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Foreword

n an article published in This Is Africa, the quarterly magazine of the Financial

Times, Columbia University professor Jeffrey Sachs wonders whether world lead-
ers would be courageous enough to invent and design new programs and institutions
with the legitimacy and the engagement to pull the world out of and away from
the current crisis and target a more fair and sustainable future. A new architec-
ture is the only path toward a better world that we dream of, a utopia (universal
welfare state).

So far, world leaders have not been courageous (although there have always been
exceptions—leaders who have had to pay a high price, sometimes compromising their
own lives), and the peoples have not been motivated to stand up and rebel. In fact,
we have been spectators, impassive eyewitnesses. Aid funds were substituted for
loans; international cooperation for exploitation; and democratic multilateralism
for plutocratic groups from the most prosperous and developed countries. Worst
of all was (before a total absence of reaction capability) the substitution of the
values for which we had fought hard so many years, for the laws of the market.
These plutocratic groups squeezed the United Nations, and the globalizers declared
and started an unbelievable race to increase weaponry stocks (for past wars, by
the way). The result is an economy of war ($3 billion is spent every day on arms
whereas 60,000 to 70,000 individuals starve to death), a virtual economy based on
an unbridled speculation with no regulation. In 1991, I wrote, “with the Berlin Wall
a system has sunk in which equality had forgotten freedom. Now, if the system does
not change radically, the alternative system based on freedom that has forgotten
equality will also fall.” And both systems had forgotten justice.

As could be expected, capitalism has now also sunk. .. but it has been rescued.
We must be on alert, because we could forsake a great opportunity and accept one
more time that the rescued do not rescue those who suffer from hunger and thirst. It
is time for the rebellion of the masses, peacefully, quietly, with tenacity, to transition
from a saturation economy that includes 20 percent of humanity (the prosperous
district of the global village) to a global economy of sustainable development, which
in addition to improving the livability of the planet increases its number of customers.

“Extreme poverty originates and perpetuates,” writes Jaime Pozuelo-Monfort,
“because developed countries have failed to reform the six components of the Axis
of Feeble, an Axis that must be defeated in an intellectual war that uses the Weapons
of Mass Persuasion. The six components of the Axis of Feeble are: agriculture, trade
and labor rights, small arms trade” (what about the big ones?) “extractive industries,
financial architecture, and brain drain.”

Numerous wars of the past defeated the Axis powers and the East Powers, and
current wars—based on lies and simulation—try to defeat the so-called Axis of Evil.
The Axis of Feeble is maintained thanks to the hard work of the Pirates of Heartless
Capitalism and the Bretton Woods Elites, who have been serving the plutocrats and
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who, if things do not change, will use their propaganda instruments to oppose a
paradigm shift.

In the first part of his autobiography, the American diplomat George F. Kennan
noted, “We of this generation did not create the civilization of which we are part and,
only too obviously, it is not we who are destined to complete it. We are not the owners
of the planet we inhabit; we are only its custodians.” We will not defeat the Axis of
Feeble if all custodians do not become active passengers and not mere spectators.

The Monfort Plan is of particular interest because now that the peoples can have
an active virtual participation, each and every one of us can begin and take off on the
journey of a lifetime. The Monfort Plan is designed, with astonishing imagination,
to attract many readers and individuals to key issues for the future of the planet and
humankind. It is through education that the average citizen can increase her or his
level of consciousness. Only if, as a society, we widen our cognitive space will we be
able to compare and be motivated to work without pause for the benefit and sake of
future generations.

It is urgent that we accomplish decisions when dealing with questions and pro-
cesses that, because of their very own nature, are potentially irreversible. Years ago,
I stressed the importance of this “ethics of time,” because we can reach levels of
no return in social issues (migratory flows, radicalization of those who have time
and again seen unfulfilled promises that were previously formulated), as well as in
environmental issues.

We are approaching a tipping point as a global society. We must become women
and men capable of inventing a new tomorrow. The creative capacity, this mystery,
is our hope. Jaime Pozuelo-Monfort has identified 100 Expert Dreamers, disciples of
Roosevelt and Marshall, of Clayton and Kennan, of Monnet and Schuman, who can
serve the global public interest. The Expert Dreamers will defeat the Axis of Feeble
and the Pirates of Heartless Capitalism with their wisdom and intellectual strength.

The inhabitants of the blue planet, its custodians, must recover the courage
of the visionaries of the 1940s and 1950s, who created an architecture that changed
the world for good. Today’s dominant oligarchies have been incapable of embrac-
ing change and have been driven by inertia, the great enemy of progress. Cer-
tain financiers and entrepreneurs—“because of their greed and irresponsibility,”
in the words of President Barack Obama—have led us all to this multifaceted crisis
(financial, geopolitical, food-related, ethical, and democratic) and to a geopoliti-
cal situation absolutely paradoxical and overwhelming: China is the world’s most
capitalist country and Pakistan is a nuclear power! While the guidelines of Reagan
and Thatcher were inexorably implemented, the world remained silent. Now, with
a perplexed and irritated world, it is very likely that the scientific, academic, and
intellectual communities will lead this transition from the force to the word.

We must start living a life with a different look, in full color. We must, one more
time, dream and love. The Sleeping Beauty must wake up and rescue the Forgotten
Continent. The American Giant will fall in love, one more time, with the Sleeping
Beauty.

As it is so beautifully advocated by the Earth charter, it is necessary, in this begin-
ning of the century and the millennium, to initiate a new order, “a new beginning.”

FEDERICO MAYOR ZARAGOZA
Former Director General of UNESCO (1987-1999)
January 2010



Preface

oday’s world is a world of increasing inequality, poverty, and despair, a world in

which the current players are incapable of coping with a reality that is too rough
to acknowledge, too uncomfortable to deal with, and too disproportionately harsh
to face. Thirty plus years of development aid have proven ineffective. The major
international players in the financial arena are incapable of providing solutions. The
Bretton Woods era is gone and the so-called Washington Consensus is a mere reflec-
tion of what it once was. We are living in a new world, a new reality where the Cold
War and Reagonomics no longer exist, and where globalization and unilateralism
have gained relevance as drivers of the first years in the twenty-first century.

The private equity shops and hedge funds of the world acquire major relevance
in a financial landscape that is more and more sophisticated and hard to understand
and cope with. This is especially true for a majority of individuals in the developed
and developing worlds, who no longer control their financial stability, as it is subject
to international traders, hedgers, brokers, and speculators. Microfinance is claimed
to be the most important tool devised to fight against poverty in the last 30 years, but
it only reaches a fraction of the extreme poor. New financial services for the poor do
not arise because the poor have no collateral, and because the poor lack the ability
to earn, save, and repay. Western financial institutions are timidly entering emerging
markets to offer financial services, and are more often investing and de-investing
to speculate on the short-term and earn positive returns above the benchmark that
beat the market. In the meantime, the price of basic food skyrockets because of the
turmoil in the oil markets, and because the West needs to satisfy its hunger for energy
with alterative energy sources, namely biofuel.

A world based on the maximization of economic profit, in an extreme derivative
of capitalism led by the wealthiest, is leaving equity and global justice behind. By
failing to incorporate redistribution to the global agenda, this economic basis for-
sakes the poor, leaving those with no safety nets to the mercy of the better-off and
the corporations—both of whom claim to have become sustainable and responsible
with their philanthropic activity, reaching a point of equilibrium where they will
stand for years to come.

It is, however, time to change the course of this journey and admit that cap-
italism is not heading in the right direction. We need more regulation. We need
Institutions to be above Markets, we need to protect the more vulnerable with
Global Redistribution schemes and welfare systems that enable the incorporation of
the poor to the benefits of the lifestyle enjoyed in the West (underlined terms will
appear throughout this book and are included in the two-page figure located between
Chapter 15 and Chapter 16, which summarizes the New Architecture of Capitalism.
Readers are encouraged to identify the terms in the two-page figure as they are found
in the text, so as to understand step-by-step the New Architecture of Capitalism).

Xiii
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We need to provide the basic infrastructure to those who lack it, so that the
poor get on the ladder of development and become economically self-reliant once
and for all. Investors have to start looking at the social return of their investments.
Investors have to start computing the collateral damage of some of their investment
decisions, which are sound economically speaking in the short term, but bring about
calamity and turmoil in the long run. Consumers have to start discriminating among
products, and penalizing those manufacturers who are not ethical and sustainable,
thereby rewarding those who strictly comply with a set of internationally established
standards. These standards must define an ambitious agenda to ensure the respectful
treatment of the environment and humankind.

There is a trend that needs to be accelerated. Muhammad Yunus won the Nobel
Peace Prize in 2006 for his contributions to fighting poverty through microfinance.
Albert Gore won the Nobel Peace Prize in 2007 for his activism against Global
Warming. Society acknowledges the efforts of key individuals who have decided to
fight the world’s most serious threats. But the trend has to be accelerated. We need
our politicians, corporate leaders, and investors to become aware of the challenges
of an unequal world. We need our politicians, corporate leaders, and investors to
make every effort toward sustainability.

A NEW GENERATION

I believe I belong to a generation that has to step forward and lead the change of
approach to politics, corporate strategy, and finance. It is a new approach that has
to come from the very roots of the society and from the society’s own citizens. These
citizens must stand up for sustainability; they must stand up and denounce unethical
behavior among politicians, corporate leaders, financiers, and money managers. The
pressure of those who vote, the pressure of those who buy and invest is a Trojan
horse with the potential to boost and accelerate a trend some have timidly started
to adopt.

I become multidisciplinary to better understand a complex world in which so-
lutions to problems are no longer easy. I become multidisciplinary to consensuate
approaches to the crises we face, to hear experts from different disciplines, and
to reach agreement with the leaders of society. I become multidisciplinary to com-
municate and expose the problems—our problems—and to propose and engineer
solutions to social problems. In doing so, I hope to contribute to making of this
world a place where our children and grandchildren can live comfortably regardless
of where they are born or where they choose to settle.

I am a hunter of impossible dreams, an explorer of the twenty-first century, a
consultant of the twenty-second century, and a representative of a forward-looking
mentality that is not anchored in the ideas of the past. I am an inhabitant of Decem-
land, the land of 10 percent. I am a dreamer who loves and a lover who dreams. This
mentality is one that asks why not instead of why, prefers alternative to continuous,
and prefers to start from scratch rather than persist in pursuing the wrong path.

The academic and professional trajectory I have decided to pursue is as unusual
as my ideas, but it is not less appropriate for that reason. The unusual and non-
standard has the ability to innovate and make a difference. Innovation sets the new
forward-looking trend to be followed by the standard approach, by those who argue
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the default logic should become little more than an input assumption to understand
the rationale of why we move in a certain direction.

I look around and realize I am obligated to be a social entrepreneur, because
those around me lack the ability or the energy to react. It is my responsibility
to continue deepening my knowledge, because my energy and enthusiasm are a
gift that T have been given for the purpose of awakening in others the necessary
realizations. We must abandon the de-facto thinking process and shift our focus to
more important issues, to another dimension concentrating on the welfare of all and
not only of a fraction of the global population. My desire to change is a reflection
of all of us, many of whom do not dare to move. I am not afraid to lead. I am not
afraid to suggest change. I dare, therefore I am.

Changing today’s reality of finance for development requires creativity, the abil-
ity to propose unheard-of mechanisms within the developed world and to implement
them via public policy. The public administrations of the developed economies have
been so far incapable of taking the current level of development aid to the next level.
It is no longer a matter of devoting the 0.7 percent of a country’s gross domestic
product (GDP) to development aid, which most developed economies do not even
fulfill to date. It is, rather, about setting mechanisms in place able to considerably
raise the amount of funds available for development. This must be executed in a
consistent and sustainable way, so as to make a significant impact on our ability to
radically change the basic infrastructure in extreme poor countries.

In this context, my aim is to offer an alternative to today’s economic architecture:
an alternative with a different color and flavor, an alternative able to suggest—
from a profound understanding of today’s complex economic and financial reality—
public policies exclusively centered in coping with the increasing gap in income and
inequality between rich and poor nations, a niche player in the fields of economic
development and finance for development.

The political class in Europe is static and anchored in past issues, which although
once important in essence and nature, will not take Europe a step further and make
it the leading power of the first half of the twenty-first century. Europe needs a new
generation of public administrators, consisting of those who are truly European,
understanding of Europe’s multicultural reality, but also of Europe’s set of values.
These values are rooted in the conception of universal rights of Health Care and
Education, in a society centered around the idea of a welfare nation-state.

I belong to a generation that has not undergone war. I belong to a generation
that has seen Europe grow larger and more stable, and continue to expand and
integrate. I belong to a generation that has for the first time lived in different parts
of Europe, made international friendships, and learned not only the language, but
also the culture of each country of residence. I am, first and foremost, European.

I believe a new set of revolutionary ideas will depart from the young, enthusiastic
individuals of my generation. I am ready to step forward and become part of that
generation of leading contributors to a changing world, and I have a plan for change.

IT IS TIME

For years, the neoliberal economic principles based on Milton Friedmann’s work
and the Chicago school tradition have emphasized that the results of Adam Smith’s
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theory of the invisible hand maximize the aggregate welfare of society based on
an individual’s pursuit of happiness. This approach reinforces the greed and the
unsustainable quest for economic profit that lack regard for basic human dignity
and the environment. This greed is behind the 2007 to 2008 financial crisis of Wall
Street bankers. Regulation is only a first response to a deeper problem dwelling in
the very roots of capitalism.

Robert Bates, a professor of government at Harvard University, emphasizes that
economic reform is strongly attached to democratic reform, inferring that the former
is only possible if the latter occurs (Bates 2004).

In their book For the Common Good, H.E. Daly and J.B. Cobb (1989) point
out, “The axiom of greed must be rejected because real people, unlike Homo Eco-
nomicus, are not insatiable.” They add, “The view of Homo Economicus derived
from anthropology and still underlying the existing discipline is radically individual-
istic,” concluding, “Society as a whole is viewed as an aggregate of such individuals”
(Daly and Cobb 1989).

Economic growth has been emphasized by the political, economic, and corporate
elites. This economic growth failed to incorporate the sustainability clause. Natural
resources are finite. The depletion of natural resources harms the environment and
the viability of capitalism in the long run. Sustainability comes into play in a new
economic paradigm. Marcel Jeucken (2004) describes sustainable development as a
triple bottom line that includes the three Ps: people, profit, and planet.

Once upon a time in 1944, in a small town in New Hampshire called Bretton
Woods, the economic elite of 44 nations met to determine the skeleton of the sub-
sequent economic and financial architecture. Such economic architecture would aim
at avoiding the pitfalls of the interwar period, which led to the emergence of Nazi
Germany and the eruption of World War II. Those times are no longer representa-
tive of the current climate. Today’s challenges are of a different nature. They include
extreme poverty, inequality, widespread disease, conflicts that are exacerbated by
the availability of weaponry, corruption, money laundering, and tax evasion, all
of which contribute to the persistence of unethical behavior in today’s capitalist
economies.

It is time to look beyond the present tense to imagine the kind of world we
intend to devise for 2050. The Bretton Woods Elites represent an older generation
of retiring baby boomers who have proven ineffective in dealing with the problems of
our time: extreme poverty, environmental sustainability, human dignity, and climate
change.

It is time to transition from the old paradigms and consensuses to new ap-
proaches. The transition has to ensure the whole of society and its operating
mechanism turns sustainable, thus being respectful of basic human dignity and the
environment. In order to accomplish this, the transition must also propose interna-
tional standards fulfilled by nation-states and design new institutions with the abil-
ity to provide Global Public Goods, which work based on the principle of Global
Redistribution.

We lived a fairy tale that is over. We were part of a Western society that slept
a beautiful dream. I decided to wake up to the reality of an unequal world and
realized that our current economic institutions are ineffective. The European Union
as Sleeping Beauty must wake up and assume a historic responsibility it owes to the
African continent and the United States and lead the path toward a New Paradigm,
financing the change, and proposing and executing reform.
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On the quest to find the Expert Dreamers of today who will help build a new
capitalism, I interacted with thousands of individuals throughout Europe, the United
States, and the developing world.

I met Rodrigo de Rato Figaredo (FMN) in June 2008 at the Lazard branch office
in Madrid (Spain) (names in bold throughout the book belong in the category of Ex-
pert Dreamers, and three letter initials correspond to organizational areas). In March
2006, I sent Rodrigo a letter with some of my thoughts for a redefined capitalism.
Rodrigo was Spain’s finance minister from 1996 to 2004, and managing director
of the International Monetary Fund from 2004 to 2007. The letter was part of a
group of 10 letters that I sent to the following individuals besides Rodrigo: Joaquin
Almunia, Raymond Baker, Josep Borrell, Jimmy Carter, Bill Clinton, Hernando De
Soto, Susan George, William Greider, and Jeffrey Sachs.

At the end of our meeting, I gave Rodrigo a paper I had finished a few days before
in the class “The European Union and the Challenges of the Twenty-first Century,”
which I took at Columbia University in 2008. I finished the paper in May 2008.
Subsequently, I mailed a copy of the paper and a letter to the European Union’s 27
Commissioners and to President José Manuel Durdo Barroso in an attempt to tell
these important leaders that it is time. It is time to move ahead. It is time to never
give up and to fight the great evils of our time. It is time to start materializing utopia,
to start dreaming of the History of Tomorrow.

We need to become, one more time, men and women of stature and embrace
the vision of the great men of the twentieth century. We need to become disciples
of Marshall and Truman to defeat, once and for all, the great evils of our time.
There is a Window of Opportunity. There is no other exit out of the crisis. Let the
Glorious Forty begin.

For updated information about The Monfort Plan, please visit www.The
MonfortPlan.com.

JAIME POZUELO-MONFORT
January 2010

A note about the artwork in The Monfort Plan: Artwork is credited as follows: Richard Cole
illustrated Chapters 1 to 5, Claudio Mufioz illustrated Chapters 6 to 11, Andrzej Krauze illus-
trated Chapters 12 to 15, Bill Butcher illustrated Chapters 16 to 20, David Bromley illustrated
Chapters 21 to 25, Mike Luckovich illustrated Chapters 26 to 30, Nigel Holmes designed
the Summary Figure featured in the central pages, Peral designed the African map featured
in Chapter 19, and finally, Joe Cummings illustrated the Who is Who in The Monfort Plan
featured in Chapter 29.






A New Paradigm

he time of international crisis in the financial markets; the ongoing food shortage

triggering riots among the extreme poor; the failure of the Doha Round and
the inability of the World Trade Organization to sell a framework of multilateral
agreements in which the European Union and the United States are not willing to
give up their agricultural subsidies; the questioned role of the International Monetary
Fund; the politicization of the World Bank in the post-Wolfensohn era; and the
increase of inequality and extreme poverty numbers on a global scale put us in a
scenario in which a new economic paradigm is necessary—a new consensus able to
substitute the old-fashioned and virtually dead Washington Consensus.

It is time to embrace the problems of today, of our generation, and to remind
our politicians that extreme poverty and hunger are behind many of the relevant
issues they have to deal with today in their foreign policy agendas. Chapters 1 to 5
propose a new consensus and explain what a paradigm shift should involve. They
also explain, in detail, the impact of globalization on poverty, the reality of aid,
and recent trends in income inequality and income distribution, as well as introduce
Global Redistribution as a first step prior to the creation of Global Public Goods
and a Universal Welfare.

After reading Part I, the reader should understand why a New Economic Archi-
tecture is necessary in today’s environment. A New Economic Architecture involves
reforming six key areas that originate and perpetuate poverty. Without reform, the
North and the South will never be on the same page. Before we start writing the
History of Tomorrow, it is essential to depart from a Page One that is representative
of everyone on the globe.
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Bretton Woods and the
Washington Gonsensus

To have one’s name not known at all is to confront a barrier that can be
broken through only with much effort and luck. To become known, on
the other bhand, too widely—to become known, in particular, as having
something to offer that a great many people want—is to step out onto
the slippery path that leads to fragmentation of effort, hyperactivity and—
eventually—sterility.

—George F. Kennan, Memoirs 1950-1963

even hundred and fifty delegates from 44 nations met in Bretton Woods, New

Hampshire (United States), in July 1944. The meeting designed a new interna-
tional financial architecture that could help reconstruct a devastated Europe and
foster world trade after the protectionism that emerged in the interwar period 1918
to 1939, and more precisely in the Great Depression that followed Black Monday
of 1929.

The Bretton Woods summit was the successful beginning of a phenomenal cre-
ation process that designed from scratch the International Bank for Reconstruction
and Development, which would later become the World Bank, and the Interna-
tional Monetary Fund (IMF); resurrected the League of Nations to create the United
Nations (San Francisco, 1946); and started the General Agreement on Tariffs and
Trade (GATT 1947) that would later become the World Trade Organization. The
Bretton Woods summit also fostered an environment in the United States in which
the Economic Recovery Program for European Reconstruction (Marshall Plan) could
be widely agreed upon by the political elite and explained to the American electorate.

The World Bank and the International Monetary Fund awarded a majority vote
to the economic powers of the time. The voting power has not shifted ever since.
Today, Belgium has more representative power than India in the World Bank. The
United States has veto power in the International Monetary Fund. Both institutions
are based in Washington, DC, and subject to political bias and interference of the
U.S. administration.

The president of the World Bank has traditionally been an American. The man-
aging director of the International Monetary Fund has traditionally been a Euro-
pean. The United States and Europe have monopolized the institutions since their
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creation. The presidents and managing directors of both institutions have exerted
their personal operating approaches to development aid from the institutions they
represent. Well-known World Bank presidents Robert McNamara (1968 to 1981)
and James Wolfehnson (1995 to 2005) fought poverty in different, relatively suc-
cessful ways. World Bank presidents in the 1980s and early 1990s applied lending
policies that were biased by the ongoing Cold War between the United States and the
Soviet Union. They fostered economic regime changes from socialism to capitalism in
many developing countries triggering episodes of negative growth and exacerbating
conflicts between Marxist and right-wing guerrillas.

The term Washington Consensus was coined by the economist John Williamson.
Williamson is now promoting a revised version of his consensus, hoping to leave
behind “the stale ideological rhetoric of the 1990s” (Clift 2004). In a 2002 speech
entitled “Did the Washington Consensus Fail?” Williamson, an economist at the
Peterson Institute for International Economics, enumerated “the ten reforms that
I originally presented as a summary of what most people in Washington believed
Latin America ought to be undertaking as of 1989”: fiscal discipline, reordering
public expenditure priorities, tax reform, liberalizing interest rates, a competitive
exchange rate, trade liberalization, liberalization of inward foreign direct investment,
privatization, deregulation, and property rights (Williamson 2002).

In an op-ed published on the International Monetary Fund’s Review of Finance
and Development, Jeremy Clift (2004) summarized his vision beyond the Wash-
ington Consensus. Clift reckons that the term Washington Consensus “became a
lightning rod for those disenchanted with globalization and neoliberalism or with
the perceived diktats of the U.S. Treasury.” Clift adds, “Around the world 10 middle-
income developing countries experienced major financial crises between 1994 and
1999 that damaged living standards and, in some cases, toppled governments and left
millions worse off.” The bailout packages of the IMF proved unsuccessful in repeated
instances. The macroeconomic conditionality attached to many bailout packages of
the IMF and certain loans of the World Bank only deepened the poverty trap of
many developing countries.

In 1996, Michael Camdessus, who then headed the IMF as managing director,
pointed out, “Even though the monetary system had changed since 1944 the goals of
Bretton Woods were as valid today as they had been in the past” (Dammasch 2000).
The fellow French native Dominique Strauss-Kahn was appointed managing director
of the IMF in 2007 with the support of French President Nicolas Sarkozy. Unlike
the French visionaries of the 1950s, Robert Schuman and Jean Monnet, Camdessus
and Strauss-Kahn seem to be determined to perpetuate the current status quo.

According to J. Barkley Rosser and Marina Vcherashnaya Rosser of James Madi-
son University, the Washington Consensus took for granted that inequality would
be fundamentally positive for economic growth and prosperity. Inequality was to be
promoted in the post-Soviet world that followed the fall of the Berlin Wall in 1989 as
an expected yet desired outcome. The James Madison scholars conclude, “We also
now see that income inequality itself may well play a role in increasing the size of the
underground economy through social alienation and general dislocation, especially
in conjunction with macroeconomic instability” (Rosser and Rosser 2001).

The Bretton Woods institutions are in serious need of reform. The Washing-
ton Consensus is virtually nonexistent. Out of Williamson’s 10 requirements, fiscal
discipline and property rights are the only two that would hold sway in today’s
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environment, although fiscal discipline has been undermined by Western democra-
cies that have run exorbitant deficits in the aftermath of the 2008 economic crisis
during the Great Recession. Since 2000, a handful of goals, rounds, and consensuses
have proliferated in the international arena, but none have become the new de facto
approach to be embraced by both the developing and the developed world. The
variety of consensuses is presented hereafter.

THE MILLENNIUM DEVELOPMENT GOALS

In 2000, the 189 members of the United Nations unanimously approved the Millen-
nium Development Goals (MDGs), a set of eight goals primarily related to education
and health. The men behind the definition and successful approval of the eight de-
velopment goals were Kofi Annan, a native of Ghana and former secretary general
of the United Nations, and Jeffrey Sachs, an American professor of economics at the
Earth Institute of Columbia University.

The eight goals are ambitious and set a 2015 deadline for fulfillment. Generally
speaking the goals were on their road to completion in most areas of the world prior
to the 2008-2009 economic crisis, with the exception of sub-Saharan Africa, where
not only were many countries not approaching fulfillment of the goals, but they were
actually worsening it. The economic crisis slowed down the progress. The goals are
financed by an increase in the allocation of foreign aid through innovative financial
instruments such as debt relief to the Heavily Indebted Poor Countries (HIPC) or
investment vehicles such as the Global Fund for AIDS, Malaria, and Tuberculosis.

According to the report Millennium Development Goals at Midpoint, global
progress has been outstanding on income poverty thanks to the high performance of
mostly Asian countries. The global income poverty target should, thus, be reached.
Other regions in the world are either less concerned by the MDGs, possibly because
they are made up of mostly middle-income countries, or performed poorly, most
notably sub-Saharan Africa (Bourguignon, Benassy-Quere, et al., 2008).

The MDGs are arguably a result of the development conferences in the 1990s.
For Karen A. Mingst and Margaret P. Karns, “Those conferences stimulated re-
search, introduced new ideas and approaches, and energized Civil Society on human
development issues.” The authors conclude, “Consensus on the need for new forms
of cooperation and partnerships does not guarantee success of the effort” (Karns and
Mingst 2007).

There are two question marks regarding the MDGs. First, they demand an in-
crease in aid without increasing the monitoring of its spending, nor the accountability
on behalf of both the donors and recipients. Second, they do not seek to eliminate the
roots of extreme poverty, which often require reform in the industrialized countries.
The roots of extreme poverty are explained in Part II of this book (The Axis of Fee-
ble). However, the MDGs are only a first step in the right direction. They represent
a noteworthy accomplishment that puts developed and developing countries on the
same page and acknowledge the urgency of tackling the shortage of education and
health-care coverage in a majority of extreme poor countries.

It is unlikely that the MDGs will be accomplished by 2015 in the current state
of affairs. The development community is in need of new ideas that may contribute
to the fulfillment of the goals and reach further faster.
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THE MONTERREY CONSENSUS

On March 21 to 22, 2002, the heads of state met in Monterrey (Mexico) to move
forward in the financing for development agenda. The original purpose of the summit
is summarized by the second paragraph of the summit memorandum (United Nations

2002):

We the heads of State and Government, gathered in Monterrey, Mexico, on
21 and 22 March 2002, have resolved to address the challenges of financing
for development around the world, particularly in developing countries.
Our goal is to eradicate poverty, achieve sustained economic growth and
promote sustainable development as we advance to a fully inclusive and
equitable global economic system.

In a subsequent joint summary paper, the World Bank and the IMF concluded,
“Qverall the results of the conference are quite positive, creating a powerful momen-
tum to put development at the center of the global agenda and arguably reinvigorated
an international partnership for development” (IMF 2002).

The Monterrey summit proposed leading actions that included the following
(United Nations 2002): (a) mobilizing domestic financial resources for development;
(b) mobilizing international resources for development (foreign direct investment and
other private flows); (c) enhancing international trade as an engine for development;
(d) increasing international financial and technical cooperation for development; and
(e) reducing external debt.

A 2005 report by the World Economic Forum entitled “Building on the Mon-
terrey Consensus” (WEF 2005) examines “how public-private partnerships can best
be harnessed to extend the reach and effectiveness of aid to address international
and national development challenges,” exploring the cooperation between the pub-
lic and the private initiatives in the provision of basic services such as Water or
Sanitation. A majority of poor countries are still largely underserved in the areas of
water and sanitation, a gap that public-private partnerships have been incapable of
filling effectively.

In October 2007, the United Nations Economic Commission for Africa released
a report entitled Perspectives of African Countries on the Monterrey Consensus
(UNECA 2007). The survey sent 106 questionnaires to African policy-makers, out
of which 57 were returned from 32 countries in Africa’s five sub regions. According
to the survey: “Respondents identified the mobilization of international resources
and domestic resource mobilization as areas where progress has been very limited”
(UNECA 2007).

Six years later, the participants in the Monterrey summit met in Doha (Qatar)
between November 29 and December 2, 2008. The Doha Declaration on Funding
for Development aimed at following up on the progress built up by the Monterrey
Consensus (United Nations 2008a). The Doha summit took place only three weeks
after G20 countries met in Washington, DC, on November 15,2008, to discuss finan-
cial reform. The conclusions of the Doha summit reaffirm the Monterrey Consensus
“In its entirety, in its integrity and holistic approach, and recognize that mobilizing
financial resources for development and the effective use of all those resources are
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central to the global partnership for sustainable development, including the support
of the achievement of the internationally agreed development goals, including the
Millennium Development Goals” (United Nations 2008a).

Susanne Soederberg, an associate professor of global political economy at
Queens University, points out, “The basic assumption of the Monterrey consen-
sus, substantial poverty reduction, is more about disciplining the poor to accept
the dictates of neoliberal domination than creating a more just world” (Soederberg
2004). Failed agendas, lack of economic reform, and inability to engage the Civil
Society, are all symptoms of a backward-looking perspective, which does not foster
an environment that facilitates the adoption of new economic principles. The recent
history of the development community is a concatenation of summits and confer-
ences that issue the same diagnosis, emphasizing the same economic indicators, and
that use the same economic jargon. All are indicative of a lack of willingness on
behalf of the Lobbies and Elites, the better off. All are further indicative of a lack of
imagination on behalf of the policy-makers of our time.

THE FAILED DOHA ROUND

The General Agreement on Tariffs and Trade (GATT) was signed in 1947 in the
constructive environment that was started at the Bretton Woods conference. GATT’s
main purpose was to foster international trade after the protectionism that emerged
in the 1930s. In 1995, GATT became the World Trade Organization (WTO).

Subsequent trade rounds have embraced an agenda that pushes for the elimina-
tion of barriers to trade or tariffs. Trade theory shows that producers and consumers
maximize their economic benefit if tariffs are eliminated. But tariffs are also used as
a political and economic weapon in the developed and developing worlds with a va-
riety of goals such as protecting national agriculture, farming, or the manufacturing
industries.

Trade agreements can be bilateral or multilateral. The WTO has stressed the
importance of negotiating multilateral trade agreements, in which all WTO members
are subject to the same conditions. Bilateral trade agreements include the well-known
notion of most favored nation, in which an importer country, for instance the United
States, decides to lower tariffs on the products or services imported from an exporting
country, such as Colombia.

Since the formation of GATT, the world has undergone nine trade negotiation
rounds. In each trade round, WTO members meet to reach agreement on the elimi-
nation of tariffs aiming at increasing international trade. The first negotiation round
took place in Geneva in 1947. The longest negotiation round, the Uruguay Round,
lasted from 1986 to 1994. The last negotiation round, known as the Doha Round,
collapsed in 2008.

The Doha Round failed to reach consensus in key areas related to the elimination
of tariffs in agricultural and farming produce. Developing countries refused to con-
tinue discussing the reduction and elimination of tariffs on agricultural and farming
produce if the European Union and the United States maintained their subsidies.
Subsidies are a de facto trade barrier, acting as a deterrent to the produce originated
in the developing world, whose price, in spite of being more competitive, cannot
compete with the subsidized European or U.S.-based food staples.
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Within the European Union, the ongoing battle to defend or attack agricul-
tural subsidies has involved the French president Nicolas Sarkozy and the European
Union’s former trade commissioner Peter Mandelson. Sarkozy is an advocate of sub-
sidies, which he justifies based on the protection of the French countryside that, some
argue, would literally disappear if subsidies were eliminated. Some policy-makers in
Brussels talk about food security, increasing the priority of raising crops locally to
avoid food shortages that could endanger the provision of food staples within the
European Union’s borders. Peter Mandelson, along with the French WTO direc-
tor general, Pascal Lamy, has strongly argued for trade liberalization based on the
advantages claimed by trade economists.

The European Union spends 40 percent of its budget (about 1 percent of Europe’s
gross domestic product) in subsidizing agriculture and farming. This amount is a
multiple of the overall funding available for development in the developing world.
In the meantime, the reality of international trade is turning sour. Developed and
developing nations are more and more protecting their own markets, forsaking David
Ricardo’s theories that discovered the wonders of specialization.

We forgot to grant an opportunity to the products that are competitive in many
low-income countries. Eliminating agricultural subsidies would carry a huge political
cost, which French politicians are not ready to assume. The rice lobbies in the United
States are powerful and well connected and would put tremendous pressure on the
Obama Administration and its trade representative if subsidies were reduced or
eliminated.

Trade theory works on paper, but does not work in reality. The United States
bailed out its auto sector to protect its uncompetitive car industry. For years, U.S.
automakers forgot to focus on fuel efficiency and continued to manufacture popular
SUVs that could continue to run on cheap oil. In 2009, thousands of workers in
Michigan risked losing their jobs. Based on trade theory, the United States should
focus on sectors in which it is more competitive, including biotechnology, commu-
nications, and education. But it will not because forsaking its autoworkers carries a
collateral damage of incalculable cost, which economists forgot to incorporate with
their models.

This book is about incorporating the collateral damage of Western policies and
determining their impact. This book is about reforming in key areas that carry much
collateral damage, originating and perpetuating an avoidable poverty trap.

International trade is important. But human dignity and the respect of the en-
vironment are more important. David Ricardo and Adam Smith were right three
hundred years ago. Their constrained views' ought to be left behind or comple-
mented, in a globalized world that facilitates financial and trade flows, but forsakes
migration flows of unskilled labor, which would flood Europe and the United States
with millions of individuals, and harm the social fabric of many developed countries.

THE COPENHAGEN CONSENSUS

In March 2004, the British Magazine The Economist published an article that raised
the following question: “What would be the best ways to spend additional resources
on helping the developing countries?” (Economist, 2004a). The article reviewed the
effort led by Danish economist Bjorn Lomborg, author of two best-selling books
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that include The Skeptical Environmentalist (2001) and Solutions for the World’s
Biggest Problems (2007).

Lomborg’s argumentation is known as Copenhagen Consensus. Williamson’s
Washington Consensus focused on 10 key areas back in 1989. Lomborg’s key areas
include air pollution, conflicts, diseases, education, global warming, malnutrition and
hunger, sanitation and water, subsidies and trade barriers, terrorism, and women
and development.

Every additional consensus departs from where the previous one left off. Lom-
borg’s Copenhagen Consensus includes déja-vu areas such as education and health
care. Jeffrey Sachs’ Millennium Development Goals already incorporate disease pre-
vention and treatment, education, malnutrition and hunger, water and sanitation,
and women and development. The diagnosis of the problem is more often shared by
experts, who continue to fail to propose policies that can then translate into action
and be implemented. The value chain of the idea is broken halfway because of a
lack of innovation, a lack of persuasion, or the unwillingness of our political elites
to embrace new and creative policy-making.

The punch line of The Economist’s article stresses the importance of smart
spending. “How should a limited amount of new money for development initiatives,
say an extra $50 billion, be spent?” the article asks (Economist 2004a). The Copen-
hagen Consensus’ panel of experts proposes new ideas in the aforementioned key
areas that are then evaluated by a team of referees.

Pablo Rodriguez-Suanzes summarizes the conclusions of the second edition of
the Copenhagen Consensus. Rodriguez-Suanzes interviews one of the referees of
the ideas put forth by Lomborg’s panel of experts. Nobel Prize winner Thomas
Schelling argues, “It would be a mistake that each of these challenges and its solution
be considered separately.” Schelling adds, “A good nutrition does not only avoid
deaths, but brings about a good health thanks to which children can attend school
and avoid a fatal fate” (Rodriguez-Suanzes 2008).

According to Rodriguez-Suanzes, the Copenhagen Consensus proposes market-
based policies in nutrition, health, and education. On the topic of nutrition, the
panel of experts proposes to concentrate on the quality and not the quantity of food,
emphasizing the use of iron or iodum micronutrients. In health, the panel of experts
suggests that low-cost treatment in malaria and tuberculosis could help save millions
of lives. The treatment should incorporate the use of inexpensive drugs that have
proven effective and are widely available. In education, the panel of experts proposed
to reward with an economic incentive the parents who decide to send their children
to school.

REINVENTING BRETTON WOODS

In February 2008, I traveled to Berkeley, California, where three years earlier I had
graduated with a master’s in financial engineering from the University of California.?
During my visit I met with Barry Eichengreen, one of the world’s best economic histo-
rians. The 45-minute conversation with the Berkeley economist included a discussion
on the Bretton Woods Institutions. Eichengreen suggested that I contact Marc Uzan,
the executive director of Paris-based think-tank, The Reinventing Bretton Woods
Committee.
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In June 2008, I spent three days in Paris, where I had lived for two years in
1997 to 1998 and 2000 to 2001. In the morning of a beautiful June day, I met with
Uzan. I waited at a French café for 45 minutes while putting my ideas together and
drinking a French café au lait. The two-hour meeting with Uzan was productive.
He is a forward-looking thinker whose late proposal is a change of governance of
the international financial system. Uzan co-authored a book in 2007 entitled The
International Monetary System, the IMF and the G20, along with Richard Samans
and Augusto Lopez-Claros of the World Economic Forum.

The idea that the very institutions that have failed to anticipate the financial
crisis and have actively participated in the economic fiasco are invited to the reform
process along the G20 is absurd. It is similar to inviting Robert Mugabe and Mobuto
Sese Seko to a round on how to improve public governance in Africa. Or to asking
former Illinois Governor Rod Blagojevich to maintain his position and participate in
a wave of reform to decrease the incidence of corruption in Chicago-politics.

The Wall Street investment banks Bear Stearns and Lehman Brothers defaulted
and were not bailed out. When will the World Bank and the International Monetary
Fund default? Are they too big to fail? Do the shareholders have veto power that
continues and perpetuates the maintenance of a majority vote that grants an insignif-
icant share of representative power to the BRIC countries (Brazil, Russia, India, and
China)? According to the Financial Times, “Capitalism’s worst crisis in 70 years has
not prompted a serious alternative vision of society. It has, however, laid bare that
our current national framework for financial regulation is incapable of governing a
global financial system” (Financial Times 2009).

Being provocative is only a first step to gaining the appeal and attention needed
to shake the average citizen’s conscience in Western Europe and the United States
and raise his or her awareness. I see a Window of Opportunity that will not last
long. I sense times of change that could be forsaken if the visionaries of our time
do not react. It is our generation’s duty and obligation to move forward with an
agenda that embraces the poor and the environment, for we all are created equal,
and human dignity should be valued above economic profit.

IN TRANSITION

Historians are well aware of the challenges of the first half of the twentieth century.
Humankind underwent the most violent stage of modern times, with two almost
consecutive World Wars that devastated Europe between 1914 to 1918 and 1939
to 1945.

The period in which we live today is a time of economic recession and poten-
tial depression, increasing protectionism and barriers to trade. In many respects, it
resembles that of the 1930s and the Great Depression, which started in the United
States. Ben Bernanke, chairman of the Federal Reserve Bank of the United States,
is a reputed economist and one of the best experts on the Great Depression. His
designation in 2005 to succeed former Chairman Alan Greenspan had to do with
the then foreseeable crisis that some pessimistic economists such as Nouriel Roubini
anticipated.

Nouriel Roubini is a professor of economics at New York University. I explained
what the New Architecture of capitalism was all about to Roubini on May 14, 2009,
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at the RGEmonitor headquarters in New York City. Roubini mentioned several times
that the ideas presented in this book were overly ambitious. He may be right. But
if we are not the dreamers of today, we will never reach Decemland, the land of
10 percent, which will be presented in its fullness in Part VI of this book.

Ilook back at the years that followed the carnage of World War II. I see forward-
looking policy-makers who were able to set the basis of the economic principles
that enabled thirty years of phenomenal economic growth and stability in Western
Europe. I see forward-looking policy-makers who had the obligation to dare, who
created the structures that enabled the emergence of the European Union and secured
once and for all Europe’s peace.

Subsequent events accelerated the European recovery and construction. Quincy
Wright (1961) comments that “the success of Mao Tse-tung in adding China to the
Communist camp in 1949, followed by the Korean war, stimulated the integration
of Western European states in the Steel and Coal Community, later developed by the
Common Market and Euratom.” But the success of today’s Europe could not and
would not have happened in the absence of a plan of action.

In his book Global Covenant, David Held presents “the Social Democratic
Alternative to the Washington Consensus.” Held focuses on “the relation between
globalization and social integration” and “seeks to unfold a programme which might
help weave together the processes of globalization, the bonds of social integration,
and the priorities of social solidarity and justice.” The author’s progressive economic
agenda “needs to calibrate the freeing of markets with poverty reduction programmes
and the immediate protection of the vulnerable.” Held’s concluding remarks point
in the direction of a new development agenda that emphasizes the protection of the
vulnerable (Held 2004).

We decided to forsake and forget the devastation many extreme poor countries
suffer today. We decided, as a society, to ignore the underlying roots of poverty. We
neglected to demand of our political elite the accountability needed to move forward
with the reform agenda. It is time to raise our voices as citizens of a globalized world,
to demand the kind of change and reform our ancestors once dared to put on the
table.

It is the poor’s mandate. They demand change but have no representative power
because many live in undemocratic societies. They demand change but cannot effect
it because the World Bank, the International Monetary Fund, and the United Nations
were designed to grant a majority vote to the economic powers of the time (World
Bank and IMF), or to the victors of World War II (Security Council at the United
Nations). The change must come from below and from within. The approach has
to be bottom up. The Western world has to displace the political elite who are not
ready to reform. On February 4, 2009, Martin Wolf of the Financial Times wrote
the following statement (2009b):

Decisions taken in the next few months will shape the world for a generation.
If we get through this crisis without collapse, we will have the time and the
chance to construct a better and more stable global order. If we do not, that
opportunity may not recur for decades.

I replied to Wolf raising the following questions: What about reforming key poli-
cies in trade, agriculture, and financial architecture? What about cleaning the dirt out
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of the system including tax havens, and fighting tax evasion and money laundering?
What about dismantling agricultural subsidies and giving more representative power
to the emerging economies in the international institutions? What about a currency
for the poor? What is the role of microfinance in enhancing the lives of the poor?

The Financial Times published a report in May 2009 entitled “The Future of
Capitalism,” which included the 50 leaders who would shape the debate. Surprisingly
enough, Koffi Annan, Hernando De Soto, and Muhammad Yunus were not among
the aforementioned leaders, the majority of whom are from developed nations.

The world economic and corporate elites meet in Davos, the land of the
Pirates of Heartless Capitalism. These elites hang out with the pirates who hide in
tax havens behind banking secrecy. The world economic and corporate elites are
not pirates but they allow pirates to continue operating. Switzerland is a totalitarian
monetary regime that ought to be embargoed.

It is time to look beyond the formulae anybody can find on academic papers
from reputed journals. It is time to look at the details of our lack of ethics and our
double standards in many key areas. The opportunity may arise if reform is followed
by innovative policy-making that proposes alternative thinking, which the orthodox,
mainstream thinkers of our time refused to believe in, pressured by lobbies, by the
financial and economic elites, by the shareholders of multinationals, by the arms
industry, and by the banking sector.

We are in transition from the old-fashioned economic principles of free-market
economics. It must be a dynamic transition. I wish to contribute with a forward-
looking rationale that aims at building up an alternative success story to today’s
unhopeful dynamics.







Artwork by Richard Cole.



2

Redefining Gapitalism

The age of nations is past. It remains for us now, if we do not wish to perish,
to set aside the ancient prejudices and build the Earth.
—Pierre Theilhard de Chardin, S.J.

'I'oday’s world is a world of increasing differences. Anti-globalists like Susan George
are pessimistic about the system as a whole. She criticizes the Washington Con-
sensus and the Bretton Woods Institutions that Keynes suggested as a way to take
off after World War IT (George 2004). Economist and Nobel Prize winner Joseph E.
Stiglitz, who during the Clinton administration headed as chief economist both the
Council for Economic Advisors at the White House and the World Bank, argues that
the IMF and its policies have not helped developing economies in the past 20 years
(Stiglitz 2003).

The income gap between the rich and the poor is latent, whether or not one
may argue that it is actually widening. Many would support the argument that
there exists a gap, a gap that stops many emerging economies from departing in the
appropriate direction once and for all. There is overconfidence and a lack of realism
in the first world regarding how to tackle a situation that worsens day after day.
Many individuals in the rich world who are not familiar with the difficulties that
emerging economies face, do not realize the depth and severity of the problems they
encounter, and how much the latter affect the daily lives of millions of people.

No easy solution seems feasible. There have been, and there are interesting ini-
tiatives including microfinance and Hernando De Soto’s work, which, provided their
success, could bring rich and poor closer together in terms of income, growth op-
portunities, and share of the pie. As it has happened in the past, capitalism may need
to be revisited. The trend of present capitalism will be that of increasing differences.
Inequality tends to increase not only worldwide, but also within developed nations.
The system is heading in the wrong direction.

TOWARD A NEW ECONOMIC PARADIGM

Capitalism has always been revisited after major crises or crashes. The Great De-
pression in the 1930s, the crash of the Stock Market in 1987, the major macroeco-
nomic crisis in Asia and Latin America of the 1990s, or the collapse and subsequent

15
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bankruptcy of giants like Enron or Worldcom in 2001 are all examples of situations
in which the major players of the game have redefined their roles. Many in the first
world may be optimistic, true believers in a process we label globalization, which
brings about good for everyone.

As has happened in the past, capitalism may need to be revisited. The current
trend does not serve the goals set by the United Nations, which given the current
state of the world, are unlikely to be accomplished by the year 2015. This is, of
course, contrary to Jeffrey Sachs’ remarks that “we can realistically envision a world
without extreme poverty by the year 2025 because technological progress enables
us to meet basic human needs on a global scale and to achieve a margin above basic
needs unprecedented in history” (Sachs 2006).

Global poverty has a huge cost, because the potential contribution of the extreme
poor is undermined and severely reduced. In his best-selling book Obamanomics,
John Talbott, an economist at the University of California at Los Angeles (UCLA),
estimates the total loss associated with extreme poverty at $100 trillion (Talbott
2008). When I asked Talbott how he determined this number he mentioned that the
“two billion living on next to nothing, they have the human potential to contribute
$50,000 per year to the world economy. That is $100 trillion just in the first year.”

Jeremy Rifkin has been writing about the future of capitalism since 20035. In his
essay “Europe and the Future of Capitalism,” Rifkin stresses the importance of the
European social model that relies on the welfare state as a cohesive instrument. Rifkin
raises the question Can capitalism be saved? For Rifkin, capitalism is superior to any
other economic system in areas such as technological innovation, entrepreneurship,
productivity increases, and the assumption of individual risks. But capitalism does
not distribute fairly the dividends of economic progress. Redistribution comes into
play at this point (Rifkin 2005).

Kurt Eichenwald of New York University raises the question Will capitalists ruin
capitalism? For Eichenwald, capitalists only measure their return in economic terms.
Eichenwald points out that capitalism is able to correct itself when the abuses go far
enough (Eichenwald 2002).

Can capitalists redefine capitalism?

ALTERNATIVE THINKING IN FINANCIAL MARKETS

There is already regulation in the financial markets that, through taxation, raises pub-
lic funds for public spending. If corporations were asked whether to pay corporate or
dividend tax, they would definitely choose not to do so, based on the maximization of
the present value of their future cash flows, which equals the company’s equity value.
Or equivalently, they would adopt the strategy that most benefits their shareholders.
Similarly, corporations in today’s world tend to respect the current regulation, but
are able to skip ethical codes of conduct, always aiming at maximizing their profits,
since there is no such regulation set in place.

The concept of financial rating is crucial to a public corporation, because it
determines the cost of capital it will incur on whatever funds are borrowed from
investors or the markets. The rating agencies impose strong constraints to assign
certain ratings that are indicative of a firm’s financial strength. In addition, financial
auditors make sure a public corporation’s financial statements fulfill international
standards and are trustworthy.



Redefining Capitalism 17

Consequently, there is a system in place with which the modern corporation has
to comply. A corporation’s unique approach is to adapt to the regulation and the set
of operating rules established by regulators and rating agencies. Top executives at
large corporations work hard to be transparent, to not use confidential information in
their own advantage. There is a growing trend in the corporate world to adopt a code
of ethical conduct and develop sustainable policies accordingly. However a firm’s
financial rating will not change whether or not the company is ethically responsible.
Today’s financial markets only reward the financial manners of a corporation, with
no repercussion on the ethical space.

We cannot live in a world governed by multinational corporations that do not
have strong codes of conduct, that invest and divest as they wish, and that outsource
a share of their operations to developing countries under deplorable working con-
ditions. The rich world has succeeded at building up a system that works in the
industrialized nations, but does not work globally.

Along with the financial rating, a company should have an ethical rating of a
similar nature. The ethical rating would affect a company’s success in the consumer
market, as much as its financial rating does in the financial markets. Rating agencies
will determine the ethical actions of a corporation, whether or not it outsources, how
it invests its money, the working conditions of its employees, whether its operating
policies respect the environment, what part of their corporate tax is devoted to social
action, and so on. There will be ethical auditors that confirm whether the corpo-
ration complies with the set of ethical criteria established. A globalized economy
characterized by the immediate diffusion of information should not tolerate a firm’s
unethical policies that oftentimes remain undisclosed.

Every potential investor looks at a corporation’s financial rating prior to pur-
chasing stock or corporate debt. The financial rating has become a guarantee for an
investor because it is a proxy for the firm’s probability of default. The ethical rating
will play the same role for the consumer.

Products and services will be labeled with a company’s ethical rating. Consumers
will at all times know whether a company is ethically responsible, and in the end,
reward or penalize a firm for not complying with the rules of the system. Consumers
will likely purchase products or services that align with their values, ethically speak-
ing. In order to be successful in the marketplace, a firm will have to be ethically re-
sponsible. The better ethical rating, the better the consumer’s opinion on the corpora-
tion, and the more likely the consumer will be to purchase a certain product or service.

Multinational corporations will not determine a consumer’s choice through ad-
vertising techniques and marketing. Rather, consumers will determine a corpora-
tion’s set of operating policies. It is about reversing the rules of the game. It is about
giving the individual consumer the power to believe that his or her actions have a
direct impact on a firm’s well-being. It is about consumers pushing out of the market
those corporations that are not ethically responsible.

RAISING FUNDS THROUGH REGULATION

Within a century, society will look back in anger and will not understand the extreme
inequality of personal wealth and income that currently exists in the world. The
wealthiest fortunes in our planet represent the net income of millions of people
in poor countries. This extreme asymmetry only proves that the current system
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has produced enormous disparities. We are eyewitnesses of this phenomenon, yet
convinced nothing can be done. The situation is taken as is; inequality has always
existed, as it is an intrinsical attribute of the human race.

Personal wealth over a certain amount should be subject to taxation. The current
regulation taxes income and gains on assets, but does not tax personal wealth.
Somehow the more a person owns, the greater his or her social compromise is in the
current state of the world. Nobody should be eligible to have above a certain amount
of money and not contribute through taxation to redistribution. From a global sense
of justice, it is simply not sustainable. And this can and should be accomplished
through regulation with changes in the tax code.

Corporations will be entitled to invest 10 percent of their net earnings in a
development fund over a certain time horizon. This contribution would not be lost,
but woud be an asset on the asset side of a firm’s balance sheet. Should the firm go
bankrupt, the firm’s senior debt holders would also recover the part of a firm’s income
invested in the development fund over the years. The fund will keep the profits linked
to the investment strategies and allocate them to sustainable development strategies.

Rich economies will issue as much as the equivalent of 10 percent of their gross
domestic product in public debt and devote this money to the investment fund.
Again, only the profits from the investment strategies will be used as development
aid. Surpluses of the rich economies of the world will also feed the development fund.

The money accumulated in the development fund will be managed by an inde-
pendent entity, which will only invest in companies that are ethically responsible.
Companies that are ethically sound, besides being financially driven, will see their
financing opportunities increased. It is not unlikely to picture a world with strong
multinational corporations that are ethically responsible. It is not utopic to imagine
a development fund that only invests in companies with strong ethical codes of con-
duct, one that devotes the rates of return of its investment strategies to development
aid, and in so doing, encourages ethical operating policies within corporations.

The fund will become a redistribution instrument, from the rich to the poor.
With an annual budget equal to the profits of its investment strategies, the fund
will contribute to funding the provision of Global Public Goods (as described in
Chapter 5), which includes a free, basic, and Universal Welfare. The development
fund will be able to influence, with its equity investment criteria, the corporate
strategy of numerous multinational corporations, aiming at investing only in those
that defend and effectively apply ethical management principles.

A development fund, conceived in the manner presented above, will substantially
increase the amount of funding available for development in developing countries
and therefore have a direct influence on the causes of poverty. A development fund,
conceived in the manner presented above, will become the heart of a redefined
capitalism. The world will then observe the rise of a redefined, stronger capitalism,
which after all, as F.A. Hayek properly said, “is the only mechanism that has ever
been discovered for achieving participatory democracy” (Hayek 1944).

A PARADIGM SHIFT

We live in times of uncertainty and volatility,! not only in the financial markets,
but also in the thought processes, in the ideologies, and in the structures that have
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determined capitalism’s operating principles since the aftermath of World War II.
There is no leadership because the complexity of the concatenation of crises reaches
a level approaching the absolute unkown. There is no leadership because today’s
powers, elites, and lobbies are shortsighted and work to defend their own interests.
They continue to support an old-fashioned paradigm that should have been left
behind in the 1990s.

We ought to propose new standards in times of crisis, a sentiment echoed by
many international and institutional leaders. We ought to define new frames of
understanding, and new architectures able to transition a globalized world, the
world of the twenty-first century, into reform—into the convergence of income,
human rights, respect of the environment, wealth, and equality.

In my travels, I meet with representatives from international institutions. They
are representatives of an old paradigm that made sense in the second half of the
twentieth century, of an old paradigm that today can only perpetuate the problems
of our time. The handful of international institutions is unable to solve the severe
challenges of today, mainly because of the intromission of the foreign policy agendas
of the United States and the European Union.

I hear that donor countries impose operating conditions to the international
institutions, and that the former dictate how the latter should allocate humanitarian
aid. I read how for decades the World Bank and the International Monetary Fund
have applied lending policies in a context of macroeconomic conditionality that
forced the neediest countries to tighten their belts and shrink the budget devoted to
health care and education. These countries will never leave the poverty trap behind
without health care and education.

Looking for the ultimate causes of extreme poverty, I find the urgency of reform
in the developed and developing worlds. I am surprised by the banking secrecy and
the existence of tax havens that facilitate tax evasion and money laundering. I am
startled by the maintenance of agricultural subsidies and the lowering of tariffs on
products and services that are primarily manufactured in the industrialized world.
I am fascinated by the lack of representation of the developing world in the voting
bodies of the international institutions.

The current economic paradigm benefits the rich. I criticize constructively the
complacency that shields our stealing of the most valuable resource of the developing
world, a phenomenon we call brain drain. I am concerned by the migratory policies
that import unskilled labor when it is convenient and gets rid of it when the economic
slowdown knocks on the door. Extreme poverty feeds derived problems such as
illegal immigration, international terrorism, and mafias. Global warming increases
the impact of natural crises and smashes those who lack access to a social protection
network.

A new consensus is necessary. A new economic paradigm is feasible. Perhaps
we need more regulation in the international financial markets. Perhaps we need
new standards that reassure the provision of food staples to the malnourished before
they are available to trade in the international markets. Perhaps trade should be fair
before it is free.

Buying the surplus of subsidized food staples in the United States to lessen the
burden of the food crisis in sub-Saharan Africa is not a permanent solution. It is a
shortsighted solution that benefits the producers of the developed nations. Let’s once
and for all move food production to poor countries, enabling them to produce locally



20 A NEW PARADIGM

and sell their surplus. Let’s incentivize the farmer in Europe and the United States
to become competitive, specializing in niche markets characterized by more quality
produce. Let’s incentivize the uncompetitive European and North American farmers
to learn other skills that would allow them to work in more competitive sectors.

Let’s take advantage of the times of crisis. Let’s suggest a New Paradigm able
to contribute to the change in the structures that represent the skeleton of our in-
stitutions, a New Paradigm able to create the ideological and operational basis of
a reformed capitalism. The new economic paradigm will materialize a new inter-
national consensus that dignifies the human being, maximizes social welfare along
with global justice and equity, and embracing dialogue and diplomacy by utilizing
the Weapons of Mass Persuasion.

Change must come. Progressive instead of radical change is appropriate. When I
attended the London School of Economics (LSE) in 2006 to 2007, I had the privilege
of listening to Michael Storper, a professor of economic geography at LSE and
the University of California at Los Angeles (UCLA). In his paper “The Poverty of
Radical Theory Today: from the false promises of Marxism to the mirage of the
cultural turn,” Storper argues against the radical Marxist approaches in vogue in
the United States and the United Kingdom twenty years earlier. Storper concludes,
“A critical pragmatism, combined with a firm rejection of relativism, is necessary,
as well as not shying away from openly embracing certain elements of philosophical
liberalism and normative ethics” (Storper 2001).

Change has to be brought on board in today’s society through persuasion, and
never through imposition. The severity of today’s global reality is so acute that
policy-makers have plenty of evidence to construct a message of urgency able to
impregnate the electorate of Western countries.

REDEFINED CAPITALISM

Major global threats endanger the existence of the human being and the planet we
inhabit. The lack of leadership of our current political class coupled with the status
quo of the current economic paradigm puts the world at an inflection point that faces
the risk of free fall. The 2007 to 2008 crisis in the financial markets was a triple crisis
(liquidity, credit, and real estate) that triggered a severe economic slowdown on both
sides of the Atlantic. And it was all largely because of the greediness and moral hazard
of financiers in the credit risk chain, and the determination of the Federal Reserve
and the Bank of England to bail out banks that should have gone bankrupt under
the principles of free markets, endorsed by Milton Friedman and his successors.

Keynes and The New Deal came back when many had forsaken public spending
and government intervention for the sake of the welfare and well-being of a country’s
citizens. A new economic paradigm has to put the extreme poor at the very center
of reform, securing transnational consensus and agreements that protect those who
lack a social protection network from the ups and downs of the economy—cycles
that are magnified by the activity of financial speculators. Today’s institutions must
be reinvented and redesigned. In an environment where the unwillingness to rein-
vent and redesign today’s institutions is manifest, new institutions may emerge as a
strategy that represents the shortest path to Cornucopia and Eutopia.
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Exciting times of convergence lie ahead of us. The bottom billion have to become
the core of any new strategies that aim at reducing the widening income gap between
the high incomes and the low incomes of our time. Convergence must prioritize the
adoption of a world’s minimum wage in purchasing power parity (PPP) terms that
guarantees a decent standard of living. Convergence must incorporate Global Redis-
tribution from the better off to the worse off that enables the provision of a basic
welfare state to the most vulnerable. It is our generation’s obligation. It is the poor’s
mandate.

The lack of political leadership is supine. Our political leaders in Europe and
the United States lack the ability and the vision, or are invaded by the fear and
inundated by the dominance of the economic and corporate elites. I read the history
of the 1930s. I read the history of the 1940s. I found individuals of extreme political
caliber, policy-makers to whom we owe the peace and stability we enjoy in today’s
Europe and the United States. Where are the Claytons, Monnets, Schumans, and
Kennans of our time? Who is in charge of shouting the urgency of the moment?

Our sole priority is to fight extreme poverty. Our only goal is to depoliticize the
policy-making of foreign aid. We left the World Wars behind. We left the Cold War
behind. We started to leave nuclear proliferation behind. We flirted with preventive
war and decided to forego the international consensus of the United Nations. We
were no Knights of the Middle Ages; we were coward instruments of foreign policy,
which perpetuates a world order that imposes our own rules of the game, defined
by our elites without incorporating the Southern Hemisphere. Where are the Robin
Hoods of our time? Who are the Robin Hoods of our time?

I dreamt of a better world. I dreamt of a society that brings more equity into
the plethora of negotiation rounds, a society that grants more representative power
to the worse off. I dreamt of consumers who are sensitive to human rights and do
not tolerate the operation of multinational corporations that do not respect human
beings or the environment. A new society will emerge from the vestiges of this
old-fashioned capitalism that is unable to survive, and is unable to sustain its very
own rules.
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Glohalization and Poverty

The critics of globalization accuse Western countries of hypocrisy, and the
critics are right. The Western countries have pushed poor countries to elim-
inate trade barriers, but kept up their own barriers, preventing developing
countries from exporting their agricultural products and so depriving them
of desperately needed export income.

—TJoseph E. Stiglitz, Globalization and Its Discontents

lobalization and poverty do not have to be interrelated, but they are. Globalization

is a process whereby barriers to trade and to financial flows are reduced or
eliminated, bringing about, on paper, an increase in economic activity conducive to
economic growth and prosperity.

On September 26, 2008, I talked with Don Sillers. Sillers is an economist, who
at the time worked for the Office of Poverty Reduction at the United States Agency
for International Development (USAID). After our phone conversation, I sent Sillers
a one-page summary of this chapter, which included the statement, “Globalization
empowers the rich and undermines the poor,” without providing further evidence.
The sentence was, after all, part of a one-page summary. On January 2, 2009, Sillers
replied with comments to my one-page summary. He mentioned that the aforemen-
tioned statement was naive and even laughable. Sillers was right. Without further
commentary, a simple statement such as this, which draws such a generalization,
could be inaccurate, misleading, and potentially wrong. I am now writing this chap-
ter to provide Sillers and the readers of this book with further commentary.

I could have argued, “Globalization empowers the poor and undermines the
rich,” or perhaps, “Globalization is a win-win situation for both rich and poor.”
But the fact of the matter is that from the very core of my brain and bottom of my
heart, I fundamentally disagree with these two sentences.

Generally speaking, economists can be classified according to the emphasis they
give to the power of free-markets or to the need of regulation and intervention to
arrive at the optimum outcome in the economy. For example, neoclassical or new
classical economists believe in free markets more than Keynessian or new Keynes-
sian economists. Milton Friedman and other Chicago school economists like Robert
Lucas or Gary Becker are examples of market economists who have strong affin-
ity with the power of the market mechanism. In development economics, William
Easterly from New York University would have a more pro-market view while
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Jeffrey Sachs from Columbia University would not. Depending on whether you are
on one or the other side, your judgment will put the free-markets and the forces of
supply and demand above state intervention and regulation, or vice versa.'

Unlike Easterly or Sachs, I am not an economist. I never earned a doctorate and
will not be an academic. Unlike Easterly or Sachs, I am an architect who designs
solutions to lessen the burden of poverty. I use the theory of the social sciences
developed by academia to engineer forward-looking solutions for a challenging,
unequal world. Contrary to what orthodox thinkers believe, there is much to learn
from both Easterly and Sachs. The future of policy-making is neither conservative
nor progressive, and it is neither neoclassical nor Keynessian; it is a hybrid that
combines the best of each approach to delineate instruments of social return. It is
perhaps time to leave ideology behind and embrace pragmatism.

When assessing the statement, “Globalization empowers the rich and under-
mines the poor,” the direction of the causality tends to be: (1) What kind of economist
am I? (2) Based on whether I am neoclassical or Keynessian, would I then find that
globalization is good for the rich and bad for the poor, or vice versa?

Your answers to the above questions depend on whether you see the glass half
empty or half full. Wealthy countries can only see the glass half full. I see the glass
half empty and subsequently find reasons to support my view. This is the case in most
arguments in today’s challenging environment. Most issues have reached such a level
of complexity that depending on how you frame the evidence and argumentation,
you can persuade policy-makers to be for or against it.

Many economists debate about whether the number of people living under
the poverty line has decreased or increased. Depending on what methodology you
believe or what school of thought you support, you can find optimistic or pessimistic
scenarios. The academic debate feeds the brains of some of the world’s most talented
academics, but does little to lessen the burden of poverty. Raymond Baker, a fellow
at the Brookings Institution, concludes on globalization (Baker 20035):

The potentially beneficial forces of globalization and its corollaries, free
trade and financial liberalization, work well in the presence of the rule of
law, political integration, institutional stability and domestic accord. Absent
these, the process can instead have a negative impact on growth and cohe-
sion. What globalization must not be is a license to plunder, disrupt, and
further weaken already fragile states.

As a European who frequently sees double standards everywhere in our policy-
making, in this analysis I have decided to examine the issues from a develop-
ing country’s perspective. This is a difficult undertaking, many in the developing
world would argue, if not impossible. But at least I have made the commitment
to try.

Globalization works in Europe and the United States because we have strong
currencies whose exchange rates can be defended if attacked by financial speculators.
It works in Europe and the United States because we have independent Central Banks
and Governors of Central Banks who are able to run appropriate monetary policy
and control inflation. We have strong institutions and rule of law.
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Globalization works in Europe and the United States because we maintain agri-
cultural subsidies that protect our uncompetitive agriculture and farming sectors
from being overtaken by the cheaper produce coming from the developing world.
It works because we have social protection networks and public goods that are
universally provided and financed through redistribution.

Globalization works in Europe and the United States because we have strong
multinational corporations that are able to outsource the unfair working and envi-
ronmental conditions to developing countries. Multinationals have muscle. Develop-
ing countries do not. Multinationals can negotiate their conditions under the threat
that they will relocate to a more permissive environment. Poor countries cannot com-
pete with each other and are subject to the free-rider problem in which corporations
seek the location with cheaper labor costs and lesser environmental standards.

The European Union (EU) created the European Globalisation Adjustment Fund
(EGF) in 2005. According to the European Commission,? the EGF “aims to help
workers made redundant as a result of changing global trade patterns to find another
job as quickly as possible.” The fund was launched in 2007 with a yearly contribution
of 500 million euros. On March 1, 2006, the International Herald Tribune published
an article entitled “EU Fund to Ease Globalization Pain” (Kanter 2006). According
to Kanter, “The Global Adjustment Fund would help retrain and relocate 35,000 to
50,000 workers a year when jobs are lost to the dynamics of global trade, rather
than by mismanagement or loss of production to another EU member state.” Kanter
concludes, “Governments would be able to use the EU money in cases where a
company, its suppliers and its associated producers laid off at least 1,000 people in a
region with a population of up to 800,000, and where the unemployment already is
higher than the European or the national average.” As a result, the European Union
has the financial muscle to hedge against the collateral damage of globalization. A
majority of developing countries simply do not.

The fact of the matter is that today’s world should not be taken at face value.
Poor countries may be to blame for their mismanagement, corruption, and lack of
governance. However, Europe and the United States may also be to blame for other
reasons. Europe’s colonization of Africa proved detrimental. Many mistakes were
committed in the past, yet we are still working to exonerate ourselves of blame today.
Blame is useless if it is not coupled with action. But sometimes blame is a necessary
departure to acknowledge the necessity of moving forward.

What justice has been done regarding our pitfalls in the colonization period? It is
time to move forward and understand our obligation to undertake a Second Marshall
Plan for sub-Saharan Africa and the remainder of the extreme poor countries. It was
the conviction of the United States after World War II that Europe’s reconstruction
was vital for its economic recovery and the maintenance of democratic capitalism in
the fight against the expansion of Soviet communism and influence in Eastern Europe.

I understand the corollary of our time. Globalization does not alleviate or reduce
poverty in low-income countries because of the lack of international standards to
guarantee minimum working conditions for the poor. Furthermore, globalization is
ineffective at reducing poverty in low-income countries because their governments
do not have the means to finance a social protection network that provides a Uni-
versal Welfare state including universal health care and education, financed through
redistribution.
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The market will not solve Africa’s tragedy, as it will not solve the French farmers’
survival, or the Detroit automakers’ revival. The market is not always the answer.
Markets work under a set of assumptions that are not always fulfilled. Extreme poor
countries may be ready to adopt the rules of our game called democratic capitalism
in the future, but they are not ready to do so today so long as they remain poor.

Paul Krugman argues, “The influence of ideas that have not been expressed as
models disappears soon” (Krugman 1995). In modern economic theory, Krugman,
who won the Nobel Prize of Economics in 2008, may be right. That is why John
Kenneth Galbraith, one of the most influential economists of the twentieth century,
did not have the relevance of Keynes or Friedman. There are ideas that simply cannot
be expressed as models, such as the myriad of plans that emerged in the late 1940s
(Marshall, Schuman, and Monnet’s plans).

PROS AND GONS OF GLOBALIZATION

This section reviews reasons for and against globalization from eight different au-
thors, which includes Financial Times’ Martin Wolf and Columbia University’s
Joseph E. Stiglitz. The reader should bear in mind that the glass is never full or
empty, but rather half full or half empty. The side you choose determines to a large
extent the orientation of your arguments. I chose the thinkers, experts, and scholars
who inspired me. As an architect of solutions, I choose the bricks of the building I
design to construct a message able to impregnate the societies of Europe and North
America.

Why Globalization Works

Martin Wolf runs a weekly column in the Financial Times. His book Why Globaliza-
tion Works was written in 2004 at the top of the economic bonanza of that time. His
arguments touch upon agricultural subsidies and low labor standards in developing
countries. Wolf recalls, “Total assistance to rich country farmers was $311 billion
in 2001, six times as much as all development assistance, indeed more than the GDP
of Subsaharan Africans.” He then adds, “The United States and the European Union
account for around half of all world wheat exports, with prices 46 and 34 percent
respectively below costs of production” (Wolf 2004b).

Regarding labor standards, Wolf notes, “For a western visitor such jobs may
seem unimaginably bad, but some of the alternatives—total dependency as housewife
or despised daughter, prostitution, agricultural labor or begging—are worse.” Wolf
may be right; it is better to have a 12-hours-a-day, low-paying job at a crowded
and dirty textile factory in Bangladesh with no vacation days than it is to beg or
to become a prostitute. But it is even better to have an 8-hours-a-day, well-paying
job at a clean, un-crowded textile factory in Bangladesh with a fair allocation of
vacation days. We seem to compare the worse with the second to worse, without
realizing the second to worse could be much better if standards were agreed upon.
The 64-hour workweek was banned by the European Parliament in December 2008
because Europeans felt they have fought too long the 40-hour workweek to let those
benefits evaporate. We now have to fight for global working standards that improve
the working conditions for the worse off.
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Wolf comments, “International economic integration is undermining the ca-
pacity of sovereign states to choose their tax and regulatory structures. In par-
ticular it is destroying the high-tax, high-regulation European economic model.
More specifically, it has made the redistributive policies of the welfare state im-
possible.” (Wolf 2004b). What if Europe were to export its welfare state model?
What if instead of threatening to disappear, the welfare state model expanded to
low-income countries? Then, the welfare state would no longer be in danger of
extinction.

When I moved to Paris (France) in September 1997 to study for one academic
year at Télécom Paris, the French Grande Ecole for Telecommunications Engineer-
ing, I did not need to sign up for private medical insurance. When I moved to
Berkeley, California in March 2004, to study at the Haas School of Business, not
only did I have to pay a high tuition, but also a private medical insurance fee. Coun-
tries that offer social protection networks establish agreements with countries that
offer equivalent protection levels, for the very benefit of their own citizens. As a
Spaniard in Canada, I am covered by the Canadian public health-care system, but I
am not covered in the United States. In terms of health care, it is more cost-effective
for a European to spend one year in Canada than it is to spend one year in the
United States.

If certain developing countries embraced the welfare-state paradigm, Europeans
and Canadians would be able to travel to certain developing countries and be enti-
tled to access their public health-care systems, and vice versa. Cooperation fosters
the enlargement of protection networks. Globalization could bring about extended
geographical coverage, instead of the opposite. A new welfare-state paradigm
could be embraced. The Euro-Consensus would then become the substitute for the
Washington Consensus. The old paradigm privatized education and health care
and shrank the welfare state of developing countries. The New Paradigm exports
Europe’s welfare-state to the extreme-poor, helping them finance it and run efficient
organizations that hire local doctors and teachers and take advantage of economies
of scale to minimize the cost of delivery and eliminate the middleman.

Wolf concludes, “Why, people quite reasonably ask, should innocent people
have to repay debt incurred by the tyrants who persecuted them when in office?”
(Wolf 2004b).

George Soros on Glohalization

The Hungary-born philanthropist and billionaire> George Soros, who studied at
the London School of Economics, wrote an interesting piece on globalization in
2002. Soros defines globalization as “the free movement of capital and the increas-
ing domination of national economies by global financial markets and multinational
corporations” (Soros 2002). Soros’ goal is “to reform and strengthen our interna-
tional institutions and create new ones where necessary to address the social concerns
that have fueled the current discontent.”

For Soros, globalization has a negative side, particularly in less-developed coun-
tries, where “many people have been hurt without being supported by a social safety
net.” Soros notes, “The Monterrey Conference on Financing for Development ought
to focus on the provision of public goods on a global scale,” later adding, “We ought
to provide the resources for universal primary education” (Soros 2002).
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Soros further asserts, “To mobilize public opinion in favor of increased interna-
tional assistance, the proposal must show not only how the money will be raised but
also how it will be spent.” He concludes (Soros 2002):

The fight against terrorism cannot succeed unless we can also project the vi-
sion of a better world. The United States must lead the fight against poverty,
ignorance, and repression with the same urgency, determination, and com-
mitment of resources as the war against terrorism.

Making Globalization Work for the
Least Developed Gountries

The United Nations Ministerial Conference of the Least Developed Countries*
(LDCs) met in Istanbul in July 2007, to issue the Istanbul Declaration on Least
Developed Countries. The conference focused on four themes: trade and investment,
transfer of technology, agricultural productivity and food security, and finally, so-
cially acceptable forms of energy. The conference report acknowledges that “while
many posit that globalization has led to substantial gains in the well-being of mil-
lions of people around the globe, a darker side to globalization coexists, manifested
in increasing, unprecedented inequalities both between and within the vast majority
of countries.” The report adds, “LDCs as a group receive proportionately fewer
benefits of globalization, but are exposed to proportionately more of the costs and
risks” (United Nations 2008b).

Out of the policy responses suggested, the following are noteworthy. At the
national level, “promoting greater transparency and measures for managing natural
resource rents, including through the Extractive Industries Transparency Initiative”
and “further investigating migration and development issues, including their im-
pact on local capacities, and identifying the incentives necessary to attract return
migrants.” At the international level, “reforming the governance of existing mul-
tilateral cooperation institutions so as not only to reflect the increasing power of
southern emerging economies, but also the perspectives of least developed countries
and low-income country aid recipients” and “ensuring that there is institutionalized
asymmetry in trade agreements involving the least developed countries members, in
their favour” (United Nations 2008Db).

A New Paradigm needs a leading voice able to persuade the leaders of the Least
Developed Countries (LDCs) that the New Architecture of capitalism proposed in
this book prioritizes their interests. CHEICK DIARRA (CEO) is the United Nations
under-secretary general and high representative for the Least Developed Countries,
Landlocked Developing Countries, and Small Island Developing States. I met Cheick
at his office on the seventh floor of the United Nations Headquarters in New York
City on September 8, 2008, and again on May 15, 2009. For Cheick, the ideas put
forth in this book are controversial and will wake up the attention of a sleeping
establishment unable to look beyond the orthodoxy of our time.

Debating Globalization

David Held is a professor of political science at the London School of Economics.
In his book Debating Globalization (2005), Held exposes his views on globaliza-
tion. Held argues, “Over the coming few years between now and 2010 choices
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will be made that will determine the fate of the globe for decades to come.” He
concludes, “Understanding that effective, transparent and accountable global gov-
ernance requires reliable income streams, from aid to new financial facilities and, in
due course, new tax revenues” (Held 2005).

Globalization and Its Discontents

Globalization under its current version emphasizes international trade and privatiza-
tion. Columbia economist Joseph E. Stiglitz adds, “The United States supports free
trade, but all too often, when a poor country does manage to find a commodity it can
export to the United States, domestic protectionist interests are galvanized.” Stiglitz
concludes, “U.S. unfair trade laws are not written on the basis of economic princi-
ples, they exist solely to protect American industries adversely affected by imports”
(Stiglitz 2003).

Has Glohalization Gone Too Far?

Harvard economist Dani Rodrik argues, “In Western Europe, where unions have
remained stronger and the policy environment more supportive, the wages of the
less skilled have not collapsed, but the price has been an increase in unemployment.”
Rodrik believes, “The identity of the gainers and losers matters,” and “Rawlsian
conceptions of justice, for example, imply that redistributions that enhance the well-
being of the most disadvantaged groups should receive priority” (Rodrik 1997).

Regarding labor standards Rodrik points out, “In 1993, the European Commis-
sion took the view that competition within the Community on the basis of unaccept-
ably low social standards, rather than the productivity of enterprises, will undermine
the economic objectives of the Union.” Rodrik concludes, “Globalization reduces
the ability of governments to spend resources on social programs, it makes it more
difficult to tax capital, and labor now carries a growing share of the tax burden”
(Rodrik 1997).

Another World is Possible If

Susan George is a leading thinker of the anti-globalization movement. George defines
globalization as “the freedom for my group of companies to invest where it wants
when it wants; to produce what it wants, to buy and sell where it wants and to support
the fewest restrictions possible coming from labour laws or social conventions”
(George 2004).

George’s The Lugano Report (2001) became the reference reading among anti-
globalists. In the more recent Another World is Possible If (2004), she claims an evil
view of capitalism represented by the myriad of multinational companies. She points
out, “Achieving any improvement at all is difficult enough without telling people they
must bring down, preferably tomorrow, the most powerful and pervasive economic
system the world has ever known” (George 2004).

The Silent Takeover

Noorena Hertz is one of the leading thinkers of her generation. In her 2002 mas-
terpiece The Silent Takeover she claims that multinational corporations are taking
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over democratic societies. She explains it as follows: “We stand today at a critical
juncture. If we do nothing, if we do not challenge the Silent Takeover, do not ques-
tion our belief system, do not admit our own culpability in the creation of this ‘new
world order,” all is lost” (Hertz 2002).

In a world dominated by the private actors, the role of the state and of the
society is diminishing. Hertz adds, “In the world of the Silent Takeover, in which
the social contract between government and the people is increasingly meaningless,
popular pressure is doing something that governments can’t or won’t: demanding
that corporations be judged by non-economic criteria, holding them accountable
in a way that we cannot hold our elected representatives” (Hertz 2002). In an
environment where the political elite lack the reaction capacity to compensate for
the imbalances of global capitalism, it is through pressure from Civil Society that the
pitfalls of globalization may be overcome.

In the developing world where the absence of public provision of education and
health care is noteworthy, corporations are stepping in to undo the market failure.
Hertz argues, “In parts of the Third World, in countries in which the state is so
moribund that it cannot deliver even the most fundamental of public goods such as
education, basic health, roads and infrastructure, corporations are deciding to meet
the shortfall themselves” (Hertz 2002). This is not how we decided to design the
delivery of public services in the industrialized world. Consequently this is not the
right approach for the developing world.

AFRICA’'S TRAGEDY

In 1997, William Easterly and Ross Levine published Africa’s Growth Tragedy.
Easterly and Levine note, “The borders of African nations were determined through a
tragicomic series of negotiations between European powers in the nineteenth century
that split up ethnic groups and exacerbated preexisting high levels of ethnic and
linguistic diversity” (Easterly and Levine 1997). Africa’s growth tragedy can be
explained by a variety of factors including short civil wars and failed policies based
on ethnic division.

The white man’s burden in Africa has been detrimental since the beginning
of times. First through colonization and then through failed foreign aid, Western
countries have not found the magic recipe to pull sub-Saharan Africa out of poverty.
Perhaps there is no magic recipe, but only incremental improvement. Perhaps foreign
aid should be discontinued. But, most likely, we need smarter aid. Barack Obama
argued during the 2008 presidential campaign that the debate was not whether the
United States needed more or less government. The United States needed smarter
government. The analogy can be extrapolated to foreign aid.

Civil War and Ethnic Division

According to Oxford economist Paul Collier, countries experience higher growth
rates after long civil wars than after short civil wars. Because civil wars are used
with much lower technology than international wars, they cause less damage. In
particular, Collier concludes, “If a country immiserises itself through civil war it will
have an enhanced post-war growth rate by virtue of its poverty. This effect would
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predict that the post-war growth rate would be faster the longer the duration of
the previous war” (Collier 1999). Wars in general and civil wars in particular ruin
the structural features that make an economy work, deteriorating infrastructure and
undermining the enforcement of property rights. GDP growth does not only increase
after the war the longer the war lasts, but it also shrinks by an average 2.2 percent
per year during the years of war.

William Easterly and Ross Levine study the relation between a country’s ethnic
diversity and how it indirectly impacts economic growth. They use the variable
ETHNIC as a proxy for a country’s ethnic diversity. ETHNIC is an abbreviation for
Ethnolinguistic Fractionalization Index, which represents a proxy of the number of
competing groups in a society, and as a result its potential degree of conflict. Easterly
and Levine examine “the direct effect of ethnic diversity on economic growth and
evaluate the indirect effect of ethnic diversity on public-policy choices that in turn
influence long-run growth rates.”. They determine that ethnic diversity and division
may create polarization and favor the ruling group in expense of other ethnic groups.
The authors conclude, “The data indicate that high levels of ethnic diversity are
strongly linked to high black market premiums, poor financial development, low
provision of infrastructure, and low levels of education” (Easterly and Levine 1997).

The combination of Collier’s and Easterly and Levine’s conclusions is counter-
productive for Africa. A combination of short civil wars and a high ethnic diversity is
likely to sink a country in a poverty trap that will be difficult to overcome. This com-
bination is common across Africa and undermines the ability of many sub-Saharan
African countries to leave the poverty trap behind.

Africans are not only to blame for their repetitive episodes of civil war. So are
Americans and Russians for having financed right-wing and Marxist guerrillas during
the Cold War. So are Europeans for having conducted a disastrous decolonization
process that ignored Africa’s rich ethnic heritage. So are Western governments that
supported dictatorial regimes that guaranteed and unfortunately still guarantee the
operations of Western oil and mining companies on African soil. So are Western gov-
ernments for allowing the operations of arms manufacturers that export weaponry
and ammunition to extreme poor countries without enforcing disclosure and trans-
parency clauses. We need to reform the small arms industry and determine in what
direction reform should be undertaken, which will be discussed further in Chapter 9.

Colonization

David Welsh writes in Ethnicity in Subsabaran Africa (1996), “Colonial Africa’s
boundaries had been the product of an imperial carve-up that cut through territories
inhabited by indigenous societies and arbitrarily jumbled together a diversity of
ethnic communities inside unitary administrative structures.” The arbitrary division
of Africa’s borders in the Berlin Conference of 1884 anticipated the abundance of
armed conflicts that has devastated Africa since the time of independence. Thomas
H. Johnson (1984) writes in this direction:

African independence was achieved in two waves, the first from 1956
(Sudan) through 1968 (Equaterial Guinea, Mauritius, and Swaziland) when
36 states became independent, and a second wave from 1974 (Guinea-
Bissau) through 1980 (Zimbabwe), when nine more states were decolonized.
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From 1960 through 1982, of the 45 majority-ruled states of Sub-Sabaran
Africa 25 (55 percent) have experienced 52 successful military coups d’etat.
There were also 56 attempted coups and 102 reported coup plots. In sum,
38 of the 45 countries (84 percent) saw some form of military intervention
between the beginning of 1960 and the end of 1982.

Throughout centuries, European colonization was a sign of exploitation of hu-
man labor to secure natural resources. The pride that today characterizes Europeans,
who advocate human rights, good governance, and transparency abroad, was not a
common feature in the societies of prior decades and centuries that colonized and
imposed their views on the local populations. Apartheid in South Africa and segre-
gation in the United States were the last piece of evidence of an exploitation that
lasted centuries for which we do not feel accountable, as a society, today. In 1957,
the highest-paid African at the mines earned less than a third of the lowest paid
Europeans, whereas the average white-black wage ratio was almost 20 to 1. Euro-
peans were given educational preference to monopolize the small number of elite
jobs (Franck 1961). In broader terms, colonization benefited the wealth and welfare
of the rulers at the expense of the colonized.

The Cold War

The Cold War between the United States and the Soviet Union along with nu-
clear proliferation exacerbated the politicization of foreign aid that oftentimes sup-
ported Marxist or right-wing guerrillas with the goal of winning the battle that
would perpetuate one economic system over its rival (capitalism versus socialism).
Sam C. Nolutshungu, a former professor of political science and African politics at
the University of Rochester, writes, “The USSR remained in Guinea under Sekou
Toure despite provocative policies on its host’s part, and it persevered in Somalia
long after perceiving that progress could not be achieved in any direction.” He then
concludes: “The Soviet Union encouraged the creation of vanguard parties based
on Marxism-Leninism, but it clearly did not favor a break in economic relations
with the West or even a sudden change in economic specializations during the long
preliminary phase before socialism could be constructed” (Nolutshungu 1985).

In 2005, Janice Love, dean of the School of Theology at Emory University,
published Southern Africa in World Politics (Love 2005). Love raises the following
questions: Why did regional and global powers take such an interest in these countries
and their internal disputes? Would these wars have lasted so long and caused such
devastation if they had remained local? In addition, the Emory scholar points out
(Love, 2005):

On the day of Angola’s formal independence, November 11, 1975, the
impact of fairly extensive and intensive military globalization was clearly
evident. The three guerrilla groups vying for power fought one another on
many fronts across the country, each backed by potent allies from outside.
Although the South African military had provided supplies to UNITA for
some time, troops from the South African Defense Forces (SADF) launched
a massive invasion from bases in Namibia (then South-West Africa) in mid-
October. Previously, in August, the U.S. Central Intelligence Agency (CIA)



Globalization and Poverty 33

had shipped large quantities of arms to the ENLA. Cuban troops arrived
in early October, and Soviet military supplies continued to flow into the
country to bolster the MLPA.

We should perhaps ask ourselves why we make explicit the credit that our past
ruling elites may deserve while we minimize their pitfalls. Only if we acknowledge
their wrongdoing will we be able to trigger a new era of understanding that puts
North and South on the same page, Page One of the History of Tomorrow.

Solutions for an Abandoned Continent

The Africa Progress Panel (APP) concluded in the aftermath of the 2008 economic
crisis that two of the priorities for Africa going forward would be the immediate
assistance and access to resources, that the main responsibility to act rests with
African leaders, and that Africa needs a stronger voice in the international institu-
tional architecture (APP, 2009). APP noted that “we call on the IMF, World Bank,
and the African Development Bank to ease access to credit and provide urgently-
needed funds, preferably grants rather than loans, to compensate for the loss of
domestic revenues, remittances and foreign direct investment and to address urgent
social needs” (APP, 2009). APP concluded, “we call on Africa’s leaders to press
for substantial reforms on the world’s governance structures to make them more
representative, supportive and ultimately effective” (APP, 2009).

For Tidjane Tall, author of Fixing Africa Once and for All (2009), “Africa
needs leaders who’ll work collaboratively to combat its widespread instabilities.”
Tall concludes that International Organizations (IOs) “have stopped believing that
real change is possible in Africa,” and that as IO employees move forward in their
careers, “their mortgages and university fees for their children gain in prominence,
and they have less appetite for rocking the boat” (Tall 2009).

SUCGESS STORIES

For years the four Asian tigers (Hong Kong, Singapore, South Korea, and Taiwan)
have been mentioned as success stories in development and economic growth. China
did not enter the WTO until 2001 and has ruled its capitalism from a centrally
driven communist regime. Korea’s economic growth was based on the chaebols, or
industrial conglomerates owned by the state and later divided and privatized such as
Daewoo or Samsung. According to Stiglitz (2003):

For three decades Korea enjoyed remarkable economic growth without sig-
nificant international investment. Growth had come based on the nation’s
own savings and on its own firms managed by its own people. It did not
need Western funds and had demonstrated an alternative route for the im-
portation of modern technology and market access.

India is a good example of a democracy that has entered the path of economic
growth and prosperity embracing the principles of the free markets. But a comparison
with its Northern neighbor China leads to the conclusion that China’s thriving,
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infrastructure-abundant economy has been better directed from Beijing by its ruling
elite, than India by its widespread and buoyant entrepreneurial class spread out
throughout the country.

Dani Rodrik, a Harvard professor of development economics, argues, “The
Chinese experience represents not the exception, but the rule: transitions to high
growth are typically sparked by a relatively narrow range of reforms that mix or-
thodoxy with domestic institutional innovations, and not by comprehensive trans-
formations that mimic best practice institutions from the West” (Rodrik 2002).

Three success stories have emerged in Africa over the course of the last fifty
years, since the independence from the former colonial powers started to occur in
the 1960s. Tunisia in Northern Africa, and Botswana and Mauritius in sub-Saharan
Africa are countries that in spite of facing most of the problems of their neighbors,
managed to reach steady growth leading to prosperity. Botswana is further reviewed
in Chapter 28; Mauritius and Tunisia are reviewed in the remaining sections of this
chapter.

Mauritius

James Meade, a former Nobel Prize winner in economics, wrote in two seminal pa-
pers in the 1960s that Mauritius would suffer a demographic explosion and predicted
population growth from roughly one million in the early 1960s to three million in
2000, which would lead to Malthusian, widespread starvation episodes. The small,
remote island of the Indian Ocean, with an area of just above 2,000 square kilome-
ters, has controlled its population growth, a population that stands at 1.3 million.
The small island-state topped the ranking on good governance in Africa in 2005 and
also earns outstanding marks in transparency and economic freedom. In 2005, it
ranked 65 in the Human Development Index of the United Nations out of a total of
177 countries.

Mauritius is composed of four ethnic groups that profess different religions. It
is a well-balanced environment with a well-educated workforce that has allowed the
country to diversify from an export-based mono-crop agricultural economy, which
mostly produced and exported sugar cane to the European Union in the 1960s and
1970s, to a multi-sector economy that has become a technological, financial, and
tourism center.

Paul Collier writes about Mauritius, “When Mauritius escaped the traps in the
1980s it rocketed to middle-income levels; when neighboring Madagascar finally
escaped the traps two decades later, there was no rocket” (Collier 2007). In a
paper entitled “Ethnicity in Subsaharan Africa,” David Welsh (1996) reviews why
Mauritius, in spite of its ethnic diversity, has been able to become one of the few
success stories in the area. Welsh comments, “Out of the few African states that have
coped with ethnicity in ways that have proved compatible with democracy, Botswana
and Mauritius have had the enormous advantage of high economic growth rates for
sustained periods of time” (Welsh 1996).

Tunisia

Tunisia’s success story in Northern Africa has catapulted the country to having the
area’s second highest per capita income and the second highest Human Development
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Index behind Libya. Tunisian President Ben Ali devised the National Solidarity Fund
(NSF) in 1992 as a redistribution instrument able to improve the living of inhabitants
of poor areas and to help them establish microenterprises through the provision of
funding. The philosophy of the NSF is based on the provision of basic rights to the
individual, which include the right to health, education, and culture, and the right to
economic integration. The number of donors has increased from 180,000 in 1994
to more than two million in 2002.°

During the Millennium Summit in September of 2007, Tunisia’s president Zine El
Abidine Ben Ali suggested the creation of a World Solidarity Fund (WSF). In 2002,
the then United Nations Secretary General Kofi Annan submitted to the General
Assembly specific proposals regarding the implementation of a WSF. Later in 2004,
president Ben Ali announced that Tunisia’s NSF would allocate 10 percent of the
donations to the WSF.® The WSF becomes the Decemfund, which is presented in
more detail in Chapter 24.
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The Reality of Aid

The only way to avoid deceiving yourself like this is to work to the limits. If
your reports never get an outraged reaction, you are lying. If they are never
rejected, you are lying. If you are never fired from a contract, you are lying.
You are lying to your clients and you are lying to yourself. You are killing

people.
—Peter Griffiths, The Econonomist’s Tale

Is 0.7 percent of a country’s GDP the right amount of aid? How was this number
assessed and what is its significance today? In their paper Ghost of 0.7 percent:
Origins and Relevance of the International Aid Target, Michael A. Clemens and
Todd J. Moss of the Center for Global Development review the rationale behind the
determination of the percentage and its significance in today’s environment. Clemens
and Moss provide evidence that “no government ever agreed in a UN forum to
actually reach 0.7 percent.” They also point out, “The eventual 0.7 percent target
was mostly arbitrary, based on a series of assumptions that are no longer true, and
justified by a model that is no longer considered credible” (Clemens and Moss 2007).

WHAT IS THE RIGHT NUMBER?

The Pearson Commission is credited with having set the 0.7 percent target. Lester B.
Pearson was the Canadian prime minister when the then president of the World Bank
Robert McNamara asked him to form a Commission on International Development.
It is in the Commission’s report where the 0.7 percentage first appears. McNamara
was president of the World Bank between 1968 and 1981. The final report entitled
“Partners in Development” concluded that “we therefore recommend that each aid-
giver increase commitments of official development assistance for net disbursements
to reach 0.70 percent of its gross national product by 1975 or shortly thereafter, but
in no case later than 1980” (Oxfam 2005). How did the Pearson Commission come
up with the 0.7 percent number? According to Clemens and Moss (2007), former
Pearson Commission staffer Sartaj Aziz recalls:

By the time the Pearson Commission met, there was a virtual consensus on
the 1 percent target. From there, the rationale for reaching the 0.70 percent

37
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target for Overseas Development Aid (ODA) was straightforward. ODA
had already reached 0.54 percent in 1961. An increase to 0.60 percent
would have been considered too modest since countries like France had
reached 0.72 percent by 1968. I remember one staff discussion in which we
debated whether the ODA target should be 0.70 percent or 0.75 percent.
Consensus reached was in favor of 0.70 percent, as a ‘simple, attainable and
adequate’ target.

The 1-percent consensus was built up during the 1950s and the 1960s and was
confirmed by a group of influential economists in the 1960s. According to Clemens
and Moss (2007), Paul Rosenstein-Rodan and Hollis Chenery, both of who were
chief economist of the World Bank at different times, conducted separate calculations
on “how much foreign capital would be needed by low income-countries in the early
1960s.”

Is more aid necessary? Does the amount of additional funding make the com-
mitment to reach the 0.7 percent a priority? A variety of reports have pointed out
the necessity of increasing foreign aid. Reaching the 0.7 percent threshold is only an
intermediate step. The 0.7 percent has lost its significance in today’s environment,
very different from that of the 1960s. More emphasis has to be put on how additional
funding is spent. We need more aid, but above all we need smarter aid. As a result,
it is important that countries increase their contribution. It is yet more important
that any additional contribution be spent in new schemes that show the recipient
country’s explicit desire to receive the funding based on an improvement on the
country’s social and economic fabric. In other words, donors and recipients have to
be accountable for the aid dispensed. Aid must have a social return. Its impact must
be tracked down and appropriate changes should be incorporated to its allocation
in the absence of any social improvement. Aid’s time horizon must be a compromise
between the short and the long runs.

Aid Commitments

Today only a handful of countries have reached the magic number. Percentage-wise,
the United States is the country in the OECD that devotes the least amount of public
money to development aid. As Robert Calderisi points out, “The United States has
never spent more than one quarter of one percent of its national income on foreign
aid, and two thirds of that has been devoted to just two countries: Israel and Egypt”
(Calderisi 2006).

Some would argue that the contribution from corporate donors in the United
States well exceeds that of other European countries. As a result, the aggregate
contribution, both public and private, could approach the 0.7 percent. The reality is
different. According to the Committee Encouraging Corporate Philanthropy (CECP),
the 155 companies (including 69 of Fortune Magazine’s Top 100) that participated in
the 2007 Corporate Giving Standard (CGS) Survey of Philanthropy donated a total
of $11.6 billion in both cash and non-cash contributions to communities around the
globe, which represents a median contribution of 0.92 percent of pre-tax profit for all
companies and of 0.83 percent for the 69 Fortune 100 Companies that participated
in the survey (CECP 2008), down from a median of 1.3 percent of pre-tax profit
in 2004. Out of this percentage, Fortune 100 companies provide an average of
14 percent of their aid to international end-recipients, whereas all other companies
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give an average of 10 percent to international end-recipients. Consequently, these
companies give 0.12 percent of their pre-tax profit to international end-recipients,
whereas all other companies give 0.09 percent of their pre-tax profit to international
end-recipients.

According to Fortune Magazine, the top 1,000 companies in terms of revenue in
the United States had an aggregate profit of $724 billion in 2007. If we assume that
each of them devoted on average 0.12 percent of their pre-tax profit to international
end-recipients, the total dollar amount devoted to international end-recipients was
$869 million, or roughly 0.0063 percent of the United States’ GDP.! This is a
miniscule amount compared to the target 0.7 percent and its contribution is quasi-
negligible. The United States is far from reaching the 0.7 percent target.

Forbes ranks the top 200 charities in the United States. According to the U.S.
magazine the total volume of private contributions for the 200 largest charities for
2008 amounted to $40.75 billion, up 5 percent from a year before (Barrett 2008). Of
this amount, $9.44 billion or 23 percent of the total was spent in international needs.

The Foundation Center features the endowments and the annual giving of the
top 100 U.S. Foundations.” The aggregate endowment of the top 100 U.S. Founda-
tions amounted to $263.4 billion in 2008. Total giving for the 2007 to 2008 fiscal
year amounted to $15.6 billion, of which $2.0 billion corresponded to the Bill and
Melinda Gates Foundation and $526 million corresponded to the Ford Foundation.
The Foundation Center does not disclose what share of the total giving ($15.6 billion
in 2007 to 2008) was spent in the United States and what share was spent internation-
ally. According to The Economist, in 2008 American Foundations spent $5.4 billion
internationally (Economist 2009a). Joel L. Fleishman, author of The Foundation,
summarizes the foundation sector in the United States as follows (2007):

In 2005, about 68,000 foundations of all kinds existed in the United States,
controlling estimated assets of half a trillion dollars and making annual
grants totaling $33.6 billion. As of December 31, 2003, forty-six founda-
tions had assets of over one billion dollars, while another sixty-four had
assets between five hundred million and one billion dollars. Fully 70 percent
of all foundation assets were controlled by just 2 percent of foundations.

According to Oxfam, “Meeting the UN target of allocating just 0.7 percent of
national income to aid would generate $120 billion, enough to meet the MDGs and
other vital poverty-reduction goals”. Oxfam adds, “By 2003, spending on aid and
debt relief to all developing countries, measured per person in rich countries, was just
$80 per year, or $1.53 from each person per week” (Oxfam 2005). As a percentage
of Gross National Income (GNI), governments spend less today than ever before on
aid. As pointed out by Figure 4.1, the percentage has decreased from 0.5 percent in
1961 to just above 0.2 percent in 2002. In aggregate total, development assistance of
the 22 OECD member countries of the OECD Development Assistance Committee
(the world’s major donors) went down from $104 billion or (0.31 percent of GNI)
in 2006 (0.31 percent) to $103 billion in 2007 (0.28 percent of GNI) (OECD 2008).

As of 2007, only five OECD countries reached the 0.7 percent target (Norway,
Sweden, Luxembourg, the Netherlands, and Denmark), with the United States and
Greece in the last position at 0.14 percent. In 2007 the United States’ ODA amounted
to $21.75 billion or 0.16 percent of the country’s GDP. If corporate giving in the
amount of $869 million, charities expenditure in the amount of $9.44 billion, and
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foundations expenditure in the amount of $5.4 billion were added to the United
States ODA, the sum of public and private development assistance would amount to
0.25 percent, which would put the United States ahead of Portugal, Italy, and Japan
but still behind many other European countries and Canada.

Oxfam also illustrates how a large percentage of aid from G7 countries is still
tied to serving their own domestic interests. In the case of Italy and the United
States, their percentages of tied aid, as of 2002, were 92 percent and 70 percent,
respectively (Oxfam 2005). Many of Oxfam’s concluding recommendations have not
been satisfied since they were proposed in 2005, including “providing at least $50
billion in aid immediately,” and “providing long-term, predictable aid for investment
in the provision of universal, free, and high-quality public services” (Oxfam 2005).

Blair's Gommission

The Blair Commission for Africa was established by former British Premier Tony
Blair in February 2004. The purpose of the Commission was to delve into Africa’s
complexity and determine what major undertakings should be accomplished to help
the continent combat poverty. The Commission consisted of 17 renowned experts,
nine of which were African. The Commission identified the following five goals
(GRIPS 2005):

1. Generate new ideas and action.
2. Support the best of existing African initiated effort.



The Reality of Aid Y|

3. Encourage the realization of existing international commitments.
4. Present a fresh and positive view of Africa.
5. Learn from Africans what their aspirations are and help them in satisfying them.

The Commission’s 450-page concluding report points out that a big push is nec-
essary to help the continent join the global community and become competitive. Ac-
cording to the Tokyo-based National Graduate Institute for Policy Studies (GRIPS),
“the big push would aim to generate an annual growth rate of 7 percent by the end
of the decade, compared with 3.8 percent in 2004” (GRIPS 2005). This big push
would be translated into additional foreign aid of $75 billion per year that would
effectively double 2004’s foreign aid standing at $78.5 billion. The proposed $75 bil-
lion increase in foreign aid would be allocated as follows (GRIPS 2005): governance
(4 percent), peace and security (2 percent), HIV/AIDS (13 percent), education (10
percent), health (26 percent), social inclusion (5 percent), growth, infrastructure and
trade (27 percent), mitigation of shocks (5 percent), and contingencies (7 percent).

Tidjane Thiam (FMN) is the chief executive officer of Prudential, an insurance
company, and the former minister of planning and development of Cote d’Ivoire.
I talked to Tidjane on November 13, 2008. Tidjane was one of the nine African
members of The Blair Commission for Africa, which also included Trevor Manuel
(former South African Finance Minister), Graca Machel (Nelson Mandela’s wife),
Benjamin W. Mkapa (former president of Tanzania), and Meles Zenawi (prime
minister of Ethiopia). According to Tidjane, the Commission for Africa culminated
with the Gleneagles Summit of 2005.

In The False Promise of Gleneagles, Marian L. Tupy (2008) of the CATO Insti-
tute analyzes the mid-term results of the summit that in 2005 gathered representatives
from the world’s seven most industrialized nations and Russia (G8) in Gleneagles
(Scotland) to tackle extreme poverty in Africa. For the CATO scholar, “The Gle-
neagles Summit, for all its good intentions, gave rise to unrealistic expectations. The
heavy emphasis on aid and debt relief made Western actions appear to be chiefly
responsible for poverty alleviation in Africa” (Tuly 2009).

Arnab Banerji was appointed Tony Blair’s financial advisor in 2002. Banerji is
the man Blair chose to patch up Downing Street’s failing relations with the markets
(Morgan 2002). I met Banerji at Brooks’s gentlemen’s club in London on July 6,
2009. Banerji acknowledges the need to invest in agriculture to transition from a
world of food scarcity to a world of food abundance, otherwise called Cornucopia.

AID EFFECTIVENESS

In the context of the role played by development institutes and international
economic institutions, New York University economist William Easterly argues in
favor of adopting a market-driven approach to foreign aid or development aid,
where supply naturally meets demand. The current approach to foreign-aid, Easterly
argues, is more of an oligopoly based on a central planning system that puts together
a variety of development institutions, which are not pressured to accomplish a good
job based on the demand of their clients, in this case the extreme poor. Easterly calls
the international development aid structure a cartel, whose purpose is to “thrive
when customers have little opportunity to complain or find alternative suppliers.”
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Easterly concludes by saying if foreign aid is to make an impact and be efficient, it
has to adopt the structure of a private enterprise that fulfills their customers’ needs
through means that maximize their economic return (Easterly 2002). In his book
The Elusive Quest for Growth, Easterly adds a conclusion that captures well his
thoughts on foreign aid allocation (2001):

We can envision a world in which governments do not devote themselves
to theft, but one in which governments do provide national infrastructure—
bealth clinics, primary schools, well maintained-schools, widespread phone
and electricity services—and they do provide assistance to the poor within
each society. The act of making loans will be rewarded rather than the act
of helping the poor in each country. The solution is to have public visible
“aid contests” in which each government vies for loans from a common
pool on the basis of its track record and its credibly and publicly stated
intentions.

Easterly’s aid allocation paradigm is exemplified by GlobalGiving, a nonprofit
organization based in Washington DC. I first read about GlobalGiving in Easterly’s
book The White Man’s Burden (2006). 1 then decided to contact the Washington-
based group. GlobalGiving is one of the leading innovators in the field of development
aid. The organization has collected over $14 million since 2002 and has invested in
over 1,300 projects throughout the world.

MARI KURAISHI (CON) is the president of GlobalGiving. I phoned Mari on
February 17, 2009. Mari points out that “GlobalGiving was founded on a key
premise about innovation in international development, that in the first 50 years of
development there was far less innovation than there might have been because the
field was limited to larger scale (and fewer) top-down projects.” Mari concludes,
“the ultimate goal of GlobalGiving is to create an environment where many more
experiments can be undertaken so that the rate of innovation can pick up.”

How does GlobalGiving measure investment success? For GlobalGiving’s presi-
dent, “The more ultimate measure of course is whether 50 years from now we might
have played a role in getting future Muhammad Yunuses off the ground.”

Aid has been an instrument of foreign policy that has or has not proven effective
at different times and locations. The history of aid in Africa is well summarized by
the Zambian economist Dambisa Moyo (2009):

Post-war aid can be broken down into seven broad categories: its birth at
Bretton Woods in the 1940s; the era of the Marshall Plan in the 1950s; the
decade of industrialization of the 1960s; the shift towards aid as an answer
to poverty in the 1970s; aid as the tool for stabilization and structural adjust-
ment in the 1980s; aid as a buttress of democracy in the 1990s; culminating
in the present-day obsession with aid as the only solution to Africa’s myriad

of problems.

World Bank economist Charles Kenny points out that “the assumption has been
that effective aid is that which increases recipient country GDP per capita growth
rates.” He concludes, “Given reconstruction has a better record than development
efforts in general,” and then suggests that the Marshall Plan should be compared to
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aid to Africa (Kenny 2006). The problem of aid delivery is exemplified by Easterly
(2003):

Aid agencies face a peculiar incentive problem: they spend one group of
people’s money on a different group of people. The intended beneficiaries
have almost no voice in how the money is spent. There has been surprisingly
little research thinking about how to design proper incentives for aid agencies
to achieve results in this situation, as well as how the aid agencies can design
contracts to create good incentives for recipients.

Santayanan Devarajan, William Easterly, and Howard Pack (2002) point out,
“Low investment is not the constraint on African Development. .. one of the most
famous predictions in development economics is that increases in investment ratios
lead to growth accelerations, which fails to hold in Africa” (Devarajan, Easterly,
et al., 2002).

In his paper “Why did the poorest countries fail to catch up?” Branko Milanovic
explains some of the reasons why the poorest countries did not manage to reach sus-
tainable growth (2005). The World Bank economist argues, “The poorest countries
have lost, on average, some 40 percent of their output through much greater fre-
quency of war compared with the rest of the world.” The second reason involves the
delay in reforms among Least Developed Countries (LDCs). The Serbian economist
concludes, “While the middle-income countries’ reformed from the mid-1980s on-
wards, comprehensive reforms among the poorest countries started only some ten
years later” (Milanovic 2005).

Smart Aid

James A. Yunker is a professor of economics at Western Illinois University. In his
2005 book Rethinking World Government (Yunker 2005), the American scholar
proposes a World Economic Equalization Program (WEEP). Yunker’s WEEP is a
Global Redistribution program that would shift income from high-income to low-
income countries. This income would be spent in what he calls generalized capital, a
category that includes, in addition to business physical capital (plant and equipment),
social overhead capital (roads) and human capital (education). Yunker makes the
explicit distinction between generalized capital and capital spent in consumption
goods and services. His plan would shift from the rich to the poor percentages that
go well beyond the 0.7 percent of a country’s GDP.

A New Paradigm needs a chief executive officer. The Millennium Challenge
Corporation (MCC) is a United States Agency created in 2005 by President George
W. Bush. Between 2005 and 2009, the MCC was headed by Ambassador JOHN
DANILOVICH (CEO), a businessman, diplomat, and former ambassador of the
United States to Costa Rica and Brazil. I had the opportunity to meet the charming
ambassador at his beautiful corner office in Washington, DC, on September 18,2008,
and on December 3, 2008, and again at his residence in London on March 8, 2009.

In its first fours years of operation since 2005, the MCC allocated $6.1 billion
to 18 countries (10 of which are in sub-Saharan Africa) on a basis of conditionality.
Participant countries have to show their explicit interest in obtaining aid from the
MCC and demonstrate their improving performance across a number of indicators
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that emphasize economic growth. Easterly (2003) points out that “the White House
said on its website that the new aid was motivated by the idea that ‘economic
development assistance can be successful only if it is linked to sound policies in
developing countries.’”

The MCC has been praised as an innovative instrument of foreign aid. Easterly
mentions that “the Millennium Challenge Account of the Bush administration is one
interesting experiment in trying to keep money out of the hands of gangsters” (East-
erly 2006). Roy Cullen (FIN) is a former member of parliament in Canada and the
head of anti-money laundering at the Group of Parliamentarians Against Corrup-
tion (GOPAC). I talked to Roy on September 19, 2008. The Canadian comments,
“I believe the Millennium Challenge Corporation is a good idea, we need more of
them” (Cullen 2008). Paul Collier notes, “President Bush launched his new Millen-
nium Challenge Account, wisely choosing not to allocate the additional American
aid money through the established American aid agency” (Collier 2007).

The difference between conventional and conditional aid does not have to be
significant if the conditionality is well designed and satisfies both ends of the aid
spectrum, namely the donor and the recipient. Aid with conditionality can prove
the right approach, if the conditionality is defined and agreed upon by both ends.
New forms of development assistance should be considered going forward. Any new
designs should find inspiration in structures that worked in the past (Marshall Plan)
and seem to be working today (MCC and Tunisia’s National Solidarity Fund).

Allocation Redefined

Two remarks draw from the history of foreign aid and its allocation—from both its
successes and failures throughout the last 60 years. The first deals with who demands
what. During the Marshall Plan years, it was crucial that Europe requested the aid and
made the demand explicit (The Marshall Plan is described in detail in Chapter 16).
A second conclusion deals with the purpose of the development aid and the topic of
macroeconomic conditionality. Western countries should not pursue their own polit-
ical agendas in a world where a Cold War no longer exists, in which once upon a time
two rival superpowers spread out propaganda on their respective economic systems.

The new approach must remove intermediaries and involve a final delivery based
on infrastructure building along with the provision of basic health care, education,
clean water supply, and sanitation. The provision of basic infrastructure should
guarantee a minimum level of welfare that dignifies the human being. A basic welfare
state may bring about stability with the potential of helping the extreme poor to build
up assets through savings in order to become economically self-reliant.

Market-Driven vs. Centrally Planned Allocation Foreign aid allocated to finance
the provision of basic services that should not be privatized can be compared to the
public funding of the welfare state in developed nations. In a majority of Western
countries, public goods such as the postal service, the army, the police, health care,
and education are not market-driven and are publicly managed to make certain the
social returns are maximized.

The allocation of foreign aid must not seek the economic efficiency of profit-
maximizing businesses. It has to look at the maximization of social return, of the level
of comfort and welfare of the needy and extreme poor. Foreign aid must concentrate
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in the construction of basic infrastructure, thereby allowing the poor to become
economically self-reliant.

Formal vs. Informal Sectors Informal sectors represent a larger part of a devel-
oping country’s economy and might jeopardize a development institution’s efforts
to bring part of the economic activity to the formal sector. A policy that favors the
formal over the informal sector might prove wrong because it leaves a majority of
the poor beyond the reach of aid.

Microfinance is a perfect example of the effectiveness of foreign aid policies that
favor the consolidation of the informal sector, granting the poor financial tools that
bring them to the mainstream sector of the economy, where they can contribute to
a country’s revenues through appropriate taxation schemes. Supporting the consol-
idation of the informal sector through the establishment of Microfinance Institu-
tions, which will on the mid-term become financially sustainable, could prove the
right strategy.

NEW INSTRUMENTS OF FOREIGN AID

New instruments of foreign aid are suggested in this section. The premise that
developed countries will continue increasing their development aid until it reaches
0.7 percent of their GDP is plausible. The incremental aid should be channeled
through new schemes that explore ideas that have not been tried before.

Literature Review

In his best-selling book The Bottom Billion (2007), Oxford economist Paul Collier
writes about the spillover effects that countries experience if a neighboring country
is successful and undergoes strong economic growth:

In Africa, if the neighbors grow an extra 1 percent, how much does this spill
over into the growth of a landlocked country? [...] The world average for all
countries, landlocked or not, is 0.4 percent; for the non-African landlocked
it is 0.7 percent, and for the African landlocked it is 0.2 percent.

The lesson from Collier’s argument is that if a low-income country were to
become successful and concatenate a series of periods of strong economic growth,
the neighboring countries could benefit by an extra increase in their GDP growth of
between 0.2 and 0.7 percent. Collier identifies the failing states that are most likely
to undergo a sustained turnaround. He points out that “starting from being a failing
state, a country was more likely to achieve a sustained turnaround the larger its pop-
ulation, the greater the proportion of its population that had secondary education,
and—perhaps more surprisingly—if it had recently emerged from civil war”. One
of Collier’s new proposals is what he calls Independent Service Authorities (2007):

The idea is that in countries where basic public services such as primary
education and bealth clinics are utterly failing, the government, civil society,
and donors combined could try to build an alternative system for spending
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public money. It would finance not just the building of schools and clinics
but also their day-to-day operation. As it demonstrated that it was spend-
ing money well, donors would increase the flow of money. If performance
deteriorated, the donor money would dry up.

According to Collier, Independent Service Authorities have a downside. “It is
that you start afresh rather than trying to reform the government ministries step by
step from within the system, and so it is appropriate means” he writes. Collier adds,
“global public goods are grossly undersupplied because nobody has much interest
in providing them” (Collier 2007).

Robert Calderisi’s The Trouble with Africa: Why Foreign Aid isn’t Working is
another major piece of literature worth exploring. Calderisi proposes to cut devel-
opment aid to all countries by half and reward the performance of countries that
have reformed in the direction of prosperity. Calderisi points out that he would
focus at first on five countries whose governments “deserve much more than they are
receiving at the moment” (Calderisi 2006). The five countries are Uganda, Tanzania,
Mozambique, Ghana, and Mali. Calderisi’s last section summarizes Ten Ways of
Changing Africa, and concludes as follows (2006):

Is it reasonable to insist on international supervision of primary school
and HIV/AIDS services? Would this not be even more humiliating than
traditional aid? Perbaps, but no government that is unwilling to look after
the basic needs of its citizens should want to hold its head very high.

The international supervision of primary school and HIV/AIDS services that
Calderisi points out is very similar to Collier’s Independent Service Authorities.
Calderisi would, however, focus on a handful of five successful countries, contrary
to Collier’s preference for failed states.

In the book Beyond Humanitarianism (Lyman and Dorff 2007), a handful of
experts write about foreign aid to Africa on a historical basis, along the successes and
failures experienced over time. The authors remark, “Many on the African continent
have come to see foreign aid as nothing more than a cow to be milked.” The authors
propose a new approach to foreign aid as follows (Lyman and Dorff 2007):

The West should adopt a new, enlightened form of self-interest and be open
to engaging in new sorts of involvement in Africa. Sick states there cannot be
restored with the medicines and surgical techniques of a bygone era. What is
required instead are international joint ventures. These arrangements would
avoid the evils of colonialism and the errors of more recent peace-keeping
and state-building efforts.

The aforementioned joint ventures resemble again Collier’s Independent Service
Authorities or Calderisi’s international supervision of primary school and HIV/AIDS
services. The authors include a quote by former President Bill Clinton that reinforces
the arguments (Lyman and Dorff 2007):

If you first develop the health infrastructure throughout the whole country,
particularly in Africa, to deal with AIDS, you will increase the infrastructure
of dealing with maternal and child bealth, malaria, and tuberculosis. Then I
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think you have to look at nutrition, water, and sanitation. All these things,
when you build it up, you’ll be belping to promote economic development
and alleviate poverty.

Improving health care and education is only a first step to changing the reality
of aid. Inhabitants of poor countries deserve a better outcome. Inhabitants of rich
countries deserve more accountability of their tax dollars. New approaches to foreign
aid ought to be considered. “What lessons can we draw from the experience of the
past twenty years that would help Least Developed Countries’ future growth?” asks
Branko Milanovic (2005). He mentions the following three lessons:

1. Less war and less civil strife are key.

2. The reliance on multilateral lenders is unlikely to help the poorest countries.

3. Democratization and better education in poor countries are worthy goals, but
neither seems to be an instrument for economic development, particularly so if
other enabling conditions, like peace, are not present.

In her best-selling and controversial book Dead Aid, the Zambian economist
Dambisa Moyo proposes to discontinue the flow of foreign aid within five years
(2009):

What if, one by one, African countries each received a phone call (agreed
upon by all their major aid donors—the World Bank, Western countries,
etc.), telling them that in exactly five years the aid taps would be shut off—
permanently? Although exceptions would be made for isolated emergency
relief such as famine and natural disasters, aid would no longer attempt to
address Africa’s generic economic plight.

What if Moyo’s suggestion was reformulated? We could propose to shut off the
current approach to foreign aid and embrace a new approach to development that
would channel funds through new schemes able to secure the provision of Global
Public Goods through Collier’s independent service authorities in Calderisi’s best-
performing countries subject to an ex-ante conditionality inspired in the Millennium
Challenge Corporation.

EXPLORING NEW TERRITORY

The provision of basic infrastructure is at the very core of any new approach of
foreign aid. Education and health care are crucial in securing the extreme poor’s
turnaround. No society will move forward unless their youth is healthy and edu-
cated. This is the reality of poverty. The vicious cycle that many developing countries
are trapped in limits their ability to take off. Countries lack the ability to generate
growth opportunities because their population is sick and uneducated. Many coun-
tries have had to reimburse the external debt awarded to a plethora of corrupt leaders.
Many countries have had to reimburse the loans of the World Bank and the Interna-
tional Monetary Fund that were oftentimes awarded to bail out Western investors.
I remain convinced that incremental improvement will never close the gap be-
tween the top and the bottom billions. I am confident that the traditional approach
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to poverty eradication based on project-based lending and macroeconomic condi-
tionality will never trigger significant improvement among a majority of the extreme
poor. The poor need what we need to move forward. They need publicly managed
health care and education, subsidized water, and sanitation.

There is a Window of Opportunity. Academics are turning to new ideas that
point in the direction of providing a Universal Welfare for the extreme poor. I am
not sure the reality of aid could have accomplished a task of this caliber in the past,
but it is our obligation today. I remain convinced a global effort can be designed and
implemented. I hear Sachs’ hope. I am determined to apply Collier and Easterly’s
conservative approaches that demand accountability for each dollar of foreign aid
spent, independent from the source.

It is time. It is time to move one step forward. The provision of Global Public
Goods must start. Welcome to the era of Global Redistribution. Global inequality
must be monitored. We cannot continue to maintain the course on the wrong path.
Let’s slow the pace and redefine the structures under which democratic capitalism
operates. It is time. It is time to reform our policies in the West. You can do it. I can
help. It is time to define international standards that are enforced on nations and
multinational corporations.

I dreamt of a New International Territory that could host the New Institutions
of a redefined capitalism. I dreamt of a New International Territory that would be
established away from the political and financial centers of our time, from Wash-
ington, DC, and New York City, from Brussels and Geneva. I dreamt of a New
Consensus, the Euro-Consensus that would export the welfare state to the neediest
countries. I dreamt of depoliticized institutions whose sole goal would be to fight
extreme poverty. It is our generation’s challenge. My heart breathes the hopeful wind
that comes from ahead. I feel a harmony coming from the society of 2050. Let’s start
building the society of tomorrow. We need world institutions once and for all. A glob-
alized world cannot only benefit the better off; a globalized world must benefit all.

This book describes a path towards the establishment of a New International
Territory that could host the New Organizations of a redefined capitalism, including
The New Institution. The New Institution will provide the extreme poor with a
Universal Welfare consisting of universal, free, and basic education and health care,
and a subsidized clean water supply and sanitation. The delivery will be based on
the ideas shared by Collier and Calderisi, and will start in a group of six willing
sub-Saharan countries that have expressed a common, explicit desire to move ahead
and leave the poverty trap behind.

This book presents how to raise the financing needed to fund the provision
of the Universal Welfare. It presents the individuals that will be part of the team
in charge of implementing a New Paradigm, a New Consensus. Read carefully,
and you will encounter the Hundred Individuals that in the years ahead will bring
excitement to the policy-making process, a process that is forward-looking and shall
never stop. A World Solidarity Fund will be established. The Fund will become the
Poor’s Endowment, able to finance a Universal Welfare State for the next 40 years
and beyond. The next 40 years become the Glorious Forty.

Read the histories of the Marshall Plan and the formation of the European
Union, including the European Coal and Steel Community and its six founding
members. Substitute Coal and Steel with Health Care and Education. Substitute the
core of Europe with the core of sub-Saharan Africa. Imagine an African Community




The Reality of Aid 49

of Healthcare and Education. Imagine the elimination of intermediaries, and the hir-
ing of local teachers and doctors. Imagine an environment in which NGOs no longer
need to operate. Imagine similar structures arising in Asia and Latin America.

I believe those that first embrace the New Paradigm will become the pioneers
of a New Capitalism. The current proposal is sophisticated and involves intuition,
thinking, creativity, persuasion, and a necessary degree of strategy and luck. This
is The Monfort Plan. It is Collier’s rocket, an accelerator of trends, a well-needed
catalyst, the big push of the Blair’s Commission for Africa.

William Greider writes in his book One World Ready or Not, “Perhaps, in the
next age of capitalism, an original thinker will arise somewhere in the world with
a new theory that reconciles the market’s imperatives with unfilled human needs,
without having to destroy the marketplace to do so” (Greider 2003). We are in
desperate need of new ideas that fulfill Greider’s premise.
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The World's Income Distribution

Does economic inequality breed political conflict? In other words, are na-
tions with a more unequal distribution of income and wealth more subject to
phenomena like revolution, rebellion, terrorism, demonstrations, and coups
than those with a more equal distribution? Most students of conflict would
answer yes. All major theorists of conflict believe that economic inequality
is, at least, a potentially important cause of dissent.
—Mark I. Lichbach, An Evaluation of “Does Economic
Inequality Breed Political Conflict?” Studies

he world’s income distribution has continued to widen over the last one hundred

years. According to Angus Maddison (1995), the ratio between the income of
the richest countries and the income of the poorest countries has gone up from 3:1
in 1820 to 72:1 in 1992. The richest countries have continued to grow while the
poorest countries have sunk in their poverty trap.

Many have attempted to explain this paradox with relative success. Macro-
economists have elaborated growth models that explain what inputs (savings, tech-
nology, education) matter so that a country can reach a stage of sustainable economic
growth. Political scientists have focused on the importance of institutions and the
rule of law when assessing the conditions that foster economic growth. Develop-
ment economists look at geography and ethnicity as indicators that can anticipate
economic stagnation. Historians take into account the pitfalls of slavery and colo-
nization to explain some of today’s differences in income.

A New Architecture whose goal is to boost the incomes of the extreme poor
and reduce inequality needs a leading expert in inequality. BRANKO MILANOVIC
(INI) is a lead economist at the development research department of the World Bank.
I met Branko at the London School of Economics on January 17, 2007. Branko, an
authority on inequality, explains the plethora of academic interpretations to the
prevalence of poverty in his outstanding book Worlds Apart (Milanovic 2005):

These empirical facts that are difficult to square with economic theory have
led to two reactions. First was endogenous growth theory, which holds that
in addition to the “usual suspects” (improved education, increasing labor
force, and capital accumulation) there are many other important factors

o1
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that affect growth. They are either political (democracy, rule of law, social
stability) or economic (inflation, fiscal deficit, openness). Allowing for these
variables permits a number of authors to claim that conditional convergence
holds—namely that after controlling for these variables, poor countries still
grow faster than the rich. But while “controlling” for other factors may
make sense in a regression, it can hardly make sense in real life.

The last fifty years have only widened the difference between the richest and the
poorest. A majority of the African countries that obtained independence failed to
catch up. As Branko points out “the most extraordinary thing, therefore, is that out
of the twenty-two countries that, in 1960, were within the striking distance of joining
the club of the rich, only two—Singapore and Hong Kong—succeeded, while all the
others not merely failed but slipped into the lower categories” (Milanovic 2005). For
Branko, the years 1979 to 1980 were crucial in explaining some of the disparities
we see today. He points out, “the changes that occurred around 1978-1980, namely
the increase in world interest rates, the increased debt burden of developing countries,
the growth slowdown in the industrial world, and the skill-biased technological
change may have contributed to the developing countries’ stagnation and to the
bifurcation of the developing world” (Milanovic 2005).

In his paper “Where in the World Are You?” Branko stresses how “the richest
people in India (as a group—admittedly a large one since it contains more than
50 million people) have lower per capita income than the poorest people (as a group)
in Germany” (Milanovic 2007). There is, as a result, no overlap in income between
India and Germany. An individual would, on average, be better off in the poorest
5 percent in Germany and in the richest 5 percent in India.

A 2004 article published in The Economist raised the question “Is the familiar
claim that capitalism makes global inequality worse actually true?” The magazine
remarks, “it so happens that average incomes in India and China are going up
extremely rapidly. Without knowing anything else, one should therefore be sceptical
[sic] about all the claims that are so confidently made about rising global inequality”
(Economist, 2004b). China and India are typically presented as the success stories
of global capitalism and globalization.

Xavier Sala-i-Martin is a Columbia University economist well-known for his
research on income inequality and income distribution. The aforementioned article
says “work by Surjit Bhalla and Xavier Sala-i-Martin shows rapid—indeed histori-
cally unprecedented—falls in poverty during the 1980s and 1990s, the new golden
age of global capitalism.” Branko refers to Sala-i-Martin’s research and points out,
“this is due to the very strong assumptions made by both authors” (Milanovic 2005).
Sala-i-Martin’s research outcome diverges from that of the World Bank.

Is worldwide inequality increasing or decreasing? Professor Francisco Rivera-
Batiz, a well-known economist who teaches at Columbia University, offers one of
the best answers to this question. He argues that in actuality Sala-i-Martin’s and
the World Bank’s methodologies yield the same results. Sala-i-Martin uses national
account data from each of the countries for which he measures income inequality to
come up with his income distribution curves. The World Bank uses household data.
If a country’s gross domestic product is divided by its population, the result is the
average per-capita-income for the country, which is total income.
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Household data is based on individual household surveys conducted on a case-
by-case basis. Household data is reflective of a person’s disposable income. Total
income is, generally speaking, greater than disposable income. Disposable income is
total income minus tax payments and interest payments on any outstanding debt such
as microcredits or consumption loans. The rule of thumb is that disposable income
is about half of total income. As a result according to Sala-i-Martin’s methodol-
ogy an individual’s income is twice as large as the income in the World Bank’s
methodology.

The above results are then used to determine the number of people in the world
who live in extreme poverty. Extreme poverty is defined' by the World Bank as
having less than $1 per day or less than $2 per day (in purchasing power parity
of 1993 U.S. dollars). Because Sala-i-Martin’s incomes are about twice those of
the World Bank’s, the former is more optimistic than the latter in the evolution of
extreme poverty. For the World Bank, the number of extreme poor living under $1
or $2 a day is twice as large as for Sala-i-Martin.

The case of China and India deserves further commentary. Sala-i-Martin’s
methodology is based on national account data that relies on a country’s self-reported
GDP. In January 2008, the World Bank revised China and India’s GDP downwards
by 40 percent, “highlighting the need for better data” (Birdsall 2008). The impact
on total income is severe. Average total income (a country’s gross domestic product
divided by its population) should be revised downwards by 40 percent in the case
of China and India. This means that the number of people originally estimated to
live under the extreme poverty line in China and India would go up significantly.
The Economist’s statement that “it so happens that average incomes in India and
China are going up extremely rapidly” should be revised downwards. As a result,
the second part of statement, “without knowing anything else, one should therefore
be sceptical [sic] about all the claims that are so confidently made about rising global
inequality,” no longer holds.

SANJAY REDDY (INI) is an economist at Barnard College in New York City.
I had a productive conversation with Sanjay at his office of Barnard College on
September 8, 2008. Sanjay works very closely with Yale philosopher Thomas Pogge.
The tandem has criticized the World Bank’s methodology on measuring poverty.
In their paper “How not to count the poor,” they challenge the World Bank’s
poverty line as arbitrary, remarking, “the international poverty line is not adequately
anchored in any specification of the real requirements of human beings.” They add,
“the World Bank extrapolates incorrectly from limited data and thereby creates an
appearance of precision that masks the high probable error of its estimates.” As
a result, they propose “a new methodology of global poverty assessment, focused
directly on what is needed to achieve elementary human requirements.” What do
they propose exactly? In the concluding section of their paper, an alternative is
provided (Pogge and Reddy 2005):

This alternative procedure would construct poverty lines in each country
that possess a common achievement interpretation. Each poverty line would
refer to the local cost requirements of achieving a specific set of ends. [...]
The proposed procedure focuses not on whether the incomes of poor people
are sufficient in relation to an abstract International Poverty Line (IPL)



94 A NEW PARADIGM

but rather on whether they are sufficient to achieve a set of elementary
requirements. In effect, it does away with the need for an IPL, by focusing
instead on a common poverty concept to be applied in all countries.

Their methodology has not been implemented and for the time being remains
only on paper. It could prove challenging to adopt different standards for different
countries and ethnic groups based on the local needs to achieve the basic require-
ments they talk about. In a way the Grameen Bank of Bangladesh proposes a mea-
sure of poverty that is similar to that of Sanjay’s. Muhammad Yunus, founder of
Grameen Bank and Nobel Peace Prize winner in 2006, explains how Grameen mea-
sures poverty as follows: “We developed a ten-point system that describes specific
living conditions. Once a family has succeeded in clearing all ten of these hurdles, then
we at Grameen Bank consider them to have escaped from poverty” (Yunus 2007).

POVERTY AND INEQUALITY

When I was 16 years old, I decided to spend a year abroad as an exchange student.
I contacted Intercultura, the Spanish Chapter of American Field Service (AFS), and
signed up for the year-abroad program. In early August 1992, I landed in San
Antonio, Texas.” I now return every year to spend two weeks in San Antonio with
my Texan host parents Bill and Barbara Sano. Every year I talk with Bill while he
drives to the City Police Department in downtown San Antonio. Bill agrees with
me that it is important to fight poverty globally. But he is more concerned about the
poverty he sees, the poverty that surrounds him, which is the homeless in the San
Antonio area.

Bill and Barbara flew to California to attend my graduation from the master’s in
financial engineering program at the University of California at Berkeley in March
2005. They were impressed by the number of homeless in San Francisco compared
to San Antonio. It is a natural reaction to blame those who have not worked hard.
But most often, it can only help to have a network of social protection that offers
support to those in the bottom of the income distribution. This provides the worse
off with a means to climb up and have a decent living.

It is also natural to try to take care of one’s problems before taking care of a
neighbor’s problem. The neighborhood is also a relative concept. For those who do
not travel, the neighborhood may be their city or their country. For international
travelers their neighborhood may be the world. Consequently, poverty is a relative
concept with geographical bounds. In the European Union poverty is defined as
earning 60 percent or less of the average income. Poverty is again a relative concept.
Extreme poverty is a different beast. Inequality is also a relative concept. In a capitalist
democracy, there will always be inequality if there is difference in income. Extreme
inequality is a different beast.

I am concerned with poverty and inequality in Europe and the United States,
which I often travel between. Therefore I am a supporter of redistribution within
Europe and the United States. The European Union has implemented continental
redistribution through its Structural Funds, which “allow the European Union to
grant financial assistance to resolve structural economic and social problems”.3 Spain
surpassed Italy in per capita income in 2008, which would have seemed unthinkable
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when Spain joined the European Union in 1986. Since 1986, Spain has been receiving
Structural Funds from the European Union in an amount close to 1 percent of its
GDP. Many economists acknowledge that between 1994 and 2007, the Structural
Funds helped Spain concatenate fourteen years of average economic growth above
the 3 percent mark.

The next stop is Global Redistribution. It is knocking on our door, finally. But
this time Global Redistribution is coming to stay. The world cannot continue to base
its international cooperation on the charity of the better off. Contributions must turn
systematic and foreseeable. Charity must turn long-tern investment.

Pedro Pablo Kuczynski (FMN) was Peru’s Finance Minister from 2001 to 2002
and 2004 to 20035, and Peru’s Prime Minister from 2005 to 2006. I met the Peruvian
politician at his office in the District of Miraflores on June 22, 2009, in Lima (Peru).
For Pedro Pablo redistribution is a key element of a country’s economic agenda,
and there must be cross-subsidies that help finance basic public goods to the most
vulnerable.

Jeremy Rifkin wrote his book The European Dream in 2004. Rifkin’s punch
line is “how Europe’s vision is quietly eclipsing the American Dream.” Rifkin points
out that “the fledging European Dream represents humanity’s best aspirations for
a better tomorrow.” I have lived two years in France, one in Germany, one in the
United Kingdom, and five in the United States. I know the realities on both sides
of the Atlantic very well. I have identified the strengths and weaknesses of both
societies. I hear Rifkin’s words. I believe it is time for Europe to step forward and
universalize its welfare-state paradigm. I am confident Americans will follow with
the Obama Administration and the Health Care Bill. Rifkin writes (Rifkin 2004):

There are more people living in poverty in America than in the sixteen Euro-
pean nations for which data is available. Seventeen percent of all Americans
are in poverty, or one out of every six people. By contrast 5.1 percent of
the people in Finland are in poverty, 6.6 percent in Sweden, 7.5 percent in
Germany, 8 percent in France, 8.1 percent in the Netherlands, 8.2 percent
in Belgium, 10.1 percent in Spain, 11.1 percent in Ireland, and 14.2 percent
in Italy.

Rifkin concludes, “According to the OECD, while the U.S. devotes only 11 per-
cent of its GDP to redistributing income by way of transfers and other social benefits,
the EU countries contribute more than 26 percent of their GDP to social benefits.”

THE KUZNETS CURVE

Simon Kuznets was an American economist who won the Nobel Prize in Economics
in 1971. Kuznets was born in Russia, where he began his university studies that
he would later complete at Columbia University. In the lecture* to the memory
of Alfred Nobel that Kuznets gave upon receiving the Nobel Prize, he observed,
“Modern economic growth, with the rapid succession of innovations and shortening
period of their mass diffusion, must be accompanied by a relatively high incidence of
negative effects.” This is precisely what the Kuznets Curve is all about. A developing
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country, as it grows, will increase the incidence of negative effects. As a result, its
income inequality will tend to rise.

James A. Robinson and Daron Acemoglu, economists of Harvard and the Mas-
sachusetts Institute of Technology (MIT) respectively, developed “The Political Econ-
omy of the Kuznets Curve” (Acemoglu and Robinson 2002). They conclude that
when development occurs and income inequality increases, social unrest may lead
to political democratization. Democratization embraces redistribution, which leads
to a reduction of income inequality. This is the logical sequence of steps that should
naturally develop. However, this pattern does not always take place. Robinson and
Acemoglu state, “Development does not necessarily induce a Kuznets curve, and
it is shown that development may be associated with two types of nondemocratic
paths: an authocratic disaster, and an East Asian Miracle” (Acemoglu and Robinson
2002). An example of the former would be North Korea. An example of the latter
would be any of the four Asian tigers (Hong Kong, Singapore, South Korea, and
Taiwan).

What levels of inequality are bearable? Branko Milanovic points out that there
should be an explicit difference between developed and developing countries. Ac-
cording to the Kuznets curve, countries that are more developed will tend to have a
lower level of inequality in the long run. It is based on this premise that when estab-
lishing operating bounds, there has to be an explicit distinction between developed
and developing countries.

Branko proposes two operating bands for inequality purposes. The goal is to
avoid situations in which extreme inequality occurs within a specific country. The
bands would monitor the main indicator for income inequality, the Gini coefficient.’
Gini coefficients should, therefore, stay within the band of 0.25 to 0.35 for developed
countries and 0.30 to 0.45 for developing countries. What are the priorities for the
next 40 years in the development arena regarding income levels and inequality? First,
we must make sure average incomes shift upwards for low-income countries. Second,
we must make sure Gini coefficients stay within the proposed bands.

Why does the second condition listed above need to hold? Consider the case of
Namibia, the world’s most unequal country. Namibia’s per capita income stands at
$7,586 (PPP U.S. $ as of 2007), the fourth highest in sub-Saharan Africa after that of
Mauritius ($12,715), Botswana ($12,387), and South Africa ($11,110). However,
wealth is extremely badly allocated in Namibia. 35 percent of Namibia’s population
lives under $1 a day and 56 percent lives under $2 a day. These numbers com-
pare with Botswana’s 28 percent and 55 percent, or South Africa’s 10 percent and
34 percent respectively (World Bank 2007c).

What do we do if the Gini coefficient for a specific country goes beyond the
upper threshold? Consider the case of Great Britain. As of year-end 2007, Britain’s
Gini coefficient was 0.36 (World Bank 2007¢) when it should be between 0.25 and
0.35 according to Branko, our authority on inequality. Two straightforward policies
can be implemented: either raise income taxes and make them more progressive, or
increase minimum wage levels so that those in the bottom of the income distribution
earn more.

One of the conclusions for policy-makers would be to establish a worldwide
minimum wage in PPP terms. This would help reduce national inequality. Global
Redistribution schemes able to sustain a basic welfare state would help reduce inter-
national inequality. Average worldwide income has to continue increasing. Economic
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growth is important. But global inequality has to drop. It follows that worldwide
minimum wage standards and Global Redistribution are simply the next step in the
development agenda.

GLOBAL PUBLIC GOODS

Public goods are generally defined in terms of their excludability and rivalry. In an
article published on Le Monde Diplomatique Inge Kaul explains “What is a public
good?”. Kaul describes private goods as follows (2000):

Private goods are typically traded in markets. Buyers and sellers meet
through the price mechanism. If they agree on a price, the ownership or
use of the good (or service) can be transferred. Thus private goods tend to
be excludable. They have clearly identified owners; and they tend to be rival.
For example, others cannot enjoy a piece of cake, once consumed.

A public good is non-tradable and non-excludable. The result is that consumers
cannot buy or sell a public good, and cannot stop other consumers from utilizing it.
Public goods are also non-rival: others can enjoy their use, in spite of one individual’s
consumption. Global Public Goods are public goods that can be enjoyed on a global
scale, and therefore on a worldwide scale. If we associate the concept of national
public goods with universal access to health care and education, we are implicitly
referring to a national welfare. Global Public Goods that incorporate health care
and education are implicitly referring to a global welfare or world welfare, otherwise
called Universal Welfare.

Global Public Goods have been part of the Bretton Woods architecture even if
their delivery has not yet been accomplished. For instance, the United Nations (UN)
was established “to solve problems of international coordination and to enhance
regional and international cooperation.” The 81 organizations of the UN system
are “core providers of regional and international public goods” (Kaul, Grunberg,
et al., 1999).

For Nancy Birdsall and Devesh Kapur of the Center for Global Development,
the presidency of the World Bank is The Hardest Job in the World. Birdsall and
Kapur give five recommendations to the then appointed President Paul Wolfowitz,
one of which is to “obtain an explicit mandate, an adequate grant instrument, and
a special governance structure for the Bank’s work on Global Public Goods.” For
the authors, “past investments in global public goods have had impressive rates of
return: as high as 40 percent for agricultural research” (Birdsall and Kapur 2005).

Branko notes, regarding a world welfare, that “as Gunnar Myrdal observed
more than thirty years ago, the very idea that rich countries should help the poor
countries is both novel—since it dates from the end of World War II—and implies
the conception of World welfare” (Milanovic 2005). The transition from national
public goods to Global Public Goods is well described by David Held (2004):

The provision of public goods can no longer be equated with state-provided
goods alone. Some core public goods have to be provided regionally and
globally if they are to be provided at all. From the establishment of fair trade
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rules and financial stability to the fight against hunger and environmental
degradation, the emphasis is on finding durable modes of international and
transnational cooperation and collaboration.

Although a majority of OECD countries have publicly managed and run health
care and education systems, many at the World Bank and the International Monetary
Fund have for decades advocated for a privatized delivery in low-income countries.

In 2008 Lawrence D. Brown and Lawrence R. Jacobs wrote a book entitled
The Private Abuse of the Public Interest. Brown and Jacobs cannot be more explicit
about the beginning of new times for the interaction between the market and the
public interest. The authors note, “conservative aspirations to expand markets and
shrink government have often disappointed citizens and resulted in more extensive
government rules and routines” (Brown and Jacobs 2008). Perhaps we need smarter
regulation and smarter government, as opposed to entering the debate or more vs.
less regulation, or more vs. less government.

According to the authors, Nixon’s victory in 1968 and not Reagan’s, was a clear
indication that market doctrine had to be embraced. Nixon campaigned against
Lyndon B. Johnson’s Great Society and War on Poverty. Are we back to Johnson’s
policies along Roosevelt’s New Deal? The authors conclude, “When faced with
concrete, most Americans expect government to intervene even if they remain uneasy
in the abstract about the effectiveness and trustworthiness of government” (Brown
and Jacobs 2008). I cannot help thinking that this was the case in the financial
collapse, in the mortgage crisis, or in the automobile bailout. When the market
is not able to correct its own excesses, regulators need to enforce regulation and
governments have to step in to guarantee that the public interest is above the market.

For decades our emphasis on privately run health care and education providers
for the extreme poor was misleading. The macroeconomic conditionality imposed
by the Bretton Woods institutions in the 1980s and early 1990s targeted the minimal
state, forcing developing countries to run fiscal austerity, thereby shrinking budget
allocations to health care and education. There is perhaps a new opportunity to
insist on what has yielded positive outcomes in Western Europe and other developed
countries. The provision of Global Public Goods is now only possible if a welfare
state is designed for the extreme poor.

GLOBAL REDISTRIBUTION OF WEALTH

Global Redistribution implies a worldwide shift of income from high-income coun-
tries to low-income countries. Redistribution has been part of democratic capitalism
in the Bretton Woods era and incorporates progressivity into the tax system. As a
result, those who earn more pay a larger share of their income in taxes. Redistri-
bution is executed through the delivery of public services in developed countries.
Public services represent the skeleton of the welfare state, are universally provided,
and typically consist of education and health care.

A different type of redistribution is advocated by the supporters of the basic
income, a theoretical concept that has not been implemented in Western countries
with the exception of the state of Alaska in the United States. Daniel Raventos is the
president of the Spain-based Basic Income Network and a professor of economics at
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Universitat de Barcelona. I met Raventos at Plaza Catalunya in Barcelona (Spain) on
March 26, 2009.

In his piece Beyond the Welfare State: the Proposal of the Basic Income, Raventos
explains the benefits of the basic income as an improved version of the traditional
welfare state (Raventos 2006). He argues that the basic income would add flexibility
to the labor market and protection to the worker. It grants the individual more
freedom to undertake whatever occupation to which he or she is more eager to devote
his or her time, including those that are nonprofit or household-based. Raventos notes
that the state of Alaska implemented the basic income in 1982. This basic income is
the dividend from Alaska’s oil fund. Similarly, a basic income could be appropriate
in any resource-rich nation-state that is able to accumulate wealth in a fund. Norway
is a good example. For Raventos, “criticising basic income because it will not put an
end to the injustices of the capitalist system is a bit like sneering at a malaria vaccine
because it does not put an end to infant mortality” (Raventds 2007).

Paul Segal is an Oxford economist who has written extensively on the basic
income for the extreme poor. I met Segal on July 31, 2008, at Oxford University.
Segal proposes that each resource-rich country “distribute its resource rents directly
to citizens as a universal and unconditional cash transfer,” which he calls resource
dividend (Segal 2009). For the Oxford economist, this policy would halve the World
Bank’s $1 global poverty line. Resource-rich countries are oftentimes trapped in the
resource curse, which is studied in detail in Chapter 9.

Dambisa Moyo suggests that “instead of writing out a single $250 million
check to a country’s government, why not distribute the money equally among its
population?” (Moyo 2009).

There is a dilemma around the idea of Global Redistribution and global transfers
from high-income to low-income countries. Should Global Redistribution be pro-
vided through public services universally available to the extreme poor, or through
a basic income? If the poor had a basic income to spare, they would decide how
and when to spend it, eventually choosing private providers of education and health
care.

I think that any Global Redistribution proposal has to be based on the provision
of the welfare state that has worked in a majority of developed countries. A basic
income inspired in the Alaskan example could complement the provision of a basic
welfare state for the extreme poor in those countries that are resource-rich and
have accumulated wealth by piling up the revenues from the exploitation of natural
resources such as oil, gas, or minerals.

Branko warns against the likelihood that global transfers are regressive. He
points out that in order to design transfers that can reduce world poverty “we may
want to avoid the likelihood of a regressive transfer, that is, the possibility that the
transfer is generated by taxing somebody in a rich country who may turn out to
be poorer than the recipient in a poor country” (Milanovic 2005). Branko further
remarks:

That some systemic redistribution, in contrast to the current system of bi-
lateral and voluntary contributions from rich countries, will eventually take
place is a view that is now being shared by the World Bank. Iis chief
economist Francois Bourguignon noted that there was convergence with the
alter-globalists on a certain topics including the creation of international
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taxes—whether it be a Tobin tax on financial flows, or a tax on plane tick-
ets, on CO;, emission, or on weapon exports. This convergence, if indeed
real, represents a major step forward.

Francois Bourguignon is the former chief economist of the World Bank and di-
rector of the Paris School of Economics. I talked to Bourguignon on August 27, 2008.
In 2006 the French economist co-authored a paper entitled “Global Redistribution
of Income” (Bourguignon, Levin, et al., 2006), in which notes that global inequality
is extremely high with a Gini coefficient estimated at between 0.64 and 0.66. The
former chief economist concludes, “If this level of inequality were to exist within
a single country, that country would probably experience substantial social strife.”
The world has been suffering from substantial social strife and Western countries
have barely noticed.

Global Taxes

In 2009 Ecuador’s President Rafael Correa suggested the taxation on oil produc-
tion to establish a global tax aimed at the compensation for environmental damage.
Correa holds a Ph.D. in economics from the University of Illinois at Urbana Cham-
paign. This taxation would represent a tool to fight poverty and inequality in the
developing world. The fact of the matter is that this proposal, along with many oth-
ers, such as the historically demanded Tobin-tax or the Chirac-led air transportation
levy, are either rejected by the financial or corporate elites or not subscribed to by
the international community.

In a world of increasing differences, the words global justice and equity become
inevitable in the daily conversation of wannabe technocrats. Redistribution schemes
were established in Europe and the United States after World War II as a way to
provide safety nets for a population severely impacted by 31 years of destruction,
instability, and economic depression. Intra-nation redistribution schemes are schemes
of the past, whose implementation was deemed appropriate 60 years ago. Inter-
nation redistribution schemes are a must-have in today’s unequal world. The lack of
an international authority that implements Global Redistribution stops supporters
from claiming that such a measure would be feasible and enforceable.

Global taxes will become common and widespread in the society of the twenty-
second century. In the meantime, we have to consensuate international taxation
schemes that will become precursors of future global taxes. The international com-
munity needs to set common ground for the establishment of an agenda leading to
the adoption of international standards towards Global Redistribution, in which the
better off in developed and developing nations are required to contribute to a global
welfare state with the potential to guarantee the extreme poor with universal access
to basic health care, education, water, and sanitation.

Western countries believe in the welfare state because healthy and educated citi-
zens are in better shape to cope with the challenges of globalization, because a healthy
and educated population can better contribute to a country’s aggregate output and
can become economically self-reliant. The industrialized world has secured the pro-
vision of public goods. A part of the developing world has begun to acknowledge
access to these public goods as a right. The new constitution in Bolivia, approved in
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2009, included an explicit mention to the consideration as a human right of access
to water, energy, and telecommunications.

I hear many arguing that we should not raise the amount of funding available
for development in the developing world. T hear many stating we should better al-
locate the existing resources, so that the errors of the past are no longer repeated.
I believe our generation has to work on two fronts: accomplishing a considerable
increase in current funding for development and maximizing its output by designing
better allocation schemes. Moreover, I cannot think of a better way to allocate re-
sources than by establishing a basic global welfare scheme that delivers the provision
of health care, education, water, and sanitation to the extreme poor.

Fernando Villalonga (CON) was Spain’s Deputy Minister for International
Cooperation from 1996 to 2000. I met Fernando at his office of the Spanish Con-
sulate in New York City on June 26, 2009. Fernando welcomes new venues of
innovation and creativity in the development space. It is time we realize our scope
goes beyond our borders. It is time we become aware that human beings deserve
dignity independent from their nationality. It is possible in today’s world to grant
minimum standards of dignity to make sure that no matter where one is born, the
hope to live a better life will be attainable. The extreme levels of income and despair
we observe today should not coexist in a world where globalization is utilized at our
own convenience and for our own benefit. We cannot ignore the crude reality of a
large percentage of a population in desperate need of basic infrastructure, without
which no one can move forward.






Two

The Axis of Feehle

hroughout history the word axis has been commonly used in the West to denote

the enemy that must be defeated. During World War II the enemy represented
by Germany, Italy, and Japan was denoted the Axis Powers. In the aftermath of
September 11, 2001, former U.S. president George W. Bush embraced the expres-
sion Axis of evil to denote the threat of international terrorism. Today we must
acknowledge the existence of an axis that has remained ignored. It is a lethal axis
that originates and perpetuates poverty. It is an axis that feeds and fosters mafias,
corruption, crime, and terrorism. The Axis of Feeble is our new enemy if we are to
redefine capitalism and build a new economic architecture that works for benefit of
the extreme poor.

In his best-selling book Capitalism’s Achilles Heel, Raymond Baker, director of
the think-tank Global Financial Integrity, identifies one of the components of the
Axis of Feeble: the international financial architecture with its loopholes, its tax
havens, and its banking secrecy (Baker 2005). The remaining five components of the
Axis of Feeble are: agriculture, trade and labor rights, small arms trade, mining and
extractive industries, and brain drain.

The G20 summits of Washington, DC, and London that took place in 2008
and 2009 only addressed one of the components of the Axis of Feeble. The G20
technocrats who met in the United States and the United Kingdom did not speak
about agriculture, fair trade, or brain drain. The G20 technocrats who met in the
United States and the United Kingdom did not speak about small arms trade and
labor rights. Trying to defeat the Axis of Feeble focusing only on financial reform
is like trying to defeat the Axis powers fighting only Italy and Japan and forgetting
Hitler’s Nazi Germany, or like trying to defeat the Axis of evil focusing solely on
Afghanistan and forgeting Pakistan.

Western society continues to defend national priorities and forgets that the global
priorities will sooner or later have to be addressed if we are to prevail. Never before
have we as a society been closer to starting the Journey of our Lifetime. Never have
we as a society been closer to taking off to explore new territory that has remained
in the imagination of the Expert Dreamers. We are at a tipping point in history where
we might enter the Era of Sustainability. But first, we must defeat the Axis of Feeble.




Artwork by Claudio Mufioz.



Agriculture

Few people in Europe, America, and Japan know anything about the rela-
tionship between food, feed, and hunger in the world. But if they did, would
they feel morally compelled to eat lower on the global food chain with a
more vegetable-oriented diet so that more agricultural land could be freed
up to raise food grain rather than feed grain?

—]Jeremy Rifkin, The European Dream

griculture and population growth have long been debated among economists.

Thomas Robert Malthus was an English economist born south of London in
the late eighteenth century. Malthus is frequently cited for his prediction that the
human population would experience severe famines going forward if population
growth outpaced increases in food production. According to the New School for
Social Research’s biography on Malthus,! “Malthus’ hypothesis implied that actual
population always has a tendency to push above the food supply.” Malthus inspired
Charles Darwin who would later write in his autobiography?:

In October 1838, that is, fifteen montbs after I had begun my systematic in-
quiry, I happened to read for amusement Malthus on Population, and being
well prepared to appreciate the struggle for existence which everywbhere goes
on from long-continued observation of the habits of animals and plants, it
at once struck me that under these circumstances favorable variations would
tend to be preserved, and unfavorable ones to be destroyed. The results of
this would be the formation of a new species. Here, then I had at last got
a theory by which to work.

MALTHUS, MEADE, AND MAURITIUS
ON POPULATION GROWTH

Malthus’ Essay on the Principle of Population was written in 1798 and includes
the following statement: “It is an obvious truth, which has been taken notice of by
many writers that population must always be kept down to the level of the means of
subsistence.”
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James Meade won the Nobel Prize in Economics in 1977 for his contributions
to international trade. Two of his papers written in the 1960s, while he was chair
of political economy at Cambridge, involved a Malthusian prediction on the small
island-state of Mauritius. I first heard about Malthus’ Mauritian predictions dur-
ing a phone conversation with the former World Bank country representative for
Madagascar, James Bond. Bond, who later became chief operating officer at the
World Bank’s Multilateral Investment Guarantee Agency (MIGA), referred to
Meade’s predictions that failed because of Mauritius’ serious work on diversification
and control of demographics.

Meade predicted in 1961, based on the demographic growth of the time, that the
population of Mauritius would grow from one million to three million by the year
2000. Consequently, the island-state would not be able to increase food production
at the same rate, and the inhabitants of the small country would either die or migrate.
With an area of 2,000 square kilometers, Mauritius has a very limited availability of
arable land.

Malthus and Meade were wrong on Mauritius. There is much to learn from
the successful island-state. The hope is that Malthus and Meade will be wrong
again on the world’s ability to resolve once and for all the repetitive episodes of
famine and starvation. The world has to do serious work on demographics and
agriculture. We need to transition from a world of food scarcity to a world of food
abundance. The objective of this chapter is to discover the challenges to overcome,
the drivers of food prices, and what can be accomplished going forward to materialize
a Second Green Revolution.

THE FOOD CRISIS

The World Bank reported in 2008 that “for many countries and regions where
progress has been slow, the negative poverty impact of rising food prices risks un-
dermining the poverty gains of the last five to ten years, at least in the short term,”
thereby concluding that prices would not return to the levels of 2000 until 2015
(Bryant and Blas 2008a). Jacques Diouf, director general of the Food and Agricul-
ture Organization, notes, “there is a risk that this unrest will spread in countries
where 50-60 percent of income goes to food” (Bryant and Blas 2008a).

Highlights from 30 Years of Research

A Grand Agricultural Design conducive to a Second Green Revolution requires the
intellectual power of a leading agricultural thinker. JOACHIM VON BRAUN (AGR)
is one of the world’s leading authorities in agriculture. He is the director general of
the International Food Policy Research Institute (IFPRI), an independent think-tank
based in Washington, DC. I met Joachim on August 19, 2008, at his office of the
IFPRI headquarters in DC. Later, on October 14, 2008, I phoned Rajul Pandya-
Lorch (AGR). Rajul is the chief of staff of the Director General’s Office and head of
IFPRI’s 2020 Vision Initiative.

In their joint piece “Food Policy for the Poor: Expanding the Research Frontiers,”
Joachim and Rajul review the “highlights from 30 years of IFPRI research” (Von
Braun and Pandya-Lorch 2005). The following commentary refers to pieces included
in the compendium edited by Joachim and Rajul:
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In 2020 Global Food Outlook: Trends, Alternatives, and Choices, Mark W.
Rosegrant, Michael S. Paisner, Siet Meijer, and Julie Witcover (2001) try to answer
the following question: How would the world be different in 2020 as a result of a
concentrated effort to improve the global food situation? They picture the following
two scenarios (Von Braun and Pandya-Lorch 2005):

Compare two alternative futures, an optimistic scenario characterized by
increased attention to key drivers of food security and a pessimistic scenario
characterized by relative neglect of these key drivers. In the first, economic
growth accelerates by 25 percent, compared with the baseline projection,
and population growth rates decline. The number of people with access to
clean water and the number of women with access to secondary education
both increase by 10 percent. Depending on the region, agricultural yields
increase between 10 and 20 percent faster than anticipated by the baseline
scenario. The area of irrigated land increases substantially.

The authors conclude, “In the first scenario, food becomes much cheaper and
rice, for instance, falls in price by 44 percent compared with the 2020 baseline pro-
jection,” and point out, “Under the optimistic scenario, the number of malnourished
children in developing nations would decline from 166 million in 1997 to 94 mil-
lion in 2020, well below the 132 million of the baseline scenario” (Von Braun and
Pandya-Lorch 2005).

C. Ford Runge, Benjamin Senauer, Philip G. Pardey, and Mark W. Rosegrant
(2003) look at the major changes to be accomplished going forward to end hunger in
our lifetime. For example, we must “increase investments in poor people, pursue new
innovations in agricultural science and environmental sustainability, and create new
institutional remedies to global dilemmas.” According to the authors, “more research
should focus on the needs of farmers in tropical areas, especially small peasant
farmers,” and “water resources will need to be more carefully and efficiently used.”
(Von Braun and Pandya-Lorch 2005) For Samyuktha Varma of the International
Water Management Institute, “most information on the food crisis ignores that
improving water management is the only way to produce food in the first place”.

In “Accelerating Food Production in sub-Saharan Africa,” John W. Mellor,
Cristopher L. Delgado, and Malcom J. Blackie (1987) review the weaknesses and
strengths of African agriculture (Von Braun and Pandya-Lorch 2005). They note:

African agriculture has numerous bright spots other than the perennial ex-
port crops such as smallbolder cocoa, coffee, oil palm, and tea. Annual crops
such as cotton and groundnuts have had periods of rapid growth when they
were properly supported by public services and policies. Hybrid maize va-
rieties have had a sweeping impact in wide areas of East Africa, where key
institutional and policy complements were available.

Joachim Von Braun, Tesfaye Teklu, and Patrick Webb (1999) look at the causes
and reactions behind starvation episodes in Africa. The authors point out, “The
development of rural financial markets and agricultural technology and the dissemi-
nation of assets and information remain fundamental for overcoming famine risks.”
The authors conclude, “A different legal code, including the rethinking of states’
rights vs. citizens’ rights may be required” (Von Braun and Pandya-Lorch 2005).
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The Crisis According to IFPRI

In a Food Policy Report entitled “The World Food Situation,” Joachim (2007)
summarizes the “new driving forces and required actions” in the recent environment
of food shortage and increasing prices. Joachim smartly points out, “Another major
force altering the food equation is shifting rural-urban populations and the resulting
impact on spending and consumer preferences.” As of 2006, 61 percent of the world’s
population was expected to live in urban areas, although “three quarters of the poor
remain in rural areas” (Von Braun 2007).

Stocks and production of cereal decreased in recent years. As Joachim explains,
“world cereal production in 2006 was about 2 million ton, 2.4 percent less than
in 2005,” adding that “between 2004 and 2006, wheat and maize production in
the European Union and the United States decreased by 12 to 16 percent.” Global
stocks for cereal were at their lowest level since the 1980s, and China’s stocks have
only decreased in recent years. Climate change will negatively impact the world’s
agricultural production, predicted to shrink 16 percent by 2020. Changes in the
corporate food system have also impacted the overall reality of food production, as
Joachim details (Von Braun 2007):

Transactions along the corporate food chain have increased in the past
two years. Between 2004 and 2006, total global food spending grew by
16 percent, from $5.5 trillion to 6.4 trillion. In the same period, the sales
of food retailers increased by a disproportionately large amount compared
to the sales of food processors and of companies in the food input industry.
The sales of the top food processors and traders grew by 13 percent, and the
sales of the top 10 companies producing agricultural inputs (agrochemicals,
seeds, and traits) increased by 8 percent.

Following up on Joachim’s observations about the corporate food chain, the
Financial Times published an article on April 14,2008, in which it reported, “Cargill,
one of the world’s largest privately held companies, said profits increased 86 percent
from the same period last year, from $553 million to $1.03 billion in the third quarter
ending on February 29” (Weitzman 2008). Joachim’s intuitive piece concludes: (1)
“Developed countries should facilitate flexible responses to drastic price changes by
eliminating trade barriers and programs that set aside agriculture resources”; and
(2) “The acute risks facing the poor require expanded social-protection measures”
(Von Braun 2007).

Recent views on the food crisis contrast starkly from the situation in the late
1990s. In October 1999, TFPRI released a piece entitled “World Food Prospects:
Critical Issues for the Early Twenty-First Century,” co-authored by Per Pinstrup-
Andersen, Rajul Pandya-Lorch, and Mark W. Rosegrant (Pinstrup-Andersen,
Pandya-Lorch, et al., 1999). The reality of the food markets was radically differ-
ent from that of 2008.

Prices for basic food commodities increased significantly in 1995 and dropped
to very low levels. Food prices experienced severe fluctuations in subsequent years.
According to IFPRI, a number of factors “coincided in 1995 to raise prices: adverse
weather conditions in Canada and the United States, drought and civil conflict in
sub-Saharan Africa, stagnating grain yields in Asia, set-aside programs and reduced
subsidies in the European Union, and decreased food production in the former
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Soviet Union and China.” Prices subsequently fell because “the production increases
exceeded demand at existing prices.” With low prices the stock of grain in the
world continued to increase and reached 18 percent of annual consumption by 1999
(Pinstrup-Andersen, Pandya-Lorch, et al., 1999). Some of the reasons why prices
experienced severe volatility in 1995 and thereafter are also present today. But
contrary to 1995, the emergence of biofuel and the deregulation of financial markets
have altered the variables of the equation. The equation is now much more complex.

Many countries in Western Africa are net importers of food. The Food and
Agriculture Organization (FAO) points out that “in the western part of the subregion
including Cape Verde, Guinea-Bissau, Mauritania and Senegal, food prices are driven
mainly by international market trends due to the high dependence of these countries
on wheat and rice imports from the international market.” Therefore, these countries
are most vulnerable to price fluctuations. FAO concludes that “Senegal’s domestic
production, for instance, covers only about half of the country’s cereal utilization
requirements, so its rice and wheat imports amount to an average of about 900,000
tonnes per annum, from the international market” (FAO 2008).

I dreamt of a world of Cornucopia. I dreamt of a world of food abundance
in which the provision of food is prioritized over its trading by profit-maximizing
corporations, over its speculation by money managers. I dreamt of a world in which
Africa becomes the breadbasket of the world. I dreamt of the World of 2050, the
World of Decemland.

The Rice Crisis

The implementation of a Second Green Revolution needs to be directed by a chief
scientist. Robert Zeigler (AGR) is the Director General of the International Rice
Research Institute (IRRI) based in the Philippines. IRRI is the leading research center
for rice in the world. I talked to Robert on May 7, 2008. Speaking with Robert
helped me better understand the phenomena driving up food prices worldwide.

In the piece “The rice crisis: What needs to be done?” IRRI elaborates on some
of the factors behind the increase in food prices, and particularly those behind the
increase in the price of rice, experienced in the three-year period ending in 2008.
Rice is the main food staple for almost two-thirds of the world’s poor, or around
700 million who live in countries that rely on their domestic rice production to feed
their population. The Green Revolution that started in the 1960s helped increase
rice production and decrease prices, a trend that abruptly ended in 2001. Between
December 2007 and April 2008, the world price of Thai rice (a popular export grade
according to IRRI) almost tripled from $362 per ton to $1,000 per ton (IRRI 2008).

The International Institute for Geo-Information Science and Earth Observation
(ITC) in the Netherlands is one of the world’s leading academic institutions in the
study of agriculture. Eric Smaling (AGR) is a professor at ITC whom I met at Dupont
Circle in Washington, DC, on September 25, 2008. Eric sent me a short message
at 3:31 A.M. the day before we met saying: “Dear Jaime: I am in Washington DC
right now. I know it is short notice, but if you have time we could meet somewhere
tomorrow.” In addition Eric is a senator for Holland. I asked Eric how he had heard
from me. When Eric mentioned he was a Dutch senator, I figured out he should have
received one of the messages I regularly sent to 13,627 senators and members of
Parliament from 80 different countries. By sampling the planet’s political elite, I find
talented visionaries that are willing to get on the journey of optimism that will lead
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us to the society of 2050. I am now confident Eric will help write the History of
Tomorrow.

Eric’s inaugural address as chair of sustainable agriculture at ITC took place on
November 2, 2005. Eric presented an address entitled “Harvest the World” (Smaling
2005). In his address Eric remarked that “several studies have shown that the world
as a whole is able to supply enough food for over 10 billion people,” adding that “a
harvest for the world is technically possible” (Smaling 2005). Eric also points out
that Millennium Development Goal 1 will not be fulfilled in Africa “with projections
for 2030 showing more hungry people than in the early 1990s” (Smaling 2005). Eric
raises the question of whether or not it would make sense for Africa “to focus on
its own and growing regional markets, and be allowed to protect itself to a certain
extent from more or less artificially cheap imports” (Smaling 2005).

What would policy-makers do to protect their domestic consumers? Rice ex-
porters should restrict exports to shift a majority of the local production to local
consumption, minimizing the risk of malnutrition among their fellow citizens. The
result of this increasing protectionism was a shrinking supply of rice in the inter-
national markets that is behind the skyrocketing trend of prices. According to Eric,
countries should be allowed and even stimulated to aim at food sovereignty, without
necessarily becoming fully self-sufficient. Eric adds, “there is basically no point in
transporting huge amounts of food stuffs over the globe as long as it can just as well
be obtained from within the country and region.”

Many factors have contributed to the rice crisis, including an increasing demand
that has surpassed production (IRRI 2008). The consequence is that rice stocks “are
being rapidly depleted, with current stocks at their lowest since 1988” (IRRI 2008).
Figure 6.1 shows how the stock of global grains has declined in recent years.

40

World Stocks-to-Use B World Stocks-to-Use (ex-China)

35 A

30 A

25

20

Percent of Global Production

15

10
1960 1965 1970 1975 1980 1985 1990 1995 2000 2005

Year

FIGURE 6.1 Global Grain Stocks
Source: World Bank (2009).
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One of the reasons why demand has surpassed production is the decreasing trend
of yield growth. In densely populated Asia the number of hectares available for rice
production is limited. In order to increase rice production it is most often feasible
to increase the yield (agricultural output per hectare), as opposed to increasing the
number of hectares available. Productivity growth would measure the increase in rice
production per hectare over a predetermined time horizon of, for instance, one year.
The Green Revolution of the 1960s increased productivity growth significantly.

Are we in need of a Second Green Revolution? For Eric, we certainly are in need
of a Second Green Revolution if we do not wish to strip the globe of all its natural
vegetation. Eric notes that “higher production can only be achieved by better tech-
nologies and management.” What would be required for a Second Green Revolution
to take off? Eric suggests major investments in agrotechnology development for a
broad global research group, including universities and to-be-developed centers of
excellence in the tropics, with an emphasis in sub-Saharan Africa.

Demand for rice is increasing in Africa but also in Asia. According to IRRI, “it
is projected that in 2015 Asia will need to produce 38 million more tons of rough
(unmilled) rice than it produced in 2005” (IRRI 2008). Land competition is fierce in
densely populated areas. Land devoted to rice production has to compete with real
estate developments, crops for animal feeding, or biofuel. The picture is not pretty.
IRRI points out that “the best strategy for keeping the price of rice low is to ensure
that production increases faster than demand” and concludes (IRRI 2008):

Rice production can be increased by expanding the area planted to rice, by
increasing the yield per unit area, or by a combination of both. The oppor-
tunity for further increase the rice area in Asia is now quite limited. The
total rice area in Asia is unlikely to increase much beyond the current esti-
mate of 136 million bectares. Although some increase in cropping intensity
is still possible, rice land is being lost to industrialization, urbanization, or
conversion to other crops.

Agriculture comes first among the priorities we face as a global society. The
importance of agricultural research in increasing output per hectare motivated my
trip to IRRI? in the Philippines from February 21 to 27, 2009. At IRRI, I interacted
with some of the world’s most knowledgeable rice scientists. Some of the conclusions
are included hereafter.

Hunger and Health

HENK-JAN BRINKMAN (AGR) is the senior advisor for economic policy at the
World Food Programme. I met Henk-Jan on July 22, 2008, at the Headquarters of
the World Food Programme* (WFP) in Rome (Italy). At the WFP premises I also
met with Alan Jury, WFP’s director of external relations. Henk-Jan is now based in
New York and Jury is based in Washington, DC. Neither could wait to return to
Obama’s United States any longer. I met Henk-Jan a second time in New York City
on September 8, 2008. Henk-Jan’s New York office rocks and is much nicer than
the one he had in Rome. His window overlooks Manhattan’s midtown, with the
Chrysler and the Empire State Buildings included in the view.

The World Food Programme released a piece in 2007 under the name “World
Hunger Series 2007: Hunger and Health.” In it, the Rome-based institution explains
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the relationship between hunger and health among the extreme poor as follows (WFP
2007):

1. Hunger and poor health are strongly related to political and economic choices,
which in turn reflect the priorities attached to budget allocations, quality of
social services, and community values.

2. Undernutrition leads to a state of poor health that puts the individual at risk of
infectious and chronic disease.

3. Itis imperative that national frameworks and programs are designed to consider
the relationship between hunger and poor health.

4. Well-fed and healthy populations contribute to economic growth more effec-
tively.

5. There is increasing evidence that nutrition and food support accompanying
treatment for tuberculosis, human immunodeficiency virus (HIV), and other
infectious diseases increases adherence and improves outcomes, particularly for
the poor.

Hunger and health are intrinsically related. Hunger feeds malnutrition, which
causes death. D. John Shaw points out that “hunger and malnutrition kill more
people every year than AIDS, malaria and tuberculosis combined, and more people
die from hunger than in wars” (Shaw 2009).

WHAT DRIVES AGRICULTURAL PRICES?

Two major variables have joined the complex equation of agricultural prices in recent
times. The incidence of biofuels and of agricultural subsidies has impacted the supply
and demand of agricultural produce, altering the price trends of previous years.

According to the Financial Times, “the World Bank, the Food and Agriculture Or-
ganization and the International Monetary Fund were unanimous in concluding that
the rising appetite for biofuel was part of the reason for the increase in food prices”
(Bryant and Blas 2008a). Only in the space of a few years, as much as one-fifth
of the U.S. harvested grain has been diverted to produce ethanol, which is a direct
consequence of subsidies (Shaw 2009).

Joachim Von Braun looks at the changes in world prices for five food staples by
2020 under two scenarios. Scenario 1 involves a mild expansion in biofuel produc-
tion, whereas Scenario 2 involves a drastic increase in biofuel expansion. The forecast
is disconcerting. The price increases compared with baseline levels are as follows:
Cassava (Scenario 1: 11.2 percent of price increase; Scenario 2: 26.7 percent of price
increase), Maize (26.3 percent, 71.8 percent), Oilseeds (18.1 percent, 44.4 percent),
Sugar (11.5 percent, 26.6 percent), and Wheat (8.3 percent, 20.0 percent). Joachim
concludes, “Biofuel production has contributed to the changing world food equa-
tion and currently adversely affects the poor through price-level and price-volatility
effects” (Von Braun 2007).
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Biofuel became popular as an alternative to high oil prices in 2007 and 2008.
The barrel of oil crossed the $140 line in June 2008. On the verge of worldwide
recession, the barrel of oil was trading under $50 at the end of 2008. Above certain
thresholds, alternative energy sources start to make sense. Biofuel is one more energy
source in the myriad of energy alternatives that include nuclear, solar, wind, and
hydropower.

For decades, Brazil has been a pioneer in the use of biofuel. Brazil obtains biofuel
from sugar cane, one of the major crops in the giant emerging economy from Latin
America. Petrobras is one of the world’s largest energy companies and it is state-
owned. In 2008, Petrobras announced its intent to become Brazil’s largest producer
of biofuel. According to the International Herald Tribune, “the new subsidiary
will coordinate biofuel investments that currently are run by various units of the
company” (IHT 2008). Lula da Silva, Brazil’s president, is a strong advocate of
poverty eradication. He is also a strong supporter of biofuel. After all, much of
Brazil’s tax revenue originates from Petrobras’ activity that includes the exploitation
of biofuel. Biofuel dollars help Brazil mitigate poverty.

Countries are sovereign over their territory. Brazil can decide to shift agricultural
production to biofuel or completely avoid it. But in an increasingly interconnected
and globalized world, arable land devoted to food crops should be given priority over
biofuel, particularly in developing countries that suffer from food shortages and are
net food importers. Nation-states dictate national priorities. Nobody dictates global
priorities.

The world’s second largest producer of biofuel is the United States (Reuters
20035). In June 2008, The Guardian published an article entitled “U.S. Biofuel Sub-
sidies Under Attack at Food Summit.” The article describes Jacques Diouf’s opening
statement at a UN food summit in Rome. Diouf is director general of the Food and
Agriculture Organization (FAO). Diouf said regarding U.S. subsidies to biofuel that
“nobody understands why $11-12 billion of subsidies in 2006 and protective tariff
policies should be used to divert 100 million tonnes of cereals from human con-
sumption, mostly to satisfy a thirst for fuel for vehicles” (Borger 2008). Diouf was
fundamentally right. It is morally wrong to divert agricultural consumption to satisfy
the energy demand of the industrialized nations. It is contemporaneous nonsense to
subsidize and perpetuate the absurdity.

The article also points out, “the International Monetary Fund has estimated that
20 to 30 percent of the food price increases in the past two years are accounted for
by biofuels, and that last year they accounted for about half the increase in demand
for principle food crops” (Berger 2008). Our generation’s war is different than wars
in generations past. This is a war on hunger, on poverty, and on disease. This is war
on the Axis of Feeble. This is war on the preservation of our environment, and of
our planet. It is a war that must be won with Weapons of Mass Persuasion, with
rhetoric and the use of the mass media.

In May 2007, my parents visited me while I was completing a master’s degree in
local economic development at the London School of Economics. Mr. Pozuelo and
Madame Monfort® are used to long-lasting discussions on poverty and sustainability.
I frequently ask them if they have turned sustainable. “What does it mean?” they
once asked.

Turning sustainable involves being fully aware of the collateral damage of our
actions and reacting in order to minimize it. Did you turn sustainable today? The
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consumer market must incorporate a third dimension to the traditional quality vs.
price dilemma. We need to incorporate sustainability. Is the company that manufac-
tures this product or service sustainable?

I presented Mr. Pozuelo and Madame Monfort the following analogy while
walking around the beautiful gardens of Hyde Park and Green Park in central
London. Imagine a kidnapper who earns a living and maintains a family through
an activity he deems appropriate within the bounds established by his own code of
morality. Perhaps he believes kidnapping is okay but murdering is not okay. What
would he do if he did not kidnap? After all at the end of the day, when he gets
home and kisses his children good night, he realizes he has a family to feed, which
encourages him to wake up the next day and be ready to continue with his outrageous
kidnapping activity. The same principle applies to drug dealing, human trafficking,
or prostitution.

There is a similar trend in industrialized nations. We think that agricultural
subsidies, banking secrecy, or tax havens are okay within the bounds established
by our own code of morality. Have we double-checked the lack of transparency of
our arms manufacturers and the collateral damage they cause in many developing
countries? Have we reviewed the lending policies of our financial institutions and
the environmental damage some of the projects to which they lend money cause?

Agricultural Subsidies

In 2007 the OECD published a report entitled “Agricultural Policies in OECD Coun-
tries”. The report remarks, “greater progress has been made in changing the way in
which support is provided to producers” (OECD 2007). For developing countries,
support continues to be support, independent from the way in which it is provided to
producers. At the end of the day, it does not matter as much with what weapon you
kill if the final outcome is death. The tremendous backwardness of today’s agricul-
tural policies, particularly in the European Union, raises a big question mark about
our willingness, as Westerners, to continue supporting the political elites that sustain
the European construction from Brussels and Strasbourg.

The Doha Round collapsed because of Europeans. We have to be brutally honest.
This is the outcome of years of imposition of our interest in the trade negotiation
rounds, nothing else. Developing countries reached the best decision when they
turned their backs to Doha (the Doha Round is described in Chapter 7). They were
free riders. They played the prisoner’s dilemma. Yes, the same game Europeans have
been playing for a long time now. For the OECD, the good news is that “declines in
producer support were seen in most countries in 2006” (OECD 2007). Thanks for
delaying the final outcome of death.

The European Union (EU) spends 40 percent of its yearly budget, which amounts
to 1 percent of its GDP, in its Common Agriculture Policy (CAP). France is CAP’s
largest recipient, followed by Spain and Germany. Subsidies keep 3.3 percent of
the French in their beloved campagne, whereas the more efficient British agriculture
only employs 1.2 of the population in farming (Clark 2007). The strongest defender
of subsidies in Europe is Nicolas Sarkozy. The dynamic and hyperactive French
président de la République has not been honest to himself or his constituents. Gen-
erally two reasons are given to justify the maintenance of subsidies. The first is food
security. The second is the preservation of rural Europe. We must be kidding.
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Are we aware of the collateral damage of our decision making, of our rhetoric?
Welcome to the unequal world of the Bretton Woods Elites. This is the downside
of our inheritance. It is our obligation to start incorporating to the decision-making
process the collateral damage of our decisions.

I am all for food security and rural preservation, if it does not obstruct our
ability, as a global community, to eradicate once and for all extreme poverty and
hunger. It is a world of priorities, and I know very well what comes first. The dignity
of the human being and respect for the environment come first. I discover our blame
and from the bottom of the hole I dig, I will present a plan of action that incorporates
and embraces the developing world, once and for all.

I dreamt of a World of no hunger. I dreamt of a World of no disease. I see chang-
ing times. It is time to move ahead, to think forward. I discover a New Paradigm. I
discover the World of 2050, the World of Decemland, the land of 10 percent.

A Multilayered Priority World At a time when the world faces challenges that will
determine the fate of Humankind, countries have set different layers of priority that
are incompatible with each other. Unfortunately, nation-states have long played the
game of non-cooperation. France’s Sarkozy defends agricultural subsidies because
of the preservation of rural France. In reality banning agricultural subsidies would
carry a huge political cost in France, and Sarkozy would risk losing an election.
Brazil’s Da Silva defends biofuels because they are a clean alternative to oil. But the
reality is that he is defending the biofuel industry in Brazil because of the tax dollars
the state-owned Petrobras contributes to the country’s budget.

THE EFFECT OF CLIMATE CHANGE ON FOOD GONSUMPTION

This section explains how an increasing incidence of rising temperatures has im-
plications in food consumption that should be embraced by the developed and the
emerging countries.

Food Safety

The Food and Agriculture Organization (FAO) released a report entitled “Climate
Change: Implications for Food Safety” (Clark, Jaykus, et al., 2008), in which a pool
of experts from the Rome-based institution reviews the connection between climate
change and food safety. The authors analyze the likely impact of climate change on
the agricultural sector.

According to the report, climate change “affects the microbial population of the
macro-environment and the population of other vectors,” all of which affect plant
health and productivity. Climate change also has implications on animal production
and fisheries. In particular the report notes that climate change could affect the
zoonoses (diseases naturally transmitted between vertebrate animals and humans),
“increasing the transmission cycle of many vectors and the range and prevalence of
vectors and animal reservoirs.” Regarding fisheries the report points out, “global
fisheries should remain the same; however, the spatial distribution of fish stocks may
change due to the migration of fish from one region to another in search of suitable
conditions” (Clark, Jaykus, et al., 2008).
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Meat Consumption

Climate change is contributing to increasing temperatures. According to IRRI, “some
evidence suggests that rising temperatures may have already contributed to lower
rice yields in recent years” (IRRI 2008).

Rajendra Pachauri is the chairman of the Intergovernmental Panel on Climate
Change (IPCC). In 2006, the IPCC and Al Gore shared the Nobel Peace Prize.
Pachauri also heads TERI, the TATA Environmental Research Institute based in
Delhi, India. I phoned Pachauri on October 28, 2008. Our conversation focused
on an article published in the English newspaper The Observer, in which Pachauri
called for a reduction in meat consumption (Jowit 2008).

What does meat consumption have to do with food shortage and climate change?
According to FAO, “meat production accounts for nearly a fifth of global green-
house gas emissions” (Jowit 2008). Surprisingly, cows are methane-emitting ani-
mals. Methane is “23 times more effective as a global warming agent than carbon
dioxide.” Pachauri acknowledges IPCC’s own discovery as follows (Jowit 2008):

In terms of immediacy of action and the feasibility of bringing about reduc-
tions in a short period of time, it clearly is the most attractive opportunity.
Give up meat for one day a week initially and decrease it from there.

A second reason to diminish meat consumption is related to land competition.
It takes about seven kilograms of cereals to produce one kilogram of beef. It takes
1,000 liters of water to grow one kilogram of wheat, but 15,000 liters of water to
produce one kilogram of meat (Economist, 2009¢). These ratios are lower for pork
and poultry. Cereal production to feed cattle is undermining the world’s ability to
feed the hungry. The good news is that projected mean consumption annual growth
is expected to drop (World Bank 2007b). It is perhaps a good idea to accelerate
this trend.

The World Wildlife Fund (WWF) is one of the leading nonprofit organizations
fighting climate change globally. Hans Verolme, director of WWZF’s Global Climate
Change Programme, comments, “The planet is running a fever and people are work-
ing with WWF to cool it—global warming is costing us dearly already but by acting
now we can avoid future calamities” (ENS 2007). Owen Cylke is WWF’s director for
African Development Institutions and is based in Washington, DC. I met the experi-
enced American on December 16, 2008. Cylke’s first impression was to be speaking
with a lunatic: A New International Territory? New Institutions? A New Consensus?
I reckon his impression radically changed in the 90 minutes we spent together.

I encourage and challenge the elites of our time to read the book and listen to the
ideas put forth. There may be a before and an after in their systematic belief that the
orthodox savoir-faire is the de facto approach to solving today’s challenges. Cylke’s
phenomenal experience with the United States Agency for International Development
(USAID) in India and Africa was not enough to tear down an infinite desire to move
ahead with creativity, optimism, and persuasion. Everything is possible. The only
requirement is a good explanation.

In conclusion, an excess of consumption can or cannot be justified depending on
the framework and the reach. I would agree with the statement that consumption is a
matter of income if society was fair globally, with Global Redistribution schemes that
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guarantee a minimum welfare state, with global institutions that guarantee the rule
of law, and without the major powers interfering with their foreign policy agendas
in the work of the international organizations. These international organizations
grant a representative majority to countries that no longer represent a majority of
the world’s population.

We need international regulation that protects the extreme poor and guarantees
the provision of a minimum amount of food, so that the poor avoid malnutrition and
hunger. If there is no excess production at this point, it is wrong to feed a cow before
we feed a person. Global priorities have to be defined and implemented: people first,
then cows, then cars.

Going vegetarian is a short-term solution to the challenges of food scarcity and
climate change. If meat consumption is reduced, less methane will be released into
the atmosphere. If meat consumption is reduced, less cereal will have to be produced
to feed cattle, more cereal will be available for human consumption, and more arable
land will become available to grow other food staples.

A SECOND GREEN REVOLUTION

The first Green Revolution took off in South Asia when the development community
realized the importance of increasing agricultural production in the mid 1960s, “in
the aftermath of two consecutive droughts in the populous countries of South Asia”
(Shaw 2009). According to IRRI, “a Second Green Revolution is needed now as much
as the first Green Revolution was needed to avoid famine and mass starvation” (IRRI
2008). In order to succeed, IRRI suggests, “increased research investment together
with policy reforms that make rice markets more efficient will help bring rice prices
down to a level affordable to the poor” (IRRI 2008). What actions could lead to a
Second Green Revolution?

Increase Yields

In their joint piece “Down to Earth: Agriculture and Poverty Reduction in Africa,”
Luc Christiaensen and Lionel Demery look at the growth potential of agriculture. The
World Bank economists point out that “a review of the overall sectoral growth rates
since 1960 indicated that agricultural GDP growth has on average lagged behind
nonagricultural GDP growth” (Christiaensen and Demery 2007).

The authors focus on “enhancing agricultural productivity” (Christiaensen and
Demery 2007). They claim that substantial improvement in productivity is feasible
in Africa if cereal yields per hectare are compared. For instance, yields per hectare
contrast starkly between countries like Madagascar (2,380 kilograms per hectare)
and the average in East Asia and the Pacific (4,518 kilograms per hectare in 2005).
They mention the work of Randrianarisoa and Minten, who “present supporting
evidence of the potential efficacy” of revised agronomic practices in Madagascar
(Christiaensen and Demery 2007). Only 6 percent of Madagascar’s farmers use
fertilizer. Phenomenal improvement is within the farmer’s reach if more fertilizer
is used.

In their third policy message, the authors state that “better water management
and strengthened ex-post coping strategies will be critical in raising agricultural
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productivity.” Their fourth policy message proposes an increased “adoption and use
of modern inputs,” which include credit access and connectivity. Their fifth policy
recommendation suggests that “payoffs to improved rural road infrastructure are
substantial and so are the costs, underscoring the need for careful and comprehensive
cost-benefit analyses” (Christiaensen and Demery 2007).

Figure 6.2 shows that yields have decreased in the period 2000 to 2008, com-
pared with the previous period 1965 to 1999, particularly for wheat and rice. Fig-
ure 6.3 shows that in the period 1960 to 2007, increases in agricultural production
were more related to yield growth rather than area growth.

Genetically Modified Crops

In my efforts to reach out to experts in the field, I contacted Monsanto’s Chief
Executive Officer Hugh Grant and Bread’s David Beckman. My repeated attempts
were unsuccessful. However, over the course of the preparation of the book I had
the opportunity to meet with three other celebrities: James Bond, Enrique Iglesias,
and Michael Jackson. James Bond is chief operating officer of the World Bank’s
Multilateral Investment Guarantee Agency and was introduced earlier in this chapter.
Enrique Iglesias is the former president of the Inter American Development Bank.
Enrique is introduced in Chapter 22.

Michael Jackson is IRRI’s director for program planning and communications.
I met Jackson on February 26, 2009, in Los Bafios (The Philippines). From 1991
to 2001, Jackson was director of IRRI’s Gene Bank, the world’s largest repository
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Source: World Bank (2009).

of rice samples that are publicly available, contrary to genetically modified crops.
Jackson points out, “We are constantly collecting rice samples. The idea is to conserve
whatever is out there” (Gluckman 1992).

Per Pinstrup-Andersen and Ebbe Schioler (2001) review some of the advantages
of Genetically Modified (GM) crops (Von Braun and Pandya-Lorch 2005). The
authors comment, “We find it extremely worrying that a minority that has more
than enough to eat should make life so difficult for those who do not,” adding that
“developing countries, with the possible exception of China, will have no chance to
benefit from GM food research unless they can draw on knowledge and contacts in
the wealthy part of the world” (Von Braun and Pandya-Lorch 2005).

Kym Anderson, Lee Ann Jackson, and Chantal Pohl Nielsen look at the implica-
tions of the use of GM rice for welfare and poverty alleviation (Anderson, Jackson,
etal., 2005). What is the impact of GM rice on producers and poor households? The
authors’ geographic focus is Asia. A GM variety of rice is golden rice. Golden rice
“has the potential to improve health in regions where rice is or could be a dietary
staple for poor people.” In addition, golden rice is “the most important imminent
GM crop” (Anderson, Jackson, et al., 2005).

To what extent can golden rice help boost rice productivity in Asia? Are there
any tradeoffs? The authors focus on the health impact of using golden rice over
a standard non-GM variety of rice. They comment, “A recent study found that
introducing golden rice in the Philippines could decrease the number of disability-
adjusted life years due to Vitamin A Deficiency by between 6 and 47 percent, or
between 23,000 and 137,000.” Overall, the authors conclude, “The first-generation,
farm-productivity enhancing GM varieties alone will boost welfare in the adopting
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countries, and more so if adoption extends beyond rice to maize and oilseeds”
(Anderson, Jackson, et al., 2005).

GM technology is typically owned by private corporations. As a result, these
corporations that are generally for profit commercialize the GM varieties for the
purpose of maximizing economic profit and reward their shareholders. There is
nothing wrong with maximizing profit in developed markets and rewarding share-
holders accordingly. There is, however, a great deal of wrongdoing when corpora-
tions enter extreme-poor markets aiming at making a profit. The trade-off for the
extreme poor is risky. GM varieties may be advantageous, but carry patent-filing
and copyright material. Compare GM’s research with that of IRRI. IRRI’s research
is internationally and publicly available. It is a Global Public Good. This is the kind
of research we need going forward. Kofi Annan is in agreement, as he ruled out the
use of GM crops in AGRA’s programs (Mahajan 2008). AGRA is the Alliance for
Green Revolution in Africa, and Kofi Annan will lead, along with IFPRI’s Joachim
Von Braun and IRRI’s Robert Zeigler, the Second Green Revolution in sub-Saharan
Africa. The Annan Plan is presented in Chapter 17.

Investment in Research and Development

Africa continues to be well below its potential in agriculture. In 2008, the World
Bank announced it would double its agricultural loans to sub-Saharan Africa from
$450 million to $800 million in the next year (Bellemare 2008). Marc F. Bellemare
points out that “what Subsaharan Africa needs most are new roads, better trained
and better remunerated police forces, improved means of transportation, and access
to better food storage technologies” (Bellemare 2008). Productivity growth has been
slow in sub-Saharan Africa since the time of independence. Experts think that some
of the drivers of the slow productivity growth are the use of inappropriate technology
and the mismanagement of agricultural systems (Ogodo 2008).With millions in sub-
Saharan Africa going hungry every month, it is important to prioritize policies that
allow rural farmers throughout the continent to increase the output through increases
in productivity growth. Former UN secretary general Kofi Annan is leading the
Alliance for an African Green Revolution (AGRA) with the support of a $150 million
grant from the Rockefeller Foundation. Annan commented at the inauguration of the
Nairobi-based AGRA that he hoped Africa could double its agricultural productivity
in 10 to 20 years (Kanina 2007). Mafa Chipeta, sub-regional coordinator for the
United Nations Food and Agricultural Organization (FAO) in East Africa thinks
output could be boosted by as much as three or four times (Reuters 2008a). According
to the U.K. Overseas Development Institute, 17 of the 30 fastest-growing agricultural
economies are in sub-Saharan Africa (Perkins 2008).

In its 2007 Annual Report, the Rockefeller Foundation devotes an entire section
to the Green Revolution in Africa. AGRA’s purpose is to support 30 organizations in
eight different countries in Africa and train African agricultural scientists at African
Universities (Rockefeller Foundation 2007). The sponsored scientists are expected
to continue working in Africa. For Simeon Ehui of the World Bank and Marinos
E. Tsigas of the United States International Trade Commission, “Subsaharan Africa
research and development in crops would generate higher welfare benefits than
sharing research and development between crops and livestock” (Ehui and Tsigas
2006). The fact of the matter is that African governments only spend 4 percent
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of their national budgets in agriculture, with pre-colonial land rights only making
investment tougher (Dowden 2008). Spending on agriculture averaged 7 percent of
total government spending between 1975 and 1990 (Khan and Khan 1995).

In “The 10 Percent that Could Change Africa,” Abigail Somma of IFPRI reports
the pledge that African leaders made in 2003 to invest 10 percent of their national
budgets in agriculture by 2010 (Somma 2008). The pledge was made in Maputo
(Mozambique) and is known as the Maputo Declaration. What progress has been
made since the Maputo Declaration of 2003? In 2008 out of Africa’s 53 nations, only
six reached the ten percent target: Burkina Faso, Cape Verde, Chad, Ethiopia, Mali,
Malawi, and Niger. Thirteen spent between 5 and 10 percent of their government
budget in agriculture, fifteen invested less than 5 percent, and eighteen countries did
not report any data. Why was the target set at 10 percent? The 10 percent target
was designed to fulfill the first Millennium Development Goal of cutting, by half,
poverty and hunger by the deadline of 2015.

Only 4 percent of current development aid targets agriculture and USAID has
cut its agricultural budget by 75 percent in the last twenty years (Hanson 2008).
There are mixed signals. Japan announced in 2008 that it would provide enough
agricultural assistance to African countries with the goal of doubling rice production
in ten years (Asia-Pacific News 2008).

Leaders of the world’s richest nations gathered in L’Aquila (Italy) during the
G8 summit of July 2009. They decided to pledge $15 billion to boost food supply
(Reuters 2009). According to The Times, L’Aquila Food Security Initiative would
be “one of the biggest aid shifts in decades and could be controversial in America,
whose farmers are the largest exporters of some crops” (Webster 2009).

Nienke M. Beintema and Gert-Jan Stads of the Agricultural Science & Tech-
nology Indicators look at worldwide investment in agriculture (Beintema and Stads
2008). They remark that global spending in research and development in agriculture
has been decreasing. They also note that developed countries still spend more on pub-
lic research in agriculture than do developing countries (Beintema and Stads 2008).
Table 6.1 compares agricultural spending in different geographic areas between 1981
and 2000.

Sushil Pandey and Humnath Bhandari of IRRI and Mark W. Rosegrant and
Timothy Sulser of IFPRI look at the impact of investing in agriculture. The four agri-
cultural economists devise three different scenarios they compare to the baseline sce-
nario. The three scenarios are described as follows (Pandey, Bhandari, et al., 2009):

1. Low scenario: presents declining rates of investment in agricultural research and
development.

2. High scenario: has governments and other agencies prioritizing agricultural in-
vestments to improve productivity, particularly in the developing world.

3. Very high scenario: augments the improved high situation with increased in-
vestment in yield improvements, intensification of existing agricultural systems,
increased investment in irrigation infrastructure, as well as higher investment in
other poverty and malnutrition-reducing strategies.

The optimistic scenarios (high and very high) are promising. By 2050, rice prices
would decline relative to the starting year 2000 (Pandey, Bhandari, et al., 2009),
adjusted for inflation.
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TABLE 6.1 Agricultural Research Expenditures, 1981 and 2000

Public Agricultural Regional Share

R&D Spending of Global Total
1981 2000 1981 2000
(Million 2005 PPP
Country Category U.S. Dollars) Percent
Country Grouping by Income Class
Low income (46) 1,410 2,564 9 11
Middle income (62) 4,639 7,555 29 32
High income (32) 9,774 13,313 62 57
Total (140) 15,823 23,432 100 100
Low- and Middle-Income Countries by Region
sub-Saharan Africa (45) 1,084 1,239 7 N
China 713 1,891 S 8
India 400 1,301 3 6
Asia-Pacific (26) 1,971 4,758 12 20
Brazil 1,005 1,209 6 S
Latin America and the Caribbean (25) 2,274 2,710 14 12
West Asia and North Africa (12) 720 1,412 N 6
Subtotal (108) 6,049 10,119 38 43

Source: Beintema et al. (2008).

Green Revolution in Africa

In 1995 the United Nations released its World Economic and Social Survey with
a special article devoted to the Green Revolution in Africa. The article, “It is time
for a Green Revolution in Africa,” noted that food production had been declining
in Africa since the early 1970s contrary to the evolution in Asia and Latin America
(United Nations 1995). The need for further research was already clear at the time.
The report indicates, “in the light of Africa’s food situation, research should focus
on the development of drought-resistant, low-risk and low-cost seed varieties for
rain-fed agriculture that do not need many external inputs.” The report remarks,
“The Green Revolution of the 1960s and 1970s was almost completely a product
of international public research, in particular of the International Rice Research
Institute and the Centro Internacional de Mejoramiento de Maiz y Trigo” (United
Nations 19935). It is a fair assessment that more funding in international agricultural
public research is needed to trigger a Second Green Revolution.

Out of the 20 countries in the world where a majority of the population suffers
from hunger, 17 are in sub-Saharan Africa. Figure 6.4 shows the twenty countries
that score highest in IFPRI’s Global Hunger Index. Only three of the countries
(Tajikistan, Yemen and Bangladesh) in the top twenty are not in sub-Saharan Africa.

Kei Kajisa is an agricultural economist in IRRI’s Social Sciences Division. I
met Kajisa on February 24, 2008, at IRRI in Los Bafios (the Philippines). Kajisa is
active researching the potential of Mozambique and Tanzania to become major rice
producers. A Second Green Revolution could be triggered in these two countries
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and later on in Madagascar if appropriate investments are undertaken in research,
fertilizer, irrigation systems, and infrastructure. IRRI recently opened its African
branch in Mozambique.

Joseph Rickman (AGR) is the regional coordinator for East and Southern Africa
at the International Rice Research Institute. I met Joseph on July 10, 2009, at the
Pestana Rovuma Hotel in Maputo (Mozambique). For Joseph, Mozambique and
Tanzania have the right conditions to trigger a Second Green Revolution: some of
the best soil that in addition is water-abundant and unlimited land of very high
quality.

Maria Zimmermann (AGR) is the FAO representative for Mozambique and
Swaziland. FAO is the Food and Agriculture Organization, a UN Agency. I met Maria
at the FAO Representative Office in Maputo (Mozambique) on July 8,2009. Maria is
well aware of the potential of a Second Green Revolution on sub-Saharan African soil
and more in particular in Mozambique. Yearly output increases in Mozambique are
reaching 10 percent, but for Maria, without appropriate investments in infrastructure
(roads and storage facilities) and education, the surplus is either spoiled in bad storage
facilities or does not reach potential buyers because of a lack of infrastructure.
Appropriate investments in infrastructure, and education are a precondition if a
Second Green Revolution is to take off.
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Zakaria L. Kanyeka is the regional plant breeder for East and Southern Africa at
the International Rice Research Institute.  met Kanyeka on July 15,2009, at the West
Africa Rice Development Association in Dar es Salaam® (Tanzania). For Kanyeka,
major investments in infrastructure and particularly in irrigation systems would
trigger phenomenal increases in rice production and, consequently, a significant
return on the initial investment.

What were the benefits of the first Green Revolution? For Kajisa, the Asian Green
Revolution “has contributed to poverty alleviation by reducing the real rice price on
the world market by more than half without depleting producers’ profit.” Addi-
tional benefits include a reduction in childhood malnutrition and an improvement in
children’s education (Kajisa 2008).

Figure 6.5 and Figure 6.6 show the per capita consumption of rice by geographic
area and the total consumption of rice, for the years 2005 and 2015. Major increases
in rice consumption by Southeast Asia, South Asia, and sub-Saharan Africa are
expected. In the case of Southeast Asia and South Asia, there is actually a decrease
in per capita consumption. However, population growth is expected to be the main
driver of increases in rice consumption in Asia.

World rice production will have to increase from 352,466 thousands of metric
tons in 2005 to 388,508 thousands of metric tons in 2015. In Asia, population growth
is likely to outpace rice production. Sub-Saharan Africa remains underdeveloped and
could boost its productivity if appropriate investments are undertaken. Contrary to
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Asia, sub-Saharan Africa is much more unpopulated, its farmers have barely used
fertilizer, and appropriate rice varieties are only starting to be experimented on its
soil. Land is abundant and weather conditions appropriate in countries such as
Tanzania, Mozambique, and Madagascar.

Why does sub-Saharan agriculture remain underdeveloped at this point? There
are many issues that have to be resolved in this region. On the technical side, average
output per hectare remains under 1.5 metric tons, with a potential of up to 3 metric
tons per hectare in Mozambique and Tanzania, well below the average output of
4.5 metric tons per hectare obtained in Asia. Among the reasons for the agricultural
underdevelopment, V. Balasumbramanian and co-authors mention the following
(2007):

The cost of irrigated rice production is high in many sub-Saharan African coun-
tries, mainly because of the high initial investment in irrigation infrastructure
and the poor operation of many irrigated rice schemes;

Irrigated rice farmers have not realized the full potential of improved irrigated
rice varieties.

Among the policies suggested to improve agricultural output in sub-Saharan
Africa is the improvement of research and development capacity. In Mozambique,
only two scientists are available to half a million farmers who cultivate 200,000
hectares of land, whereas in Tanzania only 23 researchers are available for a total of
322,000 hectares of land (Balasumbramanian, Sie, et al., 2007).
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As of 2004, sub-Saharan Africa produced about 12,000 metric tons of rice and
imported 7,000 metric tons of rice. The region could become self-sufficient or even a
net exporter if only yields per hectare increased from the current 1.5 tons per hectare
to a more reasonable 3 tons per hectare. In sub-Saharan Africa only Mauritania
(4.53 metric tons/hectare) and Kenya (4.55) reach average rice yields that are more
typical in Asia (Balasumbramanian, Sie, et al., 2007), with other countries such as
Mozambique (1.12), Zambia (1.20), and Tanzania (1.96) falling behind.

The InterAcademy Council (IAC) acknowledges that Africa is fundamentally
different from Asia and stresses the following disparities (IAC 2004): predominance
of rain-fed agriculture as opposed to irrigated agriculture, lack of functioning com-
petitive markets, under-investment in agricultural research and development and
infrastructure, low and stagnant labor productivity and minimal mechanization, and
predominance of customary land tenure. These fundamental differences make a Sec-
ond Green Revolution on African soil more unlikely than the first Green Revolution
that took place on Asian soil. In order to overcome these difficulties, IAC proposes
the following drivers to boost African productivity (IAC 2004):

Reduce land degradation and replenish soil fertility

Recognize the potential of rain-fed agriculture

Enhance the use of mechanical power

Embrace information and communication technology at all levels

BOOSTING AGRICULTURAL OUTPUT

Game changers that could contribute to boosting agricultural yields include com-
ponents of the agricultural product chain whose basic, widespread provision could
make a difference in many underdeveloped areas. Fertilizer, access to credit, in-
frastructure and transportation, storage facilities, and appropriate land allocation
through land reform are the most important components of a farmer’s environment
that could help boost productivity yields in underperforming regions.

Fertilizer

According to IRRI, “the world price of fertilizers—which are essential for rice
production—has increased sharply, with the price of urea almost doubling over
the past four years” (IRRI 2008).

In a paper prepared for the African Fertilizer Summit that took place in Abuja,
Nigeria, between June 9 and 13, 20085, Eric Smaling, Moctar Toure, Nico de Ridder,
Nteranya Sanginga, and Henk Breman (2005) review the use of fertilizer in Africa and
its impact on the environment. According to the authors, “overuse of fertilizers causes
other eco-system services to be jeopardized and under use of fertilizers contributes to
depletion of soil carbon and soil fertility and too high rates of area expansion for crop
and animal production” (Smaling, Toure, et al., 2005). The authors also conclude
that because of under use in sub-Saharan Africa, “nutrient depletion is a reality
at the macro-level.” The overall conclusions remark that a more extended use of
fertilizers is necessary in Africa. Among their international policy recommendations,
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they stress a “call for a revision of fertilizer subsidy systems at the International
Level” (Smaling, Toure, et al., 2005).

Infrastructure and Transporation

Jerry Lebo and Dieter Schelling of the World Bank look at the gains in investing in
basic rural infrastructure and transportation. Improvements in basic transportation
and infrastructure in developing countries bring about spillover effects into nutrition
or scholarization rates. For instance in Bangladesh, rickshaws are used as the major
form of rural transportation to carry people and merchandise around. One driver
in a rickshaw can carry up to 400 kilograms of weight per trip (Lebo and Schelling
2001). More time and an additional intake of food are necessary to ride a rickshaw
on rough roads. Improved roads would bring down the cost of carrying one ton per
kilometer from $0.50 for a rough road to $0.20 for a smooth road.

In Pakistan, Nepal, and Bhutan, mules are used as a common means of trans-
portation. The actual cost is about three to four dollars per ton-kilometer, “including
the cost of the mules and the persons walking with them.” This rate should be com-
pared to a cost of only $0.20 per ton-kilometer for trucking operations on improved
roads (Lebo and Schelling 2001).

In Madagascar, a 50 percent reduction in travel time per kilometer on roads
would increase rice productivity by 1 percent. In Ethiopia, access to all-weather
roads reduced poverty by as much as 6.7 percent (World Bank 2007b).

Last distance to the nearest road can have a huge impact on scholarization rates.
This is the case in Bhutan (Lebo and Schelling 2001). When roads are accessible (0 to
0.5 days walk to nearest road) the average income of a farm household is $176, which
compares to $71 when roads are not accessible (one to three days walk to nearest
road). Enrollment of boys and girls at schools also improves with accessible roads
(73 percent boys, 64 percent girls) compared with not accessible roads (42 percent
boys, 22 percent girls).

Agrarian Reform

Martin Ravallion and Dominique van de Walle of the World Bank look at the impact
of land reform in China and Vietnam in poverty reduction. China’s poverty rate
decreased from 50 percent in 1981 to only 5 percent in 2005. Vietnam’s poverty rate
decreased from 60 percent in 1993 to 20 percent in 2004 (Ravallion and van de Walle
2008b). In both countries, land reform transformed cooperatives and collectives into
individual landowners. Individual landowners would have to provide part of the
production to the government, but could retain the rest for self-consumption or sale.
The individual incentive to produce more output increases and yields are boosted
upwards.

For Ravallion and van de Walle “compared with a market allocation, Vietnam’s
reforms to privatize land-use rights favored the poor” (Ravallion and van de Walle
2008b). For the World Bank economists, “as many developing countries strive to
raise farm output in the wake of the dramatic increase in food prices, they should pay
close attention to the reforms that may be needed to ensure that individual farmers
can respond to market incentives” (Ravallion and van de Walle 2008a).
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Improving Irrigation Systems

According to the World Bank Development Report 2008 substantial potential for
expanding irrigation in sub-Saharan Africa is the right way (World Bank 2007b).
Only 4 percent of the cultivated land in sub-Saharan Africa is irrigated. For the
World Bank, “With the new generation of better-designed irrigation projects, costs in
Subsaharan Africa are now comparable to those in other regions, thanks to improve-
ments in institutions, technology, and market opportunities for high-value products”
(World Bank 2007b).

Financing and Storage

Other areas that would help boost agricultural productivity are related to financing
and storage. Agriculture is the first component of the Axis of Feeble. Reform is
needed in the developed markets, which perpetuate subsidies that undermine the
ability of developing countries to export agricultural and farming produce. Biofuels
and the trading of food staples also contribute to food scarcity and skyrocketing
prices. The right investments in agriculture could trigger a Second Green Revolution
in sub-Saharan Africa that would benefit the world as a whole. Major reform is also
needed in the remaining five components of the Axis of Feeble, which are presented
in further detail in Chapters 7 through 11.
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Trade Liberalization and Labhor Rights

Certainly, 1 think that everyone should play by the rules of the game. But
when it comes to supply, capacity, capital and technology, Africa will cer-
tainly find itself at a disadvantage. It is like saying that the rules of the game
of rugby are the same for everybody. Then you bring in a team of profes-
sional rugby players to compete against a bunch of twelve-year-old kids.
The rules are the same, but who is going to win?

—Kamran Kousari, There is no level playing field for Africa

ny introduction on trade must start with the English economist David Ricardo.

Ricardo, born in 1772, was the pioneer of trade theory. The New School for Social
Research’s biography of Ricardo emphasizes his work when he was only fourteen at
the London Stock Exchange.! In 1814, when he turned 41, he found himself “suffi-
ciently rich to satisfy all my desires and the reasonable desires of all those about me.”
Ricardo’s basic example is often used by economics faculty to teach trade theory.
Ricardo proposes a simple world with two nations (Portugal and England) and two
commodities (wine and cloth). Initially both countries manufacture both commodi-
ties. Ricardo proposes that each country specializes in the commodity in which it
has a comparative advantage, a Ricardian comparative advantage. Later on, nations
would trade with each other in the commodity that they have not manufactured.

David Held, professor of political science at the London School of Economics
comments, “It is a misunderstanding to say that trade liberalization per se has
fuelled China and India’s economic growth; rather, it is the case that these countries
developed relatively quickly behind protective barriers, before they liberalized their
trade” (Held 2004). He adds, “Nearly all of today’s developed countries initiated
their growth behind tariff barriers, and only lowered these once their economies
were relatively robust.”

What is the impact of full trade liberalization? Is trade liberalization a pre-
condition for sustained economic growth, or only a result of it? In “The Expected
Benefits of Trade Liberalization for World Income and Development,” Antoine Bouet
reviews, in spite of the environment at the time, the long-term advantages of em-
bracing trade liberalization (Bouet 2008). Bouet categorizes the impact at the world
level and at the country level.

At the world level, Bouet (2008) notes that full trade liberalization, com-
pared with the baseline estimate, would increase real income by 0.33 percent or

9
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$99.6 billion. In his projection, world trade increases by 5.25 percent and agri-
cultural trade increases 6.5 times more or by 33.67 percent. At the country level,
the distribution of welfare gains mostly benefits rich countries, which get 73.8 per-
cent of the total welfare gain. Middle-income countries get 24.1 percent, and least-
developed countries get only 2.2 percent. Agrifood production increases significantly
in Australia/New Zealand (+18.3 percent), Brazil (+12.2 percent), and Argentina
(+7.5 percent); decreases significantly in the European Union (—10.8 percent), the
Middle East and North Africa (—6.1 percent), and Mexico (—4.9 percent); and re-
mains unchanged in the United States (+0.5 percent). Non-agrifood production does
not undergo significant changes in any country.

Are there any winners and losers under full trade liberalization? Real incomes
would generally go up, but no country would enjoy a significant improvement in
real income compared to the average performer. Trade liberalization would leave the
poor poor and the rich rich, but everybody would be s