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Summary





Macroeconomic reforms, such as those implemented under structural adjustment programs in many developing countries, have had the unintended effect of aggravating poverty and fueling the mutually reinforcing relationship between poverty and environmental deterioration. Budget cuts, price liberalization, removal of tariffs, currency devaluation, among other reforms, are often implemented in the context of long-standing inequitable social relations at national and local levels. Although these policies may have been designed to achieve sensible, if not urgent, economic objectives such as reducing inflation and budget deficits, they also tend to lead to further social polarization and increased environmental stress. To ensure a positive, mutually-supportive relationship between poverty alleviation and environmental improvement, complementary institutional and policy measures must be integrated into the design and implementation of macroeconomic reforms.





1. Poverty





The conventional view of poverty is that it is a condition or a state of existence that can be measured by the position of an individual or household in relation to an established poverty line in terms of income or consumption.�  As a description statement this may be accurate, but it does not provide an inadequate definition of poverty.   From our vantage point, in all social systems, groups compete for power and wealth (including natural assets) to obtain the goods and service required for their social well-being.  However, people’s abilities to compete to obtain those goods and services vary greatly as a result historically-based competition through which different groups have been able to establish dominant positions in a given society.   Moreover, the uneven ability of social groups to compete is also influenced by changes in local, national, and international circumstances and policies.  One result of this historically-based and on-going social competition is the accumulation power and wealth within certain groups, but the marginalization of others.  Poverty, we would say therefore, is a historically evolved relationship among competing social groups in which significant sectors of the population are deprived of the means of well-being. 





Understanding poverty from this perspective has proscriptive implications different from those implied by the conventional definition. For example, viewing poverty simply as a condition has led to policies which are based on the premise that raising income levels (often in aggregate and average terms) is the solution to poverty. Experience over the past decades has shown, however, that there is no automatic linkage between aggregate income growth and poverty alleviation. The approach we have suggested, while not neglecting the need for income growth, believes that addressing poverty also requires changing the underlying social relations of poverty, including altering the means and processes by which power and wealth are distributed.


�



 2. The Poverty-Environment Nexus





The view that poverty and environmental deterioration reinforce each is widely accepted today and there is ample literature that describes this relationship.� Poverty exerts pressure on the environment because the poor, with little access to produced capital, titled lands, credit, transport and marketing services, technology, and information, are often forced to mine natural assets in order to survive. The depletion of natural assets and degradation of the environment, in turn, weaken the productive capacity of  both the natural assets on which the poor depend and the labor power of the poor themselves.





This mutually reinforcing relationship between poverty and the environment is associated with the relationship of dominance and marginalization among social groups. As stated earlier, social competition leads to accumulation of power and wealth within some groups, and concomitantly marginalization from power and wealth for other groups. The powerful tend to have privileged access to and control over natural assets, while the more vulnerable social sectors have scant means of supporting themselves other than through mining such assets. Both ends of social structures exert pressure (albeit in different forms) on the environment but it is the poor who suffer most directly from environmental deterioration.





This dimension of the poverty-environment nexus also has policy implications different than those implied by the conventional approach to understanding the relationship between poverty and the environment.  It is still common for policy makers to affirm, often unconditionally,  that policies that alleviate poverty will help the environment and, conversely, that policies that protect the environment will help the poor.  In some circumstances, this holds true; in other situations, however, the inverse is the case.   For example, we have seen that poverty has been reduced by damaging the environment (e.g. permitting open-frontier cultivation) and that the environment has been protected by aggravating poverty (e.g. denying the poor’s access to natural assets by building fences around protected areas). The basic point to be made is that there are no simple or superficial solutions to breaking the vicious cycle between poverty and environmental degradation. It is our view that, in the long-run, we must address the underlying causes of inequitable social relations, including changing access to productive assets, if the poverty-environmental degradation cycle is to be broken.   What is certain its that short-term approaches in which trade poverty alleviation against environmental degradation provide no enduring solutions and diminish policy options open to national policy makers in the long run.  





�
3. Macroeconomic Reforms





Macroeconomic policies such as those implemented under structural adjustment programs introduce major variables into the poverty-environment relationship. They influence the existing social relations and, therefore, the abilities of different social groups to compete for power and wealth (including natural assets). Many of these reform policies are needed to achieve long-overdue economic objectives such as reducing inflation through public spending cuts. But the consequent alterations in social relations often work against both the poor and the environment. Stabilization, for example, often hits the poor and the environment harder as spending cuts tend to concentrate on social and environmental sectors - a reflection of competing demands for government resources.





Sometimes macroeconomic policies have the potential to improve both social equity and the environment, but they often fail to realize that potential due to the constraints imposed by existing institutions which serve to maintain a given pattern of social relations. Liberalization of agricultural prices provides an example. In theory, liberalization should provide incentives for poor farmers to produce more goods and to invest in on-land improvements. However, price liberalization often takes place without removing the institutional constraints, such as land tenure regimes and access to basic services. Consequently, price liberalization often strengthens the position of  a small number of well-established commercial farmers, but pushes a large number of poor farmers onto marginal lands and further into poverty. 





4. Four Conclusions from WWF’s Research





Since 1990, WWF’s Macroeconomics for Sustainable Development Program Office (MPO) has carried out case studies to examine the impacts of macroeconomic reforms on poverty and the environment in 12 developing countries: Cameroon, Cote d’Ivoire, Mali, Tanzania, and Zambia in Africa, Pakistan, Thailand, and Vietnam in Asia, and El Salvador, Jamaica, Mexico, and Venezuela in Latin America.� These  country case studies have been conducted by national research teams. The following are the four conclusions drawn from the macroeconomic reform experience of these countries regarding the poverty-environment nexus. There are, no doubt, numerous specific exceptions to the conclusions presented below. However, these concluding points are issues that were of central concern to the twelve research teams and are themes that have arisen consistently from parallel studies.





First, relative price changes experienced under reform programs have altered social relations. There has been a realignment of power among different economic sectors. For example, industries that are government-owned or internally-oriented have lost influence relative to privately-owned or externally-oriented industries. In rural areas, commercial farmers have benefited from higher agricultural prices, but small and subsistence farmers have not been able to benefit from price changes due to the problem of land tenure and lack of access to basic services such as transport and marketing. The changing price ratio between input and producer prices has actually worsened the plight of the rural poor. 





Second, the reduced role of the state in national affairs brought about the structural reform programs has also affected social relations. Reform of inefficient state-owned enterprises is necessary, but their rapid closure has generated high unemployment at a time when the private sector is often not able to absorb surplus labor. Spending cuts have reduced public services necessary for the poor to respond positively to new economic opportunities opened up by the reform. At the same time that the private sector has become more influential in economic and political affairs, governments have become less able to redistribute wealth, ensure social equity, and provide public goods and services. Macroeconomic reforms have done little to improve the basic institutions that maintain inequitable social relations. In some cases they have reinforced unequal and asymmetrical social relations.





Third, reforms have led to growing differences between the rich and the poor. The private sector, including multinational corporations, domestic export producers, commercial farmers, medium and large extractive firms have benefited from the liberalization of the economy. The landless and land-poor have not been able to respond to new prices and incentive structures and have experienced a serious erosion in their income earning ability.  One manifestation of this polarization is the growing informal sector, where the old and new poor increasingly rely on such activities as small-scale mining, catching lizards for export, charcoal production, brewing home-made beer, catching rodents for food, etc.  More disturbing, the informal sector provides a wide range of goods and services to the formal sector, often by drawing down natural assets, so that the formal sector could expand and enjoy a higher level of wealth.





Fourth, both ends of the social structure have exerted pressure on the environment and the deterioration of the latter further aggravates poverty. The poor are engaged in environmentally damaging activities such as those mentioned above. But the poor are also most vulnerable to environmental disasters, such as land slides, water shortage, and industrial pollution. The privileged sectors, on the other hand, have been able to increase resource-intensive production with minimal environmental regulation by the government. Another perverse aspect of the mutually reinforcing poverty-environment relationship is that governments have implemented policies designed to distribute natural assets as a means of addressing the growing discontent of the rural poor. This response may relieve social pressure in the short term,  but tends to create or exacerbate has serious environmental problems.





We have tried to summarize the dynamics of this process through the following model:�
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1. We start with the macroeconomic reforms. These reforms are designed to achieve economic balances (fiscal balance and balance of payments), raise efficiency, and generate stable growth.  These reforms are implemented by the central government, usually emanating from the Central Bank and Finance Ministry, and moving downward to other ministries responsible for specific economic sectors or social policies.





2. These reforms alter relative prices throughout the economy.  They also change, often in fundamental ways, the functions of government.  This includes diminishing the role of government as an economic agent but also weakening its ability to provide social opportunities to the public through its regulatory and redistributive mechanisms, and to manage the country’s national environmental patrimony. 





3.  These society-wide economic changes are transmitted to society through established institutions and the prevailing political economy.  As the reforms are transmitted through these institutional filters, specific social groups receive enhanced benefits and opportunities while other groups are placed in more disadvantageous positions.  In the context of economic constraint facing most countries as they implement these reform programs, this dynamic tends to intensify social polarization unless complementary policy and institutional reforms are implemented to alleviate these growing inequalities. 





4. In light of the lack of attention given to the social and environmental dimensions, structural reform programs tend to have significant negative environmental impacts.  These impacts can and do affect the medium and long-term economic performance of the countries.  Additional research is still needed, however, to document these feedback loops.


The negative linkages described in the diagram can be broken by reformulating macroeconomic policies.  While changing the content and pace of macroeconomic reforms is important, implementing complementary institutional and policy reforms may be of equal importance in generating more equitable social relations.  Such changes may be a major contributor to stable and efficient macroeconomic performance in the long-run.





5. Points for discussion





Are macroeconomic reforms necessary?





Many developing countries experience severe economic difficulties which call for reforms. Neither the poor nor the environment are likely to benefit from high inflation, capital flight, lack of investment, declining income, and unemployment. So, to say “no” to reforms is no solution to 


the problem of poverty and environmental deterioration. The question is not whether reform is necessary or not; it is what type of reform that is needed and the pace of implementation. Do you agree with this point?








How to achieve economic objectives without worsening poverty?





Reforms include two phases: stabilization and structural adjustment. In the stabilization phase, the key is how to restructure government budget so that deficits are reduced, but without increasing poverty.  This requires political will to shift the priorities of public spending. For instance, wasteful subsidies often benefiting the rich can be removed; military expenditures can be reduced; efficiency of governmental management can be improved.  Transitional strategies, not just short-term mitigation measures, to protect the vulnerable during the reform process are also necessary. Do you agree with these arguments?  Is it possible to overcome the political obstacles to establishing different budget priorities?





In the adjustment phase, which deals with deeper structural problems, the key is to apply macroeconomic instruments in accordance with specific domestic and international circumstances. If we are concerned about the status of the most vulnerable sectors of society, price liberalization measures should  take into account the ability of the poor to respond to new market signals.  Institutional measures, including targeted public services, are often necessary to enable the poor to benefit from new economic opportunities. Revenues for such measures may come from phased-out subsidies and from a newly expanded tax base of the private sector. The pace of implementation should be tuned to the specific circumstances of the implementing countries, particularly to ensure that nascent enterprises in the formal sector are not crushed by external competition. What do you think?  Are such measures feasible?





International circumstances play a major role in determining the extent and pace of trade liberalization. Developing countries are often urged to open up their markets across the board for international competition. But industrialized countries often protect those markets that are particularly important for exports from developing countries, such as agricultural products and textiles. The result is that trade liberalization in developing countries primarily benefits industrialized countries. The collapse of many domestic industries has created high unemployment. Therefore, trade liberalization in developing countries must take into account protectionism of their major trading partners. They should open their markets under controlled conditions. Do you agree with this assessment?








What role should the state play?





Governments may be inefficient, incompetent, and corrupt, but we cannot do without them. Reducing the economic role of the state may be advantageous if the private sector is capable of filling the gap and if the regulatory system is established and well functioning.  But these are big ifs. In any case, there are some essential responsibilities of the state that must not be removed.  These include: maintaining  macroeconomic balances, ensuring provision and maintenance of basic public goods and services (including environmental ones), and protecting social equity and justice.  All of these functions require clean and effective governance.  Two things need to happen.  One is to increase the transparency of policy making and to involve groups of civil society in decision-making process. The other is to increase the professional quality of civil servants.  Is it possible to engender more transparent and participatory approaches to these society-wide reform programs?   If so, what measures can be taken to overcome political obstacles and objections?








Does poverty alleviation reduce environmental pressure?





If poverty is reduced, the intensified survival pressure on the environment is likely to decline.  But the overall pressure on the environment does not necessarily decrease. For instance, higher incomes raise the general level of consumption.  There is, thus, no automatic positive relationship between poverty alleviation and environmental improvement.   Also required is the strengthening of institutions for regulating the relationship between natural resource assets and their users.  This cannot wait until the poor are all lifted out of poverty; it must be integrated into poverty alleviation programs.  Do you agree?  What are the basic policy reforms needed to achieve the desired outcome?
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