of aid in Tamaafinancing 50 different projects gt
an average of just $2 million a piece [...]. With mdhan 1300 projects altogether in thiat
period, and an estimated 1000 donor meetings agyeh2400 reports to donors every
guarter, Tanzania several years ago announced-anfooth holiday during which it wouldl

not accept donor visits.

(Source: Birdsall 2005r

20



By examining the US involvement in Tanzania throtlgh case study, it becomes
evident that the organization, communication, @uwt lof a unified strategy created
ineffective development; too much development withe succinct and coordinated
implementation process created chaos and inhipitegress. It even caused Tanzania to
close its doors to development donors and takerarfmnth “holiday” in order to avoid
poorly coordinated development. Furthermore, tigblights how the missing
coordination from the bureaucracies at the “topi ceeate negative impacts for those at
the “bottom.”

Additionally, a large fragmentation exists withire underlying theory of
development approach and aid investment. Thedv8atutes its own needs versus the
needs of intended recipients; a large portionsofidvelopment aid is dedicated towards
short term political security needs, while onlynaa8l amount is dedicated towards long
term development goals. For example, the recen¢ase in aid since 2000 has been
towards Irag, Afghanistan, and HIV/AIDS progran#ss of 2007, aid towards Iraq and
Afghanistan accounted for 24 percent of US assistarThis increase in aid shows that
underlying fragmentation exists between short teafitical and security needs of the US
and long-term sustainable development.

Lack of Funding of Public Goods

The US has failed to invest in both public andaegl goods. Public goods lack
solid investment but hold the potential to creatgtainable development and mitigate
larger developmental challenges. A public gocani®bject or information that impacts
individuals in the same manner across bordergntieclude research on medical vaccines,
farming methods, or environmental mitigations.l$baextends to economic infrastructures
and can include the harmonization of stock markatdti-country roads, or shared
electricity grids. Although recent trends have seamall increase in investment of public
goods, the US has historically contributed an im$icant amount of their budget to this
sector. For example, of the $60 billion disburkedaid development in 2002, it is
estimated that only $1 to $2 billion was spent mjgrts fostered by multinational
programs in developing countris.

Much controversy and reluctance exists over inngsh public goods. Undefined

ownership, political involvement, budgeting, angaincial support limit the involvement of
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the US. Furthermore, investment in public goodssdwot yield immediate results and can
often appear to neglect direct requests or neeltxcaf governments. Although there is
little emphasis on public goods within the US, nhadéral organizations and banks have
been responsible for the majority of investmeruiblic goods.

One specific form of public goods that is sigrafitly underinvested in, which this
chapter will later examine, is programs which monihe effectiveness of development
plans. Known also as impact evaluations, the Uggonent significantly under invests
in the public good that can bring awareness of toinprove the practice of development.
By failing to invest in public goods, the US faitsreflect the globalized and international
manner of development, ultimately weakening its al@aelopment success.

Decreasing Involvement in Multilateral Organizations

One of the greatest shortcomings of the contempdoaeign aid department is the
decreasing involvement in multilateral organizasio® multilateral organization can be
regarded to as any type of an organization thadiggaates in development that has
multiple donors or more than one nation. As of 2084.5 billion of US foreign aid was
delivered bilaterally whereas $1.3 billion was ameled through multilateral
organization$.As of December 2008, the US only channeled 10gmerof its aid budget
to multilaterals whereas other countries donatetbig8 percent. With this decrease, the
US looses an overall advantage in the internatibelal of development. It looses leverage,
influence, and assertiveness in policy making,rgyicetting and budgeting.

Currently, the US provides between 15-20 percetit@funding for major
multilateral organization. This creates a missed opportunity to particifrat@ore
successful development policies. According to Mfill Easterly and Tobias Pfutze,
multilateral organizations cultivate the most eéfit and successful types of
development. Overall, the decreasing involvement in multitat®rganizations has
proved to undermine the strength of the US in #heetbpment field, debates its authority,
and questions the future influence of the US intihaiéral organizations.

Cycles of Development

One of the most ineffective practices of develophaad is the process through

which the government designs and implements pjestso known as project cycles, the

government currently favors a system of large saaterapid execution. Frequently, this
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is accompanied by a form of donor impatience angld@ment assistance adopts the front
of a business transaction rather than a humamtagase.

Budgets frequently run the pace of developmentesycBanks and the US
government want to meet disbursement schedulesuann time”. Accomplishing
budget transactions and completions is of more mapoe than development
performancé? This leads to an impatience to disburse monelylegislatures fear that if
they do not spend money on time, it reflects tbain inabilities™*

Additionally, development institutions often focois loan reports and budget
achievement¥’ The implementation of projects, rather than itcomes, remains the
main priority. This mentality causes the purpokthe project to be lost and leaves no
room to evaluate the successes or failures of im@iteed aid. Overall, the US fosters a
cycle of development projects that is dominatea bgpid fire implantation process guided
by annual budgets.

Encouraging Participation and Not Ownership

One of the largest shortcomings in the contempaaatpusiness is the failure to
truly incorporate locals and civil society into tbnership of development projects.
Ranging from budget decisions, policy approachgegowg techniques, and forums to
express concern, development programs are desvgtiealt the influence of those who
are most impacted. Program schemes and projectseated from the outside, diffusing
an external concept of what is “appropriate” oréded.” Furthermore, locals are expected
to “own” the programs by participating in what isust upon them. This creates a
disconnect between locals participating in an auttbelevelopment project through which
they have contributed versus an external developpreject that demands participatibh.

The US currently encourages participation in dgwelent projects. What the US
fails to address is that simple participation doetscreate or indicate significant ownership
of programs:* By continuing to encourage participation rathert ownership, the US is
furthering the ineffective and locally insensitimentality of top-down development.

Lack of Feedback Loops

The US fails to listen to the voices that provide greatest feedback about

development projects. The US neglects to gathestidack from local communities and the

opinions of the local voice remain missing in dey@hent program completion. There is
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no designated forum for the poor to express theiw\of development projects or for the
US to tap into to the most valuable voice of thogest impacted.

In part, this creates a certain mentality withi& government that undermines the
knowledge that individuals have of their own sogiét surpasses the ability to tap into
what could, perhaps provide the most relevanttmohodify their development policies to
what is most successful and relevant. Furthermbuedermines the ability of local

individuals to eventually intertwine and take owsteps of local projects.

Recent Attempts to Improve Aid

This section will highlight recent steps taken bg government towards improving
foreign assistance. Despite these attempts, thedy8opment business remains
ineffective. This section will start by highlighgrreforms beginning in the Bush
administration including the Millennium Challengeddunt, the reorganization of USAID,
the creations of the Presidents Emergency PlaAitty Relief (PEFFAR), budget
reorganization, and the implementation of the Fepss. Furthermore, it will highlight
current attempts the government has taken to iserdavelopment accountability and
transparency. It will draw on examples from redeends initiated by the Government
Accountability Office (GAQO) aimed to increase impaesults and development
evaluations. Overall, it will support that evéiotgh the US has started to adapt its
foreign policy to the needs of the twenty-first waw, it still falls short of an effective,
transparent, and well organized business.
Millennium Challenge Account

The Millennium Challenge Account (MCA) was create@002 by the Bush
Administration in attempts to change the requiret@nd process of aid distribution. The
MCA urged for a transition of aid from the poorestintries to those who foster better
practices in governance, economic policies, anttthead education program3.The
Account was geared towards increasing developnfeattiweness and gave the recipient
country ownership and accountability of the aid.

We examine the details of the MCA and the MillemiGhallenge Corporation
(MCC) created to distribute the funds in chapteed¢hbut in terms of accountability the
MCA has failed to fully evaluate the results ofpt®grams. This lack of accountability
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and failure to terminate inefficient programs, exypdifies the US government’s short term
development goaf€ Furthermore, this plan was created with new lagjsh, outside of

the already existing development organizationisadtied chaos to the already fragmented
order and undermined the power of USAID.

The President’s Emergency Plan for AIDS Relief

The President’s Emergency Plan for AIDS relief[RR) is an initiative created in
2003 that called for a $10 billion increase towatdg/AIDS initiatives. The increase
occurred over five years and grew from $5 billior$st.5 billion. The plan gave 83 percent
towards bilateral programs and 16 percent towandslateral organizations focusing on
tuberculosis, AIDS, and malartalt signified a broad shift in both development aiutl
foreign policy because it called for a greater eaghon health issues and the geographic
region of Africa.

The plan was met with initial success and has lkeewn as one of the most
effective attempts to mitigate HIV/AIDS. PEFAR hamnected over one million people
with antiretroviral therapy, aided over two milliampacted youth, and continues to
globally distribute the most condortfsit has encouraged medical training within
developing countries, ultimately pushing for mared! involvement? Aside from specific
results, perhaps the most impacting componenti®fpiiogram is that it created a
development organization that will continue to @per It is a movement towards a more
sustainable development practice.

Although it has proven to be successful, PEFAR&intributes to aid
complications. Although it invests in a globabtic good, the method through which it
does so adds to the fragmentation of aid orgaoizatiPEFAR runs across several
executive branches including the State Departné®8ID, the Department of Health and
Human Services, including both the Centers for &seControl and Prevention and the
National Institutes of Healtff.Furthermore, the large emphasis (both numericaity
thematically) on HIV/AIDS leads to controversy bass whether or not the government
is creating a narrow focus within its budget. Bgisding such a large amount on one
health concern, several other health programs\sdamked. An example of this is

demonstrated in Ethiopia.
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Case Study 2: Ethiopia

The 2007 aid donation to Ethiopia, one of the pstoceuntries in the world, is a

great example of this imbalance. Approximatelyp®@cent of US assistance to Ethiopig

went to HIV/AIDS prevention, 38 percent to emergefand relief, and 7 percent to chilg

survival, family planning, and malaria preventiordareatment. Only 1.5 percent went tp

agriculture, 1.5 percent to economic growth, 1.f@et to education, and one percent tq
governance.

(Source: Atwood, McPherson, and Natsios 2008)

Through this example, it becomes evident that thke emphasis on HIV/AIDS
neglects several other sectors that need foredyitaiemonstrates the imbalance of
receiving aid. Overall, even though PEFAR has enow be successful, it has contributed
to many of the challenges facing development assist
Budget Reorganization

Perhaps one of most transparent changes madgderBush Administration was
a reorganization of the Official Development Aiddget. Although this is a component of
development that remains in flux annually, it hagegienced recent restructuring that has
altered the impacts of development assistancee fifdt is an increase in aid to Iraq and
Afghanistan and the second is an increase in adbt.r

Since 2001, the majority of the increase in threifpn aid budget is seen through
aid given to Iraq, Afghanistan, and various suraing countries. As of 2007, aid for Iraq
and Afghanistan was $5.1 billion dollars, or 24geett of the US budgét. Although this
has changed over the years, the highest aid irergas $11.2 billion given to Irag in 2005.
This is followed by $4.7 billion in 2008.

This increase in aid to Irag and Afghanistan h&soccurred without ramifications.
The two largest impacts have been further fragntiemtaf US foreign aid and the
supporting of short-term development projects. Diepartment of Defense has been in
charge of this aid dispersal. This is challendiegause it is traditionally only in charge of

22 percent of the foreign aid budget, and the ali@enount of aid is much more than that.
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This also leads to further fragmentation of theia@ustry and is distributing authority
among other governmental organizations.

Debt relief is another major contributor that khanged the manner of aid
dispersal. Starting in the Clinton Administratiaiebt relief has experienced an increase in
official development aid. For example, it accounfier 15 percent of the budget in 2005
and seven percent in 2086 Increasing debt relief has been given to IrageNa, and the
Democratic Republic of the Congo. The increasingam of debt relief has been
accompanied by a gradual transition away from tlvelvement of multilateral
organizations and placed an increasing emphadidateral aid assistance.

Although there have been recent increasing trehdsmpacts of debt relief can be
misleading. The benefits of the aid are not imiaietly felt and it represents a future cash
flow. The money is dispersed as a forgivenessbf cather than immediate development
assistance and the ultimate impacts are neveyrealluated. Countries also experience a
decrease in aid the following year. Debt reliatigates development cycles that question
efficiency of aid. It lacks tangible results. Bdhe change in aid to Iraq and Afghanistan
and increasing debt relief contribute to the cydiedevelopment that lack aid evaluation
and long term development.

The “F Process”

In attempts to mitigate the fragmented nature ef@lomestic Foreign Aid industry,
Secretary of State Condoleezza Rice in 2006 iedi#the “F Process”. This process was
geared toward creating deeper reform and bridge&thate Department and USAID,
created a new Director of Foreign Assistance, aedted a new Foreign Assistance
Strategic Framework:

The “F Process” was a great step towards a refoatnfocused on the deeper
structural obstacles within the US. However, #femm was not as comprehensive as
intended and left several US key development ptafrestrated. The process failed to
acknowledge development plans outside of State irapat and USAID and avoided
restructuring any coordination with the executivartzth or Congress. It omitted several
key players and programs. Although the “F Processied to be successful, it has, and

will continue, to contribute to the fragmentatidndevelopment endeavors.
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Accountability, Transparency and Evaluations

Although the US Government has recently made skadsnmpts to modernize and
improve the effectiveness of foreign aid and demelent strategies, several areas remain
overlooked. Perhaps one of the most neglectexs anedevelopment strategies is that of
accountability and transparency. Accountabilitg &ansparency, which in essence are
monitored by various forms of evaluation and impsgessments, are the key elements
contributing to effective, sustainable, and comrurelevant development projects. They
are the key elements through which developmenpiaides to be a success or a failure.
This section will highlight how the US fosters aakesvaluation system, which in turn,
gives way to poor accountability and transpareritwill then examine the importance of
how adequate development feedback can increasdfitiency of the US aid business. It
will acknowledge previous and ongoing attemptshefWS in project evaluation, but will
argue that these initiatives fall short of whathégeded. Finally, this section will draw on
examples of effective large scale evaluation systom multilateral institutions, and
smaller impact and accountability surveys from ggedevelopment projects.

The correlation between how impact evaluationsrena the accountability,
transparency, and overall success can be seemymiad of levels. According to the
Global Center for Development, impact surveys imprdevelopment projects by learning
how to avoid costly mistakes, identify successed,gain insight from the local
community. Project evaluation tries to answergbestion “what difference did this
program make?” and “what happened with the progaachwhat would have happened
without it.”?® It attempts to monitor the ramifications of theisy economic, or political
development prescription that was written from dléside.

Existing Forms of Accountability in the US

Overall, the US lacks any form of a comprehenswauation organization. There
is no unified system or department to monitor intpachis has been called into much
debate with recent modes of foreign policy modextiamn, which have tried to increase
accountability and effectiveness. Additionally, whanvolute this situation is that
previous attempts have been made to instigate avaihs programs, but none have been
comprehensive or have received enough power. Taeg ranged in size, sponsorship,
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location, and effectiveness. None have been thageanfor accountability and the aid
business still lacks a unified evaluation methorthis section will highlight examples
using the Facts and Facts Info systems, the GowarhAccountability Office, and recent
resolutions within the House of Representatives.

FACTS I, FACTS Il, and FACTS INFO::

FACTS I, FACTS Il, and FACTS INFO are all dataarrhation systems that
monitor US development projects abroad. They agd s demonstrate the diversity in
project evaluation and focus on a more technicdllagistical side of accountability.
Created in 2006 as part of the “F Process”, the FACand FACTS Il databases are
designed to collect information on development laislgplanning, reporting, and
numerical dat&’ They are based in several countries including Réenya, Haiti,
Ethiopia, Jordan and Ukraine. After trial and emath FACTS 1, it was replaced by and
updated version, FACTS I, in early 2008.

FACTS INFO, was another information system thas w@eated to report data on
development aid. FACTS INFO was simultaneouslytecesvith FACTS Il in 2008 and
combines the budgets and performance results fld@IlS 1 and FACTS Il to help create
an overall performance repdft. Together, all three information systems increthse
accountability and transparency of aid by monitgtime planning, budgeting, and
reporting of foreign assistance.

Despite the intended goals of the three monitosygiems, their creation highlights
the fragmentation within the foreign aid businasenly collects certain information from
certain foreign assistance programs in certain w@sn Furthermore, they are slow
running, unreliable, structurally risky, and purelyjective?® They also lack a concrete
relationship between gathered information and nekicy creation.

FACTS I, FACTS Il, and FACTS INFO are examplesdbgistical, small scale
project evaluation used to increase accountalahty transparency. Although it
demonstrates an attempt to monitor programs, iikameously highlights the challenges
of creating successful evaluation mechanisms.

Government Accountability Office
The Government Accountability Office (GAQ) is amaiative organization

located within the legislative branch of the US gawment. It is designed to monitor the
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budget of the Federal government and ensure thigdeval programs are participating in
fraud, financial mismanagement, abuse, or wastes. khown as the “Congressional
Watchdog” and provides reassurance to the Amepeample that their taxes dollars are
being spent in an effective manri@in essence, the GAO is designed to uncover
inefficiencies within the government. The State &é&ment and USAID are incorporated
in the list of organizations subject to the monitgrof the GAO.

The GAO has participated in several evaluationsotth the State Department and
USAID and has failed to find any financial negligerwithin recent projects. According to
USAID, all of its programs have been marked as essfal according to the GA® By
meeting the requirements set by the GAO, the &afm@rtment and USAID, are
“effectively” spending their allocated budget.

Although the GAO serves as the main organizatbmu$ed on accountability
within the US government, its approach towards astability does not ensure successful
or sustainable spending. For example, by placmghasis on the wants of tax payers
rather than monitoring spending of development thie , GAO fails to monitor the long
term impacts of projects, gain local feedback, agegwhether the programs are meeting
the needs of local citizens. It fails to graspltreg term relationships and consequences
that development spending has on the ground; rétfeauses on the domestic US budget
and guaranteeing that the wants of US tax payerbeing met. Furthermore, the
monitoring of the GAO in the past two years hasharily been focused within the Middle
East, ultimately leaving several places and prograround the world left
unaccountabl&

The GAO is an example of an evaluation organipatvghin the US that enforces
accountability and transparency in government sipgnadDespite this, it highlights the
weakness in approach and yielded outcomes. Additignt reinforces the idea that
meaning of “success” resides in short term findraniganization rather than long-term
outcomes.

House Resolution 1268

On June 11, 2008, the House of Representative ghasssolution, House

Resolution 1268, that attempted to create a newoaph to US foreign assistance. It

recognized that foreign assistance is one of th&t irdical devices for asserting the power
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of the US and it should become a national priorityshould be through a strong
collaboration with the Congress and the Adminigtrathat this should be implemented.
The resolution had five main points: provide enotggources to meet goals, increase the
number of individuals who are trained as developreg&perts, increase impact surveys
and evaluations, work closer with recipient cowa#rio increase accountability and
decrease transparency, and more closely mold dawelot assistance to the needs of
recipients®

House Resolution 1268 demonstrates the attempbtiernize aid assistance in
many ways starting from the top-down. It placepkasis on the overall need to
restructure the domestic priorities in order toi@ed more successful development on the
ground. It acknowledges that a need for an imptaevelopment assistance is needed
both in regards to how it is receive on the ground,additionally how it impacts the
overall international power regime. This resolntiloghlights the initiative to restructure
aid, but because it is so new, its ramificatioresyaat to be discovered.

Multilateral Organizations
Evaluation and impact surveys acquire a new meeema level of success when

examining their use within multilateral organizaiso Multilateral organizations,
according to William Easterly and Tobias Pfutzeyeyally foster more effective
development practices. This is, in part, due ttareased transparency. Strong
transparency draws on several components of trenagion, but partly lies within the
evaluation system. Several multilateral orgamzet exist in today’s development
business, all fostering different levels of succasd types of development. This section
will highlight the practice of development aid avation by examining various practices
within different organizations. Furthermore, ithaighlight how multilateral
organizations are more transparent in their desigwill conclude by examining how the
United Nations demonstrates how multilateral orgations are not always successful and
will highlight strong evaluation mechanisms frone ihspection Panel of the World Bank.
To begin, it is important to understand that ntatiéral organizations are inherently
more transparent and require better evaluatioresyst First, multilateral organizations
receive funds from several donors. This requileardransparency of their development
plans and a strong accountability of what theidsdo. Second, because of their size,
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multilateral organizations frequently have indepartdlepartments dedicated towards
evaluation and impact surveys. Although thisatgfbetween each organization, the
evaluation departments are stronger within theifatdtal arena than within the bilateral.
Finally, multilateral organizations experience @lkeless fragmentation than the US and
are able to more easily monitor their projects.

Despite the inherently accountable structure dtifateral organizations, they are
not always prone to have strong evaluations notheag held responsible for their
development policies. An example of this is theteéthNations and several of its
development departments. Including the World FBomramme (WFP), the Population
Fund (UNFPA), and the High Commissioner for Refag@édNHCR). The UN has poor
accountability and evaluations mechanisms due ¢o @ata, financial, and project
implementation reporting. Furthermore, the UNgad fully record the amount of support
they give to nongovernment organizatiGhOverall, the UN highlights how multilateral
organizations are structurally predisposed to lmagk accountability, but a specific sector
or department must be dedicated solely to evalnatompact surveys.

Although the UN proves to have poor accountahigveral multilateral
organizations demonstrate strong accountabilityteartsparency through specific
evaluation systems. Examples of these includetn$@ection Panel of the World Bank,
the Data Collection efforts of the OECD Developmassistance Committee, the
International Monetary Fund (IMF) Global Monitoringports, the IMF Independent
Evaluation Office, IMF Randomized Control Trial$hél Asian Development Bank
Compliance Review. All of these groups demonstdifferent evaluation mechanisms
used to increase accountability, but the Insped®anel of the World Bank is an
exceptionally strong evaluation body. The followseggtion will examine the impacts of

the Inspection Panel by drawing an example fromeNég

The World Bank
The World Banks is just one multilateral bank tee¢mplifies how project
evaluation and accountability and transparencylea to more effective development aid.

The World Bank provides guiding innovative and ttaetting examples of how to
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evaluate projects, and in turn, provide better tigraent for their beneficiaries. Because
the World Bank is such a large organization, teigisn only covers accountability within
their Inspection Panel.

Overall, the transparency and accountability ef\orld Bank is highly regarded
in the realms of multilateral banks. According Weéliam Easterly and Tobias Pfutze, the
World Bank cultivates one of the most transparennt of development aid dispersal.
This includes low overhead costs, avoided ineféectiid channels, and remaining
selective on where their aid goes. In fact, tHesbngs led the World Bank to be
categorized as the most effective aid practiti@seof spring 2008> Additionally, the
World Bank, although still fostering several shortings, sets examples for other
multilateral banks including the International Divgment Banks and the Asian
Development Bank.

Perhaps the higher level of accountability anddparency of the World Bank
come from the Inspection Panel. The InspectiorePiara group within the bank that is
designed to integrate the local community voice ohévelopment projects. It provides a
forum through which individuals or communities @ame if they feel as though they have
negatively been impacted by the bank or they beltee bank is violating its own policies.
The Inspection Panel was created in 1993 aftevensgear debate between the Bank,
NGOs, and the Sardar Sarovar dam project in Westdra. This specific project
changed the evaluation process of the bank andrbated better evaluation and civil
voice into the development procéSs.

A specific example of the impacts of the Inspettanel can be highlighted
through the 2008 West African Gas Pipeline. Thaaxt consists of a 428 mile pipeline
used to transport natural gas from Nigeria to neigimg countries. The implementation
of the pipeline did not go as foreseen and creiatpdcts that were not intended. The
project diffused additional environmental conseaesnimpacted the livelihoods of local
merchants, spurred larger economic concerns, asheldao the already dangerous gas
flaring. Frustrated by these unintended conse@gerseveral individuals took their

concerns to the Inspection Panel.
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In turn, the Panel expressed the concerns to dlaedBof Executives and plans were
made to mitigate these impacts. In response t@dmel, Ms. Obiageli Katryn Ezekwesili,
the World Bank Vice President for the Africa Reggiated the following:

Catalyzing private sector investment for infrastane development is vital for

Sub-Saharan Africa’s future. [...] The Bank apprezsate Inspection Panel's

work, and is committed to implementing the ActidarPso that the project — one

of the earliest regional projects in the portfelidelivers lasting development
results to benefit people and the environniént.
In addition, the Bank provided more money for ottievelopment assistance and political
support. It was agreed upon that the Panel wowldigle an update to the Board every six
months and continual consultatihOverall, the Inspection Panel connected the voice
the local community to that of the Executive Boardl helped implement various forms of
mitigation of the West African Gas Pipeline.

The Inspection Panel is just one method that ésegktowards increasing project
evaluation, accountability, and transparency. @lih it significantly improves the
effectiveness of aid, it still contains severalrstmmings. It is simply a forum through
which individuals can express frustrations; it hagpower to change policy or enforce
development projects. Furthermore, it is an orz@tion within the World Bank, so
ultimately it reports to the organization that ¢eshand runs it.

Overall, the World Bank is just one example oka&hagency that highlights the
benefits of project evaluation in creating moresefive aid. Furthermore, it has created a
form of evaluation that works closely with thoseondre most impacted by the
development projects.

Concluding Remarks: Challenges and Opportunities

The US currently fosters a development businessldicks accountability and
transparency. The State Department and USAID &etiyimplement development
projects but fail to examine their impacts. Thegoment participates in a development
mentality that rewards large scale and rapid mopeliapersal. Development projects are
in essence conducted based on budget cycles anohgnéeadlines. Rarely are policies

implemented and conducted based on their impadesamesses in the daily lives of their
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intended beneficiaries. Furthermore, there is foreeament that requires the US to be
transparent through its development process orutable for its original goals.

With the recent advent of bottom-up developmens, more crucial than ever to
create an enforcement mechanism that holds theegf$nsible for its development plans.
Through evaluation mechanisms or impact surveys\th has the potential to learn from
its mistakes, listen to the needs of those it nmopacts, and adapt its policies to create
sustainable development. Evaluation mechanisms tievpotential to increase the overall
efficiency and effectiveness of US development aid.

Recently, the US has started placing emphasib@miportance of the evaluation
process and has made several attempts to reorgéepment theories and decision
making bodies. Although these attempts have aleatecess and have fueled new
development mentalities, they fall short of completaluation and lack a connection back
into development policy. Furthermore, they haaitetl to effectively work in tandem
with the local voice and incorporate the opinionnafividuals who matter the most. It is
now, with start of the Obama Administration and skhiege of bottom-up development that
the US needs to use evaluations to improve thetefémess of its development aid

through increasing its accountability and transpeye

OPTIONS

After examining how inadequate project evaluatane of the leading
contributions in today’s ineffective aid busineis$s necessary to begin to address these
shortcomings. In doing this, we must acknowledgestructure of the current aid system
and how this provides several challenges. Evalnaystems must be sensitive to the
current development aid budget; they must run mwacost and avoid removing
substantial amounts of money from development ptsjd-urthermore, the evaluation and
impact projects must function on two levels witlotdepartments. It must have a section
based in foreign countries, ultimately conducting évaluations. Secondly, there must be
a domestic organization that receives the inforomeéind incorporates it into future or
preexisting policy. This section proposes the feifay options to address the current

evaluation gap: increase the amount of money degtico multilateral organizations,
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create a specific evaluation organization, rededarelopment aid budgets, and increase

local feedback and voice.

* Option: Increasing the Amount of Funding for Multil ateral Organizations

Increasing the amount of money directed towardKilateral organizations is a
way to increase not only evaluation of projectd,duerall development success. As
previously noted, the amount of money the US cbuatés to multilateral organizations is
far below what is should be, both in general ancoimparison to other countries.
Multilateral organizations have overall better patjevaluation and impact assessments.
As a result of having several donors, the busioéssultilateral organizations requires
more accountability and transparency. The orgdioizaneeds to prove to its donors that
their money is being used, and being used benk¥icidhere is more than one actor and
multiple financial sources influencing policy anestted outcomes.

Additionally, multilateral organizations are mailely to have preexisting and
often independent evaluation organizations. Am®la of this is the Inspection Panel in
the World Bank. Furthermore, multilateral orgatizas and impact surveys conducted by
larger organizations often yield information thahde deemed a public good. They help
produce public information that increases the axe@sl knowledge of local, regional, and

international public goods that can improve develept assistance around the world.

» Option: Create a Specific Domestic Evaluation Orgaization

The current development system receives criticisnit$ structural organization, or
rather a lack of organization. With this growingicism is a growing pressure to
reorganize and regroup various levels and depatswathin the government. With this
anticipated reorganizing, the US should createbineawithin the State Department
focused specifically on development evaluationsTdepartment should work closely with
USAID and the development branch of the State Deyeart, but should remain
independent in financing and policy creation.

As previously proved by examining evaluation systespecifically the Inspection
Panel, project evaluation is more effective whemeandependence exists between the

policy creators and those who conduct the inspesticSome degree of space is require to
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provide both incentive and validity to the reswfsproject evaluations and how these

findings are reworked into future policies (or aldg existing projects on the ground).

» Option: Redesign Development Budget Cycles

Perhaps one of the largest contributors to bagffentive aid and project
evaluations is the current development budget sycléhe favored large-scale, rapid, and
continual money dispersal runs on a calendar tmegtather than one based in the progress
of projects. The US fosters the mentality of fangrits own domestic budget deadlines
rather than remaining flexible and acting in acemak with project outcomes or local
reactions.

If the US were to restructure this mentality, Gwd create more effective aid by
treating each project with a focus on its purpas@lementation process, and success,
rather than a domestic financial deadline. It wiquiovide more time to examine the
impacts on local communities and how the projesaceived. Furthermore, this would
help create a more sustainable development applmsause it would allow the
opportunity to learn from previous mistakes. Itulkballow the US to take the time to
observe how their projects are impacting, or ngianting, its intended beneficiaries.

This specific recommendation does not address hojegi evaluations or impact surveys
would occur. It merely recommends that the US gawent can create space and time by

addressing its budget cycles in which the evalaaten occur.

« Option: Increase Local Feedback and Incorporate Loal Voice
Perhaps one of the largest shortcomings of devedopprojects is that a weak
feedback loop exists. There is no direct connadbetween the voices of those who are
most impacted to those who are most influentiaj.ir@reasing the voice of development
beneficiaries through evaluation, policy makersantically gain a greater understanding
of what is effective and sustainable. Furthermbyeworking closely with those impacted,

US development agencies must be transparent andraeble for the intended outcomes.
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The Inspection Panel of the World Bank demonstriates strong feedback loops
of the local voice can improve aid. By listenigthe concerns and locals, the Inspection
Panels has changed policy at the top level withenWorld Bank and redirected the
implementation process of already occurring preje¢turthermore, the Inspection Panel
has demonstrated that connecting the local voigmlicy makers is the key creating and
modifying successful development.

The US can increase feedback loops in several.wayst, it can augment already
existing systems and add subjective componentsexample, the US could add
additional parts to the FACTIIl and FACTS Info syste instead of simply fostering
numerical and budget data, these systems couldde@ section dedicated towards the
voice of locals. Secondly, the US could fund agaaization similar to the Inspection
Panel. It could create a body focused to gagediee of local communities. This panel
could additionally serve to hold the projects actable for their intended purpose.

Finally, the US could create incentives for lodalparticipate, help design, and
provide feedback for development programs. By jgliog incentives for giving feedback,
the US is more closely involving locals into thevelepment projects and improving
access to their feedback. Incentives could comvaiious forms depending on the project
but could include greater participation and ownigslof development projects, economic
incentives (including food, agriculture tools, mea money). Increasing the feedback of
individuals who are most directly impacted by depehent projects can help improve aid

by learning what works and how to appropriatelygbmolicy.

RECOMMENDATIONS
After gaining a greater understanding of the feedmproving US aid through a

new evaluation system, we recommend that the Olfadnanistration create a specific
domestic evaluation organization. The advent gfpecific evaluation organization would
satisfy the development needs and goals of botlighand individuals throughout
developing nations. Furthermore, with the chamgaéntality towards bottom-up
development, it is crucial for the US to create apymities to learn from its mistakes and

foster sustainable development. It is now, morthaa ever before, that the US needs to
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learn from its development mistakes, bring accduilitg and transparency into its practice,
and create an effective development business.

With the recent economic downturn, the independgatuation organization
would be extremely beneficial. It would increassnsparency of development money for
both the government and tax payers. It would alleevgovernment to monitor whether or
not it's spending is of benefit while simultanegugiffusing awareness to tax payers.
Although it might be costly to instigate and implemh, the long run financial benefits of
learning from costly mistakes would outweigh thigah costs. It would create a domestic
and international mechanism that would ideally astvelopment dollars during this
challenging economic downturn.

Creating an independent organization would be@ppate in the Obama
administration because several evaluation mechanexist that could provide examples
and theories of how to successfully run evaluati@everal of these include the Inspection
Panel of the United Nations, the Center for Gldbevelopment, Transparency
International, and countless other non governmemtanizations and think tanks.
Furthermore, the US has some of its own evaluatienhanisms through which the new
organization could draw examples, collaborate, erga preexisting mechanisms. These
include the Government Accountability Office, FA@Tand FACTS INFO, and various
groups within the Department of State and USAIe Dbama Administration would be
wise to implement a new evaluation organizatioralise there are several preexisting
evaluation mechanisms; it is merely a matter oiviteg techniques and theories that most
strongly support the goals of the US.

Finally, an independent evaluation organizatiomMde apt for the Obama
administration because it would connect the loocater of beneficiaries directly to the US
It would create an opportunity to tap into the o@is of those who are most impacted and
connect them to those who have the ultimate powerdate change. It is, perhaps, the first
step towards listening to the voice of those whar ltkee impacts of development.

We recommend that the Obama Administration takaritiative to create a
domestic evaluation and impact survey organizatibims concept would be financially
beneficial in the long run and would support susthle development. Several

organizations exist that can provide guiding exaspf how to implement effective
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evaluations. Finally, this proposed organizatiorulddelp ensure that the voice of the
individuals being impacted by development wouldenthe opportunity to be heard and

hold the US government accountable for its develamrbusiness.
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Chapter 2

EMPOWERING THE POOR THROUGH PARTICIPATION

Matt Reed

ISSUE

Although participation has been long understood asal component of

development assistance, recent research is regehknimportance of generating political
empowerment. Political empowerment through parditgm is a “bottom-up” approach
that enables individuals to make the necessarycebdo realize their own desired needs
and wants. Direct, local, and flexible, encouragmodtical empowerment through
participation is a cost effective strategy that geed immense benefits. By relying on
locally produced knowledge, innovation, and moiwat engendering political
empowerment through participation provides develepinagencies with new avenues for
diplomacy and engagement with communities througtifmiworld. In a time of economic
uncertainty and tense international relationsrategy of political empowerment through
participation can provide the United States withesged legitimacy and respect as the
global leader of innovation and progress in devalept policy. Current experiences
demonstrate that encouraging political empowerrtteough participation incorporates
the lessons learned from past development faillcgyside broader “bottom-up”

development ideas to establish a successful modekfvelopment assistance.

BACKGROUND

Introduction: What is Empowerment?

Empowerment is the process of eliminating theibesito decision-making by giving
individuals and communities political voice and tohover their own lives.
Empowerment requires the participation, collaboraind deliberation of political actors
in creating change. Through an understanding otldgwment as a process of undergoing

progressive change, empowerment is understoogascass of redistributing power
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relations, enabling individuals and communitieg&mn political power while equally
reducing the political power of oppressing or doatimg agents or structures. In order to
effectively incorporate the broader ideas of empovent, development practitioners
created a conceptual framework for examining ardktstanding empowerment. More
precisely, defining empowerment required an undadihg of how individuals related to

power. Development theorists identified four diéfiet relationships of power:

Power over: the control or domination over a subjec

Power to: generative or productive power creatiegy possibilities without

domination

Power with: the ability of individuals to realizelsstrength and uniqueness through

group approaches

Power from within: the advocacy of individual setfength and uniqueness, leading

to self-acceptance and broader acceptance of dthers

These four conceptualizations of power informrémearch and practice of
development practitioners, with each understandfrpwer leading to different
development strategies. Policy makers have inteygrand translated these broad notions
of empowerment in a plethora of ways, emphasizimjengaging the different complex
components. These conceptualizations of power sadgsinvolve participation as a
means that involve the subjects of developmentuetdions and enable them to make
their own choices and define their own needs asdee This understanding has led some
to describe political empowerment as an “instrurakiarm of advocacy,” allowing for the
process of development to remain open-ended aadriven the constraints created by
“top-down” development progranisAs development strategies for addressing
empowerment emerged, the notion and role of ppdimn in development policy became
increasingly important, opening up new theoretiaatiscapes and directions for

development policy.
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What is Participation?

Participation within the field of development isfuhed as the act of engaging in the
processes and decisions that affect the abilitivéo More specifically, participation,
either by the individual or as collective, is urstend as the appropriate means for
enacting empowerment strategies. Participatiorobgllactors allows development
practitioners to rely on local knowledge, localawses, and provides policy makers with
direct feedback, allowing for more flexible develognt projects. Moreover, by relying on
participation, development practitioners can deveweer resources to understanding the
local contexts and practices that can plague dpusnt projects.

Participation involves two main approaches. Th& focuses on the subject(s) of
development intervention, while the second is aiaigidcreasing the level or scale of
participation in order to produce positive outcofem these two basic concerns,

participation then can generally be divided intarfmajor types.

Nominal — Participation is used mainly to legitim#ihe necessity for a development
program.

Instrumental — Participation is understood as reargSor implementing local
projects such as the construction of schools.

Representative — Participation of the locals presigolicy makers with feedback,

giving the locals a political voice.

Transformative — Participation is understood aessary for the empowerment of

local actors’

Political empowerment requires choice and freetioive more equitably distributed
among individuals and groups so that their concanasneeds are more substantially met.
From this framework, strategies that advance palitmpowerment through participation
are then, by definition, transformative. Throuplstens, promoting participatory
development programs that advocate political ti@msétion thus become both the means
and the ends for building political empowerment. Wderstanding of the historical
maturation of participatory strategies is crucal dinderstanding the emergence and

importance of producing political empowerment.
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The Expansion of Participatory Strategies within D&elopment Thinking
During the 1970’s the international development samity became increasingly

disillusioned by the failure of development progsamlany development projects failed to
provide relief to millions of impoverished peopledughout the world, as the proliferation
and application of scientific knowledge concernga@nomic growth, the promised era of
“peace and prosperity” was far from being a redlifdding to this realization, many
critiques of development began to emerge and gatidn within development schools.
The critiques presented by Dependency theoristanists and environmentalists
challenged the mainstream development dogmas guaedifor the incorporation of
alternatives knowledge and resources into developprejects. Strategies promoting
participation emerged from the “development crisis’methods that could overcome the
difficulties faced by imposing development programusn the “top-down™

From this period various participatory developmmoidels were created and
deployed that promoted “consultation”, “partnershigmd “collaboration.® Although
there was little consensus on a single understgratimperation of participatory
development strategies, the success of the pataripdevelopment approach taken by the
Grameen Bank and the Self Employed Women’s AssonidEEWA) inspired
development practitioners to incorporate parti@pamodels into more development
programs. Majid Rahnema lists six reasons for titkespread acceptance of rhetoric

within the international development community.

1. Governments and institutions no longer undersfmaoticipation as a threat to state
sovereignty as the methods and goals for enhampeartgipation became aligned
with state interests.

2. Politicians found advantages in the politicaladtiveness of participation.

3. Participation corresponded well with the desirenaploy cost effective and low
cost development measures.

4. Participation connected local knowledge of soiriatitutions and networks of
relations to international development organization

5. Governments and donors perceived participatoryaust of development as more
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politically and economically viable, leading to ®ised government and donor
support.

6. Participation could be linked well with privatecsar and business sector interests
that were understood to be more efficient and &ffeen producing successful

development outcomés.

In particular, scholars noted that participatomstinods of development could
address the complexities involved in developmeagmms in ways “top down” program
of development could n8tThus, propelled by the “development crisis” anfficlilties
that “top-down” development approaches experiengadicipation became understood as
a strong answer to ineffectiveness in developmeltyy and became a key component for
emerging development models.

The United States government moved quickly tolipomte participatory strategies
in development programs, amending the US Foreigrséence Act in 1966 and 1973 to
require the “involvement of ‘beneficiaries’ of Amegin Aid in planning and implementing
projects, and in the sharing of the gains of dgwalent.® Affirming the momentum of
more integration of participatory methods into depenent programs, the 1967 World
Employment Conference and the United Nations Ecanamd Social Council encouraged
development agencies to adopt participation ingir thevelopment progrant$.Moreover,
the UN ECOSOC produced a resolution that attemfatei@fine participation for
development, articulating that participation reguine voluntary and democratic
involvement of people in the production and decigigaking of setting development
agendas and goals in order to maximize the berwdfdsvelopment. With these
declarations, both non-governmental organizatiditS@s) and governmental aid agencies
began to incorporate participatory approaches veldpment that attempted to produce
political empowerment, most notably with credityiston and micro-credit lending.

Between the 1970’s and 1990’s, a variety of pignditory strategies of development
were widely implemented and promoted. Driven byegheergence of Paulo Freire’s
Pedagogy of the Oppressadd influence of Kurt Lewin’s notion of “actionsearch,” the
strategies of Participatory Action Research andi¢atory Rural Appraisal became the

most prominent methods for engendering politicapewerment through participation.
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These methods promoted the “self reliance” and teap” of individuals in poor and
marginalized settings by directly involving thewiges and knowledge into planning and
creating development programs. Through collabonatith local NGOs and local
community actors, these participatory strategiesiged on building local capacities in
order to give the individuals and groups most afddy development interventions more
control and political influence. More generally, RBnd PAR guided development
strategies sough to act as a facilitator of devalt programs, and worked to provide the
necessary resources for ensuring that communiggnizong produces “the necessary social
momentum” for development.Moreover, these programs provided policy makees th
flexibility needed to more effectively address theal contexts of development
interventions.

The UN continued to increasingly support partitgpy methods, from establishing
an inter-agency Panel on People’s Participatidt®®B2 to the use of participation as a
central theme within the United Nations Researsthitiite for Social Development
(UNRISD). This rapid deployment of participatory timeds by lenders, donors, NGOs and
governments lead some to argue that participa@sblecome a common sense

development stratedy.
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Redd Barna Uganda: A Case Study of Participatory Rral Appraisal in Kyakatebe,
Uganda.

In 1994, the organizations Redd Barna Uganda (R#id)the Sustainable
Agriculture Program of the International Institde Environment and Development
(IIED) began implementing the strategies of Pgvatory Rural Appraisal (PRA) in order
to promote community development. The program fedusn three main principles:

1) Working with and alongside local actors andamigations.

2) An emphasis on the most marginalized socialgso

3) Strengthening capacity and institution buildiygemploying participatory

methods and analysis.

In 1994, the IIED began inviting community leadersattend PRA workshops. At these

workshops, the IIED began networking with commumitgmbers, building local alliance

"2

and fostering collaboration. After training localnomunity actors, the IIED stepped back,
acting as a provider of resources not directlylazée to the community actors. These
actors began to develop community and group agiiams. In 1995 the PRA trained
community actors began administering their own Rirdkshops, further building
community support and allowing RBU to play a lessdat role in development within
Kyakatebe.

(Source: Guijt, 1996

Analysis of RBU
Although the PRA process moved slowly and metradbicthe immediate

successes have proved to be extremely benefiaigbamising. Within two years,
Kyakatebe had launched a community-based orgaoigdiuilt two schools, and began to
actively seek external funding. The IIED found thatnes were cleaner, there were fewer
cases of acute disease, school attendance ros&@om360 students, household incomes
rose and gender relations improvéd.

Based from this experience in Kyakatebe, the RBiktbped a specific model for
implementing PRA in other communities. They fouhdttRBU staff needed to be directly
involved in the initial community meetings, ensgrihat the marginalized community
members were represented. After the initial dineeblvement, the RBU staff would then

act in partnership and collaboration with commurtegders and actors, acting as
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facilitators and mediators. The PRA model develdpe&BU emphasizes the need for
building RBU staff capacities and knowledge abbett¢onditions within their focus
communities in order to best serve as facilitatord mediators of community projects.
Although the IIED found much to praise regardihg RBU’s experience of PRA,
three major weaknesses were noted.
1) RBU provided inadequate attention to the enbarent of local actor capacity,
2) The RBU insufficiently focused on the most miaadjzed,
3) RBU paid a disproportionate amount of attentmoommunity-level

organizations, failing to address the concerrenwdller groups.

Moreover the IIED report addressed the broadeblprs concerning PRA
approaches. The report reveals that the RBU’sdddtirmal and prominent institutions
that can monitor and be more involved within locanmunity prevented the full
expression of community-initiatives. This concegflects an internal tension within PRA
approaches, the need for more NGO involvement witie development process even
though PRA stresses community driven and maintaaeéidn. Most importantly, although
the PRA approach in RBU did increase participaiboommunity actors, the approach

did not lead to their political empowerment du¢hte heavy reliance on NGO support.

Shifting Models: Participatory Poverty Assessmentand Participatory

Monitoring and Evaluation

Throughout the 1980’s criticisms of the particgpgtapproaches began to surface.
Most prominently scholars and practitioners foundtiple contradictions within the
participatory programs, highlighting the failuretb& broad and general notion of
participation to reduce political, economic andigbimequalities. They found that
organizations promoting a program of participaidten became increasingly became
more involved and controlling, failing to place raeaontrol into the hands of local actors
that would lead to political empowerméfit.

Practitioners found that highly centralized goveemts interfered with the ability to

establish a participating community. Scholars adgihat participatory models of
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development led to the professionalization andtutginalization of participatory
strategies, a notion best summarized as, “democ¢uacy into bureaucracy®.

Additionally these scholars argued that participatoodels failed to address the broader
social, political and economic structures that préed participation and marginalized
individuals and communities and thus failing to emvpr the communities they intervened
in. Some participatory approaches also were unsstdean keeping local populations
actively engaged over longer periods of time. Alifjlo these approaches incorporated
local knowledge and gave voice to development sifjeontrol nonetheless laid within
the hands of the aid agencies rather than in thdshaf the subjects. Instead of utilizing
participation as a transformative process, natiandlnongovernmental agencies
employed participation as nominal, instrumental eptesentative.

Other critiques of participatory strategies dentiatsed the need to implement
parallel processes of participation need to be daklen at all levels of society, so that
NGO'’s and state development agencies do not estiadlpatron-client relationship, thus
requiring long term resources and not leading ¢optblitical empowerment of local actors.
Practitioners and theorists began to recognizeinhatder for empowerment through
participation to occur, a clearer understandinga individual agency is interdependent
with broader political, social and economic struesuwas needed.

To address these issues, development strategiesidhom emphasizing
“partnership” and “collaboration” to instead exjtlg promoting “empowerment,” through
the decentralization of governance and initiaticeshake the subjects of development
assistance ‘stakeholders’ of the development progtaThese strategies attempted to
revive individual agency and power and reconcileettigpment programs with the broader
struggle to control and manifest self-desired gaals$ directions by addressing the politics
of choice by individual$® In short, these strategies attempted to bringécjmmting
public closer to and with the governing structures.

Despite the “islands of success” that had beereaetl by PRA and PAR,
development agencies sought to “mainstream” pa#gtory strategies in order to address
these criticism$® TheWorld Bank’sParticipatory Poverty Assessments (PPAs) are the
most explicit attempt to mainstream participatorydels that promote political

empowerment?
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These new approaches highlighted the importanestablishing good governance,
by addressing citizen participation and incorpagthe voices of the poor in creating and
managing development programs. Questions such assé/reality counts” and “Who
benefits and who learns from the process of evialga@nd tracking change?” are central to
this renewed emphasis on participatory stratediei®welopment? The new and renewed
strategies of Participatory Poverty Assessmenté&fRRd Participatory monitoring and
evaluation (PM&E) provided policy makers with a nset of tactics that encouraged and
drew on local agents to motivate and drive develmff PPA and PM&E attempt to
provide people with the enhanced ability to artitelland advocate their needs and
expectations, and thereby empowering individuaksngage in the process of development.
Reflecting this change, the World Bank defines PR&&an instrument for including poor
people's views in the analysis of poverty and thienfilation of strategies to reduce it
through public policy** Additionally, PPA and PM&E serve as more effectivels for
evaluation, relying on local stakeholder evaluaiohparticipatory strategies, thereby
promoting self-reliance and problem solving by lib&al actors. By understanding these
strategies as long-term processes, policy makespted to involve and demarcate the
various stakeholders in development projects atstorm their positions vis-a-vis the
broader political, economic and social structufdémse actors would become empowered
through conflict negotiation, capacity buildingdacreating new forms of mutual
accountability and governante.

Popular PPA and PM&E approaches attempt to ingatpondividuals into
governance institutions, thereby linking grassrquaitics to the larger state apparatus. By
establishing a more direct relationship betweeitipal actors and their larger governing
institutions, the PPA and PM&E approaches engagieimocracy building through
transforming individuals into “makers and shakédrsin “users and chooseré>These
strategies attempt to transform the relationshitgvéen individual actors and the broader

political, economic and social institutions thdeat their lives.

55



Case Study: World Bank Participatory Poverty Assessient in Niger

In 2000 the Government of Niger and the World Baokmissioned a PPA to
collect clear and precise information on the livoanditions, opinions and ideas of the
population of Niger in order to actively includestparticipation of the Nigerien populatig
in the creation of a development program. The Negegovernment and World Bank
sought to better understand poverty and the bragidestures that limit opportunities for
self-improvement. By incorporating localized knodgde and experience, the PPA studig
the various impediments to development in ordgrtwide policy-makers with the
necessary information for implementing a succesdukelopment program.

After careful analysis, the PPA found that;
1) Poverty is experienced in the everyday livebligieriens,
2) Nigeriens understand poverty to involve incapyacependency and the lacking of
necessary goods and materials,
The PPA found that Nigeriens recognized the neeatktelop localized capacity alongsiq
a policy of reforming the political, economic armt®l institutions that prevent self-
advancement. The PPA additionally assessed thepheultevelopment programs in-
progress in Niger, finding that these programsudel“inappropriate strategies” and fail
give ownership of development initiatives to thedbpopulations affected.

(Source: World Bank, 2003

14
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Analysis of PPA

Overall, the PPA provided policy makers with asfreainderstanding of what
constrains political empowerment through partiagratThe report found that a wider
range of political adjustments needed to be maaedar to transform the relationship
between the Nigerien citizens and their governiodids for the development of the
poorest and marginalizéd PPAs incorporate the voices of local individuais groups in
order to understand how development programs lelsess those most affected. This
process of incorporating local subjectivities poéitly empowers local actors by giving
them more control and power to make their own deass Critics of PPA nonetheless
maintain that PPA relies heavily on outside intatian. Like the earlier action research

methodologies, PPA methods unsuccessfully addnessriderlying problems that
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continue to prevent successful development.

Rights-Based Approaches

Along with PPA and PM&E, other strategies emertled focused on addressing the
politics of voice and choice, most notably the htigtbased” and “capability-based”
approaches promoted by Amartya Sen and Martha Mdussh Through a focus on human
rights and individual capability, Sen and Nussbauwgue that development be understood
as a process of expanding the opportunities faviddals to choose, thus mediating
individual agency with broader political, socialdaeconomic structures that limit and
adversely effect individual choice. Sen and Nusebate among the pioneers of the
United Nations Human Development Reports that nreasdividual capabilities within
countries, further enunciating the importance afradsing the structures that prevent
political empowerment through participation. Cowadting this point, the 2001 OECD’s
Development Assistance Committee guidelines foresking poverty explicitly argue that
the deprivation of capabilities and rights previet political empowerment of individuals
to undergo a successful development protess.

Some scholars further stress the importance bfgignd capabilities, arguing that
strategies that address “citizen” participation eaable individuals to more actively
participate and exert control over governing insigns>° From this emerged the notions
of Sustainable Human Development (SHD) and Peopteaeted Development (PCD) that
incorporated participation as a right into mainstnedevelopment programs. However,
critics have been quick to point out that a prergitpito citizen participation is the creation
of a “political space” that allows for democratielitheration and debat&.Opening up
“political spaces” for promoting increased rightslacapabilities has proven to be
ambiguous and difficult, leading to many critiqughe rights and capabilities based
approach. Critics have argued that a rights bagptbach is “blindingly legalistic and
removed from rights implementation” where as ottréiques focus on the dilemma of
enforcing international rights at the behest ofessmvereigntie¥” Addtionally, others
have argued that SHD and PCD approaches are ttracend have shown little progress,
demonstrating that much more study and implemeanmtatf these approaches are needed
before further implementatioli.Aside from the criticism, the strength of a rightssed
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approach is that political empowerment throughipiagtion remains centraf.

The United Nations Development Program (UNDP) dnded States Agency for
International Development (USAID) are the two mastble organizations promoting
rights and capabilities-based approaches. UNDRJESAID promote and advocate rights-
based approaches by requiring their developmemranas to include rights-based
measures and accords. UNDP and USAID also produngahand bi-annual reports that
analyze human rights around the wotldhe rights and capabilities-based programs
advocated by the UNDP and USAID do not aim to palty empower the subjects of
development intervention, but instead are empl@gedn argument supporting the
decentralization of governance institutions thahdbnecessarily address political
empowerment.

The Department For International Development (DFiBditionally actively
incorporates rights and capabilities-based appemihtheir fight against povery. The
DFID Quality of Governance (QG) program is a hyhlofda rights and capability based
approach that uses PPAs for incorporating indiviidna group participatiofY. This
hybrid of the two approaches combines the stragegfi@roducing participation and
addressing politics of choice and power in ordantist effectively promote political
empowerment through participation.

Another example of a hybrid program that deploy#&\& and rights-based
approaches is the Regenerated Freirean LiteraoyghrEmpowering Community
Techniques (REFLECT) approach. The REFLECT modedtmotably promoted by
ActionAid, links critical pedagogy to empowermentdirengthening the capacity of
individuals to know and act through active, papatbry communication. This model
attempts to produce political empowerment throughigipation by addressing location

specific power relationships using individual cieiy.
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Case Study: ActionAid’s REFLECT Strategy

In 2000 ActionAid implemented the REFLECT stratégyigeria with the primary
focus of building individual and institutional conumication capacity. By incorporating 3
PPA strategy and a rights-based approach, REFLBGgh$ to empower the local
individuals and communities to take control of depenent programs and initiatives. By
working in concert and partnership with the loc&®'s and community-based
organizations, REFLECT focuses on facilitating aogplementing locally motivated
projects instead of relying on outside experts emetrgy.

REFLECT facilitators establish a series of grougpa@nmunity meetings allowing

o

the participating population drive the conversatma keep participation high. REFLEC
community meetings discuss the various issuesrapddiments of individual
development. Action plans are generated from thesstings and are carried out by the
participating groups. This model provides incergif@ more thorough community
participation while additionally empowering indiuadls to take control of development
programs.

Through these meetings and actions, REFLECT ‘&sichre produced, a safe spade
for democratic debate and discussion. REFLECT esipés the use of these “circles” ir]
order to establish a basis of equality among tkierde actors and individuals. These
circles provide groups and individuals with the ogipnity to build confidence and the
leadership skills necessary for greater control@maler of development programs.

(Source: Newman, 2004)

Analysis of REFLECT

By acting as a facilitator, ActionAid attempt timesigthen agents’ ability to
communicate, create a democratic or deliberatiaeepand foster a more inclusive
community*® ActionAid incorporates these components into glsidevelopment
program in the attempt to transform and empoweviddals through active participation.
Although the community meetings and actions sdtylREFLECT provided a space for
deliberation and debate, it is unclear if individuand groups have come away politically
empowered to act and control development progruoseover, while the REFLECT

approach is able to effectively address the dmadtmost immediate needs, the REFLECT
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approach has not adequately developed a modetiflsessing the underlying political,

economic and social structures prohibiting politempowerment through participatioh.

Participatory Democracy

Additionally throughout the 1990’s, the notionparticipatory democracy emerged.
Participatory democracy requires direct citizerolmement regarding political decisions
leading to democratic deliberation of policies bg population most directly affected by
them.*® Also known as radical democracy, participatory deracy attempts to bring
together the politically powerful and the politigainarginalized in one political forum in
order to make decisions that benefit more peop#mirquitable mannér.Key to this
model of political empowerment through participatie the use of deliberation within an
equal setting and in equal opportunity so thafpteeess of decision-making is more
inclusive and viewed with legitimacy. This methaties on the process of deliberation
and democracy to transform individual actors indbtizally empowered agents in order to
address poverty and other development needs. Hyedalely addressing the politics of
development, participatory democracy leads to amed decentralization of political
power, therefore leading to the increased incezdiion of local actors and groups to enact
more inclusive development programs. From thisgesasve, the inclusion and integration
of social movements into mainstream developmergraras becomes important. As
scholars have increasingly noted, social movenmeark the mobilization of an interested,
participating public that directly challenges treyer relations that produced inequality
and state of underdevelopméhBy confronting the politics of political, economaad
social development programs, social movements mEtransformative participation.

Linked to the strategy of participatory or radidalmocracy, participatory budgeting
(PB) and city development strategies (CDS) segdotitically empower individuals
through participation by directly addressing measiaus of governance that control and
determine the success of development programs.

Participatory budgeting has been introduced thmougthe world, and produced
many positive results. Since its invention in Pdktegre, Brazil, over 16,000
municipalities have introduced PBPB, an extension of participatory or radical
democracy, requires direct participation of citkemd stakeholders in the political
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decisions that affect their lives. As a method Htegmpts to correct social injustices and
inequalities, PB provides an organized forum aadchi#work for policy makers to voice
their praises and their concerns. This strateggytesea greater sense of equality among the
participants, providing new public avenues for eigg and voicing concerns. The
experiment of PB in Porto Alegre has received aecfeom development practitioners and
development subjects, becoming a successful modetxample of PB.

Although the example of Porto Alegre offers a giga of success, the broader idea
of PB has fallen into question. First many praatigrs question the content and meaning
that increased participation has meant. Partiopatas not necessarily led to increased
political empowerment, and questions have emerged @whether or not the PB process
has overcome the political, economic and sociajuadties within specific contexts. Local
political parties and affiliations also contest thability and authority that PB as an
alternative to representational democracy. Regssdiéthese critiques, PB offers exciting
opportunities and avenues for research in devejppimodel for engendering political
empowerment through participation.

Another model of participatory or radical demogréecfound in the creation of CDS.
Promoted by the United Nations Center for Humanl&eents (UNCHS), the Cities
Alliance provides yearly reports and strategy hadis that promote increasing

participation in city and community planning.
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Johannesburg Development Strategy: A Case Study tife City Development
Strategy in Johannesburg, South Africa.

Along with participatory budgeting and citizen f@ed participation, the emergeng
of the City Development Strategy (CDS) sought taergystematically incorporate the
voice, knowledge and resource of development stgjeto policy creation process. CDS
seek to use local participation in everyday muracfpnctioning, promoting greater socia
integration and thus ensuring more equitable pakcpmmendation¥. CDS are guided
by nine principles or “essentials”:

1) Assess the state of the city and its region
2) Develop a long-term vision

3) Act now with a focus on results

4) Value the contributions of the poor

5) Encourage local business growth

6) Engage networks of cities

7) Focus on implementation

8) Concentrate on priorities

9) Foster local leadersHp

Following the financial crisis in 1997, the citguncil of Johannesburg sought to
incorporate more people into city planning and d@w@ent. This strategy attempted to
administer city services and decision-making mdfieiently and equitably and more
generally bring together the different voices arebers of the city in order to create a
“renewed, common discourse on the cityThese measures were organized into a
cohesive plan, iGoli 2002.

(Source: Lipietz, 2008

a4

Analysis of CDS

The iGoli 2002 plan introduced a new political geses into Johannesburg that
provided a forum for equitable city planning andalvement, and provided a space for
unions, political parties and other civil societganizations to participate in the creation
of policy. This energized political atmosphere tedhe creation of the iGoli 2010.

Although public participation and energy for theolli2002 plan was high, the iGoli 2010
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process did not emerge successful. Participatibguia and the disillusionment by

particular groups in the participation processrteghy to simply not attend the frequent
meetings and committees. Moreover the politicalypar control used the iGoli planning
process to exert control and maintain political pavAlthough participation in city

planning and governance increased, the abilitytdrol and influence the planning
processes unequally favored the political and econoelites. The broader political,
economic and social structures could not be adetyuatidressed and made more equitable
within the CDS. Although increased participatiorcoil society in the creation of policy
was achieved, little progress was made to polltiahpower the civil society to control

these development prograrfis.

Concluding Remarks: Challenges and Opportunities

Recent scholarship and practice has shown thefoegdeater emphasis on
transformative participatory approaches to develammrhe early developed PAR and
PRA models have proven to increase participatiahhbve not necessarily led to the
changes in political, economic and social wellbeifige more recently developed PPA,
rights-based, and participatory democracy appraabhee shown considerable promise as
successful development strategies through thelitiabito address political empowerment
through participation. An increased focus on transftive participation requires
understanding development as a long-term polipcatess that places control of
development programs into the hands of those nifesttead. Disparate organizations
ranging from the United Nations Development ProgtarActionAid and to Bangladesh
Rural Advancement Committee (BRAC) advocate paditry approaches with the
primary goal of politically empowering local actors

Through the rhetoric of transformative participatithere is an emerging consensus
that political empowerment of individuals can ohBppen if participatory approaches
recognize the need to change the pre-existingiqalitsocial and economic structures that
produce poverty and marginalize individuals. Pcditiempowerment through participation
requires a shift of power, from broader, centralizestitutions to decentralized and
localized actors willing to participate within ardecratic setting and space. Successful

attempts to producing political empowerment thropghicipation require targeting the
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local opportunities founded by local capabilitiesl abilities, and allowing individual
desire and motivation drive the development pracElss type of approach requires
development agencies focusing on participatioretoain explicitly as facilitators of local
needs, allowing individuals to own and control trdgvelopment process.

OPTIONS
Recent experiences of participatory strategiesagpidoaches to development

provide policy makers with a wealth of knowledge denerating and proposing new
directions. Any participatory approach however nhestransformative for the involved
population. This means that participation must leagolitical empowerment for success
to be achieved. Though the options presented lese hot, in practice, led to political
empowerment, they are nonetheless important framebat have the potential to

produce political empowerment through participation

* Implementing Participatory Poverty Assessments

PPA approaches arose from the need to “mainstrgantitipation within
development agencies, addressing the inabilityokcal participation to adequately address
the broader political, economic and social strueguhat affect development programs. By
incorporating a broader range of variables for ustaeding why development has not
occurred, PPA provides the comprehensive analgsiessary for acknowledging and
confronting the impediments of development programs

Strengths: The strength of PPA is its ability to act both ase@ans and ends to
correcting failing and failed development progradg.involving local knowledge, direct
interaction and reliable feedback, PPA allows imdirals and groups to engage
development as a process of meeting self-impossidedeand needs, preventing
development “experts” and “outsiders” from takirantrol.

WeaknessesPPA approaches do not necessarily produce poléitgowerment
due to the heavy reliance on outside actors. Deweémt institutions control PPA
approaches, rather than the local population nfésttad by development projects.

As the case study in Niger reveals, understanttaedocality of poverty and political,
economic and social marginality is key for creat#fiigctive development programs.

Implementing PPA can provide USAID with the necegsaalysis and means for
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producing political empowerment through participati

» Advocating Rights-Based Approaches

Rights-based and capability-based approaches &la@uent place the individual as
center to any development program. By arguingitigividuals intrinsically and
normatively must be the foremost considerationesfedopment programs, rights-based
approaches most directly involve political empowent Furthermore, rights-based
approaches attempt to address the politics of dpuent programs by highlighting the
right of citizens to actively be involved in theopiuction of policy that affects them.

Strengths: The strength of a rights-based approach is indlentiess pursuit of
establishing more equitable and just power relatigrs. By arguing that individuals and
groups have the right to participate and contrelglocesses that affect their lives,
individuals and groups are placed within a morea¢gald of political relations. Through
this perspective, individuals become empoweredcapable of managing their own
advancement and development.

WeaknessesAlthough rights-based approaches specificallynaptieto produce
political empowerment, translating political empoment into productive development
programs has proven problematic. Moreover, riglatseld approaches that emphasize the
decentralization of governance structures (UNDPAID$ do not necessarily politically
empower individuals and groups to take control emimand of development projects.
Strategies that promote political empowerment tghoparticipation require that control of
development programs be transferred to the lodaramost affected, rather than remain
vested in broader and removed institutions.

The successes that the DFID’s Quality of Goveragrogram and ActionAid’s
REFLECT strategy produce illustrate the importaoica rights-based approach for
development. REFLECT promotes the rights and céipabiof individuals and employs
PPA strategies for incorporating individuals andugrs into their programs. Through
advocacy, USAID could incorporate a rights-basgur@gch similar to DFID’s QG and
ActionAid’s REFLECT in order to better address poéil empowerment.
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» Supporting Participatory Democracy

Arguably the most direct strategy for individuatglagroups to control development
programs, participatory democracy strategies séyadaress the politics of development
programs. Participatory democracy requires therdeaézation of governance
mechanisms and institutions, giving more policy-mgkcontrol to the individuals most
affected by policy. More local control of developm@rograms incentivizes local actors
and groups to enact more inclusive and socialliygo$cies.

Strengths The strength of participatory democracy is sréliance on local
motivation. From this perspective, social moveméeisome important players and
participatory democracy strategies can rediredasomovement’s collective energy into
productive policy-making.

Weaknesses Participatory democracy programs did not additessoncerns of the
most marginalized sectors of societies, revealegnost significant weakness of
participatory democracy. Political parties and ottieil society organizations are able to
use participatory democracy as a tool for their @ancerns and needs, rather than
supporting all aspects of society.

Nonetheless, the successes of participatory bundgand city development
strategies further corroborate the importance géleying local motivation and energy
into productive policy creation. Supporting progsasuch as Porto Alegre’s participatory
budgeting or Johannesburg’s city development prograrovides USAID with innovative

means for producing political empowerment throughipipation.

RECOMMENDATIONS

In order to effectively produce political empowemérough participation, the

United States should create and promote a hylmatesty that incorporates the methods of
participatory democracy and advocates a rightscapdbilities-based approach. These
approaches rely on local knowledge and motivatioplan development programs and as a
result, enabling individuals and groups to assurogeraontrol over development

programs. Moreover, encouraging the creation digpatory democracy models such as
participatory budgeting and city development sgge®, alongside advocating human

rights rhetoric, addresses the politics of develepnthrough democratic community
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debate and discussion. Drawing upon the succes&fdéls established by Porto Alegre’s
participatory budgeting and Johannesburg’s cityettggment programs, and recognizing
the successes of ActionAid’s REFLECT model, USAHN provide the institutional
capacity and innovative ability to mainstream thagproaches.

With the new administration and the current pditiand economic constraints, USAID
should develop a new strategic plan that focusggamoting participatory democracy
meanwhile continuing to promote rights and capaédibased strategies to produce
political empowerment through participation.
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Chapter 3

IMPROVING GOVERNANCE IN RECIPIENT COUNTRIES

Yuko Oso

ISSUE

Participants in development projects around thddyarcluding the U.S.

government, have been putting a great amount oftefhd resources into the projects in
countries where governance interferes or prevéotset projects from succeeding. Itis
impossible to ignore the role of governance in ttgwaent of poor countries. Economic
growth and improvement of people’s living standardgoor countries can be extremely
difficult and costly without effective supply of plic goods, such as property rights,
security of contract, and universal enforcemenawas. Proper supply of public goods
will result in smoother aid delivery, encouragetbt-up approaches, and participation of
the public, and allow improvement to take placenore cost-effective manner.
Determining what factors contribute to effectivergmance and the ways to incorporate
them into the US government policies is a key tpriowing the effectiveness of many

development projects.

BACKGROUND

Introduction

Recent discoveries and great breakthroughs matteelspread of bottom-up
development have shed light on new approaches raugit development to a whole new
level. Many new microfinance companies have begabéished, causing several NGOs
and international organizations to rethink theiysvaf operating aid delivery and
development projects to incorporate a bottom-up@ggh into their schemes. However,
in the area of improving governance in poor coestrit seems that the change occurs at a
much slower pace. The idea that good governanogpisrtant for promoting

development is not old. In fact, it is relativelgiw—new enough that anyone has not yet
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found a structure that is guaranteed to work. Reagree that improving governance in
poor countries is important, but many of those guty, despite the amount of money put
into them, have not resulted in significant breadtighs in achieving wealth creation.

There are many development projects around thedviloat are not directly
targeting governance, including health care, edorcatiisease prevention, promotion of
human rights, economic growth, and technologicgrowement. However, no matter how
good those projects are, if the government of dmirel) countries is not willing to
cooperate, or worse, is trying to interfere with ttevelopmental efforts, it can be
extremely difficult to make maximum use of resogrpet into those projects. It is
inefficient to ignore the impact the supply of peopublic goods has on people’s lives.
Poor people do have savings and assets, but thveynoalegal system to make use of their
possessionS.They do not have access to property rights, thusedit, and thus to
transactions that can potentially make their liveter. Even if people do have access to
certain public goods, the cost of accessing theoftén too high that people cannot afford
to make use of it.

We need a system in which people have access t palods at low cost.
Promoting effective governance will lead to moreluision and participation of people
into the economy. This will allow them to contribuo the economic growth of a country.
If we can achieve participation of more peoplavilt be easier to foster a bottom-up
approach because those at the bottom would beaa@istace their needs.

This chapter will explore two of the most famousjpcts that are designed
specifically to improve governance in poor coursiiad provide some case studies to
show what has been going on in this area, whas@ree successes and challenges, and
whether we can learn anything from these to furitemote effective governance. The
chapter also draws attention to some cases ofifailidailing states, in an attempt to make

a clear distinction between governance and a gavemnt

The World Bank: Worldwide Governance Indicators

The World Bank is the biggest international orgatian that focuses on
development. Since it was established in 1945Wbdd Bank has been one of the main
players in the field of development through varipusjects, large-scale loans and aid to
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help developing countries. It has also been promgamprovement of governance in poor

countries. However, its emphasis on effective guaece has been a relatively new
concept. In 1996, the World Bank has started whealled “The Worldwide Governance
Indicators Project (WGI).” This project is desighn® assess and report both aggregate

and individual governance indicators for 212 costand territories for six dimensions of

governance.

Voice and Accountability: the extent to which a country’s citizens are dble
participate in selecting their government, as \aslfreedom of expression,
freedom of association, and a free media.

Political Stability and Absence of Violence/Terrorsm: the likelihood that the
government will be destabilized by unconstitutiomalziolent means, including
terrorism.

Government Effectivenessthe quality of public services, the capacity af th
civil service and its independence from politicedgsures; and the quality of
policy formulation.

Regulatory Quality: the ability of the government to provide soundges
and regulations that enable and promote privat®sdevelopment.

Rule of Law: the extent to which agents have confidence inadmde by the
rules of society, including the quality of contractforcement and property
rights, the police, and the courts, as well adikeihood of crime and violence.
Control of Corruption: the extent to which public power is exercised for
private gain, including both petty and grand fowhsorruption, as well as

“capture” of the state by elites and private inses2

These indicators are used to measure performafcgyernments in relations to

countries/regions, indicators, and time. In otherds, this database enables us to

compare data between different countries and medmsw any of above six indicators

varies over time. There has been a long standilhecf/ that governance cannot be

measured. This project by the World Bank challenips assumption, based on the belief

that improving governance would require means cisueement and comparison.

Although the World Bank admits that none of theigatbrs are perfect and has some

degree of measurement errors, many meaningful casopa can still be drawn from this
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data, leading to feasible policy analy$isVGl is used by many policymakers and civil
society groups to monitor and support various goaece reform projectsiid donors

also use WGI, recognizing that the quality of gonagrce is one of the key determinants of
development progrants For those members within the development fiel&I\Wan be

quite useful. Since they now have visual, aggeefigtires that they can refer to and
compare when trying to improve governance of a tgumstead of struggling with
abstract and vague sense or opinions of how thergment of a country is performing.
WGl is offering a new approach to improve govermeaacd reshape “the framework in

which governance reforms are designed, implemeatetiassessed.”

Case Study 1: From Beneficiaries to Citizens: Grassots Women’s Groups Drive the
Demand for Good Governance
An international organization called Grassrootsddigations Operating Togethey
in Sisterhood (GROOTS International) has been oeanfig the importance of good
governance through focusing on: 1) Shifting thentdg of organized women’s groups
from that of beneficiaries to citizens and probkswlvers, 2) Repositioning grassroots

women’s networks as users and collaborators fovel®l of basic services infrastructureg

and 3) Addressing governance by keeping empowerarghengagement at the center.
Under the auspices of the World Bank, GROOTS cduoigt its operation in Guatemala,
using the WGI indicators to improve women’s acdedand and housing. The project
was carried out as indicated in the following figur
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Figure 1: GROOTS Case Study in Guatemala
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Have a partnership (MOU) with Land Fund

Partnership with National Machinery for Women ifiuencing Land Fund

(GROOTS International 2008

By focusing on empowering women'’s group insteaohgflementing policies from top-
down, government level, they become successfuiflnancing government and

responding to people’s actual needs.

Challenges of Wrldwide Governance Indicators

There are, however, some challenges and criticesasciated with WGI project.
As we can see from Table 1, the sources the WalikBises to measure WGI come from
relatively large organizations or groups. Theseaes on Table 1 are from 2000/01
indicator, and they use 194 separate measurestsallhrough 17 different sources from
“a variety of international organizations, survasgtitutes, risk-rating agencies, and think-
tanks.® This suggests that there is a potential for emanéasuring these indicators.
Because it is likely that the voice of people & tlottom—people actually living in the
country—is not included in these figures, there hay gap between what appears on the

surface and what is really happening at the bottéfthough it is quite useful to have
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aggregate indicators that are more reliable congp@rany individual source, these

potential errors can, in many cases, still be quotesiderable.

Table 1: Sources of Governance Data

Source Publication

Business Environment Risk Intelligence Business Risk Service

Columbia University State Capacity Project

Economist Intelligence Unit Country Risk Service

European Bank for Reconstruction and Redevelopment  Transition Report

Freedom House Mations in Transition

Freedom House Freedom in the World

Gallup Intemational Gallup Millennium Survey

Heritage FoundationfWallstreet Journal Economic Freedom Index

Institute for Management and Development World Competitiveness Yearbook
Latinobarometro Latinobarometro Surveys

Political Economic Risk Consultancy Asia Intelligence

Political Risk Services Intemational Country Risk Guide
PriceWaterhouseCoopers Opacity Index

Standard and Poor's DRI McGraw-Hill Country Risk Review

World Bank Business Enterprise Environment Survey
World Bank World Business Environment Survey
World Economic Forum Global Competitiveness Report

The latest aggregate indicators, collected 199628 taken from 35 data
sources provided by 32 different organizationds &#lso trying to decrease the measuring
gap by collecting many specific and disaggregatedszidual variables measuring various
dimensions of governané®. The quality of data is improving over time, bawhmuch
improvement will be required to make a truly reletata is still in question.

Another challenge associated with WGI is that thallenging, or in some cases
impossible, to linkde jureindications of governance ade factooutcomes of governance.
WGI project distinguishes between “indicators thaecific laws or rules ‘on the books™
and “indicators that measure particular governanteomes ‘on the ground’:

De jurerules codifies details of the constitutional, legalregulatory
environment, the existence or absence of speggoeies such as
anticorruption commissions or independent auditeics, that are intended

to provide the keye jurefoundations of governance.
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De factooutcomesare indicators which measuile factogovernance

outcomes that result from the application of theges. For example, do

firms find the regulatory environment cumbersonred@households

believe the police are corrupt, étc.
The problem with this distinction and measuremsithat rules or policies implemented at
governmental level do not always reflect what isxgan at the ground level. Policies and
constitutions—whether they are on the book or nake-easy to measure; however,
whether those are really accessible from majofiifyemple in the country and whether
they are benefiting from those rules are difficaltmeasure, and therefore often not linked

to or considered in specific policy interventions.

The U.S. Government: Millennium Challenge Corporaton
The Millennium Challenge Corporation (MCC) is aporation founded by the
United States Government and is designed to ateepiaverty by emphasizing good
governance. MCC is based on the belief that “michost effective when it reinforces good
governance, economic freedom and investments iplegf MCC was established by
the Bush Administration in 2004, with a missiorréduce global poverty through
promoting sustainable economic growth. MCC'’s wigrkased on four main principles:
1. Reducing Poverty Through Economic Growth:The MCC focuses
specifically on promoting sustainable economic dgtote reduce poverty
through investments in areas such as transporiatiater and industrial
infrastructure, agriculture, education, privatetsedevelopment, and capacity
building
2. Good Policies Matter: Using objective indicators, countries are seletted
receive assistance based on their performanceviergiog justly, investing in
their citizens, and encouraging economic freedoetaBse corruption
undermines every aspect of sustainable developEIE has made fighting it
one of its highest priorities.
3. Country Ownership: MCC works in partnership with eligible countriesigh
are responsible for identifying the greatest besrie their own development;
for developing their own priorities for a compaetth input from the public, as
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well as civil, political, and private sector actoasnd for implementing compact
programs once they have been approved. Participatithe MCA program
requires high-level engagement and leadership éypdntner government, as
well as civil society and other domestic stakehde ensure the effectiveness
and sustainability of an MCC investment.

4. Focus on ResultsAssistance goes to those countries that have aeaeiwell-
designed programs with clear objectives, benchnmarkseasure progress,
procedures to ensure fiscal accountability foruke of our grants, and a plan
for effective monitoring and objective evaluatidiresults. Programs are
designed to enable sustainable progress eventladténnding under the
Compact has ended, and each Compact is desighedfitished in less then
five years™®

MCC'’s basic structure is incentive-based: a couistigonsidered eligible for MCC

assistance and programs when a government of thrdrgaagrees to implement certain
policies or to improve their governance structu@mce a country is selected for projects,
that country becomes responsible for maintainisgligibility by continuing its reform
process and seeking to maintain and improve itsatiygolicy performance on the above
indicators. Through this mechanism, MCC is aimimgnprove governance in poor
countries and supply people in those countries thighr needs. MCC uses 17 indicators to
determine whether a country is eligible for MCCgnaims (see Table 2).
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Table 2: MCC Indicators for Country Eligibility **

Indicator Category Source
Civil Liberties Ruling Justly Freedom House
Political Rights Ruling Justly Freedom House
\Voice and Accountability Ruling Justly World Bankstitute
Government Effectiveness Ruling Justly World Bamgtitute
Rule of Law Ruling Justly World Bank Institute
Control of Corruption Ruling Justly World Bank litate

Immunization Rates

Investing in People

World He@rganizatiof

Public Expenditure on Health

Investing in People

\World Health Organizatio

Girls' Primary Education
Completion Rate

Investing in People

UNESCO

Public Expenditure on Primary
Education

Investing in People

UNESCO and national
sources

Business Start Up Economic Freedom IFC
Inflation Economic Freedom IMF WEO
Trade Policy Economic Freedom Heritage Foundation

Regulatory Quality

Economic Freedom

World Bankitoge

national sources, cross-

Fiscal Policy Economic Freedom checked with IME WEO
Natural Resource Management Investing in People IESIDI/Yale
Land Rights and Access Economic Freedom IFAD / IFC

In Table 2, notice that there are many more irtdisacompared to the indicators

used within the World Bank WGI. In fact, five of®C indicators are actually taken from
the World Bank WGI project. This means that MC®uslding on the attempt taken by

the World Bank by using WGI indicators (and otheos$tructure their projects.

MCC'’s operations have received increased attemtsomell as expectations. The

reason for this is precisely that there has negenkany development project, focusing

specifically on good governance, which compared@C’s operation scale. With all the

resources it has and new ways of tackling povertydevelopment, people around the

world are curious about how this particular propould turn out. For FY2009, MCC has
the budget request of $2,225 million out of en$ig®,142 million requested for Foreign

Operations programs. This number is quite subisianbnsidering the fact that only three
other programs have budget request higher tharthCC (those three include: Foreign
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Military Financing (FMF): $4,812 million, Global MYAIDS Initiative (GHAI): $4779
million, and Economic Support Fund (ESF): $3,154liam).*> As far as the funding is
concerned, it is the highest funded governanceeptait this point.

In addition, many of the projects enforced inehiéint countries, with the help of
MCC compact, have been reasonably successful.e 8ihas been only five years since
MCC was established, many projects are still irgpgss. However, far from complete,
those projects have been producing some positstdtsein helping government to

implement laws and improving living environment tbe poor.

Case Study 2: Millennium Challenge Compact in Madagscar Starting to Pay Off
Madagascar is one of the 27 least developed cesritrithe world, with over 80%]
of its population living on less than $2 a day. dAnis identified that one of the major
obstacles to improvement of people’s standardvaidiin Madagascar is a weak land-
titing system. Land Tenure Project in Madagasedth $36.03 million out of $110
million compact with the Millennium Challenge Corption, has starting to see some
results in improving land security of people in Mgdscar. The four-year compact was|
signed on April 18, 2005 and entered into forcg 211, 2005, seeking to increase land
security, expand competition in the financial seetod encourage investment in farms gnd
other rural businesses. Since then, Land Tenwjedrhas restored approximately
105,900 disintegrating land rights documents iroflthe country’s 29 regional land
service offices. In addition, more than 82,500udnents have been digitized. The
project’s local land management offices have isamatoximately 7,400 certificates,
securing land for more than 4,950 families.
(Source: MCC 2008§

This case study demonstrates how Madagascar sskndity has made improvement,
even though progress has been a little slowerms®f number. The fact that the
government is able to and is progressing to creétamework and a basis for effective
land security management is a key step for enfgraiore security rights in the future.

Moreover, the government accountability and trarepay have definitely improved, and
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it is likely that those projects and improvementand continue after the compact is
completed.

In a number of similar other cases, improvemergssaen not only in specific areas
of development, such as the number of people wkie lemal property rights or number of
children who are getting primary education (thoofjbourse this is important, too), but in
areas of governance as well. For instance, Taazarted its cooperation with MCC
from Threshold Program. MCC's Threshold Prograrfioiscountries that are not
compact-eligible but are willing to improve its gomance, and it is designed to help those
countries eventually become eligible for compaogpams of MCC. Tanzania’'s
Threshold Program, which particularly focused ontaaling public corruption, ended on
September 30, 2008. The country is now eligible for MCC compact arebsigned the
five-year, $698 million compact with MCC on Septemt7, 20082 This kind of
progress has also been happening in many othetresiworking with MCC Threshold
Program, improving their governance structure aa#ting their way to become a

compact-eligible country.

Challenges of Millennium Challenge Corporation

One of the biggest criticisms against MCC projexd heen its slow progress in
“getting projects beyond the planning stage topbi@t contractors can actually build the
roads, irrigation canals, power plants and clearemsystems that poor countries say they
need.*® The MCC did not spend its entire budget for ins few years of its operation,
leading to a significant budget cut from the Cosgreéhe appropriation for MCC projects
were $2.5 billion for FY2004-FY2005, and cut backstL.77 billion in FY2006, $1.75
billion in FY2007 and $1.482 billion in FY2008. Because of their slow process,
according to some critics in both developed anchiging countries, the budget for aid is
subject to a significant reduction every year.haligh whether the quality of a project
corresponds with how much money put into it is dabke, it can certainly be a threat to
many countries that rely substantially on aid capfrom the United States.

Another concerning problem with MCC'’s approaclyé@d governance is that it
does not quite succeed in reaching to all the getbi@y intend to help. Because MCC has
an incentive-based structure, its assistance pmggcan be implemented only if the
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government of a country is willing to cooperatenlidCC to meet all the criteria and carry
out projects or enforce policies to improve its gamance. This means that people in
countries of which government is not willing to nea&ny change or to compromise will be
completely left out from the reach of MCC projec&ince its foundation in 2004, MCC
has been expanding its operation. 26 countrieswarently eligible for the Millennium
Challenge Account (MCA) compact funding and 13 d¢des are eligible under its
Threshold Program. Over five years of its opemtik8 countries to date have MCA
compacts totaling more than $6.3 billifnHowever, whether this number is large enough

or is expanding at a fast enough rate is questibgedany critics.

Failed States: Governance without Governments
A failed state, also called collapsed state, imeeghat is missing basic functions of

governance and thus unable to provide approprigtéqservices to its citizens. These
states are also often involved in and suffer frawil anrests, political disorders, and
poverty. Current examples of failed state woul&benalia, Sudan, and Zimbabwe, the
top three countries on the ranking called FailedeStIndex 2008 This ranking,
published annually since 2005, examines countsiestainability and governance in 12
different categories:

» Demographic Pressures

* Refugees and Displaced Persons

* Group Grievance

* Human Flight

* Uneven Development

 Economy

» Delegitimization of State

» Public Services

* Human Rights

» Security Apparatus

» Factionalized Elites

+ External Intervention
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Somalia, ranked as the most failed state in 2088 the top (worst) score for eight
out of twelve categories. In Somalia, unpopulansitional government has lost control of
most parts of the country, including the capitéy of Mogadishu. The fights between the
transitional government, with the help of Ethioptevops, and the remnants of the Islamist
insurgency are still intensifying. Moreover, théigits have produced some 700,000
refugees, fleeing Mogadishu in 2007, with even npmeple left behind in the capitdl.

With these chaotic conditions, government of Somialiunable to control anything;
improving governance and delivering public goodidaitizen are impossible at this point.
Similarly, humanitarian crisis in Darfur region ®tidan and economic and political
disorder in Zimbabwe have contributed to both coasthigh ranking in 2008 index.
People in these countries, along with many otheesstruggling with severe conditions
they live in, but in many cases government of thmmentries are unable or not willing to
improve the situation.

However, there are some cases where governanadlgemerged or is sustained
without a proper or strong central government. é@mple, in Belgium, there is an
increasing tension between the Dutch-speaking FFAigsnof the north and the French-
speaking Walloons of the south, and recently itladgo constitutional amendments,
granting both regions formal recognition and autoyio This means that the central
government of Belgium has practically given up yinify the two regions as one. However,
this does not imply that people are not providethwwublic goods they need in order to
succeed socially and economically. Most publicdgoare provided by each region, and
the central government does not have many thingsabwith anymore anyways.

Belgium is known as one of the economically sudcéssates among Europe, with its
GDP per capita being $38,000 in 2008, $3,200 ntwae that of German¥. It is now
called “the most successful failed states” in thoelo:

Another example would be the case of Somalilanhrarecognized state that
branched off from Somalia. In Somalia, as it wantioned in the previous paragraphs,
there is practically no central state. The cergoslernment has lost control over what is
going on in most part of the country, and peopéel&ing in violent, chaotic, and
uncertain circumstances every day. Republic of @iteind, used to be a northwestern part

of Somalia, claimed independence from the Uniom8ibmalia in 1991. Since then,
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Somaliland has been, especially compared to nergithstate of Somalia, very successful
in terms of political and administrative systemsd aconomic prosperity. To illustrate
some of its success, Somaliland has held threescatige elections since 2001, has a
parliament controlled by opposition parties, andg &d@oosting economy with the active
private sectof®

This success has been the result of Somalilantbst¢éb establish a set of
administrative bodies based on “traditional Soraahcepts of governance by consultation
and consent?’ This means that Somaliland has constructed itsergance structure
according to local norms, values, and relationshptwead of adopting a Western structure
that in many ways does not correlate with locatgoilncorporating traditional
governance system into a modern state structurerredied Somaliland to achieve more
unification and legitimacy, as well as account&pitif the administrative body by actually
representing the society it is meant to repres8oinaliland is not yet recognized as a
country, and its governance certainly still has samaknesses to be addressed; yet, it is
far more successful and peaceful than Somalia,iwiydaw is still a country.

From the cases of Belgium and Somaliland, it iy oritural to draw on a question:
Is having a government or a state necessary fangawod governance? In the case of
Belgium, it seems that the power of the centralegoment is weakening, but two regions
separately are governing themselves well by pragidiecessary public service to its
citizen. In Somaliland, too, although not as antoy it is doing well compared to
Somalia and most other African states. These casgsgest that there may be no need for
the actual “government” to exist in order to impeqeople’s lives through delivery of
adequate public goods. Good governance shouldyalb@athere, but it does not have to
be a government. Also, both Belgium and Somalileestks suggest that what is important
for improved governance is taking in people’s veic&ven though the central government
is weak, Belgium is successful in vibrating its eamy and sustaining reliable governance
by listening to local people. Even though it is recognized as an official country,
Republic of Somaliland is still managing to be emmircally, politically, and socially
successful by employing a democratic system to rsake people’s voices are

incorporated in their governance.
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The connection between good governance and botfdeuelopment is precisely
this concept of integrating local voice into theradistrative, governance system. The fact
that governance should not necessarily be tiedvemment shows that people’s input is
important. Any development effort should not igntie importance of effective
governance. However, improving governance shoatanly focus on building a

structure but building a structure that works tergeople.

Concluding Remarks: Challenges and Opportunities

From the cases and arguments presented in thisechaps obvious that
improving governance is a key to development atiddi people’s standard of living in
poor countries. The World Bank’s Worldwide Goveroaindicators (WGI) have been a
basis for measuring performance of poor countneswsed by many other international
organizations to monitor their development projedibe World Bank is also carrying out
projects aimed specifically at improving governamcdeveloping countries, using the
WGI indicators to measure their success. Oneethallenges WGI faces, however, is
the gap between policies on paper and what is icheppening on the ground. In many
cases, even though a good policy is written in tlhri®ns, its benefit may not be actually
reaching out to its citizens. Conversely, dataiapdts collected from the citizens can be
difficult to incorporate into an actually policy.

Millennium Challenge Corporation (MCC), founded and by the US
Government, is one of the largest organizationskibad on World Bank’s WGI project.
Based on its principle that development can be mibsttive when it encourages good
governance, MCC has been focusing on building eentive-based structure that requires
government of developing countries to improve @seynance to a certain level, in order
to become eligible for the development compact MC. In addition, MCC has what is
called Threshold Program that is designed spedifitahelp countries achieve improved
governance. This structure has allowed many deugdocountries, illustrated in the
examples of Madagascar and Tanzania, to get resotivey needed to achieve a better
state.

The problem with the World Bank and MCC prograimwhver, is that they are not

reflecting or incorporating the voices of the pods this chapter discussed with the cases
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of failed states, governance and its functionsvawee effective when people’s opinions are
integrated into the administrative system. Somatllexample illustrates how important it
can be for the development of a country to trapsdaid include traditional norms, values,
relationships, and ways of thinking into the gowrce structure. However, the current
structure of most projects for improving governaneeluding WGI and MCC, lacks the
opportunities where people at the bottom can agtspkak for themselves and for their
needs. Specifically with MCC, for instance, ityudeals with the government of poor
countries. This is problematic because it autoralyi eliminates the program-eligibility

of the governance body like Somaliland, which mayrmore effective in providing its
people with what they need than most other devetppountries.

As an initial five-year, start-up phase of MCC lgemrearly complete, it is time to
think of possible changes we can make to improieptogram. Since it is still a new
corporation, whether MCC'’s practices actually ttatgsinto better results on the ground,
and whether the incentive-based eligibility struettruly inspires and sustains policy
reform in recipient countries are yet to be deteedi However, there may be some
smaller changes that could be made to overalltstreiof the program. Because much
resources is generated into MCC program, it is maob for both the US government and

developing countries to make sure those resoureassad in most effective ways.

OPTIONS

e Continue with the current operation of Millennium Challenge Corporation

The first option is to continue the current opematof MCC with some small
adjustments. MCC so far has been achieving sorsiéymresults from its various
projects around the world. Since it has been dwéyyears since its establishment, it may
be just too early to make any significant changeststructure. If we collect more data
and case studies from the current operation, wénfilgd a better plan for change in the
future. This option is also relatively easy torgaout, since its focus is to keep the status
guo. However, although the current model is achgegome progress, there are margins
for improvement. Both critics and supporters of ®@ave pointed out some weaknesses

of the program that could be improved upon.
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» Keep the current operation of Millennium ChallengeCorporation, but with
expanded possible candidates

Another option is to make a change in MCC'’s strietunstead of limiting
possible clients of MCC programs to the governnoémoor countries, expand that reach
to broader categories of governance: for examle;racognized governance body like
Somaliland. This will allow more bottom-up apprbas to take place for improving
governance, as seen in the case study with GROGEBational and its operation in
Guatemala. This is also likely to result in thelusion of more countries and more people
in the program.

A downside of this option would be that it is mafeallenging to implement.
There are many aspects of the MCC structure thet teebe addressed and determined, in
order to enforce this change. For instance, ittae some effort to determine how big
the governance body should be in order to becomgiblel for the compact. Because it is
impossible to include every single small commumtyp the system, there needs to be
other criteria for determining the eligibility. Kiag this option would involve substantial
changes, and thus require more effort to implemaitgo, this option is likely to involve
some political effort, since some states woulddbeatant to give non-sovereign

governance like Somaliland a more recognized status

RECOMMENDATIONS

Keep the current operation of Millennium ChallengeCorporation, but with expanded

possible candidates.

The United States government should expand thé r@faelillennium Challenge
Corporation to include broader types of governahaéare successfully governing or
trying hard to improve governance and lives of peapits region. One of the
weaknesses of the structure of Millennium ChalleGgeporation is that its program-
eligibility is limited to the government of develog countries. This structure has been
excluding people living in countries with bad gavance; if the government is not willing
to improve its quality of governance, people hawether option but to stay in the current
situation. Expanding the eligibility to the progravould allow more people to be

included in the benefits the program can achieve.
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Developmental organizations and projects shouldddess on improving
“government” but on improving “governance.” If axggrnment of a country is unable to
supply public goods to its people, instead of djarding the country as not eligible for the
program, we should try to look for alternatives d&atp those who are actually able to
achieve more effective governance. Aid and devetq effort should go to whoever can
make most effective use of them, and not merelpbse it has a legal status as a
government. From the discussion on failed statesclear that when governance was
established from bottom-up, with more reflection @aontribution of local people and their
voice, it was more likely to be sustainable andccessful in providing people with what
they need. When the same amount of money or @enisto Somalia and Somaliland, it is
most likely that Somaliland will make more progresth it in improving its citizen’s lives.

This is not to say that the US government is igmpthe existence of non-
sovereign governance like Somaliland. In fact,Wlegovernment is already helping
Somaliland in various ways. But the extent thaai help is limited because Somaliland
IS not recognized as a country. There is pradyica official window in the US
government structure to deal with something liken8liland; therefore, transparency on
this issue is also limited. In the future, itilely that the case like Somaliland will emerge
in other places of the world. Then, the United&tand other countries will eventually
need to rethink the current idea of governance.

Giving non-sovereign governance a new level of gaden is certainly a huge
step and is going to be challenging. Howeverhasatorld is becoming more diverse, this
may be the time to reframe our way of thinking algavernance. Promoting good
governance is ultimately in the best interest efltmited States in terms of both in terms
of security and prosperity. Because it is of evayntry’s interest to achieve a secure
world, this approach can also be a multilateradreff The United States can lead the way

to achieving a better world.
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Chapter 4

COMBATING CORRUPTION THROUGH E-GOVERNANCE

Chase Sandbloom

ISSUE

Efforts to provide development assistance are gitagued by corruption. With

economic crisis currently increasing poverty in tleeeloping world, action must be taken
to limit corruption and bring relief to the pooruent US development policy requires
countries seeking development assistance to refoeminstitutions. This policy must
change. Long-term goals for limiting the corrupgtdbution of development assistance
must be coupled with short-term solutions. Therpsbpopulations in the poorest

countries are in need of assistance immediately.

BACKGROUND
Introduction

A vicious trend exists in political economy: systeai broken governance breed
ineffective institutions, which are unable to peicitizens with national public goods.
This contagion makes transactions inefficient aitichately diminishes the wealth accrued
to individuals through the process of voluntarylextge. As a result, poverty is rampant
in developing world, as well as the need for fonedgsistance. It has been common
however, for donors to dump assistance into theaatdes and rely on the corrupt
institutions that govern to distribute aid mon&ynder these conditions, significant
assistance funds are lost to corruption, which esitise poor to continually languish in
poverty. Corruption is defined as the extractibdevelopment assistance, which imposes
a net loss on sociely Statistics reaffirm the destructive power of depenent corruption.

In 2008, the Global Corruption Report found thathecked levels of corruption added US
$50 billion to the cost of achieving the United lat Millennium Development Goals on

water and sanitation worldwide. This is half treasty global outlay of aid for this cauSe.
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It is unrealistic, and even impossible for the d®all for the immediate reform of all
institutions in the developing world in the figlgaanst the corrupt distribution of aid. This
will take decades to complete. Instead, a policgtve developed that meshes long-term
goals with immediate results to end the destrudbvees that limit the value of
development assistance.

This chapter will examine both grassroots partibipaand government audits in
an effort to examine comprehensive methods fottiingicorruption. Grassroots
participation is found to be a short-term solutionlimiting corruption when: (1) local
citizens are given adequate information to deteentite@ accountability of development
projects and (2) local officials listen to thessulés. Conversely, government auditing is a
long-term method to fight corruption because ituiegp strong legal institutions as a
prerequisite to effectively limit corruption. Theesften do not exist in developing
countries. Only when E-Governance is used to mattaginstitutions of the state will
audits be an effective method to limit corrupti@BrGovernance is defined as the use of
Information and Communication Technology to createansparent interface between
citizen and government.Grassroots participation and auditing each crelatforms to

significantly lessen the corrupt use of developnassistance.

Why Addressing Corruption needs to be a Priority

Cameroon is a country abundant in primary comnexlitAlthough agricultural
opportunities exist for each citizen in Camerobe, government neglects the cultivation
of these valuable resources. Agriculture productiomploys 70 percent of Cameroon’s
citizens, yet the government budget devoted tacaljure is a scant $106 million. This is
slightly more than then $105 million allocated foe services of the presidency. As a
result, only 10 percent of roads are paved anditieenployment rate is more than 30
percent’ These dire conditions faced by the poorest ¢isZza Cameroon have ignited
new attempts to assist those most in need agdtest byCase Study.1Unfortunately,
corruption is endemic in the governments and usbihs of Cameroon, which limits

assistance provided to the poor
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Case Study 1: Cameroon Development Contracts
In early 2009, a local government official atteegpto coax Mbanda Leo Ganglii,|a
poor farmer in Boyo, into piecing together a $57&kack. Recently, the village had
received a $1,850 government development contwaasgist farmers in planting healthy
plantain seedlings in 2009. Only by fulfilling beé demands are farmers in Cameroon
guaranteed future assistance from the governntémivever, Ganglii was unable to collegt
the full kickback because the destitute farmetsisnocal community were unable to put
together the necessary funds. It is now beliehiatdrio development assistance will be
given to Boyo in 2010. This vile corruption hasdea&ameroon an emerging flashpoint
for development project corruption in rural Africa.
(Source: Fitzgerald & Swann 200p)

Citizens in rural Cameroon are disconnected froenube and allocation of
development funds. This top-down method of aid iafmmation dispersal gives all
authority to officials who do not answer to a fotregstem of accountability. This causes
three problems: (1) aid is spent in ways that da#snatch the immediate needs of each
farmer, (2) these officials limit the value of peojs by demanding a large cut of the aid for
themselves, and (3) donors do not know how themegas being spent. These three
actions significantly hinder the development oatdarmers such as Mbanda Leo Ganglii
and the confidence of foreign investors. Whenuargovernment officials become the
unchecked gatekeepers of development assistarrception flourishes and the poor are
forced into destitution.

The corrupt expenditure of foreign aid poses dymwagtfects, especially during
times of economic crisis. Current economic coodsgiare impoverishing individuals at a
rapid pace. Since late 2008, 100 million peopkehaeen pushed back into poverty.
Recently, Robert Zoellick, the current presidenthef World Bank, called for the United
States and other developed nations to devote jpedcént of their stimulus package to a
“vulnerability fund” for developing country assistze. This fund would set up new
development programs for the poor throughout theldping world®> However, before
the US and other countries contribute increasedssafrmoney to assistance, a

comprehensive method must exist to ensure the atajole and transparent distribution of
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these funds. As we illustrated in chapter onererily. these mechanisms do not exist. A
cornerstone for the Obama administration must bedter methods of accountability that

ensures an immediate reduction in corruption.

Corruption in Development Projects

In Indonesia, the Kecamatan Development PrograDP(Kis one attempt to
alleviate poverty and build strong local and acd¢able governance in rural areas of the
country. This assistance platform is funded thloggvernment budget allocations, donor
grants, and loans from the World BahkAlthough this program has made improvements
in bringing assistance to the poor throughout Ieste shortfalls continue to limit
intended achievement.

Each year, the Indonesian government, with helm filwee World Bank gives
money to 15,000 local villages. This KDP contrédmiain average of $8,800 to each of
these villages in Indonesia. The money is mostgduo surface dirt roads. Within the
KDP project, two different checks exist with théeintion of limiting assistance that is lost
to corruption. The first method employed is graess participation. Under this method,
accountability meetings take place forcing thoseharge of construction to divulge all
information on expenditures to the citizens oflttwl village. This attempts to employ
citizens to limit corruption. Government audite #he second mechanism intended to
prevent corruption. Their findings present theguaitity of criminal punishment for those
who misuse aid.

The fundamental shortfall of this program is thatantinues to be susceptible to
corruption. This is illustrated by a comprehensxamination of these road projects. By
comparing the amount of money requested by eatzageito the true cost of each project,
corruption is expressed as a numerical value. gJsiput data from engineers and
surveyors in Indonesia—well versed in Indonesiaitding cost—it is estimated that
across 608 villages in Indonesia, corruption actedifor 24 percent of KDP budgéts.

Reducing Corruption in the Short-term: Grassroots Rarticipation

Information, in the form of expenditures and scopdevelopment projects, is

critical for local citizens to fight corruption. dwever, citizens have varied access to
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information depending on their country of resideand connections within their local
community. In the developing world, it is commam & limit to be put on the distribution
of information. This allows governments to dicttte allocation of resources in an effort
to maintain power. The KDP has attempted to Igoiernment control of development
by encouraging grassroots participation. This e citizens with the ability to regulate
the use of development resources. The grassrecipgxtive argues that local citizens
have greater incentive to ensure the proper uskbgesstance funds when compared with
disconcerted central bureaucrats, because theyitst from new infrastructure.
Grassroots participation can be achieved in a nuwidifferent ways. In the

KDP, two methods were used to increase the paatioip of local villagers in the
regulation of development assistance spendingfiigtanethod attempted to increase
participation by distributing anonymous commentrier which citizens could submit to
drop-boxes for reading at accountability meetinfee second method involves the
distribution of invitations to these same accouifitghmeetings. At these meetings the
village elites divulge all expenditure information KDP projects. Invitations were
distributed in two ways: through village elites algo through local schools.

Invitations increased the attendance of villageens at accountability meeting by
40 percent and comment forms produced hundreddlioit remarks. However, when the
effect of these grassroots participation effortsenmeasured together only a 2.2 percent
reduction in missing expenditure occurred, as de@im Table 1.

Table 1: Methods for Fighting Corruption*°

Invitation and Invitation and
Invitations comment cards comment cars
(overall) from elites through schools
Change in missing
i 0,
expenditures (%) 29 26 73

It is possible to make valuable conclusions ableitbest technique for reducing
corruption by analyzing each grassroots partiogratnethod individually. The
anonymous comment forms were ineffective becausgdb not increase the amount of

information given to each citizen. These formsefae produce ineffective results in
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limiting corruption on a grassroots level. Conedysinvitations to accountability
meetings provide the means for all citizens to ss@eformation on development
procedures. But distribution techniques employedisseminate meeting invitations limit
the effect of information in reducing corruptiowhen elites distributed invitations,
corruption increased by 2.6 percent, but when dehindocal villages circulated these
same invitations, a 7.3 percent decrease in céompccurred! The difference between
these two numbers illustrates the lack of transparéhat exists when one group in the
community is given responsibility to disseminateitiations.

Given the power to distribute invitations, theséividuals tend to distribute
invitations towards personal supporters. Thissgyaificant hindrance to the transparent
circulation of information, which is crucial to tledfective enforcement of accountability
from the grassroots level. For accountability nmegst to be effective in limiting
development corruption, invitations must be prouitiz all citizens. When this occurs,

corruption in development will significantly deadin

Making Grassroots Participation More Effective

Policing KDP projects through grassroots effortzdoiced only marginal results.
However, this attempt by KDP gives insight intotteicues that are crucial for
implementing a grassroots approach that reducespt@n in the short-term. First, all
citizens must be adequately informed. For thisdour, distribution of information, and
also the venues for accessing the information fpesteated as a public good. Just as the
postal service delivers mail to each individualha US, information on development
projects must be distributed in a similar manndisWwill equip citizens with information
on cost of labor and materials, as well as the sadglevelopment projects. If this small
change does not occur, citizens will be unabldfectvely enforce accountability in
development expenditures.

An example of this information strategy was emplbyn the Kyrgyz Republic.
Although corruption plagues local governance is ttountry, the World Bank launched a
village infrastructure program relying on the pagation of local citizens to ensure the
proper use of assistance. It required villagetsetadequately informed and involved in
the use of grants for assistance. This methocuigpation required minimal
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institutional changes and yielded immediate andatiffe results. Armed with information,
citizens acted as the legal system, scrutinizingadts and expenditures to effectively hold
local officials accountable. This method provedbéoa success throughout the Kyrgyz
Republic. In one village, a government officialsaffarced to recoup misused funds after
the village council found that he had misallocdtetts originally intended for a
development project As illustrated by this example, citizens who hwlhsparent

access to information foster accountability in depment. When the poor are informed,
development assistance brings prosperity to masplpeand poverty begins to decline
worldwide.

The second requirement is to establish a precédeatcountability among local
government officials in developing countries. Hrstally, international agencies such as
the World Bank and International Monetary Fund ()Nteve undertaken measures to
enforce accountability. Under the guidance of ttgsment banks, local elites were not
held to any standard for accountability. When paogs falter under these conditions local
officials direct blame towards development banks afficials are no longer responsible
for the prosperity of their citizens’

Local elites must be returned to positions of actability in developing countries.
This needs to be done by establishing a systemcehtives. For example, if a local
village aspires to build a road with foreign assise funds, the allocation of these funds
must occur in a stipend format. This means thalloitizens will regularly review the
usage of funds used for a particular projectt i proven that costs match adequate
progress then village officials will receive thexh@stallment of money to continue the
project. However, if costs do not match progrésstthe project will stop until funds are
put to appropriate use.

Under grassroots participation, where all citizeage access to appropriate
information, locals are given the responsibilityasstler-blowers when cost
discrepancies occur. By applying the incentiveitzens, who desire to maximize the
value of development assistance, a decline in ptow will occur and bring new value to

development projects.
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Grassroots Participation: Creating Immediate Resuls

By giving local citizens adequate information tdedenine the accountability of
development projects and ensuring that local @ffclisten to these results, corruption will
be reduced on a short-term basis. This provide$aindation for the legitimate
implementation of development projects. When imfation is accessible to all local
citizens, less waste and greater benefit is pravidehe entire community. The benefits

of this approach are illustrated in Case Study 2.

Case Study 2: The Impact of Information

In Central Sulawesi, Indonesia a delivery trudkel, with orders from the public
works department, delivered a bundle of wood orotliskirts of the village. As villagers
watched the delivery occur, they began to wondeatuilie supplies were for and why th¢
village was not involved in the planning or logistiof this project. After inquiring to the
driver about the intentions of the project, théagers learned that the wood was for the
construction of a bridge. The citizens demandeadrimétion regarding the cost of the
materials and the source of funds for the projéttiesponse to these inquiries, the driver
told the villagers to be grateful for receiving er@ls and to accept the bridge
construction. The next night, in protest of thisjpct, villagers wrapped the lumber in
white cloth that night — the fabric used to wraps village members who had died.

(Source: Birdsall

Because these villagers had been fully involvea previous road development
project, the village was exposed to the corruptiat too often plagues development
projects. This knowledge allows villagers to psbti®rms of development corruption. By
adequately informing and involving citizens in theveloping world in the expenditure of
assistance, a new level of transparency and acaoilityt can be assured. The value of
each dollar devoted to development assistance thidegrassroots model is maximized.
This ultimately provides citizens with greater biiseand lessens levels of poverty in the

developing world.
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Government Audits and Corruption

A system of audits is another technique employethbyKDP to limit corruption
within development projects. This is to ensurd dah dollar invested in development
yields the greatest possible value. Governmentsace conducted by the central
government in Indonesia with the intention of monitg expenditures of local officials in
KDP projects. Auditing is an expensive and timestoning process. As a result, the
central government in Indonesia only audits fouceet of KDP projects.

To examine the effects of auditing in limiting agotion, it is necessary to make
audits be a part of all development projects. Eakimg audits 100 percent certain for all
development projects, it is possible to measurértleeimpact of the auditing process in
the reduction of corruption. To do this, the cahgpovernment notified all local officials
whose village had been awarded a KDP grant thaxagknditures would be monitored.
This notification occurred after funds had beenraled to each village but before
construction had officially begun.

Table 2: Methods for Fighting Corruption™*

Audits

Change in missing

expenditures (%) 85

With the legal institution of Indonesia enforcingnalties for corruption, audits
should theoretically impose incentive to limit aget activity. After the certainty of audits
had been increased to 100 percent, the amountssimgi expenditure was measured and
then compared to the amount of corruption thatdwirred when the chance of auditing
was only four percent. When audits were certaiodcur, eight percent of the total
corruption was reduced. These reductions occumreggard to both labor and material
costs. Although corruption decreased by eightgr@ras illustrated biable 2 it proved
to be only a small percentage of the total cornupin development projects in Indonesia.
These statistics highlight the glaring incompeteoicne Indonesian legal system. When
local officials have no fear of being prosecutedtheir actions, they have little incentive

to make expenditures that benefit of the entire roomity.
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Government Auditing: a Long-term Approach

Government auditing is an inadequate method foleatlyg immediate reductions
in corruption. Although this system reduces sraalbunts of corruption in Indonesian
development projects, auditing will only achievé faductions in corruption through the
improvement of legal institutions in Indonesia atider developing countries. This is a
long process that requires developing countrieseaate systems that effectively prosecute
corrupt local officials. Reforming these legaltgyss will take significant time. In the
fight against corruption, auditing is thereforeyoallong-term option because it requires
that developing countries partake in institutiorbrm. The small benefits of auditing are

illustrated in Table 3.

Table 3: Cost Benefit Analysis of Audit Treatment®

Equal Weighted Net- Distribution

Benefits Weighted Benefits
Cost of Treatment:
Monetary cost -335 -278
Associated deadweight loss -134 -111
Time cost -31 -31
Subtotal -500 -419
Change in rents received by corrupt officials:
From theft of materials -367 -224
From theft of wages -102 -62
Subtotal -468 -286
Change in Benefits from Project:
Net present value of road expenditures 1,165 1,165
Wages received by workers 86 86
Other expenditures -37 -37
Subtotal 1,213 1,238
Total net benefits 245 508

*All amounts are in US dollars
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By examining the cost benefit analysis of the angisystem, auditing is shown to
be an effective tool against corruption in the kbagn. In Indonesia auditing saves each
project an average of $245, when accounting fosimisexpenditures due to corruption.
This is shown infable 3 When proper legal systems exist around the wirld will be a
cost effective technique for achieving accountapih development projects. However, a
strategy for implementing these changes is neeBie@overnance is one method to
achieve this task. With technology bringing sedagal institutions to the developing
world, the necessary foundations will be estabiisioe auditing to be an effective long-

term procedure for limiting corruption in developmhassistance.

Revising the Long-term Ideals of US Development Astance

For many years the foreign assistance was sinfbped to the developing world
without knowledge of how the money was being uddt with the backing of the US,
multilateral development banks have increased @ii®to create accountability in their
development projects. Devoting an increased amoiumioney to supervision efforts has
caused investigators to also limit corruption witdevelopment projects. Under this new
pressure to ensure the effective use of aid, th€ Mhich was discussed in-depth in
chapter three, is attempting to increase efforteasie aid expenditures accountable. By
requiring the establishment of adequate instittipnor to the allocation of assistance, the
MCC believes that the corruptibility of aid monejllwe significantly decreased.
Although the MCC's determination for “effective titations” is highly debated, better
institutions are shown to increase both finanaiabaintability and transparenty.In the
long-term this is a legitimate option to combatraption within development. By
coupling institutional reform with technology, tpeospects for creating a future of

accountable and effective development projectsighb

Technology in the Implementation of Institutional Reform

Technology is the gateway to this institutiondbren. The E-Governance platform
has issued successful transparency and accoutydbitbughout legal systems in several
states in India. The late 2@entury brought fundamental change to politicthistate of

Andhra Pradesh, India. Previously, this governnhalt wallowed in many of the same
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problems and inefficiencies that plagued other ji@as in India. New chief minister Nara
Chandrababu set out to alter this trend. To béggraid out a bold set of comprehensive
goals for the state to reach with the implementatibVision 2020 While these goals
covered many different areas, the foundation & pién focused on creatisgnple, moral,
accountable, responsive, and transpargSMART) government! The implementation of
this system was dependent on E-Governance. Theftlkes technology has increased the

legitimacy of government institutions by focusingthe needs of each citizen.

Case Study 3: Citizen-Centric Governance
Recently, Durgi, a small village in Andhra Pradestt power. Kiran, a local ston
carver, was unable to continue his work in darkné$s then got up, picked up the phon[,
and dialed the local power company. An engineedudy took Kiran’s call and

immediately checked the power tap for Durgi. R&ad) that the tap powering Durgi wa

-

having problems, the engineer opened an alteraptthait returned power to Kiran and the
rest of his village. Meanwhile, work began on pineblematic tap. According to Kiran,
the entire process took a total of four minutegcd&ise of the efficiency involved in
returning power, Kiran was able to finish all hisnw for the day. Each of the interactior]
between Kiran and the power company was also reddite information is accessible tq

both the government and citizens.

(Source: Prahalad 200‘5)

By meshing technology with government in Andhrad@sh, an efficient
government-citizen interface is created that effety transfers services to the needs of
each individual.Case Study 8ighlights this fact. Kiran’s needs were quickiyd
effectively attended to allowing him to continus ork. Technology is not limited only
to the transfer of services. It also has the tgftidi create legitimate institutions in the

developing world that limit the coercive power otél officials.
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Technology in the Legal Sector: Karnataka Pradeshndia

The government of Karnataka, India has appliedribats of technology to the
legal institution of their states in an effort gsematize the process of property ownership.
Legality, in regard to property, is now defineddfficiency, transparency, and
accountability. By limiting corruption and outrigheglect, which has plagued property
ownership in Karnataka Pradesh for decades, ct#ibhame been given a renewed ability to
financially empower themselves by quickly accessirggnecessary documents needed to
prove land ownership. In this state, the departro€revenue has computerized all land
ownership records. The impact of this system laaisthe greatest effect on the 6.7 million
farmers in the state, because farmers are requineave documentation of land
ownership—referred to as the Record of Rights, mepand Crops (RTC)—in order to
receive a bank loaff.

The creation of effective legal processes withaioeof technology has produced
legal institutions that reflect the needs of eatlzen. Prior to the implementation of these
computerized land rights, 9,000 village accountargee responsible for keeping track of
land records of Karnataka Pradesh. Accountants wegrworked — each one served
between three and four villages. In Karnataka deouments are required to prove land
ownership. The first document is called a regiatet it indicates the current ownership of
each parcel of land, its area, and cropping patt&he other document is a village map
that depicts the boundaries of each land parcekdviay every citizen of Karnataka.
Village accountants were in charge of updating résevhen the sale and/or inheritance of
land occurred. Then, the duty of village accounhteas to notify other landowners and the
local village office. In reality this rarely ocaed and the boundaries of land ownership
have become highly problematic. Requesting an ostife update usually took between
one and two years. The process of attaining an Ra€equally as challenging. It often
took one month to obtain the documents from thlegd accountant depending on the size
of the bribe offered by the farmer. Obtaining anCRusually required a bribe of between
Rs.100 and Rs.2,000, but these prices could batéafito nearly Rs.10,000. In this
situation, accountants held power over local fagmaed were held to no standards for

accountability*®
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A new system of transparency and efficiency wasmdy implemented in
Karnataka to end the severe inefficiencies thajuyed the previous system of property
ownership. Computerized land record kiosks nowstekiroughout Karnataka,
standardizing the process of obtaining RTC documeAtfarmer can now obtain his
records by walking to his local kiosk and payinijphfee of Rs.15. This service is now
available to all citizens. For any sale or inkaerde of land, computers automatically make
notices, which are then collected by the villagecamtants. The time it takes to change
the title of land has declined from one to two gearthree days. This software uses bio-
logon metrics, which authenticates all users useaure fingerprint data and records all
transactions and farmers no longer forced to déhltwe inconvenience, harassments, and
bribes from village accountarft8This is a preliminary step for reforming legaltingions.
However, for the auditing process to be an effectool for limiting corruption in the
long-term, technology will to create a platformesfforcement so that audits pose effective

consequences for the corrupt.

Technology in the Legal Sector: Andhra Pradesh, Inic

Andhra Pradesh has taken technology beyond ledihmaroperty rights. The
government has instead imposed a “results-basedgearent” approach to governance by
measuring outcomes and impacts. This holds offi@acountable by implementing a
grading system that evaluates performance. Wahrttplementation of an online
performance monitoring system, every official iregvgovernment department is
evaluated. Annual targets for sufficient successsat and agreed upon at the beginning of
each year. Officials are subsequently requiredeet their predetermined performance
standard and performance is evaluated on a quakasis to ensure sufficient progress.
During these evaluations, the chief minister usdso/teleconferencing, as refereed to in
Case Study 4p communicate with government officials throughthg state.

The implementation of this technology-based sydtasireversed the corruption
culture that previously plagued Andhra Pradeshchmelogy has forced transparency to
envelope legal procedures, forcing officials taaloeountable. This online performance
monitoring system has the ability to expose finagiserepancies, enforce a legal code,
and ultimately create better governance. Thistessidne foundation for development
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assistance to be allocated efficiency and bringrhbst benefit to the citizens of Andhra
Pradesh.

Case Study 4: The Legality of Videoconferencing
The Chief Minister of Andhra Pradesh holds videdecences on a quarterly
schedule. The district collectors from all 26 dcds attend these conferences in additio

—

to 50 support staffAdditionally, meetings are recorded giving fulcass to the public as
well as the media. Under these technologicallydparent conditions there is intense
pressure for officials to meet performance targétsa recent videoconference, the chiel
minister was exploring different officials in thexgernment when he came across the
official in charge of commaodity prices. Under $autiny of the chief minister it was
exposed that he had greatly exaggerated price datome cases commodity prices wefe
off between factors of 10 and 100 and the offisiak publicly embarrassed in front of hip
peers. Since then, commodity prices have remaanedrate in his district.
(Source: Prahalad 20015)

This example of expenditure examination illustrdateseffectiveness of technology
being applied to the legal foundations of Andhradesh. With the establishment of
transparency through the systems of technologgr glenishment exists for those who
commit corruption. The officer in charge of commggrices was effectively punished
for his actions.

Through the development of E-Governance, technohagygrown from a device
that facilitated the connection between governnaaui citizen produce a platform with the
ability to create accountability among governmdfitials. The growth and maturation of
this system poses dynamic implications for limitcggruption within development
projects. By examining the auditing process iromesian KDP projects, it is clear that for
auditing to be an effective method for combatinguotion, strong legal institutions must
exist. E-Governance is a method to provide legitariegal institutions so that

government auditing can be a meaningful tool fiontlicorruption in development.
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Concluding Remarks: Challenges and Opportunities

With the current economic challenges facing indiaild around the world,
assistance from the US and other developing casiras become increasingly valuable
and necessary. However, local officials withinsiaeleveloping countries are often
disinterested in the prosperity of their citizetsstead these officials often prefer to
embark on corrupt missions that bring maximum bienédr themselves and their
supporters. These destructive conditions caudéutes and severely limit the
opportunities of each individual. Because thesmuonstances have come to define many
of the countries that receive development assisténom the US, the government has
attempted to reform the process of allocating dibis has resulted in the construction of
the MCC, which has attempted to create a new @ufturassisting individuals in the
developing world.

The approach employed by the MCC is to establisét @f institutional standards
that countries receiving aid are required to meébie the MCC provides aid to these
countries. This system has created new debatetlowestandards that are necessary for aid
to flow to a certain country. Overlooked in thys®m of evaluation is the power of
citizen empowerment. By giving individuals thearrhation to enforce the proper use of
development assistance, the US can immediatelgaserthe value of each dollar devoted
to assistance.

OPTIONS

The US is currently at a crossroads in its poliptians regarding development
assistance: a new administration has been couptbdawleepening financial crisis. This
dynamic has caused many to question the fundamecaalbmic foundations that the
United States is built upon. The tactics of astribbution must be highlighted in the future
economic policy of the US. In an effort to limhtet corrupt distribution of assistance and
maximize the value of each dollar being shippetthéodeveloping world it is important to

consider three possible options:
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* Use an evaluation system in the allocation of astsce

This is the current policy being employed by thE® It requires countries to
meet certain intuitional standards exist beforésgmsce from the US is allocated to a
specific country. These standards attempt to enthiat the value of aid money invested
by donors in reflected in the benefits that arewed to the citizens.

Strengths Enforcing a strict code prior to countries reasg assistance from the
US, ensures that each dollar devoted to assistarthe developing world yields
maximum value. Also, this technique simultaneoaslgieves better governance by
requiring institutional proficiency.

Weaknesses Because each country is an independent entity wairiability in
institutions, it is difficult to determine univetgaethod for determining effective from
ineffective institutions. Additionally, this systeisiunfair to the poor in the developing
world. For these individuals aid is determined Ioptheir actions, but instead by the

effectiveness of their government.

» Advocate effective grassroots participation in theleveloping world

By funding NGOs and creating new methods to enhaitzen participation, the
US can inform individuals on relevant informatioindevelopment project expenditures.
This allows citizens to enforce the proper usagg®fassistance dollars and bring
increased benefits for the poor.

Strengths: The strength of this approach is that is can ocourediately.
Empowering citizens to act does not require instihal reform or any other long-term
input to create results. Further, information giveice to citizen and directly involves
these individuals in the process of their own depelent.

Weaknesses The weakness of this approach is the difficoltgetting relevant
information on development to all interested citize Even though effective examples of

information decimation exist, this process is difft.

* Advocate E-Governance to create effective legal itisitions
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Under this option, the US focuses attention towdmthding the implementation of
technology in the developing world to make goveosaand institutions electronic. By
doing this, audits can be effective mechanismifoiting corruption in development.

Strengths: This option for limiting corruption in developmemitojects is effective
because it meshes well with the current US metbatistribute assistance. Under
transparent institutions established by E-Govereatie US is given assurance that their
donations are not lost to corruption.

Weaknesses:This approach will take a long time to implemeAtthough it
promises to eventually reduce corruption in thecation of assistance, significant funds
will be designated to the development of the E-Goaece process. Also, this option will

not bring immediate prosperity to those currentbflawing in poverty.

RECOMMENDATIONS

Providing a solution to corruption in the allocatiof assistance to the development

world is a complex and problematic process. ThaniSt respect the sovereignty of
borders within the developing world, while also nmaizing the assistance that is provided
to the poorest citizens in the poorest countrigsis should be the foundation that drives
efforts to reduce corruption in development. Tdhiapter purposes a hybrid
recommendation from the above options: the shont-teenefits of advocating grassroots
participation must be coupled with long-term gazléunding reformed institution under
E-Governance. By creating the most immediate hiefoefindividuals who currently

suffer economic impoverishment and combining itvidrethought of technology and
better governance, the US is able to reform theretbpment policy increasing the

prosperity of individuals around the world.
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Chapter 5

CREATING PROSPERITY THROUGH PROPERTY RIGHTS

Jose M Lozano

ISSUE
Capital produces wealth, and an inclusive legaperty system has been proven to

create capital. Yet, virtually all developing catigt nations deny legal ownership of
property to the vast majority of their citizens.v@mments in the developing world have
not realized the power of an inclusive legal propsystem for producing capital.
Moreover, it is disappointing that little or noeatition has been directed to solving
the problem of informal ownership in developmertjects coming from the West. As a
consequence poor countries mostly have assets threcapital. Assets are wealth, but
assets do not produce wealth. Capital producegshvezdpital produces economic
development. One way to encourage development tinerbottom up is to transform these
assets into capital, and an inclusive legal progpgystem is the most effective way to do

just that.

BACKGROUND

Introduction

Entrepreneurship triumphed in the West becaustathétegrated
individuals under one system of property, givingrththe means to
cooperate and produce large amounts of surplug walan expanded
market. Formal property freed them from the timestoning local
arrangements inherent to closed societies. Evearbeiith adequate
representation in hand, they could focus on thesets’ economic
potential*

Economist Hernando de Soto writes irhe Mystery of Capitakhat an
overwhelming majority of the population in develoginations do not legally own
property. He explains that this inability to fordyabwn property is a major obstacle for

the production of capital and thus, for economieali@oment, because capital is necessary
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for the production of wealthin addition,The World Bank organization reported in 2002
that inclusive property law systems are able tocalle more capital to the general
population because more credit is available to [geapo legally own propertyWith the
current large informal property systems in the dtgveg world, most individuals in that
region are excluded from owning capital.

This chapter focuses in the significance of a dillaw that includes the poor into
the legal property system and why this inclusiomglates economic development from
the bottom-up in capitalist societies. Howevermpagperty may refer to a large number of
possessions —both tangible and intangible—I witbifon the major and common property
of land.

This chapter will first present the inefficienciesinformal ownership
arrangements; particularly, it will emphasize tbgsl of capital formation from existing
assets in the developing world. The second pahisfthapter explores the legal rights of
property as an instrument of capitalism that insesahe total economic output of nations
(that is, wealth). A third part in this chapter \@bom-in on the abstract consequences of
legal property, such as confidence, predictabaitg credibility that produce concrete
results, such as collateral-loans.

Finally, the purpose of this chapter is not to plemgal ownership as the sole
solution to the problem of poor economic developtnleuat rather as a necessary part for
the expansion of wealth. Moreover, this chapteks@ebottom-up development approach
to the problem of poor economic performance. Bydasingly including the subjects of
development, the poor, into the legal realm of awgrproperty, they will become active

and productive participants in the economy.

Capitalism, Dead Assets and the Rule of Law

Capitalism is an economic system in which the medpsoduction and wealth are
privately owned. Under capitalism, largely freegolzernment intervention, the market
correctly produces the supply and demand of gondssarvices necessary within societies
because of the self-interest —or invisible hand-profate owners to profit.

In capitalism, though, it is important to underlihe main differences between
assets and capital because they are frequentlyseafand a clear understanding of their
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roles in the economy is essential for anyone inedlwn development work. An asset is
anything of value, both tangible and intangible ped by an individual or a group of
individuals. Assets have value, but assets do matyze value.

Capital, on the other hand, is any form of wediltht produces more wealth.
Capital can be both visible, such as machinery,iavidible, such as knowledge. Capital is
essential for economic growth because it simultaskocaptures the physical dimension
of assets and creates surplus value. The poténmitatate surplus value, however, is
abstract and must be given a fixed, tangible farecome productivelf the potential to
create wealth exists, but if it is not converte itangible form, then it is dead capital.

Most ownership of property in developing nationdésd capital because most of
that ownership is in an informal form, which canpatduce wealth from existing capital.
Legal ownership, by contrast, can produce weatimfcapital because legality has the
capacity to produce surplus value by, for exanipding able to use formal property as
collateral for a loafi.This loan, in turn, can be used to either inmetijatonvert the
abstract potential of capital into a tangible faymt can even produce more capital, such
as a college education.

Finally, in this chapter we are going to referhe tule of law as the extent to
which agents have confidence in, and abide byothaal rules of society. A strong rule
of law, where fair, transparent and predictablesdbrm the basis of economic and social
interactions, is fundamental to efficiency and gtow a market econony.

The Politics of Informality
Economic growth relies on a reliable legal struetilvat encourages individuals and
firms to make investments and engage in profitaialesactions by giving them greater
certainty about the trustworthiness of economindaations. However, laws are often
designed by and for the interests of powerful mtgaroups. Government policies take
place within developing nations, such as bailoat$ subsidies, which from an economic
and capitalist perspective do not make sense. Athahese unproductive policies also
occur within industrialized nations, they are mpegvasive in the developing world.
Government policies that are influenced by a narfusually wealthy) portion of
the population hurt the total economic output obéion. In “The Logic of Collective
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Action” Mancur Olson explains that individuals acilectively to accomplish private
goods (rather than public goods). He goes on talstysmaller groups are often more
effective when pursuing their interests than lagomips® These groups are effective
because they concentrate resources and they caneasity organize themselves more
easily. By contrast, according to Olson, it is muauobre difficult to organize a large group
of people because it is expensive and the potdreiafit is relatively small or hard to see
because they are rather in the long term.

The law plays a central role in the creation —@tdestion—of capital. A legal
system that excludes the vast majority of a poprgtom legally owning property must
be seriously examined. The beneficiaries of hagipgedominantly informal ownership
sector may be concentrated groups who want to paitical or economic dominance.
Powerful small interest groups who benefit at thgemse of the public may strategically
influence the law to conveniently —and legally—pittheir interest The law can make
criminals out of victims and righteousness outafgption.

Finally, in The Law-Growth Nexu&enneth Dam assures that the rule of law is
the foundation for economic developméhEconomic prosperity for entire nations greatly
depends on the quality of legal institutions. Adlusive legal property system is a
characteristic that identifies all developed natiohthe world that has been achieved by,
for the most part, successfully placing the inteoéshe general population first. While
recognizing that it is not only the written law witaunts but all the factors that shape the
rule’s influence, from enforcement to culture tovpte interests, it is important to observe
the rule of law in the developed world to extragadl policies that may be applied to
underdeveloped societi¢$ Developing nations and development organizationstwork
towards pursuing legal institutions that seek todfi¢ the nation as a whole and regulate

the interests of powerful private groups.

Informal Property Ownership: A Major Source of Dead Capital

The key to wealth in developing nations lies in mgkdead capital become alive,
particularly the significant dead capital generdtedh extralegal ownership of property.
Statistics from different reliable sources consiyeshow the significant value of informal
holdings; however, those possessions are deagkhpdause even though they have value

121



they cannot be used to produce more, at leastrasignificant way. From Asia to Africa
to Latin American to the Middle East, there is atraordinarily large informal ownership
sector that prevents existing assets from gengratiue.

The following table estimates the value of informed!| estate ownership in
developing regions of the world. The combined eated total value in the table, US$ 9.34
trillion, is held but not legally owned by the poarich means that it cannot be used as

collateral or other means to produce capital.

Dead Capital From Informal Real Estate Ownership inDeveloping Regions of the
World (Urban and Rural Combined) in 1997.*2

Developing Regions of the Total Population (millions) Value of Informal Real
World Estate Property (trillion

US$)

Asia 1,747 2.34

Africa 525 .97

Middle East and North 371 .99

Africa

South America 328 1.13

Mexico, Central America 161 45

China and Eastern Europe 1,611 2.96

Other Developing Countries 191 .50

Total: 4934 US$ 9.34 trillion

Regardless if it is a house, a parcel of land gmall business, without a legal
contract of ownership, existing property is unablgrow in value because they do not
have the recognition of a legal document. Accardmthe think tanikCenter for Global
Developmentpot having a legal ownership title or contract ke#allimited economic
returns on investments Informally owned property generates small, locapredictable,
and often inefficient transaction$.

Economic activity currently taking place in the dping world is in fact strong in
economic transactions and in property value (as#fmulated US$9.34 million

demonstrates on the table above). Neverthelessuthent lack of legal property systems
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creates discrepancies between actual economictarsltaking place and capital
formation. Mexico, for example, represents the adsaost developing nations struggling
to develop economically. Mexico is a country withextraordinarily large informal
property system and a great amount of economisaidions, such as investments. Yet,

capital formation in housing from economic trangats is weak.

Case Study 1: Mexico, The Paradox of a ‘Rich-Poor &tion’

Recent data consistently places Mexico among iheetcipients of foreign direct
investments (FDI) in the world. Between 2004 an@&Blexico was ranked as the™ 1
highest recipient of FDI. Mexico has received mied than countries like Italy,
Australia, Switzerland, Korea and Portugal didhe same period.

However, data on capital formation from housind/iexico shows poor
performance in relation to investments. Mexico doasfigure in the top twenty in gross
fixed capital formation from housing for 2006 onialue-added to economic activities
(including real-estate business) for 2006. Mexga Irich-poor nation,” rich in economid

transactions and poor in capital formation.

(Source: Organization for Economic Cooperation Bedelopment, http://stats.oecd.olg,
2009)

To the extent that Mexico —or, for that matter, deeeloping world— is not able to
guarantee the security of property transactioresjrtegrity of their property rights and the
enforceability of contracts under a legal propsstgtem, poor capitalization of property

will be the resuilt.
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Legal Property System and ‘Productive Capitalism’

One telephone is useless: whom do you call? Tveplenes are better, but
not much. It is only when most of the populatios haelephone that the
power of the network reaches its full potentiathange society

The rules of the game are central in shaping dagitao be productive,
unproductive or destructive. Unproductive-capitaligr redistribution of wealth, and
destructive-capitalism or destruction of wealth e result of the rules of the game being
shaped by and for private interests at the expehtfe general public. Unproductive and
destructive capitalism seek to gain a larger shwehatever output is generaté&d.
Unproductive and destructive capitalism is the ItesfLelite of politicians and
businesspeople who have the power to manipulat@ehancluding property ownership,
to advance their private interests

Productive capitalism, on the other hand, is theeutaking of productive activities
carried out by entrepreneurs that enlarge theditee total economic output for any
society'® Entrepreneurs shape capitalism as productive whienare able to be part of a
network of secure, fair and predictable transacfide rule of law is essential in creating a
legal property system that entrepreneurs can tiken the rules of the game provide
secure property rights and fairness to all pardictp, the result will be a large uniform
network of entrepreneurs that will increase thaltoutput of the economy. The larger the
network operating under secure property rulesgteater that the total economic output
will be. Here, it is important to note that thednhal property system is not a single
network of entrepreneurs exchanging among each,dibeit is rather a collection of
small networks that produce limited wealth.

Political economy recognizes the right of legalgeny solely as a powerful
instrument for the multiplication of wealtfi Entrepreneurship taking place within the
legal system lowers transaction costs and proadeafer-business climate that encourages
investments, and investments are essential foraeimndevelopmert® Laws —or the lack
of them—that poorly allocate entrepreneurial resesi(like capital) undermine increasing
the size of the total economic output. Developiaians would be able to create wealth by
designing an inclusive legal property system thaiileé transform assets into capital.

Among developing nations, China is a case in p&@hina is a developing nation that has
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been experiencing steady economic growth for teethaee decades by creating and
facilitating entrance into a legal property systé&hanges in the rule of law have been
integrating the Chinese population into a legapprty system that has stimulated the
economy.

China started a series of economic legal reforntberiate 1970s. It marked the
beginning of experimentation of a modern legaldtrte, including the passage of the first
Company Law—the first comprehensive law that fdglineated the rights and
responsibilities for modern companies in ChihAuthoritarian lawmakers in China have

gradually introduced new laws in the last threeades that promote the creation of wealth.

The state controlled almost every aspect of the@oy in this communist country before

this legal reform.

Case Study 2: China, Legal Property Reform Enhancig Business
Major legal reforms have been achieved in proplesysince the early 1980’s in
China. In March 2007, Chinese lawmakers passed ¢hiat offered equal protection for
property of the state, for collectives and for induals. China's rankings of business
environment have improved along with an increasimgnber of legal property reforms.
Under theGlobal Business Environmeatganization’s ranking system, the
business environment in China improved from ranigglj in 2006 to 8%'in January
2009. Under the World Bank’s ranking system, Chérlahd registration system is strong.
In January 2009, The World Bank ranked China 4518t out of 181 countries
(including developed nations) in its efficiencyragistering property. The methodology
used by the World Bank for this ranking was the hanof procedures involved in
securing rights to property, the average numbelagé needed to secure legal property,
and the cost involved in registering property (Ypadperty value), which were 4
procedures, 29 days and 3.2% of property valuesadsely for China.
(Sources: “Global Business Environment, 2009”,é World Bank, 2009”

Legal rights of property were virtually non-existém China before the 1980’s.
However, the rule of law has become the means‘legal modernization” that currently
affects everyday life in Chind.Chinese lawmakers, despite their authoritarianswhgve
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stimulated economic development by adjusting thettaincrease the total wealth of the

country, instead of seeking to gain a larger sbamhatever output is generated.

Confidence, Credibility and Predictability

Adequately documented possessions produce seiurigtional economies.
Confidence, credibility and predictability are arstract but real part of a legal property
system. These elements are essential for the @neaitiwvealth within capitalism because
they produce concrete results, such as being ahise a legal title as collateral for a loan.
Yet, those intangible instruments necessary fodpctve capitalism are for the most part
absent in developing nations.

The abstract potential of the legal property systas been fundamental in the
creation of wealth in current industrialized naipsuch as the United States and Japan.
These countries owe their wealth to their entrepuesi confidence of doing busine$s.
When entrepreneurs have the security of their engs being properly recognized and
respected by society, they are more willing to takdusiness activities. Moreover, more
credit is available in economies where propertylbanised as collateral.

Today, the United States is a country in whichrtfest important source of funds
for new businesses is a mortgage on the entreprerf@use? In the United States, the
most industrialized nation in the world, accessrelit is central for creating wealth. This
is not to say that a legal property system is $sffitsufficient for economic development.
Other factors such as academic education, enfortenfi¢he law and transparent
governance are also vital for development. Yetllegvnership of property is a major
source of wealth because the confidence, credibditd predictability of legality are
necessary for productive economic transactions.

In developing nations, on the other hand, theeelass of entrepreneurship because
many individuals are reluctant to trade in an emvinent of insecurity. Insecurity stems
from the difficulties that informal property ownéip produces, such as the difficulty of
identifying and verifying addressésUncertainty induces excessive savings, which take
the form of unproductive assets or dead capitat€id of active-capital). Owning
unproductive assets is equivalent to putting mameder a mattress in which no added-
value is produced’

126



The Center for Global Developmeadvocates a legal framework that allows assets
to be used as collaterdIBankers are more likely to give credit to peopleowhold legal
titles to property because it is more seciie. Cameroon, for example, commercial banks
commonly request legal titles of land when lendiagoeople. Nevertheless, the lack of
land titles often prevents landowners from seculoams from banks because they cannot
use their residences as collateral. The resulbbas fewer loans available from banks and,

thus, one less way to finance development in the Saharan African country.

Case Study 3: Cameroon and Shortage of Collateraldans
The best opportunity into obtaining a bank loa€ameroon is land backed by a
legal title. However, in Cameroon the procedurediataining a land title is difficult, whiclh
has led to the almost complete absence of bankgaporting Cameroon’s economy.
Although, owners with legal land property almosequivocally qualify for

collateral loans in Cameroon because of the sgdindt banks require when giving loan

a4

the number of people holding legal rights to proypes small relative to those who
informally own property. These numbers match wité ¥World Bank’s ranking of placing|

Cameroon as one of the most difficult places tastegproperty and getting credit.

(Source: “By Cameroon Tribune, June 2004.")

Comparing and Contrasting Property Registration Sysems

Current industrialized capitalist nations were Inotn developed. Each of them
went though periods of transition. time 19th century the United States government, for
example, gradually recognized squatters' rightarid. The U.S. developed into a nation
that integrated its poor citizens (at that timeriegority of the population) into a legal
property system. The U.S. government facilitatddrimal settlers of land into legal
proprietors of land by changing the law. If sqeettshowed that they improved the land
that they were illegally occupying then they wohklable to apply for and acquire legal
ownership*® No longer was acquiring a legal title to land lbyghase was the only
option3! Alternatives to acquiring legal ownership of pragédacilitated the entrance of
poor people into the legal land system.
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The United States currently remains a country figtitates entry into the legal
property system, and it reflects property regigirasystems of developed nations (as can

be observed in the following table).

Developed . .
Countries Property Registration

| | [Procedures| Time [ Costs |

(% of Property
BRI EE

United States 4

Canada 6 17 1.8
United Kingdom 2 21 4.1
France 9 113 6.3
Germany 4 40 5.2
Italy 8 27 0.6
Netherlands 2 5 6.1
Spain 4 18 7.2
Sweden 1 2 3
Switzerland 4 16 0.4

(Source: World Bank Group, “Doing Business,” 2009)

By contrast, property registration systems in nuesteloping nations today have
burdensome entry regulations. High transactionscastl lengthy bureaucratic processes
are the norms imposed on property holders attemqpaiigain legal ownership in those
countries. For instance, in the average Africamtgni a simple formal property transfer in
the largest business city costs 14% of the valubeproperty and takes more than 100
days and 26 steff§ As a consequence, most property owners choosget@ie in the
informal economy. The ultimate result of havingegke informal economy, though, is
economic underdevelopment. As the table belowtithiiss, easier property registration

systems benefit investments.
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Easy property registration, more credit, more investment

Private credit as a percentage of GDP Private investment as a percentage of GDP
0
15 e
Most difficult Least difficult Mast difficult Least diffiult

Countries ranked by ease of property reglstration, quintilas Countries rankad by ease of property reglstration, quintiles

Weve: Relationships with private credit remain sigrificant atthe 1% level when cantroling far income, contract enforcement, and GDF grawth, at the 10% level far investmiant when correlling for income.
Sowrce: Doing Busivess database, Warld Bank {2004).

Concluding Remarks: Challenges and Opportunities

A stable and inclusive legal property system preduzapital and, in turn, capital
produces wealth. Promoting inclusive legal refotha help the poor to own property is a
solution that will likely have to be implementedrn the top-down, but will produce
bottom-up results.

In more detail, a legal contract of ownership maespresent to provide confidence
to individuals in that their transactions will bertored and any disputes, if they arise, will
be solved fairly through the legal process. Entapurs will do more business in a
country in which the rules of the game are recagphizespected and legally enforced
(while this chapter did not focus or expand on esgment, it is recognized that
enforcement in necessary for any legal propertiesyso work). Entrepreneurship is
encouraged by the credibility, predictability amat@rity of legal rights of property.

In addition, with any attempt to transition to aclusive property system that
promotes productive capitalism, the technical @mgkes must be differentiated from the
political. Technical challenges will be presentfor, instance, the registration, mapping,
and quick updating of information. On the otherdhasareer opportunities and political
clout are at stake when development programs $eeédonomic benefit of the larger
population. As we learned in this chapter, wheniberests of smaller concentrated
groups are at risk, they may react in defense dveis at the expense of the economic

development of an entire nation.

129



In summary, the total economic output will increasth a legal property system
because more investors, both local and interndti@nhwant to participate in an
economy where there is a formal property systerthodigh a strong legal property system
does not solve the problem of underdevelopmentealivms in fact necessary for any
economic development project because it produgesfisiant capital and capital is the

essence for the creation of wealth.

OPTIONS

Based on research provided above, | will presaegtpolicy options to achieve
integration of informal property owners into a legeoperty system. Although these
options are designed to be used in any develomuogtoy, it is important to emphasize
that implementing of these options may encountéereint difficulties from country to
country because factors such as current legatutistis and cultural barriers may vary
greatly. Nevertheless, whether encountering easiarore difficult environments, these

policy options take complex and diverse situations consideration.

* Option: Embark on Outreach Educational Programs

Embarking on the task of advertising the benefits legal property system to the
general population through educational progranmecessary to democratically demand an
inclusive legal property system from below. Edumafprograms would emphasize legality
as the means to create a safe business envirommehich investments and transactions
would be protected and, thus, stimulated by ustg@ll contracts. Instruction would cover
lectures on simple concepts, such as capital esetago more complex material, such as
the relationship between the law and capitalisrd,dead capital formation. This option is
an outreach approach that will need steady findnesmurces and a long period of time to
disseminate information about the benefits of allegvnership as essential for economic
development.

A primary objective of this educational approackoisompare and contrast the
industrialized nations’ legal property systemshtose of the developing world. This
approach will provide to communities with statisticeliable sources, and understanding
of short and long term consequences of both amnrdband formal property system. The
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ultimate objective of this policy option is makitite general public aware of property law
that is rather absent from their lives. The adwgataf this approach is that it will be
relatively easy to implement as instructors anddagshnology, such as a laptops, would
be the backbone of this program. The disadvantwget it may need a long period of

time to pass before seeing results and that it aglla consequence, need steady resources.

* Option: Collaborate with Lawyers and Politicians onProperty Registration

Work collaboratively with lawyers and politicians introduce and even
institutionalize flexible programs that facilitgbeoperty registration. These programs could,
for instance, be inspired by some developed ndtlustories, and introduce alternative
and creative programs, like squatters acquirirgpalltitle to land if they could show some
improvement made to the land they were illegallgupying. Making legal ownership of
property available only by purchase restricts #rgdr population from legal rights of
ownership.

In essence, this approach works from the top-dimwix a broken system and to
provide people with rules that favor them. As atlusive legal property system heavily
depends on the knowledge and actions of lawyergaliticians, a formal interaction with
those groups about our position on economic dewvedop must be considered. The goal is
to put our development knowledge, financial resesyand advice into directly
influencing an inclusive property registration langshe developing world.

Nevertheless, recognizing the informal ownershiproperty is the product not
only of technological deficiencies or of lack ofdwledge about the law, but also about
political interests, this policy option may encaemstrong opposition from lawyers and
politicians. The advantage is, however, that chamtjgake place relatively quickly if
there is genuine cooperation from lawyers and ipaits.

* Option: Identify and Implement Technological Needs

Invest in necessary technical expertise and teolgydbr recording, saving and
organizing property information, from basic tectogy like computers and registries, to
advanced technological instruments like engineesysgems integration. Providing
technical and professional expertise, are nece$sagfiminating many obstacles to

integrating a legal property system, like time-aongg processes that take even years to
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complete because of outdated registries and conuaiion tools. Efficiently recording,
saving and organizing information into databaseesys is essential for facilitating the
transition into an inclusive legal property system.

The advantage of this policy option is that tecbggland technical expertise is
readily available in the developed world. Howeaty investment in technology will only
work if there is a political and legal commitmeatsieek a legal property system. That is,
implementing a technological infrastructure supp@ulitical and legal property reforms,
but it cannot by itself solve the informal propeotynership problem in the developing

world.

RECOMMENDATIONS

Our primary recommendation is to involve developtrie political and legal

issues by closely collaborating with top level polans and lawyers in the developing

world. Introducing outreach educational programsuabhe benefits of a legal property
system and implementing technology will be most@tif/e if there is the commitment

from lawmakers to create inclusive legal rightpadperty.

It is imperative to respect traditional ownershgues of developing nations, such as
some communities or families who have deep attaohtedand. Our goal of
implementing legal rights to property will likelyisceed if we can be trusted to spread
information about formal ownership. By respectingnenunal arrangements and traditions
we will be able to have easier access to commueitat benefits of legal ownership to the
general population.

Also, any policy requires keeping political neutsalvhen pushing for programs that
promote an inclusive legal property system. Ouy atljectives and public statements
must be about achieving economic development thirdlwg inclusive legal ownership of
property. Therefore, avoiding aligning with or sopjng political parties, labor unions or
any other political organization is recommendedriler to deter accusations of meddling

in national affairs.
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Chapter 6

SUPPORTING WOMEN'S LAND OWNERSHIP

Maura M. Harrison

ISSUE

The need for a new emphasis on property ownershiptares in developing

countries has been a recent focus in the aid contyndime connection between property
and capital is increasingly being shown as on&é®inbost important factors in
development. However, the role of women has begteated in this discussion. A new
administration and fresh debate on how aid is dmlicalls for a gendered perspective on
the issue of property rights.

Women do most of the agricultural work in the depahg world, and yet they are
excluded from the enjoyment of the full benefisnsiming from the property on which
they live and work. Property insecurity leads toremmic, social and political exclusion.
Additionally, women and their children are vulndeaim the case of a husband’s death to
“land-grabbing,” in which relatives of the deceasedband take all of his property,
leaving his wife and children with no productiveoerces.

Property ownership systems in developing countrescritical for the alleviation
of poverty. The links between property and cagaahation are numerous, as property
can provide collateral for loans, space for engapurship and security in times of famine
or economic downturn. As the importance of owngrslyistems is recognized and
addressed in the developing world, it is imperathed women are not excluded.

Women'’s rights to property ownership, use and idwece are severely lacking in
most of the developing world. As women play sudéaaling role in development, this fact
urgently needs to be addressed. Women may bewrefitraore than men if included in a
formal property ownership system because of thesenhancement that property
ownership brings. We must take steps to insurevthan implemented, property

ownership rights for women are substantial and sffkctively increase opportunities.
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Nominal ownership will make no difference here. Agksing the issue of women'’s

property rights should be a priority in any dis¢osf development.

BACKGROUND

Introduction

Women in rural areas across the developing wodddanied full access to
property; despite their primary role in agriculiupeoduction. It is estimated that rural
women are responsible for half of the world’s fgwdduction, and this percentage jumps
to between sixty and eighty percent when taking atcount only developing countries.
Regardless of this reality, there is a significdifference between the amount of work that
women put into agricultural production and the antaf control over resource allocation
that they exercise within the househdl@nly one to two percent of all titled land
worldwide is held by women. This puts women at smna®rdinary disadvantage in terms
of securing shelter and receiving income. The diaathges in property rights that women
have in comparison with men exacerbate their ajr@&@rior economic and political
status. Furthermore, inequality in property righas been linked to other development-
related problems such as lack of education, naitrisind healthcarln South and
Southeast Asia, fewer than one in ten female fagraemns her own land. Land insecurity
is synonymous for farmers with food insecufityemale farmers are particularly
vulnerable since their production is usually coafiito sustenance rather than cash crops.

Even for those women who are fortunate enough to tbwir own land, access and
control are still limited. In much of the develogiworld, decisions about production (e.g.,
what to produce and how to allocate inputs suderdisizers, tools and seeds) are made by
men. This is true regardless of the name on thal téte.> The gender gap in property
rights is the single most important factor in tieader gaps in economic and social status,

and in female empowermeht.

Women'’s Exclusion from Property Systems in the Deveping World

A major generator of present inequitable propevimership is the continued
existence of inheritance systems from which wonrereacluded. In many agricultural

societies, women do have usufruct land rightsthese rights become precarious in the
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event of a husband’s death or divorce. For exanmpléameroon succession is patrilineal
and women do not inherit land. If a woman’s husbaied, she gains control of the land
only if she has male children. In fact the wifencg so much inheriting the land as being
given charge over it until her sons come of agiepatrilineal systems women have no
claim to household property, and thus no accefamo inputs and services or agricultural
practices. Matrilineal systems, in which land isged through daughters, do not usually
protect women’s land rights any more than patrdirsgystems. In matrilineal systems of
inheritance, despite women’s nominal ownershipiahdritance rights, men are the heads
of households and have control over managing ptpPéior agricultural households, land
is often the most valuable asset, and the owneestdpcontrol of this asset leans heavily
toward men, in large part because of the existhgiitance systems.

Women lack control over how property is utilizedwhthe income generated from
property is spent, and the disposal of propertyetivr through sale or bequest. Even in
matrilineal systems or in households where the woisahe technical property-owner, the
husband and the natal family have more control pveperty than the female owrfein a
study done in Ghana, differing yields of cocoa coperty held by men and women was
determined to be a result of the difference in ssde familial resources or credit and
investment opportunities, as well as women’s add#i work requirements within the
household® Property is a male-dominated realm in the devalppiorld, in which men
make decisions regarding property and women areata@ to comply.

Equitable Legal Systems are not Enforced

Although there are many ways in which women cahriaally gain access to
property, this access is almost always incomplete example, land titling, once
considered a strong and unbiased way of securimgepty in order to reap the benefits
made available by a formal property system, has Io@sn recognized as a potential threat
to equitable distribution of land. Since titlingshaccurred in many countries with a strong
gender bias, systems that were once loosely uafainow entrenched, especially in many
parts of Africa where titling is a relatively re¢gghenomenon® Although women can
gain access to land through inheritance, marriagergormal networks as well as the law,
none of these guarantees effective control oveeourity in property? Various methods

of access to land each have their own problemgcedty for women. In Mozambique, for
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example, land can be acquired per the 1997 Landthesugh registration and titling,
purchase or through the working and clearing oflalvke land. However, titling is slow

and cumbersome, purchase requires capital whichemasften don’t have, and the

clearing and working of land requires intense ptaidiabor and a large investment of time.
These factors inhibit women from gaining accedanad, despite ostensibly equal
opportunities to do so. Nevertheless, women stduare land rights through informal
bartering*® Gender divisions in property do not render rurahven helpless, but they do
put them at a great disadvantage socially, poliyignd economically.

Even when regulatory systems are put in placedtept women'’s property rights,
they are either riddled with gaping loopholes @& so poorly enforced that they are
ineffective. The 1974 land reforms in Cameroon te@a system that on the surface
appears to give equal rights to women, but investi@rriers to take advantage of these
rights exist because of women’s generally lowerdity and economic status, which make
titing and registration significantly more diffitifor women. The law also allows
uninhabited land to be given to “cultivators” ardeVelopers.” Unfortunately, these terms
seem to apply only to the cultivation of cash crgpsvn by men and not the food crops
grown by womert? Even when legal barriers to women'’s property sgire technically
removed, existing social barriers are insurmousetabl
Women'’s Inheritance Rights

Inheritance is an area in which women are espgaralherable to discriminatory
social norms, regardless of legal verbiage. Moweabkets are difficult for women to hold
onto in the event of a husband’s death, and imntdeesssets (land and housing) are
almost universally returned to the husband’s rfamaily after deattt® The phenomenon of
“property grabbing,” the process in which the fanuf a deceased husband seize all
possessions of the widow and her orphaned chilisermmmon in sub-Saharan Afrit.

In a study done by the International Justice Mis¢ldM) in Uganda, 30 percent of
orphans and widows had been victims of propertplgray. Most of these — 71 percent —
live in extreme poverty on less that US$1 per dagking the loss of land extremely
difficult to bear'” Although land grabbing has been illegalized in ynglaces, women

often do not claim their legal inheritance rights fear of social ostracism, counterclaims
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by relatives or of physical harffi Social obstructions to equitable allocation ofgeny
are often just as harmful to women as legal origgtimore so.

Women'’s rights to land in developing countries @relving, albeit slowly. A study
in Ghana concluded with six goals for women'’s emlednaccess to property. These
included the rights to cultivate, rent, pawn, beaihegift or sel® These are the most
immediately necessary requirements for women’s tagis so that they can begin taking
advantage of the opportunities that increased adogsroperty provides. The future of
women'’s property rights is critically intertwinedttvthe progress of development.

How Women’s Disenfranchisement Hurts Development

The connections between property and developmemniwanerous, especially with
regard to women’s rights. Women'’s limited accesgrtperty has been linked to various
other development problems, including lack of etioca hunger, poverty and health
problems”® These problems are especially compounded becétise dose relationship
between women’s and children’s welfare. Resultdicafe that finances held by women
go to a larger proportion of household expendituespecially those concerning children,
than finances controlled by méhThus increasing women’s welfare would have
multiplicative beneficial effects because of theseguent increase in children’s welfare.

Property rights are included among those outlingtie international human rights
system: under these definitions women have thegighbe free from discrimination, the
right to adequate housing, to be financially indefent and to earn a living, and the right
to own, manage and dispose of propéftill of these human rights are violated when
women are denied equal access to property rights.

Women'’s Limited Access to Agricultural Income

An additional connection between property contral development is the obvious
connection between agriculture and income for sulgige part of the world. Women are
not technically responsible for the land they(g\en though they do a large part of the
work), and so are not allowed to control the incaamed from the sale of crops grown on
that land. Women are sometimes allowed to keemttmme from the “secondary” crops
that they grow; whatever is left over after thegdeheir families> Since women do so
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much of the agricultural work in developing coues;iand because they have been shown
to allocate a larger portion of their incomes toddé their families, a larger share for them
in income generated from agriculture would advaheeelopment. This could be achieved
more easily if women’s property rights were adeglygbrotected.

Women'’s access to property would further advamseldbpment through the
increased economic transaction that holding, sgllniying or renting adds to the
economy. An increased number of owners in the nidokeroperty would mean an
increased number of transactions in the propertkabalhe increased access to credit that
property ownership entails may also increase wosavor force participation through
increased entrepreneurial opportunities. Some Imgsite that adding women to the labor
market would lead to greater increases in econawtigity than adding the same number
of men. A recent paper published by the Copenh&garsensus theorized that under
economic terms, if women start with less capitahtimen, the returns to capital from work
would be higher than that of men’s and would thesslito faster economic growtth.

The fact that women usually do not own the propertyvhich they work may also
be a hindrance to productivity. Agnes R. Quisumbimgstigates this in her study of tree-
planting in Ghana. She concludes that under comhtenare regimes common in Africa,
the incentive to invest in land is increased ad kecurity increas€s.This is because
proportionately strong land rights are grantecatall“developers,” who are identified by
the planting of trees. In cases where the treetiplgqulensity was lower in areas owned by
women than those held by men, it was usually becthat land had been gifted to women
as insurance from their husbarf$/en recognizing the risks that their wives anddsien
faced would give land to their wives in order tdtbesecure their families’ futures. This
type of behavior is dubbed “strategic planting.Si@garding strategic planting, ensuring
women'’s property rights could bolster economic digwmaent by providing incentives for
women (the primary agricultural producers in depeig countries) to increase yields.
Women’s Diminished Access to Capital

Probably the most significant way in which encounggvomen’s heightened
access to property is its effect on credit oppaties As De Soto and others have
theorized, effective legal property systems arektheto capital formation and economic

prosperity. Women in Kerala, India reported thatytsuffered from lack of access to
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banking and credit, and many of them had beenedflgans because they couldn’t come
up with collateral. Women who can’t receive lodm®tigh the formal sector are forced to
resort to informal lending at high interest rategpawning gold and other assetsNeither
of these methods for obtaining credit is realifticentrepreneurship; these are ways of
getting money in a pinch. Thus women are excludewh the world of business.
Throughout the developing world, female-headedrmssies are relatively capital-poor in
comparison with those run by men. In agriculturadibess, women farmers have poorer
access to machinery, fertilizer, and extensionrmgtion. Increasing women’s access to
credit through increased property ownership wowltlamly improve their business
opportunities, but has also been shown to enhdmeieldargaining power within the
household® Property rights, and especially those controllgavbmen, have been
repeatedly shown to advance development goals. WHawtheir implementation has been

slow and weak.

Underlying Causes of Discrimination in Property Sytems
Traditional Devaluation of Women’s Work

Traditional social norms, when translated into fathaw, have compounded
women’s inferior status and rights. In the pastimea’s limited agricultural role and
perceptions of women’s roles led to constraintsvbat women were allowed to do and
thus to their contribution to agricultural product?® These constraints are consistently
being challenged as women play a larger role imfaork, but the traditional views
remain entrenched, creating an uneven society iohaiomen’s legal rights to control
property are disproportionately small in comparisoth the contribution of women to
production. Women’s work is considered reproductiek and does not deserve access to
agricultural or veterinary servicésDespite the social changes that are taking place i
household structures as women contribute moreaet@tbduction of food, legal code is
often outdated and supports the traditional inbeaé and ownership schemes. When land
reform was undertaken in Ethiopia, the culturabmbgainst women engaging in farm
work was codified, and gender divisions of laborevesinforcecd®* When land registration
occurs, women are often not included as men areaethe traditional heads of

household$? In Rwanda, for example, it has been assumed tbatem are under the care
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of men, and so they have no need of property rigfitey also could not engage in
community work, wage labor or enter contracts withihe permission of their husbands
or fathers®® These traditional assumptions about the role ohemare constantly being
eroded by changing household structures, but withesehave been codified into law the
change becomes complicated.

Marriage law, (both customary and legal), espbcialsub-Saharan Africa, has
important implications for women’s land ownershights. The continuing practice of wife
inheritance, increasing numbers of couples cohtgtavithout getting married and the
tradition of polygamy are all detrimental to womeptoperty and inheritance righfs.
Polygamous marriages are especially problematisdtving issues of inheritance in case
of widowhood, as men in polygamous marriages akemster only one wife, leaving
others extremely vulnerabfe.

Legal Perpetuation of Women'’s Inferior Status

There are many barriers to change, including igade laws and feeble
enforcement, women'’s lack of awareness about the paotecting them or about how to
seek help in case of violation, and the preval@ideaditional norms which often
contradict statutory law and civil right81t must be taken into account that even in
situations where social and legal law are increggiaddressing women'’s rights, female
heads of households start with a tremendous diséalya. Accumulated capital, necessary
for the purchase or rental of property and investigelongs mainly to men, and so
women have trouble entering the property markeis prevents them from accumulating
more capital, which in turn prevents them from pasing land, constituting a vicious
cycle.

Dualism in legal systems also results in confusibout women'’s land rights. Both
formal and informal systems can be consulted terdghe lines of descent and
inheritance’’ In Mozambique, there is a problem of dualism imdléenure: some are
allowed to continue indigenous practices while otreibscribe to law? This type of
situation is not unique. Many African countries wror rewrote the legal codes that are in
existence today in the 1970s. The laws often hadiapexceptions for certain ethnic or

religious groups, in order to protect cultural piaes. However, these exceptions have
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created situations in which women'’s property rigires not legally protected, leaving
many women vulnerable.

Religious and ethnic customs are still practicedardless of whether or not they
are sanctioned by law. Governments often practiedity in the law by which certain
ethnic or religious groups are exempt from regalaithat would (theoretically) otherwise
make the distribution of land more equitable indiagf womer?® In Mozambique,
customary law takes precedence over religious the/fopulation is predominantly
Muslim). This is one of many examples in whichcsirustomary law is not codified,
women'’s legal rights are ambiguous and no realmgsdor protection of property exi&t.
In both Africa and Asia, legal loopholes compromisadiscrimination in property
disputes, or religious and customary law are mtsety followed than statutory laf.
Although religious law is often more fair to womgran customary law in matters of
daughters’ rights to inheritance, Islamic law doesprovide for women’s land rights in
cases of widowhood or divorce. Hindu law also deimderitance rights to widows and
daughters and discriminates in the provision ofl laghts to divorced wives; fathers are
considered to be the defunct heads of househottitegal guardians of their children.
The divergence between statutory law and traditioneeligious law is often detrimental

to women’s legal property rights.

Problems with Current Methods of Addressing Women'sProperty
Rights
The Pressing Need for more Research

The importance of continuing research on the issfi@omen’s property rights
cannot be underestimated. The full repercussioldl attions must be scrutinized in order
to avoid negative externalities or unintended cqueaces. Property is an incredibly
important issue because of the ties it carriegiiercareas of development, but these ties
also make it an extraordinarily complex topic. \fdith Easterly recommends randomized
controlled trials (RTCs) as an effective way tor@eene the lack of evaluation that
plagues aid distributof€.The strategy for addressing women’s ownership rakst into
account current research, and must be carefullijpatead and flexible enough to change

according to evaluation.
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Poor Enforcement and Legal Dualism

Even when laws that favor women’s inheritance amndeyship are put into place,
knowledge of these laws often does not reach titleest corners of rural areas, which is
where they are most needed. Low levels of educatmhfemale empowerment make it
difficult for women to become informed of their hiig under statutory law or their options
in case of violation of those rightdThe dualistic nature of legal systems, especially
African countries, creates problems for establiglarclear line of legality with regards to
property rights, especially for women. Some sclsodaigue for less sensitivity about
customary law in Africa, saying that this sensitidan hurt individual land rights,
undermines democracy, that it empowers local caaltdscreates institutions that do not
easily changé& They maintain that customary law is dynamic aner-@hanging, and not
some sacred relic of the past that needs to béi@d@ind protected. This, the argument
states, will lead to a misguided perpetuation ef‘thorld of the customary*® As
population increases lead to gains in the valdaraf and the incentives for titling
subsequently increase, dualistic legal systemsecresang amounts of conflict and
confusion regarding inheritance and property ownipt€ Dualistic legal systems,
especially prevalent in Africa, were created tot@cominority cultures, but have often
ended up hurting women.

Enforcement mechanisms for laws protecting womproperty rights are severely
lacking at best. Even when proper laws are in plidoasy often make no real difference in
the lives of women because traditional customdai@ved without regard for or even
knowledge of the law. It is believed that secumvgmen’s legal property rights will
increase women'’s access to productive resourcéséwiite household, but this is not
always true. The significant difference between &l life is due to lack of effective
enforcement. Many governments in developing coestare weak and lack the funds or
mechanisms to enforce the laws they pass, esperialliral areas that are distant from the
seat of government. Furthermore, governments @iftemeluctant to adopt international
norms into their legal systems because they amedeas incompliant with national
interests.’ In order for the laws to be effectively enforcé#ite government must be able to
penetrate the most distant agricultural areas, wisievhere the laws are least likely to be

accepted or followed. There also needs to be aprraent judiciary which is capable of

147



enforcement?® This is far from the reality in many if not moshaloping countries.
Although legal reform is an important and necess#p in the alleviation of
discrimination against women in property issues,lffw alone is insufficient to bring
about change, especially in countries where theigoment is incapable of reaching into
the most remote areas to implement change.

Some legal reform has even backfired, entrenchiadjtional inheritance or
ownership systems and diminishing the usufructtsigh land that women held under
customary law. Land titling programs, while ofteitiated in attempts to overcome
inequitable distribution, can often mistakenly léadhe formalization and legalization of
these systenfS.The victims in the formalization of inequitableoperty rights systems are
usually women. For example, in Ethiopia beginnimghie 1970s, “land to the tiller”
reforms were undertaken which lasted until theyeB®B0s. However, the officials in
charge of the program favored customary inherit@mzegave female heads of households
smaller parcels of lanf.Women may even be more vulnerable under formakystems
of inequitable rights because the customary ustifigists can now be legally overruléd.
This happened, for example, after the land titin§outh Africa> It is crucial to be wary
of easy solutions that may hurt women by makingctimeent situation worse and more
deeply ingrained.

Ineffective Legal Ownership Systems

There are some areas, too, especially land-ridmsareparts of sub-Saharan Africa,
where title and registration are seen as unnegeasdrare often unused and neglected. In
these places it might be a waste of time to indially title all landowners (a huge
undertaking), since it is likely that titles wileldisregarded. For example after land
registration in Kenya very few people maintaineetequlate records of land tenure simply
because the costs of doing so were not worth tHedadecurity® The value of land or
property in these relatively land-abundant areastrbe sufficiently high in order for the
increased costs of transaction resulting from légadg to be considered worthwhifé.In
these places, women'’s access to land should stprbtected, but titing may not be the
best way to achieve this protection.

As women gain awareness of their legal rightsdigmand for advocacy and

advisory services to help settle disputes will sugeow. The most recent report from the
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USAID Women in Development (WID) on this subjecmdified three actions to increase
legal support for women who want to bring propetgims to court: making services and
information readily accessible to women, estabtighthe legal infrastructure, and using
new methods of making sure that both are reacheébeéoyyomen who most need théhit

is important to provide women with accessible aelptul legal services as they become
aware of their rights and attempt to protect thAmshortage of help in this area could be
disastrous as it may discourage women from seektha the future.

There are several organizations across the dewelowrld that address issues of
women'’s property rights. As this area of internadibaid grows, it is important to maintain
high levels of communication and cooperation betwaid organizations. These
organizations can work together on promoting legidrm and implementing specific
programs to help enforcement. Men should also tledied in the process of protecting
women'’s access to property, as most politiciansahedr decision-makers in developing
countries are metf.No potential allies should be disregarded in theggle for securing

women'’s property rights, as it is an issue thateomns everybody.

Promising New Approaches to Confronting the Issue
Working Locally

Legal reform and advocacy is an area in which nallGOs can have a
considerable impact, perhaps more so than largen@ations. Since educating individuals
is such an important component in the processaiepting individual rights, participation
at the local level is necessary to instigate chaBgeuring rights for women is essential to
democratization, and yet the political will for doonting this issue is weak. Women'’s
property and inheritance rights can only be guaeshivhen general attitudes toward
women change, and this change must include evemadséisolated communities. This
type of change is most often generated at the loatiler than the national level. The link
between gender issues and national developmeneishat cannot be ignored. Support for
small NGOs that provide education and legal adwptaevomen in rural areas will help to

ensure that no one is excluded from the movememdomen’s property rights.
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Increasing Education

Education is one of the most important tools famusg women'’s rights to land
and inheritance. An 1IJM study in Uganda shows tihrenection between education and th
protection of women and children from property dpialg >’ In Cameroon, there is a need
for civic education as well as education for thossponsible for land titling and
registration. One way of promoting this knowledgeural communities would be to find
and emphasize traditional or religious tenets tlosior women’s authority or rights. Legal
reform that accounts for these facts will be mdfective >

Case Study: The IJM in Uganda, Zambia and Honduras
The International Justice Mission (IJM) is an NGfattprovides access to lawyer|

AIDS treatment, and job training among other thingsey have recently begun providin

L\

community workshops on property rights. Particigaget an education on Uganda’s
inheritance laws and they learn how to create willee IJM has been working in Uganda
since 2002 where they provide legal advocacy fdividuals as well as training for the
community and for religious groups. Religious lead®e encouraged to use the funera
the deceased as an opportunity to make sure thewdand daughters’ land rights are
protected.

In 2005 in Zambia the 1JM won 60 court appealdsii@rinheritance rights of its
widowed and orphaned clients. Without the advoaddgwyers from the IJM, these

women would most likely have ended up landless.

IJM’s founder Gary Haugen believes that legal emgrovent is the most important

tool for development. His goal is to accompliststtiirough professionalization of police|
and court officials and through providing legal adacy for the poor.

(Source: International Justice Mission, 2008: wyw.org)

Information about women’s ownership rights doesalatiys have to be

e

of

transferred through stale workshops. Creative nustlod distributing information are more

effective because they are better remembered, stoderand applied. This can include

folk theatre productions illustrating the importaraf women’s property rights, traditional

songs whose words have been changed to encompase$sage of women'’s inheritance
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rights, mock trials or funerals and personal testiras by public speakers. There is much
untapped potential for this type of knowledge tfan¥ Furthermore, complete overhaul

of traditional systems is not necessary for chakge example, polygamous marriages can
be accommodated into more fair systems for wom#émeitaw requires that a husband be
able to prove that he can provide for all of hiseg and children in the event of his death.
Community events can be used as a platform for ptimg women'’s rights. Most religious
and cultural traditions emphasize equity and faatment as well as respect for human
dignity. Stressing these aspects of custom canastippsitive changes in the lives of
women®

Media programs can also be a useful tool for edmealhe Women’s Media
Center (WMC) in Cambodia puts on television anneunments and performances as well
as radio broadcasts in order to better inform wowfaheir rights. In a survey of 80
individuals, 100% were aware of the WMC broadcamstsl, 60% of respondents reported
that watching the broadcasts had led to furtherudision of the topics encompassed
therein®* Media programs are a clever way to get peoplé&ntion, but many of the
poorest rural households do not have access taamesturces, and so this must be a
supplementary, rather than a primary method of &tilug the public about women'’s rights
to own and inherit property.

It is important that as women become more educatedt their land rights, legal
and advisory services increase concurrently sovtbaten will have opportunity to use
their new knowledge in protecting their rights. Hoer, it is also imperative that as
women increasingly become aware of their rights,dilpply of lawyers and legal services
is not depleted. Further funding for organizatisash as the 1JM is an important challenge
for the future®

Another way in which women are gaining buying, regtand decision-making
power is through increasing economic opportunityy Activity that increases financial
independence for women will indirectly increasertbargaining power and thus their
security in property rights. A direct link betweeomen’s property rights and their overall

economic status has been proven.
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Increasing Women'’s Political Freedom

Ending the cycle of poverty and property insecuriiguires adequate legal services,
gender-sensitive legal reform and budgeting, anceased access for women to
investment and technical inputs for production. @sag of increasing the chances for this
type of legal change is ensuring that women havlaee in political decision-making,
perhaps by providing support to women who run féice. Increasing women’s
involvement in politics and political autonomy thgh women'’s groups is another way to
make sure women'’s rights are protected. Women wemgunent are much more likely to
be conscious of property issues. Realizing thedtatus of rural women, many measures
have been introduced in India to involve them dffety in socio-economic development.
One such measure is the empowerment of rural wahrtengh the Panchayati Raj
Institutions (PRIs) by reserving one-third of tleas in accordance with the'¥3
Amendment to the Constitutidf Similarly, the Sri Lankan government as becomerawa
of problems resulting from multiplistic legal syste, and has taken steps to reconcile
contradictory legal provisions. In this way the gounent hopes to eliminate inequitable
aspects of Sri Lankan law and provide women witliaégpportunities to benefit from
property ownership? Legal reform is a necessary first step in ensugegder equality in
property rights. The cost of nominally implementthgs type of legal reform is purely
political or social. In many countries the apprageilaws already exist, and have only to
be implemented and enforced. Unfortunately the ebshplementation and enforcement
is often financial as well as political. The efigenhess of legal reform is contingent upon
the government’s ability to uphold the statutorgteyn, and also upon the leadership of
other groups in sociey.Legal reform also requires the education of betal and
traditional authorities as well as individuals twe ground, especially in rural areas where
statutory law might come into conflict with custompéaw.?® But legal reform has to take
into consideration the real situation in rural ardamulating western property systems will
be ineffective if the new law does not provide imoees to comply or is too alien from
existing social and political norn3s.
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Technical Training

Another obstacle to women’s property empowermetité absence of technical
education about agriculture specifically gearedamwomen. Some suggested solutions
to this include initiating women’s networks thatrparily look at women’s agricultural
issues, promoting gender sensitization in farmamgl creating national training programs
for women farmer§® Encouraging the development or expansion of indeget women
farmers’ organizations could help female farmershare agricultural knowledge, capital,
and markets for their good3.

Non-governmental organizations have lots of po&tintiadvocating women’s
property rights because of the vastness of theian@hich this program will need to be
implemented and also the range of necessary sig¢pskle this issue. For one
organization to single-handedly take on this taskild most likely be disastrous. Poverty
is alleviated by what William Easterly refers to“asarchers,” who find solutions through
trial and error and closely monitor the resultshafir work, adjusting as necessary to
maximize succesS.Small, not-for-profit NGOs have an advantage in #iea because of
their familiarity with local situations and thenefjuent ability to bypass bureaucratic
entanglements. Locally-based projects often hanefimal externalities: they force the
engagement of local community leaders and offiaMigch increases project sustainability,
and the result in greater and more inclusive redtifhe government can easily support
these efforts, Women in Development has alreadg hewling a Small Grants Program
specifically designated for this cause. When ajgbissed directly through governments,
much is lost in patronage and bureaucr&chhus there is much to gain by giving aid
directly to NGOs. But we must be wary of “donorgnaentation.”® NGOs focused on the
same issues must communicate with one anotherSiital Grants Program also
facilitates coordination between NGOs with a comrparpose, as they meet once a year

to discuss methods and progress.
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Case Study: Women in Development’'s Small-Grants Pgyam

USAID’s Women in Development branch has start&reall Grants Program
specifically geared toward NGOs that work with warsgoroperty rights in developing
countries. “NGOs involved in the NGO Small Grantegtam have made enormous
strides in promoting and securing women'’s propany inheritance rights. Taken
together, their accomplishments include: a dozenpmieces of legislation drafted; nearly
900 cases on women'’s property and inheritancesiginpported with legal assistance;
complementary funding provided by 12 donors; 75aid radio programs broadcast;
1000 workshops conducted; and nearly 49,000 womdri&,000 men trained in how to
redress property and inheritance concerns.”

(Source: Steinzor 2@

There are many potentially beneficial programeadly in practice to help advocate
for the cause of women'’s property rights, and maoye opportunities to invest further.
No single approach is sufficient on its own to @eene the barriers to women’s property
ownership; a combination of tactics will be necegsa address this issue.

Changing Social Norms

Social norms are also changing. Male owners areasingly giving land to their
wives and children. In western Ghana, for exanfpl@jly land is gifted by men during
their lifetimes to their wives and children to sextheir future land rights. Incidence of
this has recently increased, and the reason goreihése gifts is usually as payment or
gratitude for wives’ help in cultivating the laffdwill-writing is another way of reducing
the potential vulnerability of wives and childrenthe event of the husband’s death.
However, in a study in Uganda 92% of those intevei@ had not written a will, and most
of those said the thought had never occurred tm fi@®ne possible way to overcome the
sometimes negative consequences of land titlihg énsure co-ownership for co-
inhabitants. Co-ownership of marital property eesuthat women have full legal access to
the income that can be generated by property oigefsCivil marriage usually provides
some legal protection as well, as marriage claofes protect women’s inheritance rights.
Gender-sensitive legal reform that protects thetsi@f occupants as well as owners and
law that ensures uniform inheritance would grehtiffer women’s land security. The

South African government has been innovative iteis reform, initiating the Communal
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Property Association Act in 1996 by which individsiaan acquire land if they are
members in a communal property associaffon.

An interesting evolution of land rights that i&iteg place spontaneously is the
acquisition of decision-making powers through “staeguity:” as women take on larger
roles in agriculture, their influence necessarilgreases as they become relatively more

knowledgeable about farming techniques and req@nesn

Concluding Remarks: Challenges and Opportunities

In the current economic and political climate harge in how we distribute and
monitor development aid is inevitably underway.ldser look at efficiency, transparency
and accountability of aid organizations will be eesary in order to remedy the past
failures of development aid. With a new approadabusthalso come a reevaluation of what
project areas need to be prioritized.

Women'’s property rights are one of the most imgoartssues for developing
countries today. Although the problem of securingperty and inheritance rights is a
complex one, there are many approaches to addgebsrcurrent problems with property
law and enforcement as well as people’s awareheEssg.information is emerging that will
greatly bolster new attempts to confront the geedl@mequity of land distribution and

control in the developing world.

OPTIONS

* Increase funding for small grants to NGOs that spefically address property
rights. This can be done through the USAID’s WID Srall Grants Program, or
through some other mechanism.

Large multilateral institutions or programs arteafineffective in matters of
property rights, because the situation differs smimbetween areas and because these
organization are often unfamiliar with local cus®and laws. NGOs can be instrumental
in effectively using aid to make sure that indivatkiare benefiting, and they can easily use
different approaches in different areas, whereasshdifficult for larger institutions.

NGOs are also more capable of measuring their awoess, and adjusting their

approaches to enhance this success.

155



If USAID is to increase aid for non-governmentejanizations, there are several
implications. In order to address liability issug§AID would also have to bolster its
monitoring mechanisms and have some system of miegsand rewarding NGO success.
The Women in Development’s Small Grants Prograoursently a relatively small project,
but its results are promising and its expansionldibe an effective way of increasing US

funding of NGOs that address the issue of womeropgrty and inheritance rights.

* Fund further research on the connections between waen’s property and
inheritance rights and development, and for the eMaation of NGO effectiveness.

It is absolutely necessary to get away from treboesement of programs with no
feedback mechanisms. These are usually ineffeatideuse unnecessary amounts of
resources while accomplishing very little. Incregby monitoring NGO effectiveness and
working together with organizations such as thedPtgvAction Lab at MIT that already
evaluate the success of aid intervention will eashe effectiveness of aid.

Further research is also required on the connectietween property ownership
and development, especially for women. Bolsterirggarguments made above with
additional research will draw attention to the gigance of this topic and may help to
inspire a greater focus on this area.

However, research on its own will not end the uiggof property ownership

systems. This research will be useless unlesaiitlised to change the current situation.

* Work with willing governments to increase on-the-gound enforcement of

women'’s property and inheritance rights through funding, advising and assistive

training programs. Expand on this even more by workng with these governments

to undertake comprehensive re-registration and wilwriting programs that

recognize co-ownership of shared property and reimrce women'’s rights to own

and inherit property.

As we have seen, legal reform is completely usaledess it comprehensively

addresses issues of inequity and is gender-semsitignsure that women are not left out of
a legal property system. The most effective wayefafrming property systems to include

women are recognizing co-ownership or legally reizigg inhabitance rights as well as
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ownership rights. Ensuring that enforcement medmsiare strong is crucial to
implementing effective legal reform.

This option entails high costs, but with the béanwfbeing guaranteed to produce
effective change. Another issue with this optiothst of compliance: it will be impossible
to force governments to undertake programs ofrttaignitude, and so only those states

who willingly and actively cooperate can beneftrfr a program of this caliber.

* Endorse microcredit programs that specifically addess rather than avoid the
issue of women’s property rights. This would inclu@é programs that provide loans
to women for the purpose of renting, buying, or inesting in property.

A major problem with the phenomenon of microfinamethat it provides
collateral-free loans to women who don’t have ¢elial, which helps them in the short run
but does nothing to address the underlying proldémequitable ownership. If this
method could be used effectively to help women cue their limited access to property,
it would be much more beneficial in the long run.

Microcredit is a rapidly-growing approach to prdivig fairly-priced loans to those
who would otherwise be unable to benefit from drddowever, microcredit loans can
never total more than a few thousand dollars bexatithe high risk involved with
providing a collateral-free loan. So as long asradredit avoids rather than addresses the
issue of women’s property rights, there will beapportunity for anything more than
small, personal-level entrepreneurship for women.

However, if microcredit loans could be provided tiee purpose of obtaining
collateral (especially land) with which to secuwagger loans in the future, it could have

great potential for being a mechanism of change.

RECOMMENDATION

In addressing the issue of women’s property rightsbelieve the most effective

approach would draw from each of the options maetioabove. Because of a limit on the
supply of funding, not all of the aforementionediops can not be implemented in their
entirety. Thus an approach strategically encompggsrts of each of these four options

would be best.
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Increasing the size of the Women in DevelopmeralE@rants Program would be
a good move, as it already has the infrastructucbstribute funds and monitor the success
of the NGOs it administers to. The Small GrantggPam currently channels funds to
NGOs working in only four countries; expanding tlsisiecessary so that its benefits can
reach more of the world’s poorest. Since this pgogalready specifically targets the
protection of women’s property and inheritance tsgh developing countries, the
necessary infrastructure for funding these opematis already in place. Further more,
since this project of Women in Development reptotsISAID, it already closely monitors
the recipients of its grants, requiring feedbactt guantitative proof of success.

Perhaps using a portion of its increased fundimg,Small Grants Program can
provide specifically to microfinance institutiortsat provide loans specifically for the
purchase of or investment in property for womensTould help overcome the dilemma
of accidentally perpetuating inequitable propesistems through microcredit. The second
option, of increasing research on both the conaestbetween women'’s property rights
and development and on the effectiveness of NGOEimgin this area, can also be done
through the Small Grants Program, which alreadyitoonthe success of the NGOs to
which it grants funding. However, we would recommhémat more in-depth studies, such
as the randomized control trials advocated by ¥filiEasterly, be done by a separate
institution with more expertise in this area, sashthe Abdul Latif Jameel Poverty Action
Lab at MIT, which already does scientific evaluasaf aid intervention.

The third option is probably the most promising dceating lasting effects, but also
the most complicated. As a step toward accomplgstiirs, we recommend first opening
some kind of international forum for the discussodrwvomen’s property rights and
development, inviting the governments of develogiagntries to join. This will help raise
awareness of the issue, and can be a platformaiagigg the willingness of developing
countries. It is absolutely imperative that thigayof summit include representatives from
the poor female recipients of aid as well as frawggnments and organizations. Bringing
together the knowledge of the poor and the resguwt#he rich is a fundamental tenet of
bottom-up development, and it is this unique charatic that makes the bottom-up
approach so promising. Further action, such asisgmait teams of personnel to help train

law enforcement or working on legal reform, wilMeato be decided after an initial
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evaluation of willingness and feasibility basedtlba@ conclusions reached through such a

dialogue.
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Chapter 7

PROMOTING EFFECTIVE CONTRACT ENFORCEMENT

Kang Hur

ISSUE

Entrepreneurship is a catalyst and engine of ecandavelopment in poor
countries. Many international organizations, inahgdthe World Bank and United States
Agency for International Development (USAID), aicndreate an enabling environment
for private enterprise development and growth imetlgping countries. Contract
enforcement is an important mechanism that corsindigrmproves the business
environment for private enterprises. When a catisaproperly enforced, it enables
people to participate in the market by providingrththe necessary protections to run their
businesses safely. Facilitating effective conteadbrcement will not only give
entrepreneurs legal recourse but also help to girated expand their business. Effective
contract laws give people the confidence to stasiriesses and provide opportunities for
them to expand their scale and scope of businesslking with people who they have
never done business with. This ultimately creatbssiness-friendly environment where
the world’s poor can create networks of businesgpemtion within their communities in
order to counteract and reduce the effects of ufempent and poverty.

One of the core problems with legal systems in libgweg countries or
transitioning economies is that they are ineffiti@md not user-friendly. In fact, many
entrepreneurs still face greater regulatory burdleas entrepreneurs in developed
countries and have fewer protections in terms gdlleights, property rights, and contract
enforcement. Thus, bottom-up development scheneesexessary to create contract
enforcement mechanisms for entrepreneurs that wikelly work, foster and expand the
scope and scale of private firms beyond kinshiplaodl areas. Bottom-up development
schemes need to not only address the ability td business, but also interact with

businesses in a stable environment.
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BACKGROUND

Introduction

Economic development is closely linked to entrepteship. Institutions and
individuals promoting economic development now eateepreneurship as a development
strategy intervention that can accelerate the anandevelopment. Furthermore,
institutions and individuals seem to agree on tigent need to promote enterprises:
development agencies see entrepreneurship as anarmosource of new jobs for
unemployed people; politicians see it as the keatesgy to prevent rural unrest; farmers
see it as an instrument for improving farm earniagg women see it as an employment
possibility that provides autonomy, independenataneduced need for social support.
To all these groups, however, entrepreneurshifstas a vehicle to improve the quality
of life for individuals, families and communitieacto sustain a healthy economy and
environment.

While entrepreneurship is crucial for economic depment in developing
countries, a country that lacks the necessary Bgdém such as specialized commercial
courts that deal with business disputes or appaitgodontract laws will make businesses
much riskier when the two parties are strangemn®another. Lack of legal systems is
not only an impediment to entrepreneurship but etsoplicates access to credit, use of
courts and access to other public services. Tded Bystems in most developing countries
or transition economies are highly inefficient, tp$o use, potentially corrupted and lack
legal recourse.

Thus, effective legal systems are a prerequisitbidiginess development and
growth. They can be a tool to diminish the risidofing business with an unknown partner.
When the law is properly enforced, business pastaer obligated to do what they have
agreed or said that they will do: promptly payihg fee, delivering the goods or providing
the necessary labor or service. This ultimatetywjles both business parties with more
accurate information about their respective pastia@id greater confidence.

Sound legal systems are not only crucial for bissrdevelopment and growth but
also closely linked with poverty reduction. Beigor and marginalized means being
deprived of choices, opportunities, access to basiources and a voice in decision-

making? Ineffective legal systems contribute to this degtion because the poor and
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marginalized are most likely to be victims of framdviolation of contract. lllegality is
likely to have a greater impact on the poor ordisataged people’s lives, as it is harder
for them to obtain redredsAs a result, they may fall into further povertyherefore,
having access to proper legal systems will provesieedies that will maximize the impact
and protection for the poor and disadvantaged &xyfging agreements and enforcing
contracts. Integrating fair and effective rule aivlis one of the best ways to reduce the
risks associated with conflict, disputes, and raift Having efficient legal systems
emphasizing reliable contract enforcement will éodtusinesses development and growth
in developing countries, which can be a very catsive bottom-up development scheme

for poverty reduction.

The Correlation between Enforcing Contracts and Dang Business

Among many different types of laws, contract enéonent is one of the most
important requirements to create an effective mssrenvironment in developing countries
and transition economié&slt has been known that next to criminal law, énisrno body of
law more important to a developing country thantaot law, and that the effectiveness of
contract enforcement is the single most importatémninant of economic performartce.
In addition, it has been known that the effectivaanef enforcement of contract law is the
central difference between developed economiesianeloping economies. Without an
adequate, well-defined body of contract law andntleans to enforce contracts, a modern
economy becomes meaningléss.

A good contract enforcement mechanism can fosteinbas development and
growth by giving confidence to entrepreneurs aravioling necessary protection. Many
countries with poor contract enforcement have fsiness environments. Figure 1 and
figure 2 (see below graph and chart) show the tairoe between the ease of doing
business and the efficiency of contract enforcem@uuntries in colored green have
simpler procedures and stronger protections fallgaghts. Due to the strong legal
systems, it is easy to do business in these cesgnin contrast, countries in colored red
have long procedures and weak protections for leglals. Many of them face the same
problem - inefficient contract enforcement mechiansishat make entrepreneurship
difficult.
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Figurel: Ease of Doing Business Indéxas of 2007)

S

Figure 2: Enforcing Contracts Index by Regiofi: (April 2007 — June 2008)
Region or Economy Procedures (number) Duration (days) | Cost (% of claim)
East Asia & Pacific 37.2 551 48.4
Eastern Europe & Central Asin ~ 36.4 425.2 23.4
Latin America & Caribbean 39.7 710.1 31.3
Middle East & North Africa 43.7 688.8 23.7
OECD 30.8 462.7 18.9
South Asia 43.5 1,052.90 27.2
Sub-Saharan Africa 39.4 659.7 48.9

Countries that score high on the ease of enforoimgracts keep the enforcement

of judgments faster by having strict proceduralktilmits and specialized commercial

courts™® A strict procedural time limit is limiting thertie to solve one case within a

certain period of time. For instance in Hong Kotig enforcements of judgments speed

by allowing the process to start based on the @ssenf the court decision and limiting
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the days to resolve the days (It takes approxim&tel days to resolve a commercial
disputes in Hong Kong). The ten countries withfdetest average time to enforce a
contract tend to have specialized commercial caurgpecialized courts sections within
existing courts and limits on the number and leraftadjournments once a case has
started"* In contrast, the ten economies with slowest ayetane to enforce a contract
have exactly the opposite condition, lacking sgea@d commercial courts that deal with
contract disputes and having long procedures, wiigkes them difficult to do business.

The existence of a strong contract law is alsoetjoassociated with business
growth, while a weak or nonexistent of contract lavan impediment to business
development. Since 1994, the World Bank, the Aimerican Development Bank (IDB),
and the Asian Development Bank (ADB) have initiaaed implemented more than $500
million in loans for judicial reform, particulariyp improve contract laws in 26 developing
countries or transition economi¥sMoreover, the US Agency for International
Development (USAID) has spent approximately $20Mioniin the past decade on similar
projects and other private sectors to modernizguitieial system in developing countries
that lack proper contract laws.

According to a World Bank report, Argentina and Brahow that firms doing
business in provinces with better-performing conuiaicourts with efficient contract law
enjoy greater access to creditNew work in Mexico shows that larger, more et
firms are found in states with better legal systemstter legal systems with good contract
laws reduce the risks firms encounter; and consetyu@crease the firms’ willingness to
invest more. In contrast, weak legal systems @itk of contract laws have negative
effect on business growth. Firms in Brazil, Pamngl the Philippines report that they
would be willing to increase investment if they hmadre confidence in their nation’s legal
systems and contract enforcement. Firms in AlhdBiggaria, Croatia, Ecuador, Moldova,
Peru, Poland, Romania, Russia, Slovakia, Ukraim& \Aetnam say they would be
reluctant to switch suppliers, even if offered wéo price, for fear they could not turn to
the courts to enforce the agreem&nOne of the common explanations for avoiding
courts to enforce contracts is that people in poomntries turn to informal contract

institutions when seeking justi¢®.In the absence of efficient contract enforcemfimis
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undertake fewer investments and business trangactibhey prefer to involve only a
small group of people who know each other from jaones dealings.

Contract enforcement mechanisms are largely dividiedtwo categories: formal
and informal contract enforcement. Formal contesaforcement is practiced mainly in
developed countries based on a strong legal systéite informal contract enforcement is
mostly practiced in underdeveloped countries dugdfiicient formal contract

enforcement mechanism.

Formal Contract Enforcement

In modern economies, business development reqaicksar and predictable
formal contract law that adequately enforces okibhgs of the parties involved, and
provides remedies when one party is in breacks riecessary to create and enforce
contracts under a clear and consistent formal liggalework. In modern formal
commercial legal systems, there are two comportereaforcing contracts. First, there
must be laws establishing the rules for the creatiderpretation, and performance of
contracts. These rules in a formal system carelib set forth in statutory enactments or,
in common law systems, can be found in publisheisd®ms of judges. Second, a
working system of commercial law enforcement masteha means of adjudicating and
enforcing contractual rights. Fundamentally, faoatract to be valid and subject to
enforcement contracts in a formal commercial lesyatem, the following conditions must
be met”:

(1) All parties to the contract must indicate ttrety agree to its terms, as

demonstrated through an offer and an acceptance.

(2) The contract does not serve an illegal purpose,purpose plainly interferes

with public policy.

(3) In common law countries, with limited expeabas, promises made in a

contract must be made in exchange for consideréti@ns payment, some action,

or another promise.

(4) The contract may be made only by parties withdapacity to reach

understanding.
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(5) In most instance concerning business affaagjqularly in civil law countries,
the contract must be in writing. In common law cii@s, although certain oral
contract can be legal and enforceable, contratableshing obligations lasing
longer than one year must generally be in writmge enforceable.

One of the major obstacles of business developmatgveloping countries is
outdated, ineffective legal systems with no adegganhtract laws. Outdated legal systems
are not only the impediments to meet the challen§ssipporting economic and social
transformation, but are a bottleneck in nationabrstruction. Thus, the importance of
having formal contract enforcement mechanismsrisgieed by many developing
countries as a way to foster their business dewedop and growth. As a result, they are
reforming their legal and institutional system unthe auspices of the World Bank,

USAID or other international organizations.
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Legal and Institutional Reform: A Successful Case

Case Study 1: Rwanda Commercial Law Reform Project
Rwanda’s commercial law reform project was ingehby the government of
Rwanda and the World Bank in 2000 dealing with cetitigeness and legal environme

Commercial law reform was needed to encourage footiign and domestic investment

—

include the small-scale business sector of Rwaretadiaomy. It was also recognized th
the scope and type of assistance should be shgpeddnda’s internal needs and
circumstances rather than simply be the produnbofRwanda legal consultants. The
project was conducted in this way so that the Rwaadletermine what Rwanda needeq
become competitive from the perspective of a cormsiaklegal environment conducive t¢
business development and growth.

In mid-2005, the Ministry of Justice (MoJ) appedtsix Rwandan legal and
financial experts to a business law reform celle Dhjectives of the business law reform
cell were:

(1) Identify legislative and regulatory constraiaffecting private sector
development

(2) Diagnose the institutional framework for commal transactions

(3) Propose ways to integrate international besttces into the reform process

(4) Produce a guideline and road map for the lessitaw reform
Under the auspices of international legal constdtaseveral commercial laws relevant t@
the enforcement of contracts were: Laws Establgs@iommercial Courts; Laws on
Arbitration; Mediation and Conciliation; and Laws Gontracts.

(Source: BizCLIR 2009

The Rwanda commercial law reform project is corrgidevell suited to deal with

all aspects of contract formation and enforcemesat inodern economy. Although

to

Rwanda’s legal reform was initiated by the governtnthe reform mechanism was based

on a bottom-up approach. Its legal reform was basedternal needs and circumstances,

and was carried out by a domestic legal commurityanda’s legal reform case shows

the importance of legal reform and how proper legidrm underpins business
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development. Since its commercial legal reform,dbentry did not look back. While the
reform is far from complete, results are alreadypdpseen. Rwanda has attracted major
foreign investments and improvements in the busiaesl investment climate have been
achieved by updating legal and regulatory framewdrRwanda has also improved the
efficiency of legal institutional structures andlbbuman resource capacity to enable

effective and speedy enforcement of contractuagatibns and resolutions of disputgs.

Legal and Institutional Reform: A Failed Case

Case Study 2: Afghanistan’s Legal Reform

Afghanistan’s old contract law was not suitabletfe@ modern economy. It
institutionalized a very high-risk involved withtening into a contract. Thus, in 2003 an
2004, the Afghanistan Transitional Commercial Lawj&ct (ATCLP) was initiated unde
the auspices of the Center for International Manage Education and the American B
Association-Asia Law Initiative to reform its coatt laws.

In the process, drafters consulted officials witthie Ministries of Commerce,
Finance, and Justice, and the Judicial Reform Casion. However, many local lawyery,
judges, businesses, law professors, and othesaraonstituencies have not been
consulted about the reformed contents or evennmédrabout it to any significance.
Furthermore, the law was not constructed, in cactjon with a meaningful plan for
implementation. As a result, in the Afghan markatpl there continues to be only nomigal
use of contracts, and those companies that ddese thave little appetite for taking
disputes to courts.

(Source: BizCLIR 2009

In Afghanistan, the impact of the new law on cocisas very weak. The
development of the new law appears to have invobrédg minimal engagement of the
Afghan legal community, which is the significantfdrence between the Rwandan and
Afghan legal reform.

The important lesson by looking at the Rwanda’ssssful case and the
Afghanistan’s failure case is that Rwanda’s refemmphasized the importance to involve

both the top leadership and representatives tfhadle likely involved with and affected by
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the process. On the other hand, Afghanistan’d leflarm show the fact that in order for a
legal reform to work effectively, the scope andeyd reformation should be determined
by the country’s internal needs and circumstanédso, reforms should be carried out by
the domestic legal community rather than impleme e foreign legal consultants.

Informal Contract Enforcement

A number of pieces of empirical evidences show tihaite is aversion on the part
of the business community in developing countriesansition economies to formal legal
mechanisms to enforce contractual terms or resmméractual disputes particulady.In
developing countries, informal contract enforcemsnised because social pressure and
reputation are more widely trusted than formal casttlaws as community members
carrying out mutually beneficial agreements.

For these countries strict judicial enforcementaitract rights is not a
precondition for business development and growilihése countries, the legal institutions
for resolving commercial disputes and facilitatsantract enforcement have little role.
For instance, China has performed almost consiStémtLO percent economic growth rate
for more than two decades. However, China hasalpgal framework that is often not
suitable for modern market systems and businesgt@f* Commercial courts primarily
dealing with contract enforcement in China are galheknown for the lack of both
professional competence and independence fromgadlibterference, and also suffer
from local and departmental protectionism in adjation and enforcement of
judgments® Yet its economic growth continues. The reasog @hina is able to succeed
in economic development without formal contractoeeément method is that it has
informal contract mechanisms instead.

According to the World Bank, two-thirds of 50 demgihg countries and transition
countries, ranging from very poor countries in Afriand South Asia to middle income
states in Latin America and East Asia replied thay had reached a solution without
resorting to the courts when settling disputesemfdrcing contracts® The reasons why
formal contract enforcement is not practiced amadexgeloping countries are:

(1) Long Delays: prohibitive costs of using the systéank of available and

affordable legal representation that is reliable has integrity; abuse of
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authority and powers resulting in unlawful searclseszures, detention and
imprisonment.

(2) Severe limitations in existing remedies providdtesi by law or in practice.
Most legal systems fail to provide remedies that@eventive, timely, un-
discriminatory and adequate.

(3) Inadequacies in existing laws fail to protect patisadvantaged, women, and
people with low literacy.

(4) Expensive legal procedures that most people in poentries cannot afford.

Also there are generally two methods of substittaesormal contract enforcement
that are widely used in developing countries: dari@ and bilateral. Unilateral measure is
a method based on expenditure on advertising,dlieldpment of a trademark or brand-
name, or the ownership or long-term lease of dif{aciEach of these unilateral measures
is a form of investment in a firm’s reputation fmoviding quality goods or services and
the failure to live up to promise would renderiitgéestment less valuabfé. Bilateral
measure is based on bilateral mechanism. Coneattscement based on bilateralism can
be also perceived as “self-enforcing.” Contracesself-enforcing when the threat of
termination is sufficient to deter breach. Then®gmare manipulated to increase the loss to
one side from termination and thus reduce the dmaone side will breach it. For
example, when a manufacturer forbids the retadeidistributors to which it sells to cut
the price on the goods it sells them. They mushtai the agreed upon resale price.
Such a practice increases the retailer or diswitaiprofits and gives it an incentive to
continue dealing with the manufactuférThese mechanisms are not only found in
developing countries but in developed countriewals Informal contract enforcement
does not necessarily mean it is illegal or impedinte entrepreneurships. Itis an
inexpensive and speedy way of enforcing contracts.

A Substitute for Formal Contract Enforcement

In developed countries, there are several bust@asunity organizations like the
Better Business Bureau (BBB) that use informal @ttenforcement mechanisms to
foster business growth and development. Thesena@ions’ mechanisms are based on

three key components: feedback systems, commuorityrf, and effective dispute
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resolution programs. These tools are believeditglpositive effects on doing
transaction with strangers and provide an alteraat an expensive legal pursuit. First, a
feedback system is one of the most significantesgstto enhance users’ trust in business
transactions. The core function of a feedbackesyss to give both the seller and the
buyer testimonials about their partner’s activitiesing a transactioff. After the
transaction is completed by both seller and buyey are given a chance to evaluate the
other. The feedback will be recorded and can ba bg future users. This feedback
system acts as a tool to foster trust between pdpphcting as both an incentive to do the
right transaction and as a mark of distinctiontfarse who conduct transactions with
respect, honesty, and fairnéésFor example, a seller can take advantage froobfezk:
they can choose which users they want to have éssiwith based on the feedback history.
Therefore, the advantage of having this feedbastesy is that it gives sellers more
confidence to sell their products with less rigkd #uyers to use the history of sellers’
feedback description to ensure that the other pdnas good record.

Second, community forum is another tool that isdusepromote business
environment where people can actively interact wahh other and share information.
Community forum is based on social networking caige This forum is a place where
people can ask questions and exchange informabiout groducts, business ideas, or
buyer and seller’s reputations. Users can alsbgeople who have similar interests in
particular items, brand, and produtit&ffective dispute resolution programs are based on
conciliation, mediation, and arbitration. They ateuser-friendly, inexpensive and help to
speedily resolve hundreds of thousands of com@aiBy working with both parties to a
transaction, they can restore consumers’ trugtemarketplace and promote more
effective business practicés.

These organizations have several purposes. ¢i@dtes an account for those who
register and the members are required to abidbéyules of the association. (2) It acts as
an intermediary helping people to find the apprajerbusiness partners, (3) and operates
as a tool to foster accountability in businessdaation and enforcing contracts. For
example, when two parties decide to do businesy,dre required to give a feedback
rating and to write an evaluation on their courdety activities. The feedback and

evaluation is a tool to promote trust between pedbylacting as an incentive to do the
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right thing. (4) A voluntary association promogesessibility to legitimate markets. For
instance, feedbacks and evaluations on other menalberecorded and can be seen by
other people, in this way people can decide theqpiate business partners. (5) It creates
a forum community, which is based on social netwayk A forum community is a place
where people can actively interact with other pe@sid exchange information about their
business interest, ideas, or new markets. (6)lAntary association coordinates with local
business people to develop dispute resolution progrdesigned to meet the specific
marketplace needs and various businesses.

In Vietnam, private firms widely use grass-rootstcact enforcement mechanisms
that are similar to the BBB and other businessmiggdions in developed countries.
Vietnam is currently a transitional country fromplanned economy to a market economy
that became a part of the modern economic sys¥ah.Vietnam has no commercial legal
system that is not compatible with modern markstesys and proper contract law to
regulate transactions or resolve disputes betweeate agents® Paradoxically, its
private business sector is growing at a fast paadgenas been an economic driving force
in Vietnam’s economic growtft.

Case Study 3: Alternative Informal Contract Mechansm

More than 90 percent of the managers of privagn@sses in Hanoi and Hochi
Minh said the courts are no use of to them in resglbusiness disputes and enforcing
contracts. These private-owned firms use bottomsulgstitutes for contract law. The
manager’s strategies for contract enforcement dechelying on reputation and gossip tg
select partners, trying to avoid disputes by chegkineir customers’ financial
backgrounds and personalities with others who ldave business with them, and meetig
each other regularly in teahouse and bars to egghisiormation and discuss market

opportunities.

(Source: Trebilock and Leng, 200I3)

These Vietnamese private firms found their own whgffectively enforcing
contract to facilitate their business. The corteadorcement method presented by the

BBB and Vietnamese private firms show us that essrdevelopment can be established
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without formal legal systems. Alternative infornzaintract enforcement mechanisms have
the potential to provide speedy, affordable andmmegdul remedies to poor and
disadvantaged people. They can be used as amieffemol to enable bottom-up
development schemes for business development amdigim poor countries where

people do not have access to legal systems wittnazirenforcement.

Concluding Remarks: Challenges and Opportunities

The existence of an efficient and well-organizeghldramework with proper
contract enforcement is a prerequisite for not @adgnomic development, but also the
basis of creating business-friendly environment povkrty reduction. An effective
contract enforcement system facilitates businesssé#ction, prevents poor or
disadvantaged people from fraud, and provides legalurse and remedies. There are two
ways to ensure that contract enforcement workseguhpp

Firstly, in order to attain an effective commerdedal reform under the auspices of
international legal consultants, internal legal comnities and entrepreneurs must be
involved. The Rwandan and Afghan commercial legidrm cases have proven this. The
key difference between Rwandan and Afghan commdegal reform is the involvement
of domestic legal communities. Afghan commercgldl reform was initiated by
international legal consultants without any invehent of the Afghan legal community.
As a result, Afghan commercial legal reform did watrk and the failure was due to the
un-involvement of the domestic legal community. &dan commercial legal reform was
carried out by its legal communities and the scmetype of assistance from international
legal consultants was completely determined basadternal needs and circumstances.
These two cases show that commercial legal refestablish concrete contract laws to
foster business development. However, domestawewment of the legal community is
crucial for legal reform to work. Outside legahsaltants should function as a supporter
rather than initiator.

A second approach to fostering effective contratbreement is through
alternative informal contract enforcement methd@d have shown promise as an effective
bottom-up development scheme. Alternative congatbrcement serves as a solution

before formal institutional legal reform takes etfeThe method used by the BBB is an
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effective contract enforcement mechanism availabtéose transition economies that
have neither effective formal contract law and ecément institutions, nor where social
trust and efficient commercial laws are in exisgenc

Both legal reforms and alternative contract enforeet mechanisms would create
a business-friendly environment and would expaedsttope and scale of
entrepreneurships in developing countries. Howehely need to be geared towards the

entrepreneurs who are the actual users of corénastand find out what works for them.

OPTIONS

* Create Voluntary Associations with Feedback LoopsCommunity Forum, and
Effective Dispute Resolution Programs:
The first option involves creating a voluntary asation based on a feedback

system, community forum, and effective dispute ggmn programs. Voluntary
associations are institutions that enable entrepnento expand their scale and scope of
business by connecting them with business partveyrsnd local areas or kinship. A
voluntary association uses methods of contractreafoent similar to those of the BBB or
other business communities in developed countiiescts as an intermediary helping
people to find the appropriate business partneis operates as a tool that fosters
accountability in business transactions and enfigrcontracts. A voluntary association
promotes accessibility to legitimate markets, am@dies a community forum, which is
based on social networking. A community forum gace where people can actively
interact with other people and exchange informaabaut their business interest, ideas, or
new markets. The forum facilitates coordinatioroagst local business people allowing
them develop dispute resolution mechanisms designetket the specific marketplace
needs and various businesses. When a complagettes/ed, both parties are contacted
and made aware of the dispute. The defendantrhapteon to engage the voluntary
association’s assistance in the settlement process.

The creation of voluntary associations will provlactical alternatives for
developing countries or transition economies witergract enforcement systems are still
inefficient, costly to use, and inaccessible. Btablishing a voluntary association, people
can determine what they will need to become cortipetin marketplaces and what type of

contract law is conducive to their business devalem and growth. Most importantly, a
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voluntary association provides inexpensive dispeselutions which considerably reduce
the transaction costs of doing business. It alspoevers people to operate their
businesses with accountability, accessibility, praper ethics. The challenge of this
option, however, is that a large number of paréinig are crucial for success. People can
be uninterested with this system because it alsgstime for people to accept any system;
thus, there is the possibility that people will patticipate in the system. Proper
advertisements about the benefit of the systenmedndation on how to use the system
properly are critical to successfully gain widegat@cceptance of this system.

* Provide Aid and Legal Consultations to Reform the legal System of a Country:

The second option is to provide US aid and anyratbeessary legal consultations
to legal communities in developing countries theghwto reform their legal systems. The
legal reform must then be carried out by the doimésgal community rather than
implemented by foreign legal consultants. The scapd type of assistance from
international legal consultants should be deterchimethe country’s internal needs and
circumstances. The reason businesses in developingries use informal contract
enforcement mechanisms today is because the féegellprocedures are inefficient,
costly to use, and inadequate. Most importantiftepreneurs in poor countries often do
not have access to a legal system or legal recofidsitionally, courts do not have the
necessary capacity to deal with business litigatenmd often lack specialized procedures
that can deal with commercial disputes. As a tesammercial disputes are processed
very slowly and are costly to use. Also a numideteveloping countries with commercial
courts struggle due to a lack of legal represamaind avenues to pursue recourse. Thus,
it is crucial to provide government aid and theessary legal consultation to create legal
institutions that can produce more lawyers andgsdgnd build commercial courts that
only deal with business disputes or contract efiowent.

It is important to have efficient markets with al@ad predictable formal laws that
can adequately enforce obligations of the partigeslved and provides remedies. Thus,
providing funds and legal consultations to refoegdl systems of states are key for
business development and growth. In addition,dgproper formal legal frameworks

that are compatible with current market systemsattiact foreign investment. The
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complications with this option, however, are thedre have been some cases where legal
reforms have not worked. The main reasons fortfetires were that the reformation
was initiated by foreign legal consultants withaay cooperation from local lawyers,
judges, and businesses as seen in the Afghanrkfgain example. Afghan legal
communities have not been consulted about themsfar their contents. Moreover, the
law was not constructed in conjunction with a langeaningful plan for implementation.
Therefore, in order for legal systems to work prbpehe reformation must be based on

the country’s specific needs and circumstances.

* Employ a Wide Variety of Researchers to Learn Moreabout the Internal Legal
Systems in Different Developing Countries:

The third option is to employ a wide variety ofe@aschers such as legal consultants,
economists, anthropologists to learn more abouintieenal legal systems and how cultural
and societal factors affect contract enforcemenifierent developing countries. Every
country has a different way of doing business whir own way of enforcing contracts.

In Vietnam, an informal contract mechanism is meuiged to the country because it is
culturally and ethnically homogenous where reliamgenformal social norms is more
effective. On the other hand, legal reform woutdadmore effective way of enforcing
contracts in Rwanda. The strength of this optiaiad it is an effective way of
understanding grass-roots contract enforcementile\ijbvernment agencies and legal
consultants know and understand the basic prircgieontract enforcement are, they
tend to still have a top-down view of things and moking for the best practice. However,
there are likely no single identifiable “best prees.” Thus, diverse mechanisms of
enforcing contracts and institutions in poor coigstineed to be studied and comprehended.
The problem that arises with this option is thas ¥ery expensive and time consuming.
The undertaking would take years in order to urtdadsthe local contract enforcement

mechanisms of each different country.

RECOMMENDATION

Generating economic growth in developing countwége reducing poverty

through entrepreneurship is of special intereshh¢oUS because of the economic and

182



social stability it provides. Creating suitable trat enforcement mechanisms can be an
effective tool to achieve this objective. Factiitg the creation of voluntary associations
based on feedback loops, community forums, andutksgsolution programs would
realize this critical US goal. The participatiamdaassistance of the government and legal
communities and representatives of a country ayeimed because the government should
do no harm and not create barriers for this systework properly. When these
conditions are met, a voluntary associations wawlly capture bottom-up development
with minimal use of US aid to effectively promobetgrowth of businesses. The
voluntary associations would enable people to chdesir own business partners based on
trust and accountability. In addition, voluntagsaciations provide speedy, affordable,
and meaningful remedies to poor and disadvantagepl@ because they are designed to
meet specific internal needs and accommodate écalmstances. They can be used as
an effective tool to enable bottom-up developmehemes for the growth of
entrepreneurship and reduction of business transaobsts in poor countries where

people do not have access to legal systems wittiegft contract enforcement.
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CHAPTER 8

REVISITING PRIMARY EDUCATION IN POOR COUNTRIES

Chayut Setboonsarng

ISSUE

Despite continuous international efforts at impngvbasic education, many
countries still suffer from extremely poor educatservices. Globally, 75.2 million
children remain out of school and some nationsesudfom literacy rates as low as 23%.
Repetition rates, and standardized tests, shovattass to schools alone is not enough to
raise attendance and literacy rates, but thatuhéty of education a student receives and
teacher competency must also be addressed.

The two prevailing problems regarding basic edocatireaccessandquality :
issues of access ranges include affordability,renment, etc. Schools situated in violent
areas may cause parents to be reluctant in setitirgchildren into dangerous situations.
While some households that suffer from poverty matyto have their children work
instead of attend class. However, even if the dm i of access are remedied, they are
meaningless unless schools can also provide atgediication. Moreover, students
cannot be blamed entirely for their shortcomings;es negative factors such as weak
curriculum, low teacher commitment, and poor féaei may contribute to poor student
performance. Without proper textbooks, and adedearaing environments even the most
sedulous student may not succeed.

Bottom-up approaches to development programs, wdireletly involve the local
community, families and students, are integralroheoto substantially change the quality
of and access to education. Policies that advasatecrease in financial aid and simply
build schools lack accountability and feedbackeayst Such programs do not solve the
fundamental and chronic problems of failed educapimjects. New bottom-up schemes
will have an immediate impact that can be measwealuated, and replicated in many
countries. This approach stresses the harmonizatitmtal and donor efforts in carrying

out development projects.
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BACKGROUND

Introduction

Education is the cornerstone of development: ligrates have direct economic
consequences, enable political participation, faste entrepreneurial spirit, and pave the
path to sustainable development. In 1962, educaiibentered the network of World
Bank financing operations; since then, the inteoma donor community, private aid
agencies, NGOs, and governments have participatiancing education development
around the world. However, after decades of comenitiychildren in poor countries still
face the same problem of inadequate educationhensiame issues of failed basic

education remain prevalent.

The International Donor Community

External contributions to education aid can besifesl into two categories - loans
and grants. External aid is defined as flows obuese at concessional rates of interest and
on liberal terms of payments. Typically, externsdiatance originates in rich countries and
flows into developing countries either directlytbrough international organizations or
non-profit sources. Some multinational sourcesuitkelthe United Nations Educational,
Scientific and Cultural Organization (UNESCO) reqgubudget, the United Nations
Development Fund (UNDP), the World Bank, and theA®evelopment Bank. While
non-profit sector are charitable establishmentsh st the Ford Foundation, Rockefeller
Foundation, and Carnegie Corporation, faith androanity-based organizations, and
universities.

One major characteristic of education aid is tha&gaused on higher education. In
1975, about half the teachers, experts, and advisan Organization for Economic Co-
operation and Development (OECD) donor countrissstes] general secondary,
vocational, industrial, and technical educationsl 980, the World Bank estimated that
80% of education aid was allocated to secondaryhagiter education and foreign
assistance had not reached primary schools, ardf @ghool children. The two main
reasons for this were that elementary educationregerded as a quagmire that was best
dealt with by local governments. Secondly, dongenaies, and leaders believed that the

greatest need was to strengthen human capitalrandp expertise in major fields. An
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example of this was education aid in India, whiokstered the Indian institutes of
technology, management, and agriculture univessitie

The first few decades of international effort inpiving education appears to have
been lacking. However, by the late 1980s, acadandcinternational organizations began
to suggest new approaches to education aid pdilatyfocused on primary education along
with reduced intervention from donor agencies. &ample, the World Bank endorsed
assistance for basic education and movement towaecdsased internal efficiency.
Scholars called for a reduction in direct or indirauthority of donor agencies on policy in
planning and executing policies in the receipt ¢ourit was argued that external aid
should not become a threat to local sovereigntgatibnal policie€.In 1990, 155 nations
convened at the World Conference on Education fo(E#A). The conference brought
donors and developing nations together under a aomagenda to reorient their goals
towards primary education. Donors also began tetiprethe effectiveness of sector-wide
approaches (SWAp).

Sector-wide assistance is aid given directly toggomnents for an education
development program. The control of how funds aensoften varies among donor and
receiving states depending on individual agreeméntsajor drawback of this model is
that it is highly selective, since few countries gaoduce sector plans that are approved by
donors. Furthermore, in many of these cases, therm@ system of accountability to ensure
that the aid money is not embezzled or used ingffdy. A disconnect between donor
agencies and local community is also a sourcealpm since donors do not actually
understand the most urgent problems that famidies.fDespite the appearance of
increased commitment from developing countriesregge levels of aid did not increase
and aid effectiveness has hindered education dewvedot from 1990 and onwards.
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The Current State of Education

Globally, only one third of pre-primary age studeate enrolled in pre-primary
educatior? * The three regions with the lowest net enrollmeies are Sub-Saharan Africa,
North Africa, and South Asia. As for primary eduoat of the world total, 86.4 percent of
primary age students are enrolled in primary schediile the region with the lowest
enrollment rate is Sub-Saharan Africa. Another inga statistic is the number of out-of-
school children. Again, Sub-Saharan Africa and B@dia have the highest numbers.
Although since 2001, there have been some impromemenrolling children, the
situation remains dir@.

Some of the main issues in basic education in deugd countries include the
opportunity cost of schooling. When deciding toadintheir children in school, parents
face a trade-off between household consumptiortfaidchildren’s expected future
income, which are the direct and indirect costghefchildren’s forgone labor at home or
in wages. Opportunity cost, in this case, refethéocash earnings or non-monetary
contributions that a household sacrifices to keepila in school. The gravity of
opportunity cost has been underplayed. Even whieoods are accessible and affordable,
families have to see a net advantage to themseglthe=y are to forgo participation in
domestic and economic activitiéfn weak states that cannot enforce compulsory
education laws - parents become the children’skgat@ers and control the children’s
access to education resources that are made dedikathe state. For example, in Mali
children spend time taking care of their siblingsl avorking on family fields at a very
early ag€ In Zambia, parents withdrew their children fronhaal during important
seasonal events of harvesting and fisHidgfactor that is directly linked to the problem of
opportunity cost is poverty. Children of the pooe Beast apt to attend school, furthermore,
they may also be malnourished, which lowers acherd even further.

Other social factors also prevent education froatheng particular groups.
Discriminatory attitudes towards the educationids@re potentially the cause of the gap
between net enrollment rates between boys and fir®me tribes in Africa, girls that
reach puberty are taught the wisdom and knowledlperosociety. These instructions are
considered directly relevant for a girl, preparireg for womanhood. However, conflict
occurs when there are apparent differences in shmats taught at home, and at school.
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This leads to parents opposing a girls’ continugcation. These behaviors are related to
tribal traditions, cultures and taboos that camadiécvarious stages of development, which
are in friction with the demands of schooliffg.

A considerable amount of research and analysibé&as done regarding the state
of education. Key regions with the most urgent pepis have been identified, and the
major problems associated with poor quality anegssdo education has also been
recognized. The international community has respdmith a series of campaigns, the
most notable and contemporary one being the FaskTnitiative.

Education for All: Fast Track Initiative

During the Millennium Summit in 2000, world leadeeadified the United Nations
Millennium Declaratioh’, which contained eight Millennium Development Go@DG)
one of which was to achieve universal primary etlangUPE) by 2015. Currently, the
most publicized and robust effort in education diepment is the Fast Track Initiative
(FTI) headed by the World Bank. Launched in 2008,ETI is a global partnership aimed
at helping low-income countries to achieve UPE BR&. Through the FTI platform, poor
countries and their donor partners designed anawstied to an education plan. Funding
was mobilized through four channels, the Cataljtind (CFJ?, domestic resources,
multilateral donors and private donors. The WordthB describes the main principles of
FTI as country ownership, local-level empowermemitual accountability and donor
harmonizationt® Currently FTI and the Catalytic Fund are at thefimnt of education
development. One problem that developing counpiesiously faced when dealing with
donor agencies was the unpredictability of aid tedflow of money into their education
budget. Once the donation had been received, aifistill had to deal with state
bureaucracies. FTI1 and CF ensure the predictaloiigid into the education sector.
Predictability of foreign aid allows governmentioféls to better plan out education
reforms as budgetary information is readily avddalbhe agreement between the
government and FTI also guarantees transparency egdliction of red tape. By not
having to constantly seek bureaucratic approvdi¢cypmakers are able to quickly
implement the necessary changes in their educayistems. Another important
component of the Fast Track Initiative is self-enaion. Annual reports are available to
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the public and show the progress and shortcomihtfed=TIl. Evaluation forces donor
agencies, local government and community to cogrgilst cooperate in improving aid
effectiveness. An ongoing external evaluation of &ms to analyze and evaluate the
effectiveness of the FTI partnership and its prograAll aspects of the FTI partnership
are being assessed, with final results expectesepyember 2009. The most recent
evaluation, the 2008 Annual Report, shows thathleFramework uses the sector-wide

approach (SWAp) and a program-based method.

Case Study: Mali Fast Track Initiative™
During the 2007—-08 academic year, Plan Mali itetlethe “fast track” reading
program called the Systematic Method for Readingc8ss program, which was
collaboratively developed with Malian governmen¢aplists and consisted of a series @¢f
stages to introduce children to all of the phoneofdbhe Bamanankan language. The
program used a teaching technique that combinediveeuse of illustrations for words

that children had not learned, allowed childretréad” from the first day of instruction.

. Teachers received two weeks of training in usiefapproach, in addition to
supervision.
. The program was taught in the local language Beamigan to 1,267 students in 2p

community schools (ages 6 to 8).

. From a baseline of 0, after four months of insfian, 89.7 percent of students in
the schools could read fluently at grade level \gitlod comprehension.

. Compared to 41.1 percent of the students in naticurriculum (or bilingual)
schools after a full year of instruction.

An expansion of the program is under way in foutamzal languages. A similar progran
has also been developed in Niger where 390 studetts community schools received

four months of reading instruction in Zarma.

. From a baseline of 2 percent, 21 percent cowld emd comprehend fluently on the
post test.
. Compared to another test in French with a fudlry@f instruction in government

schools, where only 14 percent of students initisedycle could comprehend what they
read.
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The relative success of Mali’s reading programns of the many cases in which
FTI sponsored programs have taken incremental stégnging universal primary
education to developing countries. However, thiaats for a very small portion of the
country’s problem. Mali still currently has a yoditeracy rate of 32 percent, primary
school enroliment of 74 percent and with an attendaate of 45 percent. Its worst
problem is the 1,112,659 out of school childrenjclvranks Mali & highest in the
world.*® An approach that is aimed at encapsulating theeeeducation sector, in terms of
aid effectiveness, is the SWAp. Under FTI guiddirgonors and governments are
expected to work closely. Unlike the SWAp of th&®Q$9, corruption and bureaucracies are

no longer issues.

Case Study: Rwanda Fast Track Initiative®
In 2003, the Government of Rwanda adopted its Edkication Sector Strategic
Plan (ESSP), which consolidated policies into glsitomprehensive sector strategy. The
government stated a clear preference for budggtastipver other aid modalities. Donor$
responded to the re-introduction of the sector-veigproach (SWAp), which bundles both
government and external resources in support oE8@P. Under the FTI Compact, the
SWAp provided:

. More effective support to national priorities.

. Increases country ownership and stewardship.

. More partnership between the government and kbaabrs.

. Promotes the delivery of aid in more efficientywa

. Donors collaboration on joint country reviews anssions

. Increased analytical work jointly, thereby freggigovernment capacities for more

urgent tasks.
By and large, this positive impact has been coréit in the findings of FTI's 2004
pilot survey on aid effectiveness in the educasector.

One remaining challenge is to prevent Rwanda’s a&titut sector from falling

victim to its own success. The number of donors singport the education sector has

194



been growing in recent years. The need to addueskrfg shortages and to attract more
donors has to be balanced with the increased esgeints in coordination, and alignment.
The government is taking a more proactive stan@mtourage donors to adopt an
improved division of labor.

Rwanda has become the model sector after the ingpition of this new policy.
Its success underpins the importance of bottomayeldpment and dialogue and
collaboration between local governments and dohave increased the effectiveness of
foreign aid. It shows that, if properly carried 08WAp has the potential to make
substantive changes. The relationship betweengrartuntries and donors within the FTI

Compact is one of mutual accountability:

Partner Countries Donors
® Develop sound education ® Help mobilize resources and
sector programs through broad make them more predictable

based consultation o Align with country

development priorities

Mutual

® Demonstrate results on key -
Accountability

performance indicators

® Coordinate support around
® Exercise leadership in one education plan
developing and implementing
the program and coordinating

donor support

® Harmonize procedures

(Source: www.worldbank.org/education/efa)

The FTI has three degrees of separation from therdaand the immediate
stakeholders (families, local communities). FTI auistrators communicate with national
governments through Local Donor Representatives, avh country-level staff of agencies
subscribing to the FTI compact. They are the primiaterlocutors with governments on
operational issues in the FTI process. They amgoresble for assessing the scope, volume
and timing of developmental assistance needs akeé firancial decisions according to
policies and regulations of each donor within anfesvork of commitment to maximize
harmonizatiort! Lastly, the Coordinating Agency is designated agnitve local donor

representatives, who have decisive role duringlthelopment and endorsement of the
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education sector plafi.It is unclear how influential donor representasive coordinating
agencies are in allocating funds and what sorkpésdise they offer local governments.
The World Bank’s Education for All Fast Track laitive has its merits. The
Catalytic Fund, donor-nation harmonization, SWAm ancremental program-based
methods are all beneficial to education developmédatvever, so far the outcome of FTI
has not been as promising as expected. Many ceamtgzimain off track, with only seven

years before the 2015 deadline.

Governmental Roles
United States:

The most prominent US organization responsiblentor-military foreign aid is the
United States Agency for International Developm@8AID). Established in 1961,
USAID immediately engaged in education aid, albeibw levels. In the 1980s, a series of
reports regarding the wrongful use of foreign aderated a deep suspicion, and began a
downward trend in American foreign aid. During thesiministrations aid was primarily
used to advertise American investment, free makenhomy, national interests, and
expand the American sphere of influence agains€Ctmamunist bloc. The end of the Cold
War led to cuts in aid spending. From the early0E9® 2001, the importance of overseas
development assistance was stressed and somerekthetions placed on foreign aid
were overturned. Presently, USAID is committed EAE-TI and provides resources for
this global initiative’® The current US position on foreign education aittides the
Unites State’s commitment to improve data collecaod using gathered information to
identify weak areas and barriers to achieving EHAgoals. Statistics such as dropout
rates, repetition, student flow rates, and testltesare used to develop strategic plans for
schools and departments to achieve their goals.ID®Asupports a decentralized teacher
training program and training for elementary schmgervisors. These USAID
investments are among the only two donor initiatitheat are relevant to classroom
teachers®

USAID has a total of 150 accounts and a foreigrbaidiget of $39.5 billion.
Currently, the President’s International Educatiutiative is allocated with $94 million to
provides an additional 4 million students with ac® quality basic education through
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2012. These figures show the level of US commitnberiducation aid. However, for a
developed country the United States’ public sclsystem also has its problems. Some of
the policies that certain cities have implementex mso be useful in the context of
developing countries.

Case Study: Incentive Program, Opportunity NYC
This student incentive program is a conditionalhcttansfer (CCT) welfare
program that targets the most rudimentary levedfcation, the students. Opportunity
NYC is the brainchild of Harvard economist RolandFByer, Joel I. Klein, chancellor of
the New York City public school system and MichBeElomberg. Opportunity NYC is anj
experimental program that gives financial incergit@ students for earning good grades

and performing well on standardized tests. Sonmbefncentives include:

. Students can earn between $25-$50 per monthdortaining an attendance leve
of 95%,

. parents are given $25 twice a year for attengargnt-teacher conferences

. Some schools give $2 for each book a child reads.

(Source: Opportunity NYC incentive schedule)

Since people respond directly to incentives, indhge of poorer households, cash
incentives become all the more important. This sehean potentially solve the problem
of opportunity costs in education. In addition, G2&n help alleviate the financial burden
tied to the conditions that perpetuate poverty. pitogram currently includes cash rewards
for families that maintain health insurance, fulj@oyment, dental care, and regular
health screening€CTs provide money directly to poor families anthblsh a social
contract with the beneficiaries. Some critics ssgjeat there can be backlash against the
notion that money would motivate students, at tlenent this is still uncertain.

The results for this pay-for-performance schemdYC are still unclear. However,
Mexico’s Oportunidadesprogram, which captures a quarter of the Mexicapugation,
has been credited with decreasing poverty. In suidito education, the 2002 Mexican
program includes health, nutrition and matrimonynponents. While th®portunidades

platform does give cash incentives for educatibm|do provides direct cash aid to help
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improve the quality and diversity of nutrition. Th#ectiveness of annual cash transfers to
villages aimed at improving service coverage analgeasof basic health and education
service is currently being tested by the MIT Poyéxttion Labs in Indonesid: Villages
will be given an annual block grant, proportional the number of households in the
village, which they can use to improve the coverafepecified health and education
services in their community. In subsequent ye&s stze of the block grant will depend in
part on past performance relative to other villageshe same subdistrict, providing an
incentive for villages to use the funds efficientlfhe evaluation will compare this
incentivized transfer program to two alternativesion-incentivized cash transfer model,
which will be an identical program but in whichlages will receive the same amount of
grants in the second year regardless of villagiopeance, and set of controls.

In both New York City and Indonesia, the conditibcash transfer schemes is
being tested. A similar experiment tries to soly@blem in many developing countries
face: teacher absenteeism, which contributes ttotheuality of education. An
experiment with 500 Indian public schools was eatiout with teachers. Teachers were
provided a cash incentive based on the averageiraprent in their students’ test scores.
The result of the study suggested that a perforex@ased bonus has a positive impact on
test scores and in turn, the quality of educafidre differences in the scores of
experimental school students and the control greene statistically significant. The
incentive program was also cost effective when camexh with the status q@é A similar
experiment was performed in Kenya, which also tesuh higher test scores but it was
not due to improved teacher attendance. Furtherrttweee were no changes found in
homework, assignments or pedagogy. It was assuma¢detachers conducted review
sessions for exams outside class hours. The yieay st scores returned to previous
levels, suggesting that teachers concentratedpnowming exam scores rather than long-
term learning. Lastly, test scores were highesuinjects that relied on memorization such
as, geography, history and religioh.

It appears that the outcome of the incentive pmogrand CCTs are variable.
Households, students, and teachers in differems$ pathe world with different
socioeconomic backgrounds react differently to gaséntives. Therefore, even though

cash incentives may improve the quality of educaitioone country, it may be a perverse
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incentive in another setting. There has been nalasive evidence in NYC'’s student
incentive program. One advantage of the incentregiams is that it is versatile and can
address several problems at once. It could imptioejuality of education by giving
assistance to households that have financial @ngtrto education thereby improving the
access to education and also encourage studgmsfeom well in school.
Privatization and Education Vouchers

Private education and the voucher system werallyiforoposed by Milton
Friedman in 1955. Friedman believed that the gawemt was responsible for ensuring
access to universal education, but operation waa nale of the state. Instead, Friedman
envisioned a system of state-funded vouchers tbhatd\be given to parents and allow
families to choose the institutions they believestevbest for their children. Once a radical
idea, implementation of the voucher system hasaspi@ several states in the US with
varied results. Supporters of the voucher systemcdhat the privatization of the
education sector will improve the quality of schobkcause schools come into direct
competition with each other since families will s@nd their children to schools with a
poor image. Critics of this system have aguedtti@aincrease in demand of private
education will force private institutions to be re@elective and admit students based on
academic performance. These students would thengidpublic schools and hinder the
competitiveness of public schools — perhaps endimgersal education. In 2001, the “No
Child Left Behind Act” included the voucher systemowever results and support for it

has been mixed.

A notable case in which the voucher system wastaddpy a developing country
is Chile in 198F“The Chilean expectations of the voucher systenuite:
* Rapid expansion of non-religious and profit maximgzschools.
* Market competition would eliminate inefficient sdits.
» Students were expected to gravitate toward quialgijtutions.
However, Chile’s experienced many negative conssrpse
» The vouchers system pitted private schools againsiicipal institutions for

government funding resulting in a split in the ealian sector.
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» Although low income students were provided chomfeschools they lacked
adequate information to make the best choice.

» Students also did not the appropriate means telttawrban schools.

» Unrestricted school choice has also intensifiedasatratification due to the
selective admissions of certain private schooksating a concentration of students
in public schools
The problem with the Chile case is implementatims large-scale, nationwide

reform was performed with little research and wed to a political agenda of dismantling
the public education system. The political climatevided benefits for investors who ran
purely profit-seeking institutions with little reghfor negative consequences. Teachers
suffered wage declines, deunionization, and deagigul which accompanied the voucher
reform. The main growth in private subsidized sd¢boas in the for-profit sector, and not
based on voucher plan’s failure to produce gairggudent achievement.
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Non-governmental Organizations

NGOs have always played a large role in foreignaaid development. Successful
education-based NGOs have several common chasdittgrnamely bottom-up schemes,
gradual degrees of change, an intimate relationstilpthe local community, and a steady
source of finance.
The DREAM Project

The Dominican Republic Education and Mentoring &ebjs an NGO that was
established in 2003 by a private Dominican mounige tourism firm. Its founder,
Iguana Mama, eventually sold the business to uakiethe DREAM Project. This NGO is
involved in many of schools in the community. Thigamization’s philosophy reads, “[w]e
stay and we work with them until we have the tafshe community. They know us and
we know them. We treat the children in our schasl€hildren; we give them dignity
because we believe in them and try to give thens#mee opportunities as our own
children.”® It has gained international recognition and reegivolunteers from major
universities such as, Dartmouth College, Harvardsémsity, Cornell University and
Columbia University, the World Education Corps (WERiddlebury College and Oxford
University. In its five years of existence, it hasrked closely with the local community,
serving 2,000 students in ten schools. It has benlthew schools and community centers,
constructed seventeen classrooms, six librariedyaghrooms, three equipped computer
laboratories, one science laboratory, one spatd éind a 100-foot square foot pavilion.
What sets the DREAM Project apart from internatiawaors is that all of its
accomplishments are directly in service of the leoanmunity because of its relationship
with the villages.

The DREAM Project’s largest obstacle is its capadtits funding and manpower
is limited, and does not allow it do cover as mgobund as an international consortium.
There is also little that this NGO can do to rethilies that live in poverty, and the
119,848 out of school children in the Dominican &jz.° It can only provide a
supportive leg to pre-existing education infrastuoe. The changes it makes may affect a
small community, but on the grand scheme of thittgsr effort does not leave a

substantial impact on the country.
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Networking Thai Schools (NTS)

This NGO began as a school club at the Internatisolaool Bangkok in 2003. It is
similar to the DREAM Project in that it engageshatite local community through
education. Members of NTS visit the public schaoltheir area and teach English lessons.
Its efforts were generally well received by theaahadministration and students. Once the
school and NTS establish firm ties, the school W longer have to employ an English
teacher as volunteers from NTS provide semi-permiageglish lessons several days each
week. The organization gradually grew and involfield trips and extra curricular
activities. The NTS agenda also grew and begamclade many other public schools, as
the number of volunteers increased. NTS soughivi® a@gsistance further assistance
outside of the classroom. For example, familiesrofipoke of expensive bus fees for their
students, which was required for students who laelistance away from the school. NTS
began a bicycle campaign which collected and rédhdal old bicycles and purchased
functional bikes, which were all given to studesitgach school. It also successfully
helped lobby Thailand’s Ministry of ICT to endottbe One Laptop per Child program
(OLPC) in 2007” *® When the schools in the area obtained new comfalisrand laptop
computers, volunteers taught students and instsibimw to operate word processing
programs and helped setup the routing system atsedmol. NTS technicians also
provided maintenance and troubleshooting suppomwhen these machines broke down.

NTS had an even smaller operation than the DREAdjfelet, however, it managed
to reach a large number of schools and becomelglagached to its community.

However due to limitation of its size, it sufferéet same problems as many NGOs did
such as lack of funding and the inability to engamgextensive projects. Both, however,
capture the spirit of bottom-up development anatessfully carried out their goals with

limited resources.

Pratham

Pratham is an Indian NGO which began in the sluhdwombai in 1994. Its
founders believed the education deficit could dmgysolved by involving the people of
Mumbai and the government to reach universal pyrmeducation. Later, a partnership

between Pratham and UNICEF and a public trust wamdd by the Commissioner of
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Greater Mumbai. It was later taken under the wihthhe Industrial Credit and Investment
Corporation of India (ICICI) Bank, India’s'®largest bank. Over this 9 year period
Pratham has reached out to a million children istates. An accelerated learning method,
in which an unlettered child starts reading and goting basic mathematics in 3 weeks,
has been in use since late 2002 and since thetaingist over 160,000 children to become
literate.

The most notable aspect of Pratham is its closadjes to the corporate sector and
the government. It establishes a triangular refstigp between the corporate sector,
government and local community. Corporate donols figance their operations while the
government responds by opening schools, and shiatilgies. Lastly, community
volunteers can help implement Pratham programsniddel is easy to replicate since
administrative costs are kept low and immovablesssre not required unless a donor
specifically requests and the need is clearly éstedd.

Pratham works closely with the government thus &ble to obtain statistics
nationwide, and find areas to improve. The mostmeé&nnual status of education in India
(ASER) has shown considerable progress. The ratatasf primary school children has
decreased to 2.7%, while the number of childreMaahya Pradesh (largest state in India)
and Chhattisgarh increased from 31% to 70% in 2088se gains in education cannot be
attributed solely to Pratham, but the improvemarihdia’s education sector is

synchronous with Pratham’s success.

Concluding Remarks: Challenges and Opportunities

This chapter has examined how international orgditizs, national governments,
and NGOs deal with the problems in the educatictos@f development. The two main
trajectories taken are the sector-wide approac®@sAp) and experimental approach.
SWAps are programs like Chile’s voucher prograrMexico’s Oportunidadeghat aim to
optimize an entire field with one key change. €sessful, these approaches can quickly
resolve problems or it can backfire and yield negatonsequences. The experimental
approach used by Poverty Action Labs, NGOs, and Nexk City’s Opportunity program
begin with an idea that is slowly tested in a colnénvironment. If successful the same
scheme can be implemented in regions with simharacteristics. For example, CCTs for
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teachers appear to be more effective than they iwdfenya. This outcome can then be
reported to EFA-FTI and CCTs will be carried outhe Indian education system, while
new ideas can be formulated for the issues thay&éace.

The combined efforts of these organizations hamged from rudimentary
methods to encompassing policies. Some have bésstie¢ while others were failed
ambitions. International bodies and governmentstliecontinuously working to improve
the current state of education in order to meeMilkennium Goal by 2015. Despite their
efforts, many countries remain off-track and suffem severe education services. CCTs
and Pratham are promising ideas in the movemenirfimersal education. The voucher
system, given proper research and execution mayyakl positive results. If the correct
path is taken and donors consistently finance tbhpgy approach, universal education by
2015 is attainable.

OPTIONS

* Increase funding for Conditional Cash Transfers (CQ)

Conditional cash transfers are currently beingiedrout my some local
governments, and NGOs, but have not yet been imgaiead by EFA-FTI programs.
Funds should be channeled to support CCTs in dodeelp improve the access and
guality of education. Furthermore, there shouldnoceeased financial support for the usage
of CCT through EFA-FTI programs. Conditional casinsfers are incentive programs that
are extended to households, and teachers. Inrcedaes, CCTs should be offered to low
income families in exchange for the enrolimenthait children in public schools. One
problem that low income families face is the oppoitly cost of sending children to school.
CCTs alleviate some of the financial problems thase families face. At the same time it
could increase enrollment rates and decrease théerof out of school children.
However, different regions or countries will yieldrying results. Households that will
directly benefit from cash transfers are likelyptusitively react to CCTs, however in areas
where culture and tradition are the problems thatetducation sector faces, CCTs may not
be as useful. Furthermore, if the problem liesdonrpquality of education, this kind of cash

transfer may fail to improve the situation.
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Instead CCTs should be offered to teachers thal@eeto cultivate a learning
environment in their classrooms. Schools that sdiften teacher absenteeism or
unenthusiastic teachers typically have faculties #ine paid low wages. A cash reward can
be extended to teachers who are able to raiseastdindd tests scores of their students.
Parents and students should also be involved iluawag the effectiveness of their
teachers. CCTs to faculty members can also be mas#te grades parents give them,
which could potentially improve the teaching qualithere are also drawbacks to this
CCT scheme as some teachers may “teach an examt thtin fundamental course
material and although exam scores may improvegstigcare not receiving a higher
quality of education. Ongoing research conducte@@ii's has yielded mixed results. In
certain cases students and teachers have respmndash transfers and education has
improved, while other times it has not.

* Endorse an education voucher system

In many countries where the existing educationesyss extremely weak, even
negligible gain is an improvement. In these casese may be viable reasons to consider
opening the trade doors to for-profit school mamagyet providers? This process can
begin on higher secondary education, with extraicuar activities and training, but
primary education is the ultimate desideratum. DBpigon is aims to provide a private
supply of a publicly undersupplied service; funtieldd be used to support education
voucher systems in poor countries. Since privateasis are known to have a higher
standards than public institutions, by providingiseholds with education vouchers that
can be used at any school, low income families alglb have access the same high quality
education as medium to high income households. Wiii®ypass the financial constraints
of the household and will increase enroliment ratesy income students will now be able
to attend private institutions while their familids not have to bare the financial burden.
The voucher system has been used in the UnitedsS@&iveden, and Chile with mixed
results.

Some problems that arise in the voucher systerprarate schools becoming more
selective in the admission of their students, irffggrinformation in low income families,

access to education, and the politics behind thiehler system in each country. Poor
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families that are given vouchers may not know whieeebest schools are and thus do not
fully benefit from their vouchers. This option alsdls to address a fundamental problem
in the education sector of access. The basic aofitnaveling to a voucher school may be
impossible to road conditions or distance thusiteathe students facing the same
problem of access and quality. Lastly, in each tguhe voucher system is typically
carried out by the government and because ther@adential for profit to be made,
lobbyists or corruption can reduce the effectivereghe system. The problems that the
voucher system faces are easily solved, for exantgan be monitored by an independent
commission to ensure transparency, information et can given to families to
increase their knowledge of schools and transpornaubsidies could be attached to
certain families that cannot afford a means ofdpamt. Despite these suggestions, new
unique problems are expected to arise in eachmegiwe voucher system can be favorable

if the area it is used in is carefully selected eagkarched before implementation.

* Finance and Implement the Pratham model

The Pratham NGO in Mumbai has had successful gistdre improvement in
India’s education sector cannot be solely attridutePratham, however, the increased
cooperation between local communities, the prigatgor, and the government is largely
what Pratham seeks to establish in the placesiatgs. On the surface Pratham is like
any other NGO that seeks to improve the lives efdisadvantaged. Its initial operation in
the slums of Mumbai tackles the education by wagkirth local communities. However,
Pratham distinguishes itself from other NGOs byeasing cooperation between all the
actors and agencies involved in the education sdttoarmonizes the efforts of
international organizations and governments, andl loommunities while private firms
that want to show their corporate social respohsilare kept within the loop to help
finance operations. A proliferation of NGOs similarPratham would be beneficial to the
education sectors of poor countries as not onlyleviiunelp with improve basic education,
but NGOs understand clearly the more pressing prablof the community. If the NGO is
able to link government, donors, and private setctgether with a single cause, they can
better allocate their resources. The Pratham nmisdsddle to overcome a major obstacle of
many NGOs, which is its capacity. Large NGOs am¥mto have funding lost in their

206



bureaucracies, while smaller NGOs, although prefitin handling resources, simply do
not have the capacity to make substantial chaiyasham itself is a large NGO that uses
little overhead costs, fixed assets and has highilityo It has reached 21 states in India
and has improved the state of education from tlseclvaading programs, to a longstanding
partnership with the Indian government.

The Pratham model elsewhere, however, will notrieeipely as it is in Mumbai.
An NGO in Sub-Saharan Africa may not be as acts/Bratham, which is run by Indians
who are passionate about their cause. In a regi@merassistance is much more urgent an

African run NGO may not work as well.

RECOMMENDATIONS

This chapter recommends two phases to the impletientof conditional cash

transfers. Firstly, the experimental phase wilt tag the CCT in selected schools in
regions across a country. A lump sum should beiged and regulated by EFA-FTI and
government officials to a handful of primary screowl order to ensure proper usage. The
type of incentive program should also be selectiveegions that have a low enrollment
rates, and high numbers of out-of-school childtka,household incentive program should
be tested. Places with low test scores, teachenabs, and overall poor quality of
education should run a teacher and student sysgem¥C Opportunities. The
experiment process should be carried out for @t e years to review standardized test
scores, enrollment and dropout rates, and overalisses and quality of education. This
scientific approach to development can be usedhergolicies in order to gain
information on the most effective programs in eacda.

The second phase of this policy recommendatiorsector-wide approach
(SWAp). Schools that experienced improved enrolimates, test scores, etc. will
received continued CCTs, while schools within tAms region that service households
with similar socioeconomic statuses will receive fame cash transfers. If the nation
responds well to CCTs it will be applied to theienéducation sector, with the expectation
that it will ameliorate the nation’s entire sector.

There is, however, no universal cure for globalcadion development. Each region

and country is unique in its own way and a cerpailicy may be successful in one context,
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but only partially effective in another. If Opti@hand C underwent the experimental phase
and produced positive results they should incotedranto the SWAp. Education vouchers
and Pratham have a high potential for succesghkiutoutcomes cannot be immediately
observed like that of CCTs. It may take severalyéar the effects of the voucher system

to be apparent or Pratham-type NGOs to establslksence in a community.
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Chapter 9
MAKING TECHNICAL AND VOCATIONAL EDUCATION

RELEVANT

Jessmin Lau

ISSUE

Education is crucial in alleviating poverty andvatiating economic development
but while financing and implementation of basic emtion programs have accelerated,
alternative forms of education have been largatwpigd. This has to drastically change if
we truly desire to increase access to educatioalfoEducation, in particular technical
training and vocational education (TVET), is the ke achieving sustainable, bottom-up
development by imparting the knowledge and skiflsassary for people to take advantage
of their opportunities, available resources andizeaheir full potential. While basic
education, primary and secondary, are crucial jprawving literacy rates, alternative forms
of education such as TVET must also be exploredanticular with regard to people in
areas where traditional academic education is iotjgad or impossible.

TVET can enable people of developing countriegéor the skills necessary for
productive work and employment using levels of textbgy suitable for their communities
and environment. It has the potential to insti#l #ititudes, skills and values necessary in
preparation for joining the workforce. It can atsve as an additional avenue for non-
traditional students such as older workers who taekbasic skills for employment,
entrepreneurs of small businesses and child labarko are unable to attend school with
regularity.

The crux of the problems currently faced by maMgT programs is that most of
them offer skills and training that are highly iraptical and unsuited to the conditions of
the country. Many of these training programs ameg towards high-technology, high-
profile industries which sometimes do not eventexisleveloping countries. As a result,
graduates of these training programs have no vigipertunity for work. In order to

analyze accurately what skills are most relevaiihéoconditions of each country, the
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people of the local communities have to be condwdted their local knowledge tapped, to

ensure the success of TVET programs.

BACKGROUND

Introduction

A basic, general academic education aimed at iscrgditeracy and numeracy is
essential and beneficial to developing a produd@ety capable of taking advantage of
the opportunities offered through aid developmet pulling themselves out of poverty.
However, the current state of education with itsirang problems of high drop-out rates,
absenteeism and an overall lack of access to apnegertion of people in developing
countries, illustrate the need for an alternativeasure of education to plug in the gaps and
fulfill the needs that a more general, basic edanas unable to address.

TVET is a branch of education which focuses onaitguisition of practical skills,
attitudes, understanding and knowledge relatinactupational worK.1t is also known as
“workforce development” under the USAID policiess 8an be seen, TVET seeks to exert
a direct effect on the economic productivity ofogisty. It is a means of preparing for
effective participation in the world of work ancktle is no stronger, more direct correlation
than that of a workforce’s productivity and poveatieviation. Used effectively, as in the
case of East Asia in the 1960s, TVET programsahg éapable of enhancing economic
competitiveness and reducing poverty by equippiegaety’s pool of labor with essential
skills for employment.

Given the extent of widespread, debilitating poyémtthe world, faster, more
efficient and comprehensive methods of poverty cédo have to be devised and
implemented to reach those that currently do neeleacess to educational options and
poverty assistance. TVET can fulfill these majointgoals of bottom-up development by
equipping people in developing countries with dertdtitudes, skills and values necessary
for productive work or in preparation of joiningetvorkforce and ideally, provide

opportunities for employment in a wide range of galbegories.
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The Current State of TVET Programs

Currently, UNEVOC-UNESCO is the largest and mostesive global institution
focusing on TVET programs in the world. UNEVOChe tinternational Project on
Technical and Vocational Education of the Unitedidves Educational, Scientific and
Cultural Organization (UNESCO). It was launched @92 following a resolution of
UNESCO'’s General Conference in 1991. The objeafhis project is to strengthen the
development and improvement of TVET in UNESCO Mentiates. As a small
subsidiary of the United Nations (10 full-time $}athe organization’s main objective is to
work closely with governments of member statesrtprove and integrate TVET as part of
the global “Education for All” campaign. Its work developing countries largely focuses
on the public sector and involves the cooperatiah@local governments.

As the only global authority on TVET programs, UNEBC has published the only
broad overview of participation in TVET programstire world® However, data is still far
from detailed. The study itself acknowledges that¢ are a myriad of problems
associated with gathering information for TVET prangs, primarily:

* Problems with defining TVET programs. TVET oftertcacross many disciplines
such as formal education, training courses linkeldibor markets, microfinance
projects, healthcare measures and so on. Thepedsnsistency in drawing the
boundaries of TVET programs thus many countriesigeodata that is inaccurate
and not standardized.

* In many cases, there is simply a complete voidatd @ven in countries which
claim to be working on developing TVET programs.

* Misrepresentation of TVET as being less relevaahtbther forms of education.

As a result, there is no single source of accluaateup-to-date information and only a
general idea of the extent of TVET programs cagrasped from statistics. Table 1 shows

a broad overview of TVET programs offered in th& tdember states.
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Table 1: TVET programs offered by level (number andpercentage of countries)

Mo Yes [Iat:a not Total
available

Vocational enrolment at lower M 125 49 33 207
secondary (ISCED 2) ) 80.4% 23.7% 15.99% 100.0%

Vocational enrclment at upper M 29 136 42 207
secondary (I5CED 3) % 14.0% 65.7% 20.3% 100.0%

Vocational enrolment at post- M 79 a0 43 207
secondary non-tertiary (ISCED 4) % 38.2% 38.6% 23.29% 100.0%

. M 43 104 G0 207

Enrolment at tertiary ISCED 5B

O 20.8% 50.2% 29.07%% 100.0%

Source: UNESCO Institute for Statistics database, 2005.

ISCED stands for International Standard Clasdificaof Education and is a
method employed by UNEVOC in classifying TVET pragns by the level of education
they are typically offered at. It can be seen ftbmtable that there is an overwhelming
number of countries in which data is not even ad for assessment. However, a general
trend can be detected: TVET programs are typicdfigred at the tertiary level of
education which many countries feel is a right fgeliversification of curriculum and
courses in preparation for joining the workforceftftunately, it is extremely unlikely
that the students in developing countries will hageess to tertiary education options
when enrolment rates for primary education areadlyenadequately low.

Another common indicator for measuring the scald scope of developmental
programs is the amount of funding allocated. Agaifgrmation is drastically lacking but
for a general overview, Table 2 shows the percentdd VET expenditures in total
education expenditures of the only countries inaafwith information in this area.
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Table 2: Percentage of technical and vocational edation expenditures in total

education expenditures

Country % Year Country % Year
Benin 3.3 1995 Guinea 7.5 1993
Botswana 5.5 1991 Lesotho 3.3 1994
Chad 2.0 1994 Malawii 1.1 1992
Congo 4.9 1980 Mali 9.1 1995
Céte d'lvaire 4.8 1994 Mauritania 23 1995
Eritrea 1.6 1994 Mazambique 6.2 1980
Ethiopia 0.9 1993 MNarnibia 2.0 1995
Gabon 12.7 1992 Senegal 27 1980
Ghana 4.9 1990 Togo 37 1994

Source: |LO, World Employment report 1998/1999 cited in Atchoarena and Delluc, 2002, pp. 45.

The data presented in this table is extremelyaiattiyet it was the only
information regarding fund allocations cited in UXEBC's latest 2006 statistical study.
This implies that since the 1990s, TVET programghaimost entirely disappeared under
the radar of education awareness in developingtoesn

In recent years, technical training and vocati@uhlcation has been increasingly
excluded from mainstream educational developmesistasce. Since 1980, despite an
increase in the World Bank’s overall funding foe thducation sector, disbursements to
TVET programs continued to decrease until, by 2802 percentage had fallen to no more
than 9% of the World Bank’s gross education seassistance.
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Table 3: Education Assistance (As of April 2002)

Distance  Literacy, nonformal
Preschool 5% /1%
3% 7 T

4> j_ ‘.‘r'rf\"‘(, Ik _ |.\\
N 2V Primary M- T A
= A P |
Ve W B39% T OV g sy
kS e i

5 5

NP

E Technical and
.,';: vocational 9%

Secondary
14%

Source: World Bank Development Report 2006

On the contrary, the percentage of primary edanaissistance grew at an
inversely proportional rate. Investment in TVET ldeed sharply from 51% of overall
investment in education in 1963-1976 to a paltr§6d6 1990% Moreover, while basic
education is usually well-defined and strictly delited as academic knowledge
acquisition, technical and vocational educatioseislom so distinctly apparent. Indeed, an
overwhelming majority of data sets from private @uodblic developmental organizations
do not even have a category for TVET despite thetfaat some form of technical training
or vocational education usually takes place withimconfines of secondary or non-formal
education. The World Bank’s Education StatisticblRUEXpenditure Database only has
one country listed with a proportion of investmenT VET, rather unsurprisingly, that
proportion is a very inadequate 1.8% of Mozambigymiblic expenditure. Ultimately, the
three most fundamental problems faced in effegtiydementation of TVET programs is
the lack of information, awareness and financigipgut. Until resources and attention can
be afforded to TVET programs, we will never realize true potential of TVET programs
as an alternative form of education.

Detractors of TVET programs claim that TVET does aygpear to exert an impact
on employment rates, wages and worse, in some,gasett in a decrease in academic

achievements. However, there are so many other aoemts that determine employability
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such as the actual economic environment of eadghithl country and the availability of
jobs that TVET can hardly be isolated as the seterthining factor. Most significantly,
TVET has not even been tried out with proper procean an observable scale in the
developing world.

There has been a general stagnation in net enmtiirates in primary education
programs in various regions of the world despitemesponding spike in funding from the
World Bank and other nationsThis does not, in any way, indicate that fundirmgn
primary education ought to be redirected to teddrtraining and vocational education.
The two are complements that cannot work alone. d¥@w it should serve as an example
that even with 34% of total education funding aightawareness, primary education has
not been a decisive success. On the other hand] Pviggrams which are only allocated
one-third the amount of finances reserved for pryneaucation, have been largely written
off without being given a chance to be tried onpiemented and studied in developing
countries. In order to conduct more controlled expents with TVET programs and
determine the right ones to push through, morestment that is commensurate with the
potential benefits that TVET programs can yield toalse allocated to this sector of

education.

Relevance and Benefits of TVET Programs

TVET has been considered as a second rate edugiagiternative for a long time.
However, current TVET programs cover an increasimgtie range of skills with
openings in vocations that were unknown ten yegos 8his training helps young people
and adults to face the new challenges of globatimagiving them the opportunity to
acquire new skills and adapt to key vocationsimoalern society. TVET is also able to
serve as a complement to the acceleration of lealsication programs. Given the urgency
attached to developing the education sector urdeMillennium Development Goals,
TVET should be highlighted as an effective, indisgsble counterpart. The “Education for
All: Fast Track Initiative,” mentioned in the prewvis chapter, seeks to improve the access
and quality of basic education programs in the higieg countries. As a logical
progression, as primary education enrolment inegabe access and quality of post-
primary education options will have to increaseportionately to accommodate the
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number of graduates. Particularly in developingntnes where the education system is
not well-developed and there are very few, if deytjary education options, TVET is a
viable option for allowing graduates of primary edtion to immediately move on into the
working world. This will enable more immediate eoamc development in developing
countries, on a sustainable and practical scatedha be achieved by pushing through
with tertiary education systems.

Primary education is extremely important as a fatioah for skills acquisition,
however, that alone will not result in competita@mpetency skills for the labor market.
Graph 1 is a direct, clear illustration of the udeéss and relevance of vocational training

and apprenticeships in managing microbusinesses.

Table 4: Most useful mode of skills formation accating to persons running
miocrobusinesses in Dakar, Ibadan, Lome, and Niame&Bample of 1751 persons)

Engine Repair
Woodworking
Tailoring
Radio/TV Repair
Textiles
Metal-smithing
Haircutting
Leatherworking
Construction
Soap-making
Meat/Fish Processing
Restaurant Work

0% 25% 50% 75% 100%

M School  ZAVocational training ~ []Apprenticeship £ Practice B Other

Source: Fluitman pg.2

Although this sample is clearly not indicativeadif participants of TVET programs,
it certainly shows that apprenticeships are a ussful component of TVET. Given the
increasing awareness of micro finance as a crtmadin alleviating poverty, TVET is a
necessary aspect in ensuring that individuals witaio the credit to start their own
businesses have the ability and skills to gengmatfit and ensure stability in their
ventures. Fortunately, apprenticeship programsang practical and well-suited to the

often rural, agricultural or underdeveloped ecoremn developing countries.
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The complementary benefits of TVET for many exigtcritical development
programs are undeniable. If incorporated into niegéasn education and microfinance
programs, TVET will enable them to become moreatife and inclusive in reaching out
to the greatest number of people.

Existing TVET Programs: What Works and What Does Na

The lack of information in the field of TVET shouddready be a common theme in
this chapter. Not surprisingly, there is a simitard of data in the evaluation of existing
TVET programs. Many programs advertize successring of enrolment rates and
expenditures but these measures of success arelexdnt and do not directly translate to
actual benefits for the people in developing caestrThis is an evaluation of some of the

more notable existing TVET programs.

CASE STUDY 1 - UGANDA YOUTH DEVELOPMENT LINK (UYDEL )°

A SUCCESS STORY: UGANDA YOUTH DEVELOPMENT LINK

The Uganda Youth Development Link is a non-pragiency funded by UNESCO|
The project put in place in Uganda aimed to impeglihood skills to the marginalized
street and slum youth in the poorest regions ofridgaCareful selection of individuals
who genuinely wanted to pick up a skill was conddawith individual interviews, survey
and weeks of data collection in the area. Artisaraftsmen and other professionals were
then recruited from the local community and coneéaetith participants of the program
who wanted to learn a specific skill or trade. Marfiyhe local professionals agreed to
train these youth without any form of payment baestlney saw the program as helping
their own community. Upon completion of the progravhich can range from a few day
to a month or more, the apprentices were evaluatateir mentors and frequently offerqd
a job.

vJ

o7

Here is an anecdote from a participant of the @ogr

"William (not real name) was born in 1987 and bp#nents died in 1997. He
dropped out of school after senior three becausmublel not raise school fees to continug
with his education. He started using drugs duester pressure. He came to UYDEL for
help because he had become addicted to drugse/Aetiter, he was counseled and
advised to take on vocational skills training to ge alternative to spending time and
earning a living. He chose to do motor mechaniccogbta Genuine garage in
Wandegeya. Since then, he stopped using drugsambden retained to work at the sampe
garage."

(Source: UYDEL, pg. 38
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William is a classic example of many of the beniafies of the UYDEL program.
These youth are frequently the ones most in ne@iladnd education so that they can
break out of a vicious cycle of drug abuse, prostah and poverty.

UYDEL demonstrates many crucial elements of aesssfal TVET program:
* Appropriate, precise identification of the peopleonare most suitable, in

need and actually desire the acquisition of skills
* Adequate funding to provide certain essential tsalsh as sewing
machines or hair trimming shears

* On-the-ground networks between mentors, traineggatential employers

UYDEL managed to cut costs to a bare minimum blyzutg the resources and human
capital from the immediate area itself insteachgborting materials or teachers from
outside Uganda. Despite popular misconception,,mireloping countries do have the
means of helping themselves. Artisans, craftsnalors and mechanics were recruited
locally from Uganda and persuaded to impart thidlissof the trade to these
disenfranchised youth. Frequently, they were wgllia take on students without any
payment and if the trainees performed well, theyevwadten employed by the same tutors
or offered contacts to other potential employetegesk linkages and the opportunity for
employment are one of the most crucial aspectsafessful TVET implementation.

The success story of UYDEL'’s project which involveentifying and providing
TVET courses to 200 children from the poorest, nmogioverished parts of Uganda serves
to illustrate the benefits of bottom-up developmartechnical training and vocational
education when it is implemented in response todezls of the community.

Case Study 2 - Adult Learning Network in Western Cae, South Africa’
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ROOM FOR IMPROVEMENT: THE ADULT LEARNING NETWORK

The Adult Learning Network is an adult basic ediscaprogram which includes
skill-training programs, HIV and AIDS education aagareness in rural environments.
Training courses implemented including farming teghbes, business development,
hairdressing and most recently, in 2008, bookkegpihe project primarily targeted HIV
infected women and youth but was also of benefibhéowider rural community. South
Africa is one of the worst affected by HIV and AllXsthe world, with an adult prevalenge
rate of about 19% and nearly 6 million people lg/imith HIV (UNESCO, 2007).
Particularly in the Western Cape region, where pinegyram was implemented, the
Stellenbosch area in the Western Cape Provindeaisacterized by seasonal work,
meaning that farm workers and their families atbeziunemployed during the off-seasoh

or unable to attend school during the peak seasons.

In situations like those depicted in South Africaeare many people in rural
villages do not have the luxury or opportunity titading regular classes, standardized
basic educational curriculums are difficult to ad@plocal conditions, TVET programs are
a viable alternative to teach the local communitydpictive skills for employment and also
to raise awareness for health concerns, reducgig\hinerability to HIV and AIDS.

The Adult Learning Network managed to reduce ih@apital outlay by
collaborating with local communities. One key parship was forged between the
Klapmuts Feeding and Development Project which avesmmunity-based and
community-led initiative aimed at developing farmiskills and food gardens in the
community. Through collaboration with already-exigtsmall-scale communities, the
project provided the legal structure, funding, etipe and technology to make greater
impact.

Despite the achievements of this program in altewggpoverty and providing
alternatives to seasonal work, one of the notablerés was the lack of in-depth data
collection in matching trainees to the availablarses. People were instead grouped
according to literacy levels or gender insteachefrtactual preferences and some
participants noted regret at not being able tanigarticular skills that they had wanted

initially. The program also did not establish tlmeatal linkages between employers and
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participants of the program so that besides seffleyment, the trainees largely returned
to their old seasonal jobs. This is a common phe&man across many TVET programs in
developing countries. Initial success is measunesligh net enrolment rates but there is
no method of following up with participants afteaduation from these programs.

Case Study 3 - Pinelands Creative Workshop, Bridgetvn, Barbado$

A SUCCESS STORY: PINELANDS CREATIVE WORKSHOP

Bridgetown, Barbados has one of the worst socisv@cnc problems in the world,
Substance abuse, violence, HIV infections, académiiges, delinquency, unemployment
and many other problems are rampant in this citye Finelands Creative Workshaps
implemented to specifically combat youth vulneridgpiio crime, violence and the choser|
method was TVET programs targeted to provide aitiaddl route out of the vicious
cycle of crime and poverty. Training courses suElb@mputer training, marketing, basic|
accounting, legal orientation was introduced. A% &md of a 6-week program, a “Job Fajr”
was held where local businesses and partners weceigged to attend and conduct

interviews with participants for potential employm@pportunities.

This was one of the more successful TVET programstwassessed the needs and
interests of community members before embarkingqigmual implementation. This
resulted in a successful program which empoweredevoand youth who had fallen
through social and economic cracks. In order toasly affect and change living
conditions, the program sought to create wealtbudjin business, employment and the
development of marketable skills as alternative wlraising income instead of resorting
to crime.

One of the most unique characteristics of this @ogin comparison to the
previous two case studies was the larger scopeogfams offered. Training courses were
extremely relevant and up-to-date, in responshdatrrent labor market situation and
demand for labor in both public and private sectSggecific programs in areas where
employment opportunities exist such as plumbinggtelkcal installation, mechanics and
carpentry were also established so that particspemtld be connected to local mentors

willing to give back to the community. The introdiwn of a “Job Fair” gave participants
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of the program actual, realistic opportunitiesdarployment which should be the guiding

principle of all successful TVET programs.

The Role of the Government
The government’s primary role in TVET is in desigmisystems and establishing

the legal framework while simultaneously collaborgtwith industry and the private
training sector whereas it ought to keep directl@m@ntation of training programs to a
minimum. The problems with direct government in&mion and top-down approaches in
TVET programs are failures to accurate grasp laleonand, market conditions and
industrial development trends. The formal sectanany developing countries only
comprises 10-30% of the workforce and TVET polidiest rely too much on the formal
sector to generate employment demand are ofteretiEsgive from a poverty reduction
perspectivé.In this case, determination of the skills desisgdhe current labor markets
ought to be left up to the market mechanism ontalkscale, in-depth research teams who
are better able to communicate with local commasiti

However, this does not mean that the governmegs@aeripheral role. When
proper, efficient governance exists in developiagraries, TVET programs have attained
the greatest success. In fact, many developed esimiow have built their past successes

on effective TVET systems.
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THE FIRST OF ITS KIND: GERMANY'S DUAL-SYSTEM

Germany was one of the first countries to pracii¢&T on a large scale. The
government implemented a “Dual System Structurat tias been studied for applicatiof
in developing countries. The larger part of there® process takes place in production
facilities or service enterprises in industry, coaenoe, home management and agricultuge.
The students are trainees in a company. They redeimal practical training in a
company for three or four days per week and paré-tiheoretical training in a vocationa
school for one or two days per week. Responsilftitythe training is shared by all those
involved: employers, employees and governmentdlaxiites cooperate at all levels. The
theoretical technical education in the vocatiorméio®ls is in the responsibility of the state
while the practical training is in the responstlyilof the company. Such cooperation is
subject to legal regulations and has proved taubeessful. State and companies share fhe

costs of training.

Companies provide training voluntarily at their oexpenses because they believe
that it is the best way in which to provide foritr@vn need for skilled staff. No company
is obliged to provide training and no young perso@ermany is obliged to undergo
training. However, approximately 70% of all schteavers in Germany today embark on
training under the dual systeth.

The most important role of the German governmethisischeme was the
provision of legal framework and standardizatiomtigh State Education Acts. Upon
completion of the 2-year program, the traineesrattartificates and qualifications which
open the path to employment within an occupatigrethuctured labor markét.The
success of the system can be seen in that it te@onost three-quarters of the 16-19 year
olds and thus contributes to holding the numbemskilled employees in the economy
down. Unlike England or France, where graduatesoétional training systems form a
marginal proportion, apprenticeships exist in afiches of the Germany economy
including the professions and parts of civil seevic

One of the most obvious advantages of the dua¢sys the practical training in
the companies which takes place under actual dondibf using machines and facilities

which reflect the current state of the art. On clatipn of their training, skilled workers
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are able to enter a qualified position immediaté&lye purpose of technical training
received at the vocational school is to promotetargipplement the training received by
students in companies at a theoretical level amchpoove and fill gaps in general

education.

STANDARDIZATION IN UGANDA

An example of how governance can play an integilalin the implementation of
TVET programs in developing countries is UgandaET\institutions in Uganda
traditionally follow a top-down approach and faita the following categories: 1) the
Uganda Technical (Two-Year) College providing dipks at the tertiary-education leve
2) technical institutes and vocational trainingituges at the upper secondary level andB)
technical schools, farm schools, vocational trajraenters and community polytechnics
One of the strengths of TVET programs in Ugandaeéssupport of the government.
Uganda’s government has drawn up an Education S8utategic Plan (2004-2015) in
which TVET is a focal policy concern. The governmperovides the necessary legal
framework for TVET programs that legitimize andagnizes the value that TVET adds o
the economy and society. There are craftsman icattdn examinations at the technical
institutes and trade certification examinationgatational training institutes. The
Education Ministry has set its aim to achieve umfity by 2011 by way of a system

called the Uganda Vocational Qualification Framekwor

However, Uganda is a unique example in which gamaghance has
complemented public and private sector TVET prografnlarge part of the burden of
putting in place cost-effective and successful T\fiEdgrams still falls onto the private

sector and non-profit organizations.

Concluding Remarks: Challenges and Opportunities

This chapter has illustrated the extensive benafid relevance of TVET programs
in developing countries. The biggest problems fagtins education sector are lack of
funding and awareness. There have been some sfutcesatrolled-environment TVET
programs that lack the finances to expand. At #mestime, a dismal lack of awareness of
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the benefits of TVET programs in developing cowedave led to a perception that it is a
second-choice option compared to primary educakarthermore, the concept of basic
skills and desirable skills of employability chasgand evolves quickly. In order to keep
up with labor markets and industries, non-profgaorizations, the private sector and the
government have to work together to analyze cdyefiaé conditions in each country to
determine the best fit of TVET programs. Given ploéential of TVET programs, it would
be a pity to continue funding this education seatitihout developing clear guidelines for
information-gathering and success evaluation. Nuopbrtantly, TVET programs have to
take into account the social, political and ecormeoainditions of the country. In the
absence of industrial employment opportunitied;aeployment upon completion of
TVET programs should be encouraged and employedyalith microfinance and
entrepreneurship policies. This will develop thivyqe sector of any country and form the

foundation for future, self-motivated economic gtow

OPTIONS

* Provide Incentives: Voucher System

Given the lack of adequate, relevant informatiothie TVET sector, the
redistributive effects of a voucher system will giioe the most noticeable benefits at the
least cost. As mentioned before in the bulk ofadhapter, cooperation between the
government and private sector is invaluable fodpoing the best results. One way this
can be accomplished is through a voucher systemhich the government acts as the legal
authority for voucher distribution. Faced with vbecs that represent real monetary value,
the free market mechanism can be utilized to enbatandividuals who do not truly
desire to undergo skill-based TVET learning wilspa@n their vouchers to others who
genuinely wish to. Vouchers can also act as a paymechanism and monetary incentive
for local businesses and professionals to offer gevices in training participants of
TVET programs. This option is most effective inioeg where we have very little
information on the profile of individuals most likgo maximize the potential of TVET

programs.
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* Provide Opportunities For Employment

The practicality of TVET necessarily dictates thdias to be linked to the real
working world and labor markets. TVET cannot exisa vacuum, unconnected to
political, economic and social conditions of theiety, or it loses its effectiveness. All
TVET institutions should actively develop conneng8detween relevant industries and
participants through on-site training, job prospejtb fairs or field trips. TVET
institutions should also undertake regular inteoacbetween the commercial industry and
students by recruiting businesses, corporatiomsajessionals that are relevant to the
skills taught in the program. It is also advisabléntegrate entrepreneurship training to
encourage self-employment and the developmentegptivate sector in developing

countries.

* Enact a Standardized System of Qualifications

The government can play a decisive role in thpeesby putting in place a legal
framework and a uniform system of qualificationségample setting up Training
Advisory Boards to evaluate a particular skillSgtis will give TVET programs the much-
needed recognition to succeed particularly singepaople still regard it as inferior to
traditional academic education. Standardized guaatibns with clear levels and
progression paths have to be set up within prigaggublic schools. An accreditation
mechanism that can enable credible evaluationntificates by both employers and
further training institutions. Learning guides, toulum and tutor standards need to be

synchronized to meet the qualifications standarcaéotification.

RECOMMENDATIONS

This paper recommends implementing an educatiooharsystem as a stepping

stone to further development of the TVET sectoorter to encourage people to pick up
vocational skills of their choice and out of thewn volition, incentives schemes such as
education vouchers should be implemented. Thetrdalisve nature of a voucher system

will ensure that programs are offered only to theke genuinely need them and will
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actually utilize the skills acquired. Instead ofifiing an assortment of TVET programs in
one single region, some of this funding can insteadirected towards subsidizing the
voucher system. When possible, collaboration withgovernment should be established
so that the process of voucher distribution cahdelled on a larger, more equitable scale.
The voucher system should only be the first ste@mtds developing the TVET sector.
Given the case studies examined in the chaptegrepecific programs that make full
use of local resources and human capital havehghbst amount of success in
alleviating poverty and ensuring sustainable, bottgp development. The voucher system
will facilitate processes of localization by prowid incentives to both the supply-side and
demand-side population in developing countries. mlaegket mechanism and the right
monetary incentive will initiate a process of sedfrection by ensuring that only
individuals who choose to undergo TVET courses bgliconnected to professionals who

are able to train them.
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Appendix A

Net Enroliment Rates in Primary Education of different regions
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Chapter 10

FORMALIZING AND REGULATING MICROFINANCE
Ahmad Javid Aaf

ISSUE

True bottom-up development means maintaining htywilhen offering foreign
assistance. Providing tools instead of objectivesd recipients will engender positive
relations because they can ultimately use thods tombtain their own goals of
development. Nowhere are these fundamental clegistats of bottom-up development
better encapsulated than in the drive to providaricial services to the poor. Grameen
Bank, the first microcredit non-profit organizatitounded by Muhammad Yunus to
address this issue in 1976, has received muchwasbpraise for pioneering this approach
to poverty alleviation. Unfortunately, microcreditstill only available to a small
percentage of the world’s poor. As policy makérs important to understand the
potential for and obstacles to spreading microfogeservices. Employing microfinance as
an integral part of foreign aid assistance is aiglitforward policy decision that requires
minimal intervention or new innovation becausetdwnology and expertise are readily
available. By creating environments that faciéttte growth and sustainability of
microfinance wide-ranging positive outcomes caml@ined at relatively low costs. The
formalization of microcredit offering NGOs into ndgted microfinance institutions has
provided a range of secure long-term financial ises/to previously underserved
clients. Assisting the commercialization proceSSIGOs could exponentially increase
microfinance reach by allowing private sector inwgnts to drive the spread of
microfinance, instead of NGOs with scarce donod&unThe NGOs and their resources
would then be free to use their limited resourogsenetrate into poorer and more
marginalized markets. Realistically, the suctt#dsansition from NGO to a commercial
financial intermediary that is subject to regulatas extremely costly and requires
comprehensive understanding of local needs anditb¥ieance. For this reason, policy
makers must be sensitive to the needs of this baigg sector and provide assistance and

oversight without taking ownership and maintaixithéity as regional micro-banking
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sectors evolve. Creating incentives for existiaghing institutions to downscale their
services and endorsing NGO/non-profit accountgbdliibs can increase consumer
confidence, encourage private investment, andunding costs, greatly improving the
outreach of microfinance. There are numerous wagsnnect poor people to the
financial tools necessary for them to escape pgyvtris chapter intends to outline the

various approaches policy makers can use to expiciibfinance.

BACKGROUND

Introduction: Why Finance

The financial sector of any economy reflects theamcy and health of the
overall economy. A financial sector is a set ofictiures that serve to facilitate
transactions in order to reduce transaction cbstisdan limit economic potential. By
providing trust the financial sector takes on intediary responsibilities that would
otherwise be placed on actors involved in traneasti As any economy grows, so must its
financial institutions and their abilities to prdei intermediary services for its participants;
furthermore, the retardation of a financial secin have prohibitive consequences for the
overall growth of an economy. Indeed the nurtuohgrusts, banks, and credit provisions
can increase economic agents’ abilities to padieipn an economy and to weather
financial hardships resulting from unexpected aimstances. Although it is absolutely
necessary to have a functioning financial sect@ctaeve robust growth, it must be noted
that finance alone can not cure economic stagnation

The commodity provided by financial intermediarigsinique in its
susceptibility to predation and its central rolgtditics and state provisions. The sector
specializes in trust, which the public sector calplioster through the implementation of
regulations and oversight, for this reason, finahicitermediaries must grow alongside the
rest of the economy under state supervision inrdadensure sustained growth. In the
developed world a special relationship exists betweanks and governments for this
particular purpose. They have mutual goals andlliglevork in tandem providing
incentives and checks to create mutual benefitsa Aation’s wealth increases so will the
size of its financial sector as it adjusts to teeds of its larger base of high income client.

Western financial institutions that cater to highame populations are ill equipped to
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serve the financial needs of those in under-deeelgzonomies, creating a demand for
institutions that can serve the needs of lowernmeandividuals.

One of the most important services provided bgritial intermediaries is credit.
The establishment of credit allows businesses paest, consumers to purchase expensive
goods, and the unfortunate to absorb unexpectdad.cdbe saturation and inclusiveness of
credit to people in an economy, reflects the l@fefust enjoyed by its participants. An
important indicator of the efficiency and maturitiya financial sector is the amount of
domestic credit provided by the financial sectoag®rcent of the countries total GDP
(Gross Domestic Product). In 1999, before theitimdble began to grow high income
countries with sophisticated financial sectors eaezl around 150% of GDP in credit
domestically’ Of course this takes a high level of organizatlong-term strategizing,
and stability to achieve such levels of efficiey sophistication. It is also important to
note that there are numerous paths to financialmtagtnd important variations between

highly developed financial sectors of the first lgor
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Domestic credit
provided by banking
sector ( % of GDP)

Countries 1990 1999
South Africa 97.8 155
Malavsia 757 151.6
South Korea 65,7 96.6
Chile 73 72.5
Czech Republic n/a 62.7
Brazil 8598 51.8
Turkey 19.4 49,8
Poland 15.8 39.3
Argentina 32.4 35.6
Mexico 36.06 28.8
Gabon 20 22.5
Botswana — 46,4 —69.7
United States 1 10,9 164.2
Germany 105.4 145.2
Japan 266.8 144

Source: World Bank (2001:282 —4).

(Source: Daniels, 2004)

The Beginnings

The central role of the financial sector requirgerdgion whenever economic
growth is desired. In impoverished rural areas,rilationships between traditional
money lenders and borrowers serve as the only éfimancial service. The occasional
and unreliable financial services provided by tiiadial lenders limits opportunities for
growth due to high interest rates, limited accass, cultural restrictions. Traditional
lenders charge excessive interest rates in enveatstwith limited competition. Rural
borrowers also suffer from lack of options limiteg their remoteness and number of
contacts. Some of the most cruel lending pract&kes place in rural villages where
impoverished workers labor for long hours to pagkdhe lenders’ fees only to be left
with enough to purchase a handful of rice that jgles' them the nourishment to borrow

again the next day. In these unregulated areagdbnomically marginalized fall victim
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to other forms of malicious exploitation and extamtas a result of their poverty. Cruel
consequences for defaulting on loans and othestitgahniques are used by money
lenders to perpetuate the cycle of poverty and tasitheir own positions of power.

The champion of microfinance today, Muhammad Yugosafronted this issue
in 1976 in Jobra Village, Bangladesh. He spokéatal women to learn about their
relationships with theaikars(local moneylender middlemen) and determined thextet
was a great demand for better financial interméeiar Of course there are some serious
obstacles to providing loans to impoverished githite, unorganized, and oppressed
communities of people. Indeed, it is these numetiooitations that make lending to the
poor prohibitively expensive and have created tireenit environment of perpetual
indebtedness and poverty. Dr. Yunus recognizedtharder to break free from this cycle
something more than resource aid or literacy prmograould need to be done. A systemic
adjustment in financial services was necessarpérdte individuals from their
exploitative lenders.

In theory, creating fruitful lender/borrower retatships to replace unfair ones
should allow the poor to be more productive. BEffecmobilization of increased savings
or loans once favorable financial products areteeahould lead to growth. In order for
that to happen, a method of providing loans thatimizes risks needed to be developed.
The poor do not have the necessary collateral redjto reduce risk and coinciding
interest rates. To overcome this issue, microfiegoroviders use social collateral instead
of regular collateral by lending to groups and iredyon peer pressure to account for the
missing incentives. In order to maximize the dff@amess and benefits of the cheaper
loans, some non-profit organizations cater to womsarusively, because they are more
likely to invest the money back into their familiesnefiting their children as well. By
providing loans instead of hand outs, microfinaimsgitutions also limit dependency and
offer a sense of ownership. Charging interestumt small loans may seem trivial and
counterproductive to poverty alleviation. Not ordythe charging of interest important for
creating confidence and a sense of independendtbddrorrower, it is also vital for the

sustainability of the microfinance sector.
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Striving for Sustainability

The excitement around microfinance as a tool flavadting poverty stems from
its potential for sustainability. When most thiokforeign aid or assistance, charity in the
form of contributions come to mind. Many are pessiic about the effectiveness of
charity because of the seemingly endless givingdaseppointing outcomes. Donor
fatigue and dependency are frustrating realitias tdsult in people’s aversion to foreign
aid and general awareness of the poor’s sufferBatom-up development and
microfinance in particular, emphasize the imporeaotsustainability. The notion that
poverty alleviation could come at such a low cas Widespread appeal and garnered
much attention to the field of microfinance. Therefrecent efforts of practitioners have
been focused on the creation of self-sustainingpredatory financial service systems for
the economically and politically marginalized. drder to address this, one has to be
familiar with the economic landscape of those iadchef better financial intermediaries.

Countries with varying degrees of financial sopb&ion and political stability
have realized the benefits of microfinance. Higheome countries with sophisticated
financial sectors like South Africa and extensivelgrginalized areas such as Afghanistan
both have shown latent demand for microfinanceisesv Of course there are a myriad of
economic situations, all with their own culturatlgtermined obstacles, and degrees of
development, but for the purposes of this papstirditions will be made between areas
that have the political institutions necessaryetiasnd enforce regulations on existing
financial intermediaries, and areas that for akmbs and purposes operate without any
officially recognized political oversight or rulé law. When attempting to bridge the
supply gap of financial services one must remerttirevery economy is different and
the services provided must consider the specialsneeeach one and cater to them
accordingly. Different levels of poverty and sgiectultural traits require a flexible

approach.

Areas with Sufficient Governance
With varying degrees of regulation and formalizatiblGOs that offer
microfinance services can turn into self-sustairdiammercial entities that serve the

financial needs of low to mid income communiti€egulations in the finance sector
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increase trust which lowers transaction costs atigunore people access to the services.
Market forces rely on certain protections and regjaiminimal level of trust to effectively
spread services. Depending on a regions abiligntorce regulations and provide
oversight market forces will either succeed or ifaproviding the necessary services to
those in need. Of course the conditions that ablowestrict commercial growth in a given
region can be flexible and will require instituteoand policy makers to be aware of the
changing needs and environments in which they tpera

The role regulations play for the financial secsotwo-fold, first they provide
trust, generating consumer confidence and allowhedginancial intermediaries to grow,
and second they provide oversight, preventing fir@nnstitutions in pursuit of profit
from becoming predatory and undermining economaeviin. This is a fine balance that
requires accountable governance and agenciesahamaintain positive relations between
the public and financial sectors. Given that mic@nce institutions sometimes offer
services in areas with little to no governancerafitve methods must be used to account

for the missing oversight and confidence.

Why Regulation is Important

The current trend for NGOs offering microfinancevezes is to work towards
profitability. This is problematic considering NG@njoy special tax exemptions because
they arenon-profitand therefore their efforts to achieve commendability create
conflicts of interest. In some cases, NGO donaay msist that the organization increase
profitability in hopes of creating a self-sustagioank and in doing so force the NGO to
increase interest rates and or loan sizes. Mtsh dfiese increased interest rates are still
lower than traditional lender rates, but combinéith \varger loans and strict repayment
schedules they can create a sense of overbeadagtadness for the borrower. There
have been cases where microfinance institutioesngiting to teach fiscal discipline and
the importance of timely repayment of loans hawemned to arresting the unfortunate
borrowers who defaulted on their microlodn@ther critiques of microfinance, point to
the harsh social collateral requirements imposedarrowers. It is argued that while it
may seem like a suitable replacement for real tohdy the social costs for those
borrowing may be underestimated. Many of the rboafowers targeted by microfinance
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organizations may have limited social contactsughmut their lives and therefore the
significance of each one of those relationshiggéster. If a person’s routine social
interactions are limited to a few people, aliengwven a small number of them because of
loan default can have vast repercussions on amperBeedom to participate in their
community without shame.

Most practitioners today agree that if the sitais conducive to
commercialization the microfinance institution slibattempt to transform itself into a
regulated financial intermediary subject to thearty laws and regulations. This is, of
course, the epitome of sustainability. In ordeirée the institution from reliance on
burdensome donor funding and to be able to offange of financial services such as
savings, transformation must take place. Sombebbstacles that may arise in this
process include poor management, lack of corpg@ternance, and inappropriate
regulations. Regulations provide the necessarteption permitting the expansion of
micro financial services. Below is an example afiducive regulations, but it should be

noted that regulations can have the opposite efieutell.

Case Study: Branchless Banking in Pakistan

In order to facilitate the spread of banking sesito isolated villagers in Pakista

=)

the Bank of Pakistan, passed regulation permiftmancial institutions to partner with
telecom and retail services to provide basic tamaded banking services. Microfinance
institutions and Islamic banks are subject to thregelations which require branchless
banking clients to register with the state whiaghwtaneously expands the reach of the
state and provides accountability reducing rislkeedlless to say in the lawless tribal aregs
of Pakistan this becomes a great tool for not pnbyiding relief and opportunity, but alsp
for expanding the authority and legitimacy of ttetes. The political consequences
include increased state centralization throughutisermining of local warlords and

increased inclusiveness of citizenship.

(Source: State Bank of Pakistan: 2008)
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Commercialization

Like any other sector, formalization of financiatermediaries has great benefits
for the overall economy. Other than being taxedqyr@her opportunities transpire from
the transformation of a non-profit lending orgatia to a commercial financial
intermediary. The most alluring prospect for gooognmercial for a non-profit is access
to cheap funding or capital through cheaper commldaans and mobilizing deposits.
Accepting deposits changes a microfinance institugireatly and increases liabilities to a
degree that requires regulation. This still rem#émescheapest way to attain the necessary
capital. Most regions that already have a findrs@ator but not microfinance services
require any deposit taking institution to complyiwall the same regulations that
traditional banks are subjected to. The positsfgeats of commercialization, ability to
provide a range of financial products and cheapeess to capital, both help to increase
the total outreach of the institution. The negaside of this transformation process is
called “mission drift.” This term adequately suogsthe concerns mentioned earlier
regarding the lack of depth in outreach. The W&dahk and MicroFinance Network
acknowledge that although transformation can cawstgutions to offer larger loans to
higher income clients, they do not do so at theeagp of smaller loarfsInstead, these
regulated entities provide a wider range of finahservices for middle to low income
clients. Of course once such financial entitiesaecountable solely to shareholders,
ensuring their services are inclusive to the podhe long-term may pose new problems.
Regardless of the degree that a particular ingudrifts from its original mission, the end
result is usually positive for the growth of theeoall economy in which the newly
commercial entity is established. Furthermoret, &mdity is no longer reliant on scarce
donor funding, liberating those resources to seanthestablish new institutions in poorer
and more isolated regions.

Transformation from a non-profit organization tecegulated commercial
financial intermediary is not the only way to prdeifinancial services to the poor.
Existing banks can downscale their services to tam@me clients or commercial
microfinance institutions can be created from stratOccasionally simple adjustments in
usury laws and interest rate ceilings can be entaigncourage more lending to lower
income clients. In the case of the Indian BankaICd partnership between non-profit
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microfinance organizations and the Bank provedetsicessful. Analyzing the

strengths of the different institutions involvedaztfer insight on the best way to
implement microfinance. NGOs have the abilitygaah deep into impoverished areas
where it is difficult for the state and formal bamdk sector to penetrate. The formal
banking sector has limited incentives to take anektra risk of serving poor people with
minimal compensation. The state has every incertivexpand its reach of power,
maintain a stable and prosperous society, andqrantth its domestic financial sector to
create trust and have the economy operate asesitigias possible. It makes sense then
from a development stand point that financial tnstons should work closely with the
state whenever possible to scale up services aklgas possible. When there is limited
state capacity to regulate and provide trust NG@llshawe a difficult time formalizing or
scaling up, and it is in these areas where the#ies are most needed. Working with
locals to establish cooperatives and mutual tremitd engender various forms of informal
governance that could theoretically become sudtéenaut is unlikely without the support
of a state. Regardless, considering NGO’s comparativantages it is vital that they
focus their efforts in areas that lack the stastititions capable of providing incentives for

their local banking system to penetrate their loilmeome markets.

The Governance Gap

A significant proportion of those in need of finaalservices do not live in
regulated areas that are under the auspices effgtaters and as a result are neglected by
the private sector. These populations would olslohe best served by NGOs. Self-
governance can help NGOs minimize costs and wavkitt sustainability without falling
victim to mission drift. Without the support oktate to offer assurance and regulation,
NGOs can employ self-governance by establishingrades or accountability clubs. These
associations create standards and a recognizabid bxemplifying reliability and
dependability which in turn fosters trust and losvaccess to funding. Various forms of
accountability clubs exist that perform a rangéasks. Some clubs set difficult standards
as stipulations for membership and in turn mayradfeect connections to funding or other
assistance. Other clubs have lesser prerequisitesédmbership and commensurate
benefits® The private sector also exploits the benefitaagountability clubs, for instance
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the Better Business Bureau offers a brand for émivers that is easily recognizable by
consumers. Some forms of collusion between sepriceiders can increase efficiency,
such as credit score reporting, but without chétesagency cooperation can tend to
gravitate toward anti-competitive practices. Utdaately for the poor that live outside of
any state jurisdiction there are no regulatory nmedms in place to provide a check on
microfinance institutions. There is nothing thegyients NGOs from colluding with one
another to limit competition, whether formal oraninal to maintain a level of clientele
necessary to renew funding. In Bangladesh foams out of the 1250 NGOs receiving
foreign assistance the top eleven receive 85%eofuthding, and from those, the top three
NGOs receive 72%.Understandably NGOs have a special relationsktip teir clients
and it is unpleasant to consider that such wedinibned people or organizations could be
holding a community back from realizing its potantstill, the risk is there. Foreign
assistance provides enormous sums of funding toofimance institutions in Bangladesh
and the competition is stiff. A level of state spored oversight preferably voluntary,
non-binding, and made up of reputable experts cmgictase efficacy.

In the developed world, financial sectors are k&tgal by oversight agencies such
as the Securities and Exchange Commission, whdsgsmose is “to protect investors,
maintain fair orderly and efficient markets, andiligate capital formation® While
industry leaders work together to innovate andhettclientele they are constantly or
should constantly be under the careful observaifdhe overseeing commission. They
ensure that companies do not engage in activhieswould unfairly bar others from entry
into the sector or collude to increase profitshatéxpense of consumers and so forth. This
is the vital missing link for microfinance institahs providing services outside of any state
jurisdiction.

When accountability clubs or microfinance supp@tiworks take on the role of
governance and providing trust they also run thle of undermining domestic state
institutions and their capacity to regulate. Whaanfinancial intermediaries of a people
are controlled by foreign powers and as a resokdlalien powers are able to determine
the growth and success of the overall economy iiclmtiney are based, the outcome
begins to resemble colonialism. Certain microftcgproviders require that a certain

percentage of their borrowers are or become lge@hers exclusively lend to groups of
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women, and so on. Determining whether such pegtce good for the people borrowing
in the long run is not within the scope of this @ggbut it should be noted that whenever
such proactive development measures stipulateralitbanges for fiscal rewards the
implications and approach is no longer bottom-lips important to be aware of the
consequences when outsourcing the role of goveenarfinance from domestic
institutions to international or foreign ones. \Wheer possible, regulation and support
should be provided by local governments and invest8ome states have added specific
laws to address the unique needs of microfinanters have worked with industry
leaders to develop regulatory mechanisms and @ldgragencies. As policymakers it is
crucial to recognize when an accountability cludt ghrovides support for financial
institutions in a particular area is impeding thewgh and the ability of the state to govern
itself. Similarly, the ability to exploit finances a means of state-building is an important
tool that should not be neglected in foreign relagi activities. In fact if the US
government is to take any role in foreign natidimiiance sectors it should do so with

complete awareness of its potential and implication

Reaching a Balance

Holding non-profits and their networks accountabla difficult and
cumbersome prospect. Evaluating whether theycually creating economic growth or
impeding state development or both is even moreptexn However, at least in the field
of microfinance certain truths can shed some laghthe situation. In the poorest areas of
the world, there may be limited demand for depssitvices and need for regulation, so it
is not prudent to subject NGOs operating in thasasto excessive oversight.
Accordingly the NGOs operating in such depths ofguty should not focus on
sustainability or profitability, but rather on taenount of families they can provide relief
to. In such cases not only would the NGOs becatifior providing bottom-up forms of
aid but they could also serve as distribution ofat direct emergency relief efforts
should they become necessary.

Obviously not all organizations are interestetietping the poorest of the poor;
they hope to see economic growth and infrastruataxelopment in mid to low income
environments. This is a sensitive and obscure thagaequires careful planning and
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deliberation before providing assistance as thermyssions could have unexpected effects.
There are tactful bottom-up approaches to proveséstance to such areas, but because of
the larger volumes of money involved and the pnestube profitable extra measures
need to be taken to ensure no exploitation is erguand that domestic development is
not curtailed. The Bolivian BancoSol is a micraiiice institution that coordinated with

the state and local investors to commercializeiambw one of the most stable and well
leveraged banks in the countryThose operating in areas with limited state stipiem,
should be careful to respect local cultures, carsidaching out to state entities, include
local investors, and strive to assist the statteweloping regulatory mechanisms that
allow formalization. Finally in areas with fairBophisticated financial sectors that have
large economic disparities within their populatiamnor policy adjustments can provide
the needed incentive for their already existingficial sector to bridge the supply gap.

Recent Trends

Today, the potential of microfinance is discusseduch diverse publications as the
Forbes Magazine and the US Army’s Counter-Insurgétanual. The excellent
repayment rates have attracted the attention afdbmvestors looking for returns.
Former banking moguls are now operating variousafiltance equity funds and
consulting with practitioners about how to increaffeciency and scale up their projects.
Investment in the microfinance sector has attrabt#t socially concerned investors and
traditional profit driven investors, but as expéctgth any budding sector there are many
uncertainties that still need to be addressed.

In the last two years 30 new microfinance investinfiends were established for a
total of 80 currently in operatiof!. Large Banks are also downscaling services wisich i
increasing competition and leading to increaseidieffcy where applicable. The
aggregate equity base of 397 microfinance instingtiaccording to the MIX Market, a
web-based microfinance information exchange platfbuilt to attract investors and
increase transparency, is roughly US $5.2 billibrihe distribution of microfinance
equity around the world is disproportionate in teroh geographical locations and amongst
institutions. Larger MFI's enjoy a majority of tlaggregate equity as expected, as do less
impoverished regions such as Eastern Europe aiil Aaterica’?> The graphs below
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show where the majority of growth between 2004 20@6 took place, most notable is the

increase in large scale MFIs beginning to operateastern Europe and Latin America.

FIGURE 6: MUMBER OF MICROFINAMNCE INSTITUTIONS
BEcIOoMAL CHANGE BY PORTFOLIO SIZE
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(Source: Council of Microfinance Equity Funds, 2006

Concluding Remarks: Challenges and Opportunities
The main investors of microfinance today are ptilblic commercial-investment

institutions such as the World Bank’s IFC, EBRDd @ime German KfW, but private
investments are growing rapidly.13 The speculatibout the sector with regard to the
financial crises is that it will experience minamtractions throughout 2009 but will
ultimately come out stronger than before as ibatty new investors from the traditional
banking sector. Some also believe that the se&cgmmewhat immune to macro level
economic downturns because it is largely discormtkftbm international capital flows.
Nevertheless, there are adjustments that tho$e isdctor will need to make in order to
maintain their current level of service provisiomgluding securing public funding,

improving cost management, and possibly even cateiig’*
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As is evident in the graphs above the increageivate funds have provided
adequate capital for large scale microfinancetimsdins in Eastern Europe and Latin
America. Unfortunately, most microfinance servitegay reach people living around the
poverty line, not those at the bottom of the pychmiVhile this should be considered as
substantial progress, there is still much to beeddPublic funds and donor contributions
are still needed to expand services to undersergidns and the very poor. NGOs’
efforts, policy makers support, and first world trdyutions are still vital to the spread of
financial services to those hoping to lift themsslwut of extreme poverty. Creating
industry wide standards, exploiting the currentydapty of microfinance, developing
proper oversight mechanisms, preventing investrbebbles, and ensuring that public
funding is not used for unethical private gainsalehallenges that the sector must face as

it matures.

OPTIONS

» General Support for the Microfinance Sector:

Through various means the US could pursue a geparay of supporting the
microfinance sector. This approach would mostyike favored by those who prefer
impartial forms of aid distribution. Promoting madéinance objectively could entail, but is
not limited to, creating an equity fund, a settahslards, and unbiased access to all those
who would want to apply for the capital and theutsg reputational benefits associated
with it. Depending on the amount of capital avalgsand the application requirements
some additional consequences could result frormtiehod including, standardization of
an industry rating system and leadership that ges/guidance for private investment.
Various forms of sector wide support such as fugammovation and technical assistance

would also be appropriate under this approach.

» Selective Support for Microfinance Sectors:

Another option would be to provide more selecsupport for microfinance
entities. Assistance, under this approach, woaldelstricted to places and institutions that
advance US foreign policy goals. Any allocatiorregources or consultations to

microfinance institutions, associated accountabditibs, central banks, or state regulatory
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agencies would be based on domestic US concemrsingtance, assistance would only be
provided if a region is of particular risk to theMbeing and safety of United States
citizens such as the Northwest Frontier Provinaeléang Pakistan and Afghanistan or
unstable areas of Mexico where drug cartels temedocals and seriously undermine the
state. This option would effectively incorporaiteaicial sector development to ongoing

development and aid efforts.

* Provide Oversight for the Sector:

Providing oversight and some form of risk assesgmechanism i.e. credit rating,
could be another role of US foreign aid assistaiwéh the recent credit crises partly
resulting from botched credit risk ratings, the Mldras come to appreciate the importance
of diligent oversight in these matters. The soarantation of microfinance goals along
with non-profit tax exemptions and large amountsaydital flows within the industry
make it uniquely susceptible to corruption. Adufi@ally, the collapse of the traditional
financial sector combined with the relatively urtbea and currently fashionable status of
microfinance has some worried that the microfinaseeor could fall victim to over-
funding creating an investment bubble. Grantedatheunt of actual funds in
microfinance are negligible compared to that oftthditional banking sector, the number
of people affected by these loans as the indusicpimes more efficient and increases
outreach is considerable. Ensuring that the midliof people currently served by
insufficiently regulated financial intermediarie® @iven fair access and treatment could

have immeasurable positive outcomes for everyonaved.

RECOMMENDATION

Provide oversight to engender confidence for bungepbanking sectors. The

development of today’s sophisticated first worltbincial sectors greatly benefited from
monitoring by banking associations, donors, inuvastand local communities. Supporting
this sector that transcends national boundariasinesjthe establishment of a board or
commission similar to the Basel Committee, an magonal banking supervisory body
made up of G-10 countries’ central bank represemistwhich can serve as a supervisory

body and potentially even a central bank. Thisldidne the most cost-effective approach
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as it would not require direct investment in finehanstitutions. The potential and
rewards of such an undertaking could be tremendaugcessful. Providing leadership
and assistance on regulatory matters for fledgmatial sectors would ensure United
States central role in emerging economies. Thisnaission could bring together all of the
broad-based stakeholders of microfinance in thettbabroad in order to standardize
double bottom line evaluative criteria, minimizedes from currency fluctuations, and
ensure local ownership and inclusion. This trulgapsulates bottom-up development
because it is not directly investing money or alowy resources, but rather providing a
service for banks and states that would like ttizedhe reputational benefits of trust
associated with joining the commission. Directastiment in microfinance institutions of
any region may lead some to believe that the U®gouent is trying to profit from the
growth of those economies. Creating oversight métead encourage private investment
to fill the gap while emphasizing the United Statestral role in promoting economic

growth worldwide.
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Chapter 11

WOMEN AND EQUITABLE MICROCREDIT

Sarah Belton

ISSUES

Women are an untapped resource in many countfiesy are a group that is
frequently oppressed both economically and socally as a result female capital can not
contribute to development. Organizations and [esdithat realize this and specifically
invest in the economic activities of women will neakiore of a difference in local poor
populations. Basic services, such as educatiorhaalth care, which are necessary to live
healthy lives and raise healthy families, are can@modities for impoverished women.
Microfinancing and other bottom-up development sabe will not achieve the end goal of
improving the standards of living in poor natiomgass the common public goods of
health and education services are provided to wontare key factor in the development
of stable national economies is the inclusivenégaiblic goods and services. Not only do
millions of women in poor communities and theirldren face challenges in accessing
decent health services but women and girls aldoddacational resources. These are just
two out of many public goods that provide secuaityl protection that poor women are not
able to access. As a result women are relegatédn@stic duties because they lack the
ability to develop or exercise their potential tmtribute to the public workforce.

Effective bottom-up development schemes are thiwecan successfully reach the
entirety of the global poor. The cure to womeréga for public goods will not occur
overnight, but if we do not start working on it nole repercussions down the line will be
more costly. Microfinance institutions are alreadylace, now it is only a matter of
ensuring that the services these institutions pieinclude all women. At the same time
microfinance institutions must address women'’s rfeeedducation and public health

provisions.
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BACKGROUND

Introduction

With poor access to the common public goods, ddutehealthcare, and
economic freedom, that are necessary for equitidlelopment, women are systemically
excluded from poverty alleviation effortsWomen today make up 70 percent of the
world’s poor in both developed and developing natias a result of their inability to
utilize economic opportunities.In undeveloped states women have very limitedamin
with reliable or quality healthcare, thereby cagdimem to have higher infant and
childbirth mortality rates as well as relative léggpectancies that differ from biological
norms. The “missing women phenomenon,” where #ralgr ratio is unbalanced in favor
of men, of developing states is a direct resuthefeconomic and social disadvantages that
women face in the developing world.

When the value of women’s work and their contiidmto the workforce is
recognized and rewarded, many are brought out\wén Countries that invest in female
human capital experience fewer setbacks in devedopendeavors and economic growth.
Countries that devalue or fail to make use of womeantributions have a more difficult
task in developing their economies.

The most promising method for involving women anelating equitable conditions
is microfinance, and particularly microcredit. Micredit has been a very successful tool
for poverty alleviation and economic developmeatfrthe bottom up. If microcredit is
more widespread and is supported by the necessaagtructure of education and health
care it will play a key role in the success of bottup development schemes. Microcredit
and microfinance can be seen as tools to be wilidgen attempting to liberate women
and incorporate them into the workforce.  Microfinarcurrently garners a great deal of
attention within the development community, andgood reason. Such institutions are
revolutionizing the way in which developed stategest and get involved with developing
communities. Microfinance allows capital to ditgaeach into the poorest communities
of the world, bypassing middle men and going shriaig those who need it most. In its
success in bringing capital to the poor the micratfice industry has failed to provide equal
opportunities to both genders. Not all microfina@nd microcredit organizations have

provisions to ensure that their services reach wospecifically. The viability of

257



microfinance as a development scheme would bedvelsif it focused on women’s
economic opportunities as well as on their acae@g®inmon public goods. Two such

goods that microcredit organizations should foausu@ education and health care services.
Both, if given priority alongside investment in fala entrepreneurs, hold promise for
improving the efficiency of microfinance institutis and also society’s overall quality of

life. The end goal of all development organizasighould be to have a positive impact on
the lives of their clients.

As the world’s population continues to grow, sotidle demands for both natural
and economic resources. Living conditions of thasendeveloped countries, where the
vast majority of population growth has and will tone to occur, will worsen as resources
become scarce. In order to prevent global poliaca economic instability, something
must be done to improve the quality of life of woméNomen must be a priority because
they are such an integral part of the family sutetand their prosperity directly influences
that of the family. Moreover, women are often maniherable to the effects of poverty
and feel its effects much more acutely than thetencounterparts. Due to this
vulnerability and their lack of access to capitamen invest more time and energy in
child bearing and raising. This vulnerability isther exacerbated by their lack of

education and adequate health services.

Microfinance: Targeting Women

It has been established that economic growth daawaiude women’s
opportunities if countries hope to develop in a waat is evenhanded to both genders.
According to the IMF and numerous other sourcesnemare much more likely to save
and invest their income in productive ways whilennage often prone to activities that
recycle or destroy wealth Women’s participation in markets increases theoojinities
for wealth creation. This wealth creation wouldabeesult of women entering the
workforce, earning more money for their familiesgdanvesting their earnings in creative
and productive ways. Poor households benefit ffuercautious and frugal economic
behavior of women due to the fact that their hadieswealth creating.In the past thirty
years a new approach to economic development echardgbe form of microfinance.
One particular type of microfinance, microcreddstbeen particularly note-worthy
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because it is a new bottom-up approach to developare also because it harnesses the
economic talents of women.

Microfinance, as it applies to women, often talkessform of microcredit. This
predominantly consists of small-scale loans thatdsstributed to those poor who lack the
ability to borrow from traditional financial institions® This is noteworthy because in
general women lack the collateral and social miyhilecessary for borrowing money from
conventional lenders. Small loans are targeteshteepreneurs and have been particularly
successful when issued to groups. Social tiesidi groups raise a sense of obligation
that reduces missed payments. No one wants tmped out as having let down one’s
peers. This model for funding bottom-up developniwntargeting women was pioneered
by Muhammad Yunus. His group, the Grameen Barmag®izes women’s importance to
the poverty alleviation process as both recipiefisand as active agents promoting’it.”
Grameen Bank and Women'’s Microcredit

The Grameen Bank’s philosophy is to target thearocredit loans towards
women in order to improve their economic statusan@en bank understands that
women’s economic empowerment, which is not to bdused with political or cultural
empowerment, is the groundwork upon which betterad@nd political conditions can be
built.” Economic empowerment can be achieved by providiomen with resources and
capital that they can use to start their own bissas. With this help of organizations like
Grameen, women in developing countries are giverfrdledom to make their own

economic choices.
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Case Study 1: Grameen Banking and Women'’s Villagedhking

The bank works with poor women in rural areas af@adesh where they are
poorer than men and lack access to economic prissp€&be bank’s methods are sensitiye
to the unique culture of its clients and these w@shhave the potential to be a much mgye
widely applied development strategy.

Grameen Bank does not solely work with microcrdalit it is its small low intere]l
rate loans that have the largest effect on rurat pmen entrepreneurs who make up 46
percent of their borrowers. Loans are issuedunique way; they are given to groups o
women and do not require contracts or physicabtedél. These loans instead rely on

trust and social collateral for repayment. Womlagrs joint responsibility for repayment

~+

of the loans and the possibility of obtaining fetlmans depends upon the full repaymer
from the group. Their loans are dispensed fornmme@enerating endeavors as well as fpr
housing. Women are able to take the small amafriteeome from these loans and malfe
a profit and more importantly they are able to jihie workforce. Through Grameen
women develop knowledge and experience througle@mneurship that they would
otherwise not have.

(Source: Bernasek 2008)

In Bangladesh women suffer under poor living ctiods and are also cut off
legally and socially from economic resources. Taeyexcluded from inheritances and
seldom take land ownership in the rare cases whegeare granted legal rigHtsinstead
women defer rights to male relatives in order tsuza their support for her famify If
women take ownership not only would they lose fhatilial support®, but they would
also break the widespread taboo against women gwaird. In such tight knit and
isolated rural communities, status and well-beiregtieed to property and also to
conforming to the rules of the group culture. Tinigkes it all that much more difficult for
women to create wealth since their wealth is néticaily valued** As a result of their
inability to own property due to both legal andiabbarriers women are cut off from
traditional credit lenders who require collaterabrder to obtain loan¥. Grameen Bank

has been very successful in changing this enviromthat has alienated women from

260



economic activity outside of the home. Grameerklias targeted women because it sees
credit as a human right to which none should beedesaiccess.

What makes Grameen successful is the fact thatridieis of repayment are so high.
The bank helps women develop their own resourceéstthe same time it also sustains
itself. Although Grameen started off small, thelbaow serve§.5 million borrowers in
Bangladesh from approximately 83,000 villages. a®erage the bank receives $1.3
million in debt repayment installments and its loapayment rate is 98 percéfit.

Muhammad Yunus an@rameen Bank took a chance on women and won. Yunus
was correct in assuming that women are more liteelyse the loans for productive
purposes and repay them than men. The success bahk’s microcredit system is proof
of that* A study of microfinance by the World Bank in tharly 1990s found that for
clients of Grameen and other similar banks houseb@mhsumption increased by nearly
one fifth and five percent escaped poverty each.e@his is the result of women using
loans morecautiously, but also because they tend to use ¢aening to improve the lives
of their own families

Grameen Bank was able to successfully contact men©who needed their loans.
Their methods of lending and their philosophy eidieg to women in groups was one that
has had a large impact on the lives of these wanertheir families. The success of such
practices need not be confined to Bangladesh.otertenders take a culturally sensitive
philosophy that does not discriminate against pammen there is no reason why
microcredit of this kind can not be implementedtighout the globe. Grameen’s model
of microfinance is such an important step forwaréhottom-up development because it
has pioneered a movement where the inclusion ofemoisitheir top priority. Unlike most
microfinance institutions, those like Grameen foaus their efforts on women'’s
development have a larger impact on the qualityf@find overall development in poor
nations.
The Importance of Women: Microfinance Efforts

While Grameen Bank is successful, and implememntatad its model are
promising, microfinance has an even greater siggmiite. Opportunities that Grameen
provides women are vital foundations for developmaiomen’s access to education and

poor health care are dependant on stable econamidty™ So far top-down
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development policies have left women behind whiab tesulted in overall poor
performance of those policies. This is due to #ot that the strategy behind them did not
consider the role that women’s economic empowermlays in development. This is in
part attributed to the fact that top-down developteehemes consist of interactions
among those in power. Since women are systemieattiuded from power both
economically and socially, the chances are redtitatidany top-down aid funds will reach
poor women, let alone improve their situation. I5an approach often faces obstacles and
experiences failure even when efforts are spetlijicaade to minimize the barriers
between aid and women in need around the world.

Microfinance enables women to work and start besses outside of the home so
that they may earn cash wages. Unlike housewdtlchacontributes little to a family’s
economic well-being, entrepreneurship allows woteemore efficiently use their time
and energy’ As women earn more and have more control oven-land assets” their
involvement in market activities garners more at&ege from their husbands and the
community*® The impact of this is great, increasing the respmvards women as market
actors will reduce the barriers between women acdss to education and healthcare
services”’

Bottom-up development is characterized by comnyueitel programs that put the
opportunities for the creation of wealth directiya the hands of the poor. In doing so
even more is accomplished because their succesgsaffot only themselves but their
families and the communities as W&l There are many organizations that are working to
provide common public goods aside from income gteoto encourage overall
development. The Foundation for International Camity Assistance (FINCA), SKS
Microfinance, and the Bill and Melinda Gates Fourataare some of the main
organizations we will be discussing, although taeg/not the only institutions
experimenting with ways for microfinance assistatocdo even more for women in

developing countries.

Education and Health Care: an Introduction
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It is true that microcredit programs have showanikelves as effective bottom-up
organizations that economically empower women. riredit has shown that it has the
potential to go a long way in economically empowgnvomen as well as for creating
growth for the poorest of the poor. But Grameshedending is not the limit of
microcredit’s potential. Current research and expentation shows how microcredit
lending to women combined with the provision ofethmportant public goods improves
women’s living situations and also increases tleeass of microcredit programs. The two
most significant cases are when education andrheait or health insurance are
combined with microcredit. Now we will examineusitions where microfinance
organizations have focused their attention on woarghespecially where they have
invested in the provision of these public goodsWwomen. In these cases women are
given the economic opportunities that microcreaftitutions have become known for.
Women also gain access to much needed servicdshamdedge that improves both their
economic agency as well as the overall qualityfeffbr them and their families.

The Importance of Women’s Education in Development

Over the past few decades a wealth of evidencamassed behind the assertion
that women’s empowerment through education, mar&gtcipation, or health services
carry with them financial and social benefits fir &amily nutrition, reproductive health,
and childhood development all improve alongsidedienempowerment. While this is
undoubtedly a positive effect of empowerment, womgnoup lending entrepreneurial
businesses could be more powerful if not diveffetlany of these women invest part of
the profits and sometimes even part of
their loans into improving the day to day livestioéir families>> Poor women take up the
task of providing goods that with gender equalitywd be much cheaper, or even free, to
obtain. What they are doing is not wrong, but sthring wrong is happening. The fact
that women have no choice but to use business iat¢orsustain their families’ needs is a
sign that microfinance in its current form is naudficient tool for equitable and efficient
development.

Expanding the reach of microfinance alone is mough. While it is a proven
effective way to economically empower women, inesrtb be equitable it must be enacted

alongside other policies. Itis clear that womanw how to save, invest, and earn an
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income. What is missing is a culture where wonagr, men, are educated on how to
make more efficient use of the money they makesavé. All over the world, and
particularly in poor areas in Africa, even in thesance of formal banking people are able
to save up vast amounts of money. Yet, that inchasenot made much of a difference in
overall development for those countries. Depriweanen around the world lack
bargaining power and control over the quality @ithives. This is because income is a
vital social tool that provides people with opticaar®l is also a source of economic power.
Economic agency is the foundation upon which ofteexdoms are established, but this
establishment has so far been elusive for mosteoiorld’s poor women.

Education and Health standards are key to soliisgdilemma. For women in
particular, their education does not address tlee fier women to have the self confidence
and skills to participate in market activiti€s Most girls do not have access or are not
allowed to go to school. If those statistics doalmnge not only will it have an effect on
the health and living standards of women, it wilcastunt their economic development as
well. Women will continue to face a glass ceilwfghow to utilize their economic assets
for the development of their countries unless stthg@and health care and provided to
them. Microfinance schemes, for all their goodIigies, will not reach their full potential

if health care and education are not implementedgside theni?

Education
Current Statistics

Before delving into the potential of the cuttirdge innovations in women’s
microcredit that are taking place, let us illustrdte situation of women’s education
around the world. The untapped potential of wom&economic agents is a result of a
global crisis in women’s education. Accordingte Department for International
Development nearly 60 million young girls worldwide not go to schodf. This is often
due to family needs, where parents must work aedjitls are needed to look after
siblings and relatives. Also, their data shows tian estimated 800 million illiterate
worldwide, two thirds of them are women. For ex&mp Mozambique, where, as of
2005, infant mortality rate ranks in the top teghast in the world, there is an adult female
literacy rate of only 30% while for men it is twies high at 619%° Figure 1 below shows
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school enroliment rates, for men and women. The, daken over the years of 2001-2002,
covers the entire world. It shows education’s @ffen life expectancy at birth. The results
show a positive relationship between educationlknemt, especially through secondary

school, and average life expectancy for both woarehmen.

Figure 1
Gender inequalities persist
Dn a global scale—especially in low hurman developrment countries—ugirls
do less well in school enrallment than boys, and wamen's life expectancy
relative to men's is lower than would be expected.

Primary school enrollment

Ratio of

females

Male ratioc Female ratic to males

High hurnan developrment 96 S5 1.00
tMedium human development a0 (ata 0.55
Low human development B3 a5 056

Secondary school enrollment

Ratio of

females

Male ratic Female ratic to males

High human development 04 a7 1.03
hedium human development Lt &0 1.04
Low hurman developrment 21 15 073

Life expectancy at birth (2002)

Ratio of

females

Male ratioc Female ratioc to males

High human development 73.35 7944 1.05
hediurm human developrnent b4.33 6397 1.07
Low human development 44 59 45 52 1.04

Source: Wiarld Bank, Wodas' Oevelogsent srdicadors; United Mations, Aesman Develogament
Repo (2004); and IMF staff calculations.
Maote: Data are from 2009102 and cowver the whaole world.

(Source: Stotsky, 2007

It is well accepted that just an extra year ofcadion reduces the risk that a
woman’s children will die in infancy by 5-10 per¢éh Increased women'’s education also
reduces fertility rates in developing states amdrésulting smaller families are much
easier to sustain financially. In Brazil, literatéemen on average have less than half as

many children as those who are illiterédte.
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Overall it is quite clear that education goesraglvay towards improving the
quality of life for women and their families. Edaion that teaches literacy and health
knowledge to women enables them to live healtivesl Moreover, educating women
about business will enable them to participatenimepreneurial ventures with greater
success and profit. This very possibility is bemug to the test, with promising results.
Education and the Creation of Wealth

According to the Council on Foreign Relations gear of primary education can
translate to a 10-20% increase in a woman'’s patewages later in 1ifé° The benefits of
secondary education are even higher.

While statistics like these shine light on theremmoic benefits of education because
it prepares women to join the workforce, they doteth the whole story. What are women
to do with an education when there is little towark to be had outside of the home that is
not already taken up by men? One answer is eeineprship fueled by microfinance.
Education will magnify the success of microfinaiifdecan help to stabilize repayments.
This happens as the money that microfinance lenatersde is returned more regularly.
The reason for this is that women are better eqaifp function more smoothly in the
face of such upheavals. Repayment is not as reddsy fluctuations in local and regional
markets. In the end microcredit institutions gstisbility as a result of the stability of their
clients businesses, which is directly related sodtucation they receive. Microcredit
organizations like Grameen give women a chancattcgpate in the economy and create
wealth from the bottom up. Through simultaneowggtment in microfinance and
education, microcredit becomes a tool for womentmemic empowerment. Microcredit
is also a stepping stone for entrepreneurial bssesgetowards incorporating their activities
into larger, national or global for\mal marketsot®m-up development is for the most
part informal, but eventually the wealth that woneesate within smaller communities

will be able to contribute to the wealth of nati@msl overall development.
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Microfinance and Business Education

Case study 2: Business Education and MicrocreditFINCA

The Foundation for International Community Assis& (FINCA), a non-profit
microfinance institution associated with FINCA Imtational in the United States, has
been operating in Peru since 1993. It focusdsdtss on women with the goal of enablifpg
them economically as well as improving their qyadit life. Throughout 2002-2003
FINCA experimented with something different by ingorating simple business educatigpn
into their loan system. Like Grameen, FINCA issloess to groups of women who are
required to meet regularly to both repay the lcams coordinate their business ventureq.
These meetings were where business lessons wdrafed for up to half and hour at a
time.

The lessons consisted of teaching women the bakigbat a business is, how
business works, and the functions of the markegpldis included teaching women
about how to identify customers, competitors, aod ko plan around these factors and
promote their products and services. Also, womereveducated on how to keep track pf
finances. This helped women to better calculabelgetion costs in order to more
profitably price their goods. Women were also taugw to separate business financeg
from home finances so that they could then budwgelbdth much more clearly.

(Source: Karlan & Valdivia, 2004

Education, although a reward in and of itself, abssulted in greater economic success
within the lending groups that were part of theexkpent. FINCA saw an increase,
among the lending groups that received lessortaginetention rate of client§. This
occurred because the women involved had a muchrdase repaying their loans, not
defaulting on them, and receiving new ones. Thesaen saw more stable profits that
were not subject to as many extreme highs and ioweeir business cycles, because they

immediately utilized their education and knew hovplan ahead and reinvest profits into
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the businesd' These female entrepreneurs experienced moresiadfits and their
overall profits increased as a result of the ndedynt method3?> Women'’s lending
groups were able to translate the lessons intdipescthat improved their chances of

succeeding in the long term.

Figure 2: Credit with Education Benefits Process
High-Performance o )
Program (HPP) Freedom from Hunger Credit with Education Strategy
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'-__I:a;g:a_--'”\
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If C?St- ’ I Improved Household
Eﬁectw&ness Food Security
— Women's Self-Confidence
l Associations | T and Status o Better Health
o - and Nutrition
re Financiax\\_ I
Qslainahiw Educati - -
- ucation Knowledge
1 and Practice
// Sﬁ:elf-Relial;N Program Intermediate Longer-Term
| Local | Inputs —- Benefits - Qutcomes
\\Institution
T (Source: MkNelly &Watson, 2003 p.3'

The argument that women’s education when impleateatongside credit is an
important proponent in equitable development iatretly new. Figure 2 shows how such
a provision effects not only women’s entreprendwévelopment but their overall living
standards. Education provides practical bendfaswhen compounded with the
economic profits of microcredit result in intermaid and long term outcomes that are
well-rounded and stable. Women will have bothittteme and knowledge to be able to
build healthy households for themselves and tlailies. Financial services of
microcredit organizations are the tangible resauthat, when combined with the
intangible benefits of knowledge, can be usedway that is both efficient and equitable

for women.
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The experiment does not end there, a similar potEE by FINCA is underway in
the Philippines, and it is very likely that resulM#l be positive there as well. Nothing in
FINCA's results points to this success as an isdlatcident, and it is very feasible for
such lessons to become a pivotal part of microtfepgdractices. Income and education,
independently, are both very potent resources.weonen in developing states, who are
systemically deprived of one or often both of thasgets, gaining either enables women
to exercise more freedom. Yet, it is when the two are integrated into onegpam that
women are able to truly capture their potentialwdman can finally exercise her
economic agency with microcredit and business iegsh At the same time, she is also
capable of providing for her family and her comntyrif
Benefits for Future Generations

While the business lessons have proven to be isealdébr women in terms of
economic empowerment, they have also shown potdatibeing a way to change the
overall culture of education for women in develapstates® Those women who were a
part of FINCA’s experiment were able to understtmavalue of education after having
seen the direct impact it had on their incorffed\s women were able to see how an
education equipped them with better chances faresgcthey in turn encouraged their
daughters to educate themselves so that they mightlay benefit as well. The resulting
phenomenon was the increased amount of time thahtiers of these women spent at
school?’

Therefore, business education implemented alongsioenunity based
microcredit lending to women had positive resuitghie short term and in the long term as
well.

Women play a vital role in the health and well lgeaf the family. As women experience
economic empowerment their success not only helpsave their businesses, it also
enables them to provide more for their familieghi@ short run, with improved capacities
to provide nutrition and health caf®and in the long run with increased rates of edooat
for their daughterd’ Their daughters will in turn be able to parti¢®a the economy as

well, most likely with even more profitable outcosne
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Creation of a Formal Economy

Business education, along with regular educatewises, frees microfinance
institutions from worrying over high rates of dettad loans. Repayment rates increase,
and so does their retention rate of clients. @natther side of the equation, the education
that women receive provides them with better témisuccess and efficiency. When more
women are able to compete successfully the markaigglarger and businesses become
more robust. The ultimate goal of developmenit bep-down or bottom-up, is for a state
to have an economy that produces wealth withimadbsystem of finance, property
rights, and such.

Bottom-up development is intended to grow thigesysfrom the ground up by
targeting the developmental needs of the world@rest populations instead of just
investing in governments and top-down NGOs. Migedd lending programs that target
women with loans and educational resources asoeattibute to this growth. As women
are economically empowered and knowledgeable ofteautilize their market potential
small scale markets grow in size. Eventually tvdlfinally reach a point where they are
strong enough to create or strengthen the forntama economy of a state. All in all,
inclusiveness of women provides more businessealiggwithin national economies.

This has the potential to increase growth ratestanitially, much more so than if women
continue to stay marginalized. Microcredit for wemmust be supported in order for this
outcome to be feasible. Furthermore, with sim@tars implementation of education the

process of development is stabilized, and accelérat

Health Care
Current statistics

Not only do women in developing and underdevelogiates have fewer
opportunities for education, they also find themsslin a situation where health
knowledge and resources are hard to come by. rAsudt of poor health systems and
limited access to doctors and midwives, or headtie of any quality level, women'’s lives
are at risk during pregnancy. That combined withhigh rates of pregnancy in
uneducated women results in very high mortalitggdor women in childbirth within the
population of the global poor. In comparison withveloped countries like the United
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Kingdoms, where health care for women is both lgjgality and easily accessible, women
in developing countries are more than 200 timesentikely to die from complications
during pregnancy and childbirfi. One woman dies, unnecessarily every minute from
such complication$: Add to that the high rate of unsafe abortions thize place due to
unwanted pregnancies and you have an environmegrewthe odds are high against
women’s survival in order to raise their families.

Women in poor areas around the world face higlitthheaks from pregnancies and
are also at a greater risk for HIV infection. A2005 17.5 million women worldwide
were living with HIV and they make up two thirdstbbse under the age of 24 who are
living with the diseas& Women suffer much more from HIV related healtbljjems due
to the fact that they are economically and sociedbre vulnerable than men, which makes
it difficult for them to cope with the disease. éBe factors combine and it is seen that one
third of the burden of disease in the world amormgnen of reproductive age, 15 to 49
years, results from sexual and reproductive illages<Of the overall health burden that puts
pressure on the world’s population, women'’s illessse fifthis due to women’s health
issues.

When societies take into consideration women’stheancerns their ability to
modernize and develop improves. Poverty reduapends on a healthy population.
Therefore when such a large proportion of the wenpdor is constantly facing health
risks development is suppres$édwWomen’s poor sexual and reproductive health keeps
them in poverty. When women cannot escape poveitiier can the rest of the

community.

Microfinance and health: Freeing up Income for Busness

Sudden health crises within a family have been shimshave a significant impact
on women’s ability to make their business prospewell as repay their loans. In order to
safeguard their investments, and their clientsltheanany microfinance organizations are
testing possible sustainable methods for provitiegith care and insuranteIn the past
microfinance and lending to the world’s poorest wasn as unfeasible and a bad
investment. Over the past 30 years that assumpésrbeen overturned, and now the

assumption that the rural poor will abuse healgturance rights, with false claims and
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such, will likely be overturned as well. In casedy #3 one can see an example of how
microfinance organizations are re-imagining anahavonizing the way that poor women

are able to access and benefit from common pubbclg like health insurance.

Case Study 3: SKS Microfinance & Health Insurance
Group based lending firm SKS Microfinance is cutignonducting trials where it
incorporates the provision of formal health sersigeo its programs. SKS microfinanceg

operates within India and is one of the fastesivgrg lenders, to women, in the world. Ip

—h

much the same way that FINCA tested the effectsusiness education on the stability ¢

microfinance and overall development, SKS is hopingee how the availability of healt

—4

insurance and health education affects women’styudllife and lending habits. As only
1% of households in India have formal health insceathere is a lot of hope that the
provision of health care combined with women’s grisased lending will ensure that
businesses funded by microcredit are not as vubheta the shock of health problems ahd
the costs they entail.

(Source: Centre for Micro Finance, 20(47)

SKS is now joined by other endeavors of a simikture. In 2006 the Bill and
Melinda Gates Foundation launched the Microfinaareeé Health Protection initiative
(MAHP) in order to research effective ways of prayreasonable health care packages to
clients of microcredit programs. The most effeefpackages will be measured by how
well they both serve the clients health needs éswan whether or not they increase the
institutional bottom liné> Round one of the project is set to be completheaend of

2009, at which point the most effective health mlong schemes will be determined.
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While the results of these different trials haet Ibeen reached, the principle
behind them is similar to that of FINCA and othesgrams that incorporated business
education into lending programs. Both approackek $ improve the success of
women’s market activities by bolstering the pulglaods that women lack.

Concluding Remarks: Challenges and Opportunities

The goal of providing development aid is to imprdkie quality of life as well as
economic and social stability in developing statesind the world. Women have so far
been generally excluded from both markets and pgaods such as education and health
services. Microfinance has already shown that é feasible method for economically
empowering women. We have argued that it hasatenpial to be an even greater force
in women’s development. Microfinance acts as ddlfetween poor women and the
worst downturns they face, but it has the potemti@lo so much more. Through
incorporation of education and health servicesh sicinsurance, microcredit will be better
able to meet women’s needs.

Women in developing states possess an immensppattaconomic potential.
With the help of village style banking women aréeab tap into that potential. Yet, it is
not until they are provided with the common pulglaods of education and health care that
women are able to truly exercise their ability toquce wealth. Supplying such services
as education and healthcare must be one of theriogties of US development assistance.

Only when women have such resources will developrageceed.

OPTIONS

» Target USAID Funds Towards Provisions for Women’s Bblic Goods:

USAID should continue to utilize existing top-dowatworks and investment
channels in order to fund development efforts. ifiddal regulations must be
immediately enacted to ensure or enervate the timesg of capital into organizations that
prioritize their efforts in a way that caters te tthevelopmental needs of women
specifically. This could fall under the headingmfproving women’s economic
opportunities, although the optimal solution wosiligbulate that institutions develop
common public goods, particularly education andthezare, as well.
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Strengths: This option is attractive in that it would not téigg any significant
overhaul of the political and bureaucratic infrasture that is currently in place in order to
see results. Much of the changes that must be g@de in changing regulations so that
capital may be allocated more effectively. Theoald be little to no start up period that
would delay progress significantly.

Weaknessed his method, however, entails some risk as w&tlditional
regulations may be able to ensure efficient spendimd accountability on the part of
organizations based in the United States. Yey, Wik not necessarily guarantee that once
money crosses into hands outside of our bordetsttwél spent as it is intended. USAID
only has so much leverage when it comes to digdtow sovereign states, or

organizations that function outside of ours, alteand utilize their funds.

* Prioritize Microfinance as Main Recipient of USAID Funds:

Focus funding of aid dollars to microfinance orgations, but do not prioritize
preferential investment in institutions that catewomen. Microfinance itself is no longer
a fledgling development scheme. With over threzades of history, it can now be
assumed that it is a viable investment. Fundingld/belp microfinance organizations to
expand their effectiveness and reach. Their botiprapproach, with more funding, will
prove to be more successful if they have more regsuat their disposal that they may
connect with those who need them.

Strengths: One major benefit of this approach is that it wilengthen institutions
that have proven successful at reaching and inatgay the economies of underdeveloped
nations. Also, this option in its very structusemore immune to the drain that top-down
bureaucratic methods are hindered by.

WeaknessesAs with most development approaches, both toprdamd bottom-
up, this option is vulnerable in that there arestahdards for accountability that will help

the government know if funding is truly being usedponsibly.
* Invest in Microfinance that Caters to Women and Pulic Goods Provision:

Strengths: This choice is appealing due to the fact onceg iiplemented it is

unique in that it will guarantee the provision afytic goods for women. At the same time
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women are given access to loans and financial@s\that help them to exercise their
economic potential. What potentially sets thisapgpart from others is that it's
simultaneous provision of public goods and finahsgavices that are made directly
available to poor women has both short term and term benefits for development.
Development will be less tumultuous and more egtatas well.

Weaknesse®nce again, accountability is an issue for thigsoop There is also
the additional risk that this option entails be@aiiss still in the experimental stages, and
therefore has not been proven viable in all situetiand countries.

For all three options:

There are two approaches that can be undertakbralivof these options. The first
is an experimental approach, where the policiesna@ithods are implemented in a smaller
scale. The benefit of this approach is that thguencultural environments are taken into
account and we can see how the methods work hetseme places than others. The
second approach is one of broad implementatiorth Woad implementation the same
method is used in all areas of the world. Thisrappgh has the advantage of being able to
reach more women at once.

For all options a weakness exists as a resulieabsence of a system of regulation
that would help measure the success of the ventdirdsvelopment organizations.

Without such a system the task of measuring theesscof any of the options is difficult to
complete. No matter which is undertaken, evaluabibthese options must factor in the

need for a framework by which the success of thesgels can be documented.

RECOMMENDATIONS

Of the three options presented we believe thatiting, investing in microfinance

that caters to women and public goods provisiothesmost effective choice. In such a
climate of domestic economic instability the US gimment cannot afford the potential for
losing money that comes with the first option. Wtontinuing with top-down
development methods may be the easiest optiohwamild only require adjusting
regulations, its flaws still exist. There is sliftle or no way to guarantee that investments

will not be mishandled once they pass out of USIkarPrioritizing microfinance in
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general is a possible option, however its weakigegt it can not guarantee that any
investments will benefit poor women.

We believe that the best way to approach womenigldpment with the third
option is to use an experimental approach. ThgtWaAID will be able to tell whether or
not some methods work better than others in diffieaeeas. This approach combined with
the creation of a system of regulation as discussé#te previous chapter is the one that
the US should undertake. Not only is it less fkilat US investments will be lost in
transactions, it is also the only way to guaratit@e women receive the resources they

require if they are to have any hope of improvingitt quality of life.
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Chapter 12
THE PROMISE OF PERSON-TO-PERSON LENDING

Johanna Madany

ISSUE

In the time this chapter is read, a woman in Tayamtl have helped a woman in

Uganda open a store without technically donatingranney or traveling outside of her
own home. Online person-to-person (P2P) lendiras shiat have emerged in the last four
years made this situation a reality. Through tls#t&s entrepreneurs in developing nations
suddenly have access to the capital needed to beginusiness ventures they are fully
capable of starting and managing but lack the ttedjet off the ground. At the same
time, these sites allow individuals and comparesontribute to development assistance
without requiring the ability to donate huge amauoit money. One key component of
these sites is that they allow the lenders to tea@ctly where their money has gone and
how it has been used. This transparency is rafrgsh a time when, as we have seen,
much of the money intended for development is b#egin transactions along the
complicated path to disbursement.

P2P lending sites demonstrate a small openingahtt could emerge as the path
of development in the future. By utilizing the @rkent quality of the Internet in building
connection between individuals around the world? R&hding has provided a means by
which transparency and efficiency can exist in@fie development programs. The
current novelty of P2P lending means that its soghality and longevity remains untested
and unproven. With such huge potential to revohiie the way in which microfinance
development projects are funded, P2P lending desaambgnition and engagement while

it still remains in its formative stages.
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BACKGROUND

Introduction

One of the more noteworthy developments of thefias years in the world of
microfinance and development in developing natisriee rise of online P2P lending sites.
In connecting individuals all across the world wethtrepreneurs in developing nations,
these lending sites provide financing for smallibesses and individual entrepreneurs
who would otherwise have no access to loans negefsabeginning or expanding their
businesses. P2P lending sites have provided darewof funding making it possible for
existing microfinance institutions (MFIs) to havwgfgient funds to continue their projects.

In the short four years from the implementationhef first site, online P2P lending
has made significant monetary contributions towalkelzelopment. Between three of the
sites, KIVA, MyC4, and MicroPlace, almost $60 nahi has been channeled towards the
microfinance industry in developing natioh§he importance of these lending sites goes
beyond this quantifiable characteristic. Onlinediey sites have provided the necessary
platform for connecting a whole new reservoir aiding with entrepreneurs, empowering
them to work towards economic development in tbein regions.

P2P lending demonstrates the shift that is ocogiiaway from development
projects existing only in the form of donor fund&d programs or charities. The P2P
lending sites allow for the resources of local vaiton and entrepreneurship, instead of
foreign donations and outside agendas, to fuettiomomic development process. The
hope and goal is that by providing the money infénm of loans, the funding for these
programs will be more sustainable. By sending landirectly as possible to the

individuals in need, the development process shibetdme more efficient and effective.

Conception of Person-to-Person Lending

The concept of P2P lending developed at a timewtte microfinance industry
was in need of new ways to access funds and cagieamany MFIs were started in the
early 1990s, they had expanded enough by the 200@sjuire access to greater sums of
money? The options that arose first would provide the BWith debt funding but were
only accessible to individuals with large sums @iy, private donors or foundations, or

commercial institutions with an interest in soa&sponsibility’ P2P lending filled this
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void by allowing individuals, along with businesse® institutions, to invest in
entrepreneurs in developing nations as they redtiechinimum requirements for
investment and improved accessibility.

Currently there are seven different P2P lendirdgf@tms that focus their
investment on developing nations. Kiva was th&t fof these development-oriented
platforms to be created in November 2005. Sinea ticroPlace, dhanaX, MyC4,
RangDe, Investors Without Borders, and Globefuhagia have added variety to the
choices available to socially conscious investaihile all of the platforms have a similar
goal of improving access to financing as meansafpting development, some variety

exists in how the sites themselves function.

P2P Lending Models

Model One

Among P2P lending sites there are three diffemeodels that have been developed
thus far. The first model, referred to as dire2ZPRending, is one in which the platform
facilitates virtual meetings between lenders anddveers. Lenders browse through
borrower profiles and choose where and how muchhgh to invest. The interest rate is
then chosen by an open auction in which the bestwin and are consolidated into one
loan offer for the borrower. The site itself igthin control of distributing and collecting
the loan. Currently none of the P2P sites focusedeveloping nations run with this
model. DhanaX and Investors Without Borders areking towards this model, hoping to

make the loans from the site directly available disttibutable to well established MFs.

Model Two

By nature of trying to disburse loans to indivibua foreign developing nations,
many of P2P lending sites focused on developmédiotifahe Intermediary Model. In this
case the website acts as a virtual market placénéolenders to be able to “shop” for the
entrepreneur whom they would like to support. Oiheelender chooses their borrower
and how much they would like to offer as a loawe, lthan itself is “sourced, verified,

disbursed and servic88by an intermediary, not the platform itself. énnediaries are
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generally MFIs or NGOs that work in the locationesd the loan is being sent. As
discussed at greater length later in the chaptesetintermediaries are necessary for being
able to disburse loans in developing nations.

Model Three

The third model seen in P2P lending is the Micro®lslodel. By strict definition,
it no longer is truly P2P lending site, but nevel#lss, is still included in the category as it
uses similar means to accomplish the same godRddnding sites. In this model the
lender does not choose a person to invest in lstean invests in securities that are issued
by an investment fund. The fund loans money taigsaof MFIs, which then disburse the
funds to individual entrepreneurs and businesgeasa result the risk for the lender no
longer lies with the individual or even the MFI bastead with the investment fund. There
is less of a direct connection between lender ambtver, as the lender does not know
specifically to whom or to where their loan is lpoisbursed. To still allow the lender
preference and control over the use of their |tla@)ender is able to browse the profiles of
the MFIs and choose ones whose work they prefestiligprovide some level of intimacy,
there are stories of sample clients of each oMRés available for lenders to read.

The personal link between the lender and the barasvsacrificed for the
opportunity to allow the lender to make returnglogir investments. As a result, the
MicroPlace model appeals less to emotional incestifocusing more on the economic
interest of the socially conscious lender. Thiglgipsince it deals with securities and

funds instead of individual organizations has gseale up potentidl.
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Launch Legal Country of Geographic Methodology Funds Lent on
Date Status | Origin Coverage Site to Date
(Sept. 2008)
Kiva Nov 05 Non United States Global Intermediary Model 49,000,000
Profit
MyC4 May 07 For Profit| Denmark Cote D’lvoire, Intermediary Model 6,750,000
Ghana, Kenya,
Rwanda, Senegal,
Tanzania &
Uganda***
Micro-Place | Oct 07 For Profit| Unites States Global Investme oidiel NA
RangDe Jan 08 Non India India Intermediary Model 20,000
Profit
DhanaX Feb 08 For Profit| India India Intermediary Model | 25,000
(Direct P2P Model to
Come)
Investors Expected in | For Profit | United States Ghana (to start) InterragdModel & | -
Without 2009 Direct P2P Model
Border
Globe Pending Non- India India Intermediary Mod®l | -
Funder Profit

Role of Intermediaries

The majority of P2P lending sites that issue ldardeveloping nations are based

in developed nations and therefore need local adioms and representation. The

entrepreneurs to whom they are lending often ddawvé access to the Internet; let alone

the financial resources, technological trainingween the adequate literacy level needed to

be able to manage site accounts themselves. $e theveloping nations there is often no

credit history or credit score available for th@pand middle class that the P2P lending

sites are trying to reach As a result thesenmégliaries, or field partners, have a key role

not only in the administration of the loan but ails@electing borrowers. Intermediaries

determine which entrepreneurs can have acceswyéotesihg for a loan on the site by

running credit assessments on all possible borwer
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The relations between the platforms and the ingeliaries vary from site to site.
Kiva, for example, only works with MFIs that haVleeady established a loan portfolio.
MyC4 requires organizations to find borrowers fuit site specifically. Some of the sites
require the partners to agree to work only withmheOther sites such as dhanaX, provide
different tools and training for their intermedesisuch as automated credit scoring
programs for assessing potential borrowers.

Intermediaries, while a necessity for P2P lenditegsdo provide financial access to
the poor in developing nations, bring with themeavrset of challenges regarding risk and
transparency. First of all, there is increasedmaration and confusion for the lender in
knowing where exactly the risk of their loan isdted. A second point of concern is the
ambiguity around the actual amount of interest ithaharged of the borrower. Overall,
there is a large gap between the interest (if #rgf)the lender is receiving from a loan and
the amount of interest that the borrower is payibg. until now there has been little done

by the platforms themselves to place limits on thagin.

Profit, Versus Not For Profit

One of the main differences between two of thennR&lP lending sites, Kiva and
MicroPlace, is that the latter is for profit whilee former is nonprofit. In the planning
stages of Kiva, the founders contemplated the adeaeating the possibility for returns on
investments. In order to allow interest returnsramestments for lenders the site must be
able to be registered as a security issuer. Kidaadt have the legal capacity to acquire
this accreditatior’® As founder, Matt Flannery explains, the main gifeiva is to create
personal connections between the lender and borriinaewould be inhibited by the
growth required to make for profit approval possiil MircoPlace, on the other hand, is
capable of being a for-profit P2P lending sitecr#ated its own model, moving a little
away for direct P2P lending by operating througlestment funds. In order to make this
shift and offer investments on its website, Miciad® was required to register with the
Securities and Exchange Commission (SEC). As engideon its website MicroPlace,
since it is a “registered broker”, also has to lmeesmber of the Financial Industry
Regulatory Authority (FINRA). FINRA works to prale oversight of compliance to the
standards set by the SEC.
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Closer Look: Kiva

Kiva, created in November 2005, is the first ofPP2nding sites to focus on
developing nations. The mission of Kiva, as stairdts website, is to “connect people
through lending for the sake of alleviating povérfijhe founders had four very specific
goals. They wanted to allow Interneters to loan out money to micro-borrowers of their
own choice. Kiva wanted to partner with MFIs in Bdp have them administer loans, keep
track of borrowers’ information and post any update progress. Crucial to their venture
was the fact that a financial connection would egdietween the lender and the borrower
where all the risk lay in the hands of the len&@mally, the goal was to allow loans to flow
specifically between individuals instead of betweeganizations.

In providing financing to individuals in developimgtions, Kiva saw the
advantage of supporting microfinance already icglat local levels in these countries.
Kiva was very intent on partnering with what is kwoas the long tail of the MFI
community. These are the small and often not yetasuable MFIs that have little chance
of accessing credit or developing credit worthinessvanted P2P lending to be a path
through which MFIs could “journey from donor depende to tapping into the capital
markets.*4deally, Kiva hopes to have a good mix of well-gfighed and commercial
MFIs as well as small ones aiming to reach a coraiadevel. It is possible for this long
tail of the MFI community to partner with Kiva s has such a large quantity of
individuals investing small amounts it is a morisKrtolerant” lending environment.

A closer look at this site demonstrates the workiafonline P2P lending and how
the idea of transparency is being achieved, asagedin assessment of the risks involved
for the lender. Kiva is a prime example of a netgoofit Intermediary Model P2P lending
site. As Kiva works to create full transparencytighout the flow of the loan money, the
role of the intermediary, or field partner, is kd@¥e field partner screens each
entrepreneur by looking specifically at their |dastory, their village reputation, and their
business feasibility.

Despite all the work done by intermediaries te@sarthe potential borrowers, there
is still an inherent risk for the lender. The Kiwabsite discusses the various factors
outside of the individual entrepreneurs controusiBess problems, such a crop failure,
health issues such as malaria or AIDS, or unexgdeedships such as theft, can prevent
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an individual from being able to make loan repaytselfiia default occurs on a loan, the
field partner is expected to investigate and remttt full transparency to the site the
circumstances surrounding the default of the loan.

Despite their necessity, there is a risk in coating with the field partners as well.
There is a potential for the field partner to gokyapt or for fraud to occur within the
organization if field partner staff embezzle fundlke field partner may have a poor
operating system in the nation and fail to distigbor collect loans efficiently. To allow
lenders to make well-informed decision on wheratest, Kiva rates the field partners it
operates with on a scale from one (being a pavtitara high risk) to five (a partner with a
very low risk) on its website.

The Kiva website also mentions that in additionis&s involved with the
individual entrepreneur and the field partner distiing the loan, there is also risk
involved with the nation to where the loan is besegt. Currency can, especially in
developing nations, be volatile and devaluate tgpRplitical unrest or natural disasters
such as tsunamis or floods can also impact invegsmaade in the nation.

Kiva currently has 111 field partners found in 48edent nations. Kiva has found
that when field partners use the correct screepatigies, a return rate of at least 95
percent is very feasible. One screening or rigkicgon policy that is frequently used is to
lend to entrepreneurs who are members of a borggioup. One example of this would
be five women who all know each other and livena same village. The loan provided to
them is contingent on each member of the groupyregdheir loan. The result is a natural
system of peer monitoring as well as support thatbbeen shown to result in a high
repayment rate in the past.

Each field partner has loan officers to travelie kocations where the
entrepreneurs live on a monthly basis to colleetrdpayments. After collecting the loan,
the field partner then transfers the repaid furatsklio Kiva where software automatically
distributes the money back to the lenders. Inglaihof this the intermediaries are also
expected to keep up to date journals of the pregrésach entrepreneur.
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Selecting Entrepreneurs

What makes many P2P lending sites so succesgh# jgersonal connection that it
created between lenders and borrowers; relyingnemmotional responses of socially
responsible individuals to lend money. While tikia central component of the majority
of the platforms- it also has the potential to ted@iases implicit when decision are made
on an emotional basis. Kiva is aware of this,n@ig to it as an “unusual cross-cultural
form of competition.** While every business that has used the site éas funded within
an average of 2.2 days, the reality of funding dpeeies greatly across gender,
geographical location and business type. On ageddigcan entrepreneurs, women and
agricultural projects were all funded first. Thimall example demonstrates the need for
further investigation and research into what eveaigr biases may be inherent or created
in by the P2P platform.

Impact on Borrowers

Regardless of the other criteria that can andes tis rate P2P lending, the most
important aspect and measure of success shoultehmpact they have on the people
borrowing the money. With an awareness of the faibf foreign aid, there has been a
movement in recent years away from the top-dowmagmh towards development that
most developed nations and organizations have tak&imow. Impoverished
entrepreneurs do no need handouts; they need aocesmsital in order for them to make
use of their drive and concepts for businessexrdfinance projects and P2P lending
programs work to provide this capital that is thesimg component in the path towards

economic growth for otherwise qualified and amhis@ntrepreneurs.
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Case Study: Elizabeth Omalla
Elizabeth Omalla is an excellent example of theaot@ loan can have on an
individual’s livelihood. As a woman, and especiakya widow, in a rural town close to

Lake Victoria, Elizabeth Omalla had little opporitiyrto access to the credit necessary t

|

start any business ventures with which she migbwide for her seven children. In 2000,
Village Enterprise Fund provided her with her fign of $100, allowing her start a
business of buying and selling vegetables. The yeat, through the same organization
she was given access to business training. Asudt,r€malla switched her business focUs
to fish mongering; a more profitable business indrea. Her fish business began with her
buying fish through a middleman. This was succéssfaugh for her to buy cows and
goats for her family and leaving her enough to desrdchildren to school.

Omalla received a second loan of $500 from Kiva ¢h& used to expand her fisk
business. She was able to cut out the need foddleman and now travels to Lake
Victoria and sells the fish to vendors in local kets. She hopes all her children will
receive a higher education and has started a saatigs account for pay for tHi3.

(Source: Flannery: 2007

P

What is evident from this “success story” is thgpte effect that results from
providing an entrepreneur with a small loan. Tdenlgives the individual the chance to
expand their business in a way that may be morktgdote. It connects them with further
training in their field. It also changes the futafehe next generation in the country, as

education becomes a more realistic option for them.

Impact on Lenders

P2P lending is an important new player in the dgwelent realm not just because
of the impact that it has on the borrowers but alscause of the whole new wealth of
lenders it has uncovered, or rather connected. véhefact that the loans are small allows
individuals to take part in what was previouslyered just for large investors or
companies. As Bill Clinton states, “people, evathwa very modest amount of money,
can have a huge impacf'The speed at which the loans are made is inceediblvell.
Statistics show that there was a loan made on &wealy 37 seconds for the first quarter of
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2008. Once aloan is posted on the website Jyttakes an average of 85 hours to receive

funding’

Interest Rates

While P2P lending sites significantly increase dkeessibility of funds for the poor
in developing nations, they have done little toueglthe actual interest that is paid on the
loan by the borrower. The potential is there Faske sites to reduce interest rates but the
majority have no regulations in place to set maximuaterest rates that can be charged of
the borrowers. RangDe so far is the only P2Ptlséthas placed a cap on interest rates.
Kiva does not put any limits on the end interett emnd does not always know how much
the borrower really has to pay in the end. Theltes that in some cases the margins
between what the lender receives and what the Werrpays end up being as high as 50
percent. Some reduction has occurred on the shesenthe borrower is able to bid on
interest rates proposed by lenders. For exampy&€Mallows the lenders to bid on the
interest rate they will accept and reserves thd tigplace a cap in the interest rates
imposed by the intermediary. Despite the addiliontarest placed on loans by the
intermediaries, the financing offered through Myl@& proved to still be one of the
cheapest available to developing natiths.

Administrative Costs

One main question that rises from the P2P lenslitegmodels is how the
organizations themselves stay solvent and sustaindihe quality and source of their
funding is a crucial factor in ensuring that thpk®iforms become sustainable. The way in
which administrative costs such as staff salanmeste maintenance are funded varies from
model to model.

Kiva uses two different methods to fund its adstirgtive costs. The site
maintains a clear distinction between its Loan Wioduand Revenue in an attempt to
maintain transparency throughout the flow of mon@iie Loan Volume is the capital that
lenders send to entrepreneurs of which 100 persatianneled directly to the
entrepreneurs. Neither Kiva nor any of its fieldtpers are allowed to use this stream of

capital. Kiva then has revenue, or capital, that$ in for direct use by the organization
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itself. The first method through which revenue esnn is through optional donations that
lenders are given the choice to make during chetk Around seven out of every ten
users chooses to donate an extra 10 percent @f thp loan they are sending, directly to
Kiva. These donations are tax deductable and restare paid on profits made from them.
The second source of revenue for the site is float;fthe interest collected on money that
sits in the organizations accounts before beingedied? In the year 2008, for every $1
that the organization used, $8 were loaned out cimpany budget for the year was $4.7
million and the user base sent out $37 millionrtzepreneurs’

Each P2P lending site has its own strategy feexng the administrative costs;
placing the burden of the cost at different stdpagthe flow of loans. For example,
MyC4 places the burden of the administrative costson the lenders, but on the
businesses in Africa that receive funds through MlyE€ach business, upon receiving their
loan, is required to pay around 3 percent of eaah that is disbursed, partially when the
loan is disbursed and partially when the loan pgi@. MicroPlace, on the other hand,
places the burden on the Investment Funds thatsehtmoadvertise themselves on their site.
These three P2P lending sites show that the lenben©wers or the intermediaries, can

cover the burden of the administrative costs.

Future Challenges for P2P Lending Sites

As has been touched on above, there are a nurhblealtenges and questions
facing P2P lending sites. The first that comessujpe sustainability and longevity of
these sites, which will depend on how reliablerteeurces of revenue and donation end
up being. The motivation for many lenders is eora and therefore may be a more
fickle source. While the platforms have showed ndwalale growth since their conceptions;
the question remains as to whether this growthbeasustained. Kiva in its first year of
existence funded only $1 million in loans; an antgtinow funds less than 10 dafs.

The current economic situation has highlighted thigllenge. The benefit that
lending platforms have over charities that depemdutside funding is that more than half
the loans continue to replenish themselves. Hées continue to reinvest loans once they

are repaid, little new funding is needed to mamthe current loan quantities available.
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This means that the amount of loan quantities watldecrease for most platforms due to
the recession, but the growth of loan amount wiktikely slow dowrf?

Many of the P2P lending platforms, despite thamaiekable growth, have not yet
been able to break even. While for the non-ppé&tforms this kind of sustainability for
profit is not necessary, there is still a risk pragsn the nature of their funding. The
following years will be a crucial test of the lomig of P2P lending projects. The
guestion arises as to whether or not lending witittiue when the novelty of P2P lending
dwindles. With the right promotional tactics the-fwofit platforms hope to achieve
sustainability within the next three to five yeai®his sustainability depends on them
being able to maintain a minimum loan volufiie.

The necessity of local partners and intermedasealso a part of the system that
requires development and further analysis. DhasaXInvestors Without Borders, two of
the newest P2P sites are hoping to cut out thesrmediary position as they develop their
sites®® Without an intermediary, even greater transparémenoney flow could be
achieved but this improvement might require sagnf a greater breadth of impact that
the sites can have. Another challenging asped® 26t lending sites worth further
investigation is the regulatory environments, paditand currencies in developing nations
where P2P lending sites work.

One of the huge challenges and goals of P2P lenslitagcontinue to enhance the
transparency that exists between the borrowermaresior; something that has been
lacking for a long time in the international aidjime. Transparency in online lending
relationships is especially complex as the lenderl@rrower never officially meet and so
a trust between them must somehow be createddditian to creating transparency
between the lender and the borrower, P2P sitessiflees must be completely transparent
in their handling of loans and money processing.

A specific example of the challenges of transparem¢he process is seen in the
interactions between the intermediary and the fepdite. On some sites, such as Kiva, the
intermediaries are given rating based on the repaymate of their loans. The ratings are
posted on the site for lenders to see as they lertliveugh profiles. Naturally the
intermediaries need these repayment rates to biglass possible for them to be able to

remain competitive on the sites. This means treat entreprenewtefaults on a loan, it is
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often cheaper, and a better financial decisioménldng run, for the intermediary to repay
this loan out of its own pocket. In doing so it aehas to list that one of its entrepreneurs

has defaulted on a loan and therefore can maihtgimratings on the site.

Marketplace Model Applied on a Wider Scale

The wide success of P2P lending sites in just #s¢ {hree to four years begs for
further study as to the application potential a$ timodel on a much broader level in the
development world. The concept of one online miptkee for development aid has
entered many discussions around the changes neettedaid industry. The network
could connect programs strong in regional and madtnowledge and experience with
both institutions and people possessing the negesssources, as well as with those on
the ground carrying out the development projedise idea would be similar to the P2P
lending site models, but in this case various agjegts would be competing for funding
from the different sources available through the.siThe potential this has to
revolutionize not only funding, but also projechgeation and implementation, is huge.
Both the collaboration between projects in diffénegions and the funding options and
choices open to donors would imprdve.

There is especially a large potential in this idethe marketplace to tap into a
huge new reservoir of resources that P2P lendteg bave just uncovered. Individual
donations, which would be simplified and enhancegd Inarketplace for aid, have been on
the rise in the last decade. Data sows that vidieofficial development assistance in
2000 was $10 billion, the total private assistaomad was estimated to be around $33.6
billion. Around $ 18 billion of this was in therfm of remittances. The rest all came from
private funding, of which over half was from indivials- those whose donating experience
would be the most effected and improved by a langgrketplace site for development
aid %

The potential for rapid improvements in developthyp@ojects themselves is
another key motivation behind creating a marketpfac these projects. As Whittle and
Kuraishi point out that there is an “explosive tendy for successful enterprises to spin off

from other ones® This means that in a marketplace for developnpsuple running
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different projects can in essence be close enaggther to learn and build off of each

other’s experiences.

Concluding Remarks: Challenges and Opportunities

At a time when change is needed in how foreigreaidl development are funded
and managed, P2P lending sites provide a unigamative with great transparency and
efficiency in distributing funds. The potentiabthexists within P2P lending sites for
increasing the impact made by each dollar giveratde/development is vast. However,
great potential also means that space exists faptoations and challenges that may
hinder this potential from being realized.

The personal connections between lender and berrthat are created by P2P
lending sites are an important motivating forcerfany lenders. The ability to watch how
the money an individual has lent is changing tfeedf a borrower is one of the key
features that has allowed for P2P lending to battactive alternative to charity donations.
However, the personal and transparent aspect of ##R lending sites could be difficult
to maintain if moves are made towards the up-sgalfrthese sites. A dramatic increase
in funding would require a similar increase in loavers that realistically will be a
challenge if the same personal attention is requiMith the current quantity of lenders,
sites are already having difficulty keeping up widhn demands. The benefit of P2P
lending sites is that they facilitate coordinatigith existing MFIs and their projects
instead of adding to the numbers. However, the obthese MFIs or intermediaries is one
aspect that hinders the complete transparency@Rtiending sites are striving for.

The format or model that P2P lending sites haweld@ed can be taken and
applied to other aspects of coordinating develogm&he United States development
strategies and projects will benefit from engagintlp the incredible potential exhibited by
the P2P lending model. With outside guidance aredaght, the potential of P2P lending
can be realized and the challenges facing it tackle
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OPTIONS

The P2P lending movement is at a critical pointsrgrowth where the right
policies could ensure that it has a long lastingj effiective future in impacting and
improving development around the world. Thereaaneimber of simple, yet crucial steps
the government could take to provide coordinatietwieen and guidance among the P2P
lending platforms that are and will continue to egee Having only existed for the last
four years, this is the time for coordination atahsglardization to be put into place.
Standardization should set a standard of qualityrasponsibility amongst these sites,
visible and available to the “consumers” (both kersdand borrowers) in such a way that

does not impede effectiveness or inhibit the transpcy these sites are trying to create.

* Option One: Channel US AID Funds into P2P Lending

One option would be for the United States govemrte channel a portion of its
own funds into P2P lending funds. This could beeldirectly by the US government
itself to P2P lending sites. Another method wowddd give people more choice and
agency over their own tax dollars that are beiregdsr foreign aid. The government
could distribute ‘vouchers’ to all citizens onlydeemable at P2P lending sit€nce the
loan money was repaid it could not be taken ouheflending site but only reinvested.
This would significantly increase the amount ofding for P2P sites- funding that would
continually renew itself.

There are a couple of potential problems thaedrmm this policy. One of the
main goals of P2P lending sites is to foster cotioes between lenders and borrowers.
This is currently possible because most of thes gite still operating on a reasonably small
scale. To scale up these programs so they coplabsuthe huge increase in lending that
would result would be almost impossible while maining some level of personal
connection between lender and borrower. Lenditeg Such as MicroPlace will be more
likely to be able to handle these size increastswvever, the issue of whether or not profit
could be made from aid dollars would need to beestdd. The final challenge with this
option is whether or not tax vouchers would be weféettively or if they would distract

form the personal donations made by individuals.
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* Option Two: Create Oversight Committees for P2P Leding

Another option for the United States governmemd isreate a standardization
method that could be applied to P2P lending sifgshis beginning stage in P2P lending,
this would be a very useful step. As more and nsdes begin to emerge, a process of
guality control must be implemented to prevent scasmwell as to provide users with
guidance in deciding where to invest their monAysimple oversight committee could be
created whose sign of approval would appear ositee This sign would mean that the
site’s work had met standards set by this goverbhoayd, such as sufficient transparency
in money transfers as well as legitimacy of MFIscoordinated with.

While the legitimacy and quality of sites couldregulated if this policy was
implemented a number of problems may arise frosmgtandardization process. The
challenge would be to make this standardizatioegss simple but effective so that it
would only prevent corruption but not inhibit theogith and development of sites.
Increased government involvement and control hapthential to prevent growth and
innovation if the government overwhelms organizaiavith bureaucratic regulations.
The US government would need to ensure that wiegtdlevelop is a simple standard to
which all P2P lending sites must adhere with a bowvarsight committee to ensure

compliance.

» Option Three: Initiate Research of Project Impact and Effectiveness

A third response or strategy that the US could ta&eld be to begin research
investing the effectiveness or impact that P2Pitendites have made. Due to their
newness, the sites’ long term impact and effectgsrhave yet to be proven. These are
criteria that require research, as projects haea laeound for long enough to create a
measurable difference in specific areas.

Investigation and research in the area could infibrenUS as to whether or not P2P
lending sites would be worth investing US AID fund®. The challenge would be to
create a standard that could be applied in alttioea that would genuinely measure the
impact of each P2P lending site on development iiftpact that the MFIs in each

location are having would have to be separated trmmmpact coming directly from P2P
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lending. While challenging to implement, this ras is key to the future of P2P lending

and its role in development.

* Option Four: Promote P2P Lending Sites

The final option available to the US governmertbiprovide assistance in advertizing
and promotion of P2P lending sites. This mighabeaimple as coordinating US AID
projects directly with projects supported by MHiattare linked with P2P lending models.
Through this coordination, P2P lending sites wdaddnentioned alongside US AID
projects, providing them with increased recognitonl legitimacy in many cases. Another
route would be to put funds behind advertizing prainotion campaigns for online
lending. Most of the promotion of Kiva, for exaraphappens simply by word of mouth
and coverage by the présThis nearly nonexistent advertizing means thattheunt of
lenders could see a huge rise if actual add campaigre funded. There are two main
challenges that accompany this option. This offtaes a similar challenge to Option
One as it questions whether or not the quantitparfis could match the quantity of lenders
that could result from advertizing. The secondlehge is that this option would need
options two and three to be carried out first idevrfor the government to truly support
specific P2P lending sites.

Recommendations

Given US interests in promoting human rights, deracy, and economic
development in the rest of the world, P2P lendiragpams provide a new, innovative
approach to increase the effectiveness and praahyatif development programs. In
engaging with P2P lending sites, a combinationpdiom two and option three would make
the best use of the strengths of the governmenewtaking progress towards the goals
that are within their best interest.

Research into the effectiveness of P2P lendingrpros, highlighted in the third
option, is an essential for the US government. ©pitson specifically calls for the
government to initiate research into the impact sutainability of P2P lending and the
MFI projects they connect with. Before choosingptomote or even financially support

P2P lending sites the Unites States will need t@ ls@me form of research proving the
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long-term effectiveness of P2P lending sites. This only be discovered through the
immediate start of research into specific projects.

Option two calls for the government to create a@rsight committee for P2P
lending sites. This would be the next step, aftsessing effectiveness, to ensure
continued transparency and effectiveness of P2firign As more and more P2P lending
sites begin to emerge, a standard of assessmequality is necessary. The government
has a natural advantage for creating and enforoieitnods of standardization and through
this can create greater accountability.

The US government can most effectively engage R&R lending sites by
combining research into effectiveness of thesa siith the creation of a standard of

quality for P2P transparency.

Existing Person-to-Person Lending Sites

Kiva www.Kiva.org

MicroPlace www.microplace.com

MyC4 www.MyC4.com

RangDe www.rangde.org

DhanaX www.dhanax.com

Investors Without Borders | www.investorswithoutborders.wordpress.com
Globe Funder www.globefunder.in
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Chapter 13

UNLOCKING THE POTENTIAL OF CELL PHONES

Justine Marie Sherry

ISSUES

The rapid rise of mobile phone use in poor coestis well known as an exemplary
case of a technology enabling bottom-up empowertheatigh information access, driven
by small-margin business and end-user innovatithile many are not mobile phone
owners themselves, few today face a several milk twaaccess an often-disconnected
landline phone for communication, which was a ragokccurrence only ten years ago. But
even as some marvel at the rapid changes brought big mobile phone use, a second
generation boom is already occurring, developimpvative applications for the now
widespread mobile phone platform.

Building off this new connectivity, there are npvwograms aiming to provide
public information access, data storage and accayrdnd even mobile banking, mostly
utilizing only the cheapest phone models. Whetbepfofit or as charity, these
applications are seen by many as the next stegverdging the power of mobile phone
diffusion to provide information access cheaply affitiently to the world's poorest.

While some may see this new movement as over-eanbtdigh-profile new
programs are being driven by enthusiasts repreggtiie technology industry, academic
research groups, and international aid organizatids a result, the future of mobile phone
applications, as well as most technology in devalept, is relevant to business and trade
policy, research investment, as well as traditia®lelopment aid programs.

BACKGROUND

Introduction

Extending the benefits of mobile phone use is nmfocus for countless

development projects. Although many technical prsj¢arget assisting aid workers or
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providing group tools for whole communities, molpleones have uniquely become easily
accessible and useful for individual users. Thédrapread of phone usage, generally
unaligned with formal aid programs, has promptgapsut for “connectivity for it's own
sake, the idea that giving people a tool to connect thernformation should be a
primary goal — and that less focus needs to beedlao exactly what users are accessing.
The fact remains, however, that the power provigked mobile phone can be expanded
significantly by thinking about exactly what peojple accessing and how to improve it.
“Bottom billion” users have shown extreme ingenuiyh their phones, discovering new
benefits and finding new uses wildly unexpectedropile phone designers. Building off
this, there is reason to believe that changes andpnograms can be implemented to
further expand the benefits and uses of mobile gbon

Comparison to PC and Internet Based Solutions

Although the capabilities provided by a mobile pbare limited compared to the
extensive functionality provided by a PC and thermet, mobile phone applications fill a
significant niche at a much lower cost than PCiappbns and with a guaranteed base of
penetration. PC-based “interventions,” such as conitykiosks and the One Laptop Per
Child project, require providing expensive hardwareonsistent power source, and an
extensive, expensive Internet infrastructure. lasiag skepticism for these interventions
are growing out of the difficulty of successfullgmloying such progranfsHowever,
through simple mobile phone applications, clevesiglgers are managing to duplicate
some of the benefits of PC-based Internet accab®wiithe heavy infrastructure costs
associated with distributing PCs.

Mobile phone programs can address the need tostently obtain valuable
information. Mobile phone access has already pexvigreat benefits by allowing users to
connect to contacts from anywhere, allowing thermstantaneously access the
knowledge of those in their community. One-to-oammunication, though, limits an
individual to information known by a contact thaey already have. If a user wants to
know what the weather is like in Kibera, he needkrniow someone in Kibera. If a user
wants to know what the weather will be like tomaevrio Kibera, he needs to know a
weatherman, or someone who has read the news $biadaibera. Alternatively, a user

with Internet access can openly access tomorrawiext week's weather report without
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any contacts whatsoever. Mobile phone applicatcamsbridge this gap. Attempting to
allow open access to targeted, useful informatimowkn to have direct benefits (such as
weather forecasts or market prices for specifipsyadhus constitutes many of the new
mobile phone applications being developed.

Another function often only imagined on a PC obsite is the ability to utilize
personalized applications or tools. In the Unit¢atés, the average PC and Internet user
interacts with dozens of online applications ewtay. These applications are everyday
utilities allowing their users to streamline regudativities, many of them business related,
such as financial data storage. There is no eqgnvabol for a remote mobile phone user
who simply lives without these tools altogether.ilIthe mobile phone may not be able
to match the computing power and usability of tkke fhere have been several innovative
programs in allowing the development of some irtieva applications, most prominently
in creating personal crop data and interactiveisaf business information.

Recognizing the Strengths of the Mobile Phone Plaifm

Still, it is important to recognize that the mabghone is a very different tool than
a PC, and not only has limitations compared td?@e but also unique strengths. As a
result, it is important to also look for creativewuses for the phone that are not simply
mimicking functionality provided by computers in ahy countries. A successful
example of this type of thinking is visible in mbanking projects, which look not only
to online banking for inspiration, but also to melphone distribution networks and brick-
and-mortar banking institutions for models of wteaprovide their users. As a result of
these combined influences, the technologies runmobile banking projects are unrivaled
in wealthy countries.

A Unique Opportunity

Mobile phone programs are still a rapidly growimgaaof Information and
Communication Technology for Development (ICT faJv@lopment). There is significant
success already behind the mobile phone movemieitilevin it's penetration rate in poor
countries as well as economic benefits that haea keIl demonstrated. Current activists
are looking at the rapid expansion of mobile phaceess not as a finished success but as a
stepping stone for new growth. Although the newliappons that are currently expanding

utilize extremely simple interfaces and a very b&schnology, they are still managing to
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mimic many of the capabilities of Internet and RCess, and even to provide completely
new uses of mobile phones, tailored to their pms@rs. As a result, these new applications

are poised to vastly expand the capabilities cdleaady successful, widely adopted tool.

The Successes of Mobile Phones Today
How Mobile Phones Have Reached the Masses

In 1999, connectivity, the ability to exchange mf@ation between distant locations
through telecommunications, in Africa was dismahil& the developed world was
experiencing soaring growth in communication adbd#y with Internet access reaching
businesses, homes, and schools, experts beganrpabout the growing “digital divide”
between rich and poor nations. Information was beng the most important commodity
for the 2% century, and yet African countries had only 1x26 lines, 0.98 mobile phones,
and 0.12 internet subscribers for every 100 indials® By 2006, however, the mobile
phone had made a spectacular breakthrough. Whed fines stagnated at only 3.1 per
100 people, and the internet still failed to red@masses, having grown to only 1.2
subscriptions per 100 people, mobile phone penatraad improved to an astounding 22
per 100 individualé.With almost one in four people owning a phonés hard to imagine
someone who does not at least know someone witloaep African countries are
showing the most growth out of all developing nasiowith South Africa and Nigeria at
the top, followed by Algeria, Egypt, and Moroctth addition, Asian countries are
making significant gains as well, with China anditnleading Asia with their substantial
populations, Furthermore, users in developing nations outnurttise in wealthy
countries, making up 58% of subscribers worldwidte sum, the developing world has

become a connected world.

Mobile Phones from a Bottom-Up Perspective

Beyond its model status in the ICT for Developmaarhmunity, the mobile phone
also stands as an excellent case study for botaeuelopment. Phone based tools have
certainly been deployed in top-down contexts tagbenefit: aiding hospital assistants,
providing a simple avenue for data submissionitdfworkers, and providing tools for
community and educational usage. Nonetheless, tst surprising attribute of mobile
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phone usage in developing countries has beervdltahility to poor individuals, who
choose to purchase the phone deciding that theiteeakowning a phone justify the cost.
Information access creates individual empowermgrallowing users to make more
effective choices with a good understanding ofapiand solutions available to théhm
addition, just as bottom-up perspectives have dg@esl mostly in recent years, moving
away from a long history of “top-down” programs,Ti@®r Development had a
predecessor in “development communication,” whitused on television and radio.
Although the defining difference between ICT fondepment and “development
communication” is technological, shifting focusnmbile phones and the Internet, the
ideological distinction that stems from this teclugical shift parallels the shift in
development policy. This new technology moves teu$ from shipping ideas out to
allowing individuals to access information of thefoice, as well as spread their own

information to others.

Economic Impact

Beyond ideology, the economic impact at the “hottaf the pyramid” has been
remarkable. One study demonstrated a positiveledion between mobile phone
ownership and GDP, and further claimed that “a tgieg country that had an average of
10 more mobile phones per 100 population betwe®6 28d 2003 would have enjoyed
per capita GDP growth that was 0.59 percent higfeet an otherwise identical country.”
The on-the ground underpinnings of this correlatiomclear. In a survey over 14 African
countries, 80% of small market enterprises survesxsadl a mobile phone for business, and
95% of small market enterprises agreed that mgihitmes were important or very
important for their business operatidns.

Mobile phone companies have also made stepsdgrate interesting distribution
policies allowing for extended micro-entrepreneyspolicies which allow them to
efficiently organize their sales while includingethoor in their profit chain. One original
program, copied by mobile phone companies worldwiglthat of the shared phone; a
mobile phone sold to one person who then re-skbime use to neighbotéThis pattern is

repeated from the iconic “phone ladies” of Bangtdeo the “umbrella people” of Nigeria,
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to the “community phones” of South Afri¢AAnother, new development growing in
Ghana is the re-sale of airtime, allowing the m®bpihone networks to avoid printing
airtime distribution vouchers. Under this progranvendor may buy a “commercial’
account and purchase pre-paid mobile phone mimutaslk at a special, low rate, and
then re-sell the airtime through a phone intertactheir local customers.As a result, the
path of mobile expansion has become a path of esmngrowth and empowerment.
A Baseline for Future Success

Mobile phones provide a starting platform, whicteatly demonstrates several of
the qualities of a successful technical intervent®ecause they are already well-deployed,
any application for the mobile phone platform donesrequire large-scale distribution of
expensive technology. Since mobile phones havadyrbad an economic impact, future
applications have a model of how the mobile phareareate positive change, and can
work to improve or extend those benefits. Unlikensnather experimental technologies,
mobile phone applications are being designed imknierritories, where models of

success are visible from the start.

Methods for Application Design
Options and Limitations

As new ideas are emerging from many backgrounds) Boftware development to
economic development, it is important for all pestto be aware of the framework within
which they are designing their new interventiongrkihg with mobile phones is an
extremely limited environment, which is often h&mdmagine for those coming from a
perspective of ubiquitous technology access. Tifeislperspective, though, is necessary.
While the latest high-tech devices are constargipdpadopted in wealthy countries, only
the cheapest phones are affordable to poor usgoincountries, meaning that working
with existing tools is paramourt However, this still leaves design choices that oa
cleverly utilized depending on how the proposedypm is deployed. Currently, there are
two primary methods of building a mobile phone &gilon, each with individual benefits
and restrictions. These two prominent methods itkerean SMS server, or a proactive

SIM card. In addition to these methods ready feigle there are many other platforms
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and methods which are under trial in research enwments, but which currently lack the
deployment and/or low cost of the first two methods
Designing with an SMS Server

Applications based on an SMS (Short Message Sgrgerver are widely used, and
work entirely through text messaging. From the 'sg@erspective, they can send and
receive text messages to a specific phone numloecamboth submit and access data. For
example, a weather application might be accessedusgr by sending a message to a
specified phone number saying “weather tomorrowr&t@nd then would receive back a
message saying “Sunny skies, 30 degrees C.” Thokementation is extremely limited —
long dialogues are not convenient and most prograwadving SMS involve simple one-
for-one information submission and retrieval. Hoeg\the necessary investment for such
a system is quite low: the designers only need bilmmphone connected to a computer,
and then to design their program to receive angomdto messages. Microsoft Research
has even designed an interface called the “SMSegdinolkit” to assist software
developers in designing such a prograriurthermore, there is nothing special to deploy
to end users; they just need to be informed ofpexial number to message and how to
contact it.
Designing with a Proactive SIM

The other major interface, using a proactive SAMyws programs that can be a bit
more complex than those simply functioning by exgiiag text messages — these
programs work through a series of menus and dialegand can display messages on the
phone, send messages, set up calls and play sbuiilisf these allow interaction to be
more complex than a simple one-for-one exchangeesisages. Because these programs
are installed on network-provided SIM cards (theleld by the network provider and
inserted into the user's phone when they registemdtwork service), they are only
available to programs endorsed and developed \itlark operators. This is not an
entirely restrictive factor, though, as many telasare beginning to seek recognition as
participants in development progress, with the UKdslafone going so far as to claim that
“development today is understood to be unachievatiteout the engagement of the

private sector® Furthermore, because they require a special daplpyment is more
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complex than SMS server programs, which doesnitire@ny special additions to the
standard phone.
Designing for the Future

While applications utilizing an SMS server or agetive SIM card are the most
feasible for current deployment, several futureklog research projects have started
investigating mediums which would utilize highecttemobile phones. These theoretical
designs may become more useful as technology inegrand as prices for features from
current high-end phones begin to drop. Many prejbetve been developed for “smart
phones”, internet-capable phones capable of rumminigiple applications® Seeking the
most useful features for the phones of tomorroseaechers have identified built in
cameras® GPS servicé! and cell-based Internet acce€sss existing features in higher-
end phones, which hold strong potential for the-tmst phones of tomorrow. Another
prospect that has excited many is “fixed mobilevagence”, the integration of multiple
communications such as internet, email, and phenéce, all within one mobile devicg.
In some places this convergence is approaching rapidly - in Latvia, 67% of
households receive their internet access througbkile phoné’ Fixed-mobile
convergence holds special promise for developinmtees, where landline Internet access
requires an almost unachievable level of infrastmegcand satellite access is far too
expensive for sustainable use. Still, all of thesmmises are looking far into the future.
The most feasible projects today will involve thmglest technologies on the simplest
phones, and it is necessary to creatively envisiorent applications to function within

that restricted context.

Successful Projects Today
Types of Programs

Many applications indeed have risen to successdmstively working within the
context of simple mobile phone design. All of thastempt to springboard off of existing
mobile phone successes to hit large numbers gidbeand provide them economic
benefit. Most provide functionality that those ieaithy countries traditionally envision on

a PC. Some simply work to expand information accass others act as tools for
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personalized data use and interactivity. Mobilekiamndefies standard conceptions of PC
type designs by providing banking features thadlrikaditional banking institutions.
Information Access

Accessing targeted information has proven pasdityisimple to implement using
an SMS server. As a result, many programs haverattsexpand user access to
information that is known to be extremely pertinentisers.

Information access is not simply an educationalfieaof technological access — it
has crucial role in individual decision making atdect impact on economic success. The
canonical study on this effect with regard to melphones came with a study of South
Indian fishermen. Jenson showed that as mobileg@hooess came to fishermen, they
gradually moved away from selling their fish ontytheir local markef® In addition, they
began to sell almost all of their catch, rathenthasting much of it as they had beféte.
Furthermore, market prices in the region shifteitkiy with the introduction of mobile
phones, from rapid, unpredictable fluctuations toae steady and consistent price fifie.
As a result, both phone users and non-users beddfadm increased profits — with phone
users increasing their profits almost twice as maghon-user® These results
demonstrate that as individuals have to accesslerwange of market prices, they make
better informed choices about when and where tdtssl goods. As a result the market

stabilizes an and all those involved involved b#nsfmendously.

Expanding Available Information

Extended up-to-date information access is convémdeprovide to individuals
through mobile phones, and it has a direct impadhe lives of those effected. In pursuit
of this convenient usage, several programs have eesigned attempting to provide more
extensive knowledge of pertinent data, especiallgssand pricing data, to the poor
involved in business activity. These programs Hasen driven both by commercial
groups as well as non-profit organizations, andtiméscus on agricultural information
and trade data. Examples include:

e A program in Maharashta, India providing both weatbrediction as well as
market price data is under development by Reutiees Jnited Kingdom based
news service. This should allow them to decide wioesow and harvest their crops,
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as well as where to sell them most efficierily.

e A program in Senegal utilizes both a SMS-serverandll-phone optimized web
site for mobile phones with internet access to g®wdata on product prices at
several local markets. The program, called Xammasdgeing run commercially
by a company named Manobi and has over 3,400 assrag producers,
middlemen, traders, and hotel keepers involvetiéracal trade network.

e In Burkina Faso and Mali, a UNCTAD-supported pragrealled “Trade at Hand”
sends information on product prices in internationarkets to agricultural
exporters via SMS, allowing them to negotiate ateals for their produce.
Current plans are moving towards making the progsalfasustainablé*

All three of these programs target the entreprealepoor: they are developed in
both for-profit and non-profit contexts. They atiat to extend the protection provided
from market inconsistency through information andtcol as seen among the Indian
fishermen. Expanding the information distributedtdh agricultural and weather
information should give farmers better control otrezir planting cycles, protect them
from weather anomalies, and enable farmers to rirekenost informed choices about how
to manage their crops.

Interactivity and Assuming the Role of the PC

There are also many interactive programs whichlirevzasers submitting and
receiving data relevant to them (and often, thesiesses), and challenge many of the
traditional ideas about what is necessary for aessful computer program. These
programs mostly target the storage and sharingrdwdtural data. Programs of this type
can be implemented either using an SMS serverfater a proactive SIM interface.
Because these programs store simple data throngilesinterfaces but are still useful,
they directly challenge theories that a PC is neagsfor the basic functionality taken for
granted by those in wealthy countries.

The success of a mobile phone application in daptig PC behavior is well
visible through the “Warana Unwired” program. Resbars in this program visited a
several year old PC Kiosk that had been placed iaggicultural collective to provide
information services to small-scale farm&siowever, they were surprised to find the PC

in disrepair, and that out of 9 intended usestierRC, only one program was actually
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being used® The researchers, after realizing that the stoaageretrieval of personalized
sugarcane data was the only feature that farmenes werested in, quickly realized that
such a simple task could be accomplished with nsucipler technology. The result was
an SMS-server based program which successfullpaeceplall of the PC functionality and
was even more popular with farmers than the previysten?* As a result of this
popularity, although the initial pilot had only inded 7 phones, by the time the
researchers ended their study, the program hadpentedly expanded to 61 phones, as
friends of the kiosk owners had their phones addetie databas€.Following the studly,
the cooperative kept the mobile phone service, higted their needs and was much
cheaper than the PC servite.

Many other programs target personalized agricalltmformation using mobile
phones, even allowing farmers to interactively shdata. In Uganda, the Collecting and
Exchanging Local Agricultural Content (CELAC) alleviarmers to share agricultural data,
with several farmers submitting and receiving ralévdata to one central database via
SMS?” Another program in South Africa combines an infatinn-access based approach
to receive market data, with an interactive progedlowing farmers to initiate trades away
from a centralized market, all through a proactBi®t interface provided by the cell
provider, Vodaconi®

Through all of these programs, users have acagssity to useful information,
but personalized, customizable information tailak@éach user. By utilizing the mobile
phone as a two-way resource, for both informateweption and submission to a central
server, the program extends beyond passive recegtiodo mirrors adaptability previously

imaginable only with an individual PC, albeit omach simpler scale.

Mobile Banking

A few programs have started to provide bankingisesvthrough mobile phone
applications, including Vodafone's high-profile Kan investment in “M-PESA”, and
South Africa’'s growing startup called “WIZZIT”. Boprograms have distinct methods of
bringing banking to the poor, but each illustrajage effectively the potential of
innovative business building off of technology &amrcial benefit. Not only do m-banking
programs fulfill a well-known need, they break theld of many existing applications,
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which seek only to mimic functionality availablewealthy countries. Mobile banking, as
implemented, is better suited to the lifestylehs poor than the wealthy. Furthermore,
mobile banking programs break the mold of mimickit@ behaviors and instead look to
brick-and-mortar banking procedures as their méatediccess. Finally, in an excellent
extension for research, mobile banking programsvatestudied by those driven by
investment, and so the service providers are alppedvide excellent data after only a few
years of development. As a result of this planmegstment and imaginative design, both
programs have seen significant success.
Filling a Need

M-banking addresses a well-understood need ofelieldping world's poor: the
lack of access to banking resources. With the sscobmicro-finance, providing financial
services in general has a spotlight as one of & mecessary changes to developing
world infrastructure for individuals to improve theconomic status. In particular,
financial services are known to be “fundamentaraepreneurship®® which sparks
economic activity, job creation, and traidsurthermore, these new m-banking financial
services have begun to provide assistance noinjgstving money, but in transferring it as
well — an issue that individuals in developed caestare often blind to because money
transfer is so convenient in a stable, fluid madainomy. In essence, although those in
poor countries may have money to spend and tragrieieability to actually spend or
transfer it is the major “stumbling block” for atansaction to actually take plaéé”Even
with the financial “stumbling blocks” well understd, it is only recently that the mobile
phone's position to affect this financial gap hasrbrecognized. As it turns out, many of
the unbanked poor still have mobile phone accessSeuth Africa and Botswana, one-
third of those without a bank account own a mopHene or have access to dfe.
Usage Success

Understanding this context, M-PESA in Kenya, anXVT in South Africa are
addressing the financial needs of the cell-phoneilmgvpoor using in manners remarkably
suited for poor countries. M-PESA launched asa imi 2005, and fully launched in
2007 The setup process is a simple registration aSaigricom (the local network
provider) agent's booth — these agents are alneathspread and generally sell airtime

and SIM cards to Safaricom usé&t©nce registered, users can deposit and withdratv ca
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at any agent's booth, with the payments facilitétgtext messages to and from a central
Safaricom server, allowing both user and agentust each other in the financial
transaction. Furthermore, the customer can tramsfiels to any phone number on any
network — the recipient will simply receive a texéssage informing them to visit a
Safaricom agent to pick up their transt&fo provide security, the program comes with
customer support, transaction tracking, and antiegdaundering measuf@WIZZIT, in
South Africa, offers similar phone banking servidas is more integrated in the
traditional banking system than M-PESA. WIZZIT gviés users Maestro-branded debit
cards, and has reciprocal agreements with sevetah@\frican banks allowing it's users
to use their ATMs and bank brancé&urthermore, WIZZIT allows transfer payments
for services and electricity through its bankingteyn as welf?
Economic Connection

These programs have many observable successe®ddethe launch of M-PESA
in March 2007 and December 2007, 1.4 million custamegistered for M-PESA, and
over 7.4 billion Ksh ($92.9 million USD) were trdasged using the servi¢é For WIZZIT,
their services have clearly reached the target etasksurvey of users shows that 43% of
it's users are below the poverty line, and anat2ét are between the poverty line and one
and one half of the poverty lif@ A WIZZIT account is one-third cheaper than an acto
at a normal barik and has allowed users to actually conduct moresaetions per month
by their mobile phone than traditional banking oasé¢rs typically do through all other
channels? Furthermore, the breadth of this extended usenmrkable. Users of M-PESA
have been observed to use M-PESA as an overniffhtteadeposit money at one location
and take it out at another after traveling throagltangerous neighborhood, to make
business payments, to use M-PESA to purchase aifonothers, to purchase pre-paid
mobile phone minutes after dark, and to transfeneydo friends in towr>
A Development Specific Feature: Remittances

Beyond traditional banking functions, developmsipécific benefit has come in
through urban to rural remittances. M-PESA's “Sklwhey Home” program is designed
to facilitate money transfers between migrant woskand their families at home in rural
villages®* In poor countries, it is extremely common for urlveorkers to exist in a “dual

system,” living between urban and rural arranges)artid frequently transferring money
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from their urban jobs to aid family members andreperchase property at horffeThese
remittances are often necessary for the survivalia families>® and under some

estimates, 13-21% of the income of recently migtatdan males is sent back to their
home villages’ Before electronic transfers, users tended to feamsoney through friends

or relatives or with unlicensed bus drivers, beistntransfers were perceived by senders as
risky, and they state that losses were hfghs a result, the majority of respondents in one
survey used M-PESA to “send money home” as thegdaumuch more trustworthy than

old services?

A Model Program

Hence, the m-banking phenomenon has taken oftedlyen developing regions.
It addresses particular needs of the poor, andegibin accessible network of mobile
phone vendors creatively along with the mobile ghidself. Vodafone has attempted to be
a model corporation, investing in developing regicand through partnerships with the
UN and funding from the UK government, it has madmlid step towards corporate
participation in aid work, still driving toward agdit. Finally, because M-PESA and
WIZZIT are well studied both technically and frons@cial benefit standpoint, much
understanding can be derived from the experiendeapplied toward future interventions.
The entire area stands out as quite an exemplaeyafahow technical interventions can

work and be successful.

Concluding Remarks: Challenges and Opportunities

Mobile phone applications are widely improving ttapabilities of the cell-phone
owning poor of the developing world. Because mopienes are already widely adopted
among the poorest of the poor, applications depldgemobile phone use have a ready
audience already in place. Recognizing the econanpact of greater information access
and understanding, many applications are findiragess simply by enhancing these
simple capabilities inherent in mobile phone usethermore, original developments in
mobile banking demonstrate the potential of mopiHenes to expand beyond readily

known avenues for mobile phone design. Using sirtgués and simple interfaces, these
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applications are creating remarkable results thimqurggrams designed in industrial, non-
profit, and academic environments.

Still, the results of future mobile phone devel@ms are not readily known. It is
hard to predict what will appeal to users and htaeemost impact. The growth of mobile
phone usage among the poor was a surprise to raadyt may be that the next successful
technology will be equally surprising. Investmeagployment, and outreach all require
significant effort. However, reflecting the histaapd current growth within mobile phone
application design reveals exciting potential. Tutere of the mobile phone is intricately

tied to the future of communication and informatamtess for those in developing regions.

OPTIONS

With mobile phone application programs in a positdf prominence and high
success, development policy will most certainlyemter cell-phone based initiatives.
How development aid policy addresses these newcapiphs will have significant control
over what direction and form these programs takd,l@w intensely they are pursued.
Such a development policy could adopt one or séwétae following options.

* Target mobile phones only through greater ICT and @velopment projects.

Information and Communication Technologies for Blepment is an expansive
field, and certainly encompasses the entirety dbitegphone activity. Mobile phones are
just one of many technologies targeting developmientay be that another technology
only now in development or early deployment willrtwut to be the next capabilities-
enhancing tool to change the lives of the worldsrpFurthermore, because mobile
phones interact with a series of technologies -mder servers, satellites, wireless
antennas — all of these issues might be bestestudgether. However, it can also be said
that out of all development technologies, mobilenpds stand out markedly in terms of
penetration at the individual user level, economipact, and potential expansion Since
this level success is unmatched so far by othémni@ogies, and potential projects
continue to grow, a policy singling out mobile plesrfrom general ICT development

policy might optimize upon the already well-knowresigths of mobile phone deployment.
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» Partner with network providers to develop and invesin deploying mobile phone
technologies.

Both industrial and non-profit organizations papate in cell-phone based
interventions in the developing world. Industriffbets have been the recipients of
government support in the past. Vodafone's intdiwenn Kenya through the M-PESA
program was driven by a UK government “challengedfu offering government capital
for investment in programs that had the potentiddenefit individuals in developing
countries. Because private mobile networks maktepnajority of mobile phone
infrastructure, it might make sense to supportstwent in their efforts to maximize the
expansion of mobile phone technologies. On therdthed, companies investing in
developing regions stand to make a significantipnofa new market and already have
significant capital for investment, a slightly lessmpelling arrangement than donating the
funds to a non-profit group, which is more dependenfinancial support.

» Support non-profit, non-governmental organizationsto deploy cell-phone based
applications that are beneficial to the poor.

Non-profit groups form a large network of the maa going in to developing
countries, and many have begun to experiment withile phone programs. Groups on
the ground, such as Trade at Hand and CELAC, hapdged cellphone based programs
to improve information access of agricultural knedde and trade pricing, information
critically relevant to the lives of poor farmersdaentrepreneurs. Local knowledge
provided by those on the ground in these groupseandispensable for any aid project.
However, because the major endeavors involving laaiccessful that have been
successful are driven by industrial efforts, it npagve to be a sub-optimal deployment of
funds. In addition, since traditional aid groups aot involved in the distribution of
mobile phones the way corporate projects oftentheg, may be more limited in their

capabilities.
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» Grant academic institutions research funding to disover the most beneficial
features available for mobile phones, evaluate usagatterns and effects of
existing phones, and design systems improving funahality in low-income
regions.

Academic research drives much of the new atteatgtschnical interventions, and
many academic studies involve limited pilot progsaimemselves. Several United States'
universities have advanced research groups taggtis) branch of research, including UC
Berkeley's “Tier” group, and the University of Wasfton's “Change” group. The
technical aspects of these interventions targdt betv uses of currently available mobile
phone features, as well as high-end mobile phdresseem far detached from the real
phones that users actually own in developing caestFurther focus can be turned to
economic and ethnographic studies of the effectaalfile phones both for research in
academia and for government-sponsored aid proj€btse studies are the marker for
what is and isn't working among projects that haeen deployed, and what merits more
extended deployment and investment. On the othet,hmaobile phone studies for
development do not fall easily into the field aidy of any researcher, requiring both
understanding of technical and social researcht,meay be hard to target such studies.
Furthermore, industrial and non-profit groups desig interventions on-the-ground may
have a better grasp on what the next steps sheulor lsesearch and might be the better

avenue to invest in future study.

RECOMMENDATIONS

Target Cell Phones Independently of Information Comrmunication Technology

Initiatives

Cell phones have had a unigue impact upon the dewe world. There are
astounding numbers of users across Africa, andagassoutheast Asia, and the economic
impact on these users has been demonstrativelyibiaher his impact has enabled
decidedly bottom-up developments, as users, thraugbl they themselves have
purchased and own, are constantly able to commienigh contacts regardless of
location, and can make use of a new tool to fatditnany of the choices and actions they

take every day. This impact is not just unique agnt@chnical interventions for
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development; it is a remarkable case by any stanofadevelopmental impact. As a result,
it makes sense to target mobile phones specifieallg platform for future development
projects. Because organizations based in industademia, and the non-profit sector have
all played roles in mobile phone based interversti@h three must be supported to make
the most of the opportunity provided by mobile pésn
Invest in and Partner with Relevant Corporations

Industrial investment plays a massive role in feophone deployment and
progress in all areas of the world. The backbornth@tell networks is provided, for the
most part, by private network providers who managgh mobile service and the
distribution of physical mobile phone devices, megrhat the network providers are
crucial players in how cell phone usage develo@s the next several years. Many
providers have already accepted their role in theetbpmental features of mobile phone
access, as seen in Vodafone's M-PESA. Other orgi#oms involved in the distribution of
applications and information also have roles ty pd&s demonstrated by the involvement
of groups like the Reuters news agency and Mictd®e$earch. Although some may be
skeptical of supporting profit-driven industriaf@ts in the name of aid work, previous
successes from mobile phone distribution, to inftion access, to mobile banking have
all been extensively driven by corporate entiti&s.long as there is accountability for how
American funds are spent and exactly what developaiig beneficial outcomes are
resulting from that investment, which these corpors have thus far been ready to
provide, partnership with industrial, profit-driv@nograms can remain a viable path for
improving lives through mobile phones.
Support Non-Profits and Encourage Corporate Partneships

Non-profit aid groups are the key figures in masy program for development and
should continue to be involved in mobile phone dadteategies. Current programs already
underway and proposed programs with the abilityréate successful opportunities should
receive support for their efforts. However, becdoaserofit groups have been driving
much of the success thus far, non-profit and categpoartnerships should also be

encouraged to optimize on the strengths of bothpgo

321



Fund Research to Develop an Understanding of Futur®ptions

Research and academia driven programs must atéimge to be supported, both
towards building the phones of the future by depelg new technologies and towards
deriving new understanding of what success lodesthrough social studies of mobile
phone users. Because experimentation is the onhtovdiscover new ideas and what
works, it is crucial to maintain a steady streanteghnical innovation. Only by evaluating
experiments to see what does and does not workrcanperimental idea develop into a
successful technical intervention, so studies rfugsts on the usage and impact of
technologies being deployed to the developing wattdviding a free field of study
without overriding interests is exactly the enviment provided by a government-funded
academic institution, and can be a very successiwitonment for the creation of new
ideas. Particularly if there are cooperative vezgwrith industry involved, it will be
necessary to provide for an unbiased eye to evaluatent successes and what

technologies to provide funding for in the future.
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Chapter 14
MAKING INFORMATION and COMMUNICATION TECHNOLOGY

WORK FOR THE POOR

Madeleine McKenna

ISSUES

User-centered design, which empowers the voicéiseopoor in computer software
development, is a critical component for makingtniation and Communications
Technology (ICT) relevant and useful to world’s pesi. By prioritizing input and
feedback from stakeholders, and by asking how &nalusers of ICTs can be more
involved in the process of creating software, thessr-centered processes call attention to
design factors that keep computer technologie®brdach for the world’s poor. In order
for poor communities to fully leverage the beneditdCT, we must make ICT appropriate
for the poor.

We need to look at ways in which feedback and @adtion from the poor can be
incorporated in the ICT design process, or elsaragstments in ICT for development
will yield disappointing results. Computing techogies and Internet access hold
incredible potential for stimulating economic grovih poor countries — by reducing
transaction costs, accelerating economy-wide prodty; creating employment, and
creating new spaces for doing business — but titesnpial has not yet been realized. As of
now, an expansive digital divide excludes the gl@wauth from the ICT revolution that

has driven rapid economic growth in the global Nort

328



BACKGROUND

Introduction

In recent decades, innovations in Information andh@unication Technology
(ICT) have driven rapid economic growth throughthgt world. ICT has revolutionized
the way the world exchanges goods and informatioparticular, computer technologies
and the Internet have facilitated instant access$b stores of knowledge and information,
multiplied the number of markets for goods and sj@&celerated productivity in every
sector of the economy, and reduced economic tréoeamsts. Most importantly,
innovations in ICT, by increasing public accessformation and markets, have been a
crucial factor in expanding political and econorineedoms.

However, the benefits of ICT developments have lhekninevenly across
different regions of the globe, as rich countriaséhenjoyed the lion’s share of ICT
production and consumption. Meanwhile, less dewatlaggions of the globe have, to
varying extents, been excluded from the internatiamformation economy, and a
widening digital divide separates the global Ndrtdm the global South. This chapter will
look at how interface design factors can block asde information and knowledge
sharing platforms, and will explore how we mighgiveto bridge the digital divide by
designing computer technologies that are more aelieand accessible to the 4 billion
people in the world living at the bottom of the romic pyramid:

All of the challenges involved with making ICT vkdior development are indeed
too vast and complex for the scope of this chafteus, this chapter will address only one
small part of the ICT for development field, leayithe remaining gaps to be filled by
other researchers and policymakers. For exampileitg up infrastructure for ICTs, such
as increasing bandwidth and wireless capabilitiéébe an absolutely necessary piece in
making ICTs work for the poor. The challenges apparstunities associated with making
ICT infrastructure work for development will not Hescussed in this chapter due to length
considerations. This chapter will not examine ipttieall of those issues relating ICT to
development, but instead will choose to focus om i@ should approach interface design

to make computers more accessible to the worldbsgsd.
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The Promise of ICT for Development

In today’s world, the capacity to generate, dissexta@, and interpret information is
a crucial factor behind long-term economic grovaing the advantages of ICT for
development have been well documented. In develepedomies, innovations in
information technologies have driven much of theneenic growth of the past several
decades, primarily through increasing productivigtwork technologies, such as PCs, the
Internet, and mobile phones, are especially powadgants of economic growth because
they act as platforms for connecting people witst s@urces of information. Precisely
because network technologies serve as a meansstenginate and access large amounts of
information at an incredibly fast pace, these |@&sge “spillover” or externality effects,
meaning they have the power to increase produgtivievery sector of the economy.

Furthermore, network technologies offer powerfubayunities for expanding
economic and political freedoms, in that they czasw spaces for commercial activity
and political discourse and organizing which liesthpoutside of governments’ control.
Unfortunately, the ICTs that have expanded indigidibberties and propelled rich
economies through the new Information Age remaigdly out of reach for the world’s
poorest, especially when it comes to computer teldgies and Internet access. Narrowing
the disparity between the rich and poor’s relatigeess to information, then, amounts to
one of the greatest challenges for economic devetop today.

Mobile Phones: A Success Story

Fortunately, though the connectivity gap dividireydloped and developing
countries is certainly immense, there have beeresaarocess stories in making ICT work
for the poor. Most notably, mobile phone use inedeping countries has increased
exponentially in recent years, in spite of manyedlepment specialists’ expectations. In
fact, the number of mobile phone subscriptionsaargountries has tripled over the past
five years, and these subscribers now account8r &f all subscriptions worldwideln a
regional comparison, Africa has experienced thédsgrates of growth in mobile phone
penetration since 2002 (see Appendisthis trend has stupefied development experts and
private cell phone corporations alike, many of vahsamply assumed that bottom of the

pyramid (BOP) consumers living on $2 per day os lesither had any use for nor could
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afford mobile phone technolodyThe diffusion of mobile phones throughout the
developing world has also already had positivect$fen productivity, as new cell phone
applications have created more efficient ways farisg information and doing business.

The success of mobile phones in poor regions igasted with the failure of more
advanced network technologies, specifically PCslatainet, to take hold in the same way.
While mobile phone connectivity continues to clieen in the world’s poorest and most
remote areas, the digital divide between rich amal pemains as wide as ever when one
considers relative levels of Internet penetratlarR007, only 5% of the inhabitants of
low-income countries were Internet users, compaidu 66% in the OECD countries (see
AppendixJ. This obvious disparity should be of great conderdevelopment specialists
and policymakers trying to make ICT work for theopdf poor communities are to fully
leverage the benefits of integrating into the infation economy, access to broadband
Internet connection must follow access to mobilegieony; one could hardly imagine
developed economies operating as efficiently ag terently do without access to the
Internet. While the success of mobile phones iaid, 4CT clearly has yet to fulfill its
promise to be a catalyst for economic growth inrpmmuntries.

With these trends in mind, the problem now becorHesv might we replicate the
mobile phone success story and extend ICT peratratideveloping markets to also
include personal computers (PCs) and Internet? awents, non-profits, and
corporations alike have attempted to close thdalidivide by simple capital transfer, or
in other words, by gifting their network technolegito poor countries. However, simple
technology transfer does not guarantee that netweatnologies, once they are in the
hands of the poor, can actually be of use to tlee ps information-sharing platforms.

Recent research highlights the need to not onigteraccess to ICT, but to also
ensure that ICT is designed in such a way thaptioe can actually use it and derive some
value out of it. In that sense, getting computerthé poor is not an end in itself but rather
a means to an end: computers are a means formgeattess to information and increasing
political and economic freedoms.. Thus, making I@levant and accessible to the poor is
less about creating to access to physical techg@od more about expanding political

and economic freedoms through facilitating accessformation. This chapter will work
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under the assumption that ICTs are important feeligpment in that they serve as
platforms for information sharing and knowledgesfon.

Recent research indicates that in order for poormaanities to fully leverage the
benefits of ICT, software development must emploger-centered design approach.
User-centered design prioritizes the needs, interaad capabilities of the poor in ICT
development. This approach to ICT development ggitles the study of human-computer
interaction (HCI) with participatory research medbtogies, and concerns itself with how
users and stakeholders can be more involved ipriheess of creating software. Recent
studies show that computer technologies are esdlgnirelevant and inaccessible to poor
users if the unique requirements of the poor amergd in the software design process.
Thus, user-centered design may provide one solfoimcreasing PC and Internet
penetration in developing countries and for repiicathe mobile phones success story.
The ideas behind user-centered design and thenfjedif recent user-centric studies are

discussed at length in the following section.

Experimental Design to Increase Usability

Network technologies cannot serve as platformsfflmrmation sharing and
knowledge creation if the information stored witkimmputers is neither easily understood
nor easily accessed by the users. Such is oftecatewhen the end users of computer
technologies are those living below the povertg.liMlost computer systems, for example,
are designed under the assumption that userdenad and have some previous
experience with computer interfaces, and that cderpuare supported by reliable
infrastructure. These design features clearly daeftect the realities of those who live
out their daily existence in the world’s most impaghed regions, and such oversights
have rendered many high-minded ICT for developnretiatives ineffective and wasteful
in practice. Computer technologies designed fosaorers in rich countries, who are most
likely literate, have some level of familiarity Wwitcomputer interfaces, and can take
reliable ICT infrastructure for granted, are in maases entirely useless to those at the
bottom of the economic pyramid.

To solve the problem of the inaccessibility of cartgp interfaces, ICT researchers
throughout the world have conducted small-scaleexgents to investigate what
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computer applications are most useful and relefaarthe poor. These investigations have
yielded important information about what works avitht does not work with regards to
interface design in the context of impoverishedimments. Recent scholarship on
human-computer interaction has produced importaieiscas to what computer features
and functions should be considered when desigmitggfaces that are relevant and
accessible to the poor. Researchers have studieexdmple, what interfaces are most
effective for illiterate and semi-literate userdawdifferent computer programs are
valuable for users of different ages and professiett. One such study, the Text-Free
User Interfaces project (see box, Case Study gtjised on developing a text-free user
interface that women living in the slums of Bangaloould use without any outside

intervention.

Case Study #1: Text-Free User Interfaces for llliteate and Semi-Literate Users
In 2003, three researchers from Microsoft Resebrdia used an ethnographic
design process to create a text-free user intefacg@omen domestic laborers living in tie
Bangalore slums. The goal of the project was tatera computer interface that the
women could use self-sufficiently, without any h&lpm outsiders. With this goal in
mind, the researchers created a job-search totthéodomestic laborers as well as an
application that they could use for navigatingts.cifhe applications used graphics and
voice feedback to communicate information that wWaudrmally by conveyed via text.
The researchers employed an ethnographic approabkir work, meaning that they
worked closely with the target community to undamsk the real needs and capacities o
poor women and their responses to the interfadesrdsults of the experiment showed
that text-free user interfaces, combined with sabstracted graphics, voice feedback, gnd
a consistent help feature, allowed even illiteraitst-time computer users to access an(]
navigate complex computer functions.
(Source: Medhi, et. al., 2007)

These studies reveal that the needs and capabditithe poor with regards to
human-computer interaction are much more complar tine might first assume. With the

Text-Free User Interface project, for example,rdeearchers encountered many
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unexpected findings in their work. They hypotheditdeat illiterate and semi-literate
women living in the slums of Bangalore would finteat-free user interface much more
effective and navigable compared to a text-bastifate. Indeed, the results of the
experiment overwhelming supported this hypothdsis as it turned out, illiteracy or semi-
literacy were not the only barriers to making ifaees usable for the poor. Other problems
included lack of knowledge about the capabilititsamputers, not knowing how to
access data that is stored in the computer, eseélither knowledge gaps also need to be
considered when designing ICT for the poor.
Full-Context Applications for Increasing Usability

Pioneering research on human-computer interaatidhng developing world
highlights that illiteracy is only one of the mabgrriers that prevent poor consumers from
fully leveraging the capacities of computing tedlogges. Research subjects also
expressed a lack of understanding of what typdsraftions computers offered, fear and
mistrust of the technology, and confusion about hdarmation was encoded within the
hardware of the computing machirféseedback from focus groups highlighted that, in
addition to features such as text-free interfasesji-abstracted graphics, and voice
annotation, computer software needed to offer m&dron about what the PCs could
deliver and how relevant information was embedaéal the physical hardware. Taking
cues from this feedback, the researchers from éx¢-Free User Interfaces project
continued to improve upon their original designdalgling a “full-context video”
application — a video tutorial that explained tleious functions of the computer and how
to use them. The application was “full-context’tlivat it not only offered instructions on
how to use the interface, but also included draraiins explaining for what purposes
different applications might be useful and how da#s originally built into the
computer’s hardware. In the Text-Free User Interfaimject, the addition of the full-
context video feature increased research subjeatgessful completion rate of given tasks
to 100%, reduced the number of prompts necessagttieve completion, and nearly
halved completion timé.

Other experiments in user-centered design offéehéurevidence to support the
need for similar full-context features. The teclams that developed affordable laptops for

the poor with the One Laptop Per Child project,shhwill be discussed at greater length
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in the following section, designed the laptopsunlsa way that users can view the codes
underlying almost any one of the computer’s programweb pages at the touch of a
buttorf. The laptop put forth by One Laptop Per Child alBows users to experiment with
and rewrite the computers’ programming codes iy @ choose, and gives them the
option to revert back to the original code at thach of the button. This feature of the
laptops gives users a visual understanding of imdarmation is stored within the
computer machines, and it also enables usersdmacttwith and improve upon the
laptops’ software if they so choose.

The necessity of full-context applications in corguisoftware programs is a
significant discovery for two reasons. First, idenscores the point that bottom of the
pyramid consumers require different computer flongiand features compared to the
existing market. While software users in developedntries often take for granted that the
information they see on the computer screen isagg@mto the computer hardware,
among consumers in developing countries, thisicglahip might have to be explained to
the end users. Second, full-context applicatiogsnforming users about how computer
technologies work, enable them to becomepttoelucersof ICTs. This represents an
important step in empowering the poor to enjoy cotimg technologies not only as
passive recipients and consumers of informatiohal®o as proactive creators of programs

and content.

Conclusions from Usability Studies

The findings of these usability studies provideadaty of recommendations for
software design, highlighting the need for contgpecific design and further research. Yet,
while the recommendations of these studies may, vattyally all researchers agree on the
necessity of employing participatory research masha ICT design work. Collecting
input and feedback from focus groups of intendediesers, along with building trust in
the communities where ICT research is carried appears to be an absolutely necessary
ingredient for developing user interfaces and caepapplications that the poor can and
want to use.

Most importantly, the participatory research methethployed in these

experimental studies underscore the need for fekdoad input from the poor in every

335



phase of the software design process. The studssited in this section all made
collection of information from the poor a centralpof their work, and those that
employed participatory methods were able to prodecknology that was best suited for
the needs and capabilities of the poor. Thus, tloe p these studies figure not as passive
recipients of Western charity, but rather as expguiding ICT for development initiatives.
This paradigm shift in development assistance ttheapoor are better experts on
development than the highly-education “expertsfidi countries — is one of the
underlying foundations to the entire school of bottup development.

Innovation from the Private Sector

A competitive private sector could be a poweréite for creating innovative,
user-centric design solutions that bridge the digltvide between developed and
developing nations. In developed markets, the I&X® develops so fast as to make
existing technologies out of date or obsolete ¢hrercourse of only a few years. However,
developing economies remain largely unexploredodsmial markets for ICTs, and these
markets have done little to shape the prioritie$ iamestments of ICT firms operating out
of the West. The private sector certainly has #dswuarces and dynamism to create PC and
Internet solutions that are useful and accessibtbe poor, but the private sector must first
recognize the BOP as a viable target market fagstment and innovation.

Although firms have yet to recognize the valuehaf BOP market for computer
technologies, this underinvestment is indicativiengrily of oversights on the part of ICT
corporations and of flaws in the dominant logid¢tt#se organizations, than of any lack of
a viable market at the BOP. In fact, recent scisbigron corporate strategy finds that if
firms take the BOP seriously as a target marketchlodse to innovate upon their current
business models, treating their cost structuregpamduct models as flexible, that firms
stand to gain immensely from tapping into the hB@&® markef One needs to only look
to trends in the cell phone industry to find thate-considered “luxury” ICT products
have infiltrated even the poorest and most remegens of the world.

In the mobile phone market, large multinationalpowations (MNCs) are already
investing in ethnographic research methods to ingtbeir products and gain an edge
over their competitors. Cell phone giant Nokia, dgample, currently employs
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anthropologists to collect field research on hoWmeones are being used on the ground
in Africa.’® These ethnographers are charged with finding at i& using cell phones and
what tasks are accomplished through cell phoneamskthe information they collect is
used to develop unique cell phone design featoresake Nokia phones more attractive to
the African market. Nokia’s user-centric reseanctl development methods parallel those
methods employed by researchers working on acdéessimputer interfaces as discussed
in the previous section, in that they prioritizedback from end-users to guide ICT design.

This trend among private cell phone companiess edtention to the fact that the
private sector can engage in the same participatiser-centric research and development
(R&D) methods that academic research institutiangehbeen using on a smaller,
experimental scale, provided that the private sdetls like it has an incentive to make
such an investment. Indeed, while major internaliomobile phone service providers vie
for market share among consumers in even the vgoplddrest countries, Internet service
providers and hardware/software giants have y&tgonto the market of 4 billion at the
BOP.

Inspiring Private Competition to Create ICT Solutions for the Poor

Private sector investment in the BOP as a marke®@s is nowhere near the level
of investment in mobile telephony, and has beeateid only by a few pioneering
organizations. These few organizations have bégudevelop PCs intended for sale at the
BOP, though investment in developing the BOP masahomalous in the PC sector as a
whole. The most famous of such projects is perlaaps Laptop Per Child (OLPC), a non-
profit founded by former MIT Media Lab director Nialas Negroponte, who in 2005
announced his plan to build a $100 laptop that @aligtributed to every poor child on
earth (see box, Case Study #2). The ambitious@aaduipping every child with an
affordable, high-tech learning tool both shocked empressed those in the ICT for
development field and attracted investment fromesamajor ICT players, including Intel
in 2007 and Microsoft in 2008.

Though initially met with praise for its visionamyission, OLPC has encountered
some major setbacks since its inception in 2008.drice of the XO laptop has climbed to
$200, Intel backed out of its partnership with OLiR@arly 2008 to develop its own
competing low-cost laptop, and orders for the Xaidas from poor governments have
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fallen short of targets. For example, though Negre intended for poor governments
and ministries of education to purchase the XCOolagin bulk by the millions, orders for

the machines have amounted to only tens of thossaianits’?

Case Study #2: One Laptop Per Child

At the 2005 World Economic Forum in Davos, MIT Needlab director Nicholas
Negroponte unveiled his ambitious plan to equipgeeild in every developing country
with a personal laptop computer. These specialbrenhed laptops (called XO computers
would cost only $100 and would be distributed tocgdchildren worldwide through poor
governments and ministries of education. Now irfiital design stages, the XO laptops
offer a variety of features and functions thatgpecifically intended for users in
technology-hostile environments: the laptops rexjuery little recharging, the user
interface is generally straightforward and easdyigable, and the laptops interact on a
mesh network, meaning that if one laptop receimésrihet connection, other laptops carf
get online too.

(Source: Pogue, 2007)

Some have explained these slow sales by makingriti@sm that the laptops are
not only a waste poor governments’ resources, vdtilers postulate that poor
governments’ wariness to place large orders fofadptps owes more to government
officials’ unfamiliarity with open-source softwarngther than because of any lack of
usability in the laptops’ design. Another explaoatdeserving consideration is that poor
governments, particularly highly centralized, auitasian governments, have been less
than eager to buy the OLPC computers because shybditing the laptops to their
country’s schoolchildren, they are decentralizingtcol over access to knowledge and
thereby devolving some of their power as gatekeefeeinformation. Given that PCs act
as a powerful platform for receiving and diffusikigowledge and also for creating private

spaces for political and economic activity, it isniih examining if OLPC’s unpopularity
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with some governments can be explained througlethesernments’ unwillingness to
relinquish their monopolies over information.

Despite the controversies surrounding OLPC, thet mgsortant lesson from the
OLPC example is that the private sector will ris¢hte challenge of creating an affordable
laptop for consumers in developing countries. Aligéawving its partnership with OLPC in
early 2008, Intel is now designing a $300 laptbp, €lassmate, as a competitive
alternative to One Laptop Per Child’s XO compuldris type of private sector
competition could provide the most powerful incees for developing a high-quality,
low-cost laptop for emerging markets. Competitian push private actors to develop
higher-quality laptops with greater usability, vehdlso driving down prices and increasing
the number of available alternatives for consumers.

As seen in the One Laptop Per Child example, a iol@la can inspire other firms to
develop more competitive products. What firms liki2l needed was someone to make the
first move. Computer and Internet firms stand &prhuge benefits by reaching into this
market, provided that they see the bottom of thrampyd as a viable market in the first

place.

Concluding Remarks: Challenges and Opportunities

In conclusion, making computers that are relevadtappropriate for the poor is a
completely achievable goal. First, as demonstraiélde Background section on usability
studies, the poor are perfectly capable of appatipg and navigating advanced computing
technologies, provided that the poor can accesslande utility from these technologies
in the first place. Second, these technologiesvéten reach for the world’s researchers
and software developers. Just as the world’s pobiisns now form the majority of the
global cell phone market, so can they provide aleimnarket for more advanced ICTs like
PCs and Internet. Making ICTs that are appropf@téhe poor is at this point in time an
entirely feasible goal, and it is imperative to Ur@erests that we take decisive action now
to increase the accessibility of computing techgige for the poor and help to bridge the
digital divide.

First of all, in these trying economic times, itisicial that the U.S. aid dollars are
spent in the most efficient way possible, and ifmportant that we seek poverty solutions
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that produce positive ripple effects through dep#lg economies. Indeed, every dollar
spent on making ICTs more accessible for the pasrduch a multiplier effect, since
greater access to information improves productivityirtually every aspect of economic
and social life. Furthermore, user-centered desigrarticular represents a worthwhile
investment for strained aid budgets, since a usetric approach helps to ensure that
computer technologies intended for the poor witlally be of value to them.

Making computer technologies work for the poor ao help to address the
crucial U.S. interest of promoting peace, democrang stability throughout the less
developed regions of the world. Access to infororais a building block for democratic
and open societies. In parts of the world wherbdaitarian governments rule over
impoverished and disenfranchised masses, accessside information can serve to
delegitimize and undermine the authority of non-deratic regimes. The Internet
provides a space for economic and political agtithiat falls outside the reach of even the
most controlling governments, and thus promotel bobnomic growth and the
strengthening of civil society. Therefore, the Lh&s a stake in promoting accessible,
usable computer technologies that will facilitateormation sharing in developing
countries.

Closing the digital divide between rich and pooumties, now more than ever,
serves crucial U.S. interests. First, any investsi@anmaking ICTs work for the poor will
be repaid many times over, because these techeslegark positive ripple effects
throughout the entire economic system. Thus, imrest in ICT represents an efficient use
of U.S. aid dollars in a time when budgets are @gfig strained. Second, the U.S. has an
interest in promoting information-sharing technoésgthat have the power to promote
democracy and liberty in unstable parts of the dd@if course, we can better ensure that
our expenditures in ICT achieve the above-statedisguy directing our efforts into

technologies that are truly user-centered in itsgie

OPTIONS

Governments can play an instrumental role in makdigwork for the poor.
Although some have argued that large-scale, taaditiinfrastructure projects are a better
investment than high-tech solutions for developmieégrating the poor into the global
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information economy is hardly just a “tech dreaRdther, network technologies can
stimulate economy-wide productivity growth, redi@nsaction costs, and create new
spaces for commercial exchange — provided thaettezhinologies are designed in such a
way that the poor can actually use them. To addhesshallenges associated with making
computer technologies relevant for poor users, avepuirsue a variety of different policy

options. Those options are described in brief below

* Investin interface research.

Current research on user-centered design haseniyn to flesh out the numerous
ways in which computer interfaces can better stéregoor. Thus, we could support
interface research by providing full or partial flimg to one or more of the various actors
engaged in such research, including academicutistits, private non-profit organization,
and/or private for-profit organizations. Whicheweganizations we might decide to
support, it is crucial that we employ some standarelvaluate the extent to which their
research efforts actually empower the voices optha (e.g. what participatory methods

and feedback and accountability mechanisms ariagep

* Encourage private innovation and competition to sputhe development of ICT

solutions for developing markets.

While the BOP can certainly act as a viable amditable market for computer
technologies, as it already is as a market for tagifiones, the private sector has yet to
invest much research or marketing in the world’srporegions. As demonstrated by the
One Laptop Per Child example, this underinvestrretite BOP can largely be attributed
to a lack of leadership; firms will be more willing invest in the BOP if they other firms
enjoying success in these markets. The U.S. govarhoould provide this leadership, and
inspire an attitude of innovation and competitioward BOP markets, by offering a prize
to the first firm to develop a $100 laptop and @a$ usefulness for schoolchildren in
poor countries. Encouraging the private developrménser-friendly computing
technologies for the poor could also come in thienfof offering incentives and/or direct

support through tax rebates and subsidies. If ti&e gbvernment does decide to take on a
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leadership role for the private sector, howeveryweeld need to find a way to guide the
efforts of private organizations so that the ICTusons they develop are actually

beneficial and functional for the end-users.

* Invest in human capital.

While user-centered design focuses on how ICTdeamade more appropriate for the
poor, the other side of the equation is to incréhsgyoor’s capacity to use existing ICTs.
This investment in human capital could include fagdor general education programs as
well as training programs to increase technicatdity. This course of action would require
a longer period of time to produce observable tssahd also does not address the

problem of getting computing technologies to therpo

RECOMMENDATIONS

Given that poverty is one of the most seriousatséo national and regional

stability, and given the undeniable connection leetwaccess to information and poverty
alleviation, it is imperative that we close theitfigdivide between the rich and the poor as
quickly as possible. In order to achieve the quedults that we need, it logically follows
that we should focus our efforts on making computecthnologies relevant and accessible
to BOP consumers now, rather than on training tiee po use ICTs designed for
consumers in developed markets. This chapter asthmmend, then, that U.S.
development assistance pursue the first two optiessribed in the Options section, rather
than the third option of making a long-term investrnin human capital. The two options
this chapter supports are described in more datéile following section.

This chapter’s first recommendation is to increaseinvestment in interface
research, particularly in research conducted bgeméc institutions. The connection
between user-centered design and increasing IGfEstweness for development is
undeniable. Clearly, the poor cannot fully leverttgebenefits of computer technologies
and the Internet if these tools are not adaptedemeeds and capabilities of the poor
themselves. As existing research on human-comperaction has already shown,
consumers at the BOP derive great value from coenpethnologies if user interfaces are

outfitted with unique features that do not currgmtkist for consumers in developed

342



markets, including but not limited to voice feedkaext-free interfaces, and/or full-
context applications. Furthermore, academic rebdaais so far provided some of the most
detailed, reliable, and objective information aable on user-centered design for the poor,
and we need to build on existing scholarship byaasing our funding for this field. On

top of investing in research on human-computeraati#on, we need to help facilitate
information sharing between researchers and theldgers of these new computer
technologies. To accomplish this, we could alsaaspoa forum in which the
organizations we fund for interface research camestheir findings with each other and
with representatives from the private, for-proéttor.

This chapter’s second recommendation is to harnhesenergy of the private sector
toward finding user-centered solutions to make V@rk better for the poor and for
development. Ultimately, making useful, affordal@ded scalable ICT solutions for
development will come from the private sector, as already been the case with mobile
phones. This chapter argues that the U.S. governooeild and should provide leadership
in helping the private sector recognize the BOR agnificant market opportunity. This
goal could be achieved most effectively by offerangrize to the first organization to
develop a computer that is both affordable andul$eBOP consumers. If we follow this
course of action, we would only need to developstesn for evaluating the products
developed by the private sector (i.e. we would reemde kind of standard to determine
which technologies would be most beneficial for poer). Although only one firm would
win the prize, ultimately we could expect to seie tiontest inspire a host of new, user-
centered product alternatives for the world’s pmmothoose from. Therefore, this incentive
system would benefit both firms in the ICT sectyr steering them toward a profitable
market, as well as the poor, by offering them bbettel more choices for ICTs.

If the above policy recommendations are followed,can expect to increase
computers’ relevance and usefulness for the polichwvill be a major step in helping to
bridge the digital divide. By finding methods torhess local knowledge and empower the
voices of the poor, we can begin to find solutioranaking computer technologies

accessible to those who stand to benefit the most the Information Age.
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APPENDIX

Table 1: Mobile Phone Subscribers by Level of Devepment and Regior®

World 1166 620 215 21.0 | 1412020934 245 | 1757737968 23.0 | 2161999103 23.0 2658 551 657
Developed economies 606 945 165 9.5 | 664725049 13 | 740018120 8.9 805 873 152 9.5 882 647 414
Asia 87 452 320 6.5 93 154 960 59 98 661 436 39 102 545 000 74 110 101 800
Europe 349 980 073 9.3 382606 705 106 423027 952 9.5 463 043 252 71 495694 514
North America 154 488 772 1.3 172017 384 156 198 852732 9.8 218 334 900 16.1 253 561 100
Oceania 15024 000 12.8 16 946 000 149 19476 000 127 21950000 6.1 23290 000
Developing economies 520 151 801 30.6 679319 888 316 893 760 760 31.0 | 1170638 544 321 1546 324 643
Africa 36918 573 394 51456 107 508 77608792 69.9 131863 273 43.7 189 497 105
Asia 382 884 203 31.2 | 502288259 277 | 641318745 246 798 880 468 320 1054 509 700
Latin America and the Caribbean 100079 725 25.1 125232228 392 | 17434769 37.2 239249 946 26.1 301640 938
Oceania 269 300 275 343294 414 485529 32.8 644 857 50 676 900
Transition economies 39 523 249 72.0 67 975 997 824 123 959 088 49.6 185 487 407 23.8 229 579 600
Source: UNCTAD calculations based on the ITU World Telecommunication/ICT Indicators database, 2007.
Table 2: Internet Use by Level of Development and &jion*
World 616 514 417 16.0 | 717707944 20.7 | 866364 366 16.2 | 1006429 544 124 | 1131078697
Developed economies 397605 044 13| 4264356% 156 | 492755839 15| 519869769 68 | 566077247
Asia 60 345200 42| 62904500 87| 8097660 T4| 86975900 28| 89439100
Europe 149699 844 134 | 1699% 7% 120 1904125 11| 20508929 07| 210547
North America 174952000 30 | 160126400 144 206008000 12| 20860600 46 | 231060600
g™ I AEAM ol AR b5 SRF0AM W] GO al] ' WSRO
Developing economies 207465802 B8 | 267302205 B B0 86| 435023 19| 51035250
Afica 10290 1%6 B3| 49850 B85 22641 88| 33032605 4| B350
fsa 163 536 669 29| 1948182 B | 2086948 W0 | 311164%87 6.1 | 3613916800
Latin America and the Carbbean 43414m 12| 85738 12| K765 06| 8902 189 | 105864150
Ocgania 25600 67 26320 165 W00 fir{ 33970 24 B0
Transition economies 13443481 13| 29008 2| e 19| 42%95% 55| 53966200

Source: UNCTAD calculations based on the TU World Telecommunication/CT Indicators defabase, 2007
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Charts 1 and 2: Mobile Phone Penetratiof?
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Charts 3 and 4: Broadband Penetration®
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Source: UNCTAD calculations based on the ITU World Telecommunica-
tion/ICT Indicators database, 2007.
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CONCLUSION AND RECOMMENDATIONS

Stephanie Arbogast and Alison O’Leary (Editors)

This report has introduced and tangibly demoretirtte concept of bottom-up
development. Our goal has been to show how a batipepproach can provide more and
better opportunities for recipients of aid, whitesaring that US tax payer’s dollars are
maximized.

Bottom-up development is a pragmatic solutionglivering foreign assistance, it
makes better use of tax payer’s dollars throughrotssuch as transparent decision
making, which holds service providers and goverrtsiancountable for policies,
programs and budgets. Bottom-up development alterd®good governance by including
the recipients of aid in evaluation of their pragg¢hus serving to expose poorly designed
projects, or corrupt managers. Additionally, bottap development seeks to create
projects which are regionally and culturally apprage by directly funding programs at the
local level. This approach serves to invest inllcoanmunities by sourcing goods locally,
and drawing upon local experts and personal tagdesnd implement programs. And
finally, bottom-up development seeks to empowenréegients of aid by promoting

policies and processes that foster self-reliarglérespect and mutual responsibility.

Recommendations
Accountability and Governance

Given the centrality of accountability in the distution of US development
assistance, our primary recommendation is a stieanglof USAID and State Department
responsibilities. This will likely involve reformg the Foreign Assistance Act, which
many in the policy community anticipate. Our prignaoncern is that the reforms include
provisions that subject US development projectadoe intense scrutiny and evaluation so
that the resources can be most efficiently distau The end goal of evaluation is of
course to continue effective programs and elimiothers. We feel that rights and

capabilities should be used as functional metoce¥aluation, and not secondary
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concerns. As we have stated throughout, we feebtih@ove toward policies that
encourage participation, will ultimately be the mesective. We recommend that the US
pursue participation not only in terms of developi@ojects, but that it encourage
participatory democracy through schemes like padtory budgeting and e-governance in
poor countries. That being said, we support theicoed existence of the MCC, but
recommend that its requirements be revisited incheaf ways to more broadly aid the
poor in countries with insufficient governance rators.
Business Climate and Economic Freedom

In order to most effectively address the issugzroperty rights, inheritance rights
and contract enforcement we recommend further relseand education both for citizens
of poor countries and their governments. Legairmafis a country and culture specific
issue and we as the United States cannot devetbpxgort policies in a top-down manner,
disregarding sensitive factors on the ground. ®adknowledging that legal reform is a
process, we advocate an approach whereby the @S takthe role of consultant,
promoting inclusivity. Education efforts could ¢enon an inclusive legal system as the
solution to criminal issues that stem from the a&¢&gal economy. This can be
accomplished either though NGOs working in the llegator, through providing
fellowships to promising law students in poor coigs, or by offering policy advice to
governments. One specific policy we recommenddssased funding for the Women in
Development Small Grants Program, which is alrezftctively working in this area, and
has a feedback and evaluation system by which USXlDmonitor its success. Further
research could investigate ways of implementinfpimal contract enforcement through
voluntary associations, and how the poor can nmabtld influence legal reforms that
include them.
Education

With the state of education in poor countries digmal despite much effort and
investment, we recommend small-scale trial progriemas effort to find solutions that
work. We feel this approach is more viable giviea tange of conditions and barriers for
families and children in poor countries. We recomth€onditional Cash Transfer (CCT)
programs implemented on a trail basis in primahosts, with both incentives for

households or teachers depending on the needs oégion. We also recommend voucher
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programs for primary education as well as techrireahing and vocational education
(TVET) to aid older or non-traditional studentsni@ed of job skills. TVET voucher

programs should also be region specific, offerilgwant and practical training.

Microfinance

Given that microfinance is an incredibly valuatdel we recommend pursing ways
it can be enhanced and expanded. We recommentthé8tS fund microfinance
initiatives that are also working to improve healtid education, as well as projects that
specifically target women. Furthermore we advotagedesign of some coordinated
oversight for microfinance providers. Considerihg stakes, we believe it is imperative
that microfinance not be left unregulated, but thavugh oversight and accountability
these services can be more easily expanded to teagoorest of the poor. This may take
the form of an international supervisory body titt US could participate in, or be limited
to the microfinance projects receiving US develophassistance.
Information and Communications Technology (ICT)

ICT is an avenue wherein rich and poor countreagelthe opportunity to truly
form a partnership, and all aspects of developrassistance can participate in this process.
Our overall recommendation for ICT is that the W8d research investigating how
specific technologies can best benefit the poor.natee identified three important
avenues; cell phones, peer to peer lending, anghetars, all of which require further
research for the poor to derive maximum benefitsthe case of computers and cell
phones, we recommend funding research grants feersities, and for professionals in
the private sector whose expertise is crucial ep#idg these technologies to meet the
needs of the poor. The government could also peotad breaks to ICT companies
researching ways to adapt their technologies tméeels of the poor. We recommend that
user-centered design be paramount in this seG@accomplish this, we advocate
involving the poor in the research and design gscehich could also involve TVET
schemes in villages where new technologies aretedamd introduced.

For peer to peer lending we recommend researchagftectiveness of this new
approach before funding existing platforms or aohgpthe model. We feel it is an

extremely promising avenue that should be consifjér@wever standards of sustainability
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and transparency will be need to be in place befareing forward. Developing,
maintaining and enforcing these standards, whichlaveerve as seals of approval that
strengthen confidence in these organizations aatfopis, is essential to our goal of
eliciting as many private contributions as possibleoth charity and lending.

Concluding Remarks
As the Jackson School of International Studieshlraltes its centennial in 2009

with a retrospective examination of its beginningswell as an examination of its future,

it is also fitting that students and practitionef$oreign aid and development likewise
scrutinize the past and future of aid policies prajrams. In this report we have sought to
highlight weaknesses in our current approach taleitvery and to answer those concerns
with workable solutions which require the buy-irddnll participation of all parties who
both give and receive aid. It is with this in mithét the1l6 members of the 2009 Task
Force Report on Bottom-Up Development proudly ghie ranks of twenty-five past years
of Task Force reports in formulating and recommeggiolicy concerning international
affairs. Our report is based on the belief thanrncreasingly interconnected and complex
world that every voice, whether from a rich natara poor nation, is valuable and

deserves to be heard.
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