4.  Markets for finance, labour, land and food

	How can pro-poor markets be developed in four key markets?
	The framework for understanding pro-poor market development has been applied to four key markets: those for finance, labour, land and food.  Each of these is explored in an annex (see annexes 2 to 5) in terms of its importance to the poor, experience with past interventions, and priorities for future approaches for governments and DFID.

	Financial markets are key to poverty reduction… but they seldom work well for the poor.  

What can the state do to address this? 

The state’s main priority is to create a sound financial system 
	Financial markets (Annex 2).

Past interventions in financial markets provide many lessons, both positive and negative, for pro-poor market development.  For at least forty years, governments have rightly acted on the basis that effectively functioning financial markets are fundamental to the prospects for successful development. At the level of individual livelihoods, financial markets play potentially critical functions: they can be a principal means for the poor to get access to financial assets; through facilitating saving, they are one means of reducing the vulnerability associated with uneven and unpredictable year-to-year changes in circumstances; and they can help convert illiquid assets into liquid ones in the event of emergencies. But since they frequently fail to discharge these functions with any real effectiveness, their improvement is rightly seen as a key element of the pro-poor agenda. 

Unfortunately public actions to intervene in markets and develop institutions have had mixed results in bringing about improvements in the operations of financial markets and in ensuring that the poor, and in particular the poorest, benefit. Interventions from the 1950s to 1970s have included numerous actions which could claim some pro-poor objective but with generally disappointing outcomes. Main features were control of interest rates at low nominal and real levels, the establishment of development finance institutions, and proactive state sponsorship of small-scale rural credit programmes.  The subsequent wave of reforms from the 1980s formed part of the wider response to economic crisis, and focused on removing wider distortions to financial markets and on micro-economic reforms to wayward institutions.  While progress has been made, the main lesson learned is that there is no easy route from a state of financial repression to one of generally liberal financial markets.  From the perspective of pro-poor financial markets, perhaps the most encouraging trend during the 1980s and 1990s has been the growth of diversity among intermediaries, notably specialised financial institutions serving low-income clients and supporting community-level action, and non-bank financial institutions. 

For the future, the building of more effective pro-poor financial markets remains a major challenge for governments and development agencies wishing to reduce poverty.  The first priority is to complete the task of creating a sound and functional overall financial system.  Beyond this, the myriad gaps in the provision of financial services of all types and for the poor need to be addressed by judicious interventions, designed and carried out with great care.  There is still a financing gap hindering micro, small and medium enterprises in many countries, with a continuing need to reduce the costs of financial services which undermines sustainability.  For the very poorest, priorities are to focus on reducing transactions costs and to go with the grain of proven community and co-operative developments rather than trying to displace them.



	The market for poor people’s labour is crucial to poverty reduction…
… and is closely linked to the wider market for the goods and services they produce

More liberal trade is important… but its poverty impact can vary

Ensuring that markets correctly value labour and capital is key
	Labour markets (Annex 3)

Well-functioning labour markets are critical to the pro-poor agenda at both the macro and the household levels.  However, many poor individuals and families experience difficulties in using their labour to generate livelihoods, resulting in under-employment or unemployment.  Further, the under-utilisation of human capital will have a significant negative impact on wider economic performance.  In particular, poorly functioning labour markets will hamper the ability of the economy to respond to economic reforms or adjust to external shocks.  

Demand for the labour of the poor, being substantially derived from the demand for the goods and services they produce, is intimately linked to the performance of the wider economy.  The labour market is also closely bound up with other factor markets on whose performance it depends.  The labour market's poverty-reducing effects are therefore not separable from the effectiveness of measures to improve the wider economy and to strengthen pro-poor growth patterns. 

There is no real dispute about the general income-raising and efficiency effects of more liberal trade as mediated through the labour market, but its distributional and poverty-group impacts are complex.  For example, the pre-trade reform situation in some developing countries has been characterised by significant protection of labour-intensive activities. Hence, as protection has been reduced, some unskilled workers have suffered losses of both income and employment.  Most importantly, the trade reforms of the past 20 years have occurred at the same time as crucial technological developments that have favoured skilled over unskilled labour, explaining many of the losses of income and employment seen amongst unskilled labour in some developing countries.  These trends have further underlined the importance for poverty reduction of the public and private sectors combining to ensure the supply of the skills demanded by a changing labour market.

Initiatives to improve macro-economic stability and policy coherence and credibility, and to strengthen the operation of factor and product markets will impact on the operation of labour markets, and should serve to strengthen the potential positive impacts of globalisation.  Governments need to review regularly the full range of policies and programmes to ensure that they are free of distortions that would unduly encourage the substitution of capital for labour, whether directly or indirectly.  Supply-side measures are also needed: in the longer term, sustained public and private investment in human capital will be central to strengthening the access of the poor to labour markets.

OECD countries also have important roles to play in promoting pro-poor labour markets.  In the first place, they need to be consistent in their approach, and support developing countries in processes that affect access to international markets for labour-intensive products (such as agriculture and textiles).  Second, they may support codes of practice for core labour standards whose direct and indirect effects are understood and carefully judged from a pro-poor perspective.  And third, developed-country approaches to promoting the international migration of skilled and unskilled workers should bear in mind not just the interests of the receiving country but also the impact on the source countries and households.



	Access to land is vital for the rural poor

The experience with land reform has been mixed

An enhanced focus on rental markets would help

The way ahead…


	Land Markets (Annex 4)

Access to land, and the conditions and security of that access, critically affect the livelihoods of many of the world's poorest households.  Households with access to land are better able to use their own labour to generate livelihoods through the production of agricultural commodities or through hunting and gathering activities.  They are also better placed to attract capital and labour from outside the household, and to build social capital.  Depending upon the socio-economic context in which they operate, households may achieve access to land as a result of rights acquired through one or more forms of customary land tenure (which range from relatively exclusive individual rights through to regulated or unregulated common access) to individual title to a legally-defined freehold. 

Given that extreme disparities of land ownership often accompany rural poverty, attention has often been paid to land reform as a means of addressing the distributional underpinning of the land market.  However, while there have been successes, experience has been mixed.  Land redistribution in South East Asia immediately after World War II was comprehensive and was regarded as having had a positive impact on poverty and landlessness, creating as it did a class of property-owning peasants.  Resettlement schemes in Latin America, however, have been much less successful and highlight a number of potential problems with land reform initiatives: political interference at the administration of every stage of the process (e.g. from whom land is expropriated, what compensation is paid, and to whom land is allocated); problems in agreeing key concepts; delays in land allocation; and a lack of consultation with intended beneficiaries.  Meanwhile, the introduction of individual title on formerly customary land has in practice often led to increasing landlessness, and skewed distribution, without necessarily increasing agricultural investment and productivity.

An active land rental market or strong tradition of sharecropping may go some way to improving both the efficiency of land use and the quality of opportunities available to the poor, however unfair and inefficient the distribution of land use rights, and the process by which such distribution came about.  Accessing land through renting rather than purchasing, although offering less scope for use as collateral, may have a number of advantages for the poor.  In many situations it is politically more feasible than land reform, and it is a more flexible arrangement, with lower transactions costs, implying a reduced reliance on (often distorted) capital markets, and reduced exposure to risk.  Nevertheless, governments and donors have generally paid less attention to land rental markets than to issues of ownership and title.

Future government intervention in land markets may most usefully focus on: recognising customary tenure systems, and integrating them into the legislative framework; encouraging the development of rental markets; promoting women's rights to land, in particular through the reform of inheritance laws; facilitating the management of natural resources at the community level; and promoting the participation of stakeholders in the development of land policy.

	Food is bought, sold and consumed by the poor; its price is crucial to the quality of their livelihoods

Government intervention has often made things worse

States have been forced to rethink their intervention as costs soared

Reforms have been positive, though price instability is a problem 

Challenges remain for policy makers


	Staple food markets (Annex 5)
Staple food markets are of fundamental importance for economic development, political stability, and the welfare of the poor.  The poor spend a high proportion of their disposable income on staple foods, whilst the production, processing and marketing of staple foods are important sources of livelihoods for many poor people.  The efficiency of the food marketing system also has implications for the macro-economy, through its effects on the rate at which urbanisation, industrialisation and agricultural specialisation can occur, as well as the level of real wages.  At international level, continuing restrictive practices among OECD countries in food markets create costs and distortions for many developing countries.

Governments in low-income countries intervened especially intensively in staple food markets during the 1950s to 1980s, though using arrangements that often had their roots in the 1930s, in an effort to achieve one or more of the following: a reduced risk of famine; a reduced level of import dependence; cheap and stable consumer prices; higher and stable producer prices; and efficient and non-exploitative marketing systems.  The various instruments employed, however – administrative controls, establishment of marketing agencies, and limiting competition – have often had adverse effects: high marketing costs, wide margins between producer and consumer prices, unintended welfare transfers between producers and consumers, reduced opportunities for labour-intensive processing and marketing, and costs to the fiscus.  

Widespread liberalisation and deregulation have been driven by ministries of finance during the 1980s and 1990s, prompted by conditions imposed by donors, because of high fiscal costs and macro-economic stress.  In eastern and southern Africa, reform has been subject to frequent policy reversals and has been partial, with continued significant intervention by the state in trade and prices, and through the operation of strategic grain reserves.  The notable exception is South Africa, where the final set of agricultural marketing reforms during the 1990s was comprehensive, the impetus coming from domestic political change. 

The results of reform to date have been generally positive.  They have included a significant reduction in marketing and processing margins, a wider range of products on the market, and a reduction in the fiscal costs of the system.  The benefits of efficiency gains have generally accrued to consumers and a limited number of well-situated producers, although price instability in some countries has increased for both producers and consumers.  Liberalisation does not, however, appear to have boosted grain production.  There is also controversy over the impact of marketing reforms on linked markets, for instance in cases where an output marketing agency had previously had an incentive to provide producers with credit provided it had an assurance of being able to sell their produce.

A number of issues continue to face policy makers.  First, few systems have resolved the problem of how to contain the effect of price instability on producers and consumers without inflating marketing margins and incurring fiscal costs. One of the few is South Africa, with its highly developed financial system, a large-scale private sector, and the almost complete withdrawal of the state from marketing.  In this case, new institutions that provide for the management of price risk have emerged.  Second, there are still uncertainties over how to boost smallholder productivity, especially where smallholder credit and input supply systems have broken down.  Third, there are similar uncertainties over how to encourage the growth and deepening of small-scale trading and processing enterprises.  Finally, greater regional market integration will remain elusive whilst governments are unwilling to relinquish their capacity to intervene in domestic food markets.  An emphasis on policy consistency and coherence, infrastructural development, and initiatives to strengthen the capacity of the private sector are likely to be important components of successful agricultural marketing strategies in the future.


