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FOREWORD

ong-term thinking produces better short-term decisions. By envisioning
the world of 2050 we can pinpoint the critical choices that will need to be
made now if our vision of a wealthier, more equitable, more sustainable

world is to be achieved.

We see several dimensions to the challenge. The first is achieving better manage-
ment of natural resources—this is a particular concern in low income countries,
which are highly dependent on these resources. Stronger governance is an es-
sential ingredient, cutting across all development domains. Social development
is key—-cohesive, inclusive, accountable institutions build stronger societies and
minimize social conflict. Feeding 9 billion people while reducing pressures on
other natural resources will require a major boost to agricultural productivity
and competitiveness. Climate change will pose additional risks in all these do-
mains—environmental, social, agricultural—and will require major changes in

global governance.

Looking forward, we see a growing need for global issues management. Whether
the issue is climate change, emerging infectious diseases, failed states or loss of
biodiversity, it is clear there is a growing list of problems that do not stop at na-
tional borders. International institutions such as the World Bank need to bridge
the gap between global priorities and national and local perspectives —they are

mutually dependent.

Our optimistic vision of 2050 is achievable, but only if governments, civil society,
business, and the development community work together, building action-oriented

coalitions that can make a real difference. We look forward to the journey.

lan Johnson and Steen Jorgensen

Environmentally and Socially Sustainable Development
The World Bank
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Section 1
A Wealthier More Equitable World by 2050

long-term perspective on development offers some grounds for optimism. While gross domestic
product (GDP) growth has been uneven across countries and over decades, developing countries
have enjoyed significant growth in life expectancy and levels of education since 1960. If GDP

growth in developing countries can return to the rates of the 1960s and 1970s, then we can foresee

a significantly changed world by 2050—a world at once more wealthy and more equitable.

Aiming for this involves both creating opportunities and overcoming constraints. For the environment
and natural resources, there are clear risks tied to growth. But there are also unexploited opportunities
to transform natural capital into produced, human, and social capital. Governance is a major constraint
on development today, and rectifying this will require both institutional reforms and the mobilization of

civil society. Development must encompass the goals of cohesion, inclusion, and accountability if social
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Figure 1.1 Historical and projected population
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well-being is to rise and conflicts are
to be avoided. New agricultural tech-
nologies must fill an impending gap
between population growth and food
supply—other sectors, including energy
and water supply, face similar challeng-
es. Further movement is required on the
“aid and trade” agenda. And climate
change risks must be reduced through

mitigation and adaptation.

Consider a vision of the world of 2050.
The United Nations medium popula-
tion projection suggests that world
population could be 9 billion, up from
6 billion today (Figure 1.1). Almost all

that increase will show up in the cit-
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ies and towns of developing countries.
With 2 percent growth of per capita
GDP in rich countries (the average
over the past 20 years) and 3.3 percent
in low- and middle-income countries
(an optimistic figure, representing the
growth experienced in the 1960s and
1970s), world income would be more
than $135 trillion, up from $35 trillion
today. With these growth rates, 40 per-
cent of world income in 2050 would
be earned in low- and middle-income
countries—twice their share today
(Figure 1.2).

If per capita incomes in low- and
middle-income countries do rise at 3.3
percent a year, the average income in
these countries would be $6,300 by
2050. Basic human needs for shelter,
food, and clothing could be more than
met. And people would be healthier and
more skilled. Even pessimistic estimates
place life expectancy in 2050 in today’s
low- and middle-income countries at 72
years (up from 64 today) and under-
five mortality at 17 per 1,000 live births
(down from 85 per 1,000 today). Adult
illiteracy rates could be less than 5 per-

cent, a fifth of today’s 25 percent.

In 2050, more than 65 percent of the
population will live in urban areas.
Unless current trends are reversed, the
number of slum dwellers lacking tenure
security and access to services—cur-
rently estimated at 934 million—will
double to 2 billion. If city dwellers are
to enjoy healthy and productive lives,
their need for infrastructure, housing,
and social services will have to be met.
But this demand also presents a great
opportunity. Because most of these in-
frastructure and housing investments
have yet to be made, they could be de-



signed to contribute to environmentally

sustainable urban environments.

The nature of growth in the rich world
is also an issue. Today, 80 percent of
global GDP goes to only 20 percent of
the world’s people. Consumption pat-
terns for energy, water, food, manufac-
tured goods, and services are highly
skewed and will remain so for the near
future. Are those patterns sustainable?
Probably not, for as incomes in devel-
oping countries grow, consumption
will increase to meet people’s expecta-

tions.

A world with $135 trillion in GDP sim-
ply cannot rely on current production
and consumption patterns. If subsidies,
mispricing, and inadequate taxation of
environmentally damaging products
continue to provide the wrong incen-
tives for consumers and producers in
the rich world, and if the developing
world emulates the consumption pat-
terns in rich countries, we can expect
great damage to the environment and
its ability to sustain growth. A major
transformation, starting in the rich
world, will be needed to decouple
growth and environmental impacts and
to radically change the composition of
the world’s output toward high-input
efficiency and environmental responsi-
bility. Future patterns of consumption
and production must become a part of

the global public policy dialogue.

This paper considers the challenges we
will face if this optimistic outcome is
to be achieved. What are the possible
consequences of a much larger scale of
human activity? Thinking about the
long term can pinpoint some of the

critical decisions that must be taken

soon to prevent undesirable outcomes

much later.

THE WoRrLD IN 2050

At the assumed growth rates, the total
GDP of developing countries in 2050
will be twice that of industrial coun-
tries today. This change raises some
stark questions: How resource-inten-
sive will these economies be? How en-
ergy- and carbon-intensive? How pol-

lution-intensive?

We can draw some tentative conclu-
sions by looking across industrial and
developing countries today. Economies
restructure as they grow, with most
growth occurring in service sectors,
which are less harmful to the environ-
ment. Services could constitute 60 per-
cent of GDP in developing countries
in 2050, but that figure would still be
10 percentage points lower than in in-
dustrial countries today. It is therefore
possible that primary and industrial
sectors will have a significant weight
in the economies of developing coun-

tries.

Higher incomes will almost certainly
reduce pressure on local biomass as an
energy source. But the energy substi-
tuted may be carbon-intensive; his-
torically, each 1 percent increase in
GDP has led to a 1 percent increase in
carbon dioxide (CO,) emissions. Tech-
nical progress and structural change
can make a difference, however. From
1980 to 1996, the average CO, emitted
per dollar of world GDP fell by 12.5

percent.

Sustainable Development for the 21 Century
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If present trends continue, the world
of 2050 will also be much less biologi-
cally diverse. Part of the challenge is to
reduce the number of poor communi-
ties dependent on fragile ecosystems.
Particularly important is finding the
financing to preserve biodiversity, both
through protective expenditures and
through compensation to communities
that may have to restrict their exploita-
tion of natural areas for the benefit of
their countries and the world as a whole.
Ecotourism can help pay for preserva-
tion, as can new approaches such as
systems of payments for environmen-

tal services.

Many decisions in the near term will
have long-term consequences. Much
of the infrastructure built in the next
20 years will still be with us in 2050.
Perhaps more important, some choices
are irreversible or can be reversed only
with great difficulty. Species loss is an
often-cited example of this. Carbon di-
oxide, once emitted, has an atmospher-
ic adjustment time of more than 100
years. Climate change will reduce the
quantity and quality of water in most
arid and semiarid regions in addition
to increasing the frequency of floods
and droughts worldwide. With almost
any degree of warming, climate change
will decrease agricultural productivity
throughout the tropics and subtropics,
it will increase the incidence of vector-
and waterborne diseases and heat stress
mortality, it will make hydropower less
reliable in some regions, and it will ad-
versely affect biodiversity at the species

and ecosystem levels.

Incomes and pressures on the global
environment are now distributed very

unequally and therefore need global so-

lutions. Poor countries suffer four times
the incidence of environmental disease
found in rich countries. Dealing with
indoor air pollution and hygienic prac-
tices could have a major effect on the
global burden of disease. Poor people
have little voice in the decisions that
affect them. Poor households depend
on the quality of local natural resourc-
es for their livelihood. Poor countries
and poor households are inordinately
at risk from natural disasters. Small is-
land states, South Asian countries, and
Sub-Saharan Africa are all particularly
vulnerable to global climate change,
which is aggravated by consumption

patterns in rich countries.

Meeting the targets of the Millennium
Development Goals (MDGs) for 2015
is an essential step on the road to a
prosperous and sustainable world and
potentially the basis for a virtuous cycle
of growth and human development in
poor nations. Faster growth is the key
to meeting the targets, and the payoffs
will be great. Faster growth means less
extreme poverty, less child malnutri-
tion, and faster progress on many of the
other MDGs. But the benefits of that
growth must be widely spread, and it
must be environmentally and socially

responsible.

What will it take for such steady gains in
income to materialize? Macroeconom-
ic stability will need to be sustained.
Massive infrastructure will have to be
financed and built, with investment
expenditures in developing countries
rising from today’s $200 billion a year
to nearly $1.5 trillion in 2050. And
technological progress will be required

across a whole range of sectors.



THE CHALLENGES AHEAD

Growing to a world economy of $135
trillion poses enormous risks to the
natural environment, and the risks are
greatest in developing countries. Invest-
ment decisions in the near future must
factor in those risks and provide some
insurance against undesirable surprises.
Some of the most difficult issues will
involve trade-offs between preserving
natural systems and pressing forward
with development. Truly global issues
will require collective action on an un-

precedented scale.

Sustained growth is the key to realizing
a world without poverty by mid-cen-
tury. What will fuel this growth, and
what will support it? For all countries,
investments in human capital, includ-
ing health, will be essential. But this
growth and development depend, in
turn, on critical inputs, particularly wa-
ter and energy. Supplying energy, water,
and sanitation, not to mention trans-
port and communications, will require
major infrastructure investments. It is
increasingly clear that investments in
electricity, water supply, and sanitation
underpin not only growth in incomes
but growth in healthfulness and reduc-
tions in mortality as well, particularly

for children under the age of five.

With rising incomes and population
growth, the demand for food could
double by 2050. Higher incomes will
shift the pattern of demand toward
higher-protein foods, with consequenc-
es for fisheries, aquaculture, and live-
stock husbandry. Sustaining agriculture
will require close attention to land and

water degradation, nutrient manage-

ment, integrated pest management,
conservation, and the institutions that
can engender better practice. Adapting
to climate change is another key pri-
ority. New agricultural technologies
will drive this growth, but technology
alone cannot do the job. Agricultural
growth also requires better markets,
better infrastructure (especially rural
roads), better rural financial services,
and better policies, phasing out the
ones that discriminate heavily against

agriculture.

Acting now also means making progress
on the “aid and trade” agenda. Develop-
ment assistance, partnered with good
governance in recipient countries, can
be a powerful engine for growth. But
research suggests that the benefits from
expanding trade by reducing the trade
barriers faced by developing countries
could dwarf development assistance.
By 2015, annual income gains from
expanded trade could equal $350 bil-
lion in developing countries (compared
with current aid flows of roughly $50
billion), while increasing incomes in

rich countries by $170 billion.

These factors—human capital, energy,
infrastructure, agricultural productiv-
ity, aid and trade—will clearly be es-
sential underpinnings for achieving
a wealthier, more equitable world by
2050. In what follows we discuss the
cross-cutting issues that are key to mak-

ing this vision a reality:

e What is the role of natural re-
sources in development? Section
2 depicts the composition of the
wealth of nations and draws con-

clusions on sustainability.

Sustainable Development for the 21 Century
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How important is governance for
development? Section 3 presents the
evidence on governance reforms and
creating the demand for better gov-
ernance.

How do we build cohesion, inclu-
sion, and accountability within de-
veloping societies? Section 4 builds
the case for socially sustainable de-
velopment.

How will we feed a world of 9 bil-
lion people? Section 5 presents the
challenges inherent in boosting
agricultural productivity and com-
petitiveness.

How do we buffer the poor against

the worst effects of climate change?

Section 6 looks at the impending
challenges in mitigating greenhouse
gas emissions and adapting to cli-
mate change.

Can we bridge the gap from local
to global? Section 7 summarizes the
challenges we foresee—in natural
resource management, governance,
social development, food and agri-
culture, and climate change—and
makes the case for global issues man-
agement to deal with the expanding
array of development issues that are

truly global in scope.
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SEcTion 2
Managing Natural Wealth Sustainably

an poverty reduction be sustained? The end of the twentieth century saw a renewed commitment
to ending poverty, as embodied in the Millennium Development Goals. However, deep concerns
remained that current rates of depletion and degradation of natural resources may undermine any
progress to date. Achieving sustainable outcomes will require sustaining the total wealth—pro-

duced, human, institutional, and natural—on which development depends.

The exploitation of commercial natural resources in the form of minerals, energy, farmland, forests, and

fish stocks can contribute to development. However, it is important to understand the indirect role played

by many other natural resources in the development process. These roles include biodiversity conservation,

nonextractive uses (such as ecotourism), and the regulatory and cultural services provided by forests and

other natural assets. As the Millennium Ecosystem Assessment documented, protecting and enhancing
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the environmental services provided
by natural resources is a key challenge,

particularly in developing countries.

Natural resources are special economic
goods because they are not produced. As
a consequence, they will yield economic
profits—rents—if properly managed.
These rents can be an important source
of development finance, and countries
like Botswana and Malaysia have suc-
cessfully leveraged natural resources to

bolster growth.

There are no sustainable diamond mines,
but there are sustainable diamond-min-
ing countries. Implicit in this statement
is the assumption that it is possible
to transform one form of wealth—
diamonds in the ground—into other
forms of wealth, such as buildings, ma-
chines, and human capital. Achieving
this transformation requires a set of
institutions capable of managing the
natural resource, collecting resource
rents, and directing these rents into
profitable investments. Resource policy,
fiscal policy, political factors, institu-
tions, and governance structure all have

roles to play in this transformation.

Exhaustible resources, once discov-
ered, can only be depleted. Consum-
ing rents from exhaustible resources is
therefore literally consuming capital,
which motivates a well-known policy
rule for sustaining development: in-
vest resource rents in other forms of

capital.

Living resources are unique because

they are a potentially sustainable source

of resource rents—truly a gift of nature.
Sustainable management of these re-
sources will be the optimal policy, but
the question of the optimal stock size

is complex.

Land resources are potentially sustain-
able if managed well. Land is particu-
larly important in the poorest countries
because it is a direct source of livelihood

and sustenance for many poor house-

holds.

Natural resources play three basic roles

in development:

e 'The first role, mostly applicable to
the poorest countries and poorest
communities, is that of local natu-
ral resources as the basis of subsis-
tence.

e The second role is as a source of
development finance. Commercial
natural resources can be impor-
tant sources of profit and foreign
exchange. Rents on exhaustible, re-
newable, and potentially sustainable
resources can be used to finance in-
vestments in other forms of wealth.
In the case of exhaustible resources,
these rents must be invested if total
wealth is not to decline.

e The third role is as the source of en-
vironmental services—watershed
protection and pollination, for ex-
ample—that underpin many other
economic assets. The value of agri-
cultural land is closely tied to the
value of the environmental services

supporting its productivity.



EVIDENCE ON THE
IMPORTANCE OF NATURAL
RESOURCES

Figure 2.1 provides summary informa-
tion on the shares of natural resources
in the total wealth of industrial and
developing countries. A high share
of natural wealth does not automati-
cally imply that natural resources are
important for growth, but it does at a
minimum imply that these resources

are important for current well-being.

Figure 2.1 classifies the total wealth of
nations into three broad components
across low-, middle-, and high-income
countries. Produced capital is the fa-
miliar blend of buildings, machines,
and infrastructure that is measured in
standard national accounts. Natural
capital is the value of agricultural land,
forests, and subsoil resources such as
minerals and energy. Intangible capital
is the value of everything else—human
capital, social capital, and the quality of
institutions and governance. The under-
lying estimates of total wealth per capita
are nearly $440,000 in high-income
countries, nearly $28,000 in middle-
income countries, and less than $8,000

in low-income countries.

Intangible capital is by far the largest
share of total wealth in all countries.
For the poorest countries, however,
natural capital is a larger share of total
wealth than produced capital. This sug-
gests that properly managing natural
resources must be a key part of develop-

ment strategies, particularly since the

Sustainable Development for the 27 Century
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poorest households in these countries
are usually the ones that depend on

these resources the most.

This analysis also shows how the share
of natural resources in total wealth
declines as incomes rise. This does not
mean they are unimportant or that
they can be exploited indiscriminate-
ly—food, fiber, minerals, and energy
are essential for economic activity and
well-being. Rather, this demonstrates
how intangible assets become propor-
tionately much more important as coun-
tries develop, with the productivity of
people increasing along with the quality
of their institutions. In fact, the value of
natural capital per person actually rises
with income, from roughly $2,000 per
capita in low-income countries to nearly

$9,000 in high-income countries.
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From a development perspective, a key
message of Figure 2.1 is that natural
resources make up a significant share
of the total wealth in low-income
countries—25 percent—and that this
is substantially larger than the share of
produced capital. Sound management
of these natural resources can support
and sustain the welfare of poor coun-
tries and of poor people in those coun-

tries as they move up the development

ladder.

Figure 2.2 breaks down the natural
wealth of low-income countries into
its component parts. The striking fact
is the overwhelming importance of agri-
cultural land in these countries—nearly
70 percent of total natural wealth. Sus-
taining development in these countries
will necessarily entail careful manage-
ment of the land resource. Boosting the
productivity of agricultural land will
also help reduce pressure on other re-

sources, particularly forests.

NATURAL RESOURCES AND
WEALTH ACCUMULATION

Saving is a core aspect of development.
Without the creation of a surplus for in-
vestment, there is no way for countries
to escape a state of low-level subsistence.
Saving is measured in national accounts
as the difference between income and
consumption—what is saved is by defi-
nition that which is not consumed. But
standard national accounts do not mea-
sure the dissaving associated with the

depletion of natural resources.

Adjusted net or “genuine” saving mea-
sures the true level of saving in a coun-
try after accounting for depreciation of
produced capital, for investments in hu-
man capital (as measured by education
expenditures), for depletion of miner-
als, energy, and forests, and for dam-
ages from local and global air pollut-

ants. An important body of economic

Figure 2.2 Shares of natural wealth in low-income countries
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theory suggests that if current net sav-
ing is negative in a given country, then
its future welfare must decline. In other
words, if we care about sustainability we
need to be concerned about the net rate

of wealth creation.

Resource dependence complicates the
measurement of saving effort because
depletion of natural resources is not
visible in standard national accounts.
Countries can believe they are on a
sustainable path, when in fact they are
running down their total wealth. Figure
2.3 looks at genuine saving in Bolivia

to illustrate this point.

‘This Figure makes the importance of re-
source depletion and pollution damages
clear in any assessment of wealth cre-
ation in a resource-dependent economy.
While investments in human capital
partly offset the value of depreciation
of produced capital, the depletion of

natural resources (mostly natural gas

in this instance) plus damages from lo-
cal and global air pollutants results in
a negative net saving rate—total wealth

in Bolivia actually declined in 2003.

Decision makers in Bolivia presumably
believed that the rate of wealth creation
in the country was nearly 12 percent of
gross national income in 2003—cthis is
what was reported in the national ac-
counts. But a fuller analysis highlights
the extent to which depletion and dam-
age to the environment affect the bot-

tom line on wealth creation.

SomMeE CONCLUSIONS ON
NATURAL RESOURCES AND
SUSTAINABILITY

If development is approached as a pro-
cess of portfolio management, then the

figures make clear that both the size

Figure 2.3 Decomposition of genuine saving in Bolivia, 2003
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and composition of the portfolio vary
widely across levels of income. Man-
aging each component of the portfolio
well and transforming one form of asset
into another efficiently are key facets of

development policy.

While the analysis of wealth sheds light
on sustainability, it is also directly rel-
evant to the question of growth. As
noted earlier, growth is essential if the
poorest countries are to enjoy increases
in well-being. Growth will be illusory,
however, if it consists primarily of con-
suming the assets, such as soil nutrients,

that underpin the economy.

The linkage between measured changes
in real wealth and future well-being only
holds if our measures of wealth are suit-
ably comprehensive. This is the prime
motivation for expanding the measure
of wealth to include a range of natural
and intangible capital. This richer pic-
ture of the asset base also opens the door
to a range of policy interventions that

can increase and sustain growth.

The notion of development as portfolio
management is powerful. Certain as-
sets in the portfolio are exhaustible and
can only be transformed into other pro-
ductive assets, such as infrastructure or
human capital, through investment of
resource rents. Other assets are renew-
able and can yield sustainable income
streams. Economic analysis can guide
decisions concerning the optimal size
of these assets in the portfolio. Some
assets, such as produced capital, de-
preciate over time. National savings
can be used to invest in natural assets,
produced capital, or human capital.
The choice of investment will depend

on the asset with the highest marginal

return on investment, a standard tenet

of public finance.

Each year some 10-20 developing
countries have negative genuine saving
rates. What should the policy response
be? Monetary and fiscal policies affect
saving behavior, and public sector dis-
saving can be a key target of policy. If
investment in human capital is mea-
sured as saving, then efforts to increase
effective education expenditures can
boost overall saving. For natural re-
sources, the general prescription is not
to simply reduce exploitation but rather
to reduce incentives for overexploita-
tion, which will typically entail reforms

in the resource sectors.

The policy responses to questions of
natural resources and sustainability
break down according to the different
roles that natural resources play in de-

velopment:

e For poor communities dependent
on natural resources for subsistence,
there is growing evidence that efforts
to devolve ownership and control of
local resources to communities—to
nature conservancies or forest user
groups, for example—can have
important impacts on income and
well-being. This generally means
building capable local institutions
to manage and share benefits from
the resource base.

*  For countries with commercial natu-
ral resources, the economic benefits
from these resources can be maxi-
mized through incentive structures
that reduce overextraction (tradable
fishing rights, for example), trans-
parent mechanisms for allocating

resource rights, suitable instru-



ments (royalties, corporate taxes)
for revenue collection, transparency
concerning resource revenue genera-
tion, and budgetary processes that
can direct resource revenues into
productive investments.

For natural resources that are the
source of environmental services,
the key concern is that many of these
services are provided as externali-
ties—that s, the provider of the ben-
efit is distinct from the beneficiary.
Thus owners of upland forests may
be unaware of the benefits (in the

form of stream flow regulation, for

example) that the resource provides
to lowland farmers. One solution to
this sort of problem is to set up pay-
ment schemes from beneficiaries to
providers. Preserving environmental
services could also entail a larger role
for management at the landscape
and watershed scale. The external
nature of many environmental ser-
vices means that they may be at risk
when development decisions are be-
ing made—this puts a premium on
programs to identify, quantify, and
value these services more systemati-

cally.

Sustainable Development for the 21 Century



Secrion 3
Improving Governance

ood governance is increasingly understood to be an important factor determining economic

performance. If the optimistic vision of a richer, more equitable world by 2050 is to be achieved,

improving governance must play a key role. While in many countries there is an obvious need for

improved macro-level governance—the performance of national institutions—the welfare of poor
households and poor communities is closely tied to governance at the local level. Voice and accountability
at the local level are powerful tools for sustainable development. Improving governance is not only about
building and strengthening public and private institutions—the supply side. It is also about building citizen
engagement and voice—the demand side.

Governance can be defined as the traditions and institutions by which authority in a country is exercised

for the common good. This includes the process by which those in authority are selected, monitored,




and replaced—the political dimension,
the government’s capacity to effectively
manage its resources and implement
sound policies—the economic dimen-
sion, and the respect of citizens and the
state for the country’s institutions—the
institutional respect dimension. In con-
trast, corruption is defined more nar-
rowly as the abuse of public office for

private gain.

THE CASE FOR BETTER
GOVERNANCE

Research shows that countries can
derive a very large “development divi-
dend” from better governance. A coun-
try that improves its governance from
a relatively low level to an average level
could almost triple the income per capi-
ta of its population in the long term and
could similarly reduce infant mortality

and illiteracy.

Governance also matters for a coun-
try’s competitiveness and for income
distribution. In the case of corruption,
research suggests it is equivalent to a
major tax on foreign investors. In many
developing countries, corruption repre-
sents a “regressive tax” on the household
sector as well: to gain access to public
services, lower-income families pay a
disproportionate share of their incomes
in bribes compared with higher-income
groups, and they often end up with less
access to such services because of cor-

ruption.

Poor governance in the natural resource
sectors appears to be a major explana-

tion for the “natural resource curse,”

whereby over several decades resource-
rich countries have registered poorer
growth performances than resource-
poor countries did. Corrupt natural
resource institutions can give favored
groups access to resources, while rent-
seekers pocket the revenues from natu-
ral resource exploitation—revenues that
could be financing productive invest-
ments for the country. Rent-seeking
displaces productive economic activity,

with consequent effects on growth.

Figure 3.1 illustrates the main con-
straints faced by businesses in different
regions of the world. Corruption tops
the list in South Asia, Sub-Saharan Af-
rica, and transition economies, while
it is a close second in Latin America
and developing East Asia. Bureaucracy
is a serious constraint on governance
everywhere, including in countries that

belong to the Organisation for Eco-

Figure 3.1 Key constraints to business, by Region
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nomic Co-operation and Development
(OECD). Tax regulations constitute a
severe constraint in OECD and in post-
socialist transition countries, in contrast
with regions such as South Asia, where
they rank low as an impediment relative

to the other constraints.

Similatly, infrastructure is a major con-
straint in Africa and developing Asia, in
contrast to the East Asian tigers and,
to an extent, to Latin America and the
transition economies. This does not im-
ply that in these regions it is unimport-
ant to focus on infrastructure invest-
ments, since this type of survey gives
only a relative ranking across different
constraints for each country. But the
fact that infrastructure was not rated
at the top in so many countries—in
Latin America, Africa, transition
economies, and others that suffer from
infrastructure problems and are in dire
need of investments—is a sure sign of
the extent to which some other factors,
largely governance and corruption, im-
pose even more severe constraints on

business development.

Better governance is not a luxury that
only rich countries can afford. It is mis-
leading to suggest that corruption is due
to low incomes and to invent a rationale
for discounting bad governance in poor
countries. In fact, the evidence points
to the causality being in the direction
of better governance leading to higher
economic growth. A number of emerg-
ing economies, including the Baltics,
Botswana, Chile, and Slovenia, have
shown that it is possible to reach high
standards of governance without yet
having joined the ranks of wealthy na-

tions.

While it is true that institutions often
change only gradually, in some countries
there has been a sharp improvement in
the short term. This defies the view
that while governance may deteriorate
quickly, improvements are always slow
and incremental. For instance, there has
been a significant improvement since
1996 in the “voice and accountability”
indicator in countries ranging from
Bosnia, Croatia, and Ghana to Indo-
nesia, Serbia, and Sierra Leone. And the
improvements exhibited by some Afri-
can countries in a short period of time

challenge the “Afro-pessimists.”

A common fallacy in thinking about
governance is to focus solely on the
failings of the public sector. The reality
is much more complex, since power-
ful private interests often exert undue
influence in shaping public policy, in-
stitutions, and state legislation. In ex-
treme cases, ‘oligarchs” capture state
institutions. And many multinational
corporations still pay bribes in some
countries, undermining public gover-
nance in emerging economies. There are
also weaknesses in the nongovernmen-
tal sector. Further, traditional public
sector management interventions have
not worked because they have focused
on technocratic “fixes” rather than real

institutional reform.

When it comes to governance reforms,
historical and cultural factors are far
from deterministic—witness, for in-
stance, the diverging paths in terms of
governance of neighboring countries in
the Southern Cone of Latin America,
the Korean peninsula, the transition
economies of Eastern Europe, and
Southern Africa. There are reform strat-

egies that offer particular promise. The



coupling of progress on improving voice
and participation—including through
freedom of expression and women’s
rights—with transparency reforms can

be especially effective.

Increases in transparency can be par-
ticularly catalytic for change. A partial
list of transparency reforms would in-

clude:

e Public disclosure of assets and in-
comes of politicians

* Public disclosure of political contri-
butions

* Public disclosure of draft legislation
and parliamentary votes

* Enactmentand effective implemen-
tation of conflict-of-interest laws

* DPublic blacklisting of firms guilty of
bribes in public procurement

* Enactmentand effective implemen-
tation of freedom-of-information
laws

* Freedom of the media, including the
Internet

* Fiscal and public financial transpar-
ency

* Transparent and competitive pro-

curement.

The challenge of governance and anti-
corruption confronting the world today
strongly argues against “business-as-
usual.” A bolder approach is needed,
and collective responsibility at the
global level is called for. The rich world
must not only deliver on its aid and
trade liberalization promises, it must
also lead by example. OECD countries
should ratify and effectively imple-
ment the 2003 UN Convention against
Corruption and should take steps, as
Switzerland is starting to do, to repa-

triate assets looted and stashed abroad

by corrupt officials. And transnational
corporations should refrain from brib-
ery and support improving governance
practices in host countries. As for the
international financial institutions and
donors, there is a need to anchor aid
decisions within a governance frame-
work. Improving transparency will be
key. However, none of this can work
unless countries themselves take the

lead in improving governance.

SociaL ACCOUNTABILITY—
WORKING ON THE DEMAND
SIDE

As donors increasingly focus on im-
proving governance, it is becoming
clear that democratic elections, legisla-
tive oversight, and administrative and
financial mechanisms are needed but
are not enough to increase the transpar-
ency and accountability of the public
sector and service providers. Elections,
in and of themselves, are a weak and
blunt instrument with which to hold
governments accountable. Improve-
ments in administrative and financial
systems certainly help, but they are
insufficient unless they are accompa-
nied by increased demand from citizens
and other stakeholders for better access,
quality, and responsiveness in the deliv-

ery of public services.

The 2001 World Development Report on
poverty recognized accountability as an
integral component of empowerment
and hence poverty reduction. The need
to strengthen accountability relation-
ships between policy makers, service

providers, and clients was at the core of

Sustainable Development for the 21 Century
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the 2004 World Development Report on
making services work for the poor. The
donors’ interest and support for social
accountability derives from their inter-
est in promoting poverty reduction and
sustainable development. After concen-
trating for many years on the supply
side of public sector and governance
reforms, the development community
now takes a more comprehensive ap-
proach by focusing also on citizen
engagement to enhance public sector
accountability and performance—the

demand side of governance.

Social accountability is about affirming
and operationalizing direct account-
ability relationships between citizens
and the state. It therefore refers to the
broad range of actions and mechanisms
that citizens can use to hold the state
to account, as well as actions by the
government, civil society, the media,
and other social actors to promote or
facilitate these efforts. The concept of
social accountability underlines both
the right and the corresponding respon-
sibility of citizens to expect and ensure
that the government acts in the best
interests of its citizens. The obligation
of government officials to be account-
able to citizens derives from notions of
human rights and the need for citizens
to understand and play an active and
responsible role in exercising those
rights—an important part of building

citizenship.

Over the past two decades, it has be-
come clear that empowerment is critical
to poverty reduction. For such efforts
to be sustainable, the poor must move
from being passive recipients of govern-
ment and donor aid (beneficiaries) to

empowered actors (agents) in shaping

decisions that affect their livelihoods
and welfare. The degree to which a
person or group is empowered is influ-
enced by agency (the capacity to make
informed choices) and opportunity (the
institutional context in which choice is
exercised). By providing critical infor-
mation on rights and entitlements and
by introducing mechanisms to enhance
citizen voice and influence on policy
makers and service providers, social ac-
countability initiatives enhance these
two key determinants of empowerment.
Of particular importance is the poten-
tial of social accountability to empower
social groups who are systematically ex-
cluded from political, social, and eco-
nomic development, such as women,
young people, ethnic or other minori-

ties, and the extreme poor.

Efforts by citizens and civil society
groups to hold governments account-
able have traditionally included a
range of social actions, such as public
demonstrations and protests, advocacy
campaigns, investigative journalism,
and public interest litigation. In more
recent years, a new generation of social
accountability has emphasized direct
dialogue and negotiations with govern-
ment counterparts and service provid-
ers, relying on the use of participatory
methods, expanded data collection and
analysis, and enhanced spaces and op-
portunities for citizen and civil society
engagement with state and political

actors.

Social accountability mechanisms can
contribute to improved governance and
genuine democracy by enhancing the
capacity of ordinary citizens to obtain
information, voice their needs, and de-

mand accountability between elections.



By involving citizens and civil society in
monitoring government performance,
by enhancing transparency and infor-
mation disclosure, and by exposing
government failures and misdeeds, so-
cial accountability mechanisms are po-
tentially powerful tools against public

sector COI‘I‘U.ptiOIl.

A number of new tools and approaches
have emerged in recent years to opera-
tionalize this increasing focus on social
accountability. These include, among
others, public participation in policy
making, participatory budgeting and
public expenditure tracking mecha-
nisms, and participatory performance
monitoring and evaluation using such
tools as citizen report cards and com-

munity score cards.

The scope for enhanced social account-
ability will vary in each country context,
depending on a range of factors related
to the enabling environment. The ef-
fectiveness of social accountability ef-

forts will depend critically on bridging

mechanisms between the government
and citizens and on the willingness and
the capacity of state and civil society
actors to engage constructively (Figure
3.2). In order to be effective, social ac-
countability mechanisms often need to
be preceded or complemented by efforts
to enhance both the willingness and the

capacities of key actors.

LEssoNs AND CHALLENGES
ON SOcCIAL ACCOUNTABILITY

Social accountability shows consider-
able potential to promote governance,
improve development effectiveness, and
empower citizens, especially those who
are poor and marginalized. A number
of lessons are emerging from the experi-
ence of the World Bank and other do-

nors with social accountability.

* Social accountability is about more

than tools—it is about reforming

Figure 3.2 Conditions for social accountability
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political and institutional cultures,
changing mindsets, strengthening
civil society capacity, building citi-
zenship, and above all helping to
construct a new set of state-citizen
relations.

Both supply and demand sides mat-
ter. Social accountability is about
strengthening bridging mechanisms.
The demand for accountability by
citizens must be matched not only
by the willingness of the govern-
ment and service providers but also
by their ability to respond to civic
demands.

Access to information is vital. The
quality and accessibility of public
information and data are key de-
terminants in the success of social
accountability mechanisms. A com-
mon element of almost all successful
efforts is the role of an independent

media.

Although we have made a promising
start in developing new approaches to
strengthen social accountability, much
remains to be done in making this
agenda a part of the core business model
in development institutions. Over the
coming years, attention will need to

focus on:

* Mainstreaming social accountabil-
ity across operational and analytical
work, particularly in building own-
ership in client governments

e Strengthening the evidence base
on the positive impact of social ac-
countability on governance and sus-
tainable development outcomes

e Training and encouraging innova-
tion on social accountability

e Strengthening donor coordination
and international networks of social

accountability practitioners.



SEcTiON 4
Socially Sustainable Development

or decades the main development debates focused on economic development, underlined by a
belief that economic growth was enough to solve the complex problems of poverty and income
inequality. Today development practitioners and theorists have shifted toward a new approach that
incorporates the social dimensions of economic activity—from including all segments of society to
encouraging more transparent and accountable institutions. Social development tools enabled develop-
ment practitioners to consult people directly about poverty. Their own voices tell us that poverty is about
more than low income—it is also about vulnerability, exclusion and isolation, unaccountable institutions,

and powerlessness.

Increases in income are not enough to sustain poverty reduction. Sustainable change requires social

change—with systematic attention to embedded social, political, and economic exclusion, to social cleavages
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that can lead to violent conflict, and to
support for transparent and responsive
institutions. Social and economic devel-
opment are two sides of the same coin.
Sustainable social development can be
achieved only on the basis of social in-
clusion, cohesion, and accountability.
In its broadest sense, social development
is about putting people at the center of

development efforts.

Supporting positive social change re-
quires an understanding of power dy-
namics, culture, and value systems, as
well as the informal and formal struc-
tures of societies. What is critical is that
the social effects of economic measures
be factored into policy decisions. More
significantly, economic interventions
that take into account social dimen-
sions appear to be more effective—and
sustainable. This insight is based on a
review of 4,000 World Bank develop-

ment projects across the world over 30

years, which founda strong positive
association between including social
development themes and project suc-
cess. The more that social factors are
included, the more successful projects
are in reducing poverty and the more
sustainable is the positive change (Fig-
ure 4.1).

Social development also matters for
growth. Growth depends on an effi-
cient use of resources. If institutions
systematically exclude certain groups
from economic opportunities, so that
people have no access to employment
or livelihoods or are discriminated
against, the result is wasted resources
and reduced growth. Research shows
that some social development indica-
tors, particularly those related to social
cohesion, correlate positively with for-
eign direct investment and that lower
initial conditions of cohesion hamper

growth. Studies of civil wars show that

Figure 4.1 Ratings for World Bank projects addressing social development

themes, 1972-2002
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incomes are on average 15 percent lower
at the end of a conflict than they would
have been otherwise. There is also ample
evidence that more inclusive, cohesive,
and accountable institutions in a given
year correlate with higher growth in the

following decade.

WHERE WE'VE CoOME FROM

In the 1970s and early 1980s, the major
objective of social scientists in develop-
ment institutions was to improve proj-
ect effectiveness. As the adverse social
impacts of large-scale development
projects became more evident and the
understanding of poverty more com-
plex, approaches and tools were devel-
oped to incorporate the social consid-
erations and the views of the poor into
project design. The mid-1990s saw a
flurry of conceptual and organizational
changes—foreshadowed by the 1995
UN World Summit on Social Devel-
opment—that put social development
concepts and practitioners into the

mainstream of development efforts.

Since 1997, the social development
agenda has evolved around five key

axes:

* Social analysis—from project-based
analysis to broader social analysis of
projects, policies, and country strat-
egies to enhance poverty outcomes
and social change

 Darticipation—from consultation
and individual beneficiary involve-

ment in project implementation to

empowerment involving commu-
nity-driven development (CDD),
civic engagement, and social ac-
countability

* Vulnerability—from a concern with
marginal and disadvantaged groups
to a broader concern with social
vulnerability and exclusion and the
policies and institutions that affect
these groups

* Institutions—from the analysis of
formal institutions and rules to a
focus on local-level institutions, so-
cial capital, and formal and informal
rules

e Conflict—from post-conflict physi-
cal reconstruction to rebuilding the
social and economic fabric of societ-
ies torn apart by conflict, a conflict-
sensitive approach to development,
and increasing concern with conflict

management and prevention

Evolving good practice, as reflected in
the World Bank’s social development
strategy, for example, suggests that so-
cial development is based on three op-
erational principles: inclusion, cohesion,
and accountability. Inclusive institu-
tions promote equal access to opportu-
nities, enabling everyone to contribute
to social and economic progress and
share in its rewards. Cohesive societies
enable women and men to work togeth-
er to address common needs, overcome
constraints, and consider diverse inter-
ests—they resolve differences in civil,
nonviolent ways, promoting peace and
security. Accountable institutions are
transparent and respond to the public
interest in an effective, efficient, and

fair way.
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Puttine COMMUNITIES IN
THE DRIVER'S SEAT

Although development within commu-
nities had been part of the development
agenda since the 1970s, in the late 1990s
donors began to recognize that commu-
nity involvement and control over the
planning, design, and implementation
of projects could be effective—Ileading
to a major increase in funding to com-

munity-driven projects.

CDD differs from earlier approaches
in a number of ways. It entails com-
munity authority and control over de-
cisions and resources, and it enhances
local community accountability for the
use of the resources. These types of op-
erations have also provided opportuni-
ties to achieve a number of other social
objectives. Rules and incentives gener-
ally promote the inclusion of women,
minority groups, isolated communities,
and the very poor—groups frequently
excluded from development activities.
Community involvement and experi-
ence builds social capital and empow-
ers communities by allowing them to
define their own needs, decide how
to meet them, and control resources.
Transparency and accountability mech-
anisms in CDD approaches in turn re-
duce corruption and strengthen citizen
demand for greater accountability by

local governments.

SAFEGUARDS

Concern about the environmental and

social impacts of development projects

has been an issue for nearly two decades.
Today social safeguard policies within
development institutions are sharply
focused on indigenous peoples, re-
settlement, and cultural heritage. Over
the years, attention to social safeguard
issues has increased within the develop-

ment community.

SociaL ANALYSIS

The need to consider the impact of
social factors in project appraisal has
been recognized at least since 1984, and
guidance on carrying out social assess-
ments was provided by the World Bank
in 1994. The major innovation was to
bring social analysis and participatory
processes together under a single ap-
proach, and the guidelines laid the
groundwork for efforts to mainstream
social assessment and participation in
lending and analytical work to improve

project quality.

A major effort has been initiated within
the development community to clarify
and formalize the purpose and key ele-
ments of social assessments and to make
them more rigorous and systematic. The
objectives of social assessment were to
improve poverty and social outcomes
by enhancing social inclusion, strength-
ening social cohesion, increasing social
capital, and reducing adverse social
impacts. Recognizing that attention
to social issues is fundamental to pov-
erty reduction and project quality but
that a mandatory social assessment for
individual projects along the lines of
environmental assessments was not
likely to be feasible, efforts shifted to



more upstream social analysis as a way

to mainstream social concerns.

In recent years, social analysis work at
the project level has expanded in two
new directions. First, as the social de-
velopment agenda gained traction, there
was a clear need to move beyond the as-
sessment of project impacts to an analy-
sis of key social issues at the country
level. To date, over 15 Country Social
Analyses have been completed by the
World Bank, complemented by a num-
ber of Conflict Assessments specifically
targeted and designed for countries af-
fected by violent conflict. Since 2002,
poverty and social impact assessment
(PSIA) of economic reforms and adjust-
ment operations has been developed by
the World Bank, the IMF, and major
donors. Key aspects of this work include
disaggregating social groups, undertak-
ing stakeholder analysis, recognizing in-
dividual and institutional interests, and
assessing social and political risks in
order to fully understand the distribu-
tional impacts of policy reforms. More
than 100 PSIAs have been undertaken
across the developing world in the past
four years and are now influencing the

design of development policy lending,.

ParTiciPATION AND CiviC
ENGAGEMENT

In the 1970s and early 1980s, participa-
tion referred primarily to community
involvement in implementation, such
as building and maintaining roads and
irrigation systems. The development
community has since engaged more

fully with nongovernmental organiza-

tions (NGOs) in both the North and
the South in order to more fully reflect
civil society views in development proj-

ects.

As the importance of participation to
institutional accountability became
more apparent, and its links to gover-
nance and development became more
evident, the need to facilitate dialogue
between borrowers and civil society or-
ganizations (including but not limited
to NGOs) has become an important
part of development assistance. Par-
ticipatory processes have been adopted
across development projects, in country
assistance strategies, and in poverty as-
sessments and Poverty Reduction Strat-

egy Papers.

VIoLENT CONFLICT

The eruption of violent conflict repre-
sents the complete breakdown of social
cohesion. The interest of social develop-
ment practitioners in the conflict and
development agenda emerged naturally

from:

e Work on vulnerability, which was
clearly linked with the social impact
of conflict

e A recognition in the 1990s that
in the post—Cold War era the vast
majority of violent conflicts occur
within countries and that social ex-
clusion, marginalization, and unac-
countable institutions provide the
grievances that fuel civil conflicts

 'The realization that building social
capital through community-driven

approaches not only restores liveli-

Sustainable Development for the 21 Century

25



The Road to 2050

26

hoods but also promotes social cohe-

sion across communities

With a growing portfolio in countries
recovering from conflict, the develop-
ment community has had to clarify
its engagement in post-conflict recon-
struction. At the World Bank, a new
operational policy has redefined the
Bank’s role in the context of a more
comprehensive approach to develop-
ment—{rom an approach focused on
rebuilding infrastructure to one that
seeks to understand the root causes
of conflict, to integrate a sensitivity
to conflict in donor activities, and to
promote assistance that minimizes the

potential causes of conflict.

Over the years, the World Bank has led
the way in cutting-edge research on the
links between development and conflict
and has built up considerable expertise
and skills in assisting countries affected
by conflict. Today, it is in the forefront
of international efforts to rebuild soci-
eties torn apart by conflict—from Af-
ghanistan and the Balkans to Timor-
Leste, Haiti, Liberia, Sudan, and the
Democratic Republic of Congo. It is
also actively engaged in countries still
beset by conflict, such as Colombia,

Nepal, and Somalia.

The major breakthrough was the rec-
ognition that conflict, unlike a natural
disaster, is not an exogenous shock but
is deeply rooted in the development pro-
cess itself—in effect, conflict is a failure
of development. A social development
lens called attention to the fact that
where conflict occurs within a country’s
borders, post-conflict recovery needs
to be about more than the bricks and

mortar of reconstruction—it needs to

focus on restoring human and social
capital and on promoting social inclu-
sion and cohesion to avoid a relapse into

violence.

GLOBAL IMPLICATIONS OF
LocAL CONFLICTS

Concern over the past two decades with
global security threats has led the inter-
national community to focus increased
attention on two global, interrelated
issues: human security and countries
affected by violent conflict or fragile or

failed states.

Building on the work of Amartya Sen
and others, the UN Human Security
Commission proposed shifting atten-
tion from the security of the state to
the security of people. It places people,
rather than nation states, at the center
of the security agenda. Human secu-
rity focuses on empowering as well as
protecting vulnerable people—seeking
freedom from want as well as freedom
from fear. Human security thus joins
and integrates the international com-
munity’s main agenda items of peace,
security, and development. This agenda
is wholly consistent with the principles

of social development.

The challenge of meeting the MDGs
has also called attention to the large
share of the world’s poor who, through
no fault of their own, live in countries
affected by violent conflict or in fragile
states incapable of delivering basic ser-

vices, including security.



Research from the social and economic
fields has highlighted the characteris-
tics of societies that are more resilient

to conflict, including:

* Dolitical and social institutions that
are largely inclusive, equitable, and
accountable

¢ FEconomic, social, and ethnic diver-
sity—pluralism and inclusion, rather
than polarization and dominance

e Growth and development that raise
incomes and opportunities across
society

* A culture of dialogue rather than

violence.

In short, working to reduce the global

threats posed by conflict and by fragile

states amounts to a restatement of social
development objectives at the country

level.

In addition to contributing to meeting
the MDGs, social development has an
important role to play at the country
level in improving human security and
assisting deeply divided countries avert
the risk of new or renewed conflict. Pro-
moting social structures and institu-
tions that are more cohesive, inclusive,
and accountable—the core principles of
social development—can make a major
contribution to reducing global poverty
and ensuring the next generation inher-

its a more peaceful and safer world.
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