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Foreword

What will the world look like in 2025? Too Global to Fail was commissioned by
the World Bank Group in an effort to answer this challenging question. By exam-
ining some of the challenges ahead, it identifies how the international commu-
nity must adapt to effectively reduce poverty and secure sustainable growth.

In an increasingly interconnected and complex world, communities at all
scales rely more and more on global public goods—from reduction of carbon
emissions to combat climate change, to food security and vaccines. This book
paints a picture of a landscape where everything is changing and the availability
of global public goods is challenged by threats like climate change that could
stifle poverty reduction efforts and slow economic growth.

The science is clear: By the 2030s, the world will be 2 degrees warmer.
Climate change will bring resource scarcity, more frequent and severe storms and
droughts, more widespread disease, and disrupted food and energy supplies.
Billions of people will be affected, and the poor will suffer the most.

The impacts of climate change are compounded by rapidly growing
urbanization—with two thirds of the global population expected to live in cities
by 2050. This shift to living densely will not only put more people and assets at
risk but also drive increases in the consumption of natural resources and the
production of harmful wastes. To produce enough food to nutritiously feed the
9 billion people who will inhabit our planet by 2050, farmers will need to pro-
duce as much food as they have over the past 8,000 years.

Clearly, the magnitude of the challenges calls for a commensurate response.
This entails an approach to development assistance that integrates local country-
level needs with global concerns. Too often these two dimensions are seen to be
in opposition.

The World Bank Group has two ambitious and quantifiable goals: ending
extreme poverty and boosting shared prosperity by 2030 in a sustainable way.
Recognizing climate change as the ultimate threat intensifier, we have commit-
ted to screen all our projects in the most vulnerable countries for climate and
disaster risks. This is part of an effort to ensure global issues are considered in the
design of country-level interventions and that local knowledge feeds into the
global development debate.

To see a video of Vice President Rachel Kyte introducing this study: http://youtu.be/Qu_4uwayqWs

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9
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Xiv Foreword

It is this ability to address national needs in the context of global trends that
gives the World Bank Group a unique advantage as it brings public and private
partners together to provide global public goods and meet long term
challenges.

Rachel Kyte

Vice President and Special Envoy
for Climate Change

World Bank Group
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Preface

This volume is about environment-related and other global public goods in the
context of the global development process, and about the role of international
organizations, particularly the World Bank, in supplying such goods. At the pres-
ent time, and for the foreseeable future, there is a distinction between developing
and developed countries. We work in development and our concern is the sus-
tainability, in the long term, of development. It is our belief that global sustain-
ability depends crucially upon the provision of certain global public goods, and
that the prevailing approach to development and development assistance does
not sufficiently recognize this fact.

The global public goods with which we are concerned are enablers of sus-
tained poverty reduction, human well-being, and economic growth in all coun-
tries and regions, but particularly in developing countries. They are global public
assets, to which correspond some major global public liabilities—the medium-
and long-term risks posed by the degradation of ecosystems and the services they
provide; the depletion of common-pool resources; pandemics; and instability in
global markets for food, energy, and finance.

The rapid acceleration of urbanization will, under business as usual, drive cor-
responding surges in the consumption of natural resources and the production of
harmful wastes. When one also factors in the growing effects of the great exac-
erbator, climate change, global risk profiles move into largely uncharted territory.
While the impacts of climate change are difficult to predict with any certainty in
particular locations, the world will experience, with unchecked carbon emissions,
even greater resource shortages, more frequent and severe storms and droughts,
more widespread disease, the disruption of food and energy supplies, and perhaps
in some cases climate-related inter- or intrastate conflict.

In the face of these daunting global risks, we are now witnessing major
changes in the international order which are tending to revive interest in global
public goods. We are seeing the emergence of development financing on a sub-
stantial scale from newer official donors who do not subscribe to Organisation
for Economic Co-operation and Development norms, together with a decline in
aid from traditional sources. We are seeing shifts in the geography of global pov-
erty and, as a result, the potential withering away of the client base of some
multilateral development banks’ concessional financing arms. And we are seeing
climate change become ever more significant as a call on international public

To see Vice President Rachel Kyte discuss global public goods provisions: http://youtu.be/1ThgkOiVQTa8
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Preface

financing—with expectations that developed countries will mobilize as much as
$100 billion per annum for climate-related international action by 2020. In light
of these developments, some commentators are calling for a transformation of
traditional official development assistance to focus much more intensively, or
even exclusively, on global challenges: to become what might be termed “global
public finance.”!

Against the above backdrop, the present volume aims to increase understand-
ing of, and explore options to address, the barriers that the World Bank and other
development financing institutions face as they search for an appropriate bal-
ance between what one would hope were two complementary aims: meeting the
poverty reduction and economic growth needs of developing countries, and
supporting effective action on global development challenges.

Listening to Youth

In the course of preparing some of the chapters which compose this volume,
there were many opportunities to engage young staff of the World Bank Group,
and of several other academic institutions and development agencies. We sought
their opinions and potential solutions to the kinds of global challenges that they,
in their working lives, will continue to face as this century unfolds. Several
chapters include short, relevant essays by young Bank staff members expressing
a youth view on the topic of concern.

The greatest concern, across all the youth responses featured, was the specter
of inaction: the fear that nothing would be done, or else that too little would be
done, too slowly. An urgency lacking in the arena of multilateral diplomacy and
international development assistance came through very clearly in the expressed
concerns of young professionals. From a wide range of sectoral backgrounds, they
all voiced a similar conviction that changes are needed in the way in which the
multilateral “system” addresses global challenges.

Young professionals were concerned particularly that organizational silos and
fragmentation of effort would inhibit working at the scale necessary to deal
meaningfully with global challenges. The appetite for working collaboratively
within partnerships is strong. Young staff who have seen it work well in some
World Bank-led programs to date were optimistic that it could render the kind
of solutions needed, at the scale required.?

Most encouraging was the fact that the youngest cohort of professionals does
not consider development and environmental sustainability to be mutually
exclusive, neither conceptually nor in practice. In fact, the opposite is the case:
The view is that one cannot exist without the other—that development is only
possible if we stop regarding environmental sustainability as an unaffordable
luxury and realise that its demise will create a world in which even the necessi-
ties are unaffordable.

Young staff gave much prominence to innovative forms of financing, with
an emphasis on mobilizing both private financing and “grassroots” financing. The
concept of vulnerability loomed very large too, whether in connection with

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



Preface

climate-related impacts, natural disasters, or the effects of increasingly dense
urbanization.

Finally, young professionals called for the multilateral world to look to the
private sector not just for finance but for real partnership. They saw the relevance
of private sector incentive structures for inducing behavioral change. They saw
also the increasing emphasis in some quarters of the private sector on social
entrepreneurship and impact investing—a shift beyond the profit motive and
also beyond mere corporate social responsibility.

Chapter Summaries

Following an Introduction by the coeditors, 10 essays are arranged in three
sections. In the first section are three pieces dealing with the overall context for
the discussion; in the second are three pieces dealing with financing and related
issues; and in the third are four pieces dealing broadly with matters of strategy and
delivery. The volume closes with some concluding observations by the coeditors.

Chapter 1: Introduction

J. Warren Evans and Robin Davies explain, and place in historical perspective,
the concerns that led them to prepare this volume, and they set out its structure
and main points.

Part 1: The Future of Global Public Goods

Chapter 2: Global Public Goods and International Development

Scott Barrett sets out the distinctive features of global public goods and gives
a contemporary perspective on their relevance for international development.
He argues the World Bank can and should play a strategic role in ensuring that
the provision of global public goods contributes to meeting its principal aim
of reducing poverty. The supply of global public goods is, he says, a “patch-
work.” The Bank should develop a coherent strategy for their provision for the
next quarter century, with a focus on policies and projects that complement
the Bank’s core business of country lending and increase the returns on more
traditional development projects. It should build strong and mutually beneficial
relationships with a wide range of organizations for this purpose, and existing
sources of funding should be consolidated and supplemented in order to imple-
ment the new strategy.

Chapter 3: Environmental Sustainability as a Development Issue:

The Evolution of an Idea

J. Warren Evans® provides a brisk review of the evolution of what began as
an environmental agenda in developing countries from the late 1970s, and
subsequently evolved into what is now recognized as the sustainable develop-
ment agenda. He explains how this agenda was taken up by the World Bank
following the publication of the report of the Brundtland Commission in 1987,

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9
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and how the Bank’s policy framework and organizational arrangements have
developed since that time.

Chapter 4: The Future Is Now: Scenarios to 2025 and Beyond

J. Warren Evans surveys global scenarios for the period from 2025 to 2050,
particularly as they relate to the supply of internationally shared public goods.
He examines population and economic development projections, highlights
growing pressures on common-pool resources, summarizes the likely impacts of
an increase in the global average temperature of between two and four degrees
above pre-industrial levels, explores resource-scarcity scenarios and discusses the
potential impacts of technological progress. He underlines that the development
policies and actions pursued by countries today, often with World Bank support,
will have long-lasting effects on the future of the global commons as well as on
their own future national prosperity. He argues that the policies and programs
of the World Bank are likely to require substantial transformation in order to
reflect the realities of a resource-constrained, warming world, and help guide it
toward a more sustainable future.

Part 2: Financing Global Public Goods

Chapter 5: Something’s Gotta Give: Aid and the Financing of Global

Public Goods

Robin Davies explores the use of international aid for global public goods. He
identifies a growing disconnect between what traditional donors say about their
aid and what they do with it. The notion of aid as a transfer to poor countries in
support of national development strategies is at the center of their concept of aid
effectiveness. But in fact they increasingly use aid for the provision of a variety of
global public goods including, most notably and recently, climate change
mitigation. He argues there are limits on the extent to which this trend can
continue along present rails, grounded in the prevailing aid effectiveness doctrine,
diplomatic considerations, and moral concerns. The use of aid for global public
goods is, or soon will be, grinding against these limits, which friction is likely to
generate heat.

Chapter 6: Aiding Global Public Policy: Rethinking Rationales and Roles

Robin Davies argues that, in the absence of continued aid volume growth and
new sources of financing for global public goods, the tensions described in the
previous chapter must, sooner or later, be resolved by reconceiving the rationale
for aid. He proposes a relatively conservative modification of it, which carries
implications for resource allocation, delivery mechanisms, the institutional and
global governance of the relevant financial flows, and the measurement of those
flows. He elaborates on the implications for the World Bank and other multilat-
eral development banks, calling for the development of strategic, linked institu-
tional frameworks for financing global public policy; the determined pursuit of
global goals through country operations as well as global programs; a shift to the
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use of more flexible financing packages to create incentives for deviations from
business as usual; and the establishment of a Global Financing Facility to finance
global public policy through existing institutions.

Chapter 7: Financing Global Public Goods at Scale

Kenneth Lay starts from the premise that public credit alone cannot meet the
world’s greatest challenges. He explores options for accessing global savings—
the large and extensively institutionalized pools of public and private sector
savings that have accumulated in many countries since World War II. Noting
that much of the work being done to address key global challenges is local,
relatively small scale, and idiosyncratic, he argues that the fundamental question
is how to enable the relevant assets to be pooled and securitized, with any
required application of public credit enhancement occurring in the most effi-
cient manner to reach investment grade. He argues there is a need for broad
international agreement on a limited number of high-priority activities that
would benefit from pooling and securitization, such as urban conversion to LED
street lighting, distributed generation of renewable energy, and multi-peril/
multi-party catastrophe risk insurance. For each high-priority area, a vehicle
should be created to act as issuer of the fixed-income instruments created from
the aggregated and securitized projects, on the model of the International
Finance Facility for Immunization.

Part 3: Strategic Directions for the Provision of Global Public Goods

Chapter 8: Emerging Economies, Emerging Development Partners

J. Warren Evans, Laura Tlaiye, Tae Yong Jung, and Esther Choi discuss the rapidly
changing roles of emerging economies in the provision of global public goods,
with an eye to implications for the World Bank. In her case study of Brazil, Laura
Tlaiye explores how Brazil’s growing share of and connectedness to the world
economy might translate into growing influence among other developing coun-
tries, notably in Latin America and Africa, and how Brazil might engage in the
supply of global public goods. She suggests the extent of that engagement will
depend upon how far Brazil has been able to satisfy domestic concerns, or find
areas of convergence between those and global concerns.

In their case study of the Democratic People’s Republic of Korea, Tae Yong
Jung and Esther Choi examine the processes and mechanisms through which
Korea addresses global public goods, especially in relation to climate change and
related sustainability challenges. They conclude that, as the host country of inter-
national organizations and agencies such as Global Green Growth Institute, the
Green Climate Fund and the World Bank regional office focusing on advancing
strategies for sustainable development, Korea has significant potential to become
a regional and global hub for addressing global public goods.

Both case studies stress the importance of ongoing World Bank engagement
with emerging economies as clients in order to support joint knowledge-sharing
engagements with third parties. Evans concludes there is a remarkable opportunity
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now for the World Bank to tap into the resources and capacities of the emerging
economies for the benefit of poorer countries and the world as a whole.

Chapter 9: Shifting Priorities: Re-envisioning World Bank Partnerships for
Transformational Impact

Warren Evans, Isabel Nicholson, Lelei TuiSamoa LeLaulu, and Alison Wescott
bring together perspectives on the potential for innovative, multistakeholder
coalitions to contribute solutions to global problems. They review the experience
of the World Bank’s participation in, and leadership of, global and regional part-
nership programs, finding that the results have been mixed. They provide case
studies of the Critical Ecosystem Partnerships Fund, Global Tiger Initiative and
Global Partnership on Oceans highlighting areas where the Bank’s traditional
modus operandi required adjustment to lead new forms of partnership. They
stress the importance of structuring partnerships so as to meet the five key condi-
tions of “collective impact,” namely a common agenda, shared measurement,
mutually reinforcing activities, continuous communication and backbone
support.

Chapter 10: Urban Sustainable Development: Re-envisioning the City of 2025
Drawing on extensive discussions with both low-income and professional youth
in Bangkok, Manila, Tokyo, and Washington, D.C., Julianne Baker Gallegos and
Sintana Vergara consider in detail what makes a sustainable city, what are the
forces that threaten it, and how the World Bank might promote measures to
ensure that cities act to both conserve the global commons and promote human
health. They argue multilateral institutions like the World Bank are uniquely
qualified to “nudge” urban consumption patterns and thus influence the state of
the global commons. They can do this by effectively valuing natural resources as
a source of wealth and heritage; helping to protect natural resources, even before
they are threatened; and facilitating networked action by major cities to shift
toward more sustainable patterns of production and consumption.

Chapter 11: Managing Transitions to Sustainable Provision of

Global Public Goods

Derk Loorbach, Roebin Lijnis Huffenreuter, Niki Frantzeskaki, and Jan Rotmans
of the Dutch Research Institute for Transitions provide their perspective on the
management of the transitions which must be negotiated in order to achieve
global sustainability and related institutional changes. They detail the key fea-
tures of their specific approach to transition management, with particular refer-
ence to the governance of sustainability transitions, and make suggestions for its
implementation in a global context. They call for the development of generic
guiding governance principles for sustainability transitions; the establishment of
open-source pool of knowledge, experts, and instruments; the building of a
“world map of transition” to provide deeper insight into transition dynamics in
different areas; and the provision of funding and other support for transition
management processes.
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Preface

Part 4: The Final Stretch: High Road or Low?

Chapter 12: Conclusion

Robin Davies and J. Warren Evans conclude that the World Bank and other inter-
national organizations have a central role to play in addressing long-term global
challenges such as climate change and food security, but that these institutions
must transform themselves and their partnerships if they are to be fit for purpose.
Given the likelihood that ODA will continue to decline, and global challenges
worsen, international organizations need to adopt a far more determined and
strategic approach to the delivery of global public goods. Without effective action,
many of the development gains of the last decades may be lost.

Notes

1. Sumner and Mallett (2012); Birdsall and Leo (2011); Severino and Ray (2009).

2. To see Green Belt Movement Leader Wanjira Maathai discuss future leaders: http://
youtu.be/9IsaFP15qQ0

3. With inputs from Esther Choi, Eun Joo Yi, and Udayan Tripathi.
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CHAPTER 1

Introduction

J. Warren Evans and Robin Davies

This book is about global public goods (GPGs), particularly those related to
the environment, in the context of the global development process. We, the
co-editors of this volume, are concerned with the long-term sustainability of
development, as the distinction between developing and developed countries is
expected to continue for the foreseeable future. We contend that global sustain-
ability depends on—indeed, consists of—the provision of certain GPGs, and that
the prevailing approach to development assistance does not sufficiently recog-
nize this fact.

While we came to the decision to produce this book from different back-
grounds, both of us have worked as development practitioners for many years,
and we both are concerned that today’s form of bilateral and multilateral devel-
opment assistance might not adapt rapidly enough to the changing world to help
all countries achieve lasting development. The last 35 years have witnessed a
number of dramatic shifts, both in the conception of development and in the
nature of international development assistance.

Perhaps the most important shift has been the transition from a largely donor-
driven process to a more balanced donor-recipient collaboration and, in many
cases, a recipient-driven process. This shift is reflected in the development assis-
tance norms now accepted by Organisation for Economic Co-operation and
Development (OECD) donors, as codified in the 2005 Paris Declaration on Aid
Effectiveness and the 2008 Accra Agenda for Action:

It is now the norm for aid recipients to forge their own national development
strategies with their parliaments and electorates (ownership); for donors to sup-
port these strategies (alignment) and work to streamline their efforts in-country
(harmonization); for development policies to be directed to achieving clear goals
and for progress towards these goals to be monitored (results); and for donors and
recipients alike to be jointly responsible for achieving these goals (mutual
accountability). (OECD 2013, 1)

Though grounded in a concern for aid effectiveness, these development assis-
tance norms reinforce governments’ view that their first priorities should be
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national priorities, concerning the economic and social conditions of their
citizens in an immediate and often urgent way, and over which they have a high
degree of control. And in recognition of this shift, international development
agencies have reoriented their efforts toward supporting the national develop-
ment priorities of developing country governments. Country ownership and
leadership of externally supported development assistance programs is now a
central tenet of aid policy, if not always faithfully reflected in aid practice.

The strength of this accord between donors and recipients on how aid should
be used is understandable, but at the same time a little surprising in that it has in
effect reduced attention and action on addressing some of the critical, long-term
regional and global challenges. Developing countries’ problems, and their solu-
tions, do not all lie within their borders. Many of their most serious challenges—
climate change; water scarcity; communicable disease; volatility in international
food, fuel, and financial markets; and the depletion of common-pool resources,
such as fisheries—affect entire regions, sometimes the whole world, and generally
require international cooperation if they are to be met.

Clearly such regional and globally focused bilateral and multilateral cooperation
does not sit comfortably with the development assistance norms that currently give
priority to supporting recipient-driven locally focused objectives. A new focus on
global problems often benefits developing countries disproportionately, but not
exclusively, such that the case for supporting it with aid funds intended for develop-
ing countries’ poverty reduction is not clear-cut. To compound the problem, many
global challenges are seen as remote: their most serious impacts are perceived to be
in the relatively distant future or in other places, or the probability of achieving the
degree of cooperation necessary to address them is perceived to be vanishingly
small. Hence these remote-seeming challenges tend to be assigned lower priority
than more immediate ones, even where the latter are harbingers of the former.

Nevertheless, the norms have so far prevailed. International development assis-
tance is still used predominantly to help countries deal with today’s crises, provide
a basic level of national public goods, and, in the right circumstances, generate
enough growth to move countries up the economic ladder. Its contributions to
the provision of GPGs, while larger than many assume and growing substantially,
are still insufficient and also largely invisible in donors’ aid narratives.

Certainly some challenges that are international in scope but extremely press-
ing have elicited an effective response, for example, the HIV/AIDS pandemic.
Other challenges that have longer term impacts but can be addressed through
relatively straightforward cooperation measures have also been dealt with effec-
tively, such as the challenge of atmospheric ozone depletion. But long-term
global challenges involving complex cooperation efforts are, on the whole, low
priorities for both national governments and the international development
agencies that support them. Climate change, the greatest challenge of all, is, at
best, somewhere in the middle of the spectrum: although significant efforts have
been made, they do not even begin to approach the scale of action needed to
adequately mitigate greenhouse gas (GHG) emissions or to build resilience to
the unavoidable impacts of global warming.
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Another important shift in perspective, somewhat in tension with recipient-
driven aid, took place in the late 1980s with the recognition—articulated force-
fully in the report of the Brundtland Commission (UN 1987)—that development,
and the positive impacts of development assistance, could be made much more
durable if environmental and social factors were adequately addressed as an
integral part of the planning and implementation of development programs. This
was accompanied by a growing recognition that the balance of resources for
development needed to be adjusted in favor of spending with explicit social and
environmental objectives.

The 1992 Rio conference—the “Earth Summit’—and consequent interna-
tional agreements brought countries together to tackle global environmental chal-
lenges with a general understanding that rich countries would help poor countries
cover the incremental costs of protecting the global environmental commons
UNEP 1992. The establishment of the Multilateral Fund for the Implementation
of the Montreal Protocol and, soon afterward, the much larger Global Environment
Facility (GEF) at the World Bank set the stage for the use of international public
financing for development to support global environmental objectives.

This sustainability “turn” led in the first instance to the adoption of social and
environmental safeguard policies by many developing countries and by multilat-
eral development banks (MDBs). At the MDBs, this largely reflected a donor
agenda. However, many developing countries, particularly those that were rap-
idly industrializing, had already adopted environmental safeguard frameworks at
the national level by the early to mid-1980s. The MDBs’ environmental safe-
guards were largely consistent with these, and thus not all that contentious.

After the Earth Summit, however, the concept of sustainability could no longer
be confined to the realm of safeguard policies. The World Bank established a vice
presidency for environmentally sustainable development in 1993, and the policy
and institutional framework for the Bank’s engagement in sustainable develop-
ment has been evolving since that time. These actions included strengthening the
Bank’s interest in GPGs, when the Bank’s Development Committee adopted
Global Public Goods: A Framework for the Role of the World Bank (World Bank
2007),2 and the Development Committee’s adoption of the Development and
Climate Change: A Strategic Framework for the World Bank Group (World Bank
2008b). The Bank recently approved a new environment strategy, Green, Clean,
and Resilient World for All (World Bank 2012b) that will guide its work on envi-
ronmentally sustainable development for the next decade. The Bank, together with
a number of partners, has also recently launched the Green Growth Knowledge
Platform, consistent with the Bank’s strategy in Inclusive Green Growth: The
Pathway to Sustainable Development (World Bank 2012a), to enhance efforts and
address major knowledge gaps in green growth theory and practice, as well as to
help countries design and implement policies to move toward a green economy.

These developments within the World Bank form part of the context for this
study. Equally important, though, are the ongoing discussions—emerging from
the Rio+20 conference (UN 2012)—on a new set of global sustainable develop-
ment goals for the post-2015 era, as well as the rapidly unfolding changes in the
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international development landscape. The significance of those changes might
prove to be quite profound.

We are now seeing the emergence of financing on a substantial scale from new
donors that do not subscribe to the OECD norms mentioned earlier, while at the
same time aid from traditional sources is flattening. This is happening in conjunc-
tion with striking shifts in the geography of global poverty and, as a result, the
potential withering of the client base of some MDBs’ concessional financing
arms. At the same time, we are seeing the growth of climate change financing as
a major new call on international public financing—with expectations that devel-
oped countries will mobilize as much as $100 billion per annum for this purpose
by 2020.

In light of these developments, some commentators are calling for a transfor-
mation of official development assistance to focus more intensively or even
exclusively on global issues and to become “global public finance” that facilitates
resource mobilization and generates results appropriate to current and future
international development needs, particularly for GPGs (Birdsall and Leo 2011,
Severino and Ray 2009; Sumner and Mallett 2012).

Against this backdrop, the purpose of this study is to understand and explore
options to address the barriers that the World Bank and other development
financing institutions face when they seek an appropriate balance between meet-
ing the poverty reduction and economic growth needs of developing countries
and supporting effective action on global development challenges.

Several major reviews by the World Bank’s Independent Evaluation Group
(IEG) in 2008 (World Bank 2008a) and 2011 (IEG 2011a, 2011b)—examining
the Bank’s work on climate change and other global issues—have already recom-
mended a rationalization of the Bank’s engagement in addressing global chal-
lenges that, among other issues, takes account of the relevance of those challenges
to sustained economic development and the Bank’s capacity to deliver adequate
resources for it. The IEG also points to a disconnect between the Bank’s country
and global priorities.

Our interest here, however, is in arriving at actionable recommendations
for policy and structural change—change that will see the Bank achieve a much
greater impact on systemic global challenges without abandoning its fundamen-
tal role as a source of development finance for sovereign governments and
change that will spill over to other development financing institutions in the way
that most successful innovations at the World Bank do.

We stress that it is important to recognize that different GPGs are provided
in different ways. Some require coordinated efforts by all countries (for example,
polio eradication); some require only the efforts of major actors (climate change
mitigation); some require collaboration between particular actors (river basin
management); and a few require just one successful effort (vaccine discovery). It
might seem that what is common to these cases—except for a few of the “one
successful effort” public goods®*—is international cooperation. But in fact the
provision of certain GPGs requires not so much international cooperation as
international mediation from an organization like the World Bank, which can
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provide incentives across multiple countries whose net effect is to provide a
global public good in a significant quantity.

The implication of this new view of GPGs is that an organization like the
World Bank need not completely change its fundamental operating model to
have a greater impact on global challenges. Perhaps it would need to do so if it
were to take on disease eradication or drug discovery and development, but those
are GPGs of a kind, we believe, that the Bank and similar institutions are not well
placed to provide.

We stress also that it would be a mistake to see the prevailing OECD develop-
ment assistance norms as somehow misguided. Aid provided in accordance with
those norms has achieved a very great deal indeed. Many developing countries
have made tremendous progress in reducing poverty and achieving rapid rates of
economic growth as measured by GDP. The number of people living in extreme
poverty fell from about 1.9 billion three decades ago to about 1.2 billion in 2010,
despite a 59 percent increase in the developing world’s population (World Bank
2013). Impressive progress has been made in areas such as educational enroll-
ment, access to improved water sources, and the control of HIV/AIDS, tubercu-
losis, and malaria.

Country-oriented official development assistance from multilateral and
bilateral sources, and nonconcessional financing too, has played a significant
role in achieving many of today’s success stories, not only through public
sector reforms and investments but also by direct invesment in private sec-
tor development. Institutions like the World Bank responded to the Paris
Agreement no less fully than bilateral agencies, by decentralizing and trans-
forming their country operations to make them much more country led and
country owned.

Our concern, rather, is that the GPGs agenda, particularly the global environ-
mental agenda, has not fared as well as the national poverty reduction and eco-
nomic growth agendas and that the latter two, in the long run, depend upon the
former two. The quality and productivity of the global natural environment is
generally on a downward trajectory. Although small battles are being won all the
time, the war is not. One has only to consider the findings of the Millennium
Ecosystem Assessment (WRI 2005), multiple “state of the environment” reports,
and contemporary scientific findings regarding the state of the oceans, as well as,
of course, the climate. The downward trajectory is evident in many rich, middle-
income, and poor countries.

The international community of sovereign states has occasionally shown that
it can collectively deal with global threats. The Montreal Protocol on ozone-
depleting substances (World Bank 2012¢) is the best such example of successful
collective action, if somewhat overworked. But the same community has not
been able to agree on effective action to address the most serious long-term
threat—climate change—and has not been very successful in reducing the deg-
radation of shared ecosystems, biodiversity loss, and fisheries depletion.

Looking ahead to 2025 and beyond—and taking into account the changes in
the environment for development financing that can reasonably be expected
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over the coming 10-15 years—we believe the Bank and similar organizations
need to carefully consider a number of fundamental policy and operational
changes if they are to maintain their impact and relevance at the global and
regional levels and even at the country level.

The first key question is whether the country-ownership model is even com-
patible with global sustainability. Experience shows that recipient countries will
seek to capture as much donor financing as possible for their national develop-
ment priorities, and they are generally only willing to agree to allocating funds
for regional and global action if those funds are perceived to be additional to their
share of aid, however the latter might be determined. Under decentralization,
World Bank staff are much closer to their clients, but they therefore might be
more prone to adopt shorter term outlooks if these happen to be their clients’
outlooks.

A second key question is whether the political will exists to make the provi-
sion of GPGs an explicit and central objective of official development
assistance—especially in the face of objections from those who believe aid
should be solely concerned with the eradication of poverty through national or
community-level interventions. Without this, it is conceivable that as a result of
inadequate action on global and regional public bads, and particularly on climate
change, a number of developing countries could experience a dramatic reversal
of the progress made over the last several decades. Paradoxically, this would have
the effect of replenishing the client base of the MDBs’ concessional arms and
reducing pressure on those financing mechanisms to take preventive action on
global public bads.

A third key question concerns the mobilization and use of resources for the
World Bank’s work to support the provision of GPGs. The Bank is a major player
on many regional and global issues, but its work at these levels is usually enabled
by donor contributions, most often in the form of grants targeted for a particular
purpose. The bulk of the Bank’s work on climate change has been made possible
by its access to the GEF (in its early years), various carbon funds, and more
recently the Climate Investment Funds. If the World Bank had not had such
additional funds, to what extent would it have been able to take a leadership
role? Is it wise to hope that such discretionary funding will be available in the
future for addressing global and regional issues that can undermine the develop-
ment impacts of the World Bank’s day-to-day country-level work? And is grant-
based financing ever going to leverage the large-scale private investment required
to achieve meaningful impacts on global warming?

The chapters that follow in Part 1 discuss these questions from conceptual,
policy, financing, and organizational governance perspectives. Part 2 paints a pic-
ture of how two dynamic countries, Brazil and Republic of Korea, and also many
of the world’s major cities, are dealing with sustainability challenges and thereby
contributing to the provision of GPGs. Part 3 presents some ideas for moving
forward, focusing on the future role and management of official development
assistance, the role of MDBs in mobilizing private investment with global
public benefits, the role of global coalitions in effecting global change, and the
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management of major transition processes. Part 4 crystallizes our recommenda-
tions for change.

Our most general contention is that international development assistance
needs to undergo a major transition, such that it takes as an explicit and principal
objective the provision of GPGs important for development. The World Bank
can play a leadership role in this transition, working within new kinds of coali-
tions but not abandoning the fundamentals of its operating model. Some of the
most important GPGs are provided through the separate and cumulative actions
of multiple countries, so the challenge for the Bank is to find ways of investing
strategically and sharing knowledge across countries, while keeping faith with
their national development strategies, so as to achieve maximum global impacts.
The World Bank can also play a unique role in stimulating the private provision
of GPGs through risk sharing and market creation.

Box 1.1 What Young Development Professionals Think About Collaborative
Consumption

Lorraine Sugar, Task-force to Catalyze Climate Action

My generation is different. We have inherited a huge, global
mess from our parents and grandparents, and now it is our job
to clean it up.

My family members and mentors are quick to remind
me that every generation shares this sentiment. Whether it
was about Vietnam or women’s rights, there is a track record

of young people bearing the load of global issues and fight-
ing tirelessly for change. | believe that climate change is the defining issue of my genera-
tion: it is our fight to finish. If we are ever going to avoid a 4 degree world, we are the last
hope. My generation will make up the last cohort of leaders that could possibly get its act
together in time to avoid the worst of the worst that climate change will bring.

What makes my generation different? Millennials, as we are called, are often accused
of being self-centered and individualistic (Generation “Me,” so to speak). But it is so
much more than that. We have distinctly different ideals of work and life, particularly
focused on intrinsic values and civic responsibility. We are globally plugged-in. Our
networks and communities span across borders, and we are consuming differently
than generations before us, particularly young people in cities. We are going to drive
change, one community at a time.

Personal Consumption and Choice

The message is clear: The lifecycles of all the goods we buy and other items we consume
have emissions implications that extend beyond our borders, as well as beyond our
awareness. With a growing consumer base in China and India, one could imagine a
broadening and reorienting in a way that reflects shifting global economies and
powers.
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Cities are at the epicenter of this conundrum. By 2050, 75 percent of the global
population will live in cities. Currently, activities in cities are responsible for 70 percent of
global greenhouse gas emissions. While cities are where people consume the most, they
are also where change happens. Cities are drivers of social movements—not just their gov-
ernments, but the people in cities.

The role of the individual as an actor in solving the climate change problem is
enormous. For a person who wants to live sustainably, the implications can make your
head explode. | find myself constantly grappling with this dilemma. How can | make
choices that will somehow contribute to driving the systems | participate in on a
day-to-day basis towards sustainability? For example, do | choose to use a mug for
my coffee—which has energy and water imbedded in its production, transport, and
decomposition—or a paper cup, which will decompose in a landfill immediately
after | finish using it? | know my peers are also asking these kinds of questions and
feeling confused. And, to be perfectly honest, often my lifestyle feels like it is soaked
in hypocrisy, especially when | take long-haul flights (known to produce a lot of emis-
sions) to help clients grapple with climate change issues (even though the World
Bank offsets mission travel).

The Shift to Collaborative Consumption

Even with all these uncertainties and pending questions, here is why | am hopeful: My
generation is leading the charge to move from from individual consumption toward
collaborative consumption, particularly in cities. We are using bike-sharing and car-
sharing programs, shared work spaces, and platforms to support trends for buying
and selling used goods. We are using technology to foster networks and make
connections, and business and entrepreneurship are growing as vehicles to implement
social change. We are even putting our money where our mouth is: crowdfunding and
other collaborating fundraising methods are changing the way we support issues we
care about. There is a renewed focus on community and the power of the crowd for
generating knowledge, raising funds, and driving change.

In 2025, the world will look very different than it does today. Climate change will
bring more extreme weather events. There will be a shortage of water and other
resources, as well as general limitations of global public goods for a growing popula-
tion. The pressures faced will be crippling. The way we manage and navigate such a
future will depend on the strength and social fabrics of our communities. This is where
the attributes of the millennial generation will thrive. We will create solutions, collabo-
rate, and consume in consort with our local and global communities. | strongly believe
that all the characteristics that bring millennials criticism now-the short attention
spans, Facebook, texting and obsession with personal experience—will make our gen-
eration equipped to live sustainably in ways the world has not seen before. We will
redefine the very models of consumption and negotiation that got us into this mess in
the first place.

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



Introduction

Notes

1. Social safeguard policies, such as those related to resettlement, presented greater
challenges due to a lack of consistency with some developing countries’ policies.

2. The term “global public goods,” for convenience, is taken to include regional public
goods—which tend naturally to loom larger in the sights of regional development
banks and other regional organizations. The present study follows this convention,
without implying that regional public goods are of secondary importance. It could
prove to be the case that even global institutions’ efforts are on the whole most
cost-effectively directed toward the delivery of regional public goods.

3. Even some of the GPGs will involve collaboration between multiple actors across
borders if the requisite knowledge and infrastructure is not concentrated in one coun-
try. However, international cooperation is in such cases only a practical necessity
rather than an inherent part of the solution.
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CHAPTER 2

Global Public Goods and
International Development

Scott Barrett

Public goods have two key features: first, no party within the jurisdiction in
which the public good is supplied can be excluded from benefiting from its pro-
vision; second, each party’s consumption of a public good does not diminish the
amount of the good available to other parties. The first feature is especially
important because it creates an incentive for parties to “free ride,” and thus affects
whether public goods are provided in the first place.

At the domestic level, the “parties” referred to are citizens and other “legal
persons,” including firms, and the incentives to free ride are overcome by govern-
ment being given the authority to pass laws that are binding on all members of
a society. These include the power to tax so as to finance the supply of public
goods. At the international level, the parties are states, but because there is no
world government, the provision of transnational public goods is much more
difficult.

Local and national public goods have long been known to be critical for devel-
opment. Transnational public goods have more often been neglected, but public
goods on all these levels are important (see box 2.1).

Security from war, violence, and crime are examples of public goods that are
essential to the wellbeing of any society, in addition to being prerequisites for
economic development. Institutions such as the rule of law, property rights,
and contract enforcement, when made available and applied consistently and
impartially without discrimination, are similarly essential in order for markets
to flourish. The provision of all these public goods is a central responsibility of
government, the essence of “good governance.” Other public goods (uncongested
roads, for example, facilitate trade) add to what markets can provide or reduce
the harm caused by unregulated markets (pollution, for example). They are all
important for development, some as means and some as ends.

However, development economists have routinely neglected regional, inter-
national, and global public goods, despite the contributions they make to
development.! For example, the eradication of smallpox, possibly the greatest

To see Scott Barrett discuss the history of global public goods in international development: http://youtu
.be/JTIfg8qtuyk
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Box 2.1 ATaxonomy of Public Goods

Public goods are goods that benefit everyone within a jurisdiction. They have the properties
that (1) no party within the jurisdiction can be excluded from benefiting from their provision
and (2) each party’s enjoyment of the good does not diminish others’enjoyment.

Local public goods are supplied within a locality, usually situated within a single state.
Examples are flood and crime control and sanitation.

Domestic or national public goods are supplied more broadly within a state. Examples are
national defense and malaria elimination.

Regional public goods are supplied and enjoyed within a region. An example is the elimina-
tion of polio and measles in the Americas.

International public goods are supplied and enjoyed by a subset of countries scattered
throughout the world. Examples are the eradication of Guinea worm and prevention of
the emergence of drug-resistant malaria.

Global public goods benefit every country, irrespective of which ones provide them.
Examples are the eradication of smallpox, nonuse of nuclear weapons, and protection of the
ozone layer.

public investment in human history, saved millions of lives and removed the need
to vaccinate people, freeing up resources to be spent on other good causes. It
could not have been achieved by a single state acting independently; its provision
depended on the cooperation of all states (see box 2.2).

The neglect of transnational public goods may be because development is
perceived as occurring at the level of the state or country.2 From a domestic
perspective, vaccination is important, but eradication is unimaginable. By defini-
tion, its achievement must be global.

State, Regional, and Global Development

There is good reason to focus on development at the country level. The state is
a legal entity to which other states may lend money (bilaterally or multilaterally)
with the prospect that the recipient cannot easily avoid its obligation to repay. In
addition, a state’s government is the organization most able to create the condi-
tions for development (including the provision of national public goods)—an
important consideration for grant financing as well as lending.

So the question isn’t whether a focus on country-level development is appro-
priate and necessary. The question is whether this focus is enough.

The central message of this chapter is that the prospects for a state’s develop-
ment depend on also recognizing the connections between the state and its region,
as well as between the state and the wider world. Each state’s development
depends in part on the supply of regional, international, and global public goods.
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Box 2.2 Smallpox Eradication

Estimates of the benefits and costs of smallpox eradication are shown in table B.2.2.1. The
benefits reflect avoided vaccination and infection costs. These are annual estimates. Assuming
that the annual savings would be realized forever, and discounting future benefits at 3 percent,
the present value benefit of eradication would be about US$47.3 billion in 1967 dollars. The
costs shown in the table are the additional costs over and above routine vaccination necessary
to achieve eradication. Taking this cost to be a one-time expenditure, the benefit-to-cost ratio
is 159:1 if all costs are included and 483:1 if international finance only is counted. The latter is
the money given by industrialized countries to finance smallpox elimination programs in
developing countries. By any standard, these are extraordinary numbers.

Table B2.2.1 Benefits and Costs of Smallpox Eradication

Amount

Benefits and costs 1967 USS$ (millions)
Annual benefit to India 722
Annual benefit to all developing countries 1,070
Annual benefit to the United States 150
Annual benefit to all industrialized countries 350
Total annual benefit 1,420
Total international expenditure on eradication 98
Total national expenditure by endemic countries 200
Combined total expenditure on eradication 298
Benefit-to-cost ratio

International expenditure 483:1
Combined total expenditure 159:1

Source: Fenner et al.1988: 1364-66. Benefit-cost ratio is found by dividing annual benefit by 0.03 (that is, a 3% discount rate),
and dividing that number by the one-time expenditure estimate.

It would clearly be irresponsible today to support development projects that
would be unlikely to pay off in a world in which climate change is expected.
Therefore development must reflect needs for climate change “adaptation.” But
adaptation is only necessary because of a failure by all countries collectively to
limit greenhouse gas (GHG) concentrations—a global public good. It is inconsis-
tent for development to focus on the former need while neglecting the latter.
However, a country can only control its adaptation, whereas it can’t, all by itself
control climate change. To do that requires global collective action.

Often regional public goods can be at least as effective a means for achieving
development as local public goods.? Indeed, one acknowledged development
success story is unusual for having been designed as a regional initiative from
its inception—the effort to control river blindness, a parasitic disease transmitted
to humans by the bite of a blackfly. As the World Bank’s webpage says, “One of
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the great success stories in the history of the World Bank has been its role in the
control of onchocerciasis, commonly known as river blindness” (World Bank
2003). And yet this success remains something of an exception. The Bank has
declined to participate actively in similar efforts. For example, as reported in an
article published in Science in 1987, the Bank was reluctant to participate in the
effort to eradicate rinderpest, a cattle disease:

From the start of discussions on the rinderpest campaign, the World Bank has ques-
tioned the form and objectives of the effort. The bank was not a potential donor to
[the Pan-African Rinderpest Campaign], which does not fit the Bank rule that it
make loans only for specific development projects.... Poul Sihm of the Bank’s tech-
nical staff says that bank objections centered on the weakness of the African veteri-
nary services and inaccessibility of areas where there was civil strife.... He says that
the Bank is still arguing that “you can’t eradicate rinderpest as distinct from control-

ling it.” (Walsh 1987: 1291)

Fortunately, the United Nations Food and Agriculture Organization stepped in to
provide financing as well as technical support to combat rinderpest. In May 2011
the World Organization for Animal Health declared the disease eradicated
(Mariner et al. 2012).

By succeeding, the effort to eradicate rinderpest proved the World Bank
wrong, at least as far as its technical assessment of the feasibility of eradication.
But we only know that the World Bank was wrong because other organizations
stepped in to help. Of course, it might be argued that the World Bank’s reluc-
tance to participate was of no consequence, given that these other organizations
stepped in to the breach. However, the Bank did not step aside because it felt
its involvement was unnecessary; it stepped aside because it felt that the effort
could not succeed. Moreover, only the World Bank has a responsibility for
understanding the significance of an achievement like this for development.
Rather than see eradication as being impossible because of the weakness of
African veterinary services, the Bank might have looked at the eradication effort
as an opportunity for improving these services, just as efforts to eradicate human
diseases like smallpox provided a platform for a successful, expanded program
for immunization and as the current effort to eradicate polio is piggybacking on
this effort to provide vitamin A supplements, deworming tablets, and other
health services. Rather than look at civil strife as an impediment to eradication,
the Bank might have looked to as the need to help reduce civil strife because of
the complementary relationship to the eradication effort and development in
general 4

It is hard to see the contrast between the experiences with river blindness and
rinderpest and not ask whether the Bank could achieve more by integrating global
and regional public goods considerations into its overall strategy. How many
opportunities like rinderpest have been missed for lack of World Bank support?

This chapter provides further evidence of inconsistency in the World Bank’s
record, considering cases in which it has helped to supply transnational
public goods and others where it has not. The Bank should be more consistent.
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The provision of transnational public goods should form part of a coherent strat-
egy for development. In particular, the Bank should reorient its lending and other
activities. Country-level development should be reinforced and viewed in the
context of regional, international, and global development.

Public Goods and Development

From the perspective of development, the provision of transnational public
goods has five important features. First, rich countries can have a strong incentive
to finance the provision of global public goods and to ensure that their provision
succeeds. Multilateral development assistance (especially grants and highly
concessional loans), by contrast, relies more on motives of charity and compas-
sion than self-interest, with the focus sometimes being on the amount of
resources provided (as in the 0.7 percent gross national income target for aid)
rather than the impact of that expenditure on poverty alleviation.> While this
feature of global public goods is to the advantage of developing countries, it also
means that rich countries determine which global public goods are provided.
Rich countries often set the agenda. Here, the World Bank can play a useful role
in underscoring the implications of the supply of global public goods for inter-
national development.

Second, this incentive to supply a global public good can be muted when rich
countries can substitute a local public good for the global public good. For
example, when a rich country can eliminate an infectious disease within its own
borders through mass immunization, it will not benefit directly from the control
of this disease outside its borders. (Disease eradication, discussed later in this
chapter, is an exceptional situation.) Similarly, if rich countries found it relatively
easy to adapt to climate change, they would have a reduced incentive to limit
their emissions. Indeed, if collective action to limit emissions is difficult for what-
ever reason, the most able countries may choose to invest domestically to limit
their exposure to a global public bad, rather than to invest globally to increase
provision of a global public good. This would be to the detriment of the world’s
poorest countries, and could accentuate existing inequalities. It's important that
the World Bank, a multilateral institution, convey the message to its members
that global issues are best addressed globally.

Third, some kinds of global public good can only be supplied with the
active and effective involvement of developing countries. For example, polio
will never be eradicated so long as there continues to exist a refuge for polio-
viruses in the border region shared by Afghanistan and Pakistan. Similarly, a
world free of international terrorism and piracy depends on all states being
able to exercise sovereignty throughout their territory, including their territo-
rial and adjacent waters. It is in the collective interests of all countries that
none fails, which explains why the richest countries have invested substan-
tially in “state-building.”

The World Bank has played a valuable role in this effort, particularly in man-
aging the multidonor State- and Peace-Building Fund.® However, ensuring that a
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state “succeeds” rather than “fails” is difficult and requires an “internal” imperative
for stability rather than an externally imposed arrangement for order. Moreover,
preventing failure is itself a global public good, vulnerable to free riding. And,
here again there can be incentives for states to substitute alternatives. For exam-
ple, states have individual incentives to protect their own vessels from attack by
pirates, rather than to address the root cause of the piracy—a lack of governance
in Somalia.

Fourth, in some cases, the benefit of supplying a global public good depends
on the supply of a local public good. For example, the global public good of the
knowledge of how to immunize against a disease only offers a benefit to poor
countries if the vaccine embodying this knowledge is widely distributed within
the population, stimulating herd immunity. Development thus increases the total
returns to supplying a global public good, just as the returns on investments
in development increase with the supply of global public goods. Development
and the supply of global public goods are often complementary, therefore they
should be considered together.

Fifth, a transnational public good that uniquely benefits the poorest countries
will require either collective action by these countries or an orientation of devel-
opment assistance toward the provision of these goods. Public goods of this type
will be regional or international in nature. Examples include a tsunami warning
system for the Indian Ocean and the eradication of Guinea worm, another tropical
disease. Opportunities for development on this scale are often overlooked. Poor
countries generally lack a history of close collaboration, and a country-focused
orientation of development may miss opportunities. Many of the constraints on
development occur regionally and internationally, not domestically.

Complementarities, noted earlier, are especially important for the provision of
regional and international public goods. If each developing country lacks the
domestic public good that makes provision of the global public good valuable,
the collective incentive to supply a regional or international public good will fail
to materialize. For example, a tsunami warning system is only helpful if warnings
issued by a regional system can be communicated quickly to the people at risk
(Barrett 2007). The World Bank, in partnership with regional development banks
and other international organizations, can ensure coordination between within-
country development and regional and international development.

To sum up, global public goods and development are intimately related.
Development and the supply of global public goods should be determined
jointly, not separately.

Global Public Goods and Sovereignty

The concept of sovereignty is important for development. Aid conditionality
strikes a nerve, but corruption can undermine the best intentions. The provision
of regional and global public goods raises even more issues related to sovereignty.
To supply these goods, countries must work together, meaning that their mutual
dependence must be acknowledged. There must also be trust among them.
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As noted, the provision of public goods on all levels can be undermined by
free rider incentives. States as institutions are accorded special powers by their
citizens, including the power to tax in order to supply public goods like infra-
structure and the power to regulate to reduce pollution. Extreme examples of
this authority include conscription for national defense and mandatory vaccina-
tion and quarantine for the control of infectious diseases. The ability of a govern-
ment to exercise political authority over its population and within its territory
is called domestic sovereignty.Z Domestic sovereignty is a necessary, though not
sufficient, condition for growth and development.

States may also possess international legal sovereignty, a condition that con-
fers international recognition upon the state. It also implies certain rights and
responsibilities, such as the right to non-intervention and the responsibility not
to harm other states. Membership in the World Bank is limited to states with
international legal sovereignty. Taiwan, China, for example, is not a member.
Failed states possess international legal sovereignty, but they lack domestic
sovereignty, and for that reason, they are perhaps the greatest challenge for
development.

“Westphalian sovereignty” refers to a state’s ability to control its government,
people, and resources, to the exclusion of outside influence.f State failure is
sometimes an invitation for foreign intervention—with obvious consequences
for Westphalian sovereignty. In the poorest states, foreign influence is common;
aid conditionality is routine though not always successful.

Misuse of domestic sovereignty can also be an invitation for intervention. States
that fail to fulfill their international responsibilities risk losing their Westphalian
sovereignty. An emerging norm recognizes a state’s responsibility to protect its
citizens, meaning that it must prevent egregious violations of human dignity on a
massive scale (genocide being perhaps the most extreme example). Should a state
fail to fulfill these obligations, the norm further stipulates that other states then
become responsible to intervene. This is a shift from the traditional concept of
sovereignty, which recognized a state’s right to non-intervention.

If this emerging norm, the responsibility to protect, were applied consistently,
it would provide a new global public good—protection of populations every-
where from mass atrocities and ethnic cleansing, with the main vehicle for provi-
sion not being intervention but the (credible) threat of intervention deterring
behavior in contravention of the right to protect. However, the norm has not
been applied consistently. It was invoked recently to protect large parts of the
Libyan population from attacks by the government of longtime leader Muammar
Gaddafi, but has not been invoked to protect Syrians from attacks by the govern-
ment forces under the command of President Bashar al-Assad. There are numer-
ous reasons for this. One is the lack of political consensus, but another has been
the reluctance by key countries to intervene in the Syrian Arab Republic (thus
revealing that the threat to intervene is lacking credibility in this instance).

Finally, interdependence sovereignty refers to the state’s ability to control the
movement of people, capital, and goods (marketed and nonmarketed) across
its borders. The provision of transnational public goods always implies a lack
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of interdependence sovereignty. It can also lead to an erosion of Westphalian
sovereignty.

States of all kinds (weak and strong) routinely enter into agreements that
constrain their freedom to act. The European Union (EU), for example, makes
many (though not all) of its decisions by qualified majority voting—decisions
that are binding even upon member states that oppose them. The effect of this
was dramatically evident in the recent euro crisis. Another example, which
involves the supply of a global public good, is the Montreal Protocol, a remark-
able treaty that has halted destruction of the ozone layer and that is expected
to allow the ozone hole to recover. Adjustments in agreed reductions in the
production and consumption of substances controlled by this treaty may be
adopted by a two-thirds majority of the parties present and voting, represent-
ing a majority of developing country parties and a majority of industrialized
country parties. So far, the treaty has been adjusted five times. Of course, states
can exercise their international legal sovereignty by withdrawing from either of
these arrangements. However, the consequences of withdrawal can be
extreme—trade restrictions would be imposed in the case of the Montreal
Protocol; system-wide bank runs would result in the case of the EU. The more
important difference between these situations is that some countries today
regret having joined the EU in the first place, whereas support for Montreal
remains strong.

Interdependence sovereignty is fundamental to the supply of global public
goods. Every state is only partly responsible for the accumulation of chlorine in
the atmosphere, but all states will be affected by the ozone depletion caused
by this environmental change. Countries cannot insulate themselves from this
interdependence, but by cooperating, by ceding some of their Westphalian sov-
ereignty, they can improve the supply of this vital global public good. That, of
course, is precisely what the Montreal Protocol did.

Global Public Goods for Development

Transnational public goods can be classified by the underlying incentive structure
(Barrett 2007) or by topic area. This chapter covers four important topics rele-
vant to international development, in each case explaining how the underlying
incentive structure helps or hinders supply. The topics are knowledge, climate
change, emerging infectious diseases, and transnational fisheries.

Knowledge for Development

According to the World Development Report 1998/99: Knowledge for Development
(World Bank 1998), knowledge, not capital, is the key to sustained economic
growth and improvements in human well-being.

While not a pure public good, knowledge does have public good attributes
(Stiglitz 1999). One person’s use of codified knowledge does not reduce the
amount available to others, but exclusion is possible by means of conventions like
patents and copyrights. Whether exclusion is exercised is a social choice.
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Efficiency is shaped by both the production and distribution of knowledge.
One without the other is of little use. Both are necessary, but it can be difficult
to design an incentive system that achieves both objectives simultaneously. The
essential problem is financing (see box 2.3): knowledge is costly to produce, and
yet after it has been produced, and the costs of producing it have decreased,
efficiency demands that the fruits of this effort be made available at near-zero
cost (the cost of disseminating knowledge).

There are four different approaches to getting around this problem. First,
knowledge can be produced directly, by a state in isolation or by a collective of
states. Second, knowledge production can be subsidized, an example being tax
credits to corporations. Third, producers of specific, discrete pieces of knowledge
can be awarded prizes—perhaps the most famous example from history being the
discovery of a way to determine longitude (Sobel 1995). Finally, rights to the use
of knowledge can be privatized, for example, by patents and copyrights. In this
case, however, intellectual property must be coupled with policies for the (second-
best) efficient distribution of the products embodying the new knowledge—in

Box 2.3 The Case for Financing Knowledge for Development

The incentives to produce knowledge that is of unique value to the world’s poorest countries
have historically been weak, partly because of small country markets and partly because of
inadequate patent protection. Harmonization of intellectual property rules worldwide—
mainly as a result of the World Trade Organization’s Agreement on Trade-Related Aspects
of Intellectual Property Rights, but also because of stronger rules negotiated in various
preferential trade agreements and other agreements under the World Intellectual Property
Organization—uwill ensure patent protection with time and eventually overcome the problem
of market size. However, the incentives to invest in R&D that promises to benefit only the
world’s poorest countries will also be limited by low purchasing power. There is clearly a case
for grant financing of R&D for development.

When knowledge is itself an input in the supply of another public good, the case for grant
financing is especially great. For example, use of a vaccine creates an “externality.” A person
who is vaccinated helps to break the chain of transmission, reducing the chances that others
will become infected. This means that the social value of a new technology exceeds the private
value. It also means the social value of the knowledge needed to develop the technology
exceeds the private value.

Note, however, that this externality provides a rationale for government purchases of
vaccine, and therein lies another problem. If governments are the sole buyers, they can
negotiate lower prices. Low prices are good from the perspective of distribution, but bad from
the perspective of innovation: low prices reduce the returns to R&D. Indeed, the role of
government in purchasing vaccines is one reason the development and production of
vaccines is unsatisfactory, even in rich countries (see, for example, Offit 2005). Grant financing
of the R&D is one way to avoid this problem. Price commitments are another.
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particular, price discrimination through market segmentation—as has been
exploited by the Medicines for Malaria Venture, a public-private partnership
promoting the development and distribution of new, effective, and affordable
antimalarial drugs.

The first three approaches typically rely on knowledge being financed by the
state or a group of states out of general tax revenues. (Private philanthropists,
such as the X Prize Foundation, have also funded prizes.) Intellectual property
systems, by contrast, allow these costs to be financed entirely by the market.
This distinction is important because only the first three approaches allow the
fruits of research and development (R&D) to be made available to the public
at near-zero cost. Under the intellectual property system, this only happens
after the life of the property right has ended.

Each approach has strengths and weaknesses (David 1993). The first two
approaches create “push incentives” for R&D, relying on the state or a group of
states to pay for the inputs to knowledge creation. However, these approaches
have the obvious problem of having to pay for failure as well as success. They also
require monitoring to ensure that the money provided is well spent. But they
have advantages, too. Government laboratories often produce research that will
be procured directly by government—of special importance when the R&D is
vital to national security. Push incentives are especially needed to fund basic
research, which, because of its broad nature, cannot be patented.

Prizes and the intellectual property right system are functionally different.
Prizes create “pull incentives” for R&D—that is, they reward success. A problem
with these approaches is that they offer “winner takes all” rewards and so encour-
age excessive R&D (Dasgupta and Stiglitz 1980). Too much effort may be
devoted to capturing the rents to knowledge creation—a common problem.
Prizes have another handicap: they can only reward targeted discoveries and
achievements. The social returns to this approach thus depend on the choice of
target. Patents, by contrast, promote a wider array of innovation. But patents have
other drawbacks. They create incentives for those who possess knowledge to keep
what they know secret until it can be patented (in contrast to the rush by scien-
tists to publish their latest discoveries). As noted by David (1993), this creates
problems of duplication and delay—a potentially serious cost. The proliferation of
patents—on, say fragments of genes—can also frustrate the R&D process by
allowing each owner of an upstream patent “to set up another tollbooth on the
road to product development, adding to the cost and slowing the pace of down-
stream biomedical innovation” (Heller and Eisenberg 1998: 699).2

Finally, of course, the patent system makes the owners of the rights to knowl-
edge state-approved monopolists for the term of the rights (typically, 20 years in
the case of patents globally). The problem here is that monopolists will charge a
price in excess of marginal cost, and this is inefficient. As explained previously,
once the knowledge has been produced, it should be distributed at marginal
cost—a price near zero. The intellectual property rights system thus creates
incentives for knowledge to be produced, but at the cost of discouraging its effi-
cient distribution.
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It is essential to note, however, that the distribution of knowledge at a near-
zero price is not the only means for achieving efficiency. In theory, perfect price
discrimination will achieve the same result. This would involve every potential
user of knowledge being charged his or her marginal willingness to pay. From the
perspective of allocative efficiency, the result would be the same as if the knowl-
edge were made available for free because all users willing to pay a positive price,
however small, would be able to purchase the knowledge.

It will help to distinguish between innovation that benefits all countries
and innovation that uniquely benefits the poorest countries. In the former
case, the market in rich countries will usually be enough to stimulate R&D
investment with the promise of market returns. Extending patent protection
to poor countries is not needed for efficiency and could be injurious to
human welfare.

This problem attracted worldwide attention when patent-holding pharma-
ceutical companies attempted to block the production and distribution of life-
saving antiretrovirals in poor countries, where the HIV/AIDS crisis has produced
millions of orphans. The interests of the companies were protected by the
Trade-Related Aspects of Intellectual Property Rights (TRIPS) agreement, which
threatened the legitimacy of the World Trade Organization (WTQ), which sets
and enforces the rules for multilateral trade. As Maskus and Reichman (2004:
307) put it, “if nothing had been done to address the plight of millions dying of
AIDS because of TRIPS patent rights, then the WTO would have contributed to
the greatest health tragedy in history.”

Fortunately, something was done. TRIPS allowed governments to make limited
exceptions to patent rights in “national emergencies.” The WTQO’s Doha
Ministerial Conference held in November 2001 made these exceptions clearer
and ensured that TRIPS positively supported public health by promoting access
to existing medicines as well as by creating incentives for the development of new
medicines. An agreement reached in 2003 went further still, allowing members
to import cheap generics made in foreign markets under compulsory licensing
arrangements. The effect of both changes has been to segment the market, allow-
ing the same drugs to be sold at higher prices in the industrialized countries and
at lower prices in the developing countries. It is important to emphasize that this
pricing is not only equitable but efficient. And there is no reason why application
of this form of pricing should be limited to “essential medicines.”

A recent example illustrates this. On May 10, 2013, a story was published on
the front page of the New York Times, “Cancer Vaccines Get a Price Cut in Poor
Nations.” The story explains that a cervical cancer vaccine, which costs $130 per
dose in the United States (three doses are needed for protection), will be made
available for less than $5 per dose in poor countries. The high price in rich coun-
tries is the reward for doing the R&D. The low price in poor countries should
cover manufacturing costs and no more. This is an efficient outcome, but it
depends on a “gray market” being prevented, so that the vaccine sold in poor
countries is not shipped back to rich countries—that is, it requires separating
rather than integrating markets.
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Agricultural Research

For more than 35 years, the World Bank has worked with the Consultative
Group on International Agricultural Research (CGIAR), the organization cred-
ited with developing modern crop varieties for developing countries, spurring
the so-called Green Revolution (see box 2.4). These were varieties that devoted
more of their energy to producing grain and that responded more favorably to
fertilizer. The first discoveries were made at international research institutes
based in Mexico (the International Center for Wheat and Maize Improvement)
and the Philippines (the International Rice Research Institute). Since then, the
network of such institutes has expanded. Today, the CGIAR comprises 15 col-
laborative centers.1?

Box 2.4 The Green Revolution

What was the real contribution of international research to improvement in agricultural
productivity? It is impossible to know for sure. If international research had not been
undertaken, national programs would likely have expanded—though by how much cannot
be known precisely because this “counterfactual” is unobservable. A recent study, however,
suggests that the Green Revolution would have been muted were it not for international
agricultural research. The results are shown in table B2.4.1.

Table B2.4.1 Effect of International Agricultural Research

Change from counterfactual (%)

Developed countries Developing countries

Crop yields -14to-25 8.1t089
Cropped area -16t0-1.9 -1.6to-1.9
Crop production -1.0to-1.7 6.5t07.3

Crop prices -18to-21 -18to-21
Change in imports NA -6t0-9
Children malnourished NA -20to-2.2
Calorie consumption per capita NA 451050

Source: Evenson and Gollin 2003.
Note: NA = not applicable

Without international research, crop prices would have been higher, stimulating an
increase in crop yields in developed countries as farmers increased use of inputs like fertilizers.
It also would have increased the area planted everywhere. Consumers everywhere would
have been worse off, but the effect on developing countries would have been greatest: caloric
intake per capita would have fallen, and the proportion of children malnourished would
have increased.

Was the investment worth the cost? A recent study (Raitzer 2003) found that the aggre-
gate investment in international agricultural research—about $7 billion from 1960 to 2001—
yielded the world a benefit-cost ratio in the range of 2:1 to 17:1.
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The popular view of the Green Revolution is that it consisted of a one-time
burst in productivity, realized in the 1960s and 1970s. Recent analysis suggests
that its effects were more long-lasting. The early successes that are so well known
initiated a process of continuous improvements, with each new increment in
knowledge creating yet another improvement. The existing stock of knowledge is
an important input into the creation of more knowledge. Indeed, Evenson and
Gollin (2003) show that productivity gains from the modern varieties were larger
in the 1980s and 1990s than in the previous two decades. As shown in box 2.4,
this investment in research has yielded a benefit more than twice the cost.1!

Tropical Medicine

No institution like the CGIAR exists for doing research into the diseases that
predominately or uniquely affect developing countries. Although R&D in the
so-called neglected diseases has increased, coverage has been uneven. A recent
survey found that HIV, tuberculosis, and malaria accounted for 125 million
disability-adjusted life years (DALYs) in developing countries and received
almost 80 percent of total R&D funding. In contrast, pneumonia and diarrheal
diseases accounted for 165 million DALYs and received less than 6 percent of
total funding. Similarly, helminth infections (including river blindness) account
for 20 times the disease burden as dengue fever, but receive half as much R&D
funding (Moran et al. 2009).

In addition, it may pay to consider tropical diseases as a group, especially if
evidence can be found for their creating a poverty trap (Bonds et al. 2010). The
poverty trap consists of multiple equilibria. Start from a situation in which
people are poor, and disease is a fact of life. Because of illness from infection,
these people are unable to earn a decent income. Because of their poverty, they
are unable to fight off infection. They are trapped. By this view, to enable devel-
opment it may be necessary to control a broad range of diseases for a sustained
period of time, long enough to allow incomes to rise and people to be liberated
from their poverty trap.

Clearly, the priorities of the current funders may not match those for devel-
opment. The World Bank should collaborate—with the World Health
Organization (WHO), the United Nations Development Programme, and
perhaps other organizations—in developing an overall framework for deciding
on these priorities.

An accident from history illustrates the kind of benefit that could come from
R&D focused on development. In 1978 a researcher at pharmaceutical giant
Merck & Co. discovered that the drug he had developed to treat worms in horses
was also effective in controlling onchocerciasis in humans. Clinical trials financed
by Merck and the WHO demonstrated that one dose a year of the drug,
Mectizan®, or ivermectin, could relieve symptoms of the disease for a year. Thus
this discovery provided a new tool for fighting this disease, allowing the effort
begun in West Africa to be extended to Eastern and Central Africa, regions where
aerial spraying was either ineffective or excessively costly. This new program,
covering 19 additional countries, was initiated in 1995. The knowledge
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that ivermectin can help fight a human disease is another public good, but the
discovery was made almost by accident and certainly did not result from a
deliberate effort to help people burdened by onchocerciasis. Initiatives like the
Medicines for Malaria Venture, which the World Bank supports, are a new and
better model for development.

Energy

What developing countries need most are new technologies that suit their
special circumstances. The absence of a landline infrastructure, for example,
made mobile phones especially valuable in developing countries. Statistical
analysis shows that adding 10 more phones per 100 people in developing
countries can increase growth in GDP per capita by 0.6 percent (Waverman,
Meschi, and Fuss 2005).

Similarly, many poor countries have little in the way of an electricity grid,
especially in rural areas, making distributed electricity generation of particular
value to these countries. Since rich countries would gain less from distributed
energy, they have little incentive to innovate in this area. However, rich countries
would gain if renewable sources of distributed generation displaced investment
in fossil fuel generation in developing countries—a reason for grant financing of
R&D for distributed energy.

Correa (2009) notes that the CGIAR could provide a model for climate
change mitigation and adaptation research. Similarly, Jones, Downie, and
Purvis (2011) have proposed creating the Consultative Group on Low Emissions
Development. Their proposal is for a network of “solution centers,” the purpose
of which would be to “help nations tailor sector- and region-specific best-practice
policies to local circumstances” (Jones, Downie, and Purvis 2011: 11). The
CGIAR is also noted in the World Development Report 2010: Development and
Climate Change (World Bank 2009), although its full relevance was not explored.
A cluster of research centers akin to the CGIAR—on solar power, wind energy,
carbon capture and storage, and so on—may have merit; certainly, the notion
needs to be developed in detail 12

Climate Change and Development

Climate change will arguably be the greatest challenge for development this
century. Economic activity depends on the climate in both obvious and surprising
ways. Agriculture, discussed later in this section, is highly sensitive to climate, but
so is labor. In a study of 28 countries in the Caribbean, Hsiang (2010) finds that
output in nonagricultural sectors is more sensitive to climate than agriculture—
which is consistent with studies of the effect of thermal stress on productivity but
has been ignored by earlier studies of the costs of climate change.

Of course, adaptation to climate change will reduce damages, but adapta-
tion itself has implications for climate change. For example, one way to
reduce heat stress is by using air conditioning. But this requires energy, and if
the energy used to power air conditioners is produced using fossil fuels, adap-
tation to climate change will in turn aggravate the underlying problem. More
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generally, the best way to adapt to climate change is for the economy to
develop. Higher incomes will make adaptation more affordable. Just as
important, the institutions needed for development (property rights, the rule
of law, and so on) will also facilitate adaptation. However, development will
increase emissions unless the traditional correspondence between fossil fuel
use and national income is broken.

It is for this reason that efforts to reduce greenhouse gas emissions (GHG)
emissions and to adapt to climate change must be considered jointly. In the con-
text of development, emissions growth is largely a problem involving the
fast-growing, large, emerging economies like China and India. Vulnerability, by
contrast, is greatest for the small, poor developing countries, including small
island developing states and countries prone to cyclones and droughts.

Reduction of GHG Emissions

It’s enough to give you whiplash. Last month, the World Bank put out a devastating
new report on why 4°C of global warming “simply must not be allowed to occur.”
This month, the Bank is considering whether to provide financing for a new coal-

fired power plant in Mongolia. (Sheppard 2012)

The World Bank faces a challenge in deciding whether to finance investments
like coal-fired power plants: Should the Bank finance such investments, ignoring
the implications for global climate change? Should it refuse to finance them?
Should such investments only be financed if they can be justified by use of a
value representing the “cost of carbon”? If so, what cost value should be used?

These are awkward questions. If a zero value is used, investments like coal
plants will appear more favorable, and the Bank will be supporting investments
that harm the world and that could make future development much more dif-
ficult. If a high value is used, investments like coal will appear less favorable, but
if the country needing the energy is forced to turn to a more expensive alterna-
tive, its development will be compromised—unless the country is compensated
for the difference in cost.

Of course there is also the added problem that if the World Bank adopts a
hard line on such investments, countries in need of energy investment may turn
to other sources of finance. Their borrowing costs would rise, but switching lend-
ers may prove the cheaper alternative overall. In this case, the World Bank would
fail in its role in facilitating investment for development, without helping to
reduce emissions significantly.

The World Bank would not be in this bind if an effective global regime existed
for limiting GHGs that set a global “price” on carbon, either a market price (if
countries were obligated to impose a carbon tax or there existed a market in
emission entitlements) or a shadow price (if emissions were constrained by regu-
lations and technical standards). But thus far world governments have not even
proposed an approach that works in supplying the global public good of emission
reductions. In particular, their efforts have so far failed to overcome the basic free
rider problem. When a country cuts back on its emissions, the biggest share of
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the benefit goes to other countries. Each country therefore has an incentive to
abate less (emit more) than is collectively desirable, with the consequence that
the world as a whole abates too little (emits too much) relative to the outcome
in which all countries cooperate fully. To overcome free riding incentives, agreed
emission reductions must be enforced (Barrett 2007).

The Bank has tried to fill the vacuum created by this failure. Its Partnership
for Market Readiness, involving more than 30 countries, provides a clearinghouse
for the exchange of ideas and experience in domestic emissions trading schemes,
carbon offsets, and carbon taxes. The Bank also manages a number of “carbon
funds,” such as the Prototype Carbon Fund and the Carbon Fund for Europe.

Carbon funds could be a vehicle for compensating developing countries
for investing in alternatives to coal.12 Firms constrained by the EU emissions trad-
ing scheme can purchase certified emission reductions (CERs), or carbon credits,
for investments in developing countries under the Kyoto Protocol’s clean devel-
opment mechanism (CDM). However, this vehicle is imperfect. Currently, the
price of permits traded in the scheme is very low, due to a high allocation of
allowances, weak demand due to the recession, and complementary policies
favoring investment in renewable energy (see box 2.5). Reliance on this value
alone will have virtually no effect.

One important issue is whether the price of carbon used to evaluate such
investments should reflect the damage caused to the world or the damage caused
to a country, making the investment (self-inflicted damage). The latter value
should certainly be included; to ignore this value would mean making invest-
ments that could be harmful to the country in the long run. However, for the
smallest, poorest countries, this value will be very small. Very large, fast-growing,
and climate-sensitive developing countries, like China and India, will have much
larger values. According to Nordhaus (2011), the social cost of carbon to these
countries is about $3 and $2/tCO,, respectively. These values are low relative
to the global social cost of carbon (which Nordhaus calculates to be about
$12/tCO,), but they are greater than the current price of CER—the global mar-
ket price for an investment offset.

The case for using a global value is particularly strong when all other countries
use the same global value, for in this way every country would benefit from the
practice.l* However, even in this situation, equity considerations may favor com-
pensation to the poorest countries. (After all, these countries are not to blame for
today’s high level of atmospheric concentrations.) Moreover, rich countries have
an incentive to pay compensation. To see this, note that Nordhaus (2011) calcu-
lates that the social cost of carbon for the United States and the EU is about
$1/tCO, each, with the value for all high-income countries being about $3/tCO,.

The problem is that while these countries have a collective incentive to
compensate, so as to ensure emissions are reduced, they also have an individual
incentive to free ride.

Coal plants are lumpy investments. So the question is whether the decision
to build a coal plant or a low-carbon alternative will be different whether the
investments are evaluated using the global social cost of carbon or the value
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Box 2.5 The Cost of Carbon

There are two main ways to calculate the “cost of carbon”: by calculating actual price and by
estimating the social cost of carbon.

Actual price

In most of the world, there is no “carbon market,” making the actual price of carbon zero. That
said, Europe has the most well developed carbon market in the world; its current spot price is
shown in table B2.5.1. It is important to note, however, that the price of carbon allowances has
fluctuated dramatically. In 2006 the price peaked at more than €30/tCO,. The price of “offsets
certified emission reductions under the EU emissions trading scheme is heavily discounted; it
is currently barely above zero. Table B2.5.1 also shows two different carbon tax values. However,
note that the Swedish carbon tax exempts electricity generation and is discounted for indus-

”

try; itis not a“pure” carbon tax.

Social cost

This is an accounting estimate of the damage to the world due to increasing CO, emissions by one
ton. Because damage will depend on the concentration of greenhouse gases now and into the
future, this value will vary with the CO, concentration trajectory (being higher for higher concen-
trations); it will also change over time (generally increasing due to concentrations increasing). The
official values shown in table B2.5.1 are all estimates of the social cost of carbon today. Note how
the values calculated by Stern and Nordhaus (2011) vary with the scenario. If nothing is done to
limit concentrations, they will keep on rising, greatly increasing the social cost of carbon. If inter-
national cooperation succeeds in limiting concentrations, the social cost of carbon will be lower.

Table B2.5.1 Various Estimates of the Cost of Carbon

$/tCo,
Actual prices
EU ETS allowance price 5
EU CER price 0.40
British Columbia’s carbon tax 30
Sweden'’s carbon tax 150
Official values
World Bank estimate for “genuine savings” 20
U.S. government 21
U.K. government 39
Academic estimates
Stern (based on business as usual) 85
Nordhaus (based on business as usual) 12
Stern (based on limiting concentrations to 550 ppmv) 30
Nordhaus (based on limiting temperature change to 2°C) 27

Source: EU values from Point Carbon (Thompson Reuters 2013 accessed July 8, 2013); carbon tax values from
Carbon Tax Center (CTC 2013, accessed July 8, 2013); World Bank estimate from World Bank Environmental
Economics (accessed July 8,2013); U.S. government value from Greenstone, Kopits, and Wolverton 2013;

UK. government estimate from Price, Thornton, and Nelson 2007. Stern values were also taken from Price,
Thornton, and Nelson 2007, but are in 2000 values. Nordhaus estimates are from Nordhaus 2011.

Note: tCO, = tonne of CO,; ppmv = parts per million (by) volume; ETS = emissions trading scheme;

CER = Certified Emission Reduction.
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appropriate for the individual country (this value being perhaps some combina-
tion of its own social cost of carbon and the offset price available in the market
place). Hamilton and Stéver (2012) show that the investment decision will only
be affected if the switching price—the price of carbon that makes the country
indifferent between investing in the coal plant and investing in the best
low-carbon alternative—lies between these two values. This analysis provides a
measure of the compensation needed to ensure that the investment project that
is best for the world goes forward and that the developing country is made no
worse off as a consequence.

The Free Rider Problem
The issue then comes down to whether the free rider problem can be addressed.
A proposed solution is as follows. Let the compensation needed to “tip” the
investment toward the low-carbon alternative be denoted C, and let N denote
the members of the World Bank that are willing to fund the difference. These
might be the countries listed in Annex I of the United Nations Framework
Convention on Climate Change (UNFCCCQC), the so-called industrialized country
parties. N ={1,2,...,n}. Suppose that 3._ B, = B > C, where B, denotes the benefit
country i receives from the reduction in emissions associated with choosing the
low-carbon alternative instead of the coal plant. Then it will pay the members
collectively to ensure that the low-carbon facility is built instead of the coal
plant. In other words, a deal can be done, making all the parties better off. To
ensure the amount C is paid, the Bank should create a new facility whose mem-
bers would establish a total budget, chosen to ensure that all projects that meet
the above test are funded, and budget shares (perhaps calculated in proportion
to these countries’ World Bank shares).12

This proposed solution is actually similar to an existing arrangement—
financing of compliance with the Montreal Protocol by developing countries.
When this agreement was amended in 1990 to compensate developing
countries for the incremental costs of their compliance, a multilateral fund
was created. The work of the fund is undertaken by four implementing agen-
cies, all overseen by an executive committee representing the parties to the
treaty and comprising an equal number of representatives from developed
and developing countries.l® As one of these implementing agencies, the
Bank disburses almost half of the fund’s total budget, specializing in fund-
ing for large-scale investment projects. The World Bank also disburses
funds through its Global Environment Facility GEF to finance compliance
by the economies in transition. In total, more than $3 billion has been dis-
bursed so far.lZ

The difference between the situations is that the Montreal Protocol is
an effective treaty, but there is no equivalent treaty for climate change. The so-
called Durban Platform for Enhanced Action is meant to lead to a new climate
treaty by 2015, to be implemented by 2020, but even if this effort succeeds, the
deadline is six years away. However, as explained in the next section, the new
Green Climate Fund, which is part of the multilateral climate regime with the
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World Bank serving as interim trustee, creates a new opportunity for funding—
an opportunity that can integrate mitigation and adaptation assistance.

Climate Change Adaptation

Failure to supply the global public good of reductions in emissions of GHGs will
increase the need for, and the returns to, adaptation. Clearly, every long-term
investment made from now on must be shown to pay off in a world in which the
climate is expected to change.

The key question is who should pay for the investments needed because
of climate change. This is an equity issue. The poorest and smallest developing
countries are very likely to be the most vulnerable to climate change, even
though they have contributed the least to the problem.

The rich countries have accepted the responsibility to assist developing
countries with adaptation. In the 2009 Copenhagen Accord, they affirmed a
“collective commitment ... to provide new and additional resources, including ...
through international institutions, approaching USD 30 billion for the period
2010-2012 with balanced allocation between adaptation and mitigation.” In
addition, “in the context of meaningful mitigation actions and transparency on
implementation,” developed countries committed “to a goal of mobilizing jointly
USD 100 billion dollars a year by 2020 to address the needs of developing
countries.” These obligations were formalized at the Conference of the Parties to
the Framework Convention in Cancun in 2010, leading to the establishment of
the Green Climate Fund (see below).

However, acceptance of the principle of assistance does not guarantee that the
rich countries will contribute or that the investments they make will pay off. One
problem is that their commitment is a collective one; no country is individually
responsible for contributing a particular amount. A second problem is that the
incentives for developed countries to contribute are weak; the obligations are
voluntary and there is no means for enforcing them. To be sure, rich countries
have a collective incentive, in addition to a moral obligation, to fund adaptation.
For example, there is strong evidence that global climate may be associated with
civil conflict (Hsiang, Meng, and Cane 2011), with implications for regional sta-
bility and geopolitics. However, preventing such disruptions would itself be a
global public good, vulnerable to free riding.

Adaptation and Development. Yet another problem is that it isn't clear what
“adaptation” is. What should be financed? Adaptation involves choices that are
made in anticipation of, or in reaction to, climate change—all taken for the pur-
pose of reducing the damage (and increase the benefits, if any) caused by climate
change. The World Bank report Economics of Adaptation to Climate Change
(World Bank 2010a) puts a dollar value on the investments that can be identified
as being needed because of climate change—mainly local and regional public
goods, such as dikes, sea walls, levees, and paved roads. This value “between 2010
and 2050 for adapting to an approximately 2°C warmer world by 2050 will be
in the range of $70 billion to $100 billion a year.” This is about the same amount
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of money given as foreign aid (World Bank 2010a: xix). Note, however, that
based on current projections, the world is almost certain to surpass 2°C, and
damages are expected to be nonlinear in mean global temperature. That is, the
damage caused by going from 3°C to 4°C is expected to be much greater than
the damage caused by going from 2°C to 3°C.

Construction of local public goods like dikes and seawalls are obvious exam-
ples of adaptation; but as the World Bank report readily acknowledges, adapta-
tion will require much more than this, and take much less obvious forms. In
particular, it isn’'t clear if adaptation is different from development. This is
assessed as follows. A global study of the effects of climate change on agriculture
through 2080 found that production overall would fall about 3 percent from
baseline.18 This is a very small change in an expected future level about 70 years
from now—so small as to be indistinguishable from zero.l? In other words, in a
world with free trade, climate change will increase output in some places and
decrease it in others, perhaps having little effect on output overall. In a world
with free trade, to a first approximation, this implies little overall effect on
prices. However, the same study shows that production potential in individual
countries—all of them developing countries—could fall by a third or more. For
the poorest countries that rely on agriculture for a large share of their income,
this would amount to a devastating loss in income and therefore purchasing
power. Future development would blunt this effect, by reducing agriculture as
a share of national income.

In addition, much of the adaptation will need to be done by the private sector,
and the incentive for the private sector to make long-term investments depends
on the provision of basic national public goods like the rule of law, property
rights arrangements, infrastructure, macroeconomic stability, freedom from con-
flict, and so on—the same national public goods that are needed for “ordinary”
development.

So, if adaptation finance is to be “additional,” there needs to be a baseline
from which change is determined. There first needs to be a baseline for climate,
which is hard to determine empirically, given natural variability and uncertain-
ties. But there also needs to be a baseline for development, which is perhaps
even more uncertain. Consider an example: Intuitively, a warmer world should
increase the geographic extent of malaria; there is some evidence that higher
temperatures may have increased malaria transmission in the African highlands
(Patz et al. 2005). However, over the last century, the overall spatial extent of
malaria has shrunk dramatically, thanks to improvements in control and
increases in investment in environmental measures, bed nets, antimalarials, and
so forth. As noted by Gething et al. (2010: 342), “Predictions of an intensifica-
tion of malaria in a warmer world, based on extrapolated empirical relation-
ships or biological mechanisms, must be set against a context of a century of
warming that has seen marked global declines in the disease and a substantial
weakening of the global correlation between malaria endemicity and climate.”
In short, any new finance must be additional to the efforts being made already
to control malaria, which are more than keeping pace with climate change.
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What is really needed, therefore, is more development, in addition to some
specific adaptation investments.

World Bank Funding Adaptation Efforts

The World Bank already has a little experience funding adaptation projects
through vehicles like the Global Environment Facility. However, the more impor-
tant mechanisms will be associated directly with the multilateral climate agree-
ments. These are the Adaptation Fund and especially the Green Climate Fund.

The World Bank is trustee to the Adaptation Fund, which was established
under the Kyoto Protocol and is financed by a 2 percent levy on CDM transac-
tions. This is a novel approach to finance, but it is seriously flawed for several
reasons. First, by increasing the price of CDM transactions, the mechanism will
depress uptake of emission offsets—precisely opposite the effect desired.
Second, the total amount of money raised is related to the volume of CDM
transactions, which is completely unrelated to the need for adaptation assis-
tance. The two values have nothing to do with each other and should not be
linked. Third, as explained previously, the price of CDM transactions has been
volatile. Currently the price is very low, and yet the need for adaptation assis-
tance has increased rather than fallen. Finally, the CDM has come under scru-
tiny, particularly for funding projects that produce “phantom” emission
reductions. The EU has recently restricted the range of investments for which
it is willing to assign credit. For all these reasons, the Adaptation Fund is an
unreliable source of finance.

The Green Climate Fund, an operating entity of the UNFCCC, is different,
and could possibly become the leading source of adaptation assistance in the
future. Managed by a board representing both developed and developing coun-
tries, the Green Climate Fund has yet to determine which organization will act
as trustee. The World Bank is currently fulfilling this role on an interim basis, but
has been given very little authority; it can do little more than transfer funds on
instruction of the board or a designated secretariat. The Bank should be made the
permanent trustee. The amount of money proposed—an undetermined fraction
of a total collective pledge of $100 billion per year by 2020—could be huge,
potentially as large as the World Bank currently disburses in a given year. No
other organization has the ability and experience to manage this amount of
finance.

The World Bank should also be more directly involved in the formation of
the Green Climate Fund’s policies and in its eventual implementation.
Adaptation can’t be conceived of as being completely distinct from develop-
ment; at the very least, efforts in both areas must be highly integrated and coor-
dinated. The same is true of investments for reducing emissions, as the returns
on these will depend on investments in complementary infrastructure and on
energy pricing and other policies. Establishment of the Green Climate Fund
creates an opportunity to reimagine the role of the World Bank in supplying
global public goods, just as greater involvement by the World Bank in the forma-
tion of the fund will increase the chances of this new institution being successful
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in the long run. Indeed, greater involvement by the World Bank in the early
stages will enhance the Green Climate Fund'’s credibility with donors, encourag-
ing them to contribute more. This is crucial. If too little money is contributed,
the Green Climate Fund will achieve very little, irrespective of how it is
managed.

Infectious Disease and Development

The news is full of reports from China of new cases of an influenza virus—
human infections of influenza A (H7N9)—that has so far circulated in birds but
that could possibly mutate to allow person-to-person transmission. Indeed, this
virus could become a pandemic. Regardless of whether this particular strain
develops in this way, however, new forms of influenza can be expected and they
can emerge at any time (see box 2.6). The emergence of new infectious diseases
is a threat to everyone on the planet.

Other types of emerging infectious disease also take the world completely by
surprise. Examples in recent years include HIV/AIDS, bovine spongiform
encephalopathy (BSE), and, severe acute respiratory syndrome (SARS). These
are well-known cases, but more than 300 infectious diseases are known to have
emerged since around 1940 (Jones et al. 2008). More unexpected new diseases
will surely strike in the future.

Addressing both kinds of emerging infectious disease—the ones we know
about and the ones not yet known—involves the supply of five different kinds of
global public good: preparedness, prevention, surveillance, reporting, and response.

Preparedness

Investments made in advance of an outbreak can help reduce impacts. These
investments can be generic, such as planning for hospital “surge” capacity. They
can also be specific, such as the stockpiling of antivirals in anticipation of a
possible future influenza pandemic.

Antivirals protect people exposed to the virus, especially if taken before symp-
toms first appear. They also slow spread of the disease. According to modeling
efforts discussed below, under the right conditions, judicious use of antivirals can
stop a virus in its tracks. Even if the intervention only slows spread of disease, it
can be of benefit, as it takes time to develop, produce, and distribute vaccine for
a new influenza virus.

However, stockpiling is costly. Not only must the drugs be purchased, they
must also be distributed with great care. Unplanned distribution will not do. The
drugs would almost certainly need to be rationed. In particular, they would need
to be targeted to the most vulnerable people and distributed optimally for pur-
poses of containment. To be effective as a prophylaxis, antivirals would also have
to be administered quickly (Longini et al. 2004). Finally, there is no guarantee
that the drugs will work. Indeed, no one ever knows if they will work unless and
until they are used.

The benefits of stopping or slowing spread of an emerging infectious disease
are global. Rich countries have an incentive to stockpile unilaterally, irrespective
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Box 2.6 Influenza Pandemics

Seasonal influenza follows a fairly predictable pattern, making it possible for a vaccine to be
reformulated every year, based on scientists’ best guess for how the virus will evolve over the
course of the year. It takes many months to produce normal stocks of vaccine and to ready
them for distribution. In some years, the predictions about virus evolution work well, and the
vaccine is effective. In other years, an unanticipated strain may appear and come to dominate,
making the vaccine relatively ineffective.

Pandemic influenza is different. These viruses emerge infrequently—three emerged in the
previous century, and one so far in this century—when a virus passes from animals to humans
and mutates to become transmissible person to person. Vaccines based on existing and
expected strains offer little if any protection against these new strains. New vaccines can be
formulated, once samples of the virus are available, but production and distribution take
time—usually about 6-8 months.

Two aspects of pandemic influenza virus are crucial: transmissibility and virulence. A key
parameter in epidemiology is the basic reproductive number for a pathogen. This is the aver-
age number of secondary infections that result when a single infected individual is inserted
into a population in which everyone is susceptible. A value greater than one is needed for a
disease to spread; higher values result in greater spread. Virulence can be represented by the
case fatality ratio—the ratio of deaths to cases showing symptoms. Table B2.6.1 compares two
different pandemics: the most deadly one in history: the 1918-19 “Spanish flu” and the 2009
H1N1 pandemic. The basic reproductive number is much higher for the 1918-19 pandemic,
indicating that this virus spread relatively easily. More worrisome, the case fatality rate is many
times higher.

Table B2.6.1 A Comparison of Two Pandemics

Basic reproductive number/

Pandemic source Case fatality ratio
1918-19 Spanish flu 29-39 2.5%
Mills, Robins, and Lipsitch 2004 Taubenberger and Morens
2006
2009 H1N1 influenza 1.3-1.7 0.05%
Yang et al. 2010 Presanis et al. 2009

of the global benefits; and some rich countries, like the United States and United
Kingdom, have accumulated stocks. However, poor countries lack the incentive
to stockpile.?? Furthermore, in the event of an outbreak, rich countries with
stocks are likely to want to hold on to them for reasons of national security, rather
than donate them to contain a global threat. That is the reason the WHO main-
tains its own stockpile.

Epidemiological modeling suggests that under the right circumstances, a
stockpile of about 3 million treatment courses should suffice to stop an epidemic
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(Enserink 2005)—an amount that happens to equal the number of courses
donated to the WHO by Roche, the manufacturer of Tamiflu (WHO 2005).
However, extinguishing an outbreak is a tricky business. To succeed, a prophylac-
tic course of antiviral medicine must be given to the contacts of every suspected
flu patient and must be coupled with other measures, like school closings,
quarantines, and travel restrictions. Crucially, all these measures will only be
effective if the basic reproductive number for the disease is no greater than
about 1.8 (Enserink 2005), and some variants are more prone to spread than this
(see box 2.6). Moreover, action would need to be swift; antivirals would need to
be distributed within about two weeks of the first cases, meaning that surveil-
lance would have to be very effective. In addition, the contacts of infected indi-
viduals would need to be reached within about two days of a patient showing
symptoms—requiring a responsive and effective health system. A weakness in
any part of the chain would endanger the entire enterprise.

Prevention

Medical and public health services cannot prevent outbreaks of every potential
emerging disease, but they can reduce the likelihood of some diseases emerging
and spreading. The best way to do this is to address the conditions that give rise
to outbreaks in the first place—conditions like poor sanitation, nutrition, and
food safety. As noted in the introduction to this chapter, the provision of interna-
tional public goods and development must often be determined jointly.

In some cases, specific remedies are needed. This is especially true of resistant
strains, which are similar to emerging diseases in that they can render our existing
tools for defense impotent. Resistance can be prevented or at least made much
less likely by improved use of drugs—influenza antiviral treatments, antibiotics,
and antimalarials are all prone to becoming resistant—and vector control meth-
ods. Such measures are weakest-link global public goods. All else being equal, a
disease is more likely to emerge in the country that undertakes the least effort to
guard against an outbreak. This makes each country’s policies for drug use and
animal husbandry of interest to every other country. In particular, minimum
standards should be set and applied globally.

The history of antimalarials explains the problem. Chloroquine, introduced in
1946, has probably saved millions of lives. It was once the best malaria treatment.
However, drug resistance emerged independently in Colombia and on the
Cambodia-Thailand border in the late 1950s, spreading to Africa in the 1970s.
By the 1990s, Chloroquine was ineffective throughout much of Africa, where
malaria results in much greater mortality. Resistance to another drug, sulphadoxine-
pyrimethamine, also emerged in western Cambodia and led to a similar situa-
tion. Fortunately, new artemisinin-based drugs, coupled with widespread use of
insecticide-treated bed nets, have reduced the burden of malaria throughout Asia
and Africa. However, resistance to artemisinin combination therapies (ACTs)
emerged in western Cambodia in the mid-2000s and is appearing in new strains
today (Miotto et al. 2013), threatening to repeat the earlier mistakes. Resistance
is emerging because most treatments are distributed through the private sector
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using monotherapy versions of the drug that are prone to resistance. Another
problem may be the use of substandard and counterfeited drugs. Precisely
why emergence is occurring in western Cambodia is not entirely understood
(Dondorp et al. 2010). However, it is of great importance that resistance be
stopped in its tracks. If it were to spread to Africa, millions of lives would be
threatened. Currently no back up antimalarial is available.

One approach to limiting the emergence and spread of resistance is the
Affordable Medicines Facility-malaria (AMFm), a mechanism for subsidizing
ACTs so that they can help eliminate of chloroquine and the artemisinin
monotherapies. A pilot effort was funded by the Global Fund to Fight AIDS,
Tuberculosis, and Malaria, but the Global Fund later decided to integrate AMFm
into its standard model, which is country-driven. The Global Fund would support
subsidies for combination therapies, but only if individual countries requested the
funds for this purpose. The problem with this model of funding is that it ignores
the incentive problem. Resistance involves huge global externalities.

In addition, global standards are needed for drugs—for their production
(artemisinin monotherapies should be banned) and distribution (which should
be limited, thereby requiring rapid diagnostic testing). Other approaches can also
help, such as temporal cycling of different combination drugs. Finally, a case can
be made for trying to eliminate malaria in the Cambodia-Thailand area where
resistance has emerged before (Dondorp et al. 2010). This may be the best
investment for assisting Africa.

Surveillance

No state can defend itself against an infectious disease without first knowing
that the disease exists, where it circulates, and how it is transmitted. Disease
surveillance identifies new outbreaks, allowing measures to be taken to
reduce spread. Surveillance everywhere is of value, but the global returns to
investment will be highest in the countries in which surveillance is weakest.
Most reports of emerging infectious diseases come from developed countries;
almost one-third of reports worldwide have come from the United States.
The reason isn’t that these countries are especially vulnerable to outbreaks.
The main reason is that developed countries have stronger surveillance
systems. For example, while the 2009 HIN1 pandemic influenza, discussed
in box 2.6, was first detected in the United States, it had been circulating for
months before that in Mexico.

Careful analysis of the data shows that after adjusting for differences in report-
ing, emerging infectious diseases are correlated with human population densities.
In addition, most emerging infectious diseases have zoonotic origins, with the
bigger problem being wildlife rather than domestic animals (Jones et al. 2008).
The returns to investments in surveillance are thus likely to be greatest in the
areas in which people agglomerate and come into contact with animals. Jones
et al. (2008) identify “hot spots” for emergence, among them Central America
and tropical Africa and South Asia. These should be the target areas for global
investments in surveillance.2!
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The International Health Regulations—the only legally binding international
agreement on infectious diseases—oblige countries to report “events that may
constitute a public health emergency of international concern,” but do little to
address the real weaknesses in the system. Its revisions to date require that states
“develop, strengthen and maintain ... the capacity to detect, assess, notify and
report” and “respond promptly and effectively to public health threats and public
health emergencies of international concern.” But they do not offer the poorest
countries financial assistance for bringing their surveillance systems up to a level
sufficient to meet global demand. To be sure, the revisions state, “WHO shall
assist States Parties, upon request, to develop, strengthen and maintain” surveil-
lance capacity. However, the resources of the WHO are limited, and the revisions
do not say what this assistance would consist of, how it would be determined,
and, most important, how it would be financed.

Reporting

Surveillance is a public good only if the information obtained is reported. The
failure to report helped to allow the SARS outbreak to become a pandemic.?2
Fortunately, the incentives to report have improved as a result of the SARS expe-
rience, which led to an important revision in the International Health Regulations.
The reason the United States identified HINT in 2009 before Mexico did was
not because Mexico had identified the virus and failed to report it. The reason
was that Mexico had not understood that the infections observed there were due
to a new disease strain.

A study by HealthMap, a prominent aggregator of disease outbreak informa-
tion, found “a clear bias towards increased reporting from countries with higher
numbers of media outlets, more developed public health resources, and greater
availability of electronic communication infrastructure” (Brownstein et al. 2008:
1021). In other words, there is a strong correlation of reporting with develop-
ment. As noted by Michaud (2010), the HealthMap study found not a single
report from countries like the Democratic Republic of Congo and the Central
African Republic, but more than 4,000 from the United States and more than
700 from China.

Response

Response can include attempts to extinguish an epidemic where it first emerges,
such as by the tried-and-true measures of quarantine. It can also include defen-
sive responses, such as restrictions on the movements of people and trade. In the
longer run, of course, it would also include the development of new treatments
and vaccines.

The International Health Regulations say that at “the request of a State Party,
WHO shall collaborate in the response to public health risks and other events
by providing technical guidance and assistance and by assessing the effective-
ness of the control measures in place, including the mobilization of interna-
tional teams of experts for on-site assistance, when necessary.” Sovereignty
could be a problem here, but poor countries have an incentive to
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accept assistance that is offered. The bigger problem is with the timing of the
assistance. As noted earlier, there will be a tendency for rich countries to hold
on to their stocks of antivirals in the event of the emergence of a new strain of
pandemic influenza. Similarly, rich countries have incentives to immunize their
own population to protect against imported infections. Taking the 2009 HIN1
epidemic as a case study, the WHO requested that vaccine manufacturers
donate at least 10 percent of their production to poor countries or otherwise
make their vaccines available to poor countries at a reduced price. As noted
previously, efficiency demands price discrimination. Eventually, vaccine was
given, but that occurred mainly when the disease seemed less of a threat.
As noted in a New York Times article, “countries that can afford vaccines save
themselves first, and, when the worst has passed, transfer their leftovers to the
poor” (McNeil 2010: A-11).

The inequity of distribution was exposed when in 2006 Indonesia refused to
share its flu samples—sharing is a long established practice—for purposes of
either global surveillance or product development. This created a huge vulnera-
bility worldwide, as Indonesia is a hotspot for influenza virus. The standoff was
resolved when the World Health Assembly adopted a resolution requiring “the
timely sharing of viruses and specimems,” while at the same time guaranteeing
“transparent, fair and equitable sharing of the benefits arising from the genera-
tion of information, diagnostics, medicines, vaccines and other technologies”
(WHA 2007).

The most important implication of this summary of infectious disease and
development is that reductions in the threat of emerging infectious diseases
require efforts on all five fronts. Failure in any one effort reduces the returns to
each of the others. The rich countries have powerful incentives to supply all five;
poor countries do not. They need assistance, and it is in the collective interests of
the rich countries to provide assistance.

Fisheries Management for Development

A report by the World Bank and the Food and Agriculture Organization (2008)
estimates that overfishing reduces the net benefits to be derived from the world’s
ocean fisheries by $50 billion a year—a colossal waste.

Conservation of fish stocks is not a global public good. Public goods are
non-rivalrous, and as every fisherman knows, fishing is exceedingly rivalrous;
consumption of a fish stock by any country reduces the amounts that others
can catch. Public goods are also non-excludable, but in the case of fish stocks,
exclusion is feasible. Just as laws can make knowledge a private good, they can
also “nationalize” the seas. Indeed, the greatest change in property rights per-
haps occurred in the 1970s when the territorial sea was increased from three to
12 miles, and exclusive economic zones extending up to 200 miles were created.
This change in the property right system brought the majority of the ocean’s
fisheries resources within national jurisdiction. However, there are still gaps. The
biggest problems today are with high seas fisheries, and especially fisheries that
overlap different jurisdictions, including highly migratory fisheries, like those
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involving tuna. Management of these fisheries is similar to provision of a trans-
national public good. It requires international cooperation. In particular, it
requires every country being willing to limit its harvest. As noted in an earlier
World Bank (2004b: 3) study,

Weak governance is the main underlying cause of overfishing. The common access
nature of the fishery resources; technical and enforcement difficulties in controlling
the levels of the catch; and the migratory character of the fish resources and the
resulting supranational institutional requirements for effective control all provide
great challenges to the governance structure, which many international, regional,
and national institutions have not been able to meet.

The UN Fish Stocks Treaty requires that coastal states and states fishing on the
high seas cooperate by becoming members of a regional fisheries management
organization (RFMO). To become a member, a state must have a “real interest”
in the fisheries concerned. The Fish Stocks agreement, which applies only to par-
ties (currently 78), goes farther than the Law of the Sea. Its aim, essentially, is to
turn “open access” into “common property” by limiting the right to fish to those
states that belong to a REMO. Non-members are to be excluded. The aim is to
transform “unregulated” fishing into “illegal” fishing.

A key issue is how a “real interest” is interpreted. If it is interpreted broadly,
membership in a REMO could include every country. In this case, the problem
would come full circle, with common property management by a very large
number of countries being indistinguishable from “open access.” Even if this pro-
vision were interpreted narrowly, membership of an RFMO could be so large as
to render the enforcement provisions of the agreement weak.

Ocean Fisheries Management

These new property rights arrangements and new management organizations
are the two instruments for managing ocean fisheries. Neither is adequate. To
improve on the current situation, more radical change is needed.

The fisheries economics literature proposes two different visions for the
future. Munro (2007) believes that the problem lies with the right of “new” coun-
tries to enter a fishery. He advocates restricting membership to “charter mem-
bers.” If a “real interest” is interpreted too broadly, he fears, the number of parties
sharing a common property resource will be excessive. Limit membership, he
believes, and these agreements can be more effective. Hannesson (2011) in con-
trast thinks that the enforcement capabilities of regional fishery management
organizations will be limited even in the absence of the so-called new member
problem. To Hannesson, the solution is to extend coastal state jurisdiction.

As a practical matter, it seems that a combination of approaches will be tried
by fishing states in the future. In the Atlantic, Indian, and Pacific Oceans, an
extension of property rights will not help very much. In these regions, the best
approach will be to strengthen the enforcement capabilities of their respective
RFMOs through combinations of observer schemes, port state measures, and
trade restrictions.
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An interesting exception is the central and western Pacific Ocean. Scattered
throughout this ocean are islands belonging to a number of Pacific island states.
When these countries claimed their exclusive economic zones, including their
archipelagic waters, a huge portion of this vital tuna fishery came under their
control. At first, eight of these countries, comprising the larger share of the fish-
ery, developed their own collective organization for managing about half the
fishery. Later, they joined the other coastal states and distant water fishing
nations in establishing a regional organization, the Central and Western Pacific
Fisheries Commission. Perhaps the most innovative approach tried so far is a ves-
sel day scheme for restricting effort (see box 2.7).

In 2011, the eight states that signed the Nauru Agreement effectively closed
areas of the high seas surrounded by their exclusive economic zones. Legally,
they could not deny access. However, they were able to limit the distribution of
licenses to countries that refrained from fishing in these high seas waters. It
would not do for the World Bank to become directly involved in these arrange-
ments, but the Bank can help build capacity for improved fisheries management
by developing countries.

Box 2.7 Managing Tuna in the Central and Western Pacific

About half the world’s tuna harvest is taken from the Central and Western Pacific region.
One recent estimate suggests that bigeye harvests are currently about one-third over
the maximum sustained vyield. However, stocks of skipjack and yellowfin tuna are not
overexploited (ISSF 2013).

In the 1970s, distant water fleets began fishing for tuna in these waters. They were
unregulated and paid no fees. The Law of the Sea treaty changed this: It allowed the coastal
states to declare rights to fish within their exclusive economic zones. It therefore also allowed
them to charge for access. Since the ocean in this region is dotted with small islands, these
claims to an exclusive economic zone, including archipelagic waters, make this fishery a
common property resource.

This zone system offers a potential for improvement over open access, but there is still a
collective action problem. Collectively, all the states in the region have an incentive to limit
access and restrict harvests so as to build up the stocks and increase the economic value of the
entire fishery. Individually, each of the coastal states has an incentive to increase access, for the
costs of doing so would be spread among all the members of the collective.

In the early 1980s, eight countries—the Federated States of Micronesia, Kiribati, the
Marshall Islands, Nauru, Palau, Papua New Guinea, the Solomon Islands, and Tuvalu—formed
a subregional alliance with the Nauru Agreement. The aim was to negotiate as a group, setting
harmonized terms and conditions for access by foreign fleets. In the early 2000s, in response to
the requirements of the Law of the Sea treaty and the United Nations Fish Stocks Agreement,
all the Pacific island states and the distant water nations formed the Western and Central

box continues next page
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Box 2.7 Managing Tuna in the Central and Western Pacific (continued)

Pacific Fisheries Commission, a regional fisheries management organization (RFMO). Decisions
by the commission are by consensus, which means that the parties to the Nauru Agreement
do not have full control over all decisions. However, the commission is useful to these countries
as well, particularly in helping them to monitor and enforce the total allowed catch and catch
allocation (Havice and Campling 2010).

The parties to the Nauru Agreement developed a vessel day scheme to manage their
resource, and the commission later built on this approach. While a total allowable catch
is normally preferred, participation in a fishery is much easier to monitor than catches. The
allocation applies to the whole of the area controlled by the parties to the Nauru Agreement;
each party is compensated according to the time vessels spend in its waters. For all its
limitations, the vessel day scheme has significantly increased returns to the developing
country coastal states (Havice 2013).

Collective management is a complex enterprise. To negotiate it successfully,
each party must understand its own interests and the collective interests of all
parties. The Bank could help in developing these analyses. The process also
requires regular meetings to help establish trust. But being able to negotiate
effectively is costly. According to Havice and Campling (2010, 104), “Pacific
island countries struggle with the Commission policy making process, including:
the costs associated with attending meetings, engaging in multiple negotiating
issues, and diplomatic coordination to develop regional positions among a range
of island states. The effect is that Pacific island countries are unable to fully
participate in [Central and Western Pacific Fisheries] Commission negotia-
tions.” Making matters worse, Japan, a major distant water nation, has funded
the participation in commission negotiations of some Pacific island states, but
only the ones with which Japan has bilateral access agreements (Havice and
Campling 2010). Clearly, it would be better if funding for these states’ partici-
pation in the commission came from an objective source—again, a possible role
for the Bank.

The World Bank’s Role in Promoting Global Public Goods

When the World Bank was founded almost 70 years ago, the world was a
very different place than it is today. The Bank’s original mission was to help
rebuild Europe after World War II. Not long after it was created, however, its
mission changed. The Bank’s focus became lending money to the world’s poor
countries, to aid their development. Over a decade ago, the Bank became inter-
ested in global public goods and made supplying global public goods a strategic
theme. But the Bank’s involvement in partnerships and regional and global pro-
grams has been uneven, with some great achievements, like river blindness con-
trol, and some missed opportunities, like rinderpest eradication. Should the Bank
be transformed more radically? Should it become “a global institution addressing
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the global challenges of the future through global collective action”? (Birdsall and
Subramanian 2007).

There is no single institution responsible for supplying global public goods;
instead, there are many. The Global Polio Eradication Initiative is run by the
WHO, though with outside funding and currently under the watchful eye of
an independent review board. The global effort to address climate change is
being coordinated under an umbrella agreement, the UNFCCC. The environ-
mental impacts of international maritime transport are being addressed by
agreements negotiated by the members of the International Maritime
Organization. The list is long. The point is that different global public goods
raise different issues, require different technical expertise, and are of special
interest to different collections of countries. It would be impractical for the
World Bank to take on a role like the one proposed by Birdsall and Subramanian
(2007). Moreover, there is also no obvious need. Many of these organizations
work very effectively to supply global public goods.

However, leaving these matters entirely to other organizations would also be a
mistake. The World Bank can and should play a role in ensuring that the provision
of global public goods contributes to meeting its principal aim of reducing poverty.
The Bank should also get involved when existing arrangements fail, as they have
in the case of climate change. Finally, the World Bank should play a strategic role
in looking for connections among the different global public goods and its own
development agenda. The supply of global public goods is a patchwork. The Bank
can and should develop a coherent strategy for their provision.

Any change needs also to build upon rather than replace the Bank’s traditional
competency in country-based development. Birdsall and Subramanian (2007: 5)
state,

The Bank should as quickly as possible oversee a major effort to see how
global warming can be addressed (building upon the existing Global Environment
Facility), including, for example, monitoring and surveillance of any agreed reduc-
tions by countries; and how R&D for new technologies for poor countries can be

substantially increased.

The global effort to address climate change has been unsuccessful, but it is not
for lack of trying. No effort in world history has attracted as much diplomatic
attention as climate change, and it is difficult to see why countries would be willing
to turn this issue over to the World Bank or why the Bank would be more success-
ful in orchestrating global collective action than the countries themselves. Nor is it
obvious why the World Bank should be given the authority to monitor compliance
with an agreement to limit emissions. At the same time, as explained above, the
World Bank cannot stand aside simply because the global effort has failed. It should
resist financing investments that it knows will be harmful to global development
in the long run. As noted previously, it should devise an arrangement whereby its
members finance the amount needed to favor a “green” alternative.22 By doing this,
the World Bank can ensure that its own investments are consistent with the aim of
supplying the global public good of climate change emission reductions—an
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essential condition for long-run development. As explained previously, a case can
also be made for why the World Bank should support the creation of a CGIAR-like
organization for energy. Certainly, the proposal merits further study.

In the area of climate change adaptation, the Bank can potentially play a
larger role. The best protection from climate change is development. But climate
change also threatens development. Clearly, every investment made must be
shown to pay off in a future in which the climate may be very different. In addi-
tion, financing needs to change. The rich countries have acknowledged a respon-
sibility to assist developing countries with adaptation. The Bank, along with
other organizations, including the board of the Green Climate Fund, should
ensure that these funds are made available and invested wisely.

These are just a few examples. Others discussed in this chapter include invest-
ment in tropical medicine research, infectious disease surveillance, and the devel-
opment of collective institutions for the management of global common property
resources. The Bank can and should do more in all of these areas. The aim here
has not been to be comprehensive, but a comprehensive review is needed and
should be undertaken by Bank staff. The focus of the review should be on estab-
lishing priorities for the supply global public goods for development. So far, the
Bank’s involvement in this area has been ad hoc, often done in reaction to a crisis
or inspired by outside parties. The Bank’s involvement should be more strategic.
More ideas need to be generated internally. The focus should be on policies and
projects that complement the Bank’s core business of country lending. The aim
should be for the supply of global public goods to increase the returns on more
traditional development projects.

This review should also identify key partners in this effort, such as the World
Health Organization, in the area of infectious disease control. Success will
depend on building strong and mutually beneficial relationships with a wide
range of organizations.

To play a fuller role, the Bank needs resources dedicated for the purpose.
To this point, the Bank has relied on trust funds and short-term pilot schemes;
overall, funding has been inadequate. Existing sources of funding should be
consolidated into a Global Public Goods Fund and tied to the new strategic
focus, but additional resources will be needed to implement the new strategy. In
addition to identifying priority areas for investment, the major strategic review
should include budgets for each area and consistent criteria for allocating
resources across the different investment areas. Perhaps the most important sin-
gle piece in this new portfolio will be climate change. The funding mechanism
showing the greatest promise in this area is the Green Climate Fund. The role
that the Bank will play in this effort is still to be determined, but it is obvi-
ous that the Bank has unique experience in allocating very large sums of money,
that the distinction between development and climate adaptation is unavoidably
blurred, and that investments for emission reductions need to be compatible
with general development aspirations. Now would seem a propitious time to
consider jointly the arrangements for the Green Climate Fund and the strategic
orientation of the World Bank over the next quarter century.
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Box 2.8 What Young Development Professionals Think About Sustainability
in Development

Inka Schomer, Climate Investment Funds

Talking about sustainability is always bittersweet for me. It
conjures up thoughts on how much progress has been
made in the multiple fora of the international environment
agenda and the incredible challenges that lie ahead for my
generation. The amount of innovation in sustainability, seen
in initiatives ranging from sustainable stock exchanges to
ambitious carbon neutrality goals in the Maldives, are in
one way or another a product of major events in sustainable development, climate change,

and biodiversity of the past 3 decades. Yet it is still hard to sleep peacefully while being
aware of the serious risks of not transforming our multiple human systems.

When the World Bank was created in 1945, its institutional focus was on rebuilding
countries after the shattering impacts of World War I1. Since then, the World Bank has been
slowly integrating environmental policies and practices in to its operations. However, envi-
ronmental concerns are still not seen as a primary focus in the task of development and
poverty reduction. Which brings up the question: How do we move beyond a current real-
ity where much of the meaningful and impactful work on sustainability is done on the
sidelines of business as usual? How do we shift out of a“neurosis” that enables us to repeat-
edly do the same thing and expect different results?

In beginning to unpack these questions, it is pivotal to first think about the end goal
we would like to work toward. To start this, we will have to redefine institutional focuses
and envisage another reality beyond the one we have right now. Instead of tracking
the devastating climate and natural resource scenarios, more attention needs to be
paid to investing resources and time to the global scenarios that would be aspirational,
ambitious, and meaningful to the multiple stakeholders that are part of the ecological
economies that are most affected. Unless we transition to a dialogue and a means of
communicating that resonate with people, we are not going to progress. We need to
stop churning out report after report on impacts and start demonstrating what low-
carbon resilient economies will look like. We need to learn; we need to fail and try to
implement the alternatives to the norm.

Many studies on behavioral norms have indicated that a purely doom-and-gloom
approach to communication does not elicit positive responses from people. Individuals
respond best to chilling facts on climatic change when combined with suggestions and
solutions to shift us out of current trends. These types of conversations will also be incred-
ibly important for the client countries who often already face tough choices on earmarking
scarce resources for development needs and are unaware of alternative development
pathways. It is in situations like these where the World Bank could be very impactful. | look
forward to the day when | come to work knowing that | am part of an institution that does

not treat development needs and environmental concerns as mutually exclusive.
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Notes

1

. In a paper titled “Public Goods and Economic Development,” Besley and Ghatak

(2006) do not even mention international and global public goods.

. These terms are used interchangeably here, but note that there can be a distinction.

For example, formally, England is a country; the United Kingdom is a state.

3. Birdsall (2006) makes the same argument.

. The case for addressing conflict in order to enable development is made by Collier

et al. (2003).

. By contrast, bilateral aid is sometimes aimed more at furthering the economic and

political interests of the donor.

. Donations include contributions from the World Bank and the governments of

Australia, Denmark, the Netherlands, Norway, Sweden, and Germany. Funds have
been disbursed to Tunisia, Libya, and Somalia, in addition to the countries affected by
the conflict in Syria. See the State- and Peace-Building Fund Annual Report 2012
(World Bank 2012).

7. The classification of sovereignty presented here draws from Krasner (1999).

12.

13.

14.

15.

. The term derives from the Peace of Westphalia treaties that were signed in 1648 to

end the Thirty Years War and the Eighty Years War, which recognized for the first time
the exclusive sovereignty of each party to its territory and population.

. Heller and Eisenberg call this the “anticommons.”
10.
11.

For a recent detailed and updated review of the CGIAR, see World Band 2004a.

Though smaller than the benefit-cost ratio for other global public goods, like smallpox
eradication, the nature of the estimate also differs. The economic returns to agricul-
tural research were calculated for the full effort, not only those parts that turned out
to be successful. (A cost benefit analysis of all eradication programs would appear less
attractive than the one for smallpox alone; the expensive malaria eradication effort,
for example, failed to achieve its goals.) Certainly, when compared with most public
investments made at the domestic level, the benefit-cost ratio for international agri-
cultural research is very attractive. For the CGIAR’s own claims of success, see

CGIAR (2011).

Countries already collaborate on specific energy research endeavors, for example,
the ITER project on nuclear fusion, which is “big science” research. Parties to the
agreement include China, the European Union, India, Japan, the Russian Federation,
the Republic of Korea, and the United States.

A complementary idea is to reduce emissions from deforestation and to increase car-
bon removal from the atmosphere by the enhancement of foreign carbon stocks. This
is the objective of the Forest Carbon Partnership Facility, for which the World Bank
serves as trustee.

It should be noted that all countries in total would benefit from the practice; lump
sum transfers may be needed to ensure that every country benefits individually from
the practice.

The logic of linking payments to the value C is explained in chapter 13 of Barrett
(2003). Should contributions to such a facility be linked to emissions trading
programs? The author states, “I caution against this. I see nothing wrong with the
European Union deciding to link its emissions trading program to this facility, allowing
its members to obtain credits (as they currently get through the UN clean
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development mechanism for their contributions, but I don’t think the facility should
link contributions to any trading programs, for contributions would then fluctuate
with vagaries of those markets.”

16. The others are the United Nations Environment Programme, the United Nations
Development Programme, and the United Nations Industrial Development
Organisation; see Multilateral Fund 201 1a.

17. Multilateral Fund 2011b. See “About Us.”
18. Cline 2007: 71, table 5.8; this estimate includes carbon fertilization.

19. Losses to agriculture could be much greater overall than indicated here. Making
use of fine-scale weather data for the United States and flexible regression mod-
els, Schlenker and Roberts (2009: 15594) show that the effect of temperature on
yields is nonlinear and non-monotonic. In particular, they find that “yields increase
with temperatures up to 29°C for corn, 30°C for soybeans, and 32°C for cotton
but that temperatures above these thresholds are very harmful.” Depending on
the climate scenario used, they find that yields will fall from 30 to more than 80
percent before the end of the century. This is to be compared with Cline’s (2007)
estimate for the United States showing an 8 percent increase in yields!

20. See Carrasco et al. (2011), who estimate that stockpiles of antivirals are cost-
effective for countries accounting for no more than about one-half the world’s
population.

21. Other issues include linking existing surveillance networks, like the Program for
Monitoring Emerging Diseases (ProMED), the Global Outbreak Alert and Response
Network (GOARN), and the Global Public Health Intelligence Network (GPHIN);
developing syndromic surveillance capabilities (for example, looking out for sudden
increases in the number of people staying home from work and school, rather than
direct clinical evidence of disease); and developing new technologies for detection,
such as for improved diagnostics.

22. Surveillance of markets in wild animal species in China may have detected the SARS
pathogen earlier; see Kuiken et al. (2005).

23. Such new arrangements should reflect the lessons learned from earlier efforts, includ-
ing the Clean Technology Fund.
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CHAPTER 3

Environmental Sustainability as a
Development Issue: The Evolution
of an Idea

J. Warren Evans

By the late 1970s, most rapidly developing countries were in the process of
conceiving national environmental policies. Most of these agendas evolved into
broader sustainable development agendas and are now being transformed further
to include a global agenda of cooperation for the greater public good. This chap-
ter reviews that history and relates the evolution to directions the World Bank
and other development assistance organizations may need to take in the next few
years to be able to optimize benefits from global public goods (GPGs) to devel-
oping countries and help avoid or respond to future disruptions to sustainable
development.

Evolution of the International Environmental Agenda

Starting in the early 1970s, with assistance from bilateral aid programs and the
United Nations Environment Programme (UNEP), numerous industrializing and
urbanizing countries passed environmental laws, pollution controls, and environ-
mental impact assessment (EIA) regulations, and they set up institutions to
promote and enforce such laws and regulations. Most developing countries mod-
eled such national environmental policy after the U.S. and European systems.
As the focus on environment and development grew, there was also recogni-
tion in the late 1970s through the mid-1980s by “environment and development”
practitioners—a new type of development practitioner whose objective was to
integrate environmental management into the development process—that the
new environment agencies had limited clout and that the sensible approach to
changing the development process was not through strong regulations and
enforcement, but by “infiltrating” the development process. For example, the
EIA, a regulatory process developed in the early 1970s in some rich countries,
was modified to serve as a planning tool to assist in the preparation of develop-
ment projects (Lohani et al. 1997). The multilateral development banks (MDBs)

To see J. Warren Evans discuss the evolution of sustainability: http://youtu.be/i2sVRpRWVo0

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9

53



54

Environmental Sustainability as a Development Issue: The Evolution of an Idea

established their own EIA policies and guidelines in the late 1980s, then broad-
ened the EIA’s planning tool objective of reducing adverse impacts to cover social
development, indigenous peoples, and various “safeguards.”

Over time, the MDBs translated the guidelines into a compliance-based, regu-
latory mechanism applied to projects they funded. The MDBs also became a
major source of technical assistance for environmental and other sectoral agen-
cies to strengthen countries’ ability to implement their national environmental
policies and programs.!

By the early 1990s, and particularly following the 1992 Rio conference
(United Nations Conference on Environment and Development, UNCED), the
political and bureaucratic leadership of many developing countries began to
understand the economic costs of the depletion and degradation of their natural
resources and the unabated pollution within their respective national boundaries.
By the mid-1990s “environmental lending” became a significant part of MDB
operations.

Also, after the 1992 Rio conference, most countries started to take seriously
the risks to the sustainability of their own socioeconomy that result from the
actions of other countries. An international sustainability agenda emerged at
about the same time that, with many industrializing developing countries making
significant investments in environmental infrastructure and conservation as well
as strengthening enforcement of their environmental regulations. Several coun-
tries undertook subnational “economic-cum-environment” development plan-
ning and programming exercises. Regional environmental organizations initiated
multicountry environmental initiatives in various regions, examples being the
South Pacific Regional Environment Programme (now the Secretariat of the
Pacific Regional Environment Programme) and the UNEP Regional Seas
Programme. Regional economic cooperatives, such as the Association of
Southeast Asian Nations (ASEAN) and the Mekong River Commission, also took
on regional environmental issues. The World Bank and regional development
banks, such as the Asian Development Bank (ADB), together with UN organiza-
tions and many bilateral assistance agencies, were deeply engaged in supporting
and funding this process. For the first time, new long-term regional development
partnerships, such as the Greater Mekong Subregion (GMS), included environ-
mental sustainability as a core element of their development programs.

At the international level, rapid-growth countries and others, some richer and
some poorer, agreed upon a number of environmental treaties to stop using
globally harmful chemicals, reduce loss of biodiversity, protect shared
water resources, and constrain global climate change. Many developing coun-
tries put their most capable scientists, engineers, and ecologists to work on these
global issues, and developing countries that were home to some of the world’s
most valuable and unique biodiversity took steps to conserve what was left. The
Global Environment Facility (GEF) was established at the World Bank with
financial contributions mostly from richer countries in order to assist developing
countries meet their obligations or commitments to the global environmental
commons.
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With the financial crisis of 1997, a number of countries backed off from
their national environmental investment programs and, in some cases, relaxed
enforcement of environmental regulations. Shortly after this global crisis—
though impacts were most severe in some Asian industrializing countries—the
World Bank and many other organizations linked to official development assis-
tance (ODA) agencies took steps to strengthen their focus and impact on
recipient-driven poverty reduction.

World Bank Sustainable Development Institutional Framework

One of the most popular and enduring definitions of “sustainable development”
comes from the 1987 report of the World Commission on Environment and
Development (WCED), Our Common Future, commonly known as the
Brundtland Report, after its chairman, Gro Harlem Brundtland (UN 1987). The
notion of sustainable development—which “meets the needs of the present with-
out compromising the ability of future generations to meet their own needs’—
highlighted the need to address developmental and environmental imperatives
and grabbed the attention of the international community.

Upon its creation in 1949, the World Bank focused on rebuilding Europe
and jumpstarting exhausted economies after World War II. As former colonies
gained independence, the focus on physical capital shifted to agriculture and
rural development. The late 1960s and 1970s saw the emphasis shift to education
and health, while in the 1980s economic reforms focusing on financial capital
flows were initiated to help countries transition to industrializing nations
(World Bank 2012a).

The Bank did not begin to focus on the environment until 1987, when it did
so in response to some serious criticism by civil society organizations (CSOs)
over the lack of attention to environmental impacts of many large-scale develop-
ment projects funded by the Bank. In 1970 the Bank had created the Office of
the Environmental Advisor which had little capacity and impact within and
outside the Bank. Consequently, by the mid-1980s the Bank was lagging behind
in implementing environmental policies and practices, and was again taken to
task by environmental and social justice forces. This external criticism combined
with suggestions from the Brundtland Report (UN 1987) prompted changes
within the World Bank, whose initial response was to create the Environmental
Department and establish its first set of environmental safeguard policies in 1989
(World Bank 2012a).

The 1990s brought the full array of environmental stresses into focus at the
Bank, with the 1992 UNCED, the Earth Summit, in Rio de Janeiro capturing
global attention. In addition, the voice and clout of civil society was growing and
paying considerable attention to how the World Bank was dealing with environ-
mental issues in its operations. This led to a new kind of partnership for the Bank,
which began engaging CSOs alongside member countries (see box 3.1).

A major shift in broad World Bank priorities and objectives was initiated when
a voluntarily implemented action plan to achieve sustainable development was
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Box 3.1 Bank Nurtures Leadership in Joining with Civil Society Organizations
Reflections by J. Warren Evans

Over the last 25 years, the role of civil society organizations—CSOs, formerly lumped into the
non-government organization (NGO) category—in the sustainable development process and
their engagement with development assistance organizations have evolved.

When | was a young environmental specialist at the Asian Development Bank (ADB),
most CSOs were from developed countries and focused on either environmental conser-
vation issues or environmental advocacy, or both. The World Wildlife Fund, Nature
Conservancy, Greenpeace, Friends of the Earth, International Rivers Network, and many
other CSOs were interested in working with multilateral organizations to direct funding
into conservation or away from projects they considered bad for the environment. This is
obviously a gross generalization, but the early engagement with CSOs and multilateral
development banks (MDBs) was largely either as partners or adversaries, with consider-
able distrust and lack of understanding on both sides. In 1990 | was asked to serve as NGO
coordinator—the first such designation by ADB—for the ADB Annual Meeting in Hong
Kong SAR.The NGOs were pretty well organized and had agreed on a set of priority issues
they wanted to discuss with ADB senior management. Some of the senior management
staff were keen to establish an open and honest dialogue on topics such as how ADB
could promote integrated pest management through its agriculture operations. But oth-
ers were unsure why they should give any time to the NGOs—after all, the client is the
country—and a few others wanted to figure out how we could give them some grant
money to make them less critical of us. But a number of agreements were reached, and as
prospective partners, we were about to part company when an interview with NGO lead-
ers revealed that they had concluded the ADB was not interested in environmental sus-
tainability and should not be supported. When | asked my new NGO colleagues about
their pronouncement, they explained that | did not understand—that they needed to be
critical of us if they were to maintain their support base. As a result of this experience, we
agreed on both sides that a much deeper and more meaningful collaboration was
required, otherwise we would continue to have generally negative and unconstructive
engagements, which was not in the best interests of developing countries or the environ-
ment. A formal working relationship with reasonably transparent communications
evolved between ADB and the NGO community by the late 1990s.

The relationship between the World Bank and NGOs/CSOs started off rather coldly in
the 1980s, when the Bank was severely criticized for a number of projects and programs
that were causing or could cause severe adverse environmental and social impacts. That
relationship heated up quickly when in 1992 at the Rio Earth Summit NGO Forum, the
World Bank booth was burned down. Since then—with many years of constructive dia-
logue and partnerships and leadership from advocates for sustainable development, like
the Bank Information Center—a considerable level of mutual trust has emerged. Further,
with the emergence of developing country CSOs, many of them growing to national and
international prominence from grassroots beginnings, the voice and impact of CSOs has

box continues next page
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Box 3.1 Bank Nurtures Leadership in Joining with Civil Society Organizations (continued)

been substantially strengthened. International and bilateral assistance agencies and inter-
national CSO partners have been instrumental in many countries in promoting the growth
of local CSOs; a good example is the Critical Ecosystem Partnership Fund, described in
chapter 9.

The World Bank and similar international development organizations now recognize the
importance of engaging with, listening to, and learning from, as well as partnering with CSOs
of all types and at all levels. There is also a shifting momentum in many developing countries
whereby national CSOs are asked to help in the development process. In many cases, it just
takes one individual leader to stimulate a CSO-based movement—for example, the late
Prof. Wangari Maathai in Kenya, who founded and expanded the Green Belt Movement
(GBM), and Mechai Veravaidya, who impacted millions in Thailand and beyond through his
family planning advocacy and Population and Community Development Foundation.

A strategic direction and challenge that the Bank should be considering is how to build on
such leadership to extend highly effective but geographically limited programs to reach other
countries and regions. To achieve this requires a strong focus and commitment to build CSO
leadership. Any long-term effort to address GPGs will require not only national government
leadership, but also national CSO leadership.

Wanjira Maathai, a board member of both the GBM and the Wangari Maathai Institute
for Peace and Environment, has reflected on the potential for CSOs to help governments and
international assistance agencies in the sustainable development process.

Note: To see a video from Green Belt Movement Leader Wanjira Maathai: http://youtu.be/wLWRVRWkdyk

initiated through the UN’s Agenda 21, and the Bank committed to a roadmap
to sustainability. The World Development Report 1992: Development and the
Environment (World Bank 1992) called for major policy, program, and institu-
tional shifts within the Bank to help countries achieve sustainable economic and
human development by improving environmental conditions instead of degrad-
ing them.

In response to the recommendations of the 1992 World Development Report
and the global push to broaden the environmental agenda to sustainable develop-
ment, the Bank created the Vice Presidency for Environmentally and Socially
Sustainable Development (ESSD) in 1993, and the policy and institutional
framework for the Bank’s engagement in sustainability further evolved. Within
14 years, environmental programs and partnerships amounted to 62 percent
($775 million) of total disbursements of the World Bank Group’s portfolio of
global programs and partnerships. It also became a significant proportion of
country operations in lending and technical assistance.

After a lull following the 1998 financial crisis, environmental, and more
broadly, sustainable development operations picked up by 2005 and have
continued to form a significant part of the World Bank portfolio. By mid-2011,
87 percent of World Bank’s Environmental and Natural Resources Management
(ENRM) projects were being managed by non-environmental sectors, indicating
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a high level of success in mainstreaming the environmental agenda. From 2005
to 2010, ENRM activities accounted for about 9 percent of total new lending,
with the largest lending operation a $400 million low-carbon development
policy loan to Mexico.

In 2007, 14 years after the ESSD was created, two World Bank networks,
ESSD and Infrastructure (INF), were integrated to form the Sustainable
Development Network (SDN), comprising six “anchor” departments: agriculture
and environmental services; climate policy and finance; sustainable energy; social
development; transport, water, information and communicable technology; and
disaster risk and urban development. SDN'’s purpose is to help develop new
financial and knowledge products, manage partnerships, promote operational
quality, and ensure that sector expertise contributes to data-driven and results-
focused business associated with a $110 billion lending portfolio. As of 2012,
close to 2,000 World Bank staff were associated with SDN.

Nonetheless, based on a 2007 review by the World Bank’s Independent
Evaluation Group, environmental objectives had yet to be fully integrated into
Bank operations. The Independent Evaluation Group observed that although
World Bank professionals in general were aware of the importance of environ-
mental issues, they often saw them as a self-standing agenda and not as elemental
to their core task of supporting development and poverty reduction. Similarly,
awareness of the importance of environmental issues was still evolving in many
Bank client countries. These countries often faced difficult choices in allocating
scarce resources among pressing development needs, thus the environment often
had a hard time competing with other goals.

Figure 3.1 presents a summary timeline of some of the major international
meetings that have been instrumental in driving the evolution of the environ-
ment agenda to where it is today.

The World Bank and Environmental Global Public Goods

The World Bank has been actively and intentionally working on environment-
related GPGs for the last 20 years since the Global Environment Facility was
established in 1991. The GEF was established as a pilot program by the World
Bank Group (WBG) to assist in the protection of the global environment,
thereby promoting environmentally sound and sustainable economic develop-
ment (IEG 2013). Under the pilot program, grants or concessional loans were to
be provided to developing countries to help them implement programs to pro-
tect the global environment. Four areas were identified for the operations of the
GEF: (a) protection of the ozone layer; (b) limiting emissions of greenhouse
gases; (c) protection of biodiversity; and (d) protection of international waters.2

Following the Rio Earth Summit in 1992, the GEF was restructured in 1994
and became a permanent, separate institution, though legally still part of the
World Bank. As part of the restructuring, the GEF was entrusted to become
the financial mechanism for the Convention for Biological Diversity (CBD) and
the United Nations Framework to Combat Climate Change (UNFCCC), and
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Figure 3.1 Major International Conferences and Meetings on Sustainable Development, Climate Change,

and Biodiversity

1972 UN Conference on the Human
Environment (Stockholm)
Participants from 114 countries

1990 2nd World Climate Conference
(Geneva)

First part comprised nongovernmental
scientific sessions attended by 747 experts;
second part was discussions among heads
of government and ministers from 137 states

1994 CSD 2 (New York)
More than 40 ministers

1994 CBD COP 1 (Nassau, Bahamas)

1996 CSD 4 (New York)
1996 UNFCCC COP 2 (Geneva)
More than 1,500 participants

1996 IUCN 1st World Conservation Congress
(Montreal)
3,000 participants

1996 CBD COP 3 (Buenos Aires)

1998 CSD 6 (New York)

1998 CBD COP 4 (Bratislava, Slovakia)
1,500 participants

1998 4th EfE Ministerial Conference
(Buenos Aires)
52 UNECE member countries and 70 IGOs and NGOs

1998 UNFCCC COP 4 (Buenos Aires)
More than 5,000 participants from 170 governments

1948 IUCN 1st Meeting (Fontainebleau, France)
18 governments, 7 international organizations, and 107
national nature conservation organizations

1979 1st World Climate Conference
(Geneva)

Organized by the World Meteorological
Organization

1991 1st Environment for Europe
Ministerial Conference (Prague)
Ministers from 34 countries

1992 UN Conference on Environment and
Development (Earth Summit) (Rio de

Janeiro)

35,000 participants from 172 governments with 108
heads of state or government, NGOs, and the media

1993 2nd EfE Ministerial Conference (Lucerne)
Ministers from 45 cotries

1993CSD 1
(New York)
Representatives from 53 member countries and others

1995 UNFCCC COP 1 (Berlin)
4,000 participants

1995 CSD 3 (New York)
Over 50 ministers

1995 3rd EfE Ministerial Conference (Sofia, Bulgaria)
Ministers from 49 countries

1995 CBD COP 2 (Jakarta)

1997 CSD 5 (New York)

1997 UNFCCC COP 3 (Kyoto)
125 ministers and more than 10,000 participants
from 160 countries

1999 CBD COP Extraordinary Meeting
(Cartagena, Colombia)

1999 CSD 7 (New York)

1999 UNFCCC COP 5 (Bonn)
4,000 participants from 166 governments

figure continues next page
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Figure 3.1 Major International Conferences and Meetings on Sustainable Development, Climate Change, and

Biodiversity (continued)

2000 CSD 8 (New York)
47 ministers

2000 CBD COP 5 (Nairobi, Kenya)
1,500 participants from 156 governments and others

2000 IUCN 2nd World Conservation Congress
(Amman, Jordan)
2,000 participants from 140 governments and others

2000 UNFCCC COP 6 (The Hague)
7,000 participants from 182 governments and others

2002 CBD COP 6 (The Hague)
2,000 participants from 176 governments and others

2002 World Summit on Sustainable Development
(Johannesburg)
22,000 participants from governments and others

2002 CSD 10 (Johannesburg)
Over 500 participants

2002 COP 8 (New Delhi)
3,000 participants from 185 parties and others

2004 CBD COP 7 (Kuala Lumpur, Malaysia)
2,300 participants from 161 governments and others

2004 CSD 12 (New York)
80 ministers

2004 IUCN 3rd World Conservation Congress
(Bangkok)
4,800 participants

2004 COP 10 (Buenos Aires)
6,000 participants from 180 parties and others

2001 CSD 9 (New York)
Over 500 participants

2001 UNFCCC COP 6-bis (Bonn)
4,600 participants from 181 governments and others

2001 UNFCCC COP 7 (Marrakesh)
4,500 participants from 171 governments and others

2003 CSD 11 (New York)

About 40 ministers and government representatives
and over 900 representatives from NGOs and

other stakeholders

2003 5th EfE Ministerial Conference (Kiev, Ukraine)
Ministers from 51 countries

2003 UNFCCC COP 9 (Milan)
5,000 participants from 181 parties and others

2005 CSD 13 (New York)

About 40 ministers and government representatives
and over 900 representatives from NGOs and

other stakeholders

2005 UNFCCC COP 11 (Montreal)
9,000 participants

figure continues next page
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Figure 3.1 Major International Conferences and Meetings on Sustainable Development, Climate Change, and

Biodiversity (continued)

2006 CBD COP 8 (Curitiba, Brazil)
3,900 participants

2006 CSD 14 (New York)
80 ministers and representatives from
1,250 organizations

2006 COP 12 (Nairobi, Kenya)
6,000 participants

2008 CSD 16 (New York)
60 ministers and 680 representatives
from 126 NGOs

2008 CBD COP 9 (Bonn)
7,000 delegates

2008 IUCN 4th World Conservation Congress
(Barcelona)
7,000 delegates

2008 COP 14 (Poznan, Poland)
9,250 participants

2010 1st Petersberg Climate Dialogue (Berlin)
Environment and climate ministers from
43 countries to prepare for COP 16

2010 CSD 18 (New York)
Representatives from over 1,000 major groups

2010 3rd World Economic and Environmental
Conference (Beijing)
More than 1,000 participants

2010 CBD COP 10 (Nagoya, Japan)
7,000 delegates

2010 1st Asia-Pacific Climate Change
Adaptation Forum (Bangkok)
500 participants

2007 CSD 15 (New York)
2,000 government delegates and representatives

2007 6th EfE Ministerial Conference
(Belgrade, Serbia)
1,200 delegates

2007 UNFCCC COP 13 (Bali, Indonesia)
10,000 participants from more than 180
countries and others

2009 Climate Change Summit 2009
(Gauteng, South Africa)
650 delegates

2009 CSD 17 (New York)
40 ministers and 1,000 participants

2009 World Climate Conference-3
(Geneva)

2009 2009 Summit on Climate Change
(New York)

101 world leaders at UN secretary-general's
invitation

2009 2nd World Economic and
Environmental Conference (Beijing)
500 participants

2009 UNFCCC Pre-COP 15 Ministerial
(Copenhagen)

40 ministers responsible for the
environment and climate

2009 UNFCCC COP 15 (Copenhagen)
More than 24,000 delegates from 193 parties

2011 CSD 19 (New York)
1,000 participants
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Figure 3.1 Major International Conferences and Meetings on Sustainable Development, Climate Change, and

Biodiversity (continued)

2010 UNFCCC Pre-COP 16 Ministerial
(Mexico City)

Representatives from 42 countries
2010 COP 16 (Cancun, Mexico)
12,000 participants

2012 OECD Environment Ministerial 2012
(Paris)

34 OECD member countries and others
2012 Global Green Growth Summit 2012
(Seoul)

1,500 participants

2012 2nd Asia-Pacific Climate Change Adaptation
Forum (Bangkok)

800 participants

2012 UN Conference on Sustainable
Development (Rio de Janeiro)

50,000 participants

2012 CSD 20 (Rio de Janeiro)

2012 3rd Petersberg Climate Dialogue (Berlin)
Ministers from 31 countries

2012 IUCN 5th World Conservation Congress
(Jeju, Korea)

11,000 participants

2012 CBD COP 11 (Hyderabad, India)

6,000 delegates

2012 UNFCCC Pre-COP 18 Ministerial (Seoul)
300 participants from 50 countries

2012 5th World Economic and Environmental
Conference (Beijing)

2012 1st OECD Forum on Green Growth and
Sustainable Development (Paris)

250 participants

2012 UNFCCC COP 18 (Doha, Qatar)

17,000 participants

2011 4th World Economic and
Environmental Conference (Qingdao, China)
500 participants

2011 Global Green Growth Summit 2011

(Seoul)
1,000 participants

2011 2nd Petersberg Climate Dialogue (Berlin)
Ministers from 35 countries

2011 UNFCCC Pre-COP 17 Ministerial

(Stellenbosch, South Africa)
Representatives from 42 parties

2011 7th EfE Ministerial Conference (Astana,
Kazakhstan)
1,500 delegates

2011 UNFCCC COP 17 (Durban, South Africa)
12,500 participants

Note: CBD = Convention on Biological Diversity; COP = Conferences of the Parties; CSD = Commission on Sustainable Development; EfE = Environment
for Europe; IGO = intergovernmental organization; IUCN = International Union for Conservation of Nature; NGO = nongovernmental organization;
OECD = Organization for Economic Co-operation and Development; UNECE = UN Economic Commission for Europe.
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subsequently the Stockholm Convention on Persistent Organic Pollutants, 2001,
and the UN Convention to Combat Desertification, 2003. The GEF is now the
largest public funder of projects to improve the global environment, bringing
182 countries in partnership with international institutions, CSOs, and the pri-
vate sector to address global environmental issues while supporting national
sustainable development initiatives.2 GEF funding is primarily from donor coun-
tries as ODA.

Since 1991, the WBG mobilized more than $4.5 billion from the GEF to sup-
port more than 700 projects that address biodiversity conservation, climate
change, international waters, and other concerns. After the GEF became a sepa-
rate institution in 1994, the WBG served as the trustee of the GEF Trust Fund
and provided administrative services.

The two environmental GPGs that have received the most attention from
the World Bank are climate change and biodiversity. Biodiversity partnerships in
which the World Bank has been a significant partner have focused on conserva-
tion, sustainable use, and benefit sharing.# An example of a success story in terms
of sustained partnerships with substantial impact at the local, regional, and global
levels is the Critical Ecosystem Partnership Fund (CEPF). This global program,
further discussed in Chapter 9, provides funding and technical assistance to non-
government organizations (NGOs) and private sector partners to protect vital
ecosystems. A joint initiative of the GEF, the European Union, the government
of Japan, I’Agence Francaise de Développement, Conservation International,
European Union, and the World Bank, CEPF focuses on biodiversity hotspots,
and since its establishment in 2000 has provided grants to support civil society
in 21 of the 35 recognized global biodiversity hotpots, with conservation activi-
ties worth $12.9 million (World Bank 2013).

The first time the World Bank directly assessed its role in the supply of
GPGs was in 2000. Four priorities—communicable diseases, environmental
commons (climate change mitigation, adaptation, sustainability of exhaustible
resources, partnerships), international financial architecture, participation of
developing countries in the international trading system—have guided the Bank’s
involvement in GPGs (World Bank 2007a). In 2007, the Bank’s Development
Committee endorsed a long-term strategy for the financing and delivery of
GPGs, implying that expanding the delivery of regional and global public goods
was one of four building blocks for a future bank. However, the strategy gener-
ated some criticism in that the focus was mainly on the existing traditional lend-
ing operations of the WBG, with little indication of what is “new” in terms of
mandate and related financing (Birdsall 2012).

A more recent environmental GPG initiative is the Global Partnership for
founded in 2012 to raise $1.5 billion for the world’s overfished, polluted, and
warming oceans; double marine protected areas; and rebuild fish stocks. It is a
coalition of governments, NGOs, scientists, and businesses committed to mobi-
lizing at least $300 million in catalytic financing to leverage another $1.2 billion
from businesses, NGOs, and other institutions.2 At $1.6 billion in current
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investments, the WBG has one of the largest portfolios of ocean-related projects
of any international development agency.® This new partnership could represent
the future in terms of how partnerships are conceived and managed to tackle
massive, complex, long-term GPG challenges. The new directions for collabora-
tion and partnerships are discussed in detail in Chapter 9.

The largest-scale investment program undertaken by the World Bank (and
perhaps the world) relating to a GPG is climate change. In 2010, 30 out of
34 country assistance and partnership strategies (CAS/CPS) emphasized cli-
mate action, and by 2012 all 130 CAS/CPS included climate change as a core
area for World Bank support (World Bank 2012b). The growth of climate
change-related activities has been impressive. In 2002, the environment port-
folio of the WBG was about $14 billion, of which about $1.5 billion (11 per-
cent) related to climate change (World Bank 2012b). Today climate change is
the largest share of the environment portfolio. Almost $4.6 billion of 2012
lending, or twice the 2011 amount, supported adaptation and more than
$7.1 billion for mitigation? (40 percent of 2012 lending is to contribute to
mitigation and/or adaptation). Under the International Financial Institution
Framework for a Harmonised Approach to Greenhouse Gas Accounting,® the
WBG began conducting GHG accounting for energy and forestry in 2013 and
in transport projects in 2014.2

The World Bank pioneered carbon finance with the $180 million Prototype
Carbon Fund, established in 2000—the first global carbon fund to provide a
framework for action and to demonstrate how greenhouse gas (GHG) reduc-
tion could contribute to sustainable development while lowering the costs of
complying with the Kyoto Protocol. By the time the Kyoto Protocol came into
effect in 2005, the World Bank was managing about $1.5 billion in carbon funds
from developed country governments and private companies. The carbon fund
portfolio grew to more than $2.5 billion by 2009. A diversification of World
Bank carbon funds took place during the second half of the last decade to test
the application of carbon markets in natural resource management (particularly
forests), agro-ecosystems, and community development as well as conventional
GHG emission reduction from energy generation and consumption and waste
management. This resulted in major new development: for the first time
a major conservation NGO, the Nature Conservancy, joined national govern-
ments and private companies as an investor in a carbon fund, the Forest Carbon
Partnership Facility.

The Climate Investment Funds (CIFs), established in 2008, comprise the
world’s largest financing facility for climate action in developing countries. The
CIFs are unique in that the facility, while managed by the World Bank, is a new
kind of partnership involving the MDBs as a cooperative for decision-making
support as well as implementation support. The CIFs consist of four funding
windows to help developing countries pilot low-emissions and climate-resilient
development. Donor country governments have pledges more than $7.5 billion
for concessional loans and grants to 49 countries and private entities, leveraging
about $43 billion in investment from other sources.1®
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Box 3.2 What Young Development Professionals Think About Multidisciplinary
Partnerships

Timothy Bouley, Global Partnership for Oceans

Looking to the future, | envision partnership, not merely
because our interconnected and globalized world demands
it, but because the leaders of tomorrow will be trained in it.
Transdisciplinary, multidisciplinary, cross-disciplinary, inter-
disciplinary, inter-disciplinary: regardless of the flavor, the
four terms represent a new and predominant underlying
ethic in engagement. Multiple planes of thought coalesce
around a collaborative common ground. Traditional understandings are transcended
and new thinking forged as specialists work together to solve complex and multivariate

problems.

As students of science, humanities, and art, we are still today trained with the rigor
and expectation of expertise as previous generations. Yet we are increasingly expected
to engage with our academic and professional kin in sophisticated, meaningful, and bal-
anced ways. Students of all types are commonly brought together in universities through
student groups and increasingly through integrated curricular exercises and programs.
Business students are partnered with medical students to consider new biotechnologies,
environmental students with lawyers to overlay legal frameworks upon understanding
of natural ones, and diplomacy students with those studying climate science to help
them conceive of their (and everyone’s) imagined futures. Compounding this interper-
sonal collaborative training is the intrapersonal. Many students today pursuing higher
education will study one subject as undergraduates before moving on to unrelated
graduate study. The effect creates individuals with deeply-ingrained understandings of
multiple spheres and enables them to function both as masters of specialized informa-
tion and as bridgebuilders, capable of connecting disparate intellectual and practical
disciplines.

In recent years, students with this kind of training have flooded the workforce. Coalition
building and maintenance comes easily to us and feels more natural than working among
subject-specific siloes in small, walled offices. It is easy to imagine this new tendency will
bleed beyond the confines of any given institution. The leaders of tomorrow will default to
collaboration and flourish on deep-rooted connections in many sectors and diverse geog-
raphies of professional life, established throughout the (now requisite) years of formal
training.

The next generation will still be diversely specialized, but with an inherent inclination
toward collaboration and with the understanding that building consensus requires tact,
patience, and understanding. As an institution with regions and sector work as different as
the global population it serves, and existing in a context of lightening globalization, the
World Bank will only serve to benefit from this new expertise, so long as institutional will-

ingness and structures are ready and ripe to nurture it.
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Notes

1. A useful summary of World Bank environmental safeguards can be found in
World Bank. Independent Evaluation Group, 2010 Safeguards and Sustainability
Policies in a Changing World: An Independent Evaluation of World Bank Experience.
Washington DC.

2. http://www.thegef.org/gef/whatisgef.

3. The World Bank in a Changing World: Selected Essays, Volume 2. http://www.thegef
.org/gef/whatisgef.

4. http://go.worldbank.org/CW40VKKIMO.

5. http://www.guardian.co.uk/environment/2012/feb/24/world-bank-coalition-marine
-protection.

6. WB FAQ: Oceans <http://go.worldbank.org/YVGPTY4Q40>.

7. http://climatechange.worldbank.org/content/world-bank-lending-doubles-adaptation.

8. http://climatechange.worldbank.org/sites/default/files/IFI_Framework_for_Harmonized
_Approach%20to_Greenhouse_Gas_Accounting.pdf.

9. Doha: keeping hope alive- http://blogs.worldbank.org/climatechange/doha-keeping
-hope-alive-just.

10. Doha: keeping hope alive- http://blogs.worldbank.org/climatechange/doha-keeping
-hope-alive-just.
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CHAPTER 4

The Future Is Now:
Scenarios to 2025 and Beyond

J. Warren Evans

Strategic thinking about the long-term possibilities for the World Bank and simi-
lar organizations to support sustainable wealth creation in developing countries,
including securing their stake in global public goods (GPGs), requires some
speculation on future possibilities. In addition, it is important to recognize that
countries’ development actions today, often with World Bank support, will have
a long-lasting influence not only on those countries but also on the future of the
global commons as well as their own well-being. The World Bank will likely need
to change its policies regarding sustainability and GPGs—not the same but cer
tainly interrelated—and the likely drivers of such change are:

e changes in population, economics, and demographics;

¢ changes in sources of development finance (discussed in chapter 4); and

e changes in access to natural resources and technology at the national, regional,
and global levels.

Sir John Beddington, while England’s chief scientific advisor, warned in 2012
that global challenges constitute a “perfect storm” in that by 2030 the world will
need to produce around 50 percent more food and energy, together with 30
percent more fresh water, while mitigating and adapting to climate change
(Beddington 2009; Population Institute 2010).

Leading up to the perfect storm, we can also expect a dramatic increase in
wealth and consumption from a rapidly growing middle class, mostly in develop-
ing countries. Such economic growth would result in a substantial reduction
in the number of countries currently eligible for International Development
Association (IDA) support: one study projects that half of today’s IDA countries
will graduate by 2025, leaving IDA to support one-third the current population
it serves (Moss and Leo 2011). In any case, IDA is likely to have a smaller, more
fragile, and mostly African clientele. The next section examines key ingredients
of the likely perfect storm and how this threat might affect the roles of the World
Bank Group in the coming years.

To see Vice President Rachel Kyte discuss what's at risk from climate change: http://youtu.be/3dr9N5aj3owe
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Population and Economic Growth Projections

The current global population of 7.2 billion will increase to 8.1 billion by 2025
and 9.6 billion by 2050. Most of the increase will occur in developing countries,
increasing from 5.9 billion today to 8.2 billion in 2050 and with 70 percent of
the population living in cities (Clay 2011). The world’s 49 least developed
countries are projected to double in population, from 900 million in 2013 to
1.8 billion in 2050 (UNDESA 2013). High-income countries, emerging East
Asian nations, and transition economies of Europe and Central Asia are getting
older while Sub-Saharan Africa and South Asia will remain relatively young.

Developing countries dominated global growth in gross domestic product
(GDP) in the decade leading up to the 2008 economic crash. The crisis affected
developing countries with dwindling capital flows, which made huge withdraw-
als of capital, leading to losses in equity markets and skyrocketing interest rates.
Nevertheless, many developing country economies recovered more quickly than
developed countries (IMF 2010). Similar to their share in world GDP, develop-
ing countries’ share in world trade has also roughly doubled, from 14.6 percent
in 1990 to 30.3 percent in 2010. Two-thirds of global investment over the last
10 years has originated in developing countries (World Bank 2013a).

The output of the global economy is projected to increase from $35 trillion
in 2005 to $72 trillion (at constant market exchange rates and prices) by 2030
(NIC 2012). The long-term outlook projects world economic growth rang-
ing around 2.6-3.0 percent per year, with the developing world growing at

Figure 4.1 Urban Population, Percentage of World Population and Total, Projections to 2050
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4.8-5.5 percent over the same period. (See Figure 4.1 these scenarios do not
attempt to take into account trends such as climate change or shocks such as
financial crises (World Bank 2013a).

These population and urbanization trends as well as other demographic
trends, such as population aging and changes in household size and composition,
improved education and health, better governance systems, globalization, and
information communications are enabling developing countries to continue to
catch up with higher productivity levels in more advanced countries (World
Bank 2013a). This progress is already contributing to changes in lifestyle, con-
sumption patterns, and dietary preferences. About 600 million new consumers
living in 440 cities in emerging markets will generate almost 50 percent of global
GDP growth between 2010 and 2025 (McKinsey 2012). This increase in per
capita disposable income will increase consumption of energy and water and
generation of wastes. Demand for food is expected to rise by 35 percent and
energy by 50 percent over the next 15-20 years (NIC 2012). Unless current
policies and governance systems are transformed to support sustainability of such
dramatic increases in consumption, adverse environmental and social impacts
will reach new levels on already over stressed ecosystems and urban systems

(World Bank 2007; Prins et al. 2011).

Natural Resource and Climate Scenarios

Many natural resource changes are expected to affect and be affected by develop-
ment in the coming decades. The most commonly identified are climate, water,
biodiversity, and landscapes and oceanscapes in terms of food productivity.
Of course, these are not separate “resources” in the sense that the “health” of each
impacts on the health of the others. But by far, climate change is the dominant
“wooly mammoth in the room.” This section draws on several recent environment-
related scenario studies showing that the more we learn about climate change, the
clearer it becomes that future productivity of ecosystems and water and land
resources will be largely influenced by climate impacts. The combined effects of
major global shifts from economic growth, climate change, and technological
advances will be felt over the next decades in different places and with different
results—but the greatest adverse impacts will be felt by developing countries that
are less resilient to shocks and less able to manage and adapt (OECD 2008).

Biodiversity

At the opening plenary of the 2010 Convention for Biological Diversity
Conference of Parties in Nagoya, Japan, then president of the World Bank Group
Robert Zoellick said:

You probably know of the World Bank Group as a development institution. So,
you might wonder, why is the World Bank attending a conference on biodiversity?

Our answer is clear: successful conservation of our natural resources, our
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ecosystems, and our biodiversity is central to addressing all development challenges
and to improving the lives of the poor. Biological resources provide livelihoods,
sustenance, medicines, trade, tourism, industry, and more. Forests, grasslands, lakes,
oceans, deserts, and other natural ecosystems provide a range of natural services that
people have often taken for granted, even though they are vital to human welfare.
I would add one more consideration: each of us—all of us—are stewards of other
life on this planet. We should respect those lives. (Zoellick 2010)

The concerted international effort of many decades to protect and conserve
biodiversity has had some notable successes. But while many battles have been
won, yielding considerable benefits to humans in the form of ecosystem services,
the war against ecosystem and biodiversity loss and degradation is being lost—
quite miserably—because of the ever-growing pressures and demands on the
globe’s natural resource base and ecosystems. The first systematic global account-
ing of biodiversity, the four-year Millennium Ecosystem Assessment (UNEP
2005), concluded in 2005 that about 60 percent of ecosystem services studied
were degraded or were being used unsustainably. The unsustainable consump-
tion and degradation of ecosystems and their services—such as supply of clean,
fresh water and pollination of crops—will worsen at least to 2050 as global popu-
lation and GDP grow and the two key drivers of ecosystem degradation—climate
change and excessive nutrient loading—become more severe.

Shortly after the Millennium Ecosystem Assessment was initiated, the signa-
tory countries to the CBD agreed “to achieve by 2010 a significant reduction of
the current rate of biodiversity loss at the global, regional and national level
as a contribution to poverty alleviation and to the benefit of all life on Earth”
(CBD 2002). While it would have been difficult to measure progress toward
such a loosely defined target, that was not a problem because by 2010 the situ-
ation had dramatically worsened: there was not a net reduction, let alone a sig-
nificant reduction, in the rate of biodiversity loss. In spite of 170 countries having
formulated national biodiversity strategies and action plans, in 2010 the CBD
Secretariat concluded that biodiversity was continuing to decline (CBD 2010).
The five key causes of the decline—land-use change, overexploitation, pollution,
invasive alien species, and climate change—are either constant or increasing in
intensity and impact. Species assessed for extinction risk had on average moved
closer to extinction, with nearly a quarter of plant species facing extinction. The
abundance of vertebrate species continues to fall: nearly a third of species popu-
lations were lost on average between 1970 and 2006. While the rate of loss of
forest ecosystems has declined, freshwater wetlands, salt marshes, coral reefs, and
several other habitats are rapidly being degraded or lost.

Global Biodiversity Outlook 3 (CBD 2010) predicts continuing high levels of
extinctions and loss of habitats for the foreseeable future. Scenarios for terrestrial
ecosystems project that future species extinction rates could exceed recent rates
of extinction by more than two orders of magnitude. Land-use change will
continue to be the most critical short-term driver of terrestrial ecosystem loss
and degradation, but climate change will soon impart severe impacts as well.
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Tropical forests are expected to continue to be cleared for agricultural expansion,
increasingly for biofuels. The aggregate loss of biodiversity and ecosystem services
benefits associated with global loss of forests is estimated by the Organisation for
Economic Co-operation and Development (OECD) to be $2-5 trillion per year
(OECD 2012). Climate change will impact species’ ranges, and several species will
shift toward the poles. Examples of plausible scenarios include the following:

1. The dieback of the Amazon due to deforestation, fire, and climate change,
resulting in, among many other frightening impacts, reductions and pattern
shifts in regional rainfall that could compromise the sustainability of agricul-
ture over large areas of South America and southern North America (CBD
2010; Vergara and Scholz 2011).

2. Cascading extinctions and ecosystem instabilities in island environments due
to invasive alien species.

About a third of global freshwater biodiversity has already been lost, and this
is expected to continue, particularly in Africa, Latin America, and parts of Asia.
By 2070 fish extinctions will occur in about 30 percent of the world’s rivers due
to climate change and increasing water withdrawals (Pereira et al. 2010). Marine
and coastal ecosystems will see some of the most dramatic changes, with reduced
wild fish stocks, increased coastal dead zones due to increasing nutrient loads,
and reduced coastal wetland and other coastal ecosystems to fringe habitats due
to sea level rise and coastal development (such as infrastructure and aquacul-
ture). Global Biodiversity Outlook 3 (CBD 2010) considers the collapse of large
marine predator species populations as a plausible scenario resulting from con-
tinued unsustainable exploitation.

OECD points to compelling evidence that once ecosystems’ tipping points
are reached, the irreversible consequences are rapid and potentially severe in
terms of impacts on human populations. However, there is little consensus on
how close we are to the accelerating loss of biodiversity and ecosystem services
reaching tipping points and what happens when this does occur (CBD 2010;
OECD 2012).

Water Resources

About 40 percent of the world’s human population lives in or near internation-
ally shared river basins, 200 of which are shared by more than two countries
(NIC 2012). Agriculture, industry, and cities have overexploited and severely
polluted many of the world’s fresh surface and groundwater resources. More
urbanites have no household connection to a water supply today than in 1990.
Increased population and urbanization will increase consumption, further stress-
ing river and lake basins and aquifers. Freshwater eutrophication caused by agri-
cultural and urban runoff is increasing in all regions.

Agriculture accounts for about 70 percent of water use today, and about
45 percent more water will be needed to meet 2030 food production needs
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(NIC 2012). By 2030 about half the world population will live in water-stressed
areas most notably in North and Southern Africa and South and Central Asia,
and about a third of all people will face water deficits exceeding 50 percent of
needs. Total demand is expected to increase by about 40 percent by 2030 (WRG
2009; NIC 2012) and 55 percent by 2050 (OECD 2012). Most of the cumula-
tive demand increase to 2050 will be for manufacturing, which will increase
about 400 percent, while power generation will be up by 140 percent and
domestic use by 130 percent (OECD 2012) (see figure 4.2).

Perhaps the most significant threat to agriculture and urban water supplies is
the depletion of aquifers due to extraction rates far exceeding recharge rates

Figure 4.2 Distribution and Use of the Earth’s Water, 2010
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(OECD 2012). Increased efficiency is also not providing a sustainable improve-
ment in water use; since 1990 improvement was 1 percent across both rainfed
and irrigated areas. This rate of improvement would account only for 20 percent
of the supply-demand gap in 2030. River basins in India could face the severest
deficit, with the Ganga, Krishna, and Indus facing the biggest absolute gap in
water supply (WRG 2009).

Opportunities abound to improve water management and minimize fresh-
water pollution that would reduce the risks of future water shortages, multitude
of adverse consequences. Technical improvements, like increasing supply
and improving water productivity, could help, but would require $50-60 billion
per year to close the resource availability gap. Additionally, rearranging eco-
nomic activity to reduce water withdrawals would make a difference. However,
current trajectories are heading in the opposite direction, and this is without
reference to the climate impacts discussed next. Climate change is already hav-
ing large-scale impacts on water resources and will increase in the near term
(WRG 2009). Communities in water-stressed areas with limited resilience to
weather shocks will be hardest hit, and the risk of conflict over access to scarce
water supplies is already on the rise.

Oceans

The oceans are a remarkable GPG, but have generally been under- and misused,
mainly because of the challenge of their sustainable use and management, and
because their marine and coastal ecosystems and resources are extremely complex.
They play a critical role in regulating the global climate, they feed and provide
employment for a large segment of the global population, and they contribute
billions to the global economy. It is estimated that 80 percent of all life on earth
depends on healthy oceans and coasts. Two-thirds of the earth’s population lives
within 100 kilometers of the 620,000 kilometers of seacoastline. The value of
marine and coastal goods and services was estimated to be about $20 trillion (in
1997), or about two-thirds of the value of the earth’s biosphere. Fisheries were
worth about $140 billion in 2002, offshore gas and oil about $132 billion in
1995, marine tourism about $161 billion in 1995, and trade and shipping $155
billion (Barange et al. 2011).

Until recently few holistic, at-scale efforts to address the challenges of
managing the ocean resources had been made. The fledgling Global Partnership
for Oceans (GPO), a recent initiative of the World Bank and partners, is
attempting to get a handle on this complex challenge (see chapter 8 for more
details). The initial 100-plus partners of the GPO agreed at Rio+ 20 in June
2012 on a Declaration for Healthy, Productive Oceans to Help Reduce
Poverty, which notes, Despite global commitments made to date as well as
the efforts of many organizations, governments, enterprises, and individuals,
the oceans remain under severe threat from pollution, unsustainable harvest-
ing of ocean resources, habitat destruction, ocean acidification, and climate
change” (GPO 2012) (Hoegh-Guldberg, O. 2013).
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The health of marine ecosystems has been in decline for decades. In 2008,
several marine scientists got together to develop a global map of human impact
on marine ecosystems (NCEAS 2008). They determined that there is no area
unaffected by human influence and that about 41percent of ocean area is
strongly affected by multiple drivers—particularly commercial fishing, land-
based pollution, and physical destruction of habitat (Halpern et al. 2008). The
oceans have warmed substantially over the last 50 years, causing profound
changes in marine ecosystems. Climate change, discussed in the next section, will
most certainly overtake overfishing, coastal land-use change, and pollution as the
greatest risk to the oceans. Nevertheless, overfishing, land-use, and pollution are
much more manageable in the near term. The marine fish catch total was about
16.7 million tons (Mt) in 1950. By 2000 it was 84 Mt, and about 76 percent of
the fish stocks were fully exploited or overexploited (Halpern et al. 2008).

About 3.5 million of the world’s 18 million hectares of mangrove forests have
been destroyed. The world has already lost 40 percent of its coral reefs; even the
Great Barrier Reef, heavily protected from other impacts, such as pollution and
overfishing, has lost more than 50 percent of its coral since the early 1980s and
is currently losing coral at the rate of 2 percent per year. One of the tricky chal-
lenges with marine fisheries is that large areas of international waters are outside
of any effective governance structure, and there has been no international deci-
sion on who should take responsibility for management. Figure 4.3, developed
by GPO, provides a snapshot of many of the threats to the oceans.

The future of the health and productivity of the oceans will be affected by
many policy decisions that are only indirectly linked to marine and coastal
resource management policy-making. Energy policy will be a key factor—not
only because future energy development will significantly impact greenhouse gas
(GHG) emissions and climate risks, but it will also determine the extent to
which offshore windfarms are developed, whether offshore oil and gas explora-
tion and production will expand, and whether and where large volumes of oil
and gas will be transported by ship.

In any case, the potential of the oceans to help meet food and job require-
ments in the future is huge. For the optimal yields of the ocean’s benefits to
humankind to be secured and sustained, emerging ocean-based industries—such
as offshore wind, tidal, and wave energy; sea-bed mining; marine aquaculture;
and marine biotechnology, along with existing industries, like tourism and
fisheries—will need to be developed within a broader, more holistic resource
management framework that achieves healthy oceans.

Climate Change

Climate change will continue to affect the global environmental commons just
discussed—biodiversity, fresh water resources, and the oceans—which is not
surprising because the inhabitability of coastal areas and cities, food production,
health, global economy, and just about every other human need is linked to
climate change. The extent of the impact and these resources ability to adapt
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Figure 4.3 Stresses on Ocean Resources
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Figure 4.3 Stresses on Ocean Resources (continued)
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will depend on the level and pace of temperature rise. The temperature rise
will largely depend on increases in the amount of human-generated GHG emis-
sions (see Figure 4.4).

International governmental groups have been debating how to reduce the
risks of disastrous climate change for the last 20 years with little resulting action,
but with wishful proclamations, such as the decision in 2009 that the world
would keep global warming below 2°C above pre-industrial levels. This is con-
sidered the point at which impacts, though dangerous and painful, are manage-
able and to which humans could adapted. The World Bank—recognizing the
risks that climate change presents to the poorest countries and communities and
the sustainability of its efforts to help developing countries alleviate poverty and
generate sustainable wealth—has actively integrated climate finance (including
pioneering carbon markets and establishing the multibillion dollar Climate
Investment Funds) and analytical work into its operations. The Bank has com-
mitted significant resources (with financing from donor countries) to under-
standing linkages of climate to development. See most notably “Development
and Climate Change: Strategic Framework for the World Bank Group” (World
Bank 2008b), the World Development Report 2010: Development and Climate
Change (World Bank 2009), and the Economics of Adaptation to Climate Change
(World Bank 2010).

All of this work assumed that the Bank’s developing country partners might
face a world that is 2°C warmer by the turn of the century, about 80 years from
now. However, lack of progress in international negotiations resulted in the Bank

Figure 4.4 Atmospheric CO, Concentrations at Mauna Loa, Hawaii, Observatory,
1960-2010
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Source: Scripps Institution of Oceanography and NOAA (National Oceanic and Atmospheric Agency) Earth
System Research Laboratory.
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taking the risky step of conducting a reality check on the likelihood of this level of
change. The resulting “Turn Down the Heat” reports (World Bank 2012b, 2013b)
were instrumental in highlighting the real-world risks of devastating results from
the current path. The current GHG emission trajectories could result in a “4
degree world” this century, the Bank projected. If countries meet their current
commitments to reduce GHGs, then the world is likely to warm by more than
3°C, with a 20 percent chance of hitting 4°C by 2100.

What would a four-degrees-warmer world look like? Disastrous climate events
since 2010 all occurred with global average temperatures at 0.8°C above pre-
industrial levels. They were a preview of how dramatically human activity will
irrevocably change the natural environment. A frustrating lack of immediate
action and the poor progress of international agreement to reduce pollution have
created conditions that make this century’s global warming likely to be more than
4°C, with an outside chance of reaching 5°C at century’s end. This would only be
a milestone: the 22nd century is forecast to be even hotter, with even higher sea
levels and much greater climate volatility across regions and weather patterns.

Some likely scenarios in different developing regions follow. Many of the
earth’s ecosystems and biodiversity will not be able to adapt to such dramatic
change, thus much of the efforts of the last decades to conserve and protect
biodiversity would be lost. Glacial melt, already affecting some vulnerable areas
in the Andes and Himalayas, would reduce water availability for hundreds of
millions of poor people. The current growth of emissions places the world oceans
on a pathway to a crisis with planetary-scale implications. Many coastal and
pelagic fish stocks will disappear, while others will be relocated thousands
of kilometers away, raising major food security issues. Coral reefs will almost
certainly disappear.

The first “Turn Down the Heat “report, while recognizing the great uncertain-
ties in projecting impacts of a 4 degree world, includes the following sobering
statement: “The projected impacts on water availability, ecosystems, agriculture,
and human health could lead to large-scale displacement of populations and have
adverse consequences for human security and economic and trade systems”
(World Bank 2012b: xvii).

The expected effects of a four-degrees-warmer world on various different
regions of the developing world are as follows.

Sub-Saharan Africa

Sub-Saharan Africa is particularly vulnerable because warming risks there are so
severe that even containing the increase to 2°C this century does not preclude
further warming increases. Even with the increase capped, the situation is vola-
tile: regional food production will be threatened. Heat extremes that are histori-
cally unprecedented are projected over a wider area as warming grows from
2°C to 4°C. Undernourishment is a great concern, given that development gains
of the last decades will likely be rolled back by climate impacts. It is projected
that the current range of 15-65 percent undernourishment will shift to a range
of 25-90 percent, varying by subregion in Sub-Saharan Africa.
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The increased heat will put large stresses on local species and the vegetation
of large parts of this region. Aridity is a cause for concern too; it is estimated that
hyper-arid areas will increase by 10 percent in a 4 degree world. With a 3°C
warming, it is estimated that savanna land will be one-seventh of its current size,
significantly threatening various species—including grazing animals—for which
this habitat is vital.

Heat extremes will be coupled with a sharp fall in annual rainfall, projected
at one-third of current rainfall. Furthermore, large swaths of Southern and West
Africa might lose 50-70 percent of their groundwater, increasing likelihood of
drought. The lack of uniform impact of global climate change means Africa’s
Horn and northern East Africa will see increased rainfall during intense periods,
giving rise to the possibility of dangerous flooding.

The impact on agriculture is projected to be damaging to maize and sorghum
production, with the former dropping 40 percent, the latter also similarly threat-
ened, especially so in the western Sahel and Southern Africa.

Southeast Asia

Southeast Asia suffers risks posed by sea level rise, ocean warming, and ocean
acidification. Sudden-onset impacts as were seen in the last decade from
tropical cyclones and rapidly increasing heat extremes are projected to
increase.

Sea level rise is a real threat to the coastal areas of the region, with Bangkok,
Ho Chi Minh, Jakarta, and Manila City all at great risk from a projected sea level
rise 50 centimeters above current levels by midcentury, a full meter by 2090.
Tropical cyclones will have associated extreme rainfall one-third stronger than
previously before, reaching 50-80 millimeters per hour.

The region is also likely to suffer monthly heat extremes in a 2°C-hotter world
that currently do not exist. These extremes are projected to cover 60-70 percent
of land in the northern summer, with 30-40 percent of the extremes at unprec-
edented levels. With a 4°C warming, today’s unprecedented summer heat peak
levels would be normal, affecting nearly 90 percent of the region from June to
August. New heat level peaks would increase in frequency.

Fisheries would suffer from a primary productivity drop of 20 percent by the
end of the century. Particularly damaged would be fisheries in the Java Sea and
the Gulf of Thailand, which would be affected by a combination of warming
and decreased oxygen levels in the ocean. Southern Philippines fish stock could
fall by 50 percent.

Coral reefs have suffered greatly over the past few decades from a rise in sea
surface temperature. Frequently repetitive coral bleaching can devastate reefs
and is projected to be highly likely as ocean warming increases. Annual bleaching
as early as 2030 can be predicted with just under 1.5°C warming. Acidification
will also threaten corals as chemical stress damages reefs.

The Mekong Delta in Vietnam today accounts for half of the country’s agricul-
tural production. Just a 30-centimeter rise in sea level, potentially occurring by
2040, could remove 12 percent of that crop production. In Vietnam, 41 percent
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of the urban population lives in informal settlements, particularly vulnerable to
floods. Lack of drainage is dangerous, especially because damage to sanitation and
water facilities carries severe health risks.

This level of sea rise is also threatening to major urban areas like metropolitan
Bangkok. The city is projected to suffer flooding from extreme rainfall and sea
level rise by the 2030s. With inadequate adaptation, under a 15-centimeter
sea level rise, 40 percent of the city would be flooded. This could increase to
70 percent in the 2080s, with sea level rise increasing to 88 centimeters. This is
under a projected 4°C increase. The impact will be amplified by the urban heat
island effect and could result in devastatingly deadly heat spells.

South Asia
South Asia is projected to face significant water supply crises. Water for irrigation
and hydropower production is threatened, as is water for cooling of thermal
power production. The annual mean monsoon levels will increase by 10 percent,
with a 15 percent increase in variability, making the monsoon stronger and less
predictable.

The compounded risks of temperature, flooding, sea level rise, and cyclones
will leave deltas and coastal urban agglomerations at risk. Bangladesh is acutely
vulnerable to all these risks, and warming there will cause unusually hot summers
with a substantial increase in mortality.

The region should have a 60 percent increase in crop production without
climate change, but under just a 2°C rise the more likely scenario is food imports
needing to double to meet caloric needs. Decreasing food availability in 2050 is
projected to cause a 35 percent increase in childhood stunting as undernourish-
ment worsens.

A cascading of impacts in South Asia is particularly worrisome because pres-
sure in just one factor, such as decreased crop yield, can severely impact huge
populations for generations. Malnutrition and stunting in childhood leads to
health risks later in life. This kind of multiplier of impacts is dangerous because
it is nonlinear: under a 2°C increase, 20 percent of the population is at risk
from multiple stress impacts. Under a 4°C increase, it is projected to increase
to 80 percent.

Some Indications of Progress

What is being done to avoid this disastrous future? The good news is that
many countries and the European Union have taken serious action or commit-
ments to do so. Two large emerging economies that are current and future
major sources of GHG emissions, China and India, have each started imple-
menting programs to shift growth trajectories that will substantially reduce
their share of global emissions. Very recently U.S. President Barack Obama
used executive authority to launch a major reduction in GHG emissions,
pledging to double the amount of renewable electricity generation in the
United States by 2020.
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The bad news is that it has taken 20 years of failed negotiations to get to
this point. The United Nations Framework Convention on Climate Change
(UNFCCC) process has generated some positive outcomes—most notably, the
Kyoto Protocol—but that is now more or less defunct. After 18 rounds of inter-
national talks involving some 153,000 participants and supported by another
100-plus international meetings (each with at least 200 participants), the
world is facing a +4°C future. The international dialogue has been seriously
flawed in many ways. Clearly there is limited accountability for producing
results; international meetings on climate change jumped from an average of
four per year for the 1992-2008 period to 12 per year for the 2009-2012
period (see figure 4.5). Representatives of governments that participate in the
negotiations continue to have the same disagreements on issues that they have
had for many years. At the same time, there has been little progress in provid-
ing an opportunity for real engagement with key stakeholders, such as private
financiers who are expected to foot the multibillion dollar bill for the transi-
tion to a low-carbon future or with mayors and other leaders who are well
placed to take action.

The authors are not advocating doing away with the existing international
negotiating process—it is essential if a legally binding agreement is to be reached
(theoretically by 2015, taking effect in 2020). But given the seriousness of the
risks if a transformation does not occur, it is time to explore parallel actions by
like-minded parties. Such parties may include national governments, but are
not limited to these entities. Private sector players, mayors, civil society leaders,
philanthropic organizations, multilateral development banks, and academic and
research organizations need to come together to take climate action at scale. For
example, about 70 percent of GHG emissions come from cities—cities that have
massive urban infrastructure development needs. The priority of most urban

Figure 4.5 Major International Meetings on Climate Change, 1992-2012
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leaders is to meet such needs, but many have indicated a willingness to do so in
a low-carbon way instead of locking into long-term high-carbon investments. But
they need support to be able to meet their priorities through a low-carbon
approach. The urban development challenge presents a unique opportunity for
collective action to be undertaken that has tremendous development benefits
and a measurable impact on atmospheric GHG concentrations (see part 4). Such
collective action—oriented partnerships would require participation of all of the
players mentioned, supported by a new type of governance that gives real voice
to each stakeholder/partner.

Leadership on climate has come from a variety of like-minded parties, includ-
ing heads of state, city mayors, corporations, civil society organizations, and
countries. In some instances, countries have led; China’s pilot carbon market
aiming toward a networked carbon trading scheme covers Beijing, Guangzhou,
Shanghai, and Tianjin. China is also evaluating a carbon cap, an instrument by
which China pledges by 2025 to be polluting at just 50-55 percent of 2005
emissions. India has similarly committed to reducing its emissions per unit of
GDP to 20-25 percent below 2005 levels by 2020.

Obama’s Climate Action Plan is a strong step forward for the United States:
carbon pollution from new and existing power plants will be limited, a regulatory
duty the Environmental Protection Agency has been empowered with since
1970s Clean Air Act. An estimate from the National Resources Defense Council,
the U.S. environmental action group, estimates a 26 percent reduction in emis-
sions from this change. The plan also invests heavily in renewable energy sources
and pledges to double American clean energy production by 2020. Energy effi-
ciency is a third pillar of the plan, with a pledge to provide $250 million in grants
for efficiency investments immediately.

The difficulties in passing climate change legislation through the U.S. Congress
are well known; at the time this chapter was written, 109 representatives and
senators continued to reject the idea that anthropomorphic climate change is
real, making it virtually impossible to pass any climate legislation. Acknowledging
this, President Obama’s 2013 agenda was a presidential order requiring no con-
gressional approval.

The Climate Action Plan also calls strongly on the private sector to reduce its
emissions. General Electric and Wal-Mart have both made substantial voluntary
pledges to reduce their net emissions, including how they select suppliers around
the world. Action on climate change has come from a variety of other parties,
many of which are not represented in the formal climate negotiations. This gap
is problematic because, as leaders commonly say, action on climate requires
action by everyone. The measures enacted by more than 1,000 American mayors
and chief executive officers, among others, range from mitigation efforts to resil-
ience planning and are ahead of national government plans. New York’s $20
billion coastline defense plan followed the devastation of 2012’s Hurricane
Sandy, only some of which is supported by the federal government. The formal
negotiations are greatly weakened by this inability to bring all interested parties
to the table to strengthen the possibility of strong agreement and decisive action.
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Drilling Down: The Resource Scarcity Dilemma

The discussions of future scenarios for population, urbanization, economic
growth, and consumption; the growing demand for food, water and energy; and
intensified resource stress on biodiversity, water, and oceans, in this volume col-
lectively point toward an ever-elevating risk—increased resource scarcity and
competition. Examining climate impacts under both a 2°C or 4°C world indi-
cates a dramatically exacerbated resource scarcity challenge (Burke 2009). The
issue is not simply depletion of resources, but also the likelihood of disruptions,
volatile prices, and rising political tensions over resource access (Lee et al. 2012).
From a development perspective, it is broadly agreed that this means resource
scarcity is likely to affect the most vulnerable and least resilient communities and
hinder efforts to reduce poverty. Beyond that, the three key resource scarcity
responses that dominate a growing dialogue in response to the increased risks are
conflict, migration, and trade.

The U.S. National Intelligence Council’s Global Trends 2030 (NIC 2012)
concludes that increased demand for food, water, and energy—each demand
linked to the others—will result in scarcities and be worsened by climate
change. Taking into consideration key “game changers,” such as global economy,
governance, and regional instability, resource scarcity could play a role in
increased intrastate and interstate conflict.! The NIC researchers see fragile
states as being most susceptible and needing the most outside help,2 but con-
sider that even countries like China and India are vulnerable (NIC 2012). The
most recent World Economic Forum Global Risks report, which has a 10-year
outlook, sees unmanaged migration due to resource scarcities as one of the top
10 social risks (and again with linkages to a number of other risks, such as cli-
mate change, food shortage crises, and water supply crises) (World Economic
Forum 2013).

The literature discussing resource scarcity and conflict and migration,
including the 2010 World Development Report (WDR) on climate change
(World Bank 2009) and the 2011 WDR on conflict, security, and development
(World Bank 2011), and UN Secretary General’s report on climate change and
conflict (UN 2009) make it clear that no one agrees on the risks that resource
scarcity presents in terms of conflict and migration, but few dispute that it plays
a significant role.

It is generally agreed that a combination of factors can lead to conflict or
migration and that resource scarcity can be central to or a driver leading to
conflict or migration. The National Intelligence Council report states, “Many
experts also have hypothesized that growing resource constraints combined
with the possibility of increasing environmental degradation may be a tipping
point for societies already struggling and lead to greater intra- or interstate
conflict” (NIC 2012, 80). Afghanistan and the Republic of Yemen are examples
of internal conflicts being waged along hydrological lines. In both, warlords
have emerged whose basic job is to maintain control over a source of water
(RFE/RL 2013). Insufficient natural resources like water and arable land in
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many countries cause them to risk intrastate conflict due to demographics or
faltering governance institutions, or where tensions such as those in tribal, eth-
nic, religious, and national groups might be heightened (World Bank 20009,
2011; NIC 2012).

The relationship between resource scarcity and migration has been debated
by various organizations, including the UN Security Council. A 2009 report by
the UN secretary-general (UN 2009) identified involuntary migration, compe-
tition with other communities or groups over scarce resources, and an over-
burdening of local or national governance capacities as secondary results of
climate impacts, such as water scarcity. People experiencing scarcity of critical
resources, such as water and arable land, are forced to move to be able to sur-
vive, especially those in more vulnerable places, often in developing countries
(UKGOFS 2011).

Use of the “environmental refugees” label (Black 2001; Ferris 2007) to
describe such people has also been debated. It is often argued that migration is
historically normal, and those migrating from places where there is limited
access to food, livelihoods, or water are not environmental refugees, as these
conditions are a function more of the local governance and political situation
than environmental degradation due to climate change (Raleigh and Urdal
2007). While links to resource scarcity as a direct causal factor for conflict might
not have been shown, what has been clear through analysis and observation is
that socioeconomic conditions are associated with increasingly negative impacts
on livelihood or access to critical resources. These dynamics are amplified by
climate change in uncertain ways, in most cases also exacerbating existing
stresses, such as poverty or inadequate infrastructure. Thomas Fingar, chairman
of the National Intelligence Council, testified to the U.S. Congress that climate
change will exacerbate poverty and increase social tensions, leading to internal
instability and conflict and giving parts of the global population additional rea-
sons to migrate (NIC 2012).

In a 2025 context, conditions may give people more reasons to migrate en
masse, should the state of vital resources such as water and food result in loss of
livelihood or inability to meet basic human needs. In a recent report, “Mali:
Migration, Militias, Coups and Climate Change,” the Center for Climate and
Security examined the insecurities that may have contributed to conflicts in
Mali. “This political and constitutional crisis sits atop an already extremely vul-
nerable situation—a volatile mix of climate change, drought, food shortages,
migration and immobility, armed insurrection and heavy weapons proliferation
that threaten to plunge the country into a state of instability not unlike Somalia”
(Femia and Werrell 2012: 2).

In the nexus between climate change, migration, and conflict, another poten-
tial concern is for those who cannot afford to migrate or escape from a climate-
related event and are in essence stuck. According to geographer Dave Thomas at
Oxford University, “The people we should really be thinking about are...those
who stay behind, who may wish to migrate but can’t. They are trapped, they are
the most vulnerable” (Femia and Werrell 2012: 4).
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The impact of trade on resource scarcity and vice versa is also a growing area
of concern. It is not a new issue—generally, increased investment, technology
innovations, and markets have enabled adaption to resource scarcity—trade issues.
But resource trade has hit new levels, increasing about 50 percent over the last
10 years. Much of this is for nonrenewable extractives, like minerals, oil, and gas,
but trade in food crops, timber, fish, and oilseeds has also grown.

Future resource scarcity and trade challenges will be driven by the deple-
tion of water resources; for example, a range of estimates have been made of
how water shortages will affect agricultural production, and the resulting
import requirements, in China. Results vary widely, but at current levels of
water use efficiency, one estimate is that China’s grain production will fall
short of projected demand by 156 million metric tons (MMT) in 2025. It is
also estimated that China will need to import more than 47 MMT of grain
in 2025, rising to over 56 MMT if water prices are tripled. While China is
unique in its huge demand, it is not unique in its future prospects for
reduced crop yields due to water and arable land shortages. This is at a time
that the world is only one or two bad harvests away from another global food
crisis.

The Chatham House Resources Futures project (Lee et al. 2012) and the U.S.
National Intelligence Council Global Trends 2030 study (NIC 2012) both
involved consultation and inputs from experts across the globe, and both studies
view trade as a frontline for resource scarcity conflicts. This was demonstrated
by export controls in a number of countries in 2008 and 2011 that were intended
to control price escalation but ended up increasing food price hikes. Several
major emerging economies that are key exporters of industrial raw materials have
installed export restrictions. According to Lee and colleagues,

Resource politics, not environmental preservation or sound economics, are set to
dominate the global agenda and are already playing themselves out through trade
disputes, climate negotiations, market manipulation strategies, aggressive industrial
policies and the scramble to control frontier areas. The quest for resources will put
ecologically sensitive areas under continuous pressure unless a cooperative approach
is taken, not least in the Polar Regions, major forests and international fisheries. (Lee
et al. 2012: viii)

Given the lack of progress thus far with international trade, climate, and
biodiversity negotiations, new approaches for tackling these global issues by
like-minded stakeholders that can deliver real change are warranted.

Technology: The Planet’s Salvation?

The pace and innovativeness of technology development over the last several
decades certainly should give hope to reversing or reducing the global risks to
the globes’ inhabitants—human and others—outlined earlier in this chapter.
Recent publications that assess plausible scenarios of the future—the
Rockefeller Foundation’s “Scenarios for the Future of Technology and
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International Development” (Rockefeller 2010), the National Intelligence
Council’s Global Trends 2030 (NIC 2012), Shell’'s “New Lens Scenarios”
(Shell 2013), Al Gore’s book The Future (Gore 2013)—all consider the pos-
sibilities that technology will help address the challenges described in this
chapter and thereby reduce the risks of resource scarcity impacts, such as
conflict and migration.

Former U.S. vice president Gore in particular balances the hope that technol-
ogy may save the day against the risk that technology may exacerbate some
global and regional challenges if not accompanied by improved governance and
policy. He terms the future “Earth Inc.”—a hyperconnected, tightly integrated,
highly interactive, and technologically revolutionized economy. The hypercon-
nectivity will further speed up the application of new technologies and increase
micro- and macro-inventiveness. In particular, Gore sees the accelerating techno-
logical advances as transforming the future role and consumption of resources,
but whether this leads to greater sustainability is a large and open question
(Gore 2013).

The NIC study foresees much of the future technological activity migrating
toward the newly emerging BRIC (Brazil, Russia, India, China) countries over
the next 10-15 years, increasing the competitiveness of their corporations.
Risk capital will be a controlling element in the equation; if companies in these
emerging economies have access to capital, then the growth of technological
innovation in these countries will be rapid. The speed with which this transfer
takes place will depend on political stability, well-functioning institutions, and
public confidence that intellectual property will be protected (World Bank
2008a; NIC 2012). For many developing countries, the transfer will also
depend on local investments in capabilities—knowledge and skill—to receive
and absorb technologies (UN 2011). Connecting local technological needs to
international technological opportunities is a key challenge for several devel-
oping countries. These countries have a tremendous opportunity to leapfrog
technologies as one way of reducing the risk of resource scarcity and to
improve access to and add value to their use of regional and global public
goods. This is an important agenda for future financial and technical develop-
ment assistance.

The NIC study identifies four technology arenas as shaping 2030 global
socioeconomic and military developments: information technologies, automa-
tion and manufacturing technologies, resource technologies, and health tech-
nologies (NIC 2012). Gore predicts that today’s advanced materials science will
generate a molecular economy, particularly using nanotechnology, and that this
will drive a third industrial revolution (Gore 2013). Both the NIC and Gore
consider that technology will play a key role in improving the security of
resources required to meet future food, water, and energy needs. These new
technologies will include genetically modified crops, precision agriculture,
improved water management technologies, and renewable energy (in particular,
solar and non-food biomass).
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Box 4.1 What Young Development Professionals Think About Collective Global
Governance

Kevin McCall, Climate Policy and Finance, World Bank Group

The “perfect storm” brewing on the horizon reads straight
out of the newest post-apocalyptic novel. Truth is indeed
often stranger than fiction. Our problems are many, and
they are urgent. Meanwhile, our options for solutions are
politically or economically difficult and involve harsh trade-
offs. So, what hope for the future?

To my mind, the best option for a collective solution to
put the world on a sustainable development pathway is to amplify the nascent trends in

good governance and strong regulation we are beginning to see at a global scale. We
are getting, | believe, a first glimpse at the saplings of the future landscape of global
governance. It differs from the collective action and solution agreed by 51 nation states
in 1945 to establish the United Nations, involving a shift away from the state-centric
model of reaching decision and crafting solutions. The discussion table has become
much bigger, and seats a different set of decision makers. States are still at the table, but
their ability to create and implement solutions depends more than ever on the other
stakeholders at their side: organizations that connect citizens to their governments and
industries that operate across borders and create the wealth that grows economies.

The positive influence of these civil society organizations and private sector actors on
transparent, longer-term focused governance and regulation is increasingly apparent.
Voluntary industry codes of conduct, while not the norm today, are becoming more
common. The Equator Principles—a framework for assessing and managing environ-
mental and social risk in investment projects—is adhered to by nearly 80 financial insti-
tutions, responsible for more than 70% of international project fnance debt in emerging
markets. Certified “B Corporaations” stand out in the private sector landscape as provid-
ing not only profit to shareholders, but creating shared value in the communities and
economies in which they operate. Impact Investment, with its “triple bottom line” of
financial profits and social and environmental benefits is no longer a niche or boutique
investment for philanthropic purposes, but has blossomed into a class of assets that is
expected to hold about $500 billion across capital lines within the next five years.

These trends give me cautious optimism to think that a collective solution to boosting
governance and mainstreaming regulation—driven by a broad-based coalition of the full
range of stakeholders—is within our reach. Today we are only witnessing the saplings of
this solution. To ensure that these take root and achieve collective solutions to collective
problems within less than a generation, today’s policy makers need to be able to adapt to
a multidisciplinary, multiactor policy landscape. They need to understand that designing
and implementing collective solutions requires non-traditional partnerships with new and
relevant stakeholders. And most of all, they need to get their act together to agree and
advance any collective solution within the next ten years while the possibility of altering
our trajectory toward the “perfect storm” still exists.
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Notes

1. More than 1.5 billion people live in countries affected by violent conflict.

2. Supporting fragile or conflict-affected states is a priority for the International
Development Association (IDA), the poverty focused, soft-financing arm of the
World Bank. Consideration of resource scarcity is highly relevant for strategic planning
by poverty reduction/development institutions like the World Bank. By 2015 about
52 percent of the world’s poor will live in fragile and conflict-affected situations.
Currently 34 out of 36 countries and territories considered fragile, conflict-affected,
or post-conflict are eligible for IDA support.
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CHAPTER 5

Something’s Gotta Give:
Aid and the Financing
of Global Public Goods

Robin Davies

There is one particularly striking disconnect between what traditional donors say
about their aid and what they do with it. What these donors—the longstanding
members of the Organisation for Economic Co-operation and Development’s
(OECD) Development Assistance Committee (DAC)—mostly say is that their
aid is a transfer of resources to poor countries for the purpose of helping those
countries meet their own national development objectives. This notion is part of
the canonical concept of aid effectiveness, which has at its core the linked con-
cepts of “ownership,” meaning leadership of development programs by benefi-
ciary countries, and “alignment,” meaning alignment of those development
programs with national priorities.

What traditional donors increasingly do, however, is use aid to help provide a
variety of global public goods (GPGs). A large majority of their aid is still devoted
to meeting the development objectives of individual poor countries. But a size-
able minority of it is rather quietly dedicated to GPGs, most notably and recently
including climate change mitigation. About one-quarter of aid outflows from
DAC donors, and one-half of aid outflows from multilateral organizations, is cur-
rently dedicated either to GPGs or to complementary national public goods that
must be present if a country is to avail themselves of the benefits of GPGs.
Sometimes this use of aid is prominent, as for example, in the case of investments
in vaccines and immunization programs for neglected diseases that almost exclu-
sively afflict poor countries. For the most part, though, it happens under the radar.

Even if a substantial proportion of global aid is spent on GPGs, the global
aid pie—$127 billion in 2012, or 0.29 percent of the combined gross national
income (GNI) of DAC members—is small in proportion to the scale of transna-
tional problems, particularly that of climate change mitigation.! It is not contro-
versial, therefore, to argue that the provision of more public financing for GPGs
would be a good thing for the development of poor countries, particularly if such
financing could be used in part to leverage private contributions toward the

To see Robin Davies discuss aid and the financing of global public goods: http://youtu.be/TQ07jAHgacg
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provision of some GPGs. What is controversial is the argument that aid should
be the source of such financing. However, the discussion that follows does not
enter into normative questions about whether aid, as distinct from some other
stream of international public finance, should be used for GPGs or whether aid
for GPGs should be additional in some sense to existing aid. Nor is it argued that
there should be a dramatic expansion in the share of aid that is used for GPGs,
even though it is conceivable that the development benefits of such an expansion
would, up to a certain level of substitution, outweigh the benefits foregone as a
result of reductions in aid support for purely national priorities. For present pur-
poses, it is simply taken as a fact that aid budgets are now, and are likely to
remain, the source of almost all international public financing for GPGs.

The purpose of this chapter is simply to examine how aid is in fact being used
for GPGs and to discuss how, in a changing context, something like the present
level of investment in GPGs might be maintained. The approach is largely descrip-
tive and analytical; the intention is to demonstrate that a tension between the two
uses of aid just mentioned—GPGs and country priorities—might soon become
much more acute owing to recent and rather dramatic changes in the global con-
text in which aid is provided. Chapter 6 adopts a more normative perspective,
arguing in broad terms that aid’s rationale, and its multilateral delivery mecha-
nisms, would need to be revisited in a certain way in order to resolve this tension.

The argument of this chapter is as follows. The first section specifies which
GPGs are of principal interest from an international development perspective
and briefly discusses how they are produced, which ones receive the most financ-
ing, and from what sources that financing is received. The second section looks
at some long-term trends in the provision of aid financing for GPGs, based on an
analysis of data from the OECD’s Creditor Reporting System (CRS). The third
section summarizes some relatively recent changes in the context for aid. The
fourth section concludes that the use of aid for GPGs is, or soon will be, grinding
against significant limits, and the friction is likely to generate heat. If so, donors
may have to choose between two courses of action: realigning their aid with the
standard narrative or changing the standard narrative. For a range of reasons,
which are explored, the choice is not easily made.

Global Public Goods for Development

A public good is something that confers benefits on people without restriction
or exhaustion, like a street light. A GPG is a public good whose benefits tran-
scend national boundaries, like climate change mitigation or, to be more exact,
whatever international arrangements deliver climate change mitigation. National
public goods are generally provided by governments, since markets do not pro-
vide things that they cannot commodify. In the absence of a world government,
international public goods are generally provided by cooperation between
governments, usually supported by international organizations.

To be more specific, the term “global public goods” is here used to cover a class
of products that provide sustained yields of shared benefits in areas of particular
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importance to developing countries. “Products” entails human action of some
kind. “Sustained yields” means that the benefits in question are not finite and there-
fore not subject to long-run allocation decisions (though they might be rationed
where production cannot keep pace with demand). “Shared benefits” means that
no country for which the benefits are relevant is restricted in its access to them.

With its requirement that benefits be sustained and shared, the above notion
of GPGs incorporates the characteristics of non-rivalry and non-excludability
that feature in textbook definitions of “a pure public good.” However, it allows
that these characteristics might be contingent. For a product to be a GPG, it is
sufficient that it be provided in such a way as to yield sustainable, shared benefits.
Its publicness might therefore be the result of a policy choice (Kaul et al. 2003)
rather than being intrinsic.

The most significant GPGs, in terms of their importance for development and
their reliance on aid financing, fall under three broad outcome areas:

¢ infectious disease surveillance, control, and eradication;

¢ sustainable management of transboundary natural resources, such as the
atmosphere, forest and marine ecosystems, fresh water and fisheries; and

e the production of knowledge for development, which both cuts across and
extends beyond the above two areas.

Other GPGs are notable from a development perspective but tend to make
smaller, less frequent, or sometimes questionable calls on aid budgets. Free and
open trade and global financial stability are often also mentioned as GPGs, likewise
peace and security. The World Bank’s 2007 GPG policy framework, for example,
gives prominence to trade and financial stability, along with GPGs relating to
global health, the global environment, and knowledge (World Bank 2007). More
recently, global food security is sometimes mentioned as a GPG and the aspira-
tional concept of a global “social protection floor,” advocated by the International
Labour Organization, is articulated in ways that would tend to make it a GPG. In
all these areas, there is no question that agreements or cooperation-related mecha-
nisms with strong GPG characteristics can be identified, and also that they will be
of substantial or primary relevance to developing countries. Other GPGs, such as
global standards that facilitate the expansion of economically or socially important
networks, might be of relatively less importance to developing countries.

GPGs can also be classified according to their mode of production, rather than
by outcome area. In fact, from a financing perspective this is perhaps a more
useful method of classification.2 GPGs can be produced through singular, cumu-
lative, or structured actions. Different financing and production strategies are
required in each case. For example, singular GPGs might be produced by any
one of a number of competing actors in response to financial incentives, such
as prizes. Structured GPGs require careful management of, and financial and
technical support for, the contributing actions of multiple parties, with strong
institutional mediation. Cumulative GPGs, which present perhaps the greatest
financing and strategic challenges, require at least tacit agreement on some kind
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of a common goal among the most significant actors, and often arrangements for
the provision of financial benefits as incentives for participation by some parties,
for example, through side payments or flexibility mechanisms pursuant to a
multilateral or plurilateral agreement.

Figures 5.1 and 5.2 below show the major purposes for which cumulative
bilateral and multilateral GPG funding has been used over ten years up to and

Figure 5.1 Bilateral GPG Funding, by Major Purpose, 2001-2011
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Figure 5.2 Multilateral GPG Funding by Major Purpose Period
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including 2011, the last year for which detailed comparative data are available. In
interpreting these figures it is important to note that multilateral and bilateral
totals cannot be added together. Bilateral totals reflect outflows from DAC
donors, some of which are also inflows to multilateral funds and organizations.
The latter funds or organizations will either convert those inflows into outflows,
though not necessarily in the same calendar year, or simply consume them, as in
the case of health and agricultural research organizations. In some cases multilat-
eral funds and organizations also receive funding from private sources, or gener-
ate them internally, as in the case of the multilateral development banks. Thus
bilateral and multilateral totals must be considered separately.

Bilateral outflows totaled around $80 billion over the decade and are domi-
nated by financing for infectious disease control and peace-building. Multilateral
outflows totaled around $20 billion and are dominated by financing for the same
two purposes, but with an even greater share of the total—approaching two-
thirds—allocated to infectious disease control.

Figures 5.3 and 5.4 below show the major sources from which cumulative
bilateral and multilateral GPG funding has been received over the decade up to
and including 2011. In reading figure 5.4 it should be noted that the OECD
treats the Bill & Melinda Gates Foundation as a multilateral donor for statistical
reporting purposes. However, the foundation passes much of its funding to tra-
ditional multilateral donors. Thus there is some double-counting in the figure
below: some outflows from Gates will also, if in the same calendar year, appear
as outflows from the multilateral organizations supported by Gates.

Figure 5.3 Bilateral GPG Funding by Major Source
millions of USD
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Figure 5.4 Multilateral GPG Funding by Major Source

millions of USD
UNDP, 239 African Development Bank, 237
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While figure 5.3 illustrates that bilateral donors provide GPG funding roughly
in accordance with their ranking on the DAC donor “league table,” figure 5.4
illustrates the dominance of the Global Fund to Fight AIDS, Tuberculosis and
Malaria (GFTATM)—established in January 2002, the first year of the decade
under consideration—as a source of GPG financing.

A final observation to close this section is that the acuteness and scale of global
challenges has spurred public and private providers of development finance to
experiment with new, complex financing schemes during the last decade. These
are aimed at securitizing future aid flows for immediate effect, tying financing to
development outcomes rather than development inputs, and stimulating market-
based private sector provision of products important for development, such as
drugs for neglected diseases. Such schemes are not well understood outside
expert circles, nor always unanimously supported within those circles.

It is not quite true that all experimentation with new financing instruments
and approaches is related in some way to GPGs: some payment-by-results
approaches are applied in areas such as education and water supply and sanita-
tion. However, for the most part, innovative financing approaches are being used
to achieve innovation, scale, and speed for the delivery of GPGs. It is also impor-
tant to note that the increasing preference for complex financing approaches
reinforces the centrality of multilateral organizations as agents for the delivery of
GPGs. Arguably, only such organizations can aggregate and manage resources,
and monitor results, in the way needed for the effective execution of these com-
plex approaches.
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A Trend Analysis

There is no systematic or regular consideration of the share and composition
of aid allocated to GPGs, whether at the global level or by individual donor
countries or by the multilateral institutions that spend a substantial proportion
of this aid. This is rather surprising given the frequently expressed concern that
aid for GPGs might be provided at the expense of aid for more local priorities.
This likely displacement effect is occasionally remarked upon,® and it has been
seen as a major risk in connection with developed countries’ collective commit-
ment to scale-up climate change financing between 2009 and—which had
already resulted in the allocation of some 13 percent of all aid to climate-related
activities by 2011 (OECD 2013).

In the period from about 1999 to 2004, when there was a notable spike in
international interest in GPGs, several efforts were made to estimate the quantity
of aid used in support of them. These efforts yielded quite divergent figures, rang-
ing from 4 to 30 percent.# The divergence is explained by several factors.

First, the primary source of data, the OECD Development Assistance
Committee’s CRS, employs a coding system that is by no means useful for
identifying aid in support of GPGs. Being itself an established and widely used
global public good, the CRS is not easily modified, even to meet such pressing
needs as determining the quantity of aid allocated to climate change mitigation.
(The “Rio marker” system [OECD 2013], which now includes a climate change
mitigation marker, is poorly applied by reporting agencies and allows only very
rough quantification.)

Second, the various estimation efforts of the late 1990s and early 2000s
took quite different views about what constitutes a GPG. For example, Raffer
(1999) inexplicably includes all aid for water and sanitation. The differences
might have been less if the CRS coding system were better suited to the task,
but they probably also reflect quite different understandings of the concept
of a GPG.

Third, only the World Bank, whose 2001 estimate is at the lower end of the
spectrum, has attempted to make a clear distinction between core GPGs and
complementary funding for related national public goods, the latter being neces-
sary for the consumption of GPGs (World Bank 2001). Other estimates appear
to include many national public goods without necessarily applying the latter
restriction.

What all past estimation efforts have agreed on, regardless of their methodol-
ogy and the exact time window in question, is that aid for GPGs increased dra-
matically through the 1990s into the early 2000s, perhaps roughly doubling as a
share of total aid relative to the 1980s. And there are several reasons to expect
that the growth of aid for GPGs would have further accelerated since the above
estimations were made.

The main reason is that since the turn of the century, several major new
GPG financing mechanisms have been established, including the GAVI Alliance
(founded in 2000); the GAVI Alliance-related International Financing Facility for
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Immunisation (2006); the Global Fund to Fight AIDS, Tuberculosis and Malaria
(2002); and the Climate Investment Funds (2008). The GAVI Alliance, the
Global Fund, and the Climate Investment Funds immediately became three of
the five largest global programs in which the World Bank is involved, the others
being the Global Environment Facility (GEF) and the Consultative Group on
International Agricultural Research (CGIAR).

Many other, smaller mechanisms have also been created, such as

e the Critical Ecosystem Partnership Fund (2000);

¢ the Global Crop Diversity Trust (2004);

¢ a considerable number of health-sector product development partnerships,
such as the Medicines for Malaria Venture (late 1999) and the Drugs for
Neglected Diseases Initiative (2003);

e pilot “pull” mechanisms, such as the Pneumococcal AMC (Advance Market
Commitment) vaccination initiative (2006) and the AgResults initiative
(2012); and

¢ World Bank-led mechanisms, such as the Extractive Industries Transparency
Initiative (2002) and the State- and Peace-Building Fund (2008).

As a rough indication of the scale of financing allocated to such mechanisms in
recent years, it is useful to consider contributions to World Bank-managed trust
funds with global and regional objectives. During the period 2002-10, donors
contributed $57.5 billion to trust funds managed by the World Bank, of which
around half was likely to have funded GPGs through large “financial intermediary”
funds (IEG 2011a). In 2011 the World Bank was involved in 120 global and
regional partnership programs with total spending of $7 billion (IEG 2011b).2

A second reason to expect growth in aid for GPGs is that philanthropic
donors, most notably, the Bill & Melinda Gates Foundation, have also played an
increasingly prominent role through the first decade of this century in funding
GPGs through many of the above, and other, mechanisms. Recent annual reports
show the Gates Foundation is spending well over $3 billion per annum (BMGF
2011). It is now providing more aid than all but the top dozen or so OECD DAC
donor countries—with a very strong emphasis on funding for GPGs.

A third reason to expect growth in aid for GPGs is that all major donors made
commitments at or following the United Nations Framework Convention on
Climate Change (UNFCCC) conference in Copenhagen, in 2009, to provide
collectively an average of $10 billion per annum over the three years, from 2010
to 2012, in “fast-start” financing for action on climate change in developing coun-
tries. A substantial majority of this has been allocated to climate change mitiga-
tion, a GPG.

Given the appearance of the new multilateral financing mechanisms listed
above, the growth in foundation financing for GPGs, and the known growth of
climate change financing since 2009, it seems highly likely that aid financing for
GPGs will have continued to grow strongly in absolute terms between 2001 and
2011, and probably also as a proportion of aid.
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An analysis of CRS data for the decade from 2002 to 2011 confirms that the
use of aid for GPGs has increased substantially. (It appears that nobody has
undertaken such an analysis since around 2004.) In constant 2011 US dollar
terms, DAC donor funding for GPGs grew from about $4 billion annually during
2002-03 to about $12 billion for 2010-11. Multilateral spending on GPGs grew
from about $1 billion to about $3 billion. DAC donors’ complementary spending
grew from about $12 billion to $22 billion, and multilateral complementary
spending from about $4 billion to about $7 billion. As a share of official develop-
ment assistance (ODA) from DAC donors, spending on GPGs went from under
4 percent to more than 8 percent. As a share of multilateral spending, it went
from 5 percent to 15 percent.

Figures 5.5 and 5.6 illustrate trends in the level and share of aid for GPGs
over the decade up to and including 2011, distinguishing between bilateral and
multilateral outflows.

While increasing allocations for global health and environment programs
account for the bulk of the recent growth in aid for GPGs, strong growth in aid
budgets up to 2010 or so for most donors coincided with an increased level of
interest in the use of aid for other GPG-related purposes. These uses include
costs associated with international peacekeeping, the presence of refugees and
asylum-seekers within donor countries, the negotiation of trade liberalization
agreements, and the promotion of private investment in developing countries
through bilateral development financing institutions or various public-private
partnerships for development. The general trend is toward much greater use of
aid for both mutual interest and global interest purposes, though some of the
uses listed have aroused considerable controversy.

Figure 5.5 Trends in Aid for Global Public Goods
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Figure 5.6 Trends in Share of Aid Used for GPGs
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Overall, the sharp increase in global aid, commencing around the turn of
this century and falling off only recently, permitted a similarly sharp increase in
funding for GPGs without any very noticeable impact on allocations to country-
specific purposes. Thus a sort of additionality was achieved—the sort of addition-
ality that many donors clearly had in mind when they agreed, in negotiations on
the Copenhagen Accord (UNFCCC 2009), that their climate change financing
commitments would be “new and additional.” This might help to explain the
seeming paradox that aid for GPGs experienced a major acceleration at exactly
the time when international interest in GPGs as an object of international public
financing appeared to evaporate. It is possible that the onset of the global finan-
cial crisis, and the resultant preoccupation with its national-level impacts and
related response measures, might also have played a role in drawing discussion on
this topic to a close.

The Changing Context for Aid

At the same time as aid for GPGs has been growing strongly, some quite dra-
matic shifts have taken place in the level, composition, and origins of interna-
tional financial flows to poor countries, as well as in the distribution of growth
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and poverty across the world. As these have been well-discussed elsewhere, the
four main such shifts are discussed only briefly below.

First, aid from traditional sources is currently declining in overall volume.
Over the last 40 years, global aid from official donors—ODA, as defined by the
OECD Development Assistance Committee—has mostly followed a quite steep
upward trajectory. In fact, it has trebled in real terms since 1970. In constant
2011 dollars, ODA more than doubled, from $43 billion to $93 billion, between
1970 and 1992, declined somewhat over the five years to 1997 to $73 billion,
then climbed steeply from 1998 to 2010. It hit an all-time peak of $137 billion
in 2010.1In 2011, however, it fell by 2 percent, and in 2012 by a further 4 percent.
It is expected to remain stagnant, at best, over the several years ahead.

Second, even without the recent volume declines, aid was becoming much
less important than it was compared with other sources of finance. Foreign direct
investment and migrants’ remittances, in particular, were both about half the size
of global ODA in 1990, but now, taken together, are some eight times larger. The
level of private flows with an explicit development objective is growing rapidly
too. By some estimates, private philanthropic flows have grown from a very low
base in 1990 to more than $50 billion per year now. Domestic sources are also
assuming much greater importance. Tax receipts in Africa are now thought to be
equivalent to about 10 times the level of ODA.

Third, aid from traditional sources is now competing with aid or aid-like flows
from emerging economies. While not well understood, these flows are thought
to be anywhere between $10 billion and $50 billion per year (Walz and
Ramachandran 2011). These donors, or “South-South cooperation partners,”
have so far shown little interest in financing GPGs. Their emphasis is on mutual
interests within bilateral relationships rather than on global interests. Their pri-
orities tend to be those neglected in the Millennium Development Goals
(MDGs) and in the programs of traditional donors over the last two decades:
economic infrastructure and production. In some cases, of course, this emphasis
on mutual interest and infrastructure will in fact lead them to support the provi-
sion of important regional public goods (RPGs), such as international road, rail,
and seaport networks.

Fourth, there are fewer poor countries and, as a result, more poor people in
middle-income countries (MICs). The Center for Global Development argues that
by 2025, the client base of the World Bank’s concessional financing arm, the
International Development Association (IDA), could shrink by more than half in
terms of the number of eligible countries (37 of 68 could graduate) or by two-thirds
in terms of the population of eligible countries (from 3 billion to 1 billion people)
(Moss and Leo 2011). The number of low-income countries fell from 63 in 2000
to 35 in 2010 and might be as few as 16 by 2030 based on IMF (2012) World
Economic Outlook projections (Sumner 2012). At the same time, MICs now
account for around 70 percent of the world’s poor, compared with less than
10 percent two decades ago. In addition, almost 90 percent of the world’s poor are
concentrated in just 10 low-income countries and 10 MICs. Persistent inequality in
these countries could in some cases have negative regional or global spillover effects.
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GPGs versus the standard aid policy narrative

We have seen that dramatic shifts have taken place in the level, composition, and
origins of international financial flows to poor countries, as well as in the distribu-
tion of growth and poverty across the world. These developments pose major
questions for traditional development agencies, whose institutional mandates
and resource allocation processes are carrying them toward a narrow focus on the
poorest and most fragile states with the most intractable development problems,
mainly in Africa. As a result, the traditional donor community is undergoing
much self-examination with respect to aid volume, resource allocation priorities,
financing instruments and delivery channels.

To some extent, this self-examination is taking place in the context of ongoing
discussions about the post-2015 international development framework. The pri-
orities of traditional donors, as expressed in the MDGs, have often been seen as
biased toward the charitable concerns of their own citizens and somewhat ill-
matched with the primary concerns of people in poor countries, namely, jobs and
growth, social security, peace and freedom, and, increasingly, climate change.
These “missing” elements of the MDGs are likely to assume greater prominence
in the post-2015 framework. However, fundamental and interrelated questions
about the use of aid for climate change and other GPGs, the allocation of aid to
MICs, and the overall level of financing for international development have not
yet begun to be considered and could make agreement on the post-2015 devel-
opment agenda much more difficult than is presently expected.

The self-examination referred to above is also taking place in the context of
individual donor countries’ policy-making and budget processes. At the level of
policy, there is an increasingly evident inclination to use, or revive, mutual-
interest rationales for aid in traditional donor countries. Such rationales typically
emphasize generalized benefits, as in the case of the United Kingdom'’s aid nar-
rative, quoted in box 5.1 below. In some cases, though, they emphasize narrower,

Box 5.1 The U.K. Aid Policy Narrative

Combating poverty, disaster, and conflict is in the best traditions of our country. Whether it
was the campaign to abolish slavery in the 19th century, the fight against fascism in the 20th
century, or campaigns like Live 8 and Make Poverty History in the 21st, the UK has a proud
history of showing compassion to those who are suffering beyond our borders.

And this aid commitment is not just morally right—it is also firmly in our national interest.
We live in an increasingly interconnected world, where problems in faraway places can
reverberate back home. Aid is vitally important to tackling the root causes of those global
problems—disease, drugs, terrorism, and climate change—that threaten our own future.

—Statement of David Cameron MP, Prime Minister, and Nick Clegg MP, Deputy Prime Minister,
United Kingdom
Source: DID 2011.
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usually commercial, benefits for the donor country. At the time of writing, at
least two DAC donors—Canada and Australia—were describing their aid pro-
grams as instruments of “economic diplomacy.” There are in fact two divergent
tendencies here: one toward a new, GPG-based rationale for aid, the other
toward a “bilateral-benefits” rationale of the kind used by emerging donors.
Traditional donors might be coming to perceive that there is a choice to be made
between, on the one hand, competing with emerging donors on their terms in
bilateral arenas and, on the other hand, ceding some ground to those donors and
pursuing complementary investments in RPGs and GPGs. These options are not
mutually exclusive in practice, but they represent such different conceptions of
the role of aid that it is hard to imagine a donor juggling them.

One might hope that with all the contextual changes outlined above, the use
of aid for GPGs by traditional donors would naturally further increase in order
to complement, progressively, the bilaterally oriented investments of emerging
donors—in other words, that for these donors the “global-benefits” tendency
would prevail over the “bilateral-benefits” tendency. This is certainly not a fore-
gone conclusion. It is entirely possible that aid for GPGs will actually diminish if
a significant number of traditional donors elect to compete with emerging donors
at the bilateral level. However, it is clear that such competition would be ineffi-
cient and retrograde from an aid effectiveness perspective. For present purposes,
then, assume that traditional donors do see reason to further increase aid for
GPGs. The question then arises as to how easy it would be actually to achieve
such an increase.

Even if there were strong interest among traditional donors in increasing the
share of aid allocated to GPGs, this enterprise faces a significant barrier in the
form of the standard aid policy narrative. Most DAC donors’ aid policy narra-
tives, read strictly, are largely inconsistent with the use of aid for purposes other
than poverty reduction and humanitarian action within the poorer developing
countries. They present aid as a resource for national and local poverty reduction
and social development efforts, in line with partner governments’ national devel-
opment strategies. They place little or no emphasis on the importance for poor
countries themselves of actions to supply GPGs. Three factors, not entirely inde-
pendent of one another, explain the nature of the dominant aid policy narrative,
as follows.

First, the notion that aid is focused on poor or at least fragile countries is
generally considered to be important in building and maintaining public support
for aid. The MDGs, which crystallized over the period 2000-01, increasingly
became a rallying point for aid advocates as the decade progressed. By the time
of the G8’s Gleneagles Summit in 2005, many bilateral donors had given the
MDGs pride of place in their aid policy frameworks. It should be noted that the
MDG:s are not in themselves antithetical to the use of aid for GPGs. In fact, it is
often argued that the emergence of several “vertical” funds, including the health-
related funds that account for a large part of the recent growth in aid funding for
GPGs, was linked to the centrality of the MDGs in donors’ aid policies and sector
strategies. However, the MDGs, despite being established as global goals, were
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quickly translated to the country level, to the dismay of at least one of their
architects (Vandemoortele 2012). In effect, the MDGs have been localized in
order to make them more vivid and consistent with the message that aid is for
poor countries. As a result, the measures necessary for the achievement of the
MDGs are generally conceived as national measures, and vertical funds have
faced strong pressure to become more responsive to national priorities.

Second, a body of aid effectiveness doctrine was developed over the course of
the last decade that essentially elaborated on the 1990s donor dictum that for
aid to work, developing country governments needed to be “in the driver’s seat.”
The Paris Declaration on aid effectiveness and the subsequent Accra Agenda for
Action (OECD 2005/08) called for aid to be provided in ways that maximize
ownership by beneficiary governments and alignment with their development
strategies. At the same time, there was a strong emphasis on managing aid for
results (which also found expression in the MDGs) and on harmonizing donor
processes (IEG 2008). While the results orientation of global funds and programs
was applauded, the need for such mechanisms to be integrated into country-level
assistance efforts was, as noted above, strongly emphasized. The need to integrate
assistance related to HIV/AIDS into national development strategies, for exam-
ple, was explicitly mentioned in the Paris Declaration. This heavy emphasis on
the national development strategies and priorities of developing country govern-
ments also helps to explain the localization of the MDGs, which appealed to
many donors and some developing country governments as templates for such
strategies where they did not already exist.

It is worth mentioning here that the concept of “policy coherence for develop-
ment” is an important part of the above aid effectiveness doctrine, though a some-
what neglected one in the view of the OECD, which regularly criticizes donors
for inconsistencies between their aid and non-aid external policies. This concept
recognizes that action outside the borders of developing countries is important for
their development. It is, however, usually concerned only with policy consistency,
primarily within individual donor countries and specifically between externally
oriented ministries. A commitment to policy coherence does not in any strong
way entail a commitment to collective action for the purpose of supplying GPGs,
even if it might be expected to. Certainly some donors will present their commit-
ment to an open, rule-based, non-discriminatory trading system—a GPG—as an
instance of policy coherence. However, this particular GPG is prized primarily for
its benefits to the economies of the donors in question.

Third, the notion that aid is used in support of developing countries’ priorities
is important in maintaining those countries’ support for aid and therefore in
maintaining aid’s diplomatic impact. Bilateral aid is inevitably embedded within
diplomatic and trade strategies, even where it is not actually subservient to such
strategies. For this reason, quite apart from any attachment to the above aid
effectiveness doctrine, a donor country will wish to convey to its bilateral aid
partners that its aid is above all responsive to their needs and priorities. In fact,
donor countries’ attachment to the aid effectiveness doctrine is likely, in part, to
be a reflection of their diplomatic and trade objectives.
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The several factors just described help to explain the nature of the aid policy
narrative that is now dominant, and therefore donors’ heavy reliance on country-
based aid allocation processes, as well as the related incentive structures within
development agencies. Clearly these factors should tend to limit the quantity of
aid allocated to GPGs, particularly in a straitened fiscal environment. However,
it is less clear exactly where that limit might start to assert itself. As demonstrated
above, aid for GPGs has so far been able to grow very substantially, somewhat
faster than global aid has grown, without evident impact on the dominant aid
policy narrative. At some stage, however, funding for GPGs could become so
significant and prominent that the narrative ceases to be relevant, perhaps with
something of a lag. At that stage, it might be assumed, the obvious course of
action is simply to qualify the narrative in some way, such that it articulates a
secondary purpose for aid in supporting the provision of GPGs important for
development. But now further barriers arise.

One barrier is that—for full-blown GPGs, as distinct from international public
goods benefiting only developing countries—moral objections tend to inhibit
reliance on aid. If the weight of benefits is too strongly in favor of wealthier
countries, this could lead to reductions not only in public support for aid in
developed countries, but also in cooperation from the governments of developing
countries.

A second barrier, which arises even where the weight of benefits strongly
favors developing countries, is that much of the action necessary to supply cer-
tain GPGs—namely those described above as “cumulative” GPGs—must hap-
pen, not extraterritorially, but within the borders of fast-growing MICs. These
countries are generally characterized by growing inequality, weak social protec-
tion systems, and inadequate infrastructure. They are unlikely to pursue policies
and programs that yield global benefits without some level of subsidy for
the incremental costs of doing so. However, if aid is used to fund such subsidies,
this creates the perception that aid is being allocated to richer countries at the
expense of poorer ones. It would be a very challenging public relations task to
dislodge this perception. Indeed, public relations imperatives are tending in the
opposite direction: the United Kingdom and some other donors have announced
the cessation of all aid to China, India, and South Africa. Norway is an interesting
exception to the general trend: its largest aid recipient in 2012 was Brazil, a prin-
cipal site of Norwegian-funded action to reduce carbon emissions from defores-
tation and forest degradation.

A third barrier is one of principle. As just noted, even emerging economies will
often require an external subsidy in order to adopt this or that specific policy or
measure that yields global benefits. However, a traditional donor country might
accept that reality without conceding that the emerging economy in question
should make no contribution at all to the cost of providing GPGs. The argument
will be that as an economy grows, it should accept an increasing level of overall
responsibility for sharing the burden with respect to GPGs. This might mean, for
example, that the emerging economy in question is expected to make contribu-
tions to certain global mechanisms commensurate with its growing financial
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capacity, while remaining eligible for international subsidies for certain purposes.
Unless the burden-sharing obligation is accepted, the subsidies are withheld. This
was the model proposed by Mexico in 2008 for a World Climate Change Fund,
known generally as the Green Fund (Quesada 2009). However, gaining the coop-
eration of major players in such an arrangement, and negotiating precise burden
shares, would be very difficult indeed.

This latter set of essentially moral factors—relating to reflexive benefits, the
special entitlement of poor countries to aid, and global burden sharing—strongly
tends to limit the extent to which the dominant aid policy narrative can be modi-
fied or qualified in order to make space for GPGs. Perhaps space can more easily
be made for actions in support of GPGs that strongly benefit poor countries
where those actions are taken at the global level. The paradigm of such action is
support for the development of vaccines and drugs for neglected diseases. The
anti-paradigm, however, is the provision of concessional financing to large emerg-
ing economies as an inducement to switch from high-emission to low-emission
energy generation.

This set of moral factors accounts for various calls for GPG financing to be
made separate from and, more important, additional to aid. This call for addi-
tionality is a common refrain in the Zedillo report prepared for the Monterrey
conference on financing for development (UN 2001), in the 2006 report of the
International Task Force on Global Public Goods (ITFGPG 2006), in the 2009
Copenhagen Accord (UNFCCC 2009) with respect to climate change financ-
ing, and in several pieces of work led by Inge Kaul, the primary author of the
1999 United Nations Development Programme report that sparked interna-
tional interest in the topic of GPGs for development (Kaul, Grunberg, and
Stern 1999).

The additionality here called for is not merely additionality with respect to
baseline levels of aid, but additionality in one of several much stronger senses,
according to which the resources in question must not come from the same
sources as aid, or disturb the existing pattern of aid allocation to countries and
sectors, or be counted as aid in the context of assessing progress toward ODA/
GNI targets, most notably the United Nations’ 0.7 percent target. For example,
the resources might be extracted from the budgets of relevant domestic sec-
toral ministries, with no offsetting savings harvested from aid programs. Or
they might be raised by means of new taxes or levies on certain types of inter-
national transactions that are currently untaxed or generate global public bads.

However, such proposals have made no appreciable progress thus far. In part
this reflects their complexity and the fact that governments generally prefer to
maintain a clear separation between revenue and spending policies. (It must also
be assumed that if any new international tax or levy proved particularly lucrative,
it would tend to depress aid budgets or else lead to the diversion of some share
of the proceeds to domestic purposes.) In part, however, the poor uptake of these
proposals likely also reflects a view that the existence of reflexive benefits and
displacement effects does not constitute a compelling argument for creating a
separate category of international public finance.
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Not everybody argues that GPG financing should be additional to aid.
Severino and Ray (2009) have called for abandonment of the traditional concept
of aid in favor of a broader concept of international public finance (presumed to
be concessional in character). This would encompass GPG financing and financ-
ing for poverty reduction at the national level. It would essentially be a category
of financing for the resolution of a variety of global problems, some of which
would concern developing countries only and some of which would concern the
world as a whole. However, this call has attracted little support, probably because
it is unclear what allocation and burden-sharing principles would apply and
how public support, which is strongly linked to the dominant aid policy narra-
tive, would be preserved.

Where the Zedillo strategy would situate GPG financing in a parallel space,
not impinging on that occupied by traditional aid, the Severino and Ray strategy
would eliminate the distinction entirely. In both cases, any amount of growth in
GPG financing would in principle be possible. However, in the real world, GPG
financing simply is aid, and its growth is strongly constrained by both the stan-
dard aid narrative and the quantity of aid. At some point, the use of aid for GPGs
is likely to start grinding against these constraints, and it will not be possible to
relieve the resultant pain simply by adding a GPG “wrinkle” to the existing aid
policy narrative.

Conclusion

International aid donors are in a fundamentally unstable situation. On one side
is a level of investment from traditional donors in GPGs that is increasingly out
of balance with their own dominant rationale for aid, and probably with the
allocation preferences of their partner countries. On the other side is an increas-
ingly concentrated and assertive group of developing countries whose priorities
cannot be read off from the MDGs and who have access to new and flexible
sources of finance. They are more often finding themselves in a position to refuse
aid that might once have been accepted for its national benefits, even if the moti-
vation for its provision related more to its global benefits. Surely, sooner or later,
something has got to give. Unless global aid resumes its rapid growth, either the
standard aid rationale will have to be decisively revised, or the growth of aid for
GPGs will have to end.

In the latter outcome, traditional donors would flatline or reduce aid for
GPGs, restore faith with their own policy narratives, and compete in bilat-
eral arenas with newer donors. In the alternative outcome, they would further
increase aid for GPGs, substantially revise their narratives and try to work in a
complementary fashion with newer donors. In other words, aid for GPGs would
either subside or move to the foreground in the narratives and portfolios of
traditional donors. Subsidence looks unlikely, given the trends of the last two
decades and the nature of the challenges ahead. So a sensible modification of the
dominant aid policy narrative should be contemplated. How such a modification
might be undertaken is the subject of chapter 6.
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Box 5.2 What Young Development Professionals Think About Financing Global
Public Goods

Nasser Brahim, Climate Investment Funds

Of the four global public good (GPG) topic areas intro-
duced in the beginning of this chapter, the climate-related
narrative and evidence that follows focus primarily on the
financing of climate mitigation activities. The frictions
described in the chapter between the dominant aid policy
narrative and the evidenced practice of increasing financ-
ing for GPGs are very real in the context of climate mitiga-
tion given the moral, public relations, and delivery challenges noted. However, another
topic area mentioned deserves arguably greater attention in the context of
climate change and the role of development finance institutions like the World Bank
Group in 2025, namely, sustainable [management and] consumption of internationally-
important resources.

Increasing financing for sustainable management of forest, fresh water, coastal, and
marine ecosystems and consumption of their goods and services should result in both
reduced emissions and increased resilience of the poorest and most vulnerable people to
the effects of climate variability and change. This “sustainable management” subsector of
adaptation merits and could sustain large growth in public financing flows by 2025 and
beyond, building substantially on existing trends. After all, there is no evidence to suggest
that the current pace of incremental mitigation action will solve the climate crisis completely,
leaving all countries, including poor and vulnerable populations now concentrated in mid-
dle-income countries (MICs), to cope with the unavoidable and residual consequences.

Unlike on the mitigation side of the equation, financing for climate adaptation fits nicely
into the dominant aid policy narrative described in this chapter. The benefits are national or
local; the purpose is to reduce poverty or increase welfare; and the provision of such finance
can be integrated in donor countries’ trade and diplomatic strategies as well as the main-
stream operations of development finance institutions, such as the World Bank Group.
Through their actions and commitments, donor countries have shown that while they may
not formally acknowledge “historical responsibility”for climate change, they are able to jus-
tify and deliver large levels of “/new”financing for adaptation, including through multilateral
institutions like the Bank. But current levels of financing are in no way adequate “compen-
sation” for the historical failures of rich countries to provide their fare share of GPGs.

| was in the Bella Centre assisting the chair of the Small Island Developing States nego-
tiating block when the resolution recognizing the Copenhagen Accord was passed. A major
sticking point for the support of island leaders from Grenada and the Maldives was donors’
agreement to provide “balanced allocation [of support] between adaptation and mitiga-
tion” Why then, do recent analyzes show that climate finance flows for mitigation have
vastly outstripped those for adaptation, including in the public finance category? The mul-
tiwindow Climate Investment Funds (CIF), a microcosm of the vast climate finance space,
illustrates this point. The CIF’s adaptation financing window—the Pilot Program for Climate
Resilience (PPCR)—accounts for roughly 17 percent of the $7.6 billion in funds pledged
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to the CIF by donors to date, with the balance going to mitigation programs. Of the $1.1 bil-
lion that donors have pledged to the CIF after the initial start-up phase (establishing
pledges totaled $6.5 billion), less than $200 million have been for the PPCR. Meanwhile, the
PPCR supports a greater number of countries than any other CIF program.

Substantially increasing funds for the PPCR and for broader adaptation finance, with the
goal of reaching at least parity with mitigation finance by 2025, should be the priority of
donors and the MDBs. Also, sustain investments in current PPCR countries who have both
paid substantial transaction costs to participate in the program and benefitted greatly from
the new experience and capacity in climate resilient development planning and imple-
mentation. Open up the PPCR to the scores of countries knocking on the CIF's doors, and
welcome the participation of MICs with large economies. A large proportion of the demand
for adaptation finance in 2025 will come from them, and they still look to the Bank’s techni-
cal and financial assistance to help them solve long-term and difficult challenges and to
crowd in private finance.

Given the risks and long lead times associated with these types of investments, the
World Bank will also need to build the foundations for them now by investing in human
capacity within the World Bank and the International Finance Corporation (IFC) and
increasing the prominence of climate risk and adaptation in dialogues with public and pri-
vate sector clients. Climate risk and adaptation curriculum (an “Adaptation Academy”),
similar to that now used to train environmental and social safeguards specialists, could be
developed and mandated with different tracks for sector specialists, investment officers,
and country directors and managers. Achievement of annual training targets should be
developed and included in performance assessments of operational staff. This would
ensure that World Bank Group representatives involved in policy and technical dialogues
would be capable of offering the best advice to their client counterparts.

This strategy ultimately hinges on two preconditions: wealthy countries delivering on
their political commitment and moral obligation to increase financing for adaptation, and
the Bank and IFC showing top performance as a financial and technical mediator for adap-
tation financing programs like the PPCR. Only with “cash in hand,”a good track record, and
the above-noted capacities can Bank representatives be taken seriously by clients as they
work to steer them toward a more climate-resilient development.

Notes

1. All funding amounts cited in this chapter are in U.S. dollars.

2. This is not quite the same as distinguishing them, based on Sandler (1998), according
to their “aggregation technology”—best shot, summative, or weakest link. Sandler’s
approach, which has been widely taken up, is essentially quantitative. It is concerned
with the manner in which the total quantity of the good supplied depends upon
the quantities supplied by each of the relevant actors. The mode-of-production
approach is qualitative. The main difference between the two approaches is that
in the mode-of-production approach, structured public goods include weakest-link
public goods, but much else besides. For example, regional water resources manage-
ment regimes and regional transport corridors are structured public goods, but not
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weakest-link public goods, because non-cooperation by one party may reduce but not
necessarily eliminate their benefits to other parties.

3. Reisen, Soto, and Weithéner (2004) claim to find such an effect, though not large.

4. Raffer (1999) estimates 25.3 percent; Reisen, Soto, and Weithéner (2004), 30 percent;
World Bank (2001), 12.5 percent; te Velde, Morrissey, and Hewitt (2002), 8.8 percent
(though they allow that this might be a substantial underestimate); and Anand
(2002), only 3.7 percent. These estimates include aid for regional public goods.
Reisen, Soto, and Weithéner (2004) suggest that about half of aid for international
public goods is for GPGs and half for RPGs.

5. Of the $7 billion total, the World Bank had operational responsibility for about
$1 billion and acted as trustee for about $5 billion. The Climate Investment Funds
were not included in IEG 2011b, but were included in IEG 2011a.
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CHAPTER 6

Aiding Global Public Policy:
Rethinking Rationales and Roles

Robin Davies

Traditional development agencies, emerging aid providers, and recipient countries
are in strong agreement that the fundamental purpose of aid is to help achieve
the development priorities of sovereign states in need. This agreement serves both
aid effectiveness and national interest objectives. At the same time, a range of
global problems is rendering development gains ever more precarious and making
increasing calls on aid budgets. Such problems include instability in highly inte-
grated global markets for food, fuel, and finance, natural resource depletion, the
persistence or emergence of infectious diseases, and the increasing impacts of
climate change. Moreover, after growing by some 60 percent over the previous
decade, global aid peaked in 2010 and now looks set to decline or at best stagnate,
as most donor countries pursue fiscal consolidation and public debt reduction
strategies and as more and more countries graduate from low-income status.

So now there is a fixed “lid” on aid, growing pressures to apply it to global
challenges, and a dominant aid narrative that says it should be applied to the
national challenges of the poorest countries. As argued in the previous chapter,
at least one of these three things has to give, sooner or later. Either the purpose
of aid must be reconceived, or more aid must be provided, or financing for global
public goods (GPGs) must be mobilized in some new way without prejudice to
existing aid budgets.

It is reasonable to assume that aid volume will not continue to grow at anything
like the rate witnessed in the decade up to 2010 and that there is no realistic
prospect that international public financing additional to current levels of aid will
be mobilized on any significant scale by means of “innovative” financing mecha-
nisms. Therefore, it must be concluded that if aid for GPGs is to be maintained or
increased, the purpose of aid must at some point be reconceived—a corollary of
which is that the institutions and instruments used to deliver it are likely to
require a degree of modification in order to maintain their fitness for purpose.

This chapter proposes a relatively conservative modification of the rationale
for aid, which carries implications for resource allocation, delivery mechanisms,

To see Robin Davies discuss global public policy aid: http://youtu.be/HdSJS4AH2X0
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the institutional and global governance of the relevant financial flows, and also
to an extent for the measurement of those flows. It complements the previous
chapter, but goes beyond posing a quandary to sketching the broad features of
a possible way forward. The structure of this chapter is as follows. The first
Section explores the formal definition of official development assistance (ODA)
as it stands and finds that it can already accommodate a concept of aid that is
somewhat broader, and more favourable to GPGs, than the concept currently in
general use. The second section examines some obstacles that stand in the way of
making greater use of the multilateral GPG delivery “system.” The third section
sets out in broad terms some proposals for overcoming these obstacles and for
mobilizing and allocating financing for multilateral GPG-related efforts. The
conclusion summarizes the foregoing discussion in the form of five general recom-
mendations for action.

Revising the Rationale for Aid and Redefining ODA

There is at the time of writing a move afoot to “modernize” the concept of
ODA. The 2012 High-Level Meeting of the Organisation for Economic
Co-operation and Development’s (OECD) Development Assistance Committee
(DAC) determined that the DAC should “elaborate a proposal for a new measure
of total official support for development” and “investigate whether any resulting
new measures of external development finance ... suggest the need to modernize
the ODA concept” (OECD 2012: paragraph 17). This move appears to have
been driven by a desire, not necessarily to alter fundamentally the concept of
ODA, but rather to achieve better recognition of other expenditures relevant to
development and explore ways of including as ODA some expenditures that are
developmentally motivated but not currently captured by the ODA definition.
An example is providing official support for inclusive business ventures in
low-income countries by means of guarantees and equity investments—which do
not figure as “flows” or as concessional expenditures under the current ODA
definition (OECD 2008).1 There is also an ongoing debate about the ODA
status of some official loans to developing countries—loans that are
developmentally motivated and meet a technical grant-element test? but are not
actually concessional in character—in that the interest rate charged to recipients
is above the donor’s cost of borrowing, which is currently extremely low.

In short, the DAC'’s objective, or at least the objective of some of its members,
is to tidy up the ODA concept by folding in some additional expenditures and
pushing out others while at the same time investigating the use of a broader
expenditure category that would incorporate ODA and capture total official sup-
port for development more fully, in some sense, than existing measures.
Presumably, some donors calculate that if they fail to expand the ODA definition
in the way that they might wish, they will still be able to incorporate the expen-
ditures in question within the broader measure of total official support for devel-
opment. It is conceivable that some DAC members would wish to exclude
financing for GPGs, most notably climate change financing, from a revised ODA
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definition and include it instead under the broader concept of total official support
for development. However, it is likely that an overwhelming majority of members
would wish it to remain within the ODA category where, by default, it currently
sits. The decision to revisit the ODA concept certainly does not appear to have
been motivated by any broad-based desire to exclude GPG financing from ODA.

Just as there is no push to exclude financing for GPGs from ODA, there is no
evident push to give it explicit recognition as a claim on ODA budgets. At pres-
ent most such financing gets counted as ODA simply because it is generally
provided in the form of grants to international organizations that are recognized
as development organizations and generally ends up flowing on concessional
terms to one or another country on the DAC’s list of ODA-eligible countries,
which excludes only high-income countries.2

Even grants to the Global Environment Facility (GEF), established with the
explicitly limited aim of financing national and regional project costs only insofar
as they yield global benefits, are 100 percent reportable as ODA.# Some core
funding for international organizations that have a substantial normative
function—such as the World Health Organization, the UN Food and Agriculture
Organization and the International Labour Organization—is excluded from
ODA and is generally drawn from the budgets of the relevant domestic minis-
tries in contributing countries, but the amount of money concerned is not large.
The vast bulk of international public financing for GPGs comes from ODA.

The formal concept of ODA has several elements.? First, ODA involves a
flow of resources from the official sector, either from a developed to a recog-
nized developing country or from a developed country to a recognized interna-
tional development organization.® Second, the flow must have the “main
objective” of promoting the economic development and welfare of developing
countries. Third, it must be concessional in character, meaning that it must
incorporate a subsidy. If the flow takes the form of a loan, the loan must be
equivalent to a grant worth no less than 25 percent of its face value, and prin-
cipal repayments figure as negative ODA in the year in which they are made.
ODA is fundamentally aid as given by donors. Measuring ODA measures
donors’ fiscal effort. It does not measure aid as experienced by recipients, both
because much ODA does not actually cross borders and because some ODA is
not passed on to developing countries in concessional form by some interna-
tional organizations.2

The ODA definition looks to be quite narrow in two respects. First, it would
appear at first glance to exclude expenditures that benefit developing countries
but do not involve cross-border flows, such as expenditures on aid administration
and on universities that might in some cases educate students from developing
countries at less than full cost. Second, it also appears at first glance to exclude
expenditures related to GPGs that are primarily of benefit to people in or
from developing countries, such as research undertaken by developed countries’
national research institutes into neglected tropical diseases or smallholder agri-
cultural productivity, and, controversially, costs associated with the presence in
developed countries of refugees and asylum-seekers from developing countries.
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However, in practice the DAC has taken a series of ad hoc decisions that have
incorporated these and other expenditures within the category of ODA by fiat.
The core of the ODA concept has not, in that process, been revisited. As already
noted, recent moves to “modernize” the concept seem unlikely to involve funda-
mental reconsideration of the ODA definition.

What notion of aid, then, would be more conducive to the allocation of an
adequate amount of aid for GPGs? (Rather than seeking to quantify “adequate,”
we simply assume that an adequate amount would be equal to or greater than
the present amount.) Broadly speaking, such a notion might have several fea-
tures. First, it would still be a notion of aid, not of something much broader, such
as “official global public finance.”1% That is, it would relate to public expenditures
that are primarily for the benefit of developing countries, including expenditures
on GPGs important for development. Second, it would recognize the fact that
international organizations are in themselves GPGs, as well as mediums for the
provision of GPGs through action in developing countries, and would give effect
to this recognition by counting as aid all contributions to a defined group of
international development organizations, regardless of the specific utilization of
those contributions. Third, it would incorporate a concessionality requirement,
but allow that contributions to some international development organizations
might be used by those organizations to fund non-concessional expenditures
with a developmental objective.

Would this be a very substantial departure from the concept of aid embodied
in ODA? In fact, it would be no departure at all. It is quite possible within the
existing formal definition of ODA to give substantially greater prominence to
financing for GPGs through international organizations. It is common but not
entirely correct to regard ODA as a flow to developing countries, with multilat-
eral organizations functioning as one channel for ODA flows. On more careful
examination, the ODA concept gives multilateral organizations a more privi-
leged role than that. ODA is defined as “those flows to countries and territories
on the DAC List of ODA Recipients and to multilateral institutions which are
provided by official agencies ... and each transaction of which is administered
with the promotion of the economic development and welfare of developing
countries as its main objective; and is concessional in character” (OECD 2008).
The institutions mentioned are, like developing country aid recipients, identified
in a separate list that is regularly revised. So, putting the point very roughly, to
fund multilateral organizations to do whatever they do is to provide ODA, by
definition. Some of their outflows do not meet the ODA definition, but that has
no bearing on the ODA status of contributions to them.

It would perhaps be less confusing if concessional outflows from international
organizations were not labeled as ODA in statistical reporting, such that the term
“ODA” were applied only to outflows from original sources, and a term like
“official development finance” (ODF), or country programmable aid (CPA), or
something else that measures aid received, were applied to inflows to developing
countries. However, the key point is that the existing concept of aid in fact is not
unfriendly toward aid financing for GPGs. There is certainly no need to turn the
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tables by replacing the concept of ODA with that of official global public finance
(as above) or some similar construct.

The central idea at work here, requiring no change in the formal concept of
ODA, is to change the way we think about international development organiza-
tions, which play an indispensable role in supporting the provision of GPGs
through their global-, regional- and country-level work. Rather than thinking of
such organizations primarily as channels for aid to developing countries, we may
think of them primarily as objects of aid in their own right. Essentially, funding
to them is aid if their mandate is developmental.

The notion of aid outlined above involves not a change in the formal concept
of aid, but rather a change in the rationale for, or the narrative about, aid. This
change would involve moving to a two-part, public good rationale for aid.
According to this rationale, aid supports the provision of national public goods!
for growth and poverty reduction!? and the provision of regional and GPGs to
meet transnational challenges of particular importance for developing countries.
Funding for international development organizations would be considered to
inhabit the latter category, even where their country-specific operations are con-
cerned. Thus, roughly speaking, bilateral aid (aid to countries) would be about
national public goods; multilateral aid (aid to international development organi-
zations) would be about GPGs.

If strictly accepted, this approach would have substantial implications for the
way one would think about, and in fact manage, the operations of both bilateral
and multilateral agencies. One implication is that it becomes unimportant and
indeed unhelpful to distinguish so sharply between the hard and the soft arms of
the multilateral development banks (MDBs). Currently it is the case that all
capital and grant contributions to the World Bank Group are considered aid and
that outflows from the International Development Association (IDA), but not
from the International Bank for Reconstruction and Development (IBRD),!3 are
considered aid. IDA, under the approach proposed above, would no longer be
described, as it is now, as the “aid agency” of the World Bank Group, because its
outflows would be treated in the same way as IBRD outflows for accounting
purposes—in the “development financing received” category.

A second implication is that given an explicit license or even a mandate to
concentrate more of its resources on the provision of GPGs, consistent with the
above notion of aid, the World Bank would be better able to offer incentives to
clients in the form of flexible financing packages, blending funds borrowed against
its capital and funds received from donors in grant or at least concessional form.
At present, such blending is practiced mainly in order to achieve financing terms
of intermediate hardness for countries graduating from IDA to IBRD financing—
though it has also been practiced to some extent in connection with global envi-
ronmental public goods, through the blending of GEF resources or resources from
the Climate Investment Funds (CIFs) with resources from the nonconcessional
arms of the MDBs. The same approach would be open to other MDBs.

A third implication is that the job descriptions of both bilateral and multi-
lateral development agencies would be sharpened considerably. Bilateral
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agencies—in line with the two-part, public good rationale outlined above—would
be less likely to attempt direct support for the provision of GPGs and more likely
to provide such support through the multilateral system. Multilateral agencies,
and particularly the MDBs, might well continue to be strongly oriented toward
support for the priorities of sovereign states but, with an explicit GPG mandate
and more flexible financing instruments, would seek to select and manage their
investments in a way that is consistent with the objectives of an overarching
GPG strategy.

The two-part rationale offered here, like any rationale for aid, faces an
important test: Would it weaken public and political support for aid? It seems
unlikely that it would do so. For one thing, it is still recognizably a concept of aid,
unlike the alternative concept of official global public finance. If anything, it
sharpens the focus of bilateral aid on poverty reduction. Further, it gives a clearer
account of the role of international organizations, which at present are often
perceived either as servants or competitors of bilateral development agencies.
Finally, it does not take multilateral organizations away from country-based
work, on which their influence and credibility partly depends, but it does add a
higher, global purpose to that work. This last point is important from a substan-
tive perspective too: It is a mistake to think that all GPGs can be provided in a
sort of global ether. Many such goods, as noted in the previous chapter, are pro-
vided in a cumulative fashion—through coordinated or replicated action across
multiple countries, supported where necessary by advice and incentives.

The Multilateral GPG Delivery System

Is the multilateral GPG delivery “system” actually up to the task proposed for it
above? Even if more public finance were supplied for GPGs, and even if this use
of public finance met with no resistance from any quarter, there remains the
question of whether the multilateral system is well adapted to support the pro-
duction and adoption of GPGs important for development. There are several
reasons to believe that it is not. These relate broadly to an absence of overarch-
ing strategy, a failure to integrate efforts in various ways, a bias toward some
types of GPG at the expense of others, and an unsystematic approach to evalu-
ation and learning.

The Strategic Deficit

With one exception, there has never been an attempt to organize the work of
international organizations, let alone development agencies in general, in support
of GPGs. Priorities and mechanisms have for the most part emerged piecemeal.
This is reflected in the composition of the World Bank’s portfolio of global and
regional partnership programs, which number some 120. It is reflected also in the
array of mechanisms that contribute to the achievement of global health
objectives, as well as the growing stable of mechanisms that seek to achieve
climate change mitigation or “green growth” objectives. The exception just noted
is the Consultative Group on International Agricultural Research (CGIAR),
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which is trying to implement a strategic approach to the definition of research
priorities for, and the allocation of resources to, its 15 affiliated research centers.
Even here, though, there is considerable uncertainty about the extent to which
individual donors and individual centers will cooperate in a sustained manner.

Outcome-oriented financiers, particularly private foundations, will often per-
ceive cross-institutional strategies as straitjackets or disdain the bureaucracy
associated with centralized resource allocation. One reason for this is the view
that centralization and bureaucracy are antithetical to innovation—that modular,
nimble, and competing approaches are better able to achieve results where inno-
vation is needed. To make matters worse, individual bilateral donors for the most
do not themselves have GPG financing strategies. In allocating resources to global
programs, they tend to finance the priorities of today, often at the expense of the
priorities of yesterday. The World Bank, which plays a central role as trustee for
the majority of the donor funds allocated to global mechanisms, also has no
explicit policy basis for determining which GPG-related priorities should be
primary, taking into account likely development impacts, the scale of resourcing
likely to be available, and its own institutional capabilities. Its 2007 GPG policy
framework does not serve this purpose and cannot have been intended to do so.

Often the strategic deficit described above is evident even within single sec-
tors, most notably that of global health. It is not possible, for example, to discern
any logic underlying the distribution of resources between mechanisms such as
the Global Fund to Fight AIDS, Tuberculosis and Malaria (GFATM), the GAVI
Alliance (formerly the Global Alliance for Vaccines and Immunisation), the 2006
pilot Advance Market Commitment for pneumococcal vaccines, and the many
product development partnerships working on vaccines, drugs, and diagnostics.14
The 2001 Commission on Macroeconomics and Health (WHO 2001), it should
be acknowledged, did provide reasoned recommendations relating to the alloca-
tion of resources for public health, including resources for GPGs. The commis-
sion argued for the allocation of $7 billion in ODA per annum to GPGs in the
health sector, within total health sector spending of $38 billion by 2015. It also
provided a breakdown of how these resources might be used. However, there is
no evidence that its GPG-related recommendations achieved any impact beyond
the creation of the GFATM.

Fragmentation of Effort
GPG financing mechanisms are extremely numerous and for the most part small
and issue specific. The mean fund size for the global and regional partnership
funds in which the World Bank is involved is $58 million, given a total of
$7 billion across 117 funds (IEG 2011b: table 2.1). The median size is not known
but would be much lower, as most funds are quite small—86 percent of the
money is in one-quarter of the funds. Only a handful of GPG mechanisms are
substantially larger, most notably the “big five”: the GEF, GFATM, GAVT Alliance,
CGIAR, and the CIFs.

The GPG financing mechanisms with which the World Bank is associated
have tended to emerge incrementally;!> for every problem, or set of closely
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related problems, a fund is formed with associated governance arrangements,
resource (usually grant) allocation processes, and administrative support struc-
tures. They are incremental in other senses too. First, they are generally separate
from and supplemental to the country operations of the Bank and other develop-
ment agencies. And second, in some cases they provide resources to countries
only for the incremental costs of delivering global benefits. While the concept of
incremental cost is clear enough, actually calculating the level of such costs for
resource allocation purposes has proven to be difficult. In fact, it has been judged
ultimately unproductive by the GEF, which in 2007 retreated to the much looser
requirement that investments be based on “incremental cost reasoning” rather
than incremental cost assessment.

The fragmentation and the related incrementalism described above inflicts
quite high transaction costs on the countries that might benefit from GPG financ-
ing mechanisms, as well as the organizations that host them. Those costs include,
most importantly, a diversion of attention away from the main strategic priorities
and decision-making processes of the relevant government or organization.

It might be argued that economies of scope are important in the production
of GPGs, such that numerous mechanisms should be tolerated rather than
seeking to overconsolidate. The point made earlier about the importance of
diversity and competition in spurring innovation is also relevant here. However,
it seems beyond doubt that in many cases GPG financing mechanisms, without
good reason, have taken on lives of their own, becoming in effect new micro-
development agencies that compete for the attention of donors and partner
governments.

For the most part, then, GPG financing mechanisms do not occupy a central
place in either the mainstream operations of country-oriented international
development organizations or in the national development strategies of partner
governments. Real complementarity—that is, coordination and mutual
reinforcement—Dbetween these mechanisms and those that finance national
public goods is absent. However, partial exceptions to this observation exist in
the case of larger mechanisms. The GFATM, for example, wields enough
market power to influence the allocation of complementary resources by
donors. In addition, both the GFATM and the GAVI Alliance have broadened
the scope of their investments over time in response to criticisms that they did
not sufficiently recognize the importance of health system strengthening at the
national level. And the GEF by design employs cofinancing, blending its
resources with those from mainstream sources. These instances of complemen-
tarity are described as partial, however, because from the developing country
perspective there are still many actors and products in play, with correspond-
ingly high transaction costs.

The case of the CIFs, in particular the Clean Technology Fund (CTF), bears
closer examination. By contrast with the situation in the GEF, in the CTF
cofinancing is more an operating principle than a requirement. For reasons of
speed and efficiency, the CTF has allocated resources as far as possible in
conjunction with mainstream IBRD and IDA operations, or the equivalent
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operations of other MDBs, using those resources to generate incentives for low-
emission investments. CTF funds are used to soften the terms of, or grant-finance
discrete components of, larger financing packages—which is attractive both to
geographic departments of the MDBs and to their customers.

While the GEF’s 2007 shift to incremental cost “reasoning” effectively made
its investments complementary in the same sense as the CTF’s, there is an impor-
tant difference. Although technically part of the Bank, the GEF is its own institu-
tion, whose involvement in a transaction adds greatly to processing times and
transaction costs for all parties. It is not merely a pool of resources that can be
blended with others. The CTF, admittedly, is not exactly the latter either, as it has
its own governance arrangements. Nevertheless, the way it is managed does pro-
vide a higher degree of complementarity with mainstream MDB operations than
is typical of other GPG financing mechanisms. This strength of the CTF model
is, at the same time, also a source of weakness. The CTF’s light management
arrangements mean that it is at the mercy of the vagaries of demand from
geographic areas of the participating MDBs. It has limited capacity to generate
such demand or to establish and enforce internal accountability arrangements
within the banks for activities already approved.

The underlying problem with existing GPG financing mechanisms is that they
exist at the margins of their host institutions, such that they are either good at
complementarity but organizationally weak or less good at complementarity but
organizationally stronger. Ideally, their priorities would be central priorities of
their host organizations. Were that the case, aggregating resources in GPG financ-
ing mechanisms might not always be necessary. In principle, at least for cumula-
tive GPGs, it might be sufficient simply to use existing country-oriented
financing mechanisms and instruments, but with a modified approach to pro-
gram selection that favors programs with greater global benefits over those with
lesser benefits and seeks to support coordinated or parallel interventions in mul-
tiple countries.

Bias Toward Some Global Public Goods

The existing array of GPG financing mechanisms tends to favor certain types of
GPG, namely, those described in the previous chapter as “singular” and
“structured” GPGs. There is considerable, if still inadequate, resourcing for agri-
cultural and health research for the production of singular GPGs. There is much
support for global and regional institutions that mediate international coopera-
tion on a regional or topical basis to produce structured GPGs. But there is much
less in the way of support for the provision of cumulative GPGs, which depend
on serial or parallel action in all countries that are particularly important for the
solution of a problem. The Multilateral Fund of the Montreal Protocol, which
supports developing countries in eliminating ozone-depleting substances, is one
example of a GPG financing mechanism for a cumulative GPG. World Bank-
managed mechanisms, such as the Forest Carbon Partnership Facility, the Forest
Investment Fund, and the CTF, are other examples, though they are only con-
ceived as pilots and do not claim to be able to take in a large number of the

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9

125



126

Aiding Global Public Policy: Rethinking Rationales and Roles

important countries, whether considered as such for their impact on emissions
from deforestation or from energy generation.

The imbalance noted here is not an arbitrary one. Singular and structured
GPGs are suitable for stand-alone funding, which can be provided directly to the
singular producer or to the structuring institution. Cumulative GPGs can only be
provided through mainstream operations, drawing as necessary on concessional
resources for incentive purposes. Thus priorities and mechanisms that are per-
ceived and often conceived as marginal to those operations are of little relevance
to the provision of cumulative GPGs.

Evaluation and Learning

GPG financing mechanisms are often individually well evaluated. The GEF, for
example, has a strong evaluation office and is also evaluated indirectly by the
World Bank’s Independent Evaluation Group (IEG), which regularly examines
the quality and impact of the Bank’s partnerships with global funds. The major
global health mechanisms are also closely scrutinized and again also indirectly by
the IEG. The CIFs are at the time of writing the subject of a major evaluation,
which will make findings on impacts achieved and lessons learned since the
establishment of the CIFs in 2008. The CGIAR system was fully evaluated by
the IEG in 2004, and the findings of that evaluation were important in shaping
the systemic reforms subsequently put in place.

However, there is a deficiency at the level of strategic and comparative evalu-
ation. This can be seen, for example, in the way that World Bank-related GPG
mechanisms were, in a sense, evaluated twice over—through the IEG’s twin,
overlapping 2011 evaluations of the Bank’s involvement in global and regional
partnership programs (IEG 2011b) and of its trust fund portfolio (IEG 2011a)—
yet not evaluated in a way that specifically considers the impact and coherence
of the Bank’s involvement in GPG financing mechanisms.

There has been only one dedicated effort to assess the World Bank’s work in
support of GPGs—the IEG’s 2008 Annual Review of Development Effectiveness,
which took as its special theme “shared global challenges” (IEG 2008). However,
this review reached quite broad and predictable conclusions about the discon-
nect between country priorities and global priorities. It did not make actionable
recommendations as to how the Bank might better marshal its resources—IBRD,
IDA, International Finance Corporation (IFC), and trust fund resources—in sup-
port of GPGs. Its recommendations set out no operationally specific policy
framework for such investments and, therefore, represented no advance on the
Bank’s own 2007 framework. No other MDB has even attempted something
comparable to the IEG’s 2008 exercise.

Individual bilateral donors likewise do not conduct comparative evaluations
of the GPG financing mechanisms they support. Their mechanism-specific
evaluations tend to be directed toward those mechanisms in which, for often
purely accidental reasons, they already have a significant financing stake. This
multilateral and bilateral evaluation deficit mirrors the strategy deficit already
discussed.
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A Way Forward

What follows takes a more constructive turn. It is suggested that a number
of measures would need to be taken in order to make the World Bank, other
MDBs, and other multilateral organizations fit as GPG delivery mechanisms.
Those measures, set out in general terms below, include rethinking financ-
ing instruments and programming strategies; reforming policy and gover
nance frameworks; aligning country and global priorities; streamlining the
mobilization and allocation of concessional financing for GPGs; and managing
for impact.

Rethinking Instruments and Strategies

Suppose that the World Bank has at its disposal a substantial, IDA-like pool of
concessional resources to supplement the resources it can raise on its own
account. Suppose also that this pool of resources, unlike IDA, is available for use
in any developing country. The question then is how might all the Bank’s finan-
cial resources be deployed so as to achieve a meaningful impact on key global
challenges? The answer suggested below involves three strategies: blending,
replication, and leveraging.

Consider first the concept of blending—that is, the blending of concessional
and nonconcessional resources within financing packages. At present, as noted
earlier, blending is used primarily to wean countries off concessional financing,
though it has been used to some extent to create incentives for action on global
environmental public goods in the past and also to promote food security in the
aftermath of the food price crisis of 2007-08, via the Global Agriculture and
Food Security Program.

The latter type of blending is not much remarked upon, perhaps in part
because it tends to involve the spending of concessional resources in middle-
income countries rather than low-income countries. (Countries in the latter
category will generally not accept financing on nonconcessional terms, even with
blended packages.) However, there is clearly considerable scope to induce action
on GPGs through the provision of financing on sufficiently favorable terms, as
has been demonstrated by the experience of the CIFs.

Here “sufficiently favorable” means simply favorable enough to persuade a
government to opt for a better alternative over a worse one, in circumstances
where the better alternative helps to supply a GPG and the worse one would
have been acceptable to the government in question when considered in purely
national interest terms. This is quite different from an approach where financing
terms are determined by the characteristics of the borrower or of the investment
itself, and also from an approach that seeks to limit the use of the concessional
component of the package to support for the “incremental” costs of supplying a
global benefit. What is here proposed is rather that the concessional financing be
used, as sparingly as possible, to create incentives for action.

Now consider the concept of replication—that is, the replication of programs
across countries to achieve a sort of domino effect, spreading impact but also
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creating shared and linked strategies that are mutually reinforcing. This happens
now on an ad hoc basis—for example, in the case of support for smart energy
grids or rapid urban transit systems—but there is at present no strategic approach
to replicating programs, within or across major multilateral organizations, for the
purpose of increasing the supply of GPGs.

There are few incentives to do this. MDB staff would generally prefer to be
known for creating blueprints than for applying others’ blueprints, and their
clients are on the whole resistant to investment proposals that appear to be
driven by the financier or cut-and-pasted from other and quite different country
contexts. However, deliberate and strategic replication would seem to be essen-
tial if cumulative GPGs are to be supplied in sufficient quantities. Programs with
similar objectives need to be supported in multiple countries, and those programs
should as far as possible have similar characteristics for reasons both of efficiency
and mutual reinforcement.

And now consider the concept of leveraging—which is here intended to refer
not merely to cofinancing but rather to the use of concessional resources to
mobilize private investment for large and decisive impacts. ODA accounts for
only about 7 percent of the total flow of resources from developed to developing
countries (DI 2013), and cannot by itself achieve such impacts. It must wherever
possible be combined with, and influence the allocation of, non-ODA flows. At
present ODA is used to create incentives for private investment in at least five
distinct ways:

e It funds risk reduction (by providing equity, quasi-equity and guarantees).

o It backs the issuance of bonds to finance large-scale, high-impact development
interventions that promise to deliver long-run savings net of repayments to
bondholders (the International Finance Facility for Immunisation, or IFFIm,
being the only significant example of this approach to date).

¢ It provides, through “pull mechanisms,” price incentives for investment in the
discovery, development, and dissemination of products important for develop-
ment (examples of which include the Pneumococcal AMC vaccines and the
AgResults initiative).

o It helps developing countries participate in international permit trading mech-
anisms associated with the pricing of externalities (for example, the Clean
Development Mechanism [CDM] or arrangements aimed at reducing emis-
sions from deforestation and forest degradation and enhancing forest carbon
stocks [REDD+]).

e It funds the public side of public-private product development partnerships
(such as the Medicines for Malaria Venture [MMV] and other Geneva-based
health sector partnerships).

A further possibility, which combines elements of the second and third
approaches above, is the use of aid to back the issuance of “impact bonds,”
where returns to investors, and therefore costs to donors, vary with the results
achieved.18
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In addition to its support for risk reduction through the World Bank Group’s
IFC, which for the most part is not provided in the service of GPGs, the World
Bank has been involved in a number of GPG-related efforts that fall into catego-
ries above, namely, the carbon funds, the Pneumococcal AMC vaccines and the
G20-endorsed AgResults initiative (a pull mechanism that seeks to stimulate
private sector innovation in smallholder agriculture), all of which seek to create
the conditions for market-based investment in, or for the benefit of developing
countries—either by helping to establish new markets (carbon) or correcting
market failures (vaccines and agricultural products). The Bank has acted
as trustee for IFFIm, a front-loading initiative that raises funds for immunization
through the issuance of bonds backed by long-term ODA pledges. In addition,
the Bank has been involved in some push-financed product development
partnerships, though it is less clear what it has to offer in this effort.1Z

Overall, the Bank’s main attempts to engage the private sector in the provision
of GPGs are of two broad types—those aimed at creating markets for products
that help to yield GPGs and those aimed at securitizing anticipated aid flows in
order to achieve immediate and decisive impacts. And corresponding to the two
broad forms of leveraging just identified are two facts. First, action on global
challenges that is taken in developing countries will yield greater benefits per
unit of investment, given their cost advantage, than action taken in developed
countries—which creates opportunities for trading where regulatory regimes
permit. Second, action taken now will yield greater benefits, given its prevention
potential, than action taken later.

These facts are rather straightforward and compelling, yet the various initia-
tives described are essentially all pilots, and none is large scale relative to the
problem that it seeks to address. They have mostly been perceived as experi-
ments in innovative financing, rather than as major efforts to make inroads into
global problems or problems affecting developing countries in general. ODA for
GPGs is heavily concentrated on public investment, with relatively short-term
investment horizons. There might therefore be a good case for establishing a
target for the share of any given ODA pool that should be devoted to the mobi-
lization of private investment in GPGs. A target for the level of such investment
itself would be very difficult to select and measure.

So, given a pool of concessional resources that can be allocated without
restriction as to geography, country income (below the high-income threshold),
or sector, the best way to achieve impacts on global problems is likely to be as
follows. First, use concessional resources as incentives to influence investment
decisions, by blending them with nonconcessional resources to deliver
sufficiently attractive financing terms. Second, seek to replicate investment
programs and associated financing arrangements across countries so as to
achieve cumulative impacts with maximum efficiency and connectedness.
Third, use concessional or blended financing in a much more determined fash-
ion to facilitate private investment that contributes to the provision of GPGs,
perhaps based on a target for the share of the ODA pool that should be used
to facilitate such investment.
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Strengthening Strategy and Governance

There are no effective global or institution-specific frameworks for action on
GPGs. The World Bank’s 2007 framework (World Bank 2007) does little more
than indicate broad priority areas, of which there are five: preserving the envi-
ronment; controlling communicable diseases; strengthening the international
financial architecture; enhancing developing countries’ participation in the
global trading system; and creating and sharing knowledge relevant for develop-
ment. The choice of areas may be questioned but, more importantly, the frame-
work gives no indication of how or to what extent the Bank will seek to
contribute in each of the areas identified. It is essentially a general policy state-
ment, not an operational framework. Other institutions offer the same or less,
so it is not surprising that there is nothing at all at the supra-institutional level.
The existing supra-institutional development framework is by default that
articulated in the Millennium Declaration (UN 2000) and subsequently elabo-
rated in the Millennium Development Goals, but that framework gives muted
treatment to GPGs and does little to create incentives for the allocation of
ODA in support of them.

With the elevation of the G20 to become a leaders-level forum in the
aftermath of the global financial crisis, and the adoption by the G20 in 2010 of
a development “agenda” (G20 2010), one might in principle expect the G20 to
play a role in establishing a supra-institutional framework for the provision of
GPGs. However, that seems a distant prospect at present, given the way in
which the G20’s development agenda has unfolded to date. In the absence of
any supra-institutional process, it would be desirable for the World Bank’s
Board of Directors to request that the Bank’s 2007 framework be revisited,
seven years on, and made much more operational as well as more relevant to
today’s challenges. As part of this process, two distinct but related needs should
be met, as follows.

First, the current array of global and regional partnership programs, which are
perceived as the Bank’s primary way of contributing to the supply of GPGs,
needs to be placed on a clearer strategic footing. This would facilitate some con-
solidation of these programs, something that is obviously needed but difficult to
achieve in the face of donors’ special interests and requirements. It needs to be
recognized explicitly that partnerships are not the only vehicles for contributing
to GPGs. Several large financial intermediary funds have the same objective, but
are not considered to be part of the above constellation, falling instead into the
general category of trust funds. A strategic framework is needed for all trust funds
that contribute to the supply of GPGs.

Second, and more importantly, the manner in which country operations
are expected to contribute to the Bank’s objectives in this area requires clear
and forceful articulation. At present, any such contribution is either largely a
by-product of investment decisions made for national or mutual interest
reasons or is dependent on the will of individual staff to make use of the
limited concessional resources available to support investments in GPGs
through country programs. There is nothing that resembles a set of targets for
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such investment. There are no positive incentives for individual staff to steer
their clients in this direction, and there are no procedural requirements to
seek to replicate and network successful investments across countries. The
overall absence of incentives and accountability mechanisms that might
ensure any particular level of investment in GPGs is perhaps understandable
when the Bank has only quite rigid financing instruments at its disposal, but
the situation could be quite different if the Bank were able to offer more
flexible financing packages.

The likely emergence of a BRICS (Brazil, Russia, India, China, and South
Africa) bank—combined with calls for the creation of a new global “infrastruc-
ture bank”8—might be seen to pull the World Bank even more strongly toward
responsiveness to national priorities. However, the opposite conclusion can as
easily be drawn—that any new institutions of the kind proposed (which are at
the present time very far from becoming realities) would relieve pressure on the
Bank’s resources and allow it to reposition itself as an institution seeking to find
and work at the intersection of national and GPGs.

Aligning Country and Global Priorities and Programs

As has been noted above, the Bank’s primary contribution to the supply of
GPGs is likely to be through its country operations. So, in addition to having
a strategic framework that ensures consistency between country and global
priorities, it would be important to ensure that global programs are connected
to and directly support country operations and that country operations are
mandated to make use of the concessional resources available in global funds.
Of course, the extent to which this might be achieved depends in large part
on the flexibility of donors, who will not always welcome the loss of identity
involved in blending their trust fund resources into country-level investment
packages.

Mobilizing and Allocating Concessional Financing for Global Public Goods
The discussion above has assumed, for the sake of argument, the availability of a
pool of concessional resources that might be allocated to developing countries,
without restriction as to geography or income level, for the purpose of contribut-
ing to the supply of GPGs. Even if this unrestricted approach is seen as unrealistic
or insufficiently targeted, a clearly identifiable and bounded pool of resources
would be a prerequisite for effective action to supply GPGs for development.
Unless a specified quantity of resources is reserved for allocation to such GPGs,
other uses will predominate, as this is in the nature of GPGs. The question is how
such a pool might be created and managed.

One option is obvious, though not without problems. That option is to use
the IDA. IDA is, as noted earlier, losing clients at a significant rate. This fact
presents IDA’s donors with three choices. They can cut IDA back, increase
allocations to the remaining IDA-eligible countries, or keep the graduation divi-
dend within IDA but use it for something other than operations in low-income
countries—namely GPGs. GPGs, like poor countries, need grant financing.
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This option, however, has two substantial problems. One is that IDA is strongly
identified as the World Bank’s fund for the poorest countries, and the loss of
this clear identity could have a negative impact on perceptions of the Bank
generally, even if the GPG component of IDA is quarantined. Another is
that IDA is subject to the Bank’s normal governance processes, which are
unlikely to deliver more than marginal adjustments to IDA’s country-based
operating model.

There are two equally obvious alternatives to the IDA option. One is to cre-
ate a parallel GPG fund within the World Bank Group on the model of IDA
and to seek, at a minimum, to divert the IDA graduation dividend into this
fund. The other is to create such a fund outside the Bank (which would not
preclude the Bank’s acting as trustee) but with a strong connection to the
investment pipeline of the Bank and other MDBs, as well as to the project
pipelines of certain other grant-based international development organizations.
The former option is subject to the same reservation as the IDA option with
respect to institutional governance: it is simply unlikely to happen. The latter
option has much merit but faces a much greater challenge in capturing the IDA
graduation dividend.

Leaving aside the latter challenge, the principal merit of creating an external
mechanism is that it could be set up with governance arrangements that are both
fit for purpose and reflective of the stakes that major countries, and perhaps
other actors, have in the problems to be addressed—rather than of the amount
of funding they might have contributed to the fund. It need not constitute a new
international organization: it could be a fund on the model of the CIFs, whose
board determines strategy, approves major investments, and monitors progress
and impact, but whose administrative support structure, including the treasury
function, might be provided by the World Bank.

In addition, an external mechanism need not establish direct funding relation-
ships with governments or private sector actors. In an already crowded field, it
would preferably channel its resources through existing institutions, supporting
them to develop and executive GPG strategies. A further benefit of externality
is that the fund could have associated with it an independent policy hub, which
might assist in the development of both institutional and cross-institutional strat-
egies for the supply of GPGs. Its leadership could also take on certain functions
that presently reside within the Bank by default, such as coordination of the
CGIAR system. It might be argued that the Green Climate Fund (GCF) should
have developed according to this kind of model, rather than aspiring to become
a self-contained institution, and in fact, it is currently quite uncertain that it will
succeed in becoming the latter.

While resource mobilization for such a fund could proceed on the IDA model,
which involves regular injections of concessional resources through negotiated
replenishments, consideration could be given to folding into it many existing
trust funds and also raising resources on the IFFIm model through the issuance
of aid-backed bonds. For any new resources, burden-sharing arrangements
would be challenging to negotiate, and traditional donors might need to tolerate
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a mismatch between voting power and cash contributions. To reduce this mis-
match somewhat, developing countries might be allowed to count toward their
shares the cost of domestically financed measures that contribute, either wholly
or in part, to the supply of GPGs.

Managing for Impact

It is a particular, if not unique, feature of GPG financing mechanisms that funds
and partnerships are established with considerable fanfare in connection with
a recognized problem, but without any clear targets or theories of change.
Certainly it is difficult to “size” such funds and partnerships a priori or devise
plausible, realistic theories of change when action involves multiple actors and
complex problems. But for these reasons, it is all the more important that a
strong impact-monitoring regime be put in place. Strong impact monitoring
is the flip side of a strong institutional GPG strategy: the two things are
interdependent.

A robust independent evaluation function established in association with
the financing mechanism sketched above, and reporting to its governing body,
could examine the performance of all institutions receiving funds, individually
and collectively. It should specifically examine their performance in supplying
GPGs, not merely in managing partnership programs or trust funds. It might
subsume, but need not do so, the capable, independent Evaluation Office of
the GEFE.

Conclusions

By way of summarizing this discussion, what follows is a set of broad conclusions
regarding the role of international public financing in supporting the provision of
GPGs—or, more concisely, financing global public policy.

Essentially, the argument made here has been that there is no need to redefine
what constitutes aid in any technical sense—or make any dramatic changes in the
way in which it is measured—in order to facilitate its use for financing global
public policy. Aid is not bound to be provided as a flow of resources to countries.
What is more likely to be needed, sooner or later, is a new rationale for aid that
assigns it a dual role: financing national public policy and financing global public
policy. An important element of this rationale is that global public policy is the
domain of global institutions, so that this second purpose of aid entails a strength-
ened role for such institutions, and also very material changes in the way in which
they conduct and present their operations.

By way of summarizing the main points made in this chapter, five concluding
recommendations are set out below, then briefly elaborated upon.

¢ adopt a new, bifurcated rationale for ODA;
e develop strategic institutional frameworks for financing global public policy;
e pursue global goals through country operations, as well as global programs;
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o shift to the use of more flexible financing packages to create incentives for
deviations from business as usual; and

e establish a global financing facility to finance global public policy through
existing institutions.

A New, Bifurcated Rationale for ODA

The international development community should change the rationale for
ODA, not the definition of it. The existing ODA definition is interpreted too
broadly in some ways, but too narrowly in others—certainly too narrowly
with respect to GPGs. It is in fact capacious enough to support, without
change, a new, bifurcated rationale for aid that gives much greater promi-
nence to the role of international development organizations as agents for the
supply of GPGs, rather than merely as agents for the delivery of bilateral
resources. According to this rationale, the purpose of aid is to support both
national and GPGs, where support for GPGs is provided through the multi-
lateral system.

Outflows from international development organizations are best not con-
ceived as aid in the above sense, though many of them will meet the conces-
sionality requirement. They are already captured in the concept of official
development finance, a measure of financing received by developing countries
rather than a measure of aid given by donors, and are best considered in that
category. The ODA concept’s principal value is as a basis for assessing and moti-
vating fiscal effort on the part of sovereign states.

Frameworks for Financing Global Public Policy

International development organizations should adopt institutional strategies
for contributing to the supply of GPGs through both country and global
programs. These should as far as possible be linked across key institutions and
certainly across the MDBs. They should be more than policy statements: they
should be operational strategies that set goals, drive resource allocation,
articulate implementation arrangements, and provide a basis for monitoring
and evaluation.

Such strategies should lead to a consolidation and rationalization of the exist-
ing patchwork of arbitrarily sized and unreliably funded global and regional
funding mechanisms operated by the World Bank and, to a lesser extent, other
MDBs. The impact of approaches and instruments tried to date needs to be more
systematically assessed so as to support decisions about which to replicate and
scale up and which to discontinue.

The G20 has a unique capacity to ensure that linked institutional strategies
are developed, resourced, and implemented. It also has an obvious role in moni-
toring the supply of GPGs important for global stability and prosperity. This
could become an important theme of its development agenda as that agenda
further evolves.
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Global Goals through Country Operations

From a sustainability perspective, the most important GPGs are not those that
can be supplied by means of relatively small funds and tight-knit coalitions of
like-minded organizations. Tiger preservation might be supplied in that way;
climate change mitigation clearly will not be. The most important GPGs will be
supplied by governments and private actors through cumulative action across
multiple countries.

It is of paramount importance to create incentives for the pursuit of GPGs
through mainstream country operations, rather than merely through global pro-
grams. Incentives are needed for clients and for World Bank staff, particularly in
middle-income countries, which now have a much wider range of financing
options than previously.

More generally, the way in which the Bank conceives its mission needs funda-
mental reconsideration. Its goal should increasingly be to find and work at the
intersection between national and global public policy priorities.

Flexible Financing Packages

MDBs should be enabled and mandated to offer flexible financing packages to
clients, packages that provide sufficient incentives to undertake or modify invest-
ment intentions in favor of GPGs. These might blend concessional and non-
concessional resources in various degrees, with the blend determined not by the
characteristics of the borrower or the operation, but by the level of incentive
required to reach agreement in a particular case.

Allowing calibration of incentives would increase the MDBs’ capacity to
pursue global goals through country operations. Even where blending results in
the provision of a “soft” financing package, the package should not be character-
ized as aid. It should be considered as ODF of a piece with non-concessional
lending.

A Global Financing Facility

A dedicated GPG financing facility—a Global Financing Facility—should be
established at arm’s length from any existing institution, but using existing
administrative structures and financing channels.

In addition to its financing function, the facility should be equipped with
strong policy advisory and evaluation functions. It should be financed by folding
in resources from a range of existing funds, possibly including the GCF, if that
fund proves unable to get off the ground, as well as by raising cash contributions
from donors and by raising funds in the capital markets through the issuance of
bonds backed by long-term ODA pledges.1?

The Global Financing Facility should be required to allocate a defined propor-
tion of its resources to the mobilization of market-based investments in GPGs.
Its governance arrangements might include government and nongovernment
representatives and would reflect their stakes in global challenges, not their cash
contributions to the facility.

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



136

Aiding Global Public Policy: Rethinking Rationales and Roles

Box 6.1 What Young Development Professionals Think About Financing
Development

Benedikt Signer, Global Facility for Disaster Reduction and Recovery

To support the achievement of vital global public goods
(GPGs), as outlined in this book and for development as a
whole (in any case often overlapping agendas), the World
Bank cannot maintain an edge through financing volumes
alone. Instead, it is about targeting available funds more
effectively.

The comparative advantage of the World Bank cannot
come solely from the financing it has available, nor from the knowledge and experience it has
accumulated. While both are necessary, neither by itself is sufficient. Change has to be the
defining feature as the Bank looks toward 2025—not for the sake of self-perpetuation, but to
fill an important void in the 21st century. Faced with global challenges, it should support the
necessary knowledge, capacity, and incentives for governments to put the long term at the
heart of decision making, invest in public goods, and enable global collective action.

Investing in GPGs means investing for the long term. Spending resources now for future
benefits requires trade-offs, and policy makers—in developed and developing countries
alike—are faced with difficult political choices. In the face of pressing immediate needs
and opportunity costs, competing priorities, and high discount rates, every decision to
invest in the long term is inherently political. The Bank’s work should support this process,
by giving decision makers the tools to ask the right questions, to evaluate different strate-
gies, and to make better-informed decisions.

Additionally, the Bank can support developing countries escape the false dichot-
omy between investing for today or for the future. Financing short-term development
interventions linked to policies with long-term benefits can help overcome trade-offs.
It can compensate countries that are willing to turn to more expensive alternatives
that contribute to the achievement of GPGs for the difference in cost so as not to com-
promise their development.

Many of the challenges the world faces in the 21st century are increasing in severity.
Actions will get more costly over time, and in many cases we risk passing irreversible
thresholds. Considering the impact of our actions today on future generations has to be a
guiding principle as we look to achieve the highest impact with limited resources. Through
funds well targeted, the World Bank can support national governments to make difficult
choices now and leverage development processes over the long term.

Role of Global Partnership Programs

The Global Facility for Disaster Reduction and Recovery GFDRR, for instance, provides an
example of how the World Bank can support vulnerable countries to consider the long-
term effects in their decisions today. Rising disaster losses are mainly driven by increasing
exposure of assets and people to natural hazards. A changing climate will exacerbate this
further. GFDRR financing supports governments with the knowledge, tools, and support-
ing institutions to integrate risk considerations in long-term planning and investments
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across all sectors. Targeting limited finances strategically helps countries plan for the long
term, to reduce existing risk, and prevent the creation of new risk.

The joint GFDRR-World Bank Disaster Risk Financing and Insurance (DRFI) Program is a
good example how small, well-targeted Bank investments can catalyze larger reforms. In
the context of increasing exposure to disaster risks and climate variability, there is an
urgent need for governments to better understand, manage, and reduce the financial and
fiscal impacts natural disasters inflict. Through the DRFI Program, GFDRR partners with
countries to help increase their financial resilience, be better prepared for future uncer-
tainty, and become less dependent on donor support.

Having access to cost-effective and rapid liquidity immediately after a disaster and the
budgetary mechanisms to execute disbursements wisely can speed recovery, safeguard
assets, minimize budget disruption, and reduce the total economic and human cost of the
event. In addition, implementing a disaster-risk financing and insurance strategy also intro-
duces discipline, transparency, and a long-term perspective in financial planning and sup-
ports comprehensive approaches to risk management through putting a price on risk.

Targeting limited funds to support governments prepare for the future is a win-win
investment. It allows the World Bank to invest today in support of its core mission of pov-
erty reduction, while supporting long-term thinking to ensure we are better prepared for

future challenges than current behavior suggests.

Notes

1.

Some relevant expenditures are already captured in the OECD’s category of official
development finance (ODF), which takes a receiver’s perspective and includes the
following receipts except where not provided for developmental purposes: bilateral
ODA, concessional and non-concessional financing from multilateral financial institu-
tions, and other official flows whose grant element is too low for them to qualify as
ODA. ODF does not include non-ODA expenditures by bilateral development
financing institutions, which appears to be the reason for the call for a new measure
of total official support for development.

. Namely, that the loan in question must convey a grant element of at least 25 percent

based on a discount rate of 10 percent. The discount rate is much higher than prevail-
ing interest rates and was set long ago on the basis of the presumed opportunity cost
to the donor of providing the loan.

.In 2012 a country was considered high-income if its per capita income exceeded

$12,615.

. This was not always the case. For many years, the DAC counted only 77 percent of

contributions to the GEF as ODA. However, this reflected the fact that some of its
recipients were economies in transition, not the fact that some of the benefits of its
investments were global benefits.

5. For a fuller but still non-technical account, see “Is it ODA?” (OECD 2008).

. The DAC maintains and regularly revises lists of developing countries and interna-

tional development organizations.

. Interest is not included as negative ODA on the basis that in constant price terms, its

inclusion would cause total reflows to exceed the size of the loan originally recorded
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as ODA, thus creating a net loss for the donor. However, Tew (2013) has noted that
when one looks at the situation from the receivers’ perspective, the exclusion of inter-
est causes ODA receipts to be overstated quite substantially.

. The DAC in fact has devised two such concepts: ODF, already mentioned, and

country programmable aid (CPA), which is used to measure a subset of aid inflows
from bilateral and multilateral sources to developing countries. CPA is a quite
restricted concept, limited to actual flows available for long-term development financ-
ing, and accounts for around half of all ODA.

. There can be a substantial time lag between the provision of contributions to multi-

lateral organizations and the consequent flow of resources from those organizations to
developing countries.

This is a term suggested in Severino and Ray (2009).

Such public goods need not be the exclusive domain of national governments, though
in general they will be the primary providers.

Some aid is used as direct support for business ventures in developing countries, but
it is almost insignificant in quantity. The jury is out as to whether such support is
worthwhile, with many people arguing that aid for private sector development should
be confined to the provision of relevant public goods.

This leaves outflows from special-purpose trust funds aside.

Grace (2006) is a partial counter example. The UK. Department for International
Development commissioned Grace to advise on the relative merits of “push” vs. “pull”
mechanisms in health in order to inform resource allocation decisions.

Some of these are funds to which the World Bank has contributed through the
Development Grant Facility, rather than funds that the Bank itself manages.

“Social impact bonds” are being piloted in a number of developed countries, including
Australia, the United Kingdom, and the United States. The Center for Global
Development has explored the idea of extending the model for international develop-
ment purposes (CGD 2013). The term “bond” is something of a misnomer, as returns
to investors are not fixed.

For example, an Independent Evaluation Group evaluation of the Medicines for
Malaria Venture, to which the Bank contributes, found MMV to be successful but was
less positive about the value of the Bank’s engagement with it.

A global Development Bank for Infrastructure and Sustainable Development was
proposed in 2012 by Bhattacharya, Romani, and Stern (2012).

These bonds might be identified with the various specific problems to be tackled with
support from the facility on the model of vaccine bonds (issued by IFFIm) or green
bonds (issued by the IBRD).
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CHAPTER 7

Financing Global Public
Goods at Scale

Kenneth Lay

The Problem: Public Credit Alone Cannot Meet the Biggest Challenges

The two major tools that need to be brought to bear in tackling any of the
major issues facing the international community (that is, to deliver global public
goods GPGs) are (1) the technical capacity to design solutions and (2) the
money to pay for them.

The principal constraint on the financial side, of course, is that political reality
(and sometimes fiscal and macroeconomic reality) makes it impossible for direct,
unlevered government money sourced from taxes and government borrowing
official development assistance (ODA) aid to provide resources at the scale
required. This problem has become more evident over the past several decades as
the international community has come to appreciate the full magnitude of issues
such as climate change and as government resources have been stretched in
response to developments such as aging populations or the need for basic infra-
structure to support improving standards of living in emerging market countries.

Moreover, as discussed elsewhere in this report, it has been challenging for
the international community to develop the consensus needed to “repurpose” the
World Bank Group and similar institutions and broaden their respective franchises
to address issues beyond economic development and poverty alleviation in devel-
oping countries. This is not to say that the World Bank and others haven'’t tried:
The green bonds that the International Bank for Reconstruction and Development
(IBRD) pioneered late in the last decade are a good example of creativity in direct-
ing finance into a specific set of global priorities. It is important to keep in mind,
however, that even if such an institutional transformation were to occur, the public
sector capital investment required to fully address the broader set of global priori-
ties would be infeasible even in the most financially efficient of these institutions.

Global Savings: The Resource, Its Potential, and Its Constraints

The challenge under these circumstances is to develop ways to access at scale the
much larger, and extensively institutionalized, pools of public and private sector
savings that have accumulated in many countries in the years since World War II.

To see Kenneth Lay discuss institutionalised savings for long-term financing: http://youtu.be/kmaYKIci1Eo
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(Box 7.1 describes how IBRD has leveraged donor country commitments for
credit) To get at this issue, it is useful to review, for readers who may not be
familiar with the landscape in institutional investment, the sources and scale of
these resources and the way in which the managers of these pools of savings
make investments. Obviously, any successful effort to see this money directed to
the challenges that are the focus of this volume will require structuring their
financing to meet the needs of the institutions managing these savings.

Institutional investors (pension funds, insurance companies, mutual funds,
endowments/foundations, and sovereign wealth funds) now hold roughly
$75 trillion in assets that they manage for the various beneficiaries that are the
ultimate owners of these pools of resources.!

A surprising amount of this money is managed pursuant to relatively consis-
tent fiduciary standards and a more or less common investment philosophy.
These are grounded in institutional investors’ obligation to serve the financial
objectives of the beneficiaries for which they invest, and they are broadly

Box 7.1 IBRD: Efficient Leverage of Global Public Credit

From its establishment early in the process of the institutionalization of savings in the devel-
oped countries, the International Bank for Reconstruction and Development’s (IBRD) capital
structure and business model have been brilliant solutions to the challenging of leveraging
global public credit to mobilize savings to fund public purposes. The IBRD capital structure,
coupled with conservative financial management, has enabled it to offer a triple-A, fixed-
income investment opportunity even though (1) only a handful of its members carry that rat-
ing themselves, (2) its loan assets are obligations of unrated or much less highly rated emerging
market countries, and (3) IBRD leverages more than three times its paid-in capital and retained
earnings. The contingent obligation on the books of IBRD’s owners—its “callable capital”
never been drawn, even through successive emerging market and global financial crises.

A key point for the present discussion is that IBRD’s triple-A-rated bonds go into the high-
grade, liquid part of institutional investors’ portfolios—the asset class for which investors
expect the lowest return, given the high credit rating, relatively low price volatility and good

—has

liquidity of the instruments comprising it.

While offering concessional financing terms to its developing country members, moreover,
IBRD’s low financing costs have enabled it—over most of its history—to lend to members at
rates far below market. Even so, the interest margin it has maintained on its loans, together
with returns on its reserves, have been sufficient to fund (1) the world’s preeminent develop-
ment resource management capacity (country teams and the teams orchestrating solutions to
GPGs—the signature business of the institution) and (2) an extensive consultancy across every
major development-related discipline that it offers essentially for free to members. Even after
funding its share of World Bank Group knowledge and development resource management
work, IBRD generates a profit that, even after additions to reserves, enables its owners to direct
a dividend to the aid agency—the International Development Association (IDA)—they asked
IBRD to administer from about 1960.

Note: To see Kenneth Lay discuss the scale of financing needed for global public goods: http://youtu.be/KojADe9nXXk
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informed by the tenets of modern portfolio theory, pursuant to which practitio-
ners diversify portfolio holdings across assets to optimize return for a given level
of portfolio volatility. Modern portfolio theory and its variants, despite numerous
and varied criticisms, nevertheless remains core to the investment process for
most institutions managing their share of the pool of global savings.

Reduced to essentials, and acknowledging substantial variation in the detail,
investors typically manage their investments on a portfolio basis in order to
achieve long-term savings objectives or fund long-term liabilities (as in the case
of pension funds and insurance companies). Within the portfolio, most continue
to make allocations to asset classes, each with a more-or-less characteristic risk
and return profile. Historically, these have been variations (e.g., public and pri-
vate equity, investment-grade and non-investment-grade debt) on equity and
debt. In many cases, investors seek exposure to the average performance of
the asset class as a whole. Other investors attempt to select the best-performing
individual investments with the asset class or engage third-party specialists to
make the investment selection for them.2

Given their fiduciary obligations to the sponsors and beneficiaries of the
assets they manage, moreover, institutional investors make these asset alloca-
tion and investment selection decisions with a view to achieving the best pos-
sible financial return, taking into account the appropriate time horizon and
degree of tolerance for price volatility and principal loss given the objectives of
the investment.

Against this background, decisions on the part of these funds to invest to help
achieve “public goods” may be inappropriate and are likely to be controversial
(and perhaps illegal), unless there is a persuasive case that the proposed invest-
ment is competitive in terms of risk-adjusted returns with the other opportuni-
ties available.® 4

Table 7.1 is a summary of total-portfolio asset allocations, variations of which
are typical in the portfolios of institutionally managed savings pools. It is intended
to be broadly illustrative, not precise or exhaustive. There are categories of

Table 7.1 Institutional Investors’ Allocations and Return Expectations

Asset classes, typical expected real returns (% annualized) and

Investor category typical allocations (% of total portfolio)

Public Liquid fixed Private Other
Asset class (expected real return) equity income? equity illiquid Cash
Type of institution (5 to 6%) (1.5t02%)  (8to 10%) (5%) (-1to2%)
Pension funds 50 25 10 10 5
Insurance companies 10 70 5 10 5
Endowments/foundations 45 15 10 25 5
Sovereign wealth funds® 45 40 10 10 5
Mutual funds (U.S.) 45 25 Not material Not material 20

a. 10-year maturities.

b. Asset allocations among sovereign wealth funds vary widely depending on their respective purposes and on the
authorizing environment in which they operate. Stabilization funds invest much more heavily in fixed income, while
long-term national savings funds invest in fully diversified portfolios similar to pension funds or endowments.
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savings not included, and within each there are many individual institutions
whose allocations and return expectations will diverge—often substantially—
from those shown here. It is based on the author’s experience and observation,
validated with reference to many sources.

The good news is that the asset class (other than cash) with the lowest
expected return (and therefore, producing the lowest cost of capital for
borrowers)—liquid fixed income—also is one of the largest. Worldwide, the bond
market totals roughly $80 trillion in outstanding securities, with new-issue long-
term debt volumes in the neighborhood of $5 trillion per annum (this rough
estimate is based on a review of data published in 2012 by Reuters).

The bad news is that a relatively small proportion of the financing for GPGs
has been drawn from investors” high-grade fixed-income (HGFI) allocations, and
much of that has come from bond issues by international institutions such as
IBRD and the regional development banks that themselves have allocated only a
modest proportion of their own long-term lending to fund these major interna-
tional priorities.

Most of the activity to-date financing, for example, renewable energy, energy
efficiency, sustainable forestry and agriculture, and other sectors that have a
nexus with some of the major issues of concern to the international public sector,
has produced assets drawing investment from the illiquid private equity or “real
assets” parts of investors’ portfolios. As evident in table 7.1, these are relatively
small parts of institutional portfolios, and investors’ return expectations, given
the illiquidity and other characteristics of the risk profile, are relatively high. The
bottom line: There remains a great deal of work to be done to attract large-scale,
low-cost, long-term financing into these sectors.

Tapping the High-Grade Fixed-Income Resource: Quality and

Liquidity Needed

What will enable assets originated in these sectors to work in investors’ HGFI
portfolios? Instruments with three characteristics: credit quality, liquidity, and
competitive return.?

Credit Quality

The source for each periodic payment and for redemption at maturity must
meet minimum standards of reliability to achieve an investment-grade (Moody’s
Baa3/S&P and Fitch BBB-, or better) credit rating from major rating agencies.
There are two essential foundations to credit quality:

¢ Economics of the business. The business or activity itself has to generate a
cash flow, covering both interest and principal, predictable enough to warrant
investment-grade rating.

¢ Enforceability of the obligation. The legal arrangements surrounding the
activity and the financing, and the legal system and political economy in which
they are grounded, must provide a reliably enforceable obligation in favor of
investors.
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Where these may be in doubt, credit enhancement will have to be applied
from a public or private source.

Liquidity

Investors have to anticipate that there are likely to be reliable offers for their
holdings at a narrow spread to the price at which the same position then could
be bought—in short, on a tight bid-offer spread. Given the scale of institu-
tional investors’ holdings, moreover, this bid-offer spread has to work for
trades of, say, $5 million or more.® This level of liquidity or better is routinely
achieved in conventional bond issues by governments and their agencies,
IBRD and other MDBs, and major corporate borrowers. It is provided by enti-
ties with capital committed to market making in these instruments—typically,
the investment banks that underwrite and distribute securities in the HGFI
market.

Competitive Return

Most institutions, given their fiduciary obligations, will want to see a financial
return for an investment with a given credit risk and liquidity that is as good or
better than others available.

Virtually without exception, instruments that meet these three criteria are
offered or guaranteed by entities (developed country governments, supranational
institutions, and major corporations) that themselves carry investment-grade
credit ratings. Typically they are issued in large transactions (say, $300 million
or more) originating in established global financial centers.

Quality and Liquidity in GPG Finance: Pooling and Securitization

The challenge, or course, is that much of the most important work being done
to provide GPGs is local, relatively small scale, and idiosyncratic. This is probably
unavoidable, so the question becomes how to assure a minimum degree of con-
sistency to enable the resulting assets to be aggregated (pooled) and securitized,
with any required application of public credit enhancement occurring in the
most efficient manner to reach investment grade.

The basic mechanism for delivering these solutions—pooling and
securitization—is certainly not novel, and in certain sectors supports a major
financial industry.Z But despite extensive discussion, there has yet to emerge in
key areas of global import—sustainable energy and infrastructure development,
energy efficiency, and the like—the credible sponsorship and consistency of
approach across projects, sectors, and countries that could permit pooling proj-
ects into the kind of large-scale, high-grade, liquid financial instruments com-
manding the highest prices from investors and achieving the lowest cost of
capital for these crucial undertakings.2 And these characteristics have to be met
while providing certainty for project developers that this form of long-term
“take-out” financing will be available to justify the risk they take and the cost
they incur in the development stage.
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Achieving this goal is simply not possible for all of the myriad activities sup-
porting delivery of GPGs. But certainly it can be achieved in important areas if
the international community is willing to coalesce around a few of the most
promising, scalable approaches to tackling key challenges like climate change and
sustainable infrastructure. If these can be agreed upon, and if simple, standard-
ized implementation and legal arrangements are adopted, then pooling and
securitization could be accomplished with the creditworthiness, size, and liquid-
ity necessary to dramatically reduce the cost of capital for these activities.

For the foregoing to occur, the following conditions and tasks to meet them
would be needed:

1. Agreement on HPAs: Broad international agreement on a limited number of
high-priority activities (HPAs) that would benefit from pooling and securiti-
zation. The criteria for inclusion on this list are straightforward: An HPA
must (a) have the potential for major positive impact in a high-priority area;
(b) generate cash flow to service debt or enable cost avoidance that then can
enable the funds thus freed up to be directed to service debt; and (c) be sus-
ceptible to a standardized approach across jurisdictions. Some examples are
urban conversion to LED street lighting, distributed generation of renewable
energy, bio-shield restoration, and multi-peril/multi-jurisdiction catastrophe
risk insurance.

2. Defined project criteria: For each HPA, there will need to be developed and
agreed upon a set of minimum criteria to create a “conforming” project that
can be pooled with others and securitized. Part of the objective in limiting the
HPA universe to high-impact activities susceptible to standardization is to
minimize the impact of idiosyncratic local approaches to essentially similar
challenges. This ex ante classification of activities should make it possible to
develop in each activity category a small number of essential criteria for pool-
ing, while allowing significant variation across jurisdictions in all other aspects
of projects.

3. Minimum legal standards: Similarly, for each participating jurisdiction there
will need to be a set of minimum legal standards to ensure enforceability of
each project’s obligations to investors in the pool. Meeting these standards ex
ante would qualify a national or subnational jurisdiction to originate HPA
projects for pooling and securitization.

4. Established issuing vehicle: For each HPA, there will need to be established a
vehicle to act as issuer of the fixed-income instruments created from the
aggregated and securitized projects meeting the requirements of items 2 and 3
above. An example of a vehicle of this kind is the International Finance Facility
for Immunisation (IFFIm), which pools and securitizes future aid commit-
ments of up to 20 years from several countries to support issuance of high-
grade bonds in the international capital markets. As with IFFIm, each HPA
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vehicle could outsource project and jurisdiction validation functions
(tasks 2 and 3) as well as the execution of financing and other aspects of finan-
cial management.? In addition, and again as illustrated in the IFFIm experience,
each HPA vehicle could provide modest intermediation services, maintaining
sufficient liquidity derived from borrowings to accommodate timing differ-
ences between receipt of HPA project revenues and interest and principal pay-
ments on HPA vehicle bonds. To the extent that project-related cash flows
may not be sufficiently reliable to warrant investment-grade credit rating, an
HPA vehicle could be an appropriate and efficient recipient of bilateral or
multilateral public credit, for example, in the form of guarantees, participation
in financings, hedging facilities, or capital contributions.

Obviously, the devil is in the details in this approach, and the details are highly
dependent on the specifics of the activities being financed, the characteristics of
the institutions undertaking them, forms of available credit enhancement (to the
extent necessary), and the complexity of the governance arrangements which,
if not handled well, can vastly and unnecessarily increase administrative costs.
Again, simplicity is the watchword in any effort of this kind—indeed, experience
in the international community so far has been that expansive institutional man-
dates have led to complex negotiation over governance and “voice” issues, seri-
ously impeding progress toward delivery of GPGs in areas such as climate change
mitigation and adaptation.1®

Box 7.2 What Young Development Professionals Think About the Private Sector
Jun Rentschler, Office of the Chief Economist of the Climate Change Group, World Bank

As international development banks turn to the private sector
in search of new financing sources, they need to discover more
takeaways than just funding.

The funds of international development banks and
agencies have traditionally relied heavily on contributions
from individual governments. However, facing tight bud-
gets and stagnating growth, developed donor countries
are increasingly concerned with their own, rather than foreign, development. In addition,
many of the low-hanging fruits of development and poverty reduction have been picked,
and future challenges are thus likely to be more complex—not least considering the chal-
lenges around climate change and development in conflict-affected states. Development
operations thus follow a trend of becoming increasingly costly and risky. In the search for
financing to fill the resulting gaps, development agencies are turning to flirting with the
private sector.

However, when private funds are to be won for the development agenda, conventional
development agencies will find themselves subject to a different measure of scrutiny.
The standard expectations and benchmarks of private sector investors and asset holders
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are likely to differ from those of bureaucratic donor governments. Thus, the development
industry must go beyond finding new sources for funding old ways.

In fact, the very discovery of the private sector as a source of potential funding could be
a tremendous opportunity for players in the development industry to reform and restruc-
ture their operations. In line with the tradition of many public institutions, development
agencies have evolved into complex bureaucracies (or at least have a reputation to have
done so0), gaining in inertia at the expense of efficiency and competitiveness. Thus, in
addition to tapping into new funding sources, it will be crucial for them to adopt more
cost-effective and results-oriented approaches adequate for attracting competitive financ-
ing, as well as for the future challenges of development.

In this context, many private companies have set business standards that may offer
crucial lessons. For instance, it will be useful (or in some cases even urgently needed) for
development institutions to strengthen operational efficiency by drawing on practices
such as leaner management, flatter hierarchies, risk management, culture of innovation,
and results-oriented organizational architecture. Furthermore, transparent, open, and
competitive hiring systems, merit-based progression opportunities, and skill-development
programs will be absolutely essential to attract (young) talent and maintain long-term
institutional capability. In turn, without such qualities in place, development agencies may
not only find that their interest in private institutions is not reciprocated, but in the long
run they may see their ability to tackle development challenges fade, and thus maneuver
themselves into irrelevance.

On a more positive note, development agencies may find that private organizations
can be not just financiers and models of good business practice, but also important
partners—with tremendous technical expertise, regional experience, and effective net-
works and infrastructure. In addition to these assets, some private institutions and indus-
tries have enormous economic significance and political influence (e.g., the oil and mining
sectors), which may be an even more valuable contribution than private sector funding per
se. Thus, winning the private sector as partners for the development agenda could bring
game-changing progress in areas such as climate change mitigation and environmental
and social sustainability standards. Indeed, as development institutions turn to the private
sector, they may discover that shaking hands rather than pointing fingers will result in
more constructive cooperation. This could lead to opportunities that go well beyond
funding and could significantly leverage efforts toward sustainable development.

Notes

1. Traditional commercial bank lending has never been a great source for low-cost, long-
term financing needed to finance GPGs. Although total assets in the global banking
system are immense—roughly $100 trillion in the top 1,000 banks—most of that is
sourced from deposits and other short-term liabilities, and the term transformation
that banks provide necessarily comes at a significant cost. That said, commercial banks
play an important role in the early stages of project financing and, of course, in the
underwriting and distribution process that facilitates access to the long-term invest-
ment discussed in the text.
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2. In the interest of completeness, it is worth noting that the highly correlated behavior
of traditional asset classes during the recent financial crisis and its aftermath is leading
some investors to seek to better diversify their portfolios by allocating to “factors”—
e.g., macroeconomic performance and its constituents, real interest rates, currency
exchange rates, credit, commodity prices, etc. It remains to be seen to what extent this
approach gains traction.

3. Not surprisingly, an industry of sorts has grown up around the issue described in the
text, with nongovernmental organizations (NGOs), academics, consultancies, and
“sustainable” asset managers striving to demonstrate that some sacrifice of conven-
tional risk-adjusted return is warranted in return for achieving broader public goods.
These public goods—so the arguments often go—serve to reduce risks to institutional
investors’ beneficiaries in other ways, a risk reduction that should be valued (“priced”)
and taken into account in asset allocation and investment selection.

4. In this context it is worth recalling the difficult experience of some institutional inves-
tors, for example, when authorities in jurisdictions sponsoring investment funds have
sought to pursue local economic development objectives by directing fund invest-
ments into favored businesses or other activities. Well-intentioned special pleading of
this kind can give way to wholesale departure from sound investment practice as
authorities find it difficult to say “yes” to one or several ostensibly salutary purposes
while saying “no” to others.

5. To see Kenneth Lay discuss new financial products for sustainability: http://youtu.
be/omjqnEuF-WY.

6. Bid-offer spreads in the institutional-scale market, for example, a plain-vanilla 5-year
bond, can be in the neighborhood of 5 basis points (.05%) for a $5 million ticket in
high-grade corporate debt to well under 1 basis point (that is, less than .01%) for
tickets in the tens of millions in “on-the-run” U.S. Treasuries. It is important to note, of
course, that compared with government-bonds, liquidity in other sectors of the fixed-
income market can vary widely; it is especially name-specific and tiered by credit
rating, and it can improve or deteriorate with much greater sensitivity to overall mar-
ket conditions. It also is significantly more exposed to the impact of declining balance
sheet commitments by traditional market makers in the current climate of uncertainty
around the structure and regulatory capital requirements in the banking sector.

7. Variations on the pooling/securitization theme include mortgage-backed securities,
asset-backed securities, and their collateralized debt obligation variants, as well as
covered bonds (issued as plain-vanilla debt, carrying the credit of an issuing institution,
but with backing as well from a specified pool of assets held by the institution).

8. Pooling and securitizing assets has been employed widely and often without creating
the “plain-vanilla” investment grade instruments that enable financing at the lowest
cost. In the United States, for example, conventional mortgage-backed securities, car-
rying federal agency guarantees, nevertheless require market participants to undertake
complex modeling to allow for prepayment risk and disparate cash-flow patterns
among the mortgages in a pool.

9. IFFIm, which is organized as a UK. charitable corporation, outsources to the GAVI
Alliance (formerly the Global Alliance for Vaccines and Immunisation) the delivery
of vaccination services and outsources to IBRD implementation of its bond issue pro-
gram, liquidity management, accounting, and other financial services.

10. An alternative approach to pooling and securitizing GPG-related financing is to estab-
lish a separate “special-purpose vehicle” for each transaction. This has been the
approach in, for example, “multi-cat” parametric catastrophe risk bond issue arranged
by the World Bank Treasury.
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CHAPTER 8

Emerging Economies, Emerging
Development Partners

J. Warren Evans, Laura Tlaiye, Tae Yong Jung, and Esther Choi

Much has been written about the likely changes in the International Development
Association’s (IDA) clientele and operations over the coming years. This of
course will have profound effects on the broader workings of the World Bank
Group. But less has been said about the future relationships that the World Bank
Group, particularly the International Bank for Reconstruction and Development
(IBRD), might have with emerging economies. The IBRD’s biggest clients in
terms of lending volume over the last five years have been China, Brazil, Mexico,
and Turkey—these four countries together have averaged more than 36 percent
of total IBRD lending in recent years. Will they still be borrowing billions of
dollars from IBRD in 10 years? It seems safe to assume that they will start to
transition to a different role much as the Republic of Korea (hereafter, Korea)
has done since the late 1980s—moving toward a recipient/donor role and even-
tually a donor role.

How might the relationship of these and other rapidly growing economies
with the multilateral development finance community evolve? Is there potential
to work together over the coming years to jointly shape partnerships whereby
World Bank and other similar organizations with decades of development assis-
tance experience can facilitate effective and efficient South-South and South-
North programs that are designed to address regional and global public goods
(GPG) challenges? In order to further explore these questions, country case
studies were prepared for Brazil and Korea. These two countries were selected
because they each are already engaged in providing bilateral development assis-
tance to developing countries, while at the same time contributing to multilateral
assistance programs, such as the IDA and the Global Environment Facility (GEF).

These two countries also bring very different types of expertise and experi-
ence to the GPG and environmental sustainability agenda—Korea has pioneered
green growth in terms of urban, infrastructure, and industrial development,
while Brazil is a global leader in agricultural innovation and natural resource
management.

To see J. Warren Evans discuss addressing long-term challenges: http://youtu.be/xhg3iJqfY1l
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Brazil’s recent economic performance and progress in reducing poverty and
inequality, combined with its share of the world population, natural assets, and
output, have earned it a visible position in world affairs. Its size and standing
give its voice strength in shaping the debate on GPG in an emerging economy
context. How much muscle Brazil will show in the GPG arena in 10 years is
hard to predict, but it clearly will depend on how much its economy and popula-
tion eventually benefit from the global marketplace and greater involvement in
global issues.

Brazil is a large country with great regional disparities and contradictions—
a technological powerhouse in selected sectors (for example, aviation and agro-
technology), with Africa-like poverty levels in some parts of the north and
northeast. The recent riots across the country offer a glimpse of popular dissatis-
faction with the poor quality and high costs of public services and weak gover-
nance of the political system. Furthermore, while externally Brazil is seen as an
engine of regional development, some analysts worry about its medium- to long-
term growth prospects because of structural impediments and risks (for example,
low labor productivity, poor education quality, infrastructure gaps, and regulatory
inefficiency). Yet, the country is endowed with vast natural resources, cultural
and biological diversity, and unique capabilities for sustainable production of
food, biofuels, and certain manufactured goods.

This case study explores how Brazil’s growing share of and connectedness
to the world economy might translate into a growing presence and influence
among other developing countries, notably in Latin America and Africa, and
how it might participate in the GPG debate. Less guided by an explicit strat-
egy or policy, recent presidential initiatives and commercial interests have
expanded Brazilian overseas private and public investment and development
cooperation and assistance. Examples of recent South-South cooperation
arrangements are presented, showing how Brazil helps abroad and also serves
its own interests.

What does the emergence of Brazil as a regional and global leader mean for
its relationship with the World Bank over the next 10 years? It is likely that the
remaining domestic challenges will sustain the stable but evolving relationship
developed in recent years. Based on informed opinions, Brazil is likely to continue
to value investment lending support for state- and municipal-level development
programs and the provision of infrastructure and other services via public-private
partnerships. At the federal level, Brazil is likely to seek advice in specific, com-
plex policy areas, while also partnering with the Bank in bringing its expertise to
other regions of the developing world. Hence, under a sustained relationship, the
World Bank can explore and debate issues of global relevance with Brazil for the
foreseeable future.

This case study concludes that Brazil's engagement in development assis-
tance is increasing and more visible in Africa and Latin America. From the inter-
views conducted and literature consulted, no clear national consensus has
emerged about how prepared the country should be in shaping the discussion
and in participating in the provision of GPGs. However, as seen with issues such
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as HIV/AIDS and climate change, Brazil has taken leadership toward positions
that benefit itself and other developing countries while contributing to negoti-
ated solutions. This study ends with a series of open questions that might be
useful in observing the evolution of Brazil’s position through 2025.

A Growing Presence in Regional and Global Affairs

Brazil’s economic growth, improved income distribution, and strengthened
democracy in recent years have given the nation a more prominent presence in
the international arena. Its domestic achievements and less timid foreign policy
have strengthened its external visibility, earning it recognition as a key player in
diplomacy and world politics.

Brazil is the world’s fifth-most populous country (196 million in 2011) and
seventh-largest economy (gross domestic product [GDP] in 2011 was $2,477
billion) (EIU 2013), and it lifted 22 million people out of poverty from 2003 to
2009 (World Bank 2011). Brazil weathered the global financial downturn with
relatively minor impacts. The country was one of the last to fall into recession in
2008 and among the first to resume growth in 2009. Brazil's GDP grew
7.5 percent in 2010, 2.7 percent in 2011, and only 1 percent in 2012 because of
the global slowdown. Still, the country’s strong domestic market is less vulnerable
to external crisis, and Brazilians are benefiting from stable economic growth,
historically low unemployment at around 5 percent, relatively low inflation rates,
and improvements in social well-being (World Bank 2013).

A growing middle class in Latin America’s largest market is likely to remain
an attractive destination for foreign investment, Brazil being second only to
China in foreign direct investment. Brazil’s national development bank, Banco
Nacional de Desenvolvimento Econémico e Social (BNDES), is a major player
in domestic finance and increasingly so in international infrastructure projects,
disbursing an average of approximately R$150 billion per year—about
$75 billion in today’s exchange rate (BNDES 2013). The football World Cup
in 2014 and the Olympics in 2016 have spurred upgrades and development
of new infrastructure and will further showcase Brazil as a multicultural and
open society to international audiences.

From a Cautious Foreign Policy to ‘Punching at its Weight’

Brazil’s economic and social transformation has permeated its foreign policy.
From the first administration of President Luiz Inacio Lula da Silva onward, for-
eign policy has been shifting from a cautious stance anchored on multilateralism
and defense of self-determination and sovereignty and toward a more visible and
bolder position in world affairs (Amorim 2011). The significance of extensive
and diverse trade relations,! sustained interest in regional solidarity and peace,
and greater public recognition of Brazil's connectedness with the rest of the
world have contributed to making Brazil more courageous in foreign policy.
A good example was Brazil’s role during the 2003 World Trade Organization
(WTO) Ministerial Conference in Cancun, Mexico, rallying other developing
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countries to negotiate an agreement against farm subsidies that would have
disproportionately benefited the European Union and the United States.

In making its influence more visible, Brazil has been actively advancing a
South-South agenda and a stronger voice for developing countries in multilat-
eral institutions. For example, Brazil participated with Russia, India, and China
(BRICS) in creating a forum, which since 2011 also includes South Africa.
Since 2009 the BRICS group has held summits on the financial crisis, pursuing
an agenda of economic coordination, and recently confirming the creation of
a BRICS development bank. Brazil also participates in the IBSA forum, estab-
lished with India and South Africa to strengthen economic partnerships
among them, coordinate world trade negotiation efforts, and discuss the
expansion of the UN Security Council. Likewise, Brazil has worked through
the Group of 20 (G20) to advance its efforts for increased voting powers
for emerging economies within the International Monetary Fund (IMF) and
the World Bank and has increased its voting powers in various multilateral
organizations.

While recognizing this recent shift toward working with different country
groupings, it should be noted that the Brazilian foreign policy establishment
prefers a “South orientation” in its geopolitical actions. That is, rather than seek-
ing closeness to the Organisation for Economic Co-operation and Development
(OECD) and other “North oriented” organizations, Brazil has a strong preference
for the G-77 (Group of 77 UN countries) as a platform for exerting its interna-
tional influence (Gratius 2008; Fonseca 2011).

South American Integration and Development Assistance

Consistent with this South orientation, nowhere else is Brazil’s determination
to demonstrate its leadership than in fostering integration and peace in South
America. It shares borders with 10 of the 12 South American nations and,
although language and relatively peaceful history sets it apart from its neigh-
bors, Brazil emphasizes a common South American identity and a pursuit of
peace and prosperity through growing trade and investment. Investments
in gas, mining, underwater oil, construction, and other sectors, often supported
by BNDES, have made Brazil a visible investor in other South American
economies.

Brazil reinforces its efforts to promote economic integration by supporting
MERCOSUR (a trade agreement between Argentina, Brazil, Uruguay, and
Paraguay and to which the Repuablica Bolivariana de Venezuela later acceded)
and by supporting a 12-member Union of South American Nations, UNASUR.
It has played a leading diplomatic role by helping mediate internal conflict
(in Ecuador and Bolivia) and tensions between countries (Colombia and
the Republica Bolivariana de Venezuela), and in opposing takeovers by the
military (Ecuador in 2000 and Honduras in 2009). Beyond South America,
Brazil has a prominent presence in Haiti working with the UN on security
and development, increasing its financial and personnel support after the 2010
earthquake.
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In the area of development assistance, Brazil has a long history of collabora-
tion with its neighbors and other developing countries. In terms of its financial
contributions, it tends to prefer multilateral mechanisms over bilateral coopera-
tion. According to data compiled by the Brazilian Cooperation Agency and the
Institute for Applied Economic Research (ABC and IPEA, respectively, for
their acronyms in Portuguese), Brazil contributed $1.6 billion over the period
2005-09 ($320 million per year on average) for international development
assistance.2 Of this total, 76 percent corresponds to contributions to multilat-
eral institutions and funds, such as the World Bank’s IDA,3 the Inter-American
Development Bank’s Special Operations Fund, and thematic global funds
administered by other UN agencies (for example, UNICEF), among others. The
remaining 23 percent went to bilateral cooperation.

What explains this preference? From personal communications and media
coverage, three factors seem relevant. First, Brazilian bilateral cooperation rules
require partial cofinancing of expenses by collaborating entities, which may be
difficult for some partners. Second, ABC’s budget has remained relatively small,
and it relies on other agencies to provide the staff with the relevant technical
expertise. Finally, multilateral mechanisms offer Brazil a platform to work with
many more developing countries, and evaluations point to less fragmented, more
efficient, and focused development assistance (IPEA 2012).

Yet, the Lula government and Brazil's current president, Dilma Roussef
stressed the importance of South-South relations, particularly more from a busi-
ness rather than an “aid” perspective. In particular, relations with Africa flourished
under Lula (president 2003-11). He traveled there a dozen times, and African
leaders flocked to Brazil. President Rousseff is continuing those policies, though
with more emphasis on how the relationship benefits Brazil (The Economist
2012). Leveraging Brazil’s affinity with Africa—Brazil has the largest number of
people of African descent outside of Africa—Brazilian public and private sector
corporate giants (Vale, BNDES, Petrobras, Odebrecht, and so on) are participat-
ing in natural resource and infrastructure projects in Africa.

Trade with Africa has grown from $3 billion in 2001 to $26 billion in 2008
(CFR 2011). Brazil is supporting Africa in various biofuel and associated
technology initiatives (Hochstetler 2012), with the private sector supporting
the development of expertise in this renewable energy source. As discussed in
the next section, Brazil is playing an important role in transferring knowledge
and fostering innovation in the African agriculture sector.

South-South Exchanges of Globally Relevant Knowledge

Brazil is recognized as a powerhouse in agricultural research and technology due
to its private agribusiness enterprises and its research and technology develop-
ment agency, Empresa Brasileira de Pesquisa Agropecuaria (EMPBRAPA), both
filling historical gaps in science and technology for tropical agriculture. A dynamic
agricultural sector fueled by favorable demand and price outlook plays a key role
both in Brazil’s exports and in its rural economy. Its coffee, orange juice, sugar,
beef, and poultry sectors thrive along with those for soybeans, rice, and wheat.
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Once a food-importing nation focused on coffee exports, Brazil in 2008 exported
more than 1,500 types of agricultural products to foreign markets. Around
79 percent of the nation’s food is consumed domestically; the rest is shipped
overseas. Food exports amounted to $76 billion in 2010.

EMBRAPA has approximately 9,800 employees and 41 development units
dedicated to enhancing Brazil’s agriculture and agribusiness, addressing tradi-
tional and non-traditional crops and animal husbandry. Its expertise ranges
from improving small-scale agriculture practice to advanced biotechnology and
nanotechnology, agro-forestry, and silviculture. The agency has a long history
of international cooperation, with 78 active bilateral agreements with research
laboratories and agencies in 56 countries, including joint research programs
(EMBRAPA 2013). In terms of South-South cooperation, EMBRAPA has set up
centers in Ghana, Panama, and the Republica Bolivariana de Venezuela. The
Africa-Brazil Agricultural Innovation Marketplace is an example of an inter-
national cooperative program facilitated by the World Bank and other partners,
which brings together EMBRAPA and African research bodies to work on joint
projects (see box 8.1). For example, through EMBRAPA, Brazil has provided
technical assistance to the cotton industry in Benin, Burkina Faso, Chad, and Mali.

Box 8.1 Brazil Partnerships with Africa in Agriculture Science and Technology

Brazil's success in reducing internal poverty and hunger is in part due to the expertise of
Empresa Brasileira de Pesquisa Agropecuaria (EMBRAPA) in small-scale farming and traditional
crops (beans, rice, cassava, maize, and vegetables). With Brazil and Africa having recognized
the importance of agriculture in their economies and the similarities in climate, ecosystems,
and agricultural practices, a natural association of knowledge sharing and technological coop-
eration has developed over the years between individual African governments and Brazil.
EMBRAPA had an ongoing program of outreach to Africa that received increased support after
former president Luiz Indcio Lula da Silva made support to Africa a priority.

The concept of an“innovation marketplace” emerged to foster increased collaboration with
Africaon agricultural innovation and research. Linking EMBRAPA with the Forum for Agricultural
Research in Africa (FARA), which coordinates and advocates agricultural research across the
continent, enabled the Africa-Brazil Agricultural Innovation Marketplace to reach numerous
research organizations in Africa and helped target the program’s activities in three areas:

« Policy dialogue in the agricultural sector;

« A forum for presentation and discussion of research for development ideas, including
proposal selection, and projects that would be competitively supported; and

« Support and implementation of joint agricultural research for development projects.

The agricultural research program was later extended to other Latin American countries. In
a little more than two years, the marketplace mobilized almost 200 research and development
institutions from more than 40 countries. More than 50 percent of the EMBRAPA research centers
have participated in the initiative. A dozen international, national, and private organizations

box continues next page
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Box 8.1 Brazil Partnerships with Africa in Agriculture Science and Technology (continued)

support and participate in the administration of the marketplace, such as, the World Bank's
Development Grant Facility, the United Nation's International Fund for Agricultural Development
(UNIFAD), and the United Kingdom’s Department for International Development (DfID), and the
Bill & Melinda Gates Foundation. In addition to the 10 projects from previous selections already
running on the African continent, 35 projects were in operation in 2012 within the scope of the
Marketplace, encompassing 30 African and 5 Latin American and Caribbean countries.

The World Bank has played a prominent role in the development of Brazil’s agricultural
research and innovation advances. First, EMBRAPA and FARA have long-standing relationships
with the Bank through the Consultative Group on International Agricultural Research (CGIAR)
and other programs. Second, although the relationship between EMBRAPA and FARA existed
before the marketplace partnership, the World Bank helped them work together on a concrete
program concept, thus building trust and expectations of the possibilities of a larger collabora-
tion. Third, the World Bank helped mobilize the initial seed funding from trust funds, and later
facilitated additional funding from other sources, including DfID, the Gates Foundation, and
UNIFAD. The program’s budget grew from US$1.5 million to US$7 million in liquid contribu-
tions in 2013, of which US$1.4 million was provided by EMBRAPA (not counting the significant
in-kind contribution of EMBRAPA’s staff time).

Source: http://wbiworldbank.org/sske/story/africa-brazil-agricultural-innovation-marketplace-incubating-agricultural-
innovations-african

Scientific knowledge exchange on topics relevant to other developing coun-
tries can be a public good when the costs and benefits of its development are
shared as agreed by the participating partners. The question of how a country
with the capabilities and characteristics of Brazil views public goods of global
significance is addressed in the next section.

Recent Policies and Initiatives Shaping Brazil’s Role in
Global Public Goods

Brazil’s opinion on GPGs matters a great deal, not just because its views are
increasingly influential among developing and developed countries, but because
its sheer size (the world’s fifth largest land mass), vast natural endowment, tech-
nological capabilities, and demographics affect the condition of global systems,
such as climate, biodiversity, and water resources. The knowledge Brazil has
developed and is acquiring to steer development toward a sustainable future is
also a valuable asset that can be shared globally.

Foreign Policy and Global Public Goods

Observers of Brazil's foreign policy stance on global environmental issues
comment that traditional concerns over national security and interests, fair distri-
bution of costs, and a preference for the United Nations as the eminent multilat-
eral institution now share space with a new pragmatism toward GPGs. The
architects of the new pragmatism, without abandoning the principle of shared
but differentiated responsibilities, seem to be more willing to accept a greater
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role in addressing and in constructing negotiated solutions to global challenges.
A more engaged Brazil in GPG issues is also partly the results of an active civil
society that has benefited from more than two decades of democratic openness.
An example of useful convergence between addressing national interests while
also strengthening Brazil’s international leadership and engagement is its globally
recognized HIV/AIDS program (see box 8.2).

Tackling Sustainable Development: Energy Security

With the end of 20 years of military government in 1985 and the rise of democ-
ratization, Brazilian public opinion and civil society organizations, often connected
to international nongovernmental organizations, have been critical of a develop-
ment pattern that has degraded the environment and brought hardship to local
populations. From the outrage about the effects of pollution in the industrial belt
of Sio Paulo to the Amazon rubber tapper movement led by the later-assassinated
Chico Mendes, a national consciousness gave rise to new institutions and laws to
address environmental issues. The first democratically elected president, José
Sarney, offered to host the first United National Conference on Environment and
Development in Rio de Janeiro in 1992. Since then, sustainable development has
become a centerpiece of government policy, and much of Brazilian society identi-
fies with the objectives of environmental and social sustainability.

In finding a balance in order to meet Brazil’s many development needs, noth-
ing presents a greater challenge and more international relevance than the goal
of addressing energy security while acting responsibly regarding climate change.
Meeting the needs of Brazil’s growing economy and its voluntary low-carbon
commitments will be extremely challenging. As described below, existing renew-
able resources (mainly hydropower), even if tapped to the maximum scale, may
not be sufficient to meet demand and are located in sensitive areas. Brazil may
have to resort to increasing its fossil fuel-based generation capacity. However,
addressing growing energy needs also offers the opportunity to capitalize on the
country’s competitive advantages over energy, land, water, and genetic resources
while building greater climatic resilience.

Brazil has committed to a voluntary emissions reduction target of about
1,168 million tons carbon dioxide equivalent by 2020. This target represents a
20 percent reduction of a projected emissions trajectory using year 2005 emis-
sions as the base year. Thanks to Brazil’s current rather clean energy matrix of
about 50 percent renewable sources, it may continue to sustain low-carbon
energy development. However, meeting the growing demand from its cities, new
industries, and expanding middle class will present challenges.

About 70 percent of Brazil’s installed capacity and 80 percent of power gen-
eration come from hydropower, but more than 50 percent of the economically
viable supply has already been tapped. The remaining large-scale projects are in
sensitive locations, such as the Amazon, and distant from the main demand cen-
ters in the southeast. Opposition and inherent delays in such large projects are
bringing on-stream smaller-scale hydropower projects (less than 50 megawatts)
and gas-fired power.

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



Emerging Economies, Emerging Development Partners

Box 8.2 Brazil’s Response to AIDS: A Case of Successful International Engagement

Considered among the most successful developing countries in tackling the HIV/AIDS epi-
demic, Brazil presents an interesting case of convergence between domestic interests helped
by active international engagement. In the beginning of the 1990s, the HIV/AIDS epidemic
appeared to be progressing in Brazil at rates comparable to some countries in Africa. Today
Brazil has been able to contain the epidemic at 0.6 percent of adult population and has nearly
halved the number of AIDS-related deaths. The strengthening of the entire health system com-
bined with full access to free antiretroviral treatment for all qualifying patients (190,000) has
resulted in increases in survival rates comparable to those of developed countries.

While initially the national government was slow to respond to AIDS, eventually national
and international pressure increased, and Brazil’s concern about its reputation motivated the
government to respond. As public pressure and the civic movement advocating universal
health care gained power (eventually enshrining free access to treatment in the constitution),
AIDS officials sought strategic interaction with the international community. The government
began by increasing its attendance and participation at conferences, while also inviting inter-
national organizations to Brazil. The goal was to convince the international community that
the government was committed to responding and becoming a world pioneer in the fight
against HIV/AIDS.

However, Brazil and other nations were confronting high drug prices among international
drug companies.These suppliers were protected by the World Trade Organization’s Agreement
on Trade-Related Aspects of Intellectual Property Rights (TRIPS), enabling trade of AIDS drugs
at free-market prices. Brazil led the fight against the TRIPS ruling on the principle that it made
it impossible for developing nations to ensure universal access to medicines. Thus, Brazil
played a key role in leading other nations to introduce the Doha Declaration of 2001, which
further clarified and enforced the TRIPS ruling, stating that nations have the right to issue
compulsory licenses for the production of antiretroviral medication in periods of health crisis,
while giving governments more autonomy in defining such a crisis.

Brazil has consistently used the TRIPS agreement and the Doha Declaration as a bargaining
chip when negotiating with pharmaceutical companies. By periodically threatening to produce
generic versions of patented medication in its government-sponsored laboratories, the gov-
ernment has been able to acquire medicine at more affordable prices. To further strengthen
the government’s bargaining power, the Ministry of Health has also worked with the Ministry
of External Relations to send medically trained diplomats to international health conferences
to persuasively explain the drug-production process and the need for price reductions.

The experience of the HIV/AIDS program in Brazil has been extremely valuable to other
developing nations and is the subject of numerous South-South exchanges. These include
the Southern Ties Network Initiative, which brought eight Portuguese-speaking countries
together, and the creation of the International Center for Technical Cooperation in Brazil,
a partnership with UNAIDS and bilateral donors that works on capacity building in Latin
American and Portuguese-speaking countries in the areas of clinical management of HIV
infections, logistics, laboratory techniques, human rights, and civic society organizations.

Sources: Gomez 2011; World Bank 2010.
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In the future, oil- and gas-fired power plants will greatly expand, particularly
as the massive oil reserves discovered in 2006 off the coast of Rio in the deep
pre-salt formation are commercially exploited. Increasing the share of biofuels in
the fast-growing transportation fuels market is possible, but pricing and regula-
tory reforms may be necessary. Concerns over land pressure in the Amazon and
the Cerrado may diminish if the biofuel industry significantly increases yields and
productivity in other crops and regions, as has been the case for sugarcane in the
southeast and soybeans in the Cerrado. Brazil is also encouraging expansion of
other renewable sources, such as wind and biomass, and is enhancing its nuclear
power capabilities: Brazil has the sixth-largest proven uranium resources in the
world and is expanding its enrichment facilities. Overall, however, the shape of
the energy matrix is likely to become much more carbon intense in the next
10-20 years.

Reducing Deforestation and Agriculture’s Footprint

A similar challenge ahead is sustaining Brazil's achievement in reversing the
trends in deforestation and land use change. Deforestation in the Amazon fell by
about 11 percent, to 6,238 square kilometers between August 2010 and July
2011, and to 4,471 square kilometers between August 2011 and July 2012,
reaching the lowest ever recorded for the fourth consecutive year. This consti-
tutes only about one-third of the 21,000 square kilometers that were deforested
in 1988, the year monitoring began. Importantly, this decline has occurred at the
same time that Brazil has experienced impressive rates of economic growth, sug-
gesting a decoupling of economic growth and deforestation. The gains are par-
tially credited to improved monitoring and enhanced enforcement—Iled by the
Brazilian Institute of Environment and Renewable Natural Resources (IBAMA)
in cooperation with the Federal Police, the National Security Force, and the
army—and high-level intersectoral cooperation.

In addition to strengthened control of illegal logging, a critical economic (dis)-
incentive has been the law passed by the Central Bank that included conformity
with environmental legislation as a key factor for concessioning agricultural
credit. Another major economic factor has been on the demand side. Due to
pressure from consumer groups and supermarket chains, as well as from produc-
ers of products such as beef and soybeans, products originating in the Amazon
have been increasingly certified and monitored to ensure that they do not come
from areas of illegal deforestation or other illegal practice. Thus, reducing defor-
estation has been possible through a combination of technological surveillance
and enhanced speed and effectiveness of enforcement actions coupled with well-
targeted economic incentives that have been increasingly pushing farmers toward
conformity with social and environmental laws.

The National Climate Change Action Plan became law in 2009 and includes
bold targets to decrease deforestation rates in the Amazon and Cerrado by 2020.
And in setting a target of no net liquid loss of forest by 2015 with a reduction in
deforestation rates in the Amazon, Brazil is voluntarily indicating its willingness
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to protect its significant natural wealth. This goal has high global significance as
the Amazon is the largest remaining intact swath of natural forest and accounts
for about 30 percent of the globe’s remaining tropical forests and about half of
the world’s plant species.

Challenges remain as demand for new land persists. Given the strength of its
agribusiness sector, Brazil will continue to expand its agricultural output and
exports. While most of the increase in output in the last two decades has been
a result of productivity gains, pressure will remain to expand the agricultural
frontier—particularly in the Amazon and in the so-called MATOPIBA (the
States of Mato Grosso, Tocantins, Piaui, and Bahia). About 80 percent of the
increase in land use between 2018 and 2030 is expected to take place in
the Amazon and the MATOPIBA, and it is possible that conflicts between con-
servation and the expansion agriculture and cattle ranching will also persist.

This pressure on resources may be countered in part by the continued
productivity gains in agriculture and cattle ranching, as well as by the increasing
recovery of degraded lands and significant increase in silvo-pastoral and
agro-forestry practices. Hence, reducing agriculture’s environmental footprint,
currently accounting for 40 percent of total greenhouse gas (GHG) emissions,
along with other environmental pressures (fertilizer runoff, pollution from meat
processing, among others), represents an important concern for Brazil in the next

decade.

Conclusions: Brazil’s Potential Contribution to Sustainable
Development Post-2025

Brazil’s economic importance and rising influence in regional and global affairs
makes it an influential participant in the discussion of GPGs. Its size, demo-
graphics, and natural endowments assign global significance to the domestic
choices the country makes in the future, particularly in the areas of energy and
land use.

Brazil is shifting from a traditionally conservative, nationally focused foreign
policy toward more proactive engagement in world affairs and international
development assistance. Though not abandoning the principles of respect for
sovereign nations to define their own choices, Brazil—with a goal of equity in
global solutions and a preference to work within the G77 platform—is now also
actively working with new groupings of emerging economies on a number of
global issues. In addition, since the first Lula administration, investment in and
cooperation with Africa and a stronger integration with the rest of South
America have taken center stage. Brazil is actively engaged in several South-
South programs sharing its knowledge in a wide number of areas, from agricul-
tural innovation and research to improving health and education systems. The
World Bank has been a facilitator of some of these programs.

Energy security and land use change in the next 10-15 years will test Brazil's
determination to seek the sustainable path enshrined in various laws and
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programs, including its climate change action plan. As large-scale hydropower
opportunities have been almost exhausted, and other renewables are yet to
reach their full potential, the availability of gas and the pre-salt oil likely to be
commercially exploited in the future point toward a more carbon-intense energy
matrix in the future. Brazil’s ability to sustain the economic policies and enforce-
ment actions needed to preserve the agricultural frontier from the Amazon and
the Cerrado will also be tested in the coming decade.

In this challenging context, will Brazil choose to take an individual
approach or prefer to partner with others in the search of solutions for the
challenges affecting the planet? Will it continue to deploy its technical and
diplomatic capabilities to help least-developed nations, even when returns to
the country may only materialize in the long term? How will Brazil leverage
the visibility of its cities during major sports events in the context of huge
needs for environmental improvement and urban infrastructure in the devel-
opment world?

The possible scenarios resulting from each of these questions will likely vary
depending on whether Brazil has been able to satisfy domestic needs and con-
cerns to a sufficient degree and when these converge with international pressures
(such as in the case of HIV/AIDS reviewed earlier). Regardless, Brazil’s voice will
be increasingly influential in the decades to come.

The Republic of Korea’s noteworthy economic success—per capita GDP
increasing from $70 in the early 1950s to $17,000 some 50 years later—has been
widely recognized and extensively studied by the international community.
Despite its small land size and low endowment of natural resources, Korea has
emerged as a highly industrialized, advanced economy, as well as an information
technology (IT) powerhouse fueled by investment in human capital from the
beginning of industrialization. Now, as the globe’s 15th-largest economy, Korea
is a world leader in several industries, including memory chips, LCD displays,
mobile phones, and shipbuilding.

Korea is also emerging as a key member of the international donor commu-
nity and partner of the multilateral development organizations, including as
a contributor to the IDA and similar poverty-reduction funds. As a recently
new member of the Organisation for Economic Co-operation and Development’s
(OECD) Development Assistance Committee (DAC), Korea took the bold step
of pledging “green ODA” to reach 30 percent of its total official development
assistance (ODA) by 2020. Its rise as a donor country places Korea in a unique
position as a “bridge” between the developed and developing world.

This case study focuses on the process and mechanisms through which
Korea addresses GPGs, especially climate change and related sustainability
challenges, and Korea’s contributions to the broader development agenda. It
also highlights the demand for investment in climate-resilient urban develop-
ment in Asia and examines various examples of successful and relevant Korean
urban initiatives. The study concludes with remarks on the role that Korea can
play in provisioning GPGs in the future and recommendations for the World
Bank to strengthen its role as a knowledge-sharing institution that also serves
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as an intermediary to include one in which it leverages private sector resources
in order to scale up investment for long-term, climate-resilient infrastructure
development in emerging countries.

Korea’s Role in Asia and the International Community

Korea has demonstrated one of the most successful economic transformations in
the 20th century. In the aftermath of World War II, Korea was one of the world’s
poorest countries, and the subsequent Korean War, 1950-1953, worsened its
economic and social conditions. The economy was on the verge of bankruptcy, as
shown by the statistics on goods imported and exported. In 1960 the Korean
government was importing 10 times more than it was exporting: $344 million in
imports, mostly basic commodities for consumption by the population, while
exports were only $33 million (O 2009).

Economic Success

The Korean government opted to exploit Korea’s only resource—an abundant
supply of labor—and use this cheap labor to produce and export goods. In
1964 the Korean government adjusted the dollar exchange rate to lower the
average labor cost for its export-oriented growth strategies, making Korean
labor more internationally competitive (O 2009). This cheap labor became
the driving force in implementing the national economic strategy and reorga-
nizing Korean industry to be export oriented. As industrialization progressed,
however, the government decided it needed more skilled workers and priori-
tized the education of skilled workers and engineers as one of the most
urgent national tasks. Special subsidies were given to technical high schools
to encourage education, and government-operated enterprises, as well as large
companies from the private sector, were strongly urged to establish technical
schools (O 2009). Therefore, human capital was recognized as the integral
part of the economy from the beginning of Korea'’s industrialization and con-
tinued throughout the process.

Thus government-led industrialization and export-oriented growth strategies,
driven by investment in human capital, enabled Korea to overcome its small
domestic market, low endowment of natural resources, and extremely high
dependence on foreign fossil fuels. The highly successful results include increased
exports from less than 5 percent of GDP in 1960 to more than 56 percent in
2011 (Jones 2012; OECD 2013). Accordingly, Korea’s per capita GDP increased
by more than 24-fold over the five decades since 1960 (see figure 8.1), and life
expectancy increased from 53 to more than 80 years.

Despite its success, the Korean development model was called into question
when the Asian financial crisis dealt a humiliating blow to Koreans through
the “IMF crisis” in 1997, when Korea was embarrassed to have to receive a
bailout from the IMF because of bank failures. The mechanisms of resource
allocation by which the government wielded discretionary power over the
market had been effective in the early, high-growth era, but the government
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Figure 8.1 Comparison of GDP Per Capita of the Republic of Korea and Sub-Saharan Africa,
1960-2011
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Source: World Bank Open Data (http://data.worldbank.org).

failed to restructure the policy framework and growth strategy to accommo-
date the new, larger, and more complex economy (Suh and Chen 2007). Korea
took a $60 billion bailout from the IMF and shut down excess production
capacity, causing the collapse of 14 of the nation’s industrial conglomerates,
laying off legions of workers, and prompting a nationwide movement in which
citizens donated their household gold to the national treasury. This collective
trauma is remembered in Korea on the scale of the Great Depression in the
United States (Fackler 2011). Recognizing the urgent need for widespread
economic reform, the Korean government increased openness to imports and
positioned itself as more market oriented, advancing Korea’s further integration
into the international community.

When the 2008 global financial crisis occurred, the economic restructuring
and reform undertaken after the IMF crisis proved effective in dealing with
external shocks. In fact, Korea was the first industrialized country to rebound;
after seeing GDP growth fall to only 0.3 percent at the height of the crisis in
2009, it recovered to 6.3 percent in 2010 (Strangarone 2013). However, GDP
growth fell to 3.6 percent in 2011 and to 2 percent in 2012, highlighting the
need to reposition the government’s national priorities and policy directions as a
relatively mature economy.

Current and Future Economic Challenges
Korea's challenges today are different from those of the past few decades. Despite
its significant GDP growth, Korea remains a manufacturing-led nation that is still
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catching up to the post industrial economy of countries like the United States
(Fackler 2011). Its focus on manufacturing has resulted in a relatively under-
developed service sector compared with other developed nations. Accounting for
57 percent of GDP, Korea’s service sector is the second smallest in the OECD,
with 2008 productivity only 53 percent of that of the manufacturing sector, far
below the OECD average of 87 percent (OECD 2012). Increasing productivity
and overseas expansion of the chaebols (family-controlled Korean conglomerates),
whose industries account for nearly half the GDP, exacerbates conditions for
Korea’s service sector and its small and medium-sized manufacturing enterprises.
The share of domestic employment by the chaebols has fallen by one-third, from
18 to 12 percent over the period 1995-2010, and job creation has fallen to sectors
that do not have the capacity to absorb available labor force, especially the young
and highly educated (Choi et al. 2013). One survey shows that the real number
of unemployed young people in Korea stood at 1.1 million in 2010, which trans-
lated into a striking 22 percent youth unemployment rate (HRI 2011).

Social and economic issues related to an aging society are also quickly
emerging in Korea. While Korea has the third-youngest population in the
OECD, its demographics are projected to shift to the second oldest by 2050,
with the elderly making up 37 percent of the population due to a low fertility
rate and rapid gains in longevity (OECD 2012; Rim 2013). In other words,
every elderly citizen in 2013 is supported by eight young people; the same
responsibility will be borne by only two younger in 2050 (Rim 2013). Given
the current age profile of the population (figure 8.2), expenditure in pensions
is also expected to increase rapidly, from 0.9 percent of GDP in 2010 to
5.5 percent in 2050 (Rim 2013).

The elderly also face the issue of unemployment. All age groups in Korea
have suffered from increasing unemployment since the 1997 Asian financial
crisis, but the elderly (in this analysis, group aged 60 and over) is the only age

Figure 8.2 Republic of Korea Demographic Profile, 1970-2050
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group that has shown a consistently rising unemployment rate. In fact, the
elderly unemployment rate in 2012 was higher than at the pre-crisis level (Park
2013a). This phenomenon can be explained by two factors: first, most Koreans
retire without sufficient means for a post-retirement living, both in terms of
individual assets and social safety nets, and second, the tradition of children
supporting parents is quickly disappearing with westernization (Park 2013a).
The concomitant problems of a weak social safety net, limited job opportuni-
ties, and a large supply of elderly labor are contributing to increasing social
instability.

Gender inequality is also a pressing social issue. A study places Korea 108th
(ranked between the United Arab Emirates and Kuwait) in the world in gender
equity, primarily due to women’s lack of political and economic power
(Hausmann, Tyson, and Zahidi 2012). Korean women without children earn
about 13 percent less than men, but this pay gap nearly quadruples if they have
children, at which point they earn 45 percent less than men (Fisher 2012). As
a result, Korean women have only 55 percent labor force participation, com-
pared with 76 percent for men (Fisher 2012). With the working-age popula-
tion projected to start declining from 2017 (OECD 2012), the Korean
government needs to incentivize the female and elderly workforce to sustain
Korea's growth potential.

Export-oriented strategies have provided a solid ground for Korea’s economic
resilience during the past financial crises. However, Korea is now at the cross-
roads that Japan reached in the 1980s and that China is rapidly approaching—a
point where a country that has tapped an investment-and-exports model to pull
the population out of poverty must find a new growth path (Yoon 2012). The
Korean development model has created a set of new economic and social chal-
lenges, including skewed industrial and commercial growth that favors conglom-
erates over small and medium enterprises, heavy dependence on the manufacturing
sector, a weak service sector, a high unemployment rate, an aging population,
growing inequality, and an inadequate social safety net.

Reducing domestic GHG emissions is another challenge for a country like
Korea, whose GHG emissions almost doubled between 1990 and 2006—the
highest rate among OECD countries (World Bank 2012a)—and that is still
heavily dependent on manufacturing for its growth. Considering that nearly
85 percent of GDP growth in high-income countries over the past 25 years came
from services (McKinsey & Company 2010), continued rapid economic growth
in Korea is likely to become increasingly difficult if Korea continues to depend
on an the export-led growth model.

Similar challenges will be facing today’s developing and emerging countries in
the next several years. Therefore, how Korea addresses and resolves these prob-
lems will serve as a case study for future emerging economies. Korea is seen by
developing countries, particularly those in East Asia, as a source of knowledge and
ideas on development drawn from actual experience (OECD DAC 2012). This
particular comparative advantage gives Korea a good opportunity to maximize
and share development knowledge as a GPG.

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



Emerging Economies, Emerging Development Partners

Korea's Standing with Regard to Global Public Goods

In the midst of the most recent global financial downturn, Korea chose “Low
Carbon, Green Growth” as its new growth model, to improve both domestic eco-
nomic performance and its international standing as a recent donor. As a national
goal from 2008 to 2012, green growth represented an integrated strategy for Korea
to achieve its vision of moving away from the traditional “brown economy,” growth-
at-any-cost model of the previous decades to a “green economy” model, where
long-term prosperity and sustainability are the key objectives (UNEP 2010).4

A Green Growth Model Strategy

While it has characteristics of regional public goods and GPGs, much of the green
growth agenda as a development strategy is intended to generate local public
goods. Nonetheless, the knowledge generated through green growth initiatives in
Korea and around the world is clearly a GPG of high added value. Korea’s green
initiative was largely embraced by the international community, its collective
impact spreading at a global scale. All 30 member countries of the OECD, along
with Chile, Estonia, Israel and Slovenia, signed a Green Growth Declaration in
2009 and approved a mandate to develop a Green Growth Strategy to include
economic, environmental, technological, and developmental aspects within com-
prehensive policy measures. The World Bank adopted inclusive green growth as
the pathway to achieve sustainable development (World Bank 2012b). Green
growth has also been widely advocated by various other international entities—
the United Nations Environment Programme (UNEP) and International Energy
Agency (IEA) as well as at G8 and G20 meetings—and has spread to developing
and emerging countries that hope to emulate Korea’s economic success. For
example, Korea’s partner countries of Cambodia and Vietnam have started bench-
marking Korea’s model of green growth to apply in their national contexts.

The expanding network of green growth—focused institutions is facilitating
the sharing of experience and knowledge as a public good, to be tailored and
applied locally. The establishment of the Global Green Growth Institute (GGGI)
as a vehicle to share knowledge of good practice on green growth was an impor-
tant political decision by the Korean government. GGGI'’s conversion into an
international organization to become a “global asset” was joined by 17 other
developed and developing countries that recognized the importance of an inter-
national network dedicated to green growth.

Korea’s Development Assistance Strategies in the Global Public

Goods Context

As a beneficiary of development assistance and one of the clear aid success sto-
ries, Korea effectively utilized $12.7 billion of ODA received in the postwar
period to spur economic development and decrease poverty. In turn, Korea began
its aid activities in the late 1970s and 1980s with the provision of technical train-
ing, and in the late 1980s and early 1990s it made a more concerted effort to
broaden and increase its ODA (OECD DAC 2008).
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The Korean government established the EDCF (Economic Development
Cooperation Fund) in 1987 under the Ministry of Strategy and Finance, and the
KOICA (Korea International Cooperation Agency) in 1992 under the Ministry
of Foreign Affairs to provide concessional loans and grants, respectively, to devel-
oping countries. Most of Korea’s ODA is concentrated in these two ministries,
which were responsible for 88 percent of the total fund allocation in 2011
(OECD DAC 2012). Korea was classified by the UNDP as a donor country in
the technical cooperation field in 1992 and was removed from the list of recipi-
ent countries by the World Bank in 1996 (Kang 2011). In 1996 Korea became
an OECD member and 13 years later, in 2009, an OECD DAC member.2 By
joining the DAC, Korea became one of only a few countries to transition from an
aid recipient to a DAC member.

ODA Growth
Korea’s ODA volume saw steady growth, reaching $1.325 billion in 2011, equiv-
alent to 0.12 percent of its gross national income (GNI)—from $455 million and
0.05 percent of its GNI in 2006 (OECD DAC 2012, figure 8.3). Recognizing
that its ODA volume and ODA/GNI ratio are still very low compared with other
DAC members, Korea has committed to scale up its aid to achieve an ODA/GNI
ratio of 0.25 percent by 2015. The ratio of Korea’s bilateral to multilateral dis-
bursements has shifted from 83:17 in 2006 to 75:25 in 2011 (OECD DAC
2012). Korea plans to strengthen its support for the multilateral system in the
future, with its target ratio of bilateral to multilateral funding at the DAC average
ratio of 70:30 by 2015 (OECD 2011).

For its bilateral assistance, Korea is concentrating on 26 priority partner coun-
tries based on their development needs, their capacity to use aid effectively,
and their alignment with Korean foreign policy priorities, as shown in table 8.1

Figure 8.3 Republic of Korea’s Official Development Assistance, 2006-15
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Table 8.1 Korea's Priority Partner Countries

Asia, Oceania, and Commonwealth

of Independent States (14) Africa (8) Latin America (4)
Azerbaijan Cameroon Bolivia
Bangladesh Congo, Dem. Rep. Colombia
Cambodia Ethiopia Paraguay
Indonesia Ghana Peru

Lao PDR Mozambique

Mongolia Nigeria

Nepal Rwanda

Pakistan Uganda

Philippines

Solomon Islands

Sri Lanka

Timor-Leste

Uzbekistan

Vietnam

Source: OECD DAC 2012.

(OECD DAC 2012). Most of Korea’s bilateral aid is delivered by grant or loan-
funded projects and technical assistance.

One feature of Korean development assistance is its significant use of con-
cessional loans. In 2006, loans constituted 31 percent of ODA, a high figure
compared with most other DAC donors, and the portion actually increased to
42 percent in 2011.6 Nearly all DAC donors’ aid portfolios consist almost
entirely of grants, with only three DAC donors using loans to any real extent
(OECD DAC 2012). Korea’s inclination for loans can be explained by its own
positive experience as a recipient of loans during its development process and the
profoundly held belief that this instrument imposes essential fiscal discipline on
the recipient country.

Another characteristic of Korean aid is that it is extremely tied. An esti-
mated 98 percent of Korean bilateral aid is either tied or partially tied (OECD
DAC 2012), which is in striking contrast to other DAC members, who have
either fully untied their aid or almost completely untied it. The Korean govern-
ment is well aware of the need to untie its bilateral aid and foresees a gradual
improvement in untying to meet the 2001 DAC Recommendation on Untying
Official Development Assistance to the least developed countries by 2015.

Korea views the multilateral system as an important complement to its bilat-
eral efforts, particularly in tackling transnational issues such as climate change,
food security, and humanitarian issues. Korea’s use of multilateral aid channels
is expected to increase substantially, given its target to ensure that 30 percent
of its ODA is multilateral and its intention to increase the overall ODA rap-
idly over the next few years to meet its ODA/GNI target. Korea intends to
develop a comprehensive strategy for effective allocation to the multilateral
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development banks, the United Nations, and other multilateral organizations

(OECD DAC 2012).

Korea’s Partners

Based on its own experience, Korea is well aware that developing countries are
interested in learning and applying successful development experience from
other countries. The government is trying to make more use of its comparative
advantage as a “bridging” country through various knowledge-sharing activities.
The Knowledge Sharing Program (KSP), Korea’s consultation program which the
Ministry of Strategy and Finance launched in 2004 with the Korea Development
Institute as the implementing body, serves as a representative example of Korea’s
such effort. The KSP draws from Korea’s policy-making and development experi-
ences to provide policy research findings, recommendations, and training activi-
ties on specific issues relevant to the partner country, with the goal of enhancing
their national development capacities and institutional restructuring efforts.
Since 2011 the KSP has provided joint consultations with international organiza-
tions, including the World Bank, Asian Development Bank, and Inter-American
Development Bank. By the end of 2012, the KSP had provided policy consulta-
tions to 107 countries on more than 440 topics (Kim and Tcha 2012). KOICA'’s
recently launched Development Experience Exchange Program (DEEP) is
another initiative to provide consulting service based on Korea’s development
experience, covering various thematic issues of social development as well as
Korea’s own experience of implementing ODA-funded activities.

More recently, Korea’s development assistance shows a shift in focus to
activities related to environment and climate change. For example, Korea’s con-
tribution in biodiversity, desertification, and climate change mitigation and
adaptation shows a significant increase, from 1.7 percent of its bilateral ODA
in 2007 to 14.1 percent in 2010 (OECD DAC 2012). Korea committed almost
$250 million of its ODA to climate change action, including $27.5 million to
the GEF for the period 2010-14, and $20 million to the Asian Development
Bank’s Future Carbon Fund for the period 2010-13 (OECD DAC 2012). In
2012 Korea committed to increase the proportion of environment-friendly
green projects to 30 percent of its total ODA by 2020 (Yunhap 2012). This
“green ODA” will help Korea's development assistance strategies evolve to meet
the needs of developing countries that are generally not yet fully equipped to
introduce and implement greener policies and tap into the benefits of environ-
mentally sustainable future.

The East Asia Climate Partnership (EACP), KOICA'’s flagship program, high-
lights Korea’s recent shift in development assistance towards green, climate
change-related activities in the geographic area where Korea has a comparative
advantage. With Korea’s $200 million commitment for 2008-12, the goal of
the EACP is to facilitate green growth and climate change mitigation in develop-
ing countries in Asia. KOICA has provided grant support for 20 projects in
10 countries, within five focal areas: water resources management, waste treat-
ment, low-carbon energy, low-carbon city, and forestry. In addition, it is funding
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nine cooperation projects with seven international organizations, including the
Asia Development Bank, UNESCAP, UNEP, and IFC; nine invitational training
projects; and 19 research projects as part of the EACP program.® The EACP
raised Korea’s green ODA volume to 13.5 percent of total ODA in 2010 from
8.6 percent in 2008 (Jeong 2012), and it is set to become the foundation for
expanding Korea’s future green ODA.

Korea’s Experience in Urban Development and Implications

for Developing Countries

Between the 1960s and 1980s, the Korean government, taking into account the
country’s limited financial resources, adopted a strategy of concentrating indus-
tries in regions with high growth potential (KDI 2010). These “growth centers”
allowed efficient use of limited resources to support the country’s rapid eco-
nomic growth. The regions selected for development included the Seoul-Incheon
area, because of its existing infrastructure and availability of urban services;
Ulsan, with its advantageous location and port; and the Mt. Taebaek area for
agriculture and resource development (KDI 2010).

Financing the necessary infrastructure and industries for development during
this period came from the Korean government’s strategic choice of mobilizing
public and private resources at different stages through social overhead capital
(SOCQ) projects. One of the main objectives of the government’s economic policy
in the 1960s was to provide financial incentives to create an investment-friendly
environment for private investors and to extend large sums of credit to businesses
under various loan programs (Chung 2007). Therefore, the reconstruction and
expansion of SOC were financed not with savings in the public sector, but largely
with resources from two other sources—private funds and foreign savings. It has
been estimated that approximately three-quarters of the credits (5.1 percent of
GDP) extended by the financial intermediaries and government were to business
for private investment (Chung 2007).

The government’s initial investment played a fundamental role in the field of
SOC, which included electricity, transportation, and communication, as well as
some important large-scale pioneering industries, such as cement, chemicals,
metals, steels, and ships. The government’s subsequent contribution to invest-
ment in the manufacturing sector, where modern, innovative, capital- and tech-
nology-intensive, and large-scale operations took place, was also highly significant
(Chung 2007). The main beneficiaries within the SOC sector, which captured
the major portion of public investment, were the public enterprises that oper-
ated the electrical power, transportation, and communications networks. They
received the largest amounts of loans among all economic sectors relative to their
assets and at lower interest rates than all the others (Chung 2007).

Korea's early urban development was driven by a government strategy
through which specific regions were targeted as growth centers and by financed
development through SOC projects. Gumi City, located in Gyeongsang province,
demonstrates such a case. It was built in the early 1970s to house the Korean
electronics industry. The leading agent for Gumi City’s construction was the
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Korea Export Industrial Corporation (KEIC). As an arm of the national govern-
ment belonging to the Ministry of Trade and Industry, KEIC had its own special
trust fund to finance land clearance and development. Over the years, KEIC’s
operations have been increasingly funded out of the proceeds of its land and
energy activities, but its development policy was still overseen by the national
government (Park and Markusen 1999). Government subsidies and incentives,
including land clearance, site preparation, tax breaks, and education and training
programs, have played a major role in inducing domestic and foreign companies
in Gumi City, and as a result, Gumi City has grown significantly as an industrial
complex.

Pohang City is another successful example of the government’s strategy of
developing specific regions for different purposes. Pohang was selected to
become the hub of steel manufacturing industry due to its geographical advan-
tage and access to resources. When the Pohang Iron and Steel Company
(POSCO) was established in the late 1960s using compensation claims of about
$100 million from Japan as seed money, Pohang was a small coastal city with a
population of 50,000 (Lee and Lee 2009). The Steel Industry Promotion Act was
enacted in 1970 to enable various forms of government support for POSCO,
including provision of long-term, low-interest loans, tax breaks, and infrastruc-
ture subsidies. Due to this government support, POSCO could save on the cost
of railway use by 40 percent, port use by 50 percent, water by 30 percent, and
gas by 20 percent (Lee and Lee 2009). The successful introduction of heavy
industry to this city transformed the local economy into an industrial city known
for iron, steel, and shipbuilding, with a population of 500,000 residents.

Korean Climate Change Efforts as Model for Asian Cities

Today, more than half of the world’s population lives in urban areas, and this
share is projected to reach 60 percent by 2030 and 70 percent by 2050 (OECD
2010). With a concentration of more than 80 percent of global economic activity,
cities are also hubs of prosperity (Mohieldin and Allaoua 2013). However, cities
also present complex economic, social, and environmental challenges, especially
in the context of climate change.

Even though global urbanization took place predominantly in Europe in the
first half of the 20th century, today Asia is the continent with the highest urban
population (OECD 2010). Asia is urbanizing at an unprecedented rate. In 1950
Asia was predominantly rural—with only 17 percent of its 1.4 billion people liv-
ing in cities or towns; by 2020, 55 percent of Asians, or 2.7 billion people, will
live in urban areas (ADB 2012). Given that virtually all Asia’s population growth
will be in urban areas after 2015, and recognizing the significant impacts cities
impose on climate and natural resources, Asian cities are increasingly embracing
green urban development models specifically to reduce energy consumption by
buildings, industries, and transport systems (ADB 2012).

Rapid urbanization in developing and emerging countries translates into a
huge increase in the demand for infrastructure for electricity, telecommunica-
tions, rail, highway, and water and modern sanitation. A study of East Asian
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infrastructure needs estimated that the region needed to spend more than
$165 billion per year in the period 2006-10, or roughly 6.2 percent of GDP
(Jha and Brecht 2012). Another study showed that while the current annual
investment required for urban (mainly environmental) infrastructure is about
$40 billion, the total amount required of governments is valued at an estimated
$100 billion, despite Asia’s private capital markets flush with funds (ADB 2012).
The only viable strategy for bridging Asia’s investment gap, and an effective
means to promote climate resilient growth, would be by leveraging private-sector
funding.

Private Sector Role

The role of the private sector in addressing climate change has received increas-
ing attention due to its unique capabilities: capital mobilization, risk manage-
ment, innovative nature, and efficiency in delivering outcomes. For a practical,
effective, and efficient sustainable development agenda, the private sector
must take a prominent role. In fact, the private sector is already contributing
the majority of global climate finance. In 2011-12 the private sector was respon-
sible for $217-243 billion, or 63 percent, of the $364 billion for global climate
financing (Buchner et al. 2012). The public sector (‘$16-23 billion) acted as a
catalyst for private finance as well as providing bilateral aid to developing
countries.

Against this backdrop, Korea is well positioned and highly equipped to
provide examples of climate-resilient, low-carbon, green urban development for
other emerging and developing economies. The share of Korea’s urban popula-
tion grew significantly over the last five decades, increasing from 28 percent in
1960 to more than 80 percent in 2010, and is projected to reach 90 percent in
2050 (figure 8.4) (Henderson 2002).

Figure 8.4 Urban Population of Republic of Korea, Percentage of Total, 1950-2050
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With about 70 percent of the country’s land area comprising mountains and
uplands, cities in Korea must have high urban density. In fact, the capital, Seoul,
has the highest population density among large cities in OECD member coun-
tries, with 17,219 persons per square kilometer—roughly eight times the density
of both New York City (2,050) and Sydney (2,100) (Hankyoreh 2009). Urban
density facilitates the delivery of public services, including education, health
care, and basic services. For example, it costs $0.70-0.80 per cubic meter to pro-
vide piped water in urban areas, compared with $2 in sparsely populated areas
(Mohieldin and Allaoua 2013). Korean cities therefore benefit from high urban
density. However, the other side of the coin is that other regional cities, such as
Jeonju, are suffering from deteriorating urban centers due to development of
suburbs and lack of sustained economic activities. Recently efforts have begun to
address these issues (see next section).

Climate Change Vulnerability

Korea is highly vulnerable to climate change. According to the National Institute
of Meteorological Research, the average temperature in Korea increased by
approximately 1.7°C in the last 100 years, which is 2-3 times higher than the
global mean temperature change. Rainfall intensity and frequency are increasing,
as well as the number of extreme events, such as typhoon, heat wave, and heavy
snow. For example, damage by typhoon increased 65 percent from 1999 to 2008
(Park 2013b). Given this immediate and increasing risk of vulnerability, and the
fact that Korea’s cities are both a major source of GHG emissions and a potential
opportunity for mitigation, Korean decision makers have the opportunity to lead
the region with low-carbon, climate-resilient urban growth.

Korea’s Urban History

From Songdo (see box 8.3), a cutting-edge eco-city built from scratch on
reclaimed land, to Gwangju, a historic city established in 57 BCE, with innova-
tive new green initiatives now being implemented (see box 8.4), to Jeonju,
where various urban regeneration projects are taking place (see box 8.5), Korea
presents not only cities of various scales and characters that are relevant to cities
in other developing and emerging countries, but also different measures and
initiatives to restructure or establish cities so that they are more sustainable and
climate-resilient.

With the right investment and planning, it would be relatively easy to imple-
ment new urban development projects that incorporate policies and relevant
technology to maximize cities’ capacity to address and mitigate climate change,
as the developers of Songdo did. However, emerging countries already have cities
of various scales, and will not necessarily be building new ones. Modifications to
the built environment both to limit emissions and to adapt to climate change are
costly and require long lead times. Given that new urban growth in the next few
decades will primarily take place in small- and medium-scale cities and in peri-
urban areas along existing and new growth corridors (ADB 2012), planning and
mechanisms for urban renewal and regeneration need to be analyzed and
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Box 8.3 Songdo International Business District: New Standard for Green Design
for Large-Scale Development Projects

The Songdo International Business District (IBD) exemplifies a large-scale, top-down green
urban development project with cutting-edge technologies. Located on 1,500 acres of the
Incheon Free Economic Zone near Seoul, Songdo IBD is a US$35 billion private real estate proj-
ect whose purpose is to set a new standard in sustainability through building design, systems
engineering, urban infrastructure, and community planning. It is a development of Gale
International and POSCO E&C, with the IFEZ Authority as the managing entity. Songdo IBD
has been designated a LEED-ND (Neighborhood Development) pilot program—the largest
outside North America—by the U.S. Green Building Council.
Songdo IBD’s commitment to sustainability is driven by six core design goals:

1. Open space: Designation of 40 percent open space (600 acres) to maximize the connec-
tion to nature.

2. Transportation: Establishment of a new subway line, 25-kilometer network of bicycle
lanes, infrastructure for electric vehicles, parking capacity allocated for fuel-efficient and
low-emitting vehicles and carpool vehicles, and underground parking to minimize heat
island effect.

3. Water: Establishment of water-saving irrigation systems and usage of reclaimed storm
water and treated gray water from a city wide central system and green roofs to reduce
storm water runoff, mitigate urban heat island effect, and promote biodiversity.

4. Energy use: Establishment of a central, citywide co-generation facility fueled by natural gas,
energy-efficient LED traffic lights, and a centralized pneumatic waste collection system.

5. Recycling: Recycling 75 percent of construction waste, utilization of recycled/locally
produced materials to the maximum extent possible, and incorporation of low volatile
organic compound materials into all buildings.

6. Operations: Integration of sustainable procurement goals and recycling guidelines into
the operational structure of the city through digital interfacing and mandating environ-
mentally friendly (low/zero volatile organic compounds - VOC) facility management and
maintenance.

Source: Songdo IBD website (http://www.songdo.com).

developed further. Innovative policy tools and initiatives in cities like Gwangju,
some of which are already spreading nationwide, can serve as a benchmark to
other cities in emerging economies.

Making existing cities more energy efficient, environmentally responsible,
and livable is a constant task of urban renewal and regeneration. From here on,
reuse and adaptation will be the predominant approach to environmentally sus-
tainable regeneration and will help maintain the identities of existing cities
(Steinberg 2008). Accordingly, initiatives with more specific focus on “regenerating”
urban areas with consideration for climate change mitigation are taking place in
Korea. The scale and intensity of urban issues—such as unbalanced economic
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Box 8.4 Gwangju Metropolitan City: Successful Hybrid of National and Local
Initiatives for Climate Change

Gwangju Metropolitan City demonstrates a hybrid of national and local green initiatives.
Korea'’s national drive for green growth led Gwangju to establish its own Five-Year Plan for
Green Growth, and the city also launched a local initiative, Creative Green City Gwangju, in
2011. Gwangju fosters green lifestyles in order to tackle greenhouse gas (GHG) emissions
from the household and commercial sectors and to advance citizen-led programs with
strong governance structures and has thus far produced successful outcomes. The Carbon
Bank System and Low-Carbon Green Apartments programs are recognized as innovative
and successful and have been benchmarked by other cities and national-level policies.
These are described as follows.

+ The Carbon Bank System was created by Gwangju City and the Gwangju Bank in 2008 to
reduce GHG emission in the residential sector. It provides financial incentives in the form of
carbon point or carbon money, which accrue as individual citizens reduce energy and
water use and hence GHG emissions. This system also emphasizes the value of the local
economy by engaging local actors, such as the Gwangju Bank, and by encouraging local
stores to accept the carbon money as payment. More than 280,000 households in the city
(51 percent of total households) have subscribed to the program since its launch, resulting
in a 25,550 ton CO, reduction. For a city like Gwangju, where 47 percent of all GHG emis-
sions result from residential and commercial sectors, the Carbon Bank System can be an
effective instrument.

Green Card System. In 2009 and 2011, the Ministry of Environment launched a similar
program at the national level called the Green Card System. By May 2012, 2.6 million people
(more than 10 percent of the economically active population) had joined the program.
Low-Carbon Green Apartment is a program targeted to residents in apartment

complexes with at least 150 units by engaging buildings and complexes to compete with
one another in achieving GHG reduction. The evaluation criteria include the residents’ par-
ticipation rate in the Carbon Bank System and the GHG mitigation education program
called Green Home Designer, in which consultants visit homes to diagnose the house-
hold’s behavior and advise mitigation action. The prize money can be up to US$5,454 per
apartment. The winning group often decides to invest the prize in green activities, such as
installing LED lighting and planting trees. As of 2011, 24 apartments with 733 households
were participating.

The Green Way project is one of the most famous cases of environmental governance in

Gwangju, where the local government, citizens, private companies, and NGOs collabo-
rated to create an eco-park from 7.9 kilometers of abandoned metropolitan railway tracks in
the middle of the city. It was a successful infrastructure project that engaged citizens and
various stakeholders for green urban initiative.

Sources: Chung et al. 2012; KEPB 2012.
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Box 8.5 City of Jeonju: Green Regeneration of a Traditional Marketplace

Business at the Central Market of Jeonju had been declining over the last three decades due
to old infrastructure and insufficient capacity to deal with food waste. A regeneration proj-
ect aims to refurbish and upgrade old food waste and sewer treatment systems and other
infrastructure by using green reuse/recycling technologies; establish an education center
to foster understanding of environmentally responsible activities; attract more people, par-
ticularly young generations; and establish community-driven businesses. Also, rainwater
discharge and management and energy efficiency are to be improved through the installa-
tion of a rainwater reuse system and solar panels. Greenbox, a locally developed odor-
controlling technology, is being used to treat organic waste to produce biogas, electricity,
renewable fertilizer, and hot water. Establishment of a self-sufficient urban farm and green
education program are also features of this project.

Source: Park 2013b.

development, outdated and inefficient infrastructure, and aging populations—in
small and medium cities (SMCs) in Korea are increasing, highlighting the impor-
tance of social and economic regeneration as well as physical regeneration for
climate-change resilient growth (Park 2013b).

The Korean Urban Regeneration Projects were initiated in 2007 with a
research and development fund of $120 million million from the Ministry of
Land, Transport, and Maritime Affairs to establish legal, institutional, technologi-
cal, and social capacities to promote green urban regeneration of SMCs, espe-
cially for their climate change resilient growth. A unique feature of these projects
is that active and voluntary participation and activities driven by communities
are at the core in order to induce self-regeneration of urban areas and enhance
social capital. Enhancing the local ownership of large projects can improve the
quality and efficiency of public spending.

In sum, successful coordination for GHG emissions reduction and climate
change adaptation can be driven from the top by national or regional authorities,
can be grown from the bottom up by local policy innovations that can also
provide models for regional or national action, or can feature a hybrid of both
approaches.

Implications for Developing Countries in Future Urban Development
Efficient and strategic use of land has been crucial for Korea’s economic devel-
opment because of its limited land area. Korea’s early urban development in
the 1960s and 1970s was based on the national government’s strategic planning
and financing for the SOC sector. However, climate change was not taken into
account in urban planning and development, and major cities today in Korea
are becoming increasingly inefficient in their energy use and reduction of GHG
emissions.
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Korea's recent focus on green growth includes an upgrade of the urban devel-
opment model in support of low-carbon development. The Songdo International
Business District was established using a top-down planning approach and
state-of-art technology, while old cities like Jeonju underwent regeneration pro-
grams using relevant green technologies. Gwangju demonstrated that cities do
not have to focus only on infrastructure to improve their energy efficiency and
change consumer behavior but rather that such improvements can be achieved
through implementation of innovative policies and programs.

Korea’s experience and knowledge will become a GPG only if developing
countries “leapfrog” Korea’s long early urban development stage of the 1960s and
1970s by tailoring various approaches employed in Korea in the 21th century to
fit their local context. For example, nationally led top-down approaches, such as
the Songdo development project, do best when they leave wide latitude for local
authorities to shape policies on climate change to fit local contexts. Bottom-up
frameworks allow for experimentation on models for urban climate action that
regional or national governments can subsequently adopt or promote, as demon-
strated by the Gwangju case.

On the basis of Korea's various green urban initiatives and SOC experience,
such practices would greatly facilitate urban development in developing and
emerging countries to meet their short-term economic and development needs
and long-term sustainable development agenda. Korea’s experience in climate-
resilient urban development can be further developed and shared with the inter-
national community by exporting the model applicable to local contexts.

Conclusion: Korea’s Contribution to Sustainable Development
Post-2025 and the Role of the World Bank

Korea continues to be one of the most dynamic economies in the most
economically dynamic region of the world. As one of only a few countries
that has risen from aid recipient to OECD DAC member, Korea has thrust
itself onto the international stage as a would-be leader on global develop-
ment, especially in the context of green growth, achieving much in terms of
international recognition. Its unique position between developed and devel-
oping countries, expertise in industrial and urban development, and commit-
ment to increase green ODA allow Korea to contribute by its own means to
provisioning GPGs and devising collective solutions for developed and devel-
oping countries.

Korea's experience in dramatic economic growth enables it to relate to
developing countries of various economic stages, and this strengthens the ties
between Korea and the international community, especially with developing
and emerging countries. And Korea has a lot to offer. How it addresses today’s
economic, social, and environmental issues—skewed economic growth, unem-
ployment, aging population, weak social safety net, urbanization, and GHG
emissions—matters greatly to today’s developing countries, because these
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issues will soon be relevant to them. The various urban case studies, ranging
from large-scale urban development equipped with cutting-edge technol-
ogy to deteriorating old cities, not only demonstrate Korea’s strengths and
experience in urban development, but also provide a specific platform for vari-
ous stakeholders to collaborate and exchange their expertise in devising effec-
tive and tailored strategies for their urban areas. As the host country of
international organizations and agencies such as GGGI, the Green Climate
Fund, and the World Bank regional office focusing on advancing strategies for
sustainable development, Korea has significant potential to become a regional
and global hub for addressing GPGs.

Demand for policies and infrastructure for green urban development will
be high, especially in Asia and Africa. The success of Korea’s SOC sector
demonstrates how effective the synergy between the public and private sector
can be in leveraging the private resources. The interactions between the pub-
lic and private sectors in Korea in the SOC sector highlight the role of public
financing institutions like the World Bank in fostering such investment envi-
ronment. Donors like the World Bank provide such support by strengthening
the public sector of developing countries through capacity building and pol-
icy recommendations, which in turn attracts the participation of the private
sector in infrastructure and urban development sectors in developing coun-
tries. Korea has the capacity, knowledge, and experience—through its diverse
urban initiatives and knowledge-sharing programs—to cooperate with the
World Bank to achieve its aim to be one of the leading global institutions
helping countries meet short-term and long-term economic, social, and envi-
ronmental needs.

The opportunities for the World Bank and other donors to partner with Korea
to help shape and optimize benefits to developing countries from the growing
international assistance are many and significant. Such partnerships could help
several countries leapfrog technologies in industry and urban environs. Perhaps
more important is the opportunity for the World Bank to work with Korea to
assemble Korean lessons learned in devising low-carbon and climate-resilient
urban growth at scale and to assist Korea in extending lessons and development
finance to other countries.

In late 2011, Walz and Ramachandran (2011) reported estimates of
$11-41.7 billion in aid flows from emerging (non-DAC) donors, many of which
are currently IBRD recipients. This is equivalent to 8-31 percent of ODA (Walz
and Ramachandran 2011). The discussion relevant to the impact this is having
on overall aid architecture is presented in chapter 5, but it is also highly relevant
to the current discussion on the relationship of the World Bank and emerging
economies such as Brazil, as well as countries like Korea, that have transitioned
from developing to developed.

These emerging economies are diverse, and they are certainly not consis-
tent in how they support the development of other countries. However, they
all have one thing in common: each has experience both as recipients and as
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aid donors and therefore possess a unique understanding of the challenges
faced by those countries they are supporting with bilateral assistance.
Countries like China, Brazil, and India are not emerging or new donors. They
have each been supporting other developing countries for many years, and, as
described in the Brazil case study, these assistance programs are diverse and
substantial.

Technical and financial assistance from emerging economies to other devel-
oping countries does not generally follow the OECD DAC model. In a recent
conference on the future of aid at the Australia National University, representa-
tives of Brazil, China, India, Korea, and South Africa, agreed on one major
point—their bilateral assistance is not purely altruistic, but rather designed for
mutual economic and social benefit. Economic and foreign policy objectives
are cited as key drivers for their bilateral assistance (Mulakala 2011). For
example India’s bilateral assistance is mainly in the form of credit lines that
enable partner countries to export to India or via India to other parts of the
world (AusAID 2012).

Recognizing the changing development assistance landscape—including the
changing relationship between how “old” and “new” donors might collaborate—
has spurred the OECD DAC to establish the Global Partnership for Effective
Cooperation. Established in 2012, jointly managed by OECD and UNDP, it is
too early to tell what might come from the partnership or how it might impact
on the role of multilateral development finance institutions.

The World Bank is already deeply engaged with the new donors as shown in
both the Korea and Brazil case studies. The World Bank Institute established
the South-South Experience Exchange Facility in 2008 and has worked with a
number of middle-income countries and lower-income countries to facilitate
knowledge and technology transfer. Several country assistance strategies and
partnership agreements have positioned the Bank as a broker to facilitate such
exchanges.

There is a remarkable opportunity now to work with these new donor coun-
tries to the mutual benefit of the recipient and donor countries and the World
Bank in terms of delivering on its commitments for sustainable development.
The natural resource depletion and climate change challenges are a relatively
new (at least from a priority issue point of view) and extremely complex global
agenda that requires different approaches, and the World Bank has the capacity
and resources to devise and implement these solutions.

For collective solutions for developing, emerging, and developing countries
in the future, the World Bank needs to devise strategic approaches to tap into
the resources and capacities of the new donors—not just their governments but
also their private sectors, civil societies, and think-tanks. The World Bank is also
well positioned to capture the lessons from their development experiences and
development assistance experiences to draw common lessons to share as a
public good. This would be a cost-effective way to spread the development
knowledge, and the World Bank is well positioned to play the role of bridging
countries of all development stages.
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Box 8.6 What Young Development Professionals Think About Urbanization
Mark Hirschboeck, World Bank Institute

First, some good news. In an era of rapid urbanization,
the World Bank’s urban portfolio is expanding signifi-
cantly. Average annual commitments by the International
Development Association and International Bank for
Reconstruction and Development (IBRD) classified under
the “Urban Development” theme increased from US$1.87
billion during 2003-07 to US$4.14 billion during 2008-12.2

The bad news. These figures are a drop in the proverbial bucket. Global requirements
for urban public infrastructure investment alone are roughly estimated at US$120 billion

annually (Kharasand Linn 2013). Only a fraction of these needs (about 50 percent, according
to ADB [2006]) is currently being met. Addressing the full range of issues raised in this
chapter will require vastly more resources.

Given these realities, it's imperative that the Bank wring the maximum impact out of
every urban dollar. This requires moving beyond a project-by-project or sector-by-sector
approach and focusing instead on programmatic, long-term interventions that crowd-in
and empower a full set of actors (including individuals and communities, local, regional,
and national governments, nongovernmental organizations other donors and development
agencies, and the private sector).

In a sense, the ultimate goal should be to transform municipalities into micro-World
Banks, that is, agents that have the technical expertise and financial resources to plan and
implement projects themselves. In the short and medium term, the Bank could undertake
the following measures:

» Promote wide-reaching wholesale mechanisms. Bank lending originates out of national
development strategies, which, even when emphasizing urban development, often pri-
oritize large flagship cities over secondary cities and towns. Compounding the problem,
cities with high degrees of technical capacity are often the most attractive and willing
Bank clients. In the interest of inclusiveness, the Bank could support urban development
in the broadest possible sense through mechanisms like credit pooling and municipal
development funds (MDFs) and couple them with appropriate policy and technical
assistance (e.g. on urban planning, procurement, franchise and concession granting,
financial structuring, and own-revenue raising).

Develop sources of municipal data. The lack of data on fiscal performance of
municipal governments hinders effective policy making and impact evaluation. The
Bank could help build capacity in local and national statistical and planning departments.
This could involve replicating projects like HABISP, a Bank-supported housing information

and mapping system in Sdo Paolo, which allow municipal staff to better plan and monitor
interventions (Cities Alliance 2012).

Combine physical investments with broader policy and capacity-building efforts,
capitalizing on demonstration effects. Financing a slum-upgrading project or BRT sys-
tem is not enough. To be meaningful, interventions need to respond to community
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needs, be sustainable in the long-term through appropriate financial and policy support
(e.g., targeted/equitable user fees and subsidies), and catalyze further investment and
wider reform.

Increase staff incentives for engaging in long-term, innovative, and multisectoral urban
projects. Evaluations have found that Bank staff are wary of engaging in potentially
transformative urban initiatives, particularly infrastructure projects, due to the risks pre-
sented by complex regulatory environments, resettlement/safeguard issues, and work-
ing with multiple stakeholders (World Bank 2007). Given the resource constraints, it’s

important that staff are encouraged to be as ambitious and as innovative as possible
with the finance that is available.

One could object that these proposals are a bit repetitive and not particularly original.
I would largely agree, but underscore that they and other similar proposals have cropped up
repeatedly in various sector strategies and reviews over the past ten to fifteen years12 The
key challenge remains implementation. For understandable reasons, programmatic, capac-
ity-building approaches haven’t been mainstreamed into operations. The Bank, a risk-averse
institution, has a proven record in financing discrete projects and a largely unproven one in
effectively delivering advisory services and technical assistance. A movement away from
project-related lending also raises questions about the long-term financial viability of the
IBRD. For their part, clients are generally more interested in concrete projects rather than
development policy loans and analytic and advisory activities (DPLs and AAAs). But if the
Bank wants to help its clients solve the complex, long-term challenges of urbanization, a
distinct shift in emphasis is needed. Unfortunately, we don’t have much time to get things
right. Decisions made (or postponed) today will influence urban development for decades.

Notes

1.

In 2011 Brazil’s top trading partners were China (17.3 percent), the United States
(10.2 percent), and Argentina (8.9 percent) (EIU 2013).

. The Brazilian Cooperation Agency study (ABC 2010) took stock of flows adminis-

tered by ABC directly and those reported by federal agencies responding to a survey.
Figures were normalized to constant 2009 reais.

. Brazil’s contribution to the 2010 replenishment (IDA 16) made it the 20th largest

donor (0.3 percent of total contributions) of 52 contributing countries, and among the
G20 developing countries contributing to IDA, it contributed more than Argentina,
Mexico, South Africa, and Turkey (IDA 2011).

. The National Strategy for Green Growth (2009-50) and the Five-Year Plan

(2009-13) provide a comprehensive policy framework for both short- and long-term
green growth in Korea.

. The OECD DAC is the leading source of best practices and review of priority

development cooperation issues. It mobilizes the majority of the world’s ODA,
especially for poverty reduction.

6. Data from http://www.koica.go.kr/.

7. For more details, visit http://www.ksp.go.kr/.

8. For more information, visit: http://eacp.koica.go.kr/.
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9. http://www.worldbank.org/en/results/2013/04/14/urban-development-results
-profile.

10. To choose one example, “Cities on the Move: An World Bank Urban Transport
Strategy Review” (2000) speaks approvingly of a corporate-led shift “from infrastruc-
ture project finance toward knowledge building, advisory services, and capacity
building” and “from stand-alone project finance toward more-programmatic lending.”
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CHAPTER 9

Shifting Priorities: Re-envisioning
World Bank Partnerships for
Transformational Impact

J. Warren Evans, Isabel Nicholson, Lelei TuiSamoa LelLaulu,
and Alison Wescott

Introduction

The World Bank has taken a leadership role in a number of large-scale partner-
ships designed to improve the delivery of global public goods (GPGs) for
developing countries. One of the earliest and longest lasting is the Consultative
Group on International Agricultural Research (CGIAR), set up in 1971 by the
World Bank through the direct intervention and foresight of its then president,
Robert McNamara. The Bank has supported CGIAR financially and intellectu-
ally and with strong leadership for over 40 years. It led the reform effort reform
in 2008/09 that changed the role of the World Bank as a CGIAR partner from
overall Consultative Group manager to chairing its Fund Council and housing its
Fund Office. The management of its operations was moved to a separate consor-
tium Office. A newer partnership, the Cities Alliance, was similarly housed at and
managed by the Bank until 2013, when it also moved offshore.

Until the late 1990s, the partnerships sponsored by the Bank tended to be with
other development organizations. In the last 15 years, the Bank dramatically
increased engagement with a broader range of stakeholders, in particular, with civil
society organizations (CSOs). A more active global civil society, increasingly limited
financial resources, recommendations from its own program evaluations, and new
World Bank leadership are a few of the forces that have urged the Bank to ward
more CSO engagement. In addition, the Millennium Development Goals cata-
lyzed new types of collaboration by institutionalizing a sense of urgency and by
bringing together different actors to accomplish ambitious goals. With a short time-
line for accomplishing these goals, development actors—multilateral, bilateral, and
CSOs alike—have found new ways to work together. In the course of this engage-
ment, the Bank has accomplished some of its most innovative work yet, producing
high-impact, once unattainable results. The CGIAR and the Partnership for River
Blindness (discussed in chapter 2) are acknowledged success stories in this regard.

To see Vice President Rachel Kyte discuss new forms of development assistance: http://youtu
.be/4ez5TbdOI2E
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Yet new efforts inevitably bring new challenges. The World Bank was designed
to work on an international scale to engage with sovereign nations, thus joint
work with smaller, more dynamic entities, such as subsovereign entities and
CSOs, has proven to be a challenge. Because the Bank’s safeguard policies and
procurement processes were designed for larger entities and greater funding,
attempting to integrate CSOs into its systems has been a struggle for both parties.
To address these challenges and to continue to adapt, the Bank can look to its
existing partnerships for examples of applying innovative models for collabora-
tion and developing best practices.

Current Partnerships: Examples of Strengths and Challenges

In the absence of an international governing body with the ability to manage and
provide global and regional public goods directly, partnership programs with
shared governance arrangements have become the principal instrument for
providing this service, overseen at the World Bank by the Global and Regional
Partnership Programs (GRPPs).

Examining the Bank’s current partnerships shows which models have been
successful and which have not. Evaluations by the Independent Evaluation
Group (IEG)—the Bank’s internal entity for program evaluation—provide
explicit lessons in how to strengthen partnerships and move forward on tackling
complex issues. GRPPs are characterized as follows:

o Partnerships exist in which the partners dedicate resources—financial, techni-
cal, staff and reputational—toward achieving agreed objectives over time.
e The activities of the program are global, regional, or multicountry in scope.

Each GRPP is established as a new facility with shared governance and a man-
agement unit to deliver on its activities. The World Bank plays many roles in
GRPPs, depending on the program, among them convener, financial contributor,
trustee, member of the governing body, chair, host of the secretariat, administra-
tive support, and implementing agency. Because GRPPs are a primary method by
which the Bank manages and delivers GPGs, Bank leadership must maintain a
dynamic and flexible position within the programs to ensure that the Bank is
playing the role best suited for each partnership. The Bank’s ability to engage at
the country level and effectively support field offices and implementing partners
is an area in which it must strive to ensure successful future collaboration. Still,
the Bank faces significant challenges in these types of partnerships, often encoun-
tering the same pitfalls across different partnerships, especially in country-level
implementation and coordination of similar programs.

The most successful of these partnerships have been those in which the Bank
assumes involvement in the partnership, rather than ownership. A “lighter touch”
within larger coalitions—rather than the Bank taking responsibility for program
management—has allowed partnership managers to leverage the Bank’s connec-
tions and create new linkages. This dynamic ultimately creates opportunities for
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actors to cooperate on a common agenda and pursue activities within their
respective areas of strength. The Bank for its part does best in creating social,
political, and economic linkages among actors.

Case Study: The Critical Ecosystems Partnership Fund

In the face of drastically declining ecosystem health, the Critical Ecosystems
Partnership Fund (CEPF) was created to more effectively fund ground-level proj-
ects working to conserve biodiversity in the world’s most biologically rich areas.!
The CEPF supports CSOs through a grants program that connects field-level proj-
ects in biodiversity conservation to bilateral and multilateral funding. Conservation
International and the World Bank together developed a model for a funder-based
partnership, bringing together large donors to empower and support ground-level
biodiversity conservation projects designed and implemented by CSOs.

The structure of the CEPF is unique: large funders—initially the World Bank,
MacArthur Foundation, Conservation International, and Global Environment
Facility—each pledged an initial sum of $25 million over a three-year period.
Since then, Japan, France, and the European Union have joined as funding part-
ners. These contributions provide the foundational funds the CEPF needs to
consistently support CSOs, and it ensures ongoing involvement and interest from
donors. Each funding organization is represented on the donor council and plays
an important role in setting overarching strategic agendas.?

The type of grant that CEPF allocates to CSOs in a given country is deter-
mined by a regional team of scientific experts and leading actors in conservation.
This regional implementation team (RIT) determines the most pressing threats
to biodiversity in the area and the types of projects that have had and will
have the most impact. This process enables those in-country to determine field-
level needs, putting the power of setting country-level strategies in the hands of
field practitioners, directly connecting project goals to biological threats and
community resources. This allows projects to maintain the integrity of their field-
work, with engagement from the CEPF secretariat ensuring regular incorporation
of advisory board recommendations.

To date, the CEPF has allocated funds to more than 1,800 civil society groups
in more than 60 countries, with unparalleled biodiversity and conservation gains.
Figure 9.1 provides an overview of CEPF’s impact to date.

CEPF is an example of how the World Bank can be an innovative force
creating new and extremely high-impact results, using partnerships to make
enormous conservation strides. As a leading global development institution, the
World Bank acts as a critical partner in many ways—at the global, regional, and
country levels. As a donor, the Bank brings its credibility and the ability to bring
in additional funders. Knowing that a CSO partner has fulfilled the Bank’s exten-
sive safeguards policy is appealing to funders and often makes the process of
evaluating a prospective CSO partner shorter and easier. On regional and local
levels, the World Bank’s existing networks and in-country technical experts are
an asset to creating RITs and building ecosystem profiles.*
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Figure 9.1 Critical Ecosystems Partnership Fund Quick Facts

Founded 2000
First grants awarded
Hotspot strategies implemented 22
Key biodiversity areas benefitting 582

Countries and territories covered 60

Civil society groups supported 1,800
Committed grants $150 million
Leveraged funds $318 million

Yet the CEPF model is relatively new, and the processes it uses to engage with
the Bank have yet to be tailored to the unique nature of its work. The success of
the CEPF model relies on it serving as a conduit for streamlined and open pro-
cesses between CEPF and RITs and between CEPF and donors. Because World
Bank safeguards and procurement processes were designed for larger clients,
namely, countries, many of the demands on CSO partners are disproportionate
to the scale of their work and the size of their funding, thus requiring more labor
and resources than CEPF, or most other CSOs, have available.

In addition, given the global reach and scope of World Bank projects, partner-
ships like the CEPF will inevitably create conflicts of interest for the Bank and
other large donors. As stated by the IEG,

When a conflict of interest situation arises, one is not automatically in the wrong,
just facing a problem. Given the pervasiveness of conflicts of interest in partnership
programs, the key is to identify and manage them transparently. (IEG 2010: 41-42)

With CEPF, the Bank has been able to maintain a flexible role as partner. For
example, when a program in China did not fit the Bank country strategy, rather
than inhibit the implementation of the CEPF program, the Bank simply did not
participate in it. This has not been the case with several other partnerships, such
as the Forest Carbon Partnership Facility (FCPF), which was effectively blocked
from implementation in countries where the FCPF was not included in the
Bank’s country strategy until additional implementing partners were brought on
board to carryout FCPF activities in the countries (IEG 2011).

Case Study: The Global Tiger Initiative and Collective Impact:
An Effective Conservation Model

Since 2008 the Global Tiger Initiative (GTI) has forged successful partnerships
to engage the highest-level of government leaders in wild tiger conservation.? This
has helped strengthen political will and significantly influenced public policy in
support of biodiversity conservation as a GPG. Political leaders and champions in
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the tiger range countries are leading partnerships with governments, international
organizations, civil society, the private sector, and committed individuals to help
save the tigers.

GTTI was formed in response to Asia’s overwhelming crisis in biodiversity and
against a status quo where “individual battles” may have been won, but “the
war” was being lost. The organization has brought energy and urgency to tiger
conservation and a paradigm shift in the way these ecosystems are valued and
governed.

GTI has emerged as an innovative business model and changed the conversa-
tion about conservation. As a result, more funding has been injected into tiger
conservation, with more than $200 million provided by tiger range governments
(including increased funding by India and Nepal, for example) and multilateral
and bilateral donors.

GTI as a business model is not about saving a single species; rather it is about mov-
ing from isolated interventions to collective impact to address the common agenda
articulated in the Global Tiger Recovery Program (GTRP).

—John Seidensticker,

Smithsonian Institution

However, GTRP is the first comprehensive strategic plan dedicated to the
conservation of a single species. It was promulgated at the Global Tiger Forum in
St. Petersburg, Russia, in 2010, co-hosted by Russian president Vladimir Putin
and World Bank president Robert Zoellick. The event brought together delega-
tions from all 13 tiger range countries, including heads of state, heads of leading
international organizations, and top scientists, to sign the St. Petersburg
Declaration. The parties to this declaration pledged to work together toward the
goal of “T x 2”—to double the number of tigers across the range by 2022.

The common agenda is nested in the 13 National Tiger Recovery Priorities
(World Bank 2012), developed by the participating governments to address their
own goals for the recovery of wild tigers. At the Second Asian Ministerial Meetings
in Thimphu, Bhutan, in 2012, the governments met again to renew their political
commitment and further translate this vision into tangible goals and timely actions
through the Thimphu Nine Point Affirmative Action Agenda (World Bank 2012).

GTT's core team realized that the challenges it faced were large and complex—
habitat loss, fragmentation, rapid infrastructure expansion, poverty, and illegal
trade and trafficking. A history of undervaluing and under-resourcing wildlife
conservation prevailed. To save wild tigers, the partners focused efforts on the 13
tiger range countries, with broad cross-sector coordination, while working on sev-
eral fronts at once. Today in addition to GTI's ongoing work in tiger conservation,
the governments are discussing ways to mobilize global resources for conservation
of the snow leopard and Arabian leopard. In addition, policy leaders from other
regions, including Africa, have sought GTI's advice on replicating this business
model to address their own challenges in the conservation of flagship species.

Figure 9.2 and table 9.1 illustrate how GTTI has endeavored to achieve collec-
tive impact.
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Figure 9.2 GTI Business Operations Model
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Sources: Quote in from correspondence from John Seidensticker, 2013; figure adapted from FSG.org, Collective Impact for Opportunity Youth,
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Table 9.1 GTI Goals and Achievements for Collective Impact

Goals Actions

Achievements

Common agenda
vision
Shared measurement

Mutually reinforced

activity to the best of their capabilities
(GTRP, mutual accountability
frameworks)
Continuous Secretariat monitors and regularly

communication shares results

Backbone secretariat

and mobilize resources

Partners agree on shared goals and

Partners contribute key functions

Keeps goal in sight and keeps the
process moving to report results

Partners keep track of the same data

T x 2 goal of St. Petersburg Declaration

Global Tiger Recovery Program—consensus, road map
A common set of indicators

Common systems of monitoring and reporting
Impact not from numbers alone, but from the
coordination of partners contributing the activities
and functions that they do best toward shared goals
and a common agenda

Regular results reports build trust and a common
vocabulary

Regular meetings to learn and solve problems
together

Separate dedicated staff to plan, manage, and
support

Source: Adapted from Kania and Kramer 2011.
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Case Study: The Global Partnership for Oceans

Despite global commitments—as well as the efforts of many organizations, gov-
ernments, enterprises, and individuals—the oceans remain under severe threat
from pollution, unsustainable harvesting of ocean resources, habitat destruction,
ocean acidification, and climate change. By launching the Global Partnership for
Oceans (GPO) in Singapore in 2012, then president of the World Bank Group,
Robert B. Zoellick, initiated an ambitious attempt to deal with the dizzying array
of multilayered problems the oceans, seas, and international waterways of the
world are facing.® While numerous initiatives have been undertaken to address
the “oceans challenge,” they have been mostly piecemeal and inadequate to the
enormous task of halting the relentless erosion of the health and productivity of
the oceans.

The GPO is intended to reinforce and reinvigorate global efforts to ensure
the sustainable use of the oceans and to further curb illegal, unregulated, and
unreported fishing. As such, the GPO is vital to ensuring that a fair share of
better-managed ocean resources is redistributed to benefit poorer countries. It
aims to improve capacity and to close the recognized gap in action in imple-
menting global, regional, and national commitments for healthy and productive
oceans.”

Given the enormity and complexity of the challenge, President Zoellick
decided it was time to bring together a coalition of governments, international
organizations, civil society groups, philanthropic organizations, and private inter-
ests on a scale necessary to deal collectively with the well-known problems of
overfishing, marine degradation, habitat loss, and other non-sustainable practices
in the oceans and fragile coastal regions. Embodied in the GPQ, this coalition
represents active recognition of the inability of any one organization, country, or
even clusters of countries to “go it alone” on ocean conservation. Rather, the GPO
is a clarion call for global holistic approaches to a truly global issue, building on
the commendable work already done to address the threats to oceans and to
identify workable solutions.

All members of the GPO, including the World Bank Group, were already
involved in activities to protect the world’s oceans. The key next step is to mobi-
lize around a set of agreed goals to reverse patterns of degradation and depletion
and to scale up and coordinate the work of the various partners. It is hoped this
focus will also help mobilize new financial, technical, and human support, work-
ing collectively across countries, civil society, and the private sector.

Ocean governance reform at all levels creates an enabling environment that in
turn, can catalyze sizeable quantities of public and private sector finance to sus-
tain ocean ecosystem services. The GPO provides a key opportunity to scale up
proven approaches.

Among the GPO'’s goals are targets for significantly increasing global food fish
production from aquaculture and sustainable fisheries; halving the current rate
of natural habitat loss and increasing marine-managed and protected areas to
at least 10 percent of coastal and marine areas; and reducing marine pollution,
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especially from marine litter, wastewater, and excess nutrients. The GPO is
initially targeting three focus areas:

¢ sustainable seafood and livelihoods from capture fisheries and aquaculture;
e critical coastal and ocean habitats and biodiversity; and
¢ pollution reduction.

This case study chose two questions regarding the GPO as a way to better
understand the magnitude of such global challenges. The first question is whether
success has been adequately defined in terms of long-term objectives—in other
words, what optimal, stretch targets might the GPO achieve by 2025 or 2030?
The second question is will these stretch targets likely be met given the current
norms for World Bank participation in such partnerships?®

What could the GPO accomplish by 2025 that would indicate that the part-
nership is facilitating the transformation needed to generate sustained optimal
benefits from ocean ecosystems? In addition to the highly tangible objectives
agreed by the GPO partners, some of the key accomplishments by 2025 might
be as follows:

e In 2025 the GPO has evolved into a model of how the World Bank Group
is able to support multipartner approaches to a global priority. Solutions
unimaginable in 2012, when the GPO was launched, have emerged regularly
as the partnership constantly and collectively adjusts its approaches to com-
mon problems. The GPO, with its commitment to forging collective impacts,
is seen as a dynamic generator of emergent solutions.

e Eschewing the generally uncoordinated ocean aid efforts of the past, govern-

ments and other partners channel their ocean and coastal development assis-
tance through the GPO.

e Accompanying the financial flows from donors is a steady stream of the top
policy and technical talent seconded to the GPO secretariat, where they inter-
act with counterparts from the recipient regions. Multiskilled, multinational
teams systematically incorporate all collected data in any given area before
analyzing and feeding it into the design and implementation process of the

GPO membership.

e The cooperative, multistakeholder-driven conservation and sustainable
development initiatives were double tracked by the GPO for global and for
regional approaches. Once successful, the two were consolidated and their
cooperative efforts resulted in healthier oceans that are productive and richer
in biodiversity.

o To address the budgetary gap, WAVES, the Wealth Accounting and the Valuation
of Ecosystem Services, of mainly terrestrial assets, was drawn offshore and
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adapted in “Blue WAVES” to include life forms that can be extracted from the
oceans. With Blue WAVES serving as a GPO metric for programs, donor orga-
nizations have been more ready to justify contributions to GPO initiatives.

¢ (Coastal and marine ecosystems and services are properly valued and accounted
for. For example, the value of coral reef ecosystems, about $30 billion in 2012,
has more than quadrupled since responsible reef-viewing tourism programs
were scaled up and used to help fund GPO coral regeneration projects. In
addition, reef valuation takes into account fisheries production, pharmaceuti-
cal potentials, and disaster reduction functions.

¢ Assigning a real economic value to the oceans results in budgets commensu-
rate with its real contribution to the GDPs of countries.

* A more quantitative appreciation of the risks of climate change to ocean com-
munities and resources helps stimulate a rapid reduction in greenhouse gas
emissions so that the global target of limiting warming to 2°C is achievable.

What are some of the steps for achieving such major levels of success? Two
actions are required in the immediate future: first, very high-level leadership
needs to be reestablished, and second, that leadership needs to facilitate mobili-
zation of sufficient funding commitments to meet the first five years of activities.
Once these two actions are taken, it is suggested that the GPO establish a
separate backbone organization, the GPO secretariat with staff and specific skill
sets, to serve as the backbone for the entire partnership and to coordinate partner
organizations. New studies on collective impact indicate that such a dedicated
and somewhat independent group representing all of the partners is often of
crucial importance for success. The CEPF experience is a good example of how
this might work.

By 2015, the GPO should be recognized as the go-to organization as its care-
fully designed activities take root. Donors will better understand the potential
returns on their investment in the GPO in terms of the development of produc-
tive oceans and coastal regions. The GPO approach has become a brand signify-
ing a credible indication of the sustainability of proposed investment projects.
At the same time, the GPO could quickly seek an expansion of partners, with the
objective of including a significant percentage of Fortune 500 and most of the
world’s oceanic and coastal states.

Focusing on innovative financing will be an important step once the partner-
ship is on a sound foundation. It could establish a GPO “Blue Exchange,” say by
2016, matching financing with projects and programs of varying size and risk.
The Blue Exchange would blend financing instruments to enable the private
sector to record suitable returns on investment, while also offering multilateral
development banks, bilateral development agencies, and venture capital a plat-
form of offerings to participate in the financing of ocean-benefit activities. The
tourism, fishery, extractive, and energy industries would be priority participants.
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The Blue Exchange would also be tailored to support small island developing
states (SIDS) by establishing subregional development funds (SDF). The GPO
focuses on building the capacity of smaller island states to manage the SDF allo-
cations to their needs. The SDFs, guided by sustainable development objectives
and applying transparency and anti-corruption practices, are boosted by contribu-
tions from the regional private sector as well as from traditional donors. Recipient
countries themselves are also investing in the SDFs to ensure a place at the gov-
ernance table and to avoid the fiduciary distractions of domestic politics.

Blue carbon biofunds—promoting conservation and planting of coastal
vegetation to reduce atmospheric carbon—are already under consideration by
Abu Dhabi, which is working with the GPO. These programs should be well
established by 2018, and by 2020 they should be funding at-scale replanting of
mangroves, sea grasses, and other blue life forms at the global level.

Further to these broad 2025 measures of success already mentioned, by 2025
the work on valuation of ecosystems and resource and carbon pricing should set
the stage for issuance of GPO Blue Bonds, an adaptation of the World Bank green
bonds, fueling the sustained operations of the GPO. This effort would be enabled
by the following:

¢ In the food sector, the GPO-branded (certified) capture of ocean protein has
been accepted as an industry standard by the food production industry.
It has become near impossible to secure funding for any coastal construction

without the plans passing muster with the GPO sustainable construction

guidelines.

Tourism development proposals matching GPO criteria are fast-tracked for

funding by the private sector.

e Governments, civil society, and the private sector save time and money by
defaulting ocean-related funding and resources to the GPO and its many asso-
ciated processes.

® Recognizing that energy generation and oil imports are the biggest budget
drainers in small island and coastal states, as well as huge contributors to pol-
lution, renewable energy has become a GPO priority. The SIDS Sustainable
Energy Initiative (SIDS DOCK, http://sidsdock.org), the renewable energy
driver of the GPO, with its formidable private sector backing, has converted
the vast majority of SIDS and coastal developing countries to renewable
energy. GPO-compliant tourism properties were able to quickly record heavily
reduced electricity bills thereby rapidly repaying their loans from the SDFs.
It wasn't long before the private capital community led the investment push
in the tourism sector.

¢ A GPO Energy Fund, driven by the private sector and foundation contribu-
tions, funds efficiency and renewable energy development and production.

® Ocean-sourced energy systems, such as ocean thermal energy conversion and
seawater air conditioning systems, are now the major forms of energy genera-
tion. Ocean thermal energy conversion systems have all but eliminated the
import of fossil fuels to SIDs and coastal states, freeing up huge portions of

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9



Shifting Priorities: Re-envisioning World Bank Partnerships for Transformational Impact

national budgets. Mixed ocean, wind, solar, and hydrogen systems, developed
with GPO guidance, have enabled SIDS to be energy dependent.

A Model for the Future of World Bank Partnerships: Sustained
Leadership for Collective Impact

The examples of the CEPF, GTI, and GPO and recommendations made by the
IEG make clear the areas in which the World Bank can improve its partnership
practice. GRPPs are innovative and multistakeholder partnerships that have
incentivized an array of different groups to mobilize around common goals. The
IEG reviews show the strength of the World Bank in these partnerships; it was
most often effective at taking on a coordination role, and in other examples it
provided valuable technical assistance. Correspondingly, the weaknesses in these
partnerships also change, sometimes lacking uniform monitoring and evaluation
systems and other times showing inconsistency between headquarters and
country-level priorities. With a constantly changing international funding land-
scape, urgent environmental and climate needs, and limited resources, World
Bank must continually adapt to change and find new models of collaboration to
accomplish its goals (IEG 2010).

Partnerships are increasingly complex, as they need to be able to tackle GPG
challenges over the long term, and the Bank should continue to have a dynamic
role as a partner, taking on responsibilities that are best suited to its strengths in a
particular field and in conjunction with the resources of its partners. In the IEG
reviews of the Bank’s GRPPs, the Bank showed it can have enormous impact if it
recognizes where it can add the most value to a larger partnership. As the Bank
engages in partnerships that take on more complex, long-term GPG challenges, it
is crucial to spell out the roles and responsibilities of partners at a project’s incep-
tion and to put in place mechanisms that support the partners in meeting their
obligations.?

An emerging practice, Collective Impact, appears to fit the emerging needs of
mega-collaborative partnerships. Kania and Kramer (2011) outline the following
five conditions that define collective impact initiatives and produce powerful
results:

¢ A common agenda. All partners share a vision for change, including a common
understanding of the problems and a joint approach to solving them through
agreed actions.

¢ Shared measurement. Collecting data and measuring results consistently across
all partners in a large and complex landscape or oceanscape ensures efforts
remain aligned and partners hold each other accountable.

¢ Mutually reinforcing activities. Partners must be differentiated, but they have
to coordinate through a mutually reinforcing plan of action.

¢ Continuous communication. Consistent and open communication lines are
critical across a large and diverse partnership in order to build trust, assure
realization of mutual objectives, and create common motivation.
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® Backbone support. Creating and managing collective impact requires a sepa-
rate organization with staff and specific skill sets to serve as the backbone for
the entire partnership and to coordinate partner organizations.

For the World Bank to achieve significant impacts on global problems, it is not
enough for it put in place a better overarching strategy, mobilize enough money;,
or receive that money in the right way. It must also become more agile and effec-
tive as a participant in broad coalitions. Consider the following glimpse of a pos-
sible future:

e By 2025, the number of IDA-eligible countries is halved and today’s emerging
economies, and largest IBRD borrowers, are partners in funding the develop-
ment of other developing countries.

e ODA remains flat at around present levels or declines, and a large share of it is
used in support of global public goods, including support for private sector—led
green growth, with the balance allocated to a residual group of fragile and
conflict-affected countries.

e ODA from traditional OECD sources is rivaled or even overtaken by contri-
butions from emerging official donors, private foundations, or “direct giving”
mechanisms.

® Action on global challenges is increasingly taken forward by coalitions of
like-minded parties—incorporating sovereign states, cities, CSOs, businesses,
institutional investors, regional and international organizations, and youth
movements—with coalition governance geared toward achieving “collective
impact” on large-scale challenges.

o The vehicles for dealing with such challenges are increasingly special-purpose,
internationally coordinated, and long-term mega-programs designed to solve
the problems, rather than put dents in them.

The scenario outlined here might appear far-fetched. But aspects of it are
already coming to pass. Consider, for example, the emergence of the Global Fund
to Fight AIDS, Tuberculosis and Malaria or the GAVI Alliance or more recently
the GPO.10

The question now is whether the World Bank and similar organizations can
adapt their ways of working to assure their long-term relevance as coalition part-
ners. To do this, they will need to be ready to engage in both leadership and non-
leadership roles in new forms of partnership that exhibit the vision, scale,
resourcing, and durability required to match large and uncertain global
challenges—including those of promoting healthy oceans and productive ecosys-
tems, assuring sufficient freshwater supplies, and achieving a stable and hospita-
ble climate.

It should be a given that the World Bank—with its strong technical and finan-
cial knowledge and operational capabilities—will ultimately play a fundamental
role in most such large-scale, long-term partnerships. However, significant barri-
ers to such partnerships exist at the institutional level. First among these is the
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Bank’s governance—the primary factor cited by the designers of the Green
Climate Fund (GCF) when arguing for a limited role for the World Bank. The
dominance of developed countries on the Bank’s board was seen as a major prob-
lem, even though many recognized the Bank would have been the logical place
to house the fund. A second barrier is the Bank’s heavy reliance on external,
special-purpose funding for regional and global initiatives. A third is the Bank’s
heavy and often risk-averse bureaucratic processes—geared more toward large,
loan-financed operations than toward partnership-based and grant-financed pro-
grams—which tend to impede flexibility, innovation, and speed, and therefore
limit impact. A final barrier, identified by some observers, is that the Bank tends
to be a serious, engaged partner only when in the lead and in control.

The authors of this book believe the Bank does have the capacity to dismantle
the above barriers and play a fundamental role in meeting global challenges
within global coalitions. Indeed its place in the institutional architecture would
be strengthened if it were to assume this role. But sustained leadership is also a
key ingredient to sustainability and success. The CEPF and GPO are examples of
partnerships that seek collaborative, transformational impact on complex, long-
term GPG challenges. Both partnerships were established with challenging
stretch goals. Both were established with strong leadership at the outset by two
different World Bank presidents. The CEPF enjoyed that leadership over a long
enough period to move the partnership beyond its initial phase by securing
significant, relatively long term funding. The GPO has not had such sustained
leadership since President Zoellick left the Bank shortly after launching it.

CEPF was set up from the outset with an independent secretariat housed in
Conservation International, although achieving real independence was a chal-
lenging task and took about four years. GPO was set up with an informal secre-
tariat inside the Bank. CEPF implementing partners and the CEPF secretariat
have periodically struggled to meet Bank safeguard and procurement policies and
procedures. It is too early to tell whether the GPO partners will experience simi-
lar difficulties.

The emerging model of collaborative impact partnerships has the Bank in a
dynamic role as a partner, taking on responsibilities that are best suited to its
strengths in a particular field in conjunction with the resources of its partners.
Dynamic leadership is key to getting such initiatives under way. The Bank can
often play that role by bringing top-level leaders together and keep their engage-
ment active over time. Effective leadership will result in the partners tackling the
challenges in a collaborative manner and avoiding their pushing a particular
agenda.

GPG challenges like climate change, oceans, and water and food security
require visionary, long-term strategies that can be broken into sequential activity
programs with clear responsibilities and accountabilities for each partner. Financial
resources must be adequate to carry out the immediate time slice and get the next
one under way, thus funding for five or six years is required. When these condi-
tions are met, the World Bank is in an ideal position to deliver collective, long-
term impacts at a scale commensurate to the challenges.l!
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Box 9.1 What Young Development Professionals Think About Crowdfunding
Sustainability

Anna Lerner, Energy Specialist, Latin America and Caribbean

In 1886 Joseph Pulitzer and his newspaper The New York
World famously raised $100,000 in micro-donations from
more than 160,000 people in five months for the completion
of the Statue of Liberty’s granite foundation. While crowd-
funding to attract donations or investments from multiple
individuals for a specific purpose is not a new concept, the
advent of the internet and subsequent adoption of social
media and other forms of technology have made it possible for almost anyone, anywhere, to
investany amount of money in any number of ideas imaginable. Crowdfunding has emerged
as a viable, scalable alternative to traditional sources of public and private finance, capable
of overcoming barriers to accessing finance and catalyzing innovation and entrepreneur-
ship. While presently most prominent in developed countries, crowdfunding has the poten-
tial to be a game changer for emerging markets and developing countries, allowing them to
capitalize on their ability to leapfrog technology adaptation and innovation. Underpinned
by universal connectivity, coupled with a favorable ecosystem that encourages risk taking
and entrepreneurship, crowdfunding can offer a new frontier for innovation. The World Bank
Group faces a unique opportunity to pioneer the creation of this enabling global system.

Through Kickstarter, one of the world’s largest crowdfunding platforms, more than
12 million people from 177 countries have pledged in excess of US$300 million. They have
contributed to around 18,000 successfully funded projects. In 2012 the crowdfunding indus-
try grew 81 percent, reaching US$2.7 billion and funding more than 1 million campaigns.
Industry experts project an exponential increase over the years ahead.

Small and medium enterprises (SME), social ventures, and entrepreneurs all cite
financing as one of the primary barriers to growth. In developing countries, low avail-
ability of traditional financing and high-risk financial markets exacerbate these hurdles.
Many SMEs rely on friends and family for startup or growth capital due to lack of credit
history, high transaction costs, and other barriers. Traditional capital markets have also
limited large groups of non-accredited financial investors to capitalize high-growth
entrepreneurs and local businesses. Crowdfunding offers a previously nonexistent
opportunity for this market failure to solve itself, strengthening shared prosperity among
community members. Funding Circle, for example, was launched in 2010 as a response
to business “being starved of finance by the big banks, while people were getting a poor
return on their money.” Crowdfunding can become a unique vehicle matching foreign
direct investment and remittances with high-growth entrepreneurs and profitable local
investments, allowing for lucrative investments and social impacts.

The crowdfunding business models of choice depend on the type of capital needed by
the venture, its industry affiliation, and what type of backers the project proponents are
seeking. Early crowdfunding campaigns predominately solicited donation crowdfunding
and offered their backers a reward depending on how much they contributed to the
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campaign. Recent ventures have increasingly been seeking debt- or equity-based invest-
ments targeting high-growth entrepreneurs.

“Social cause”is the most active crowdfunding category, with more than 30 percent of mar-
ket size, often using donation or interest-free, loan-based campaigns. Three other prominent
categories in 2012 were entrepreneurship (17 percent), film and performing art (11 percent),
and energy and environment (6 percent). Crowdfunding platforms exist in 27 countries, but
North America and Europe presently account for 95 percent of the crowdfunding market.

While crowdfunding offers a real alternative to traditional financing, a democratization
of impact investments of sorts, a number of risks are associated with the growth of the
industry. Credible crowdfunding systems require the right mix of supportive ecosystem,
enabling institutions, policies, technology, capital, and entrepreneurs as well as protection
for investors. Multilateral finance institutions, like the Bank, could play an important role in
mitigating these risks.

As a start, the Bank could act as an honest broker and support national regulatory
frameworks that protect investors while facilitating capital formation, providing trust to
the system. Forward-thinking regulators who understand the opportunity posed by
crowdfunding will be key to transforming national markets. A strong pipeline of sustain-
able and profitable projects could also be supported by the Bank, particularly considering
that projects directly relevant to the core business of the Bank (social cause, energy and
environment) are dominating the existing crowdfunding market. Risk-averse investors
often shy away from new emerging markets, where their investments could sometimes
make the most impact. Social media market penetration and increased internet access are
two of the most important drivers to recent expansion of crowdfunding. To allow new mar-
kets to leapfrog regulation and technology development and continue the expansion, the
Bank should continue to support increased connectivity and widespread dissemination of
information and communication technology in client countries.

Whereas the crowdfunding industry will innovate out of necessity, the transformational
innovation argued here is related to connecting the financing mechanism to the global
knowledge and the convening power of institutions like the Bank. With decades of experi-
ence operating in risky new markets, and with a global reach like few others, the Bank has a
unique opportunity to leverage one of its core comparative advantages in order to fast-
track the industry to scale and global reach. By engaging as a trusted convener, the Bank can
address market failures for the provision of public goods while bringing renewed relevance
toits operations and core mission. Crowdfunding can become a vital instrument in the work
to eliminate poverty and create shared prosperity if the Bank is brave enough to engage.

Notes

1. The CEPF case study was prepared by Isabel Nicholson.

2. To see a video of Executive Director Patricia Zurita discuss the CEPF: http://youtu
.be/EPVSPa5gg3Q.

3. To see Patricia Zurita discuss regional implementation: http://youtu.be/fdRIglw_-OE.
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. To see Patricia Zurita discuss how donors and partners work together: http://youtu

be/71kqJO4A-UL

. The GTI case study was prepared by Alison Wescott, Global Tiger Initiative.

6. The GPO case study was prepared by Lelei TuiSamoa LeLaulu.

. To see Lelei Lelaulu introduce the Global Partnership for Oceans: http://youtu.be

/PVWSVQYtnKY.

8. Tosee Lelei Lelaulu discuss the role of the World Bank: http://youtu.be/M0OpO1rqeckA.
9.To see Lelei Lelaulu discuss the foundations for partnership: http://youtu.be

10.

11.

/PQ_6Q-Cfmls.
http://www.theglobalfund.org/en. http://www.gavialliance.org. https://www.global
partnershipforoceans.org.

To see Lelei Lelaulu discuss a sea change against business as usual: http://youtu.be
/L1Cxf9uLFn8.
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CHAPTER 10

Urban Sustainable Development:
Re-envisioning the City of 2025

Julianne Baker Gallegos and Sintana Vergara

For better or worse, the development of contemporary societies will depend largely
on understanding and managing the growth of cities. The city will increasingly
become the test bed for the adequacy of political institutions, for the perfor-
mance of government agencies, and for the effectiveness of programs to combat
social exclusion, to protect and repair the environment and to promote human
development. (Galea, Freudenberg, and Vlahov 2005)

Cities offer promise of economic opportunity, innovation, education, and culture
(Bettencourt et al. 2007; World Bank 2012), as well as the challenge of providing
for human and ecosystem needs—sustainably. This chapter considers the attri-
butes that make a sustainable city, examines the forces that threaten it, and
postulates how the World Bank might promote measures to ensure that cities act
to conserve the global commons and promote of human health.

Why Youth?

Recent social movements, such as the Occupy Movement in Washington, DC,
and the Arab Spring in multiple countries, have demonstrated that urban youth
are not only numerous, but they have a voice and want things to change.
Almost half the world’s population today is under 25 (nearly 3 billion total),
and nearly half of those (1.3 billion) are between 12 and 24 (UN-HABITAT
2013). The majority of youth are concentrated in towns and cities where they
have opportunities, resources, and access to services not generally available in
rural areas in the world.

Cities in the developing world, which also happen to concentrate the highest
number of youth, account for more than 90 percent of global urban growth
(UN-HABITAT 2013). This means that by 2025, 3 billion of current global resi-
dents (the majority residing in Asia and Africa) will be determining the fate
of our planet. Furthermore, the youth voice is consistently undervalued in eco-
nomic valuation methods, surveys, and policy making, which tend to be

To see Julianne Baker Gallegos and Sintana Vergara discuss nine priorities for the city of 2025: http:/
youtu.be/01viUk-9qy!
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developed based on household and family information, leading to gaps in our
understanding of the impacts of unemployment (and child labor), health, educa-
tion, violence, gender, substance abuse, and poverty (among others) on youth.

At the same time, today’s youth are being raised in a technological era in
which cellular phones, the internet, and social media are viewed as natural
parts of everyday life. They are accustomed to a rapidly changing world and
are active members of a global community that gives them access to an abun-
dance of information, allowing them to see, hear, learn, and experience the
world in a variety of ways.

While many regions still have limited access to certain technologies, urban
areas worldwide tend to have the highest access to communication media; even
internet cafes and mobile cell phone coverage (and personal cell phones) can
be found in the most unexpected and remote areas of the world. Increasingly,
mobile technology is used as a means for accountability, the internet as an edu-
cational tool, and social media as a more reliable news source than some of the
world’s best-known news media. And the most active users of these technologies
are usually young members of society.

Notwithstanding their communication abilities, urban youth are rarely
included in consultations, planning, management, and decision-making processes
around the world. The half of the world’s population that has been most exposed
to this recent outburst of technology, urbanization, and globalization is also the
half that has the least say in how our planet will be managed in the future. Urban
youth today have grown up in a much more complex and interconnected world
than previous generations, yet they continue to play a secondary role in urban
development. The initiative presented in this chapter first proposes that develop-
ment institutions such as the World Bank start setting an example by involving
youth in defining the sustainable city of 2025. Rather than pose the question
to senior decision makers—those who are most often consulted—this initiative
sought to hear from youth, the decision makers of 2025, about what they want
their cities to look like.

Nine Priorities for the City of 2025

As the share of the global population living in cities soars beyond 50 percent,
answering one question is central for sustainable development: “What attri-
butes should your city to possess in 2025?” The question is also central to rethink-
ing the role of the World Bank in catalyzing sustainable development in 2025.
The authors ran a series of participatory workshops with professional and low-
income youth, aged 15-30, to find out what they wanted in their cities. At least
three workshops were held in each of four cities—Bangkok, Manila, Tokyo, and
Washington, DC. The workshops asked participants to respond to the following:

1. Describe your city: A one-word answer. Participants shared a word or a phrase
that described where they were from.
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2. Visualize your city: A game. In the game, participants worked in pairs to
answer four questions:
a. What attributes do I want my city to possess in 2025?
b. What actions can be taken to implement this vision?
c. What barriers stand in the way of this vision?
d. What can I do to implement this vision for my city?

3. Picture your city: A photo competition. Participants were invited to submit up
to three or their own photos depicting their cities. In low-income areas, dispos-
able cameras were distributed to workshop participants.

Pairs of participants would answer the first question, then pass their paper to
another pair, who would then answer question 2 (actions to be taken) based on

the previous group’s response to question 1 (desired attributes) and so on through
question 4. After all four questions were answered, lively discussion ensued.

Figure 10.1 Word Cloud for “Describe Your City in One Word”
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Results of the Workshops

The words and phrases used by participants in Bangkok, Manila, Tokyo, and
Washington, DC, to describe their city are shown in “word clouds” throughout
this chapter. The size of a word corresponds to the number of times it came up
during the introductory exercise.

This exercise demonstrated two characteristics of these youthful participants.
First, they spoke eloquently and clearly about their cities and showed that they
were empowered to affect change in their communities through the ideas they
proposed for actions that could be taken to implement the vision for their city
(questions 2b and 2d). While in general many found it easier to come up with
barriers (question 2¢c) to the actions proposed in the game (question 2b), in a
workshop for low-income youth in Manila, the participants came up with more
individual actions than barriers to create the cities they desired.

Second, the experiences of youth in the same city can differ radically. Young
professionals in Washington, DC, envisioned a city with better mobility; low-
income youth in DC wanted a city with less gun violence. Young men in Tokyo
wanted a more decentralized city; young women there wanted a city that could
give them a better work-life balance.

While the diversity of experiences challenges a simple summary of the results,
there were common attributes that were most important to youth across cities.

Figure 10.2 Proportion and Percentage of Responses for Specific Attributes in Youth Workshops
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Note: Bubble size is proportional to the number of responses, and percentage illustrates the frequency with which particular attributes came up
during the workshops for each of the cities surveyed.
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An analysis of the data showed clear trends that led to a natural grouping of
attributes into nine categories. The youth wanted their city of the future to
(1) provide access to basic needs and opportunities, (2) exhibit sustainable
modes of consumption, (3) be livable, (4) possess human capital, (5) grant its
citizens mobility, (6) exhibit good governance, (7) have low or no pollution,
(8) be safe, and (9) be resilient to climate change. These attributes are largely in
accordance with the scientific literature on sustainable cities (Kenworthy 2006).

Though there are differences between the attributes rated important in each
city, access to basic needs and opportunities was cited as the most important
attribute in Manila and Washington, but was not of urgent importance in
Bangkok and Tokyo, However, all nine of the attributes were important across the
cities. These nine priorities guide this chapter, which explores each with respect
to its role in the city of the future and proposes how the World Bank can catalyze
its attainment.

Sustainable Consumption
Cities as centers of consumption of renewable and nonrenewable resources
(Howley, Scott, and Redmond 2009) have a tremendous impact on public and
environmental health. The world is urbanizing rapidly at a scale never before seen;
this urbanization is centered in smaller cities within low-income nations (Cohen
2004). Over the next decades, this urbanization will be centered in Africa
(UN-HABITAT 2010b). Already majority urban, the world population is pro-
jected to be 75 percent urban by 2030 (Galea, Freudenberg, and Vlahov 2005).
These rapidly urbanizing places are also home to a billion “new consumers” in
developing nations, who as a group have the spending capacity of all U.S. con-
sumers (Myers and Kent 2003). This newly affluent population is dramatically

Figure 10.3 Word Cloud for “Sustainable Consumption”
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increasing consumption of meat, electricity, cars (the number of cars owned in
the developing world grew 89 percent during 1990-2000, with China’s fleet
increasing 445 percent and Colombia’s 217 percent), and other consumer goods
(Myers and Kent 2003).

The increase in population and consumption demands more extraction of
natural resources and the production of more energy, resulting in increased
greenhouse gas (GHG) emissions and more solid waste. Effective manage-
ment of municipal solid waste poses “one of the biggest challenges [to] the urban
world” (UN-HABITAT 2010a). In low-income countries, most cities collect less
than half of the waste generated, of which only half is processed to minimum
acceptable environmental and health standards.

The challenge is growing, and the waste is piling up. Along with rapid urban-
ization and population growth, municipal solid waste generation from the
world’s cities is increasing at unprecedented and alarming rates—from 1.3 billion
tonnes in 2006 to a projected 2.2 billion tonnes by 2025. All of this growth is
centered in developing country cities.

So these two dramatic demographic shifts—more people moving to cities and
people consuming more—mean that cities drive global consumption and deter-
mine whether it is done sustainably. Thus they must become more efficient at
handling their own by-products (from emissions to air, land, and water) to
protect their citizens.

Not all consumption is created equal, and how cities consume has important
environmental and health consequences. Bluefin tuna stocks—more than half of
which is sold in Japan (and most of that in Tokyo)—are currently 96.4 percent
below their historical abundance levels (Hoornweg et al. 2013).

A global public good (GPG), then—for example tuna stocks in the sea—is
driven by the consumption of cities. And the consumption of a citizen in
New York is far greater than the consumption of a citizen of Dhaka; Newman
(2006) estimates that the environmental footprint of one Donald Trump is equal
to that of several million low-income households in developing nations.

Increasing wealth and urbanization is not, however, a one-way street to
destructive consumption. In fact, cities are recognized as “principal engines of
innovation and economic growth” (Bettencourt et al. 2007, 7301), and the area
of consumption is no exception. “Collaborative consumption” has emerged as a
way in which citizens can save money, resources, and time. Its main principle is
that people want services rather than things, and to meet that need, businesses in
cities are beginning to offer car shares (for example, Zipcar), bike shares (for
example, Capital Bikeshare), tie rentals, tool libraries, sheep rentals for lawn
mowing, and even age-appropriate toys. Sharing extends to lifestyles too; young
people in cities are increasingly choosing to live in intentional communities and
cooperative houses, to share the labor and the possessions of city life (Vergara
2012a).

In a rapidly growing and urbanizing world, if greater numbers of urban resi-
dents chose to share or rent rather than own a car, the resulting improved air
quality and reduced GHG emissions would be substantial. A tremendous
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amount of resources could be saved if citizens sold or exchanged clothes or
electronics, rather than discarded them. Similarly, moving back to collective
rather than individual living would reduce furniture production, energy
consumption, and food waste. Cities—and their citizens—will be the main
determinants of the global mode of consumption and its environmental
consequences.

Multilateral institutions like the World Bank are uniquely qualified to nudge
consumption and thus govern—or at least influence—the global commons. The
Bank can encourage consumption changes in a number of ways: by effectively
valuing natural resources as a source of wealth and heritage, by actively protect-
ing natural resources (even before they are threatened), and by catalyzing inter-
national cooperation to govern global public goods. Box 10.1 gives example of
actions and barriers from the participatory workshops related to the desired
attribute “sustainable consumption.”

Mobility

Within the realm of consumption, people and cities are shifting their modes of
transportation, and they are shifting in the wrong direction. In 1988 Kristof
(1988) wrote that 76 percent of road space in China’s capital was taken up by
bicycles—one in every two people owned a bicycle—which was 5.6 million
bikes for 10 million people. But as of 2012, Beijing’s traffic patterns are impres-
sive for a very different reason. Cars now clog the streets, slowing down rush
hour traffic to 9 miles per hour, and bicycles have all but disappeared. Chinese
consumers have overwhelmingly embraced the car—whose number increased
from 1.1 million to 6 million, between 1990 and 2000, a 445 percent leap.

Box 10.1 Sustainable Consumption (Workshop Responses)

Actions: Participants suggested government regulation and city-specific plans are extremely
important, as is the need for international standards to regulate global industrial processes.

Barriers: Some of the barriers to sustainable consumption identified by participants include
lack of education, the misconception that owning material objects constitutes well-being,
governance challenges in both the public and private sectors, and the lack of accountability
when public utilities are privatized.

My Actions: At the same time, the young workshop participants came up with multiple
individual actions they could take to consume more sustainably in the future. Some of these
actions include the following:

“Practicing energy-saving actions.”
“Share my practices with others.”
“Share service provision with friends and neighbors (car-sharing, tool sharing, etc.).”

« “Start free shop and swap meets for recycling and reusing old items.”
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Figure 10.4 Word Cloud for“Mobility”

bike-friendly

bicycle sky system public

subways

city

The hunger for cars is growing; China is now home to more than 78 million cars,
6.5 million of which are in Beijing alone.

The explosion of cars is not only China’s doing; the world’s citizens are driving
1 billion cars now. Car ownership is highest in the United States, where there are
1.3 people per vehicle, compared with China’s 6.75. What is interesting about
China is that its cities experienced a mode shift from bicycles to cars in 20 years,
and now cities all over the world are aiming to do the opposite.

Many developing cities are now where developed cities are trying to be in
terms of having high mode shares of public transit, walking, and cycling, though
many of these cities lack a set of good alternatives, especially for poorer citizens
(Sietchiping, Permezel, and Ngomsi 2012). In Sub-Saharan Africa, cycling and
walking are the dominant forms of urban mobility, with bicycles and motorcycles
growing in prevalence. While bicycling is understood to have a variety of health
and environmental benefits, it often goes unacknowledged as an important mode
of transit by planning authorities (UN-HABITAT 2010b).

If the goal is “providing fair, affordable, sustainable transit options in order
to improve citizens’ lives and their capacity to engage in economic and social
opportunities and minimize negative environmental impacts” (Sietchiping,
Permezel, and Ngomsi 2012, 183), then mass motorization is not the solution. At
a global scale, road transportation is a large and growing source of GHG emis-
sions: transport emits 25 percent of CO, from global energy use; 75 percent of
such emissions come from roads, and vehicle emissions are a major source of
black carbon, whose powerful global warming potential and public health risks
are just beginning to be understood (Bond et al. 2013). At a city scale, mass
motorization threatens public health and environment and creates unlivable cit-
ies. Car-centered cities have worse air pollution and higher asthma rates; recent
work shows that urban residents’ exposure to air pollutants in developing cities
can be orders of magnitude higher than those for high-income countries.
Cities built for cars in developed nations—especially those in the United States—
are facing obesity epidemics directly linked to sedentary lifestyles. Cars are also
dangerous: road traffic injuries are expected to be the third leading cause of
death worldwide by 2020.

The risks incurred by cyclists and pedestrians depend on the city. Car-centered
cities create a vicious cycle: they are more dangerous for bikes, so people drive
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more. In American cities, residents use cars for 66 percent of trips under 1 mile
and 89 percent of trips 1-2 miles long; these trips could easily be taken by
bicycle.

A virtuous cycle can be created by cities that encourage cycling and facilitate
leaving the car behind. A few cities whose recent efforts to reimagine the role of
the bicycle in transporting its citizens—through policy measures suggested
here—highlight the wisdom of Beijing’s boulevards of 20 years ago.

In developing countries, however, the bicycle, though the most commonly
used form of transportation, is being rapidly replaced by the car. This shift is an
active choice, by people and by cities, and is occurring whether we choose to seek
inspiration from Beijing in the 1980s or Beijing in the 2010s, whether we build
cities for 1 billion cars or 1 billion bicycles; these choices will profoundly shape
the health of our citizens and life in our cities.

The World Bank is well positioned to encourage the development of people-
centered cities, by both investing in pedestrian and bike-friendly development—
bike lanes, bike share programs, pedestrian walkways, and traffic education—in
addition to mass transit and by not promoting urban development centered on
private motorized vehicles.

Box 10.2 describes example actions and barriers from the participatory work-
shops related to the desired attribute “mobility.”

Livability

Livability emerged in the workshops as a desirable attribute in a number of
forms, including the need for more recreational space, for green areas within the
city, and for a better work-life balance.

Box 10.2 Mobility (Workshop Responses)

Actions: Some actions proposed by participants to increase efficiency in urban mobility
included encouraging public transport usage among urban residents, developing better infra-
structure (both roads and commuter lines), creating awareness about traffic rules and imple-
mentation of the rules, and building highways and parking lots when necessary.

Barriers: Participants identified a series of barriers to higher urban mobility, namely, how
time-consuming the use of public transportation can be, the difficulties of using a flawed sys-
tem (service disruptions, route changes, etc.), and lack of resources for proper development
and maintenance of the transportation system.

My Actions: Workshop participants identified many individual actions they could take,
including the following:

« “Using cars only when necessary"”
« “Move to live near business area to reduce the amount of transportation needed (walk to
work, etc.)”
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Figure 10.5 Word Cloud for “Livability”
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What makes a city livable? Most would agree that it is a desirable trait in a
city, but it is difficult to define because it is a combination of the previously
mentioned attributes—access to basic needs and opportunities, sustainable
consumption, human capital, mobility, good governance, less pollution, safety,
and resilience. By investing in the above attributes, the Bank would be actively
creating sustainable, livable cities for the future.

Box 10.3 gives examples of actions and barriers from the participatory
workshops related to the desired attribute “livability.”

Box 10.3 Livability (Workshop Responses)

Actions: A proposed action in a couple of the cities was to move office areas to the suburbs or
other cities, to decentralize action from a single urban center, and to create polycentric urban
areas or even extend activities to other regions to reduce density in one city and attract youth
and new workers to other cities as well.

Barriers: One of the principal barriers identified by the participants is lock-in, or the settling in
of business and activities.

My Actions: Work-life balance emerged as a priority in some cities, particularly in Tokyo, where
individuals identified the need to find a job with better balance than they have right now.
Some of their suggestions included the following:

« “Find a job that has work-life balance”

« “Chose work based on work-life balance—not easy in Tokyo."
- “Secure budget for acquiring land for parks.”

+ “Formulate regulations for restricting density.”
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Access to Basic Needs and Opportunities

Since the early 1980s, cities have been considered engines of economic growth,
producing greater prosperity and access to resources such as jobs, health care, and
information (World Bank 2011). While cities may generate economic prosperity,
the costs and benefits of this growth tend not to be distributed evenly across
urban populations (UN-HABITAT 2013). Urban residents are required to spend
significant portions of their income on goods and services that they might be
able to produce themselves in rural settings, such as food, fuel, water, and shelter
(Kuiper and van der Ree 2006).

In principle, urban agglomeration provides a more favorable setting to resolve
social and environmental problems by delivering education, health care, and
other services more efficiently in high-density areas and relieving the pressure
on natural habitats produced through the extraction of natural resources (for
example, deforestation to obtain fuel) (UNFPA 2007). In practice, urban poor
have difficulty accessing adequate employment and income, housing, and basic
infrastructure, as well as services, such as health care, education, and personal
security (Kuiper and van der Ree 2006).

Between 2011 and 2013, the unemployed population grew globally by
4 million people, 75 percent of whom were in developing economies in Asia and
Sub-Saharan Africa. Of these, nearly 200 million unemployed people, 37 percent
were youth ages 15-24. Furthermore, unemployment rate trends were increas-
ing, from a projection worldwide of an additional 1.1 million unemployed in to
3 million in 2014 (ILO 2013). While cities can foster economic development
and provide opportunities, they must also enact appropriate policies to generate
change and allow prosperity to be more evenly distributed, especially among the
growing urban youth population (UN-HABITAT 2013).

Access to basic needs and opportunities involves a balanced mix of economic
growth and policies that promote access to decent and productive job opportuni-
ties. Employment serves as a first step for the urban poor to gain better
access to resources and benefit from the provision of services in urban areas.

Figure 10.6 Word Cloud for “Access to Basic Needs and Opportunities”
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Thus, well-defined pro-poor and pro-job policies and programs must be devel-
oped by urban planners, managers, policy makers, and multilateral development
agencies (Kuiper and van der Ree 2006). The city of the future needs an inte-
grated design that enables it to absorb growing populations productively and to
develop policies that generate enough decent jobs and address inequality so that
informality, poverty, and insecurity can be reduced.

There is no doubt that new and improved macro-level policies are required to
generate greater prosperity among urban populations, especially when it comes to
youth unemployment. At the same time, macro-level policies require data that is
not always readily available in developing countries and may not be fitting for their
cities. Increasingly, examples of local-level economic productivity efforts have
proven to be an important strategy to generate urban youth employment (UN-
HABITAT 2013). Ghana's Youth Empowerment Synergy YouthWorks Project, for
instance, provides solid waste management training and capacity-building for youth
in a submetropolitan region of Accra. More than 150 youth have obtained full-
time employment while contributing to improved sanitation in Accra’s low-income
submetropolitan areas, according to the Youth Employment Inventory (YEI 2013).

Box 10.4 gives examples of actions and barriers from the participatory work-
shops related to the desired attribute “Access to Basic Needs and Opportunity.”

Box 10.4 Access to Basic Needs and Opportunity (Workshop Responses)

Actions: Some of the actions that can be taken to increase equality in access to opportunity
include changes in policy or authority, making accessible and improved education systems
available to those less privileged, and creating awareness of local population needs among
policy makers.

Barriers: Workshop participants found this particular category very challenging. Some of the
obstacles youth identified to achieve equal access to opportunity in the City of 2025 included,
among many other obstacles, rich or powerful people who look down on underprivileged com-
munities and are not willing to yield power; corrupt and immoral policy makers who develop
regulations to benefit themselves, the valuing of money over moral principles prevalent among
politicians and the privileged; the lack of transparency and use of social networks for job selec-
tion that limit the real opportunities youth have when looking for jobs and positions of power.

My Actions: While the barriers were abundant for this category, participants proposed
a series of individual actions to achieve poverty reduction and decrease inequality.
Examples included the following:

+ “Educating my own children and people around us to give more than they take.”

- “Donate to the less fortunate and engage in more community services and philanthropic
activities (self and others)”

+ “Be more considerate of others.”

“Encourage people to engage in community service!”
« “Comply with laws and regulations for immigration.”
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Multilateral development agencies like the World Bank could change current
trends by influencing urban development through policies and programs for pro-
poor job creation that apply a “youth lens” and take youth skill sets, needs, and
interests into consideration in the creation of jobs. Considering urban demo-
graphic structures in developing countries, there is a strong case for the Bank and
others to address the vulnerabilities of the young population that the global
economic crisis has exposed. Statistics show that youth who are not integrated
into the workforce after leaving school have a much higher risk of becoming part
of the urban poor and not going into formal employment. The Bank can catalyze
funding for local civil society organizations that support efforts to empower
youth through capacity building and access to credit.

An unemployed youth represents a colossal waste of resource, a social hazard,
and a burden on families or the government social support schemes, where any. Being
forced into precarious livelihoods by intense poverty and lack of social protection is
a lost opportunity, since these young people might otherwise attend school or college

and acquire the skills and abilities that could raise their future. (UN-HABITAT 2013)

Human Capital

Traditionally cities have been considered a hub for human capital—a place where
skilled labor, knowledge, myriad competencies, and creativity come together and
interact in new ways. These interactions, in turn, produce tangible benefits, such
as economic growth through the ability to perform and generate economic value.
Other less tangible benefits include social cohesion and resilience—both crucial
in times of distress, like illness, insecurity, or during natural disasters. A direct
correlation has been established between human capital and skill or educational
level. But even though human capital has been mentioned frequently by econo-
mists and urbanists as an asset, surprisingly few efforts have been made to exam-
ine its workings (Stolarick, Mellander, and Florida 2012).

Urban studies developed in the United States have demonstrated that places
with higher levels of human capital have attracted more skilled people over the
last three decades. This may be because local entrepreneurs might tend to start
firms in their own city or the city where they attended university, creating
demand for new skilled labor. Over the last 30 years, for instance, high-skill
entrepreneurs have innovated in ways that have led to more employment for
other skilled people (Berry and Glaeser 2005). Similarly, a recent study evalu-
ating the distribution of human capital and its effect on economic performance
found that human capital in center cities and suburbs of U.S. metropolitan
areas has a positive effect on metro income levels and housing values across the
board. As metros increase in size, human capital in the center city plays a bigger
role, whereby the percentage of college grads in the center city plays a greater
economic role in large metros (Stolarick, Mellander, and Florida 2012).

Increasingly, though, human capital is associated with qualities that extend
beyond skill level—such as diversity, culture, and tolerance. Human capital
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Figure 10.7 Word Cloud for“Human Capital”
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is built as a result of human interaction; thus having a diverse, cultured, and
tolerant environment is key for creativity to flourish and innovation to occur.
According to business and technology expert Soumitra Dutta (Manohar 2011),
ideas that result from direct interaction between producer and consumer (or
producer and producer) are highly valued in economies that are largely based on
service provision. As such, he argues that there must be investment in human
capital to enable an environment that supports a service economy by attract-
ing competent people who understand global markets and are sensitive to other
cultures. In order to do this, cities need to remain competitive by providing effi-
cient basic infrastructure—both hard infrastructure (such as roads and transpor-
tation) and soft infrastructure (such as public spaces, museums, waterfronts, and
green spaces).

As the world becomes increasingly urban, the need to have a better under-
standing of where and why human capital clusters (and of the different roles that
those different kinds of clusters play in economic development) will become
more and more important for urban planners, politicians, and developers. As this
is an area that has not been studied in depth, international organizations with
analytical capacity like the World Bank can gather lessons learned from successful
“global” cities (such as London, New York, and Singapore) to support their clients
in developing competitive urban areas.

Human and social capital! were valued by workshop participants as essential to
building more unity among neighbors, for more positive actions at the community
level, and for more disciplined urban dwellers who can take better care of com-
mon areas and urban infrastructure. Cultural openness, tolerance, and diversity
were also mentioned as characteristics youth would like their city to have.

Box 10.5 gives examples of actions and barriers from the participatory work-
shops related to the desired attribute “Human Capital.”
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Box 10.5 Human Capital (Workshop Responses)

Actions: Some actions mentioned for strengthening social networks included creating more
recreation centers, advertising activities in the community, having more clubs working around
specific interests in the community, improving the educational system, imposing more severe
penalties for law violations, and promoting the selection of good regulators who do not abuse
their power.

Barriers: Participants believed there were multiple barriers to this vision, including the fact
that most adults don’t care or simply have too many responsibilities to be able to care; some
children don't care because they just want to hang out on the street; and some cities don’t
have enough funding to develop communal activities, such as recreation centers.

My Actions: Nonetheless, young people proposed a series of measures that can be taken to
strengthen social networks such as the following:

- “Start doing interesting (positive) activities with our free time and encourage our friends to
do so too”

Security

In recent decades, urban violence has become a significant source of concern for
local and national authorities. During the last decade alone, urban violence has
unquestionably become the most serious form of lethal violence in the world. Its
presence in transitional democracies and historically war-prone areas is a given,
but it also prevails in non-conflict countries and regions that are generally consid-
ered “at peace.” Around the world, Latin America and the Caribbean, South
Africa, and a number of cities in the United States are recognized as “hubs” for
urban violence (EUISS 2012).2 In these cities, levels of lethal violence are much
higher than the global national average. Further, registered lethal violence in some
of these areas is even higher than in war-torn areas. Not to mention that specific
intra-urban areas around the world (such as informal settlements in the develop-
ing world) or targeted groups of marginalized communities are exposed to much
higher levels of violence than is captured in the national or urban average (EUISS
2012). Violence does not affect all members of society equally, and there are
certain population groups that are clearly impacted more or differently by urban
violence. Some variables that influence vulnerability to urban violence include
but are not limited to gender, age, ethnicity, and race (Muggah 2012).

While urban violence is difficult to define due to the dynamic, evolving, and
case-specific nature of the phenomenon, a series of drivers are considered key
to the rising trend in urban violence—namely, population growth, density, and
inequality; unemployment; lack of social cohesion; and governance failure. For
instance, some academics, the United Nations, and the World Bank have connected
rapid urban growth with a dramatic increase in violence levels (Muggah 2012).

Similarly, the “social disorder” associated with human agglomeration in a
dense city has been historically associated with personal disorganization, mental
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Figure 10.8 Word Cloud for“Need for Security”
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breakdown, suicide, delinquency, crime, corruption, and disorder (Wirth 1938).
While the association between density and violence is not always prevalent,
UN-HABITAT has observed a tendency toward increased levels of violence (such
as domestic violence and child abuse) when there is overcrowding in inadequate
dwellings (UN-HABITAT 2007).

While traditionally, poverty has been linked with violence, it is increasingly
obvious that inequality, rather than poverty, is more relevant in that it comprises
a form of “structural” violence that triggers a reactionary form of violence
on behalf of the marginalized individual or community. An example would
be unemployed youth who might be limited in their options and therefore are
vulnerable to organized crime groups (Muggah 2012).

A critical element that shapes urban violence is the ability (or inability)
of state institutions to regulate and manage the use of force. In many cities
in the developing world, law enforcement systems (ranging from police to
penal systems) are dysfunctional or not trusted by the population due to
corruption. In these circumstances, it is not uncommon for law enforcement
agencies to be considered the worst offenders by civil society, sometimes due to
inability or lack of resources and capacity and sometimes due to an existing
culture of impunity (Muggah 2012).

Some of the proposed ways in which urban violence can be addressed are
pacification processes and community policing, enhanced protection measures
and reducing exposure of youth at risk, promoting social capital and urban cohe-
sion, slum upgrading and urban safety, and addressing urban governance for the
purpose of citizen security.

The World Bank already works on many of these initiatives, supporting national
and local authorities in developing policing interventions and pacification processes
and developing urban infrastructure that is more open and has better lighting to
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reduce gender-specific violence. However, there is much more to do, particularly
when it comes to engaging youth at risk and promoting social capital and urban
cohesion. Further, urban violence is a nascent field of study, and much more ana-
lytical work is needed to understand drivers and evaluate impacts of development
interventions on incidence of urban violence—all of which the World Bank, with
its extensive urban development portfolio, would be qualified to deliver.

The issue of urban security emerged as a theme in the workshops in the con-
text of reducing gun violence, having more peaceful cities, and guaranteeing
citizen safety. This attribute was a particularly relevant to youth in Manila and
Washington, DC, demonstrating how urban violence transcends the traditional
North-South divide, affecting developed and developing nations alike. Notably,
violence was most relevant to Washington, DC, youth than to any other youth
group consulted.

Box 10.6 gives examples of actions and barriers from the participatory work-
shops related to the desired attribute”Security.”

Box 10.6 Security (Workshop Responses)

Actions: The actions proposed to enhance security include enforcing gun control and limiting
gun permits, police enforcement, helping people find non-violent ways to express themselves
(art), building and placing billboard ads on the negative effects of gun possession, making guns
less accessible, doing more thorough background checks on those who apply for a firearm,
requiring schools to get more strict with bullying, using to peer mediation, participating in and
organizing peace rallies, improving lighting in dangerous areas, installing hidden cameras, enforc-
ing criminal punishment, starting a neighborhood watch, and increasing the presence of police.

Barriers: Many obstacles were identified to increased security and safety, including cycles
of violence within families and peer groups, people feeling the need to carry guns to protect
themselves, bullies, people thinking it's cool to have a gun, social networking, people living in
an environment that leads them to believe they need a gun, easy access to guns, apathy, the
United States being is a bully, people’s mindsets, thirst for power/domination, budget and
income generation, lack of enforceability and transparency by responsible agencies, budget
and labor supply, job conditions, public perception of police occupation, culture, fear, corrup-
tion, small institutional capacity, and limited jail space.

My Actions: The following measures were proposed as individual actions to increase safety:

“Petition.”

“Lobby police department and public forums for safety.”

“Support peace-seeking groups.”

« “Don’'t hang in the wrong crowd.”

“Sharing knowledge/technology.”

“Fund training for law enforcement/security personnel”

“Invest in legal reform.”

“Stop supporting people who like/use guns for the wrong purposes.”
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Reduced Pollution

A necessary by-product of consumption is waste production, and as cities are
centers of consumption, they are also factories of waste. Effluent from indus-
trial, commercial, and residential activity pollutes the air, water, and land. Air
pollution—the emission of byproducts of combustion (for example, particulate
matter, carbon monoxide, and carbon dioxide, ozone, nitrogen dioxide, lead, and
mercury, among others)—occurs parallel to urbanization, as fossil-based trans-
portation, manufacturing, and power production ramp up to meet demand (Byrd
and Joad 2006).

The urban environment, in turn, defines population health—the food that
people eat, the air they breathe, where they work, and how they live (Galea,
Freudenberg, and Vlahov 2005). Emissions from motor vehicle use are a
major cause of morbidity and mortality in developing cities (Moore, Gould, and
Keary 2003). The health risks from indoor air pollution are highest in developing
country cities, where combustion of biomass for heating and cooking is prevalent
(Zhang and Smith 2003). Black carbon, whose primary emission sources are
motor vehicles and biomass combustion, is an important contributor to climate
change (Bond et al. 2013). More than 1 billion people lack access to clean water,
and 2.5 billion lack access to adequate sanitation (Nelson and Murray 2008), lead-
ing to a vicious cycle of waterborne morbidity and mortality. Finally, improper
management of solid waste also directly impacts human health, as open burning
and incineration emit air pollutants, untreated leachate contaminates water
bodies, and waste attracts disease vectors (Giusti 2009; Vergara 2012b; Vergara
and Tchobanoglous 2012).

Figure 10.9 Word Cloud for “Pollution Reduction”
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Box 10.7 Reduced Pollution (Workshop Responses)

Actions: A series of actions were proposed to accomplish pollution reduction: conducting
regular surveys and gathering data on pollution levels, holding public workshops to create
awareness, establishing adequate penalties for polluting, planting more trees, increasing gas
prices (stop subsidies), imposing higher taxes on cars, building more efficient and less pollut-
ing public transportation, and establishing disincentives for driving (penalizing driving during
peak hours and rewarding driving during off-hours).

Barriers: The obstacles to successfully implementing this vision included unyielding behavior
of urban populations, poor waste management practices, cars that are too large and highly
inefficient, large factories unwilling to move, and people’s attitude toward mass transit.

My Actions: Workshop participants proposed the following individual actions to reduce
pollution:

“Vote for a politician who can solve this problem to be government leader”

“Propose a code for solving this problem and try to enact the code”
“Encourage the use of public transportation systems.”
“Raise awareness of simple environmental protection measures among people close to me.”

+ “Act as check and balance to government’s environmental protection measures.’

The public health impacts of pollution are differential: the poor are dispropor-
tionately affected by pollution because of where they live and work (Wang'ombe
1995). Children and the elderly are also more susceptible to pollution (Byrd and
Joad 2006).

While the World Bank has a very active portfolio in public health, its impact
in cities could be more powerful if it moved away from investing in GHG-
intensive transportation. Promoting human-powered and public transit would
decrease both GHG emissions and exposure to air pollutants. Stepping up the
decidedly un-sexy work of providing the world’s poor with proper sanitation—
sanitation that is dignified but locally appropriate and seeks to recycle nutrients,
rather than dispose of them using clean water—to would provide great environ-
mental and health benefits.

Box 10.7 describes example actions and barriers from the participatory
workshops related to the desired attribute “reduced pollution.”

Governance and Planning

Local governments play an essential role in urban sustainability. Not only are
they responsible for development planning, but they are also in charge of the
delivery of basic social services, energy and water supply and management,
transport, land use planning, and waste management (Hoornweg et al. 2013).
Local governments require sufficient governance capacity in order to fulfill these
roles, but unfortunately, in many developing nations, this capacity is limited.
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Some of the limiting factors include access to financing, municipal competencies,
absence of a multi level governance framework, and transnational networks
(Bulkeley et al. 2011). Pro-poor adaptation to the impacts of climate change is
one area where, in general, city and municipal governments need greater capac-
ity. Improved knowledge, competence, and accountability would increase the
adaptive capacity of local bodies (Satterthwaite et al. 2009).

In order to deliver sustainable urban plans, cities require significant invest-
ments, new institutions, and financial instruments. Multiple instruments have
been discussed at the international, national, and local scales, including carbon
finance and carbon markets (Kamal-Chaoui and Robert 2009), specialized
climate or environmental funds, socially responsible investment (Labatt and
White 2007), and subsidized access to capital.

Similarly, many countries have decentralized their governments in recent
decades, giving cities more power to raise and manage their own revenues (IEG
2008). Decentralization shifts authority, responsibility, and accountability for
public functions from the national government to local governments, allowing
municipalities to create and broaden their own sources of revenue in addition
to receiving a share of national revenues and proceeds from the use of natural
resources within their jurisdiction (Hoornweg et al. 2013).

However, limited financial resources place a strain on municipalities in
developing countries where local governments are at times unable to provide
even basic services, particularly to the urban poor. Access to financing—and the
accountability measures that necessarily go hand-in-hand with the financing—
will be crucial to building sustainable cities.

The most empowering forms of decentralization provide political space for
local government action that derives from citizen participation, collaborates with
civil society organizations, and benefits from public-private partnerships for
effective service provision.

Figure 10.10 Word Cloud for“Governance”
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International agencies such as the World Bank would most benefit urban
development by providing tools, knowledge, and best practices to cities; building
strong partnerships with transnational municipal networks (e.g., the C40 Climate
Leadership Group; ICLEI—Local Governments for Sustainability; Metropolis’
United Cities and Local Governments (UCLG); and training civil society organi-
zations that fill important service provision gaps (Hoornweg et al. 2013).

It is increasingly obvious that quality of governance depends on participation
and accountability, encouraging a shared vision and understanding of the tools
necessary to achieve better governance and service provision (ASEAN 2010).
Slowly, governance models are changing from the traditional technocratic model
to a participatory approach that engages with civil society and with the private
sector (UN-HABITAT 2010b). New technologies, such as mobile telecommuni-
cations, the internet, and social media have played a critical role in citizen
participation, allowing mass collaboration by enabling connectivity at scale.
Collaborative problem solving is slowly becoming an essential method to address
the complex challenges our societies face today, particularly in the urban context
(Hoornweg et al. 2013).

During the youth workshops, the role of institutions emerged as an essential
component for more effective urban planning. This involved stronger, more
capable institutions and a reduction in corruption, an area where social media
and the internet are playing a critical role as of late (for example, youth mobi-
lization to demand government accountability in the Middle East through
social media).

Low-Carbon and Climate-Resilient Urban Development

As global populations have agglomerated in urban areas, cities have increasingly
become a source of global GHG emissions. The World Energy Outlook esti-
mated that approximately 70 percent of global GHG emissions are ultimately
attributable to the residents of cities, and the proportion is expected to continue
to rise in the upcoming decades (IEA 2008). Not only have cities contributed the
largest share of the world’s GHG emissions, they also concentrate many of the
people most at risk from the effects of climate change and the businesses that
generate most of the gross world product (Satterthwaite et al. 2009).

These patterns do not necessarily overlap, since most of the cities that face the
highest risks are those with small GHG contributions. In developing countries,
vulnerability is often increased due to informal settlements, lack of infrastructure,
and limited institutional capacity. The urban poor are particularly vulnerable, as
they tend to occupy locations that are more exposed to hazards and have limited
adaptive capacity (Baker 2012). Estimates suggest that as much as 80 percent
($70-100 billion) of the projected annual costs of adaptation to climate change
through 2050 are in urban sectors: water supply, coastal zones, and infrastructure
(Hoornweg, Sugar, and Trejos Gomez 2011).

Box 10.8 gives examples of actions and barriers from the participatory work-
shops related to the desired attribute “Governance and Planning.”
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Box 10.8 Governance and Planning (Workshop Responses)

Actions: Proposed actions for this attribute included: creating a citizen report card for citizens
to rate their government/services and request change, improving government accountability,
creating public spaces for street vendors to conduct business, implementing stricter regula-
tions and enforcing them, designing better zoning plans, requiring the government to lead by
example and be honest, designing transportation systems, which result in an urban form that
uses resources efficiently, building cities from scratch when they are locked-in in unsustainable
urban forms and improving the quality of buses, bus driver behavior, the vehicle itself, and
safety conditions for passengers.

Barriers: Some of obstacles to the development of stronger institutions are people’s
discipline, weak laws and law enforcement, outlaw groups, manipulative media and popula-
tions’ vulnerability to it, lack of budget, and lack of technology. Also cited were politicians’
lack of incentives to participate in the political system due to low salaries, the fact that politi-
cians are feared rather than respected, perverse incentives that encourage politicians to
make decisions to the detriment of urban residents, and tolerance for corruption. Some of
the obstacles for better urban planning included infrastructural lock-in, an infrastructure
built and centered around cars, corporate interests (car and oil companies), people’s habits
(used to driving), historical areas that make it impossible to redesign infrastructure/remodel
urban form, incentive systems for using the bus, lack of faith in the political process, author-
ity’s ignorance, lack of decision-making capabilities to handle urban problems, street ven-
dors that oppose stricter laws and law enforcement, and short-term vision by local decision
makers regarding urban planning.

My Actions: Proposed individual actions workshop participants suggested included the
following:

« “Start from ourselves”

+ “Be honest”

« “Reject any bribery/lobbying”

“Don’t buy/support counterfeit products.”’

“Report any inappropriate actions to authority (for example if your friend cheats, report to

office)—police”

- “Use social media as a tool to pressure people who act unlawfully (in Bangkok, years ago
when a video was televised and shared on Facebook about politicians engaged in bribery
and they were fired).”

« “Use social media as whistleblower."

« “Vote for politicians that will fund better infrastructure/urban planning”

« “Use public transportation (to create demand).”

- “Send letters/call city officials to request more green space”

“Encourage citizens to express their concern/voice.”
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Figure 10.11 Word Cloud for“Low-Carbon and Climate-Resilient Urban
Development”
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The need for climate action in cities is pressing, and delay is costly—particularly
in the rapidly growing cities of developing countries, where most infrastructure
will be built in the next few decades (Hoornweg et al. 2013). Going forward,
plans to mitigate climate change through more efficient city systems need to be
integrated with adaptation measures to build resilient urban areas. Managing for
resilience and understanding that cities are exposed to uncertainty, rather than
seeing them as static systems, increases the likelihood that development can be
sustained under changing climatic and environmental conditions (Folke, Carpenter,
and Elmgqvist 2002).2 Mitigation will not progress quickly enough to avoid signifi-
cant climate change impacts, hence adaptation is necessary. Both approaches are
not only necessary, but complementary (Wilbanks and Sathaye 2007). Linking
mitigation and adaptation at the local government level is expected to enhance
and strengthen the potential impacts of both types of climate action.

Urban infrastructure and buildings are long-lived and generally locked-in for
decades or more. Once an urban form is chosen and locked-in, it will determine
the pattern of a city’s resource intensity for decades or even centuries. When
densities are too low, bike lanes or subway schemes, for example, become too
expensive. GHG reduction plans can drive efficiency and allow cities to reduce
waste and cut costs (Hoornweg et al. 2013). Dense cities tend to have lower
per capita emissions, provided that they are also served by good public transport
systems (Hoornweg, Sugar, and Trejos Gomez 2011). Higher density also
enables more energy-efficient heating and cooling in buildings and lower
embedded energy demand for urban infrastructure. The savings in operating
costs from shorter transport networks and less diffuse utility infrastructure can
amount to thousands of dollars of annual savings for the average household
(Litman 2013).

At the same time, urban planners and managers must now consider measures
to adapt their cities’ buildings, infrastructure, industry, institutions, and services
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to the impacts of climate change. There are many ways to do this, ranging from
adjustments in building codes and land use regulations to the use of insurance
to spread risk to effective, well-established emergency management services
(Sattherthwaite et al. 2009).

There is consensus among climate change scientists that large-scale disasters
are increasing in frequency worldwide, largely due to weather-related events.
Many of the extreme weather events that have caused significant economic and
human loss in the past 60 years have taken place in urban areas or have affected
them indirectly (for example, through immigration from affected areas or inter-
rupted service provision).

Most of the costs of adaptation will be borne by cities. Cost estimates are wide
ranging, but the United Nations Framework Convention on Climate Change
(UNFCCCQC) estimates a global cost of $49-171 billion per year by 2030 (Parry
et al. 2009), and the World Bank (2010) estimates $80-100 billion per year.
Currently, adaptation is financed mainly through private income, national and
municipal revenues, grants from multilateral and bilateral institutions, and mar-
ket-based mechanisms. There is room for cities to be creative in leveraging more
funding from donors and collaborating with the private sector to help finance
adaptation (World Bank 2011).

The World Bank (along with other multilateral development agencies) is
uniquely poised to support cities in developing holistic climate action plans by
providing technical assistance to strengthen local awareness and building local
capacity on climate change impacts in urban areas. It can also leverage funding
to ensure local governments have access to the resources they will need to
develop coherent mitigation plans (starting with GHG emissions inventories and
building toward low-carbon urban development) that contemplate long-term
climate impacts.

Resilience was addressed in the workshops, both directly and indirectly,
usually in the context of flood risk reduction. In Tokyo, the prevention of
nuclear disasters and unexpected secondary impacts was discussed, while in
Manila and Bangkok, the flood damage and the need to prevent future life and
material loss from flooding seemed to be most relevant.

Photo Voice Project

In the low-income workshops held in Manila and Washington, DC, participants
were given disposable cameras and told to document their city and their
experience—for example,what they like about their city, what they would like to
change about their city, their life in their city, and so on. Participants were asked
to keep a log of their documentation and write a caption saying what each photo
meant to them. This enabled the youth to present images of their city through
their own eyes and see that their contributions were valued.

In the other workshops, participants were invited to take photos with their
own cameras and submit their photos and captions. More than 150 photos were
submitted, and 34 were featured in the Visualizing My City photo exhibit during
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Box 10.9 Low-Carbon and Resilient Development (Workshop Responses)

Actions: Actions proposed by workshop participants for low-carbon and resilient develop-
ment included long-term city planning, accepting the inevitability of flooding, spreading out
economic resources, decentralizing and reducing density in urban area, cooperating and mak-
ing low-carbon development a public problem nationally and internationally, doing more
effective integrated water management, implementing better zoning laws, and building
artificial land to be able to take refuge in emergencies.

Barriers: Multiple obstacles were identified for developing long-term urban resilience. These
included the government itself, dependence on existing vulnerable infrastructure, settle-
ments in at-risk areas (what to do with them?), groundwater withdrawal, people’s resistance to
change, and planning for water and disaster management and understanding political and
economic interests influencing it.

My Actions: While being identified as one of the most challenging priorities, resilience was
also perceived as an empowering attribute, where by individual and community action can
play an important role. Some examples included the following:

« “Learn to swim/practice swimming.’

“Teach others how to swim.

“Practice rowing.”

“Learn surviving skills for emergencies.’
“Raise my house.”

“Move to higher ground.”

“Raise awareness about the sinking/flooding.”

« “Use social media (Facebook) to warn others and create awareness.”

“Elevate the issue to mainstream media so if more people know, then they will stop settling
in at-risk areas.”

“Raise awareness within private sector as a multiplier of awareness.”

the 6th Urban Research and Knowledge Symposium in Barcelona. Their photos
and information about the youth that participated in these consultations can
be found at the Visualizing My City Facebook group, https://www.facebook.com
/groups/356225034456068/.

Box 10.9 gives examples of actions and barriers from the participatory work-
shops related to the desired attribute “Low-Carbon and Resilient Development.”

Notes

1. See the section on security for further information on social capital.

2. Arguably this could be in part due to the deficit of research on homicidal violence
in Southeast Europe and Asia (Muggah 2012).

3. Resilience is the capacity of a system to continually change and adapt yet remain

within critical thresholds (SRC 2013).
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CHAPTER 11

Managing Transitions to Sustainable
Provision of Global Public Goods

Derk Loorbach, Roebin Lijnis Huffenreuter, Niki Frantzeskaki,
and Jan Rotmans

This chapter focuses on transition management in the context of global
sustainability challenges and their governance. The chapter comprises three
interrelated components: (1) the transition perspective on achieving global sus-
tainability, (2) the transition management approach and related challenges and
tensions around governance of sustainability transitions, and (3) suggestions for
implementation of transition management in a global context.

Global Systemic Change and Persistent Unsustainability

The challenges of achieving sustainable development and global public goods
(GPGs) are highly complex, and the solutions require actions by multiple
stakeholders over long time periods. It has been difficult for countries and
multilateral organizations to develop and implement appropriate strategies for
tackling challenges in this context. The difficulties are magnified by the numer-
ous uncertainties that long-term actions face, whether political, economic, or
environmental. But this means that a different kind of strategic planning,
implementation, and monitoring is required. The transitions approach is a new
planning method for long-term change that has been developed and tested and
will be examined here.

Policy making itself has become highly complex in the context of a globalizing
network society (Castells 1996), with persistent unsustainability problems and
related uncertainties, as different actors, stakes, and perspectives need to be dealt
with. Clear solutions or mechanisms to assess progress and success are lacking.
It is clear that addressing global sustainability challenges through formalized
institutional settings and mechanisms is not delivering effective solutions at the
pace required. Examples, such as the international climate negotiations, UN sus-
tainable development policies, and multilateral agreements, have so far not led
to the major reorientation of societal change toward sustainable use of GPGs.
Therefore, another form of governance is needed, one that complements current

To see J. Warren Evans discuss donors and aid architecture: http://youtu.be/QRoyJurEmpg
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institutionalized forms, an approach that effectively empowers and facilitates
desired developments and breaks down undesired ones.

The Transitions Approach does not seek to redefine sustainable development,
but takes a different perspective. It considers sustainable development as a
particular type of societal change that requires a new governance model built
on knowledge of social, ecological, economic, and technological complexity and
evolution, while also understanding how such processes unfold and can be steered
(Rotmans et al. 2001).

Even though sustainability is popularly advocated as a desirable goal on local,
regional, and international levels, current action is not enough, and, as such,
society is in an era of unsustainability facing “concatenated global crises” (Biggs
et al. 2011). Scientific and policy debates have shifted from “understanding sus-
tainability” to “practicing and acting for sustainability.” Acting for sustainability
requires a new governance mode that builds on knowledge of social, ecological,
economic, and technological complexity, while understanding how such uncer-
tain processes can be triggered and steered toward cooperative and sustainable
provision of the GPGs.

The Transitions Approach adds to this policy-science debate by focusing on
understanding the drivers and processes that steer historical transformations. The
Transitions Approach takes into consideration complex adaptive systems (such as
societal sectors, regions, or cities) that go through fundamental nonlinear changes
in cultures (attitudes, perceptions, and routines), structures (institutions, ways of
organizing, hierarchical orderings), and practices (behavior, implementation pro-
cedures, and daily routines).

Such transitions in complex adaptive systems take a very long time to materi-
alize, often more than 25 years. Transitions are the result of co-evolving pro-
cesses in economy, society, ecology, and technology that progressively build
toward revolutionary systemic change (Rotmans, Kemp, and van Asselt 2001;
Frantzeskaki and de Haan 2009; Loorbach 2010). Because of this complexity,
transitions are impossible to predict, fully comprehend, or steer directly, but they
are seen as a pattern of change that can be anticipated. These processes can be
adapted to in such a way that the inevitable nonlinear shifts and associated crises
provide massive windows of opportunity for accelerated reorientation toward
sustainability.

Directing the sustainability transition path toward 2050 will entail massive
changes at multiple levels and in multiple domains on multiple time scales.
Conflicts between individual interests will surface, but the meeting of
mutual interests can advance collective solutions. The needed changes in
socio-technological infrastructures, participatory actor engagement, and long-
term partnerships will give rise to new forms of problems that will be hard to
solve through existing governance approaches. It is reemphasized that aside
from fundamental changes in economic development, changes in social-
ecological development are critical for dealing with persistent unsustainability
problems and for tipping the system’s trajectory away from unsustainable
lock-ins.
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Unsustainable Lock-Ins

Unsustainable lock-ins are path-dependent trajectories in which (infra)struc-
tures, cultures, and practices in societal (sub)systems enforce patterns of unsus-
tainability (Frantzeskaki and Loorbach 2010; Unruh 2002). In the context of
sustainability challenges, such lock-ins are called persistent unsustainability prob-
lems (Rotmans, Kemp, and van Asselt 2001; Grin, Rotmans, and Schot 2010).
Persistent problems are problems that are rooted in incumbent regimes, which
are systemic and cultural patterns that in order to realign require fundamental
systemic change in one or more societal (sub) systems.

A fundamental intervention in the organization of the societal system is
needed in order to alter established patterns of organization and activity that
produce global public bads. For persistent problems, treating symptoms (for
example, emissions, biodiversity losses, poverty, and inequalities) and dealing
with partial issues of a larger systemic problem are not enough. Marginal changes
in organization and operation of systems by definition must be ineffective when
facing persistent sustainability problems.

The Transitions Approach thus argues that for persistent problems to be tack-
led adequately, fundamental changes from totally unsustainable to more sustain-
able systems are required. When not dealt with effectively, complex problems
tend to reproduce themselves, reinforce each other, and, as such, persist over rela-
tively long periods of time (Schuitmaker 2012).

During the 21st century, the world’s configuration of societal (sub) systems
will change on an unprecedented scale. Development discrepancies between East
and West and North and South are becoming less and less extreme. The growth
potential of economies in eastern and southern parts of the globe is the largest at
present (World Bank 2012).

By 2050 it is estimated that the total gross domestic product (GDP) of former
developing countries will be twice that of industrial countries today. A realistic
look at global trends reveals that after 2025, traditional developed countries will
remain the wealthiest nations in terms of per capita income but will be overtaken
as the dominant economies by much less developed countries (Dadush and
Stancil 2010).

In terms of societal transitions, this means that the epicenter of sociotechno-
logical progress will shift, not only geographically, but also demographically
and culturally. Population growth, economic development, and technological
progress in developing countries will change global demographics and global
socioeconomic settlements.

The Complexity of Providing GPGs

A combination of certain persistent sustainability problems and unsustainable
lock-in of societal (sub) systems causes insufficient provision of GPGs. Countries
have not been able to come to terms on which GPGs should be provided or on
how to share the burden of financing them. GPGs are inherently “non-exclud-
able goods or services” (Karlsson-Vinkhuyzen, Jollands, and Staudt 2012: 12) that
require careful governance that challenges global governance architectures and
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logic given that for the provision of GPGs “no single level of organization is
appropriate for all social functions” (Trachtman 1992: 468, cited by Karlsso-
Vinkhuyzen, Jollands, and Staudt 2012: 13).

Additionally, there is a vast overproduction of global public bads, broadly
referring to negative externalities of goods and services that impede survival
and have universal liabilities. Again, countries cannot come to terms on which
global public bads should be countered or how to share the burden of financing
disincentives. This leads to painstaking international policy problems because
these

issues that have traditionally been merely national are now global because they are
beyond the grasp of any single nation. And crises endure perhaps because we lack
the proper policy mechanisms to address such GPGs [and bads]. In addition, the
pervasiveness of today’s [economic, ecological, and social] crises suggests that they
might all suffer from a common cause, such as a common flaw in policy-making,
rather than from issue-specific problems. If so, issue-specific policy responses, typi-
cal to date, would be insufficient—allowing global crises to persist and even multi-
ply (Kaul, Grunberg, and Stern 1999: 21).

At the end of the day, provision of clean energy, air, water, land, food, shelter,
sanitation, healthcare, education, security, and other services that satisfy human
needs requires collective solutions at an international level and new policy
responses that transcend across multiple levels. For sustainable development it is
of highest importance that people have equal access to goods and services crucial
for survival, now and in the long term.

Need for Reflexive Management

Along the way to 2050, international relations will change in radical ways, mak-
ing it more difficult to manage in an orderly way the complex dynamics of sus-
tainable development and to counter existing bad practices. In response to
increasingly complex dynamics in international relations, international institu-
tions will start to reform their rigid governance structures to become more flex-
ible, that is, equally accessible, transparent, and representative of the new
economic, social, and ecological landscape that is emerging. This trend is already
advocated by institutions such as the World Bank:

In particular, the governance and functioning of the bedrock international
institutions—the G20/G8, World Bank, IMF, WTQO, Global Stability Board, and the
UN—will have to be rethought. It is probably inevitable that, in seeking balance
between legitimacy and effectiveness to deal with a wide range of complex interna-
tional collaboration issues, a “flexible geometry” or plurilateral approach to the
issues will become the norm. Illegitimate small clubs of the most powerful (G7),
ineffectual universal assemblies (UN, WTO), and overly complex and unaccountable
constituency structures will likely be eschewed in favor of more flexible approaches
involving a critical mass of players on a given issue or in a particular geographic region.
(Dadush and Stancil 2010: 17, author’s emphasis)
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Dealing with the eschewing of “overly complex and unaccountable constitu-
ency structures” requires that international institutions preemptively start
developing flexible transition strategies. This reflexive approach to formulating
transition strategies requires very different mindsets, ways of operating, and means
of forming “a critical mass of players” to be at the forefront of the transition.

Considering the economic rise of developed countries during the last century,
all will have to adapt from a world with some countries holding “superpower
status” to a more modest, collaborative leadership. At the same time, former
developing countries have to change into innovative game changers of great
influence. Eventually dealing with the global transition will require a more open-
minded and collaborative outlook to tackle shared unsustainability problems on
a given issue or in a particular geographic region (see also Loorbach and Lijnis
Huffenreuter 2013). Thus, international institutions may be advised to prepare
for the new distribution of economic, social, and ecological power and to start
proactively to manage even more complex challenges of multilevel coordination
for providing GPGs and countering global public bads beyond 2025.

The Transitions Approach to Global Sustainability Transitions

This section introduces the basic concepts of transitions as they have been devel-
oped in the emerging field of transition science (Grin, Rotmans, and Schot 2010).

The Science of Transitions

The dynamics of transitions are driven by developments at different levels of
scale, in multiple domains, and at different time intervals that in combination
result in different types of systemic societal organization and behavior. Transitions
are characterized by the relatively long periods or phases they take to develop,
speed up, gain momentum, and pass a tipping point, after which a rapid, chaotic,
and largely unmanageable acceleration takes place in which societal (sub)systems
reconfigure (see figure 11.1).

Transition phases are time periods in which developments take place that
irreversibly change the system. Hence the passages from one phase to the next
signal different types of changes and processes. In the predevelopment phase,
sustainable alternatives to dominant unsustainable systems are explored and
further developed by pioneers, frontrunners, and other experts. Along the phases,
existing structural subsystems of the societal system (values, institutions, regula-
tions, markets, and so on) fade away while new ones emerge (Geels 2004;
Loorbach, van der Brugge, and Taanman 2008). This fading away and rise of
structural subsystems result in alternating phases of transition dynamics. “The
dynamics of transitions in time can be described as altering phases of relatively
fast and slow dynamics, which together form a strongly non-linear pattern where
there is a shift from one dynamic state of equilibrium to the other” (Rotmans
2005: 23).

Transitions can be viewed as the outcomes of the continuous change of actor’s
practices and the interactions of practices and developments that take place at
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Figure 11.1 Transition Phases
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different levels. Changes at every level of interaction produce a convergent
change that leads to a “new normal” or regime. In hindsight, such systemic revo-
lution on the long term (decades) will be perceived as a system transition.

In the Transitions Approach, and especially in sociotechnological transitions
writings, three levels are identified on which changes take place (Geels 2005,
2011; Geels and Schot 2007): the micro level, where niches are found; the meso
level, where regimes are located; and the macro level, which hosts trends
and developments, such as globalization (figure 11.2). These levels make up the
so-called multilevel perspective (MLP), which generally focuses on the interplay
between niche developments on the micro level, institutional developments at
the meso level, and landscape developments at the macro level (Geels 2005,

2011).

Patterns of Transitions
A first step to explaining transitions is to classify transitions using the sigmoid
curve as an initial mapping of the transition evolution. A “transition path” is one
curve that maps the transitional evolution of a system (see figure 11.3). Since
every system is viewed as a unique entity, its transition path differs from those of
other systems. As stated by Rotmans, Kemp, and Van Asselt (2001: 18), “[I]t is
possible to have different paths to the same equilibrium level as well as it is pos-
sible for the same transition pattern to be realized in different ways.” Although
transition paths lead the systems to their new state, characteristics of the end
state of the systems can be used as foundations for a classification scheme.
History has witnessed numerous transitions in economy, agriculture, mobility,
and energy, but also in areas such as education, health care, and social structure.
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Figure 11.2 Multilevel Perspective of System Transition
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In all instances, relatively long temporal stretches of stability alternated with rela-
tively short periods of rapid social change. According to Rotmans (2005: 23-24),
“the manifestation of alternating phases is the so-called S-curve: an aggregation
of underlying curves” (see figure 11.3). However, other manifestations in time
are also possible.

The S-curve represents an ideal transition, in which the system adjusts itself
successfully to changing internal and external circumstances, while achieving a

Figure 11.3 Multiple Patterns of Transitions
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higher order of organization and complexity. However, such transitions do not
necessarily lead to a more sustainable system. And alternative patterns are also
possible, such as an enhanced lock-in or even a system breakdown.

Complex Adaptive Systems

The Transitions Approach conceptualizes societal systems as complex adaptive
systems. Complex adaptive systems are considered to co-evolve, self-organize, and
exert emergent behavior. Co-evolution refers to the mutual irreversible inter-
changes between the (sub) systems and their environment. Self-organization
refers to the capability of (sub) systems to organize themselves without external
involvement. Transitions studies show that over the last decades, societal (sub)
systems have increasingly acquired technology, skills, knowledge, funds, and
perhaps even the confidence to self-organize. This increasing influence of self-
organization has not been sufficiently recognized, thus social actors are not in
policy-making processes. The capability to self-organize is a form of emergent
behavior, which refers to systemic processes that are not linearly related to the
reconfiguration of (sub) systems. What transition studies reveal is that the dynam-
ics of societal change are highly complex and adaptive, and governance processes
are only a small piece of the puzzle of continuous co-evolving societal dynamics.

This complex transition process requires policy adaptations to allow institu-
tions to be more flexible and reflexive toward social and technological changes
and advancements. This requires understanding the transition dynamics that
underlie both persistent sustainability problems and governance of unsustainable
lock-in of entangled societal (sub) systems.

Multiple actors and subsystems establish processes and contribute to processes’
emergence. A society, or the planet, is a complex and adaptive system in which
such processes co-evolve resulting in system evolution and system innovations.
Co-evolution also takes place between system metabolic processes (for example,
demographic processes), problem processes (for example, problem-framing pro-
cesses), and governance processes (for example, processes of collectively searching
and creating solutions). This creates a complex co-evolutionary dynamic. A transi-
tions approach requires a new perspective toward governance of planetary prob-
lems as follows:

¢ Action needs to tap into and be in confluence with ongoing dynamics in order to
steer the system with incremental steps toward a new sustainable (system) state
(co-evolution rather than revolution) (Rotmans, Kemp, and van Asselt 2001).

¢ Small-scale actions need to be directed to domains in which a small interven-
tion can result in tipping toward larger changes or simply seek changes that can
cascade toward broader system’s innovation (tipping innovation’s cascade)
(Frantzeskaki, Loorbach, and Meadowcroft 2012; Loorbach, Frantzeskaki, and
Thissen 2011).

® Actions need to also refer to processes that will couple with or reroute ongoing
processes in a co-evolutionary continuum (feed in and onto co-evolutionary
processes) (Loorbach 2010; Frantzeskaki and Grin 2012).
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However, an in-depth analysis of the complex adaptive characteristics of soci-
etal transitions can inform policy makers only to a certain extent. They still have
to translate the generic transition governance propositions into a specific context
to actions that are responsive to societal complexity and uncertainty.

Characteristics of the Transitions Approach and Governance
The challenges for sustainable development beyond 2025 will be to address per-
sistent sustainability problems, to escape and prevent unsustainable lock-in, and
to drive the transition toward sustainability. The Transitions Approach offers a
useful framework for analyzing and governing processes of change in complex
adaptive societal (sub) systems. It provides a generic heuristic tool, along with
knowledge programs and real world experiments for better governance of com-
plex dynamics and for co-evolution of these (sub) systems over the course of a
transition (Kemp, Rotmans, and Loorbach 2007; Grin, Rotmans, and Schot 2010).
Four general characteristics of transition governance require special attention:

1. Transition governance generally agrees with and supports the ends of sustain-
ability while allowing for different means of pursuing these ends. Given that
there are different approaches to dealing with transitions focused on different
aspects of sustainability (for example, climate change, recycling, carbon emis-
sions, pollution, biodiversity, and so forth), the Transitions Approach has a
predetermined target with a flexible targeting (or strategy implementation)
system. In line with this, the aim is to achieve as many interconnected aspects
of sustainability as possible within the scope (Loorbach and Frantzeskaki
2012; Frantzeskaki, 2012; van Buuren and Loorbach 2009; Loorbach and
Wijsman 2013).

2. Transition governance recognizes that current top-down modes of governance
require intimate connections with bottom-up initiatives and horizontal orienta-
tion to allow for shifts toward inclusive sustainable development and more flex-
ible organizations in its favor (Nevens et al. 2013; Frantzeskaki et al. 2012 (a)).
The Transitions Approach supports values formulated in a multidisciplinary
way by the international scientific community to be the determinants of general
sustainability. They remain highly adaptive and reflexive to the contexts of
regional and local particularities and concerns.

3. Experiences with transition governance show that a plurality of societal sys-
tems have different dynamics between different actors on different levels and
in different domains. They partially have to put their personal interests and
aspirations aside, or forward, when transition pathways to sustainability are
drawn up and decided on. Actors have divergent backgrounds and interests,
thus they seek different windows of opportunity in systemic societal change
toward sustainability (Dirven, Rotmans, and Verkaik 2002; Brown, Farelly,
and Loorbach 2013; Smith and Raven 2012). The Transitions Approach
serves as a connection between structures, cultures, and practices of different
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societal actors with several (conflicting) public and private interests to span
multiple levels, domains, and terms (van Eijndhoven, Frantzeskaki, and
Loorbach 2013).

4. Transition governance builds on the adaptive and transformative capabilities
of societal systems. When in their transition new types of problems arise
that increase uncertainty, adding to the level of the systems’ complexity,
new reflexive frameworks for their analysis are required (Loorbach and
Frantzeskaki 2012). As earlier suggested by Brewer and del.eon (1983: 93),

Because of their complexity, social systems are capable of producing problems
neither expected nor results intended. Participants may perceive these surprises
as occurring outside of their spheres of interest or responsibility; with increased

complexity, beneficial and harmful externalities [...] seem to happen more often.

The Transition Governance Framework

Transitions are complex and nonlinear, multilevel, and multiactor. A new
governance approach has been developed called transition management or
governance (Loorbach 2007, 2010). Transition governance offers a prescriptive
approach toward governance as a basis for operational policy models, and it is
explicitly a normative model taking sustainable development as along-term goal.
It starts from the premise that developed as well as developing societies have
increasingly become interconnected, complex, and “hard to manage” in a tradi-
tional top-down manner. This is evident at the level of societies, the level of the
problems facing our societies, and the level of dealing with these problems
(governance).

Basic Tenets of Governance

Tenets for transition governance have been formulated from the literature
(Loorbach 2007; Rotmans and Loorbach 2009; Frantzeskaki, Loorbach, and
Meadowcroft 2012) as follows:

¢ The dynamics of the system create feasible and nonfeasible means for steering.
This implies that content and process are inseparable. Process management on
its own is not sufficient; insight into how the system works is an essential pre-
condition for effective management.

* Long-term thinking (at least 25 years) is preferably used as a framework
for shaping short-term policy in the context of persistent societal problems.
This means reflection and forecasting: the setting of short-term goals based on
long-term goals and reflection on future developments through the use of
scenarios.

¢ Objectives should be flexible and adjustable at the system level. The complex-
ity of the system is at odds with the desire to formulate specific objectives and
blueprint plans. While being directed, the structure and order of the system are
also changing, so the objectives set should change as well.
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¢ The timing of the intervention is crucial. Immediate and effective intervention
is possible in both desirable and undesirable crisis situations.

e Managing a complex, adaptive system means using disequilibria as well
as equilibria. Relatively short periods of non-equilibrium therefore offer
opportunities to direct the system in a desirable direction (toward a new
attractor).

¢ Creating space for actors to build up alternative regimes is crucial for innova-
tion. Actors at a certain distance from the regime can effectively create a new
regime in a protected environment to permit investment of sufficient time,
energy, and resources.

e Steering from “outside” a societal system is not effective. Structures, actors,
and practices adapt and anticipate in such a manner that these should also be
directed from “inside.”

® A focus on (social) learning about different actor perspectives and a variety of
options (which requires a wide playing field) is a necessary precondition for
change.

¢ Participation of and interaction between stakeholders is a necessary basis for
developing support for policies and to engage actors in reframing problems
and solutions through social learning.

The challenge is to translate these relatively abstract governance tenets into
a practical management framework without losing too much of the complexity
involved and without becoming too prescriptive. This analysis attempts this by
developing a framework for transition management. The framework emerged out
of theoretical reasoning (following the line of reasoning and conceptual integra-
tion described earlier) combined with practical experiment and observation. In
other words, it is based on “natural” processes of governance that can be observed
in society (Kemp and van den Bosch 2006), but then structured and defined
based on the characteristics of complex societal transitions. In this sense it is an
analytical lens to assess how societal actors deal with complex societal issues at
different levels, but consequently also to develop and implement strategies to
influence these natural governance processes. In the transition management
framework, four different types of governance activities (Van der Brugge and
van Raak 2007) are identified that are relevant to societal transitions: strategic,
tactical, operational, and reflexive (Loorbach 2007).

Governance Dimensions: Transition Management Cycle

In transition management, the governance process is a cyclical process of devel-
opment phases at various scale levels (Loorbach 2007). The core idea is that four
different types of governance activities can be distinguished when observing
actor behavior in the context of societal transitions:

e Strategic: activities at the level of a societal system that take into account a
long time horizon, relate to structuring a complex societal problem, and create
alternative futures—often through opinion making, visioning, and politics.
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e Tactical: activities at the level of subsystems that relate to build-up and break-
down of system structures (institutions, regulation, physical infrastructures,
financial infrastructures, and so on), often through negotiation, collaboration,
lobbying, and so on.

¢ Operational: activities that relate to short-term and everyday decisions and
actions. At this level, actors either re-create system structures or they choose
to restructure or change them.

* Reflexive: activities that relate to evaluation of the existing situation at
the various levels and their interrelation or misfit. Through debate, structured
evaluation, assessment, and research, societal issues are continuously struc-
tured, reframed, and dealt with.

These activities exhibit specific characteristics (in terms of the types of actors
involved, the types of process they are associated with, and the types of product
they deliver) that make it possible to (experimentally and exploratively) develop
specific instruments that have the potential to govern transition processes. The
transition management cycle describes the different phases that occur during
a transition management process being used in a project or public policy
program.

More specifically, the transition management cycle consists of the following
phases: (1) problem structuring, establishing and organizing the transition arena,
and envisioning future states; (2) developing a transition agenda, a vision of sus-
tainability development, and transition paths; (3) establishing and carrying out
transition experiments and mobilizing the resulting transition networks; and
(4) monitoring, evaluating, and learning lessons from the transition experiments
and, based on these, making adjustments in the vision, agenda, and coalitions
(Loorbach 2010; Loorbach and Rotmans 2006).

Every phase of the transition management cycle relates to different transition
management instruments (see figure 11.4). The transition management instru-
ments have been developed with practical experiences (and theoretical deduc-
tion). All the transition management instruments are participatory and have an
explicit focus to stimulate or facilitate innovation (of different types, for example,
technological innovations or governance innovations). According to transition
management experiences so far (Loorbach and Rotmans 2010; van Buuren and
Loorbach 2009), there is no fixed sequence of the phases, and the phases can
differ in importance in any given cycle. In practice, the transition management
activities are carried out partially and completely in sequence, in parallel, and in
a random sequence.

The basic idea is that ongoing or emerging transitions in society can first be
identified and analyzed through the transitions lens and, accordingly, a strategy
can be developed using the transition management cycle. So far, practice has
shown that the majority of transition management processes have started with
the establishment of a transition arena, possibly because of the phase many
transitions were in (predevelopment) and the fact that the initiative often
came from entrepreneurial policy makers (de Graaf and van der Brugge 2010;
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Figure 11.4 Transition Management Cycle and the Related Transition Management Tools
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Hendriks 2009; Loorbach and Rotmans 2010). Both cases imply that a small
start of the processes is most feasible.

Transition Management for Sustainability Transitions

In practice, transition management comes down to a combination of developing
around a common understanding of a transition challenge and a shared ambition
to drive it toward sustainability. By using the transition perspective as a lens,
transition teams develop an analysis of a particular persistent problem in a com-
plex societal system. This could be a geographical area (from neighborhood to
city, country, or region), sector, or societal issue. Based on the preliminary analysis,
the transition team can identify regime and niche actors that are potential con-
tributors to a desired transition and bring them together in so called transition
arenas or experiments. In and around these arenas and experiments, a shared
discourse, ambition, and agenda is developed in such a way that it empowers
participants and enables them to translate it to their own daily environments.
Through such a social learning process, individuals start to relate to a broader
common context and ambition, creating the conditions for diffusion, self-
organizational processes, and emergent innovation.

Transition management thus proposes to develop informal networks in which
individuals and later, organizations, are provided the mental, social, and physical
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Figure 11.5 Regular Policy Arena, Transition Team, and Transition Arena

Transition

team

Regular policy arena Transition arena
« Short-term focus « Long-term focus
» Mainstream - Change agents
« Incremental change - System innovation
- Problem and goal oriented - Problem and goal searching

Source: Loorbach 2007.

space to develop new ideas, common language, and ambitions, as well as new joint
projects (see also figure 11.5). In doing so over a long period of time, participants
will increasingly translate the transition perspective and ideas into their own daily
context. These transition management processes therewith indirectly influence
and change regular policies in government, business, research, and civil society.

Establishing a Transition Team

Transition management processes can be developed in any complex societal
system in which individuals or organizations experience persistent both prob-
lems and the possibility of a transition, in other words, a context in which current
common approaches and solutions do not suffice, future developments are
highly uncertain, and major sustainability challenges are present. It therefore
starts with people, individuals who seek more fundamental alternatives or are
convinced these are necessary.

To actively engage with the emerging transition so as to influence its speed and
direction, a transition team needs to be formed that can manage both content and
participatory process. The transition team needs to include people with different
backgrounds: a representative of an initiating organization or problem owner
(often a governmental organization, but also increasingly businesses and nongov-
ernmental organizations); experts in the particular transition arena; and transition
management experts.

It is crucial that the transition team be allowed the necessary space for experi-
mentation and learning—through funding as well as mandate. The transition
team is in charge of bringing together the first, rough integrated analysis of the
transition at hand, analyzing the governance and actor networks, identifying and
selecting frontrunners, and managing the different phases and dimensions of the
transition-management process. These include problem structuring and estab-
lishment of a transition arena; developing sustainability visions, images, and tran-
sition pathways; initiating and executing transition experiments; and transition
monitoring and evaluation.
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Problem Structuring and Establishment of a Transition Arena

Transition management boils down to creating space for frontrunners (niche-
players and regime-players) in transition arenas. Formed in transition arenas for
a specified issue are a vision, an agenda, and a social commitment to sustainabil-
ity values. A transition arena can be also seen as a constellation of governance
innovations toward sustainability. It is based on the promises of increased group-
learning and effectiveness of small groups, and it agrees with the best practices
indicated by the literature on small-group negotiations (De Dreu and West 2001;
van Knippenberg, De Dreu, and Homan 2004) and social learning writings (Grin
et al. 2004). In addition to these objectives, a transition arena aims at creating an
advocacy coalition that identifies and reframes a persistent problem, and articu-
lates and commits to a vision of sustainable development and to a shared agenda
for moving in this direction.

The common perspective and terminology developed in the transition arena
group relates to the shared belief in the possibility of transition in the near future
and the need to develop strategies to guide this transition toward sustainability.
Through the process of exchange of perspectives, framing societal complexity in
terms of transitions, and developing a strategy of multiple pathways and experi-
ments, transition arenas simultaneously develop a sensitivity for complexity and
uncertainty inherent to societal change processes, as well as an action perspective
related to insights about how (small-scale) strategic interventions might funda-
mentally alter system trajectories over time. In this way, a transition arena differs
from a network of actors, since actors in a transition arena are tied by a common
belief (even when having divergent interests), and it is not tied by common or
complementary interests like a network of actors.

More specifically, the transition arena is a small group of actors characterized
as frontrunners (for example innovative thinkers, practitioners, social entrepre-
neurs) with different backgrounds. Within the transition arena, various percep-
tions of a specific persistent problem (for example, congestion or climate
change) and possible alternative solutions can be compared and integrated. The
actors involved in the transition arena participate on a personal basis, not as del-
egates or representatives of their institutions, and they are selected based on
necessary competencies.

The competencies of the transition arena participants include the ability to
understand and reflect on complex problems; the ability to understand and
learn from different disciplines; possession of a certain level of authority within
various networks; the ability to establish, communicate, and explain visions of
sustainable development within their own networks; and willingness to work in
a group and to welcome innovative means and ways to deal with complex (per-
sistent) problems—that is, they do not participate to advocate a pre-decided
solution to the problem at hand (Loorbach 2010: 173-74). More particularly,
the actors that participate in the transition arena need to have an understanding
of the complexities of the persistent problems at hand and to reflect upon exist-
ing practices, existing cultures, and structures and how they relate to the per-
sistent problems.
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Developing Sustainability Visions, Pathways, and a Transition Agenda
Problem structuring and envisioning are very important processes for transition
management. The actors involved in the envisioning process are stimulated and
supported to reflect upon their everyday routines. What is actually realized is a
deeper understanding from the actors of the complexity of the challenge (soci-
etal problem). The involved actors understand the challenge and realize that
their small-scale, everyday actions do have a cumulative impact on the societal
system. Throughout the envisioning process, actors shift from passively observ-
ing societal problems to realizing that their actions reinforce those societal
phenomena. An outcome of the envisioning process is that actors who are
involved in transition arenas change their daily routines after reflecting on them.
What is thus realized is a change or reflection of short-term actions of actors
that contemplate and align with the long-term vision that is a product of the
envisioning process.

The outcomes of the first phase that take place in the transition arena are as
follows:

1. The basic transition narrative—a mapping of the pathologies/flaws of the cur-
rent system that answers the question” Why a transition?”

2. The sustainability criteria—the conditions under which the same societal
function can be provided in the future in a sustainable way, for example, the
energy system needs to include clean energy, the health care system needs to
be oriented to the individual level and not to systems.

3. The formulation of areas that require changes expressed in the form of transition
images—for example, if one considers the clean energy vision, biomass or wind
energy can be included as transition images that link to such a transition vision.

The process itself of envisioning and the group dynamics it encompasses
function as a selection environment. This means that the group dynamics may
result in some actors exiting the transition arena, while other actors might be
invited to join depending on their alignment to the vision and to the produced
group dynamics. The transition vision depicts the common desires and beliefs
of the transition arena group and is an outcome that has a guiding role for the
following activities and outcomes of the transition process.

In the next phase, the transition agenda becomes the selection instrument.
The actors who are involved already operate within the themes/images outlined
in the transition agenda. In an attempt to develop an agenda for action, attention
is paid by the transition managers to steering the actors in the transition arena so
as to create a vision of the future desirable system. Deliberative processes are
employed and enabled for involving niche actors and deriving a view from the
niches and innovations that can contribute to an overarching vision. In this way,
a marriage of a top-down system perspective (vision from a bird’s eye view) and
bottom-up innovations (vision from an earth’s view) is attempted.

At this phase, people who can contribute to the realization or orientation
toward the visions/images are invited. For these new entrants, the selection criteria
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differ from those previously presented. At this phase, the selection criteria for new
entrants concerns the following:

1. The involvement or power of the actors in the different thematic areas speci-
fied in the transition images; and

2. The role of the actors in specific institutions and organizations (or in simple
words, actors who are practicing or implementing policies/programs or devel-
oping technologies for specific problems/domains are invited and brought in,
so as to translate the vision into a policy/program).

The Initiation and Execution of Transition Experiments

Transition experiments are high-risk experiments with a social-learning objective
that are supposed to contribute to the sustainability goals at the systems level and
should fit within the transition pathways (Kemp and van den Bosch 2006). It is
important to formulate sound criteria for the selection of experiments and to
make the experiments mutually coherent.

The crucial point is to measure the extent to which the experiments and proj-
ects contribute to the overall system sustainability goals and to assess in what way
a particular experiment reinforces another experiment. Are there specific niches
for experiments that can be identified? What is the attitude of the current regime
toward these niche experiments? The aim is to create a portfolio of transition
experiments that reinforce each other and contribute to the sustainability objec-
tives in significant and measurable ways. Around and between these experiments
all sorts of actors can be involved who not engage regularly in debates about
long-term issues; these can be small business, consumers, citizens, or local groups,
for example. Here as well, the empbhasis is on involving frontrunners.

Monitoring and Evaluating the Transition Process
Continuous monitoring is a vital part of the search and learning process of transi-
tions. Monitoring the transition process itself and monitoring transition manage-
ment are distinct processes. Monitoring the transition process involves physical
changes in the system in question, slowly changing macro developments, and
fast niche developments—seeds of change as well as movements of individual
and collective actors at the regime level. This provides the enriched context for
transition management.

Monitoring of transition management involves different aspects and tasks in
the following order:

1. The actors within the transition arena must be monitored in their behavior,
networking activities, alliance forming, and responsibilities, and also in their
activities, projects, and instruments.

2. Next, the transition agenda must be monitored in the actions, goals, projects,
and instruments that have been agreed upon. Transition experiments need to
be monitored regarding specific new knowledge and insight and how these are
transferred, but also in aspects of social and institutional learning.
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3. The transition process itself must be monitored with regard to the rate of
progress, the barriers, and the points for improvement, and so on.
Integration of monitoring and evaluation within each phase and at every
level of transition management may stimulate a process of social learning
that arises from the interaction and cooperation between different actors
involved.

In each of the above activity clusters, coalition and network formation is of
vital importance combined with the systemic structuring and synthesizing of
discussions. The transition arena is meant to stimulate the formation of new
coalitions, partnerships, and networks. Most often, coalitions emerge around
transition pathways or experiments or around specific sub-themes, where arenas
arise from arenas. The very idea behind transition management is to create some
kind of societal movement through new coalitions, partnerships, and networks
around arenas (and arenas from arenas) that allows for building continuous pres-
sure on the political and market arena to safeguard the long-term orientation and
goals of the transition process.

Transition Governance in a Global Context

The strength of the Transitions Approach is that it offers a generic framework
and principles for developing specific management processes in each complex
context. Implementation always depends heavily upon the particular problem,
the people involved in the transition teams, the available support (political
and/or financial), and the phase of the transition, among other things. The prin-
ciples and methods, therefore, only provide guidelines, seeking to offer a basis for
developing an alternative “glocal governance” strategy. This strategy must be one
in which a more generic and shared insight into complex sustainability transi-
tions and GPGs is combined with bottom-up, context-based insights and
initiatives.

The academic literature and political debates present two types of solutions
for the transition problem: one bottom-up and one top-down. The bottom-up
alternative suggests that voluntary action, grassroots initiatives, and decentralized
sustainable solutions should be stimulated.

In most of the literature on transitions, emergent innovations are examined in
terms of niche management, (technological) innovation systems, and transition
experiments. Top-down strategies include long-term sustainability policies, global
agreements, and institutional solutions. In transition studies, this top-down man-
agement element is less prominent, but in related literatures on earth system
governance (for example, Biermann 2007) this is a central focus.

Transition management suggests shifting the focus to actions and solutions
that divert from existing business-as-usual scenarios or incremental, green-
growth types of improvement strategies—in other words, looking for permanent,
systemic solutions. Such alternatives cannot be categorized as merely global
or local, thus the term “glocal” (Svensson 2001), which combines both. This has
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been used in multiple ways, often referring to the simultaneous process of glo-
balization and regionalization. It is used here to refer to the phenomenon where
in very different places, domains, and communities, similar patterns and alterna-
tives are emerging. Glocal alternatives share common and generic characteristics,
but otherwise have very specific forms in local contexts. Examples are food and
energy cooperatives, mobility sharing, cooperative social services, as well as new
public-private cooperatives and financial instruments. Interestingly, it seems that
glocal alternatives share characteristics such as a focus on broader value defini-
tions; self-organizational structures; and explicit links to local communities, sus-
tainable technologies, and low-impact but high-quality lifestyles.

This in itself is not an entirely new analysis, let alone new practice. In fact,
transition management as a theoretical concept and framework has been devel-
oped based on analysis of emerging and past systemic innovations, as well as by
systematically experimenting with the approach. Since 2000 it has been
adopted, applied, and further developed mainly in a small number of developed
countries. The experiences suggest that it is most effective at a scale relatively
close to the actors involved (a region, city, neighborhood organization, or urgent
issue). However, translating it into other sociocultural and socioeconomic con-
texts requires novel forms, methods, and implementation strategies altogether.
The formulated principles and basic elements of an implementation of transition
management provide a certain basis for this, but it is also clear that in the con-
text of GPGs debates, as well as implementation in lower- and middle-income
countries, a number of fundamental tensions and challenges need to be taken
into account.

Tensions in Transitions from a Global Perspective

Transition management in low- and middle-income countries will by definition
differ from implementation in the context of developed countries. For one, the
major challenge in developed countries is to open up locked-in systems in which
high levels of consumption, technology, and welfare are the “norm,” and the soci-
etal systems that produce these are highly optimized and therefore also inert.
Creating space for more fundamental acknowledgement of the persistence of a
problem, the sense of urgency around a necessary sustainability vision, and creat-
ing the (social) innovation spaces to work in this direction should be core goals
of transition management in these contexts.

In low- and middle-income countries, the challenge much more is to deal with
accelerating and arguably competing transitions—toward modernized, “western”
systems and toward more sustainable futures. For example China—leading both
in terms of accelerated growth and related unsustainability, as well as in terms
of developing sustainable (energy) alternatives—struggles with the chaotic and
nonlinear unmanageable dynamics of acceleration. The challenge in this context
is more how to coordinate these dynamics in the direction of resilient and sus-
tainable future regimes. While leapfrogging is an attractive idea, from a transition
perspective a more fundamental challenge is this: In these contexts can the space
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for innovation and the turbulent dynamics in their socioeconomic, political, and
cultural domains be played into so as to make a rapid systemic shift directly
toward the desired level of “sustainability” in developed countries. Dealing with
acceleration phases of transitions is poorly understood in transition management,
and much can therefore be learned (and experimented with) in low- and middle-
income countries.

Besides fundamental differences in transition contexts and related challenges
between high-, middle-, and lower-income countries, a number of more funda-
mental challenges that face transition management (in theory and practice) need
to be further addressed, explored, and (re)conceptualized when it comes to
governance of sustainability transitioning in a global context. These challenges
are as follows.

Inclusivity

The premise of transition management is that it is based on selective participation
and involves frontrunners, especially in earlier stages of the process. So far, this
has been argued as a legitimate strategy based on the need to break out of existing
dominant paradigms and routines, but in practice this does not always lead to
including marginalized perspectives and opinions.

Especially in countries with more authoritarian policy regimes, the danger lies
in transition management being hijacked and used as another legitimization for
dominant perspectives. Therefore the question is not only practical (how to
involve outsider, marginalized, and less-articulated perspectives and interests in
the process), but also fundamental (how and where transition management can
be positioned so that it creates a protected space for such interests to freely and
openly participate).

Democracy

Related to inclusivity, questions may arise regarding leadership of the transi-
tion management process. It can be challenged as undemocratic and the
sources of its legitimacy questioned. In the experiences and literature so far,
the main argument is that the “informal” status of the transition manage-
ment process ensures that outcomes will only be adopted when supported
by other actors inside the policy arena or society at large. It is argued that
the approach seeks to offer a “supplementary democracy,” that is, a semi-
structured arena in which societal actors can collectively identify problems
and solutions and discuss implementation. However, this presupposes an
institutionalized, formal democratic system that is relatively open to such
“shadow processes.”

In lower- and middle-income countries, where democratic traditions are often
relatively young, transition management could easily provide a mechanism to
help build such a tradition and engage larger parts of civil society, but it could
also easily lead to a too technocratic and functionalistic implementation with
hardly any impact felt beyond the participants.
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Diversity and Openness

In predevelopment phases of transition, there is a clear drive for more diversity
and for exploring multiple pathways, but toward the acceleration stage there
is a tendency toward homogenization of systems of provisioning, in part as a con-
sequence of the mainstream proclivity toward uniformity, centralization, and
standards setting.

Yet, diversity is arguably an important characteristic that needs to be main-
tained so that sustainability initiatives are embedded in—and sensitive and
adapted to—local contexts, in a way that promotes their longevity and system
reflexivity in the long term. The conditions to ensure diversity in the context
of coupling and rescaling transition initiatives are yet to be explored, but seem
critical given the importance of space and place in engendering acceleration.
Especially when it comes to external initiation of transition management, the
process is framed toward specific solutions/outcomes. In practice, the challenge
is to provide throughout the transition management processes a context in which
to reflect, open up, and explore variety.

Speed of Change

Transitions are defined as systemic changes in which economic, technological,
social, cultural, and ecological changes co-evolve. While this has been true in
historical transitions, in most sustainability transitions—especially in the context
of lower- and middle-income countries where modernization and sustainability
transitions emerge simultaneously—it can be questioned whether gradual co-
evolution is possible, given the different paces of change in different dimensions.
Sociocultural changes take place on a much longer time horizon than technologi-
cal ones. The West African highway—on which pedestrians were often killed—is
an example of leapfrogging in terms of mobility transition while the cultural
routines are not yet adapted to it. In these contexts, transition management is
challenged to play into the different speeds, identify the tensions they create, and
try to address them.

Social Learning and Capacity Building
Transition management is mostly about social learning—collectively trying to
understand systemic challenges and identify strategic actions that play into com-
plex processes of social change in order to influence them in a certain direction.
Often transition management is interpreted as instrumental; developing a vision
and innovation networks is the end goal.

Using transition management tools to support and help guide social-learning
processes requires skills and competencies, both among participants as well
as within the transition team. In many countries, neither the expertise nor the
knowledge and facilities to acquire such competencies may be available. Such
competencies may be developed through experience, but a certain level of social
entrepreneurship, scientific knowledge, and process/governance capacity are a
prerequisite of successful transition management.
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The Role of Multilateral Organizations

The World Bank and other multilateral institutions should be able to advise
their partners and clients, representing national, regional, and local institutions,
about the risks and opportunities of proactively managing global transitions
beyond 2025. They also can play an important role, moving toward 2050, in the
co-evolution of sociotechnological progress and collective solutions to sustain-
ability problems in former developing and developed countries. As the World
Bank stated in The Road to 2050 (World Bank 2006: 2),

Growing to a world economy of $135 trillion poses enormous risks to the natural
environment, and the risks are greatest in developing countries. Investment deci-
sions in the near future must factor in those risks and provide some insurance
against undesirable surprises. Some of the most difficult issues will involve trade-
offs between preserving natural systems and pressing forward with development.

Truly global issues will require collective action on an unprecedented scale.

Current unsustainable trends, such as large-scale sociotechnological systems
with high eco-footprints and short life cycles, have set the world on a path
toward environmental catastrophe. If the risks today are not properly accounted
for and met with viable solutions, they will present disasters beyond 2025. The
ramifications of these climate disasters will be costly and even more difficult to
solve than they are now.

Climate change is one telling example. The outcome is certainly highly uncer-
tain, but is better understood and researched today than ever before (Perkins
2013). The international process toward climate mitigation is slow, although the
emergence of national programs, regional strategies, and local initiatives is
encouraging. Now a joint framework and collective strategy is much needed to
scale up and speed up the sustainability transition.

The transition and transition management approach could provide such a
framework, but obviously needs to be further developed, tested, and adapted
in this context. Based on the analysis in this chapter and previous insights and
tensions, a number of concrete suggestions can be made as follows:

¢ Develop a generic set of guiding governance principles for sustainability transi-
tions. Drawing on the transition management principles, these should focus on
a long-term sustainable transition, short-term diversity of solutions, represen-
tative participation of different interests and values, equal participation, and a
focus on social learning.

e Formulate the basic conditions, boundaries, and values within which transition
management should be implemented, for example, inclusivity, democratic
accountability, and a focus on sustainability outcomes.

e Develop an open source pool of knowledge, experts, instruments, and skill sets.
Bringing together and training transition professionals and teams that could
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develop and coordinate implementation of transition management in different
countries, regions, and local contexts can make a powerful contribution to
sustainability transitions worldwide and could also offer the possibility to
guard over the previous two points.

e Develop a “world map of transition” from a multilateral perspective. Build on
the work in this chapter and develop more encompassing and deeper insight
into different transition dynamics in different areas. This could provide the
basis for interventions, provide a powerful platform for exchange of knowl-
edge and debate, and be the starting point for national or local transition man-
agement processes. Data and knowledge are available to accomplish this, but
not directly in the form of integrated transition analyses.

¢ Fund and otherwise support transition management processes. Besides funding
reforms and specific (sustainable) projects that are often infrastructure
based, transition management could be funded and supported by providing
knowledge and personnel in multiactor networks developed around specific
innovations and projects and in which ambitious, broadly supported, and guid-
ing sustainability visions and agendas are developed. These in turn could
produce ideas for concrete projects that could accordingly be (financially)
supported. This could also help create support and acceptance of certain
interventions.

The World Bank will become engaged in many more partnerships among
diverse actors. It will not always be feasible or desirable for the Bank to lead, but
it should not retreat to a marginal role. It will need to be a substantial actor with-
out always being in the driver’s seat—something that has been a challenge for it
to date under existing global and regional partnership programs.

The World Bank’s partners are also likely to change in the coming years (World
Bank 2012). For example, mayors or city administrations may become more
important in partner networks than national or provincial ministries in tackling
some critical GPG challenges that rely on shifts in production and consumption
patterns. The new Global Partnership for Oceans (GPO) (see chapter 8) presents
an excellent opportunity to explore the shape large-scale, long-term partnerships
formed to address complex, global issues might take in the coming years.

Conclusion and Fundamental Reflections

The global challenges around the world’s common goods and futures are
massive—climate change, energy and resource scarcity, poverty, water quality and
availability, and access to public services, like education and health—and may
seem at this point too big to handle. Progress has been made in major attempts
at addressing these and other global challenges, but arguably not at the speed
necessary given the urgency and the expected increasing shocks and crises asso-
ciated with so-called persistent unsustainability. The transition perspective and
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historical case studies show that such systemic crises are not only a natural part
of complex societal change, but also necessary to create space for more funda-
mental solutions. In other words, the major systemic crises the world now
faces economically, ecologically, and socially also provide the windows of oppor-
tunity to reorient development pathways and shift to inherently more sustain-
able ones.

Nonlinear changes and shocks are thus a normal feature of social change in the
long-term development of societies. Too often, however, governance systems
and institutions focus on optimizing for the short term. Through specialization,
efficiency, and control mechanisms and policy-centric thinking, the Transitions
Approach suggests starting from the innovative power in actors and societies at
large to empower and channel this energy toward more sustainable futures. The
transitions perspective offers a way to anticipate, analyze, and adapt to broader
complex societal changes, as well as providing a basis for collaborative interven-
tion and experimentation.

The transitions governance framework is operationalized in a set of transition
management tools of systemic instruments: a set of intervention strategies
based on the transition approach that aims to guide and accelerate sustainability
transitions.

Depending on the specific context, transition processes can be organized so
that frontrunners, champions, and entrepreneurs with different backgrounds are
brought together to develop society-based transition agendas. Over the past
decade, a lot of experience has been built up with this approach, leading to
substantial input into policy agendas. The transitions approach empowers, stimu-
lates, and facilitates social innovation beyond policy. Its tools and instruments
help to collectively set boundaries, develop deeper and shared understanding of
challenges, share inspiring visions for the future, and create scenarios and path-
ways toward strategic innovation. Governments and policy-related institutions
can find tools that support the different roles they can play in transitions: from
facilitating to empowering, from regulating to enforcing, and from initiating to
coordinating.

The transitions approach is based on the conviction that policy alone cannot
solve the aforementioned complex societal issues. The awareness of similar prob-
lems in markets and civil society leads to emerging solutions: new technologies,
networks, business models, practices, and so on, always in a decentralized and
context-specific manner.

The argument made in this chapter is that these kinds of solutions should
be taken as starting points for transition governance as they create resilience and
sustainability at the local scale and start to contribute to solutions on a global
scale. Transition governance in this sense is a “glocal approach,” as it brings in the
more generic and global issues as drivers and uses external challenge as a context
to create space for bottom-up context-specific solutions. This in itself is a major
transition challenge for governance institutions addressing global issues: they
need to shift from seeking generic solutions to offering more generic frameworks
that create space for and help to enable bottom-up social innovation.
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Box 11.1 What Young Development Professionals Think About Complexity and
Innovation

Benedikt Signer, Global Facility for Disaster Reduction and Recovery

The risks and challenges the world faces in the 21st century
are increasingly global and interconnected- from climate
change to food security, resource and energy scarcity to popu-
lation trends, economic instability and unsustainable growth.
Governance structures, however, remain largely national.
We have to make decisions involving increasingly complex
systems, yet within national decision-making frameworks.
As the gap between the need for joint action and the ability of governments to act
together is widening, the need to strengthen the capacity of leaders in the international

system to anticipate and plan for future changes becomes evident. Looking ahead to the
next 10 years, embedding the long term back into decision making is crucial at all levels.
We have to learn to take the long view.

Five broad principles should guide our decisions as we tackle the challenges of the
21st century and shape the world we will hand down to future generations.

Considering the long-term risks and effects of our actions has to be a guiding principle.
In everything we do, we should ask ourselves what will be the impact on future generations?
Yet even in areas where we clearly see the problems (think ecosystem destruction, climate
change, or unplanned urban growth), we largely fail to act.

We need to accept that we live in complex systems and stop reducing intrinsically
connected problems into individual parts. By considering challenges in isolation, we
largely fail to see the complexity and dynamics of the ecological, social, and eco-
nomic systems in which we are embedded. In complex systems, we have to consider
aspects of connectedness, stocks and flows, the interactions of the individual parts,
and systems behavior, such as nonlinearity, feedback loops, and inertia. Can we
really claim that we understand, let alone act on, not only the immediate effects of
our actions, but also the second- and third-order effects? The unpredictable and
nonlinear? The financial crisis of 2008, climate change, pandemics, and the complex
links between climate change and migration are all examples of such dynamics.

As we prepare for the increasing uncertainty, short-term shocks, and long-term
pressures we can only begin to foresee, risk management becomes ever more
crucial. For all the overuse (and abuse) of the concept of resilience—the long-term
capacity of a system to absorb shocks and adapt to change—it provides a very use-
ful guiding framework to help us prepare for future uncertainty. Integrating resil-
ience into decision making allows countries endure and grow through shocks we
fail to predict or prevent. This is especially important when faced with systemic risks
such as regime shifts, cascading effects, thresholds, and tipping points.

The science-policy interface is of central importance, as planning for the future
has to be based on the best science and knowledge available. An iterative process

Too Global to Fail « http://dx.doi.org/10.1596/978-1-4648-0307-9

257



258

Managing Transitions to Sustainable Provision of Global Public Goods

between decision makers and technical experts should help the former ask the
right questions, while informing the work of the latter to provide the needed analy-
sis. Technical analysis should provide decision makers with the tools to evaluate
alternative paths, and decision makers should be looking to include these tools in
their processes.

Science alone, however, can never tell us what we should do; we need a set of
VALUES to provide a moral framework and give direction to our development.
Values also allow leaders to make difficult decisions. The right values in society have
to empower leaders to move beyond immediate benefits to achieve the collabora-
tion of millions of people around the world to solve global, collective-action prob-
lems. At the same time, rapid changes test our moral frameworks to answer such
questions as how much risk are we willing to take on as we face climate uncertainty
and can genetic engineering provide the solutions to food insecurity?

Taken together, these five principles need to underwrite a new way of thinking. John
Sterman of the System Dynamics group at the Massachusetts Institute of Technology pro-
vides an example by contrasting the dynamics complicating understanding systems, in
this case climate change, to our “old” way of thinking: “The overwhelming majority of
everyday experiences involves simple systems where cause and effect are closely related in
time and space, time delays are short, and information cues are highly correlated. The
water in the teakettle boils and the whistle sounds. Unfortunately, that doesn't apply to
climate change and the consequences for this misunderstanding are high.”

Ensuring sufficient supply of global public goods (GPG) in a highly complex environ-
ment requires foresight. More needs to be done to help governments and leaders enhance
their strategic vision faced with an uncertain future. Looking toward 2025, the World Bank
can grow into a new role, supporting comprehensive approaches to global challenges,

planning for future changes, and developing a coherent approach for the provision of GPGs.
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CHAPTER 12

Conclusion

Robin Davies and J. Warren Evans

The international public goods discussed in this book are critical enablers of
sustained poverty reduction, human well-being, and economic growth in all
countries and regions, but particularly in developing countries. They are global
public assets to which correspond some major global public liabilities—the
medium- and long-term risks posed by the loss of biodiversity and the degrada-
tion of ecosystems and the services they provide; water scarcity; depleted or col-
lapsed oceanic fisheries; and pandemics.

Any one of these liabilities is already worrisome enough individually to justify
a new look at how all such liabilities are being addressed. Moreover, the rapid
acceleration of urbanization will, under business as usual, drive corresponding
increases in the consumption of natural resources and the production of harmful
wastes. And then if one factors in the growing effects over the next 20 years of
the great exacerbator, climate change, global risk profiles move into largely
uncharted territory. While the impacts of climate change are difficult to predict
with any certainty in particular locations, the world can expect, with unchecked
carbon emissions, even greater shortages of resources, more frequent and severe
storms and droughts, more widespread disease, the disruption of food and energy
supplies, and perhaps in some cases inter- or intrastate conflict.

Set against this bleak catalogue of liabilities is the fact that major advances in
economic growth and social development in many communities and countries,
and strengthened cooperation within and across regions, have improved the resil-
ience of people, communities and nations to these risks—but only so far. It can be
argued that improvements in human welfare achieved over the last few decades
have been attained at least in part on credit—that the welfare gains are largely
illusory given the scale of the liabilities that we haved On this view, building
global public assets, and reducing the corresponding global public liabilities, is
fundamental to the maintenance and improvement of human welfare. The devel-
opment and dispersal of knowledge and innovation, the cooperative management
of common-pool resources, the mobilization of large-scale private investment
in low-carbon energy generation and energy efficiency, and well-managed and
networked urbanization are all important elements in mitigating global risks.

To see Vice President Rachel Kyte discuss development aid financing: http://youtu.be/KhK5DALZh18
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Global Risks and the World Bank

We have shown that global institutions such as the World Bank have in the past
played a key role in identifying some key global risks and opportunities and in
assisting countries to manage risks and seize opportunities. While the impacts
achieved have been quite variable, the strong leadership role that the Bank has
played in supporting countries’ efforts to mitigate and adapt to climate change
has been recognized by most constituencies. However, the critical question, if one
takes a longer-term view, is whether these actions add up to enough—that is,
whether they will ever lead to the delivery of the global public goods needed in
the quantities required. In many cases, we do not have a ready answer because
there is no easily quantifiable “solution” (though exceptions exist, such as the
Global Tiger Initiative and the Montreal Protocol). In the cases of biodiversity
conservation and climate change, however, the ready answer is most certainly “no.”

As discussed in previous chapters, the Bank’s strong country focus in the allo-
cation of its own resources for public investment (through the International
Bank for Reconstruction and Development and International Development
Association [IDA]) leads to a bias toward short-term interventions and national
public goods. With the impacts of both climate change and globalization, the
Bank and development agencies increasingly find themselves helping govern-
ments to douse “Monday morning fires.” Less and less time, energy and funding
is available at the country level for longer-term, regional and global issues man-
agement. In addition, within institutions like the World Bank there are few
incentives for country teams to work on such issues—even where additional,
earmarked donor funding is made available to support the work.

This is not entirely a bad thing; it would not be desirable for Bank engagement
with recipient countries to be strongly driven by the preferences of donors with
special-purpose trust funds. However, often it is the country team that is best
equipped to support client countries in tackling critical transnational and global
challenges. They know the risks and opportunities and the financing, capacity,
and governance problems that must be well understood in order to devise suc-
cessful long-term solutions. They know where the entry points are and the locked
doors. And of course the Bank’s country teams are backed by an institution with
unparalleled convening power, an impeccable fiduciary management track
record, and a deep capacity for innovation and analysis. There should, in princi-
ple, be no question about the centrality of the World Bank’s role in the provision
of global public goods.

Bob Dylan sang “The times they are a-changin’.”? Consider the following
glimpse of a possible future.

e By 2025, the number of IDA-eligible countries is halved and today’s emerging
economies, and largest IBRD borrowers, are partners in funding the develop-
ment of other developing countries.

e Official development assistance (ODA) remains flat at around present levels
or declines, and a large share of it is used in support of global public goods,
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including support for private sector-led green growth, with the balance allo-
cated to a residual group of fragile and conflict-affected countries.

e ODA from traditional Organisation for Economic Co-operation and
Development (OECD) sources is rivaled or even overtaken by contribu-
tions from emerging official donors, private foundations, or “direct giving”
mechanisms.

e Action on global challenges is increasingly taken forward by coalitions of like-
minded parties, incorporating sovereign states, cities, civil society organizations
(CSOs), businesses, institutional investors, regional and international organiza-
tions, and youth movements, with coalition governance? geared toward achiev-
ing “collective impact” on large-scale challenges.

e The vehicles for dealing with such challenges are increasingly special-purpose,
internationally coordinated, and long-term mega-programs designed to solve
the problems, rather than put dents in them.

The scenario outlined above might look far-fetched. But aspects of it are
already coming to pass—consider, for example, the emergence of the Global
Fund to Fight AIDS, Tuberculosis and Malaria or the GAVI Alliance or the
Global Partnership for Oceans (GPO).

Business as usual, under which incremental and essentially marginal efforts are
put forward to deal with global challenges, while most national and international
effort is focused on national challenges, will clearly lead us to a world that is
unacceptable to most of its citizens by the middle of the century. It is quite fair
to say that the multilateral “establishment” has done a mediocre job of leading
the way to long-term sustainability and now faces the risk of fading into irrele-
vance. Its success stories add up to very little, and in fact suggest a dismal outlook
for future generations. Certainly, the World Bank has often moved ahead of, or
stepped outside, that establishment. It has pioneered new forms of partnership,
like the Global Environment Facility (GEF), the Critical Ecosystems Partnership
Fund, the Climate Investment Funds, and a stable of carbon funds. These are all
steps in the right direction, but none at the scale or with the durability to achieve
what is required over time.

The question now is whether the World Bank and similar organizations can
adapt their ways of working so as to assure their long-term relevance. In order to
do this, they will need to lead or play a central role in new forms of partnership
that exhibit the vision, scale, resourcing, and durability required to match large
and uncertain global challenges—including those of promoting healthy oceans,
productive ecosystems, sufficient freshwater supply, and a stable and hospitable
climate.

During the course of this study, and based on the experience of the last three
decades, it was considered a given that the World Bank would ultimately play a
fundamental role in most such large-scale, long-term partnerships. A number of
brainstorming sessions and workshops highlighted the strong technical and finan-
cial knowledge and operational capabilities of the Bank as critical requirements
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for effective action on global challenges. However, some important barriers were
identified at the institutional level.

First among these was the Bank’s governance—the primary factor cited by the
designers of the Green Climate Fund (GCF) when arguing for a limited role for
the World Bank. The dominance of developed countries in the Bank’s board was
a major problem, even though many recognized the Bank would have been the
logical place to house the Fund.

A second issue raised in the course of the study was the heavy reliance on exter-
nal, special-purpose funding for regional and global initiatives. The Bank is cur-
rently not able to take such initiatives onto its own balance sheet and also for the
most part feels unable to support them through mainstream country operations.

A third issue is that heavy and often risk-averse bureaucratic processes geared
more toward large, loan-financed operations than toward partnership-based and
grant-financed programs impede flexibility, innovation, and speed, and therefore
limit impact.

A final issue identified by some is that the Bank is perceived as a serious,
engaged partner only when in the lead and in control.

We think the Bank does have the capacity to deal with these issues and play
a fundamental role in meeting global challenges and that its place in the institu-
tional architecture would in fact be strengthened if it were to assume this role.
However, in order for this to happen, the Bank will need to sharpen its priorities
and change the mindset it brings to country operations. At the same time, the
Bank’s contributors will need to change their expectations and the way they
make available funding for global public goods.

Below we highlight three key areas in which the Bank can and should give
much greater priority to action on global public goods, which we have treated in
depth in preceding chapters. We then proceed to reinforce the points we have
made about the role of ODA in financing global public policy and the ways in
which international development organizations—particularly the World Bank—
might need to alter some fundamental aspects of the way they work.

Bank-Led Partnerships: Three Key Challenges

What might future partnerships to tackle the world’s mega-challenges look like
and what might be the role of the World Bank within those partnerships? We
look at three mega-challenges below, each of which is being addressed by ongo-
ing World Bank-led partnerships, namely, healthy oceans, climate-smart agricul-
ture, and climate-smart, livable cities. Our purpose is not to criticize actions
under way or to suggest detailed alternatives, but rather to reflect on how such
long-term issues can most effectively be dealt with through collaboration
between like-minded partners, including the World Bank.

The starting point in each case needs to be a vision of what success would look
like and an understanding of what collective action is needed to get the world into
that state. The challenges we face on urban growth, ocean degradation, and food
security are as long-term and complex as they could be, but if we do not ask where
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we need to be, and agree on a framework for action that is commensurate with
the challenge, then we are certainly destined to continue tinkering at the edges.

Oceans

A vision of what the GPO should strive for was described in Chapter 10. That
vision may seem far-fetched to some, who will argue that it is too complicated
and needs to be broken down into component parts with associated site- or
objective-specific actions. But that is exactly what the fisheries, eco-tourism,
coastal resources management, urban pollution, and other “communities” that
have been working on oceans issues in the past have always done. Their successes
do not add up to success: they add up to piecemeal and often temporary progress
as the natural productivity of the oceans declines.

Whether a Bank-led GPO or an even broader coalition takes the reins, a new
backbone institution will likely be required in the near future to take on a secre-
tariat and management function: the challenge, number of actors, and need for
fund-raising will justify an independent body for this purpose. One of the initial
actions of such a body should be to engage in transition planning so that there is
a clear understanding of the roles and responsibilities of all actors in dealing with
the complexities and uncertainties that the partnership will face over time. A key
challenge and opportunity will be to establish a leadership role for private sector
stakeholders from the energy, shipping, extractive, and tourism industries as well
as the fishing industry. Relationships will also need to be built with the major
centers of consumption—cities. The GPO and the C40, and similar associations
of mayors, could work together to identify opportunities to shift consumption
trajectories toward a more sustainable use of ocean resources.

Finally, an appropriate level of funding will be required to get the level of col-
laborative action and impact at the scale and with the durability required to save
the oceans and benefit from the economic opportunities they provide. Traditional
sources of public sector funding are in short supply for such mega-programs.
New approaches, such as the International Finance Facility for Immunisation
(IFFIm) or the Blue Bonds suggested in Chapter 10, need to be considered. In
addition, there is a clear opportunity to support ocean recovery with climate
finance: climate change will wipe out the benefits of many past and current
efforts to conserve living oceans and manage coastal resources owing to acidifica-
tion, warming, storm surges, and sea level rise. The “oceans community” needs to
play an aggressive advocacy role, pushing for reductions in greenhouse gas
(GHG) emissions at the scale required to reduce these risks. But it should also
tap a significant portion of climate finance in order to establish the foundation
for a substantial source of dedicated funding, which could be augmented by
traditional and non-traditional donors and private sector stakeholders, for the
highest priority actions required over the next decades.

Climate-Smart Agriculture
The Bank and many other international and national organizations have been
supporting the inclusion of a strong focus on climate-smart agriculture in the
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international climate negotiations and in agricultural development assistance
to developing countries. Agricultural production needs to increase by at least
70 percent in the next 35 to 40 years to feed the world, meaning greater demand
for water at a time when water shortages are already affecting production in
many parts of the world. The climate impacts of higher temperatures and shifts
in rainfall patterns will greatly exacerbate agricultural production challenges, no
less than the growth of the population to be fed.

Supporters of climate-smart agriculture believe that a transition to proven
techniques such as mulching, intercropping, conservation agriculture, crop rota-
tion, integrated crop-livestock management, agro-forestry, improved grazing, and
improved water management can all serve to strengthen food security, increase
climate resilience, reduce GHG emissions, and sequester carbon. Climate-smart
agriculture also includes improved weather forecasting, drought- and flood-
tolerant crops, and risk insurance.

While all of these elements are important and will certainly improve the situ-
ation, is this approach big enough and bold enough to achieve a food-secure,
climate-resilient agriculture sector in vulnerable areas? Is it as climate smart as
will be required for agriculture to have a significant role in the mitigation of
climate change? The international community, with leadership from the Bank,
IFAD, FAQ, the CGIAR, and other major sources of technical and financial sup-
port for commercial and subsistence farming, including both large operations and
smallholders, should come together to develop a longer-term vision than has
been achieved to date. Again, the challenge is too great to hope that the various
actions now being taken are collectively adequate to achieve the long-term tran-
sition to sustainable, climate-smart agriculture that is required.

A key missing link is the need to shift where possible to production of peren-
nial grains instead of annuals. A tremendous level of progress has been achieved
by a very small, underfunded group of researchers during the last ten years in the
development of perennial grains. This research and development work needs to
be scaled up rapidly with the objective of at least enabling cropping in some of
the large tracts of degraded lands in some of the world’s poorest countries. The
climate benefits of perennials as opposed to annuals are well known: these result
from reduced soil carbon loss, because land is not tilled on an annual basis, and
from greater water use efficiency and soil moisture conservation, which provides
greater resilience to weather variability. Other local benefits include less soil ero-
sion and lower levels of chemical use, thus less agricultural pollution.

A second element of a climate-smart agriculture sector is the development
of a new fertilizer regime that reduces the growing impact on coastal waters that
is leading increasingly to the emergence of “dead zones.” Achieving healthy and
productive oceans in the face of climate impacts requires that non-climate ocean
degraders, such as agricultural nutrient runoff, be quickly reduced on a massive
scale.

Increasing attention to perennial grains development and replacing conven-
tional agricultural inputs like today’s commercial fertilizers are major challenges.
They are achievable with the right kind and level of collective action, but will
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require determined effort in the face of strong opposition from a powerful
international business community that has a significant commercial interest in the
status quo.

A third element of a long-term view of climate-smart agriculture involves a
reconsideration of the role and sustainability of smallholder agriculture. This very
large part of the agriculture sector is by far the most vulnerable and least resilient
to climate impacts. How will smallholder producers survive climate change, let
alone contribute to local, national, or regional food security? Cooperatives of
smallholders have been in existence for many decades. A new approach to the use
of the cooperative concept should be explored that focuses on collective action
to secure funds, improve productivity, access markets and add value, incorporat-
ing the climate-smart actions at scale discussed above. Experience from innova-
tive funding mechanisms like the Bank’s Biocarbon Fund can be built upon to
explore how to tap climate finance as an important source of funding at the
cooperative level.

Finally, as in the case of oceans, improving linkages with the consuming class
in major cities can open up markets for certified products, increasing finance and
technical support for cooperatives.

Reducing Greenhouse Gas Emissions from Cities

What we know now about the severity of the risks associated with uncontrolled
climate change makes it crystal clear that massive efforts are required to bend the
GHG emission curve. With luck, we might only have to deal with two degrees
of warming by the end of the century, already a frightening prospect. One way
or another, cities will play a large role in this drama. They will, under business as
usual, contribute massively to the growth in global emissions. Or, with intelligent
and concerted action, they will help to bend the curve.

We are seeing a large-scale population shift from rural to urban areas and from
agriculture to the manufacturing and service industries, such that most future
population growth will be in developing country cities. Asia, a major source of
greenhouse emissions, is expected to have an urban population of about 2.2 billion
by 2020, the largest of any region. This population includes an estimated
70 percent of the global poor. By 2030, it is estimated that 2.7 billion people,
about 55 percent of the population in the Asia region, will live in urban areas; this
will be an increase of more than 70 percent (1.1 billion) in the next 29 years.
Sub-Saharan Africa has even higher urban growth rates but a very different start-
ing point and, at present, limited GHG reduction opportunities. Other regions
have mixed levels of urban growth and offer varying GHG reduction
opportunities.

Cities and their inhabitants—families, businesses, institutions, factories—are
already a significant source of GHG emissions. Poor investment decisions made
now could lock the world into a future with limited opportunities to reduce
GHG emissions at the scale required. Thus, the urban sector (including urban-
based industry) presents perhaps the greatest opportunity to achieve decisive
GHG emission reductions. How can this opportunity be realized? We believe
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the challenge needs to be viewed from the perspectives of both the global com-
munity, with its climate mitigation objective, and city mayors, concerned about
their ability to provide the infrastructure and urban services that their constitu-
ents and future generations need. If only the global perspective is taken, it is
unlikely that anything on the scale required will be achieved. If only the mayors’
perspective is taken, a major increase in carbon emissions is guaranteed.

Why would a mayor give priority to low-carbon investments? Many of the
existing cities in developing countries are already significantly under-provided
with critical infrastructure, largely because of a lack of finance. The price tag for
meeting today’s needs has already risen significantly in many coastal and other
cities vulnerable to climate impacts because of the need to build climate resil-
ience into infrastructure designs. For a mayor in a developing country city to give
priority to low-carbon development requires that it be integral to meeting wider
urban infrastructure and services needs, at the present and into the future. Thus
the price tag associated with achieving large-scale GHG reductions from cities is
actually much much higher than that of stand-alone low-carbon investments.
But by bringing low-carbon development incentives together with technical and
financial support for meeting current and future needs, multilateral development
banks (MDBs) can make a mayor’s decision to “go low carbon” easier.

The urban challenge and opportunity also requires a new kind of partnership
and commitment to long-term, large-scale action, including very significant com-
mitments for technical and financial support. A new level of financial innovation
aimed at drawing in partners from the private sector, in the form of institutional
investors, will be required to mobilize the trillions of dollars required over the
next decades. International public financing will be crucial to support cities to
become creditworthy and to reduce financial and political risks so that private
sector finance can be mobilized at the scale and within the timeframe required.

Having discussed some key global challenges from a sectoral perspective, we
now proceed to underline some broader points made in preceding chapters about
the role of ODA in financing global public policy and about the ways in the World
Bank and other international development organizations should change direction.

The Concept and Supply of Aid

As argued in chapter 5, with stagnant or declining ODA levels, increasing pres-
sure to apply ODA to growing global challenges, a dramatic thinning of the ranks
of the low-income countries, and a still-dominant aid policy narrative that says
ODA should be applied to the national challenges of the poorest countries,
something has to give.

There is no realistic prospect that international public financing, additional to
current levels of aid, will be mobilized on any significant scale by means of “innova-
tive” financing mechanisms. In the absence of this, and without the kind of growth
we saw in aid budgets over the decade to 2010, the obvious conclusion is that we
must rely upon aid budgets, at approximately their current levels, to finance global
public policy. As we have shown, this has been happening to an ever greater extent
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over the last two decades, but without recognition in the dominant aid policy nar-
rative. That narrative needs to change with the times, or it will eventually be dan-
gerously out of kilter with the reality of aid allocation. Such a disconnect, once
recognized, could lead a serious loss of public and political support for aid.

In short, the purpose of aid must be reconceived to recognize the reality that
aid is and needs to be used for financing global public policy. However, this
reconception should disturb the existing, core rationale for aid as little as possi-
ble. That rationale is sound, even if incomplete, and has proven successful in
rallying support for aid. It should not be abandoned, obscured, or in any way
taken lightly. We have therefore advocated a relatively conservative modifica-
tion of the rationale for aid that nevertheless carries implications for resource
allocation, delivery mechanisms, the institutional and global governance of the
relevant financial flows, and the measurement of those flows.

According to the rationale we have suggested, the purpose of aid is a simple
but twofold one: to support national public goods and to support global public
goods (taken here as including regional public goods). This rationale can be
adopted without revisiting the fundamentals of the ODA concept. The existing
ODA definition is capable of supporting a rationale or narrative that gives much
greater prominence to the role of international development organizations as
agents for the supply of global public goods, rather than merely as agents for the
delivery of bilateral resources. An important feature of this rationale is that financ-
ing global public policy is essentially seen as the domain of global institutions. This
is not just a matter of emphasis; it entails material changes in the way in which
they conduct and present their operations, to which we come further below.

We have also outlined our thinking on how aid donors should make ODA
available for use in the service of global public goods. Our core idea here is that a
Global Financing Facility should be established at arm’s length from any existing
institution, while using existing administrative structures and financing channels.
In addition to its financing function, this facility should be equipped with strong
policy advisory and evaluation functions. It should be financed in several ways: by
folding in resources from a range of existing funds (possibly including the GCF if
it proves unable to mobilize sufficient funds—say $20 billion a year by 2020), by
raising cash contributions from donors, and possibly also by raising funds in the
capital markets through the issuance of “global x” bonds backed by long-term
ODA pledges (where x represents one or another global challenge). The facility,
we have argued, should be required to allocate a defined proportion of its
resources to the mobilization of market-based investments in global public goods.

The governance arrangements for a Global Financing Facility would need to
be very different from those of existing MDBs, which reflect an economic order
that is receding into the past and are not fit for the facility’s purpose—the financ-
ing of action on challenges in which very broad groupings of sovereign and non-
sovereign actors all have stakes. Thus the facility’s governing body would include
both sovereign and non-sovereign representatives and would aim to give them
voice in proportion to their exposure to global challenges, not in proportion to
their cash contributions to the financing mechanism of the facility.
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The Role of International Development Organizations

According to the aid policy narrative we favor, international development
organizations would have a central and indeed privileged role in the supply
of aid-financed global public goods. By the same token, those organizations
would be expected truly to make that role central to their mandates, rather
than seeing it as marginal and confined to the domain of special-purpose
donor trust funds.

In order to meet the latter expectation, we have argued that international
development organizations should adopt institutional strategies for contributing
to the supply of global public goods through both country and global programs.
These should as far as possible be linked across key institutions and certainly
across the MDBs. They should be more than policy statements: they should be
operational strategies that set goals, drive resource allocation, articulate imple-
mentation arrangements, and provide a basis for monitoring and evaluation.

Such strategies should lead to a consolidation and rationalization of the exist-
ing patchwork of arbitrarily sized and unreliably funded global and regional
funding mechanisms operated by the World Bank and, to a lesser extent, other
MDBs. In addition, the impact of approaches and instruments trialed to date—
many of which hold promise but most of which exist as pilots with little hope of
follow-up—needs to be more systematically assessed, so as to support decisions
about which to replicate and scale up and which to discontinue.

We have pointed out that the G20, particularly since its transformation into
a leaders’ level forum in 2008, and its adoption of a development mandate in
2010, has a unique capacity to ensure that linked institutional strategies are
developed, resourced, and implemented. It also has an obvious role in monitoring
the supply of global public goods important for global stability and prosperity.
This could well be the defining theme of its development agenda, as that agenda
evolves further.

We have argued also for what might be termed a Copernican shift in the way
that global problems are viewed within the MDBs. At present, they are viewed
as important but outside the scope of the mainstream work of the banks—in
short, as sidelines, almost “hobby shop” preoccupations. But, from a sustainability
perspective, the most important global public goods are not those that can be
supplied by means of relatively small funds and tight-knit coalitions of like-
minded organizations. The most important global public goods will be supplied
by governments and private actors through cumulative, large-scale action across
multiple countries. It is therefore of paramount importance to create incentives
for the pursuit of global public goods through mainstream country operations,
rather than merely through global programs. Incentives are needed for both cli-
ents and for Bank staff, particularly in middle-income countries, which now have
a much wider range of financing options than previously.

A weak formulation of the point above would be that MDBs should do more
through their country operations to contribute to the supply of global public
goods. A stronger formulation, reflecting the Copernican shift just mentioned,
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would be that MDBs should make this their primary job—to find and work at
the intersection between national and global public policy priorities. The latter
formulation is likely to seem increasingly relevant as developing countries, in this
“age of choice” (Greenbhill et al. 2013), increasingly turn to bilateral development
financing institutions or other emerging sources of finance, such as the mooted
BRICS bank, to support their national development priorities.

In light of the availability of non-concessional financing for development from
an increasing variety of sources, MDBs should be enabled and indeed mandated
to offer flexible financing packages to clients that provide sufficient incentives to
undertake or modify investment intentions in favor of global public goods. These
might blend concessional and non-concessional resources in various degrees,
with the blend determined not by the characteristics of the borrower or the
operation, but by the level of incentive required to reach agreement in a particu-
lar case. Consideration should be given to the development of a set of multilat-
eral principles for responsible investment in areas related to the provision of
global public goods with a view to avoiding unhealthy races to the bottom on
financing terms.

Where the blending of “hard” and “soft” money in order to calibrate incentives
results in the provision of concessional financing to a middle-income country, or
indeed to any developing country, this should not be characterized as the provi-
sion of “aid.” The package should be considered as official development finance
of a piece with non-concessional lending, as the concessionality benefits all coun-
tries, not just the project host.

The Last Word

It is our firm conviction that decisive action needs to be taken now to strengthen
international cooperation on global public goods important for development,
particularly but not only the avoidance of dangerous climate change. International
cooperation has a bad name right now, thanks to the frozen state of negotiations
on international climate change and trade liberalization agreements, but inter-
national cooperation can and does work at a more practical level—provided
resources are available and provided there are effective international institutions
to support it. We may not have all the resources we need, particularly in the
present, straitened times, but we have and are already using ODA heavily in the
service of global public goods. This is appropriate, particularly at a time when
new financing for national public goods is beginning to emerge from non-
traditional sources. The use of aid for global public goods must be reflected
explicitly in a new and broader aid policy narrative or we run the risk of losing
public and political support for aid. This new narrative should underline the
centrality of international development organizations in supplying global public
goods. Much more than that, however, it should entail a rethinking of their man-
dates such that it becomes their primary purpose to ensure that national and
global public policies are interlocked and mutually reinforcing.
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Notes

1. For an argument that economic welfare has in fact decreased since 1978, see
Kubiszewski et al. (2013).

2. http://www.youtube.com/watch?v=k2sYIIjS-cQ.

3. The National Intelligence Council, in Global Trends 2030, identifies as one possibility
that the World Bank’s governance will change to reflect modern practice and eco-
nomic reality.

4. Reaping the benefits: science and sustainable intensification of global agriculture, The
Royal Society, October 2009, highlights the need to scale up research on perennial
grains since the conversion of annual crops into perennial plants could help sustain the
health of cultivated soils. To date, there are no perennial species that produce ade-
quate grain harvests. However, there are breeding programs aimed at developing
perennial grain crops—wheat, sorghum, sunflower, intermediate wheatgrass, and
other species. Perennial crops store more carbon and maintain better soil and water
quality, manage nutrients more conservatively than conventional annual crops, and
have greater biomass and resource management capacity. Given adequate support,
these efforts could lead to the development of perennial crops within 10 years.
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