
3.  Making markets work better for the poor

	To make markets more pro-poor we must focus on public and private roles… 
	The central challenge in the growth of pro-poor markets is one of institutional development.  Both the ‘rules of the game’ and organisations – public or private – need to support higher overall growth as well as growth paths which are more pro-poor.  Rising to this challenge requires greater attention to the appropriate roles for public, private and non-market actors as well as enhanced accountability and effectiveness throughout government.  Using the framework set out above (Table 2), Table 3 identifies some actions at different levels that may be taken by: (i) households and firms; (ii) community, market and professional groupings; (iii) the state at national and local levels; and (iv) international actors.



	
	There is no real alternative to a series of mutually reinforcing relationships between private, public and non-governmental actors, where all parties are pressed to become increasingly effective and accountable.  Sometimes these relationships will take the form of partnerships based on shared purposes among the participants; sometimes there will be conflict, for instance between regulators and the regulated, when at least short-term interests fail to coincide.



	What types of action can be taken by  households…
 … firms…
	For households, local-level actions by households to strengthen their political voice, improve their negotiating positions in markets and provide for local public goods, may enhance their terms of access to markets.  Women may be especially disadvantaged and yet have opportunities for group action.  Often, however, the scope for effective action will be limited by hostile local power relations and social contexts, especially if the organs of the state are not supportive of local empowerment.  

Firms that grow, diversify, and stimulate demand for labour are an essential mechanism for assuring the pro-poor impact of market development.  A principal focus of government policy must be to enable them to thrive.  While in many respects at the individual level firms will be more influenced by the wider environment than they will be determinants of it, there will also be scope for them to organise, though there are also risks of collusion, discussed in the next section.


Table 3.  How can different participants act to strengthen pro-poor market development

	Domain of intervention or collective action
	Roles and levels of action

	
	Household and firm
	Community, market and professional associations
	State (national and local)
	International

	Economic policy 


	Exercise of political voice.
	Dialogue with government
	Macro-economic and sectoral policy.

Pro-poor budgeting.

Consistency, for investor confidence
	Stabilisation and adjustment programmes.

Debt initiatives. 

Reform OECD policies (trade, agriculture)

	Law and Administration, governance
	
	Self-regulation of markets.
	Increase accountability, effectiveness of law and public sector.

Assure freedom of association.
	Support to legal and civil service reforms

	Political and social culture,
	Participate in representative organisations.

Enhance gender equality.
	Trade associations more inclusive.
	Improve accountability of political process.
	Support governance programmes.

	International markets 
	
	
	Policy to address supply-side constraints.
	Open access to developing country products

	Public goods
	Take part in common property management.
	Collective provision.

Institutions for common property.
	Taxes/subsidies.

Regulation.

Funding or direct provision.
	Taxes/subsidies.

Regulation.

Funding or direct provision.

	Externalities
	
	Collective action to internalise.
	Taxes/subsidies.

Regulation.

Funding or direct provision.
	Taxes/subsidies.

Regulation.

Funding or direct provision.

	Market power, monopoly
	
	
	Competition policy.

Improve infrastructure.

Address statutory  monopolies.
	Address international concentration.

	Information asymmetry
	
	Collectively invest in  information flows
	Regulation (e.g. product description).

Invest in information.
	Fund information generation and dissemination. 

	Transactions cost
	
	Collective action 
	Infrastructure.

Contract enforcement.
	

	Regulations anti-poor, anti-women, ethnic bias
	Organise locally (e.g. women).
	Reforms to associations.

Community education
	Political and social reforms.

Public education.

Empowerment of local groups
	International NGO networks.

	Organisational bias 
	
	Reforms to service providing entities
	Changes to regulatory frameworks.

Public education.
	Core labour standards.

	Social relations link to markets
	Traditional authorities address inequalities.

Strengthen social capital – organise locally, use kin groups.
	Transparent self-regulation.
	Legislate for social change (on e.g. bonded labour.)

Core labour standards
	

	Market segmentation
	
	Collective action for access to markets.
	Regulatory framework to reduce barriers to integration.
	

	Risk management
	Mutual household support, kin groups.
	Group saving.

Market integration.
	Economic policy.

Social policy.

Safety nets.
	Design of stabilisation, adjustment.

Capital market reforms.

Debt management.

Support for safety nets.

	Linked markets
	Diversify livelihoods and assets.

Develop child-care services.
	Deepen financial markets, link to insurance markets.
	Financial and labour market reforms.
	International trade reforms.


	…market associations…

..community associations…

… NGOs…


	Firms will often have a long-term interest in improving the efficiency of market operations, and in particular in ensuring that some public goods (such as infrastructure, credible information, and generally accepted norms and standards) are provided.  Interventions generally take the form of collective actions, such as self-regulation by market participants (backed up by sanctions that may involve pressure on offenders), managed jointly by Chambers of Business for instance.  There will inevitably be tensions, however, around the management of free-riders, and collective actions can readily become attempts create and abuse market power on the part of those who are already powerful.   A common form of collective action will have the aim of lobbying governments.  For their part, governments will normally want to consult market and professional associations, both as a source of information and as part of a consultative process with stakeholders.

Organisation by poor households can be an effective means of strengthening political voice and of improving access to markets, for instance through trades unions or group-based involvement with financial markets to reduce transactions costs and improve information flows.  However, a vicious circle of disempowerment, isolation and social division means that this is no panacea.  Co-operatives, for instance, frequently encounter official hostility if they become sufficiently effective to challenge political or private interests.  

Local non-governmental agencies may enhance pro-poor market impact, depending on whether they are representative organisations (e.g. women’s or farmers’ groups) which strengthen political influence or improve the terms of members’ access to particular markets, or they are service-providers not subject to full commercial pressures (e.g. NGOs providing credit and savings facilities for otherwise unbankable clients).



	… and the state, both nationally and locally
	As economic development proceeds, the role of the state in contributing to the institutional framework for markets progressively grows more important.   Increasingly, markets will only function well, for the poor as well as for other participants, if there is an active and accountable government, capable of undertaking critical tasks competently.  These include:


Creating a supportive economic, legal and administrative framework, which inter alia provides for freedom of association and effective contract enforcement


Identifying market failures and ensuring that corrective measures are taken (except where the costs and risks of state failure are worse than the market failure the measures are intended to correct)


Taking cost-effective actions to ensure that market processes and outcomes are acceptable from a poverty perspective.  This may include an agenda of social and labour legislation, of strengthening local institutions to enhance participation by the poor, as well as of addressing the distributional underpinnings of markets (e.g. through land reform) and supply-side constraints, for instance through sectoral policies and programmes.

If governments decide to intervene in the workings of a market they will have to consider a range of possible instruments for intervention, including:


Regulatory change.  Banking regulations, for instance, can contribute not just to the enabling framework for growth, but also to expanding the scope for financial services that are accessible to the poor.  Price controls may have a role where there is scope for abuse of monopoly power, though enforcement is difficult and effects sometimes counterproductive.


Institutional reform at national (e.g. the judicial system), meso (e.g. sectoral reforms), or local levels (e.g. creating an enabling framework for people’s organisations).


Affecting absolute and relative price levels through subsidies, taxes and tariffs.


Funding of public goods, for instance infrastructure, basic research, or general information (such as national statistics, or crop forecasting).


Direct participation in markets as a supplier or customer.


Assisting the poor in risk management, including through providing safety nets.


	The regulatory framework is crucial…

…but using it may be problematic

Government needs to be realistic 

Beware the concept of the neutral government

Beware, too, unintended results
	The regulatory framework (see Annex 1) is of particular significance.  All markets require a regulatory framework, a set of rules and conventions that structures the actions of market participants.  A regulatory framework is a collective good since the system is available to all participants in the market system and use by one individual does not reduce the scope for use of the system by other participants.  Regulations also create economic rents and so imply a competition to determine who secures these rents.  Providing a regulatory framework therefore faces the problem of overcoming incentives for free-riding that are common to all collective and public goods.  While self-regulation through collective action by market participants will often have a role to play, the state will usually be central in sustaining the regulatory framework for markets, deriving from its monopoly on the legitimate exercise of coercion and taxation.

However, the use by individuals of the state enforcement machinery is invariably costly and often unreliable, underlining the need for generalised social norms to sustain co-operative economic behaviour without requiring constant resort to legal enforcement.  Equally, the control of the regulatory system by corrupt officials and politicians invariably means that the implied rents add further to income inequalities and harm the poor.

The actual combination of the modes of intervention that is appropriate for a given country, market and period cannot be determined in general terms – rather, it must be based on location-specific analysis.  The capacity of the state to undertake particular functions at particular times will be crucial in this regard, and strengthening the capability of the state will often form part of an approach to pro-poor market development.  However, there are cases in which complex regulatory functions are unrealistically proposed in countries where the state is not capable, either currently or in the foreseeable future, of carrying them out.  

For two reasons, there is also variation in the extent to which the state can be treated as an impartial and efficient provider of public goods, agent of regulation, or supporter of local empowerment.  First, the power of the state may be used for predatory purposes, in favour of particular class or sectional interests. This may reflect direct control of the apparatus by a particular group, or be the outcome of competition between politicians for the support of interest groups.  Second, even if the objectives of the policy makers are in fact developmental rather than predatory, there is a problem of monitoring and control of the agents to whom the exercise of state power is delegated. Political hostility to market development may link to social factors, as when there is a  tendency to vilify certain occupations (e.g. traders, money lenders and water carriers) and to characterise them as exploitative, notwithstanding the important functions they often perform.

While some form of public action to affect the functioning of markets is often necessary, the need for great care is underlined by the experience that the effects of intervention have sometimes been unexpected, and even worse than the initial problem.   Price interventions, while sometimes desirable, for instance to control possible abuse of market power, are often problematic, not least because they are analytically very demanding.  Producer price controls may be ineffective (if set too high) or counterproductive (if set too low, thus discouraging production).  Price supports are also problematic: for instance in agriculture they have the effect over time of raising land prices, which may work to the advantage of a group of beneficiaries (large land-owners) other than those originally intended.  The need to avoid unforeseen and harmful outcomes of interventions intended is also illustrated by the history of many Development Finance Corporations discussed in Annex 2 on financial markets.



	What can be done at the international level?

The need for international public goods…

… and other actions …

… with roles for official bodies, NGOs and corporations
	Measures to make markets work better for the poor need to be taken not just at national and local level, but also internationally. As at national levels, well-functioning markets internationally call for an agenda of institutional development that is both accountable and effective.  

Globalisation processes – which create opportunities for the poor, but also raise challenges – are highlighting the need for global public goods to be provided, including inter alia intellectual property rights regimes, food labelling and safety standards, information generation and dissemination, agreements on the treatment of economic migration and capital flows, and taxation conventions.  While considerable progress has been made on some of these areas in terms of widening areas of consensus, enhancing openness and accountability of international agencies involved, and formalising agreements, much remains to be done.  Persisting obstacles placed by OECD countries in the way of developing countries’ access to key export markets require attention, as do export subsidies provided by the EU through the CAP.  

There is also much to be done at international level to support the development of markets within low-income countries.  Measures include: the design and implementation of stabilisation and adjustment programmes; peace-making and peace-keeping; debt relief; support to improved governance; and the control of corruption.

Much of this agenda requires a lead role to be played by governments and by international agencies.  However, civil society in all its diversity is also increasingly active, for instance in raising awareness of corruption, in influencing (with mixed results) debates on trade, and in promoting fair trade.  Many trans-national corporations are also recognising their interest in improving standards of environmental management and social responsibility.
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