Hot Topic: The Global Economic Crisis
May 2009

RC

Governance and Social
Development Resource Centre

Introduction

This hot topic pulls together the key findings from a series of recent GSDRC helpdesk research
reports which explore the potential impacts of the current economic crisis on developing
countries.
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Overview of key findings

Much of the developing world is now beginning to suffer the impacts of the global economic crisis.
In the Asia-Pacific region the countries expected to suffer the greatest impact are those with
recent rapid labour force growth and slowing economies that are heavily reliant on exports. In the
case of Sub-saharan Africa, the most affected countries are likely to be those whose economies
are highly dependent on primary commodities, especially when combined with poor governance
and weak state institutions. Declining investment in and demand for commodity exports and
services has already resulted in the cancellation of projects, cutbacks in mining and other
industries, and resultant rises in unemployment.

There are concerns that some governments will be unable to provide social safety nets, and may
cut back spending on social services and infrastructure, because of the devaluation of reserves,
falls in revenues, and potential cuts in foreign aid. In the longer term, reorientation away from
productive export sectors towards lower productivity sectors, and decreasing investment in
infrastructure may negatively impact future growth prospects and poverty reduction.

The combination of drops in real wages, unemployment, rising food and fuel prices, the
retrenchment of migrants and reductions in remittances are resulting in insufficient income for
food and other necessities, increasing malnutrition and susceptibility to illness and disease. With
sustained low incomes, households may be forced to sell assets, including ones upon which their
livelihoods are based. Additional concerns include increases in youth employment, the
withdrawal of children from education, and the threat of increased child labour.

Those most at risk are the poor, women labourers in the manufacturing sector, the youngest and
oldest populations, and socially excluded groups. Many women, for example, work in export
processing zones, or in industries with very low wages, poor working conditions and no job



security. They also tend to bear the responsibility of caring for the sick, older persons and
children, and suffer most from the decline in food resources by eating least and last.

Social/political stability

Experience from previous economic crises suggests the potential for social unrest, although this
tends to be highly context specific. During the crises in both Argentina (2001) and Indonesia
(1997) protests were partly a result of pre-existing tensions awakened in the context of economic
hardship and weakened state institutions. These tensions included:

already high unemployment rates;

poverty;

lack of labour union support;

repressive and clientelist political practices;

previously suppressed divisions along regional, class, and cultural lines;
corruption; and

organised crime

Nevertheless, according to a recent US Senate intelligence briefing, almost a quarter of all
countries have already experienced low-level instability as a result of the current global economic
crisis. There is concern that should the crisis persist over one or two years, the danger of regime-
threatening instability will increase. Some of the key areas of concern include:

e Migration: anti-immigrant violence and resentment towards returning migrants

e Socio-economic tensions: social violence and increased religious intensity linked to a
greater awareness of socio-economic differences along religions and ethnic-cultural lines

e Crime: increases in the power and activities of organised crime and increasing crime
rates among youth

e Political unrest: loss of confidence in government and mobilisation of demonstrations by
political groups leading to social unrest

e Security: decreases in national defence spending and international conflict prevention
and peacekeeping commitments

Policy responses

One of the recurring lessons from previous crises is the importance of social insurance systems
and safety nets. Experience from the 1997-98 Asian financial crisis suggests that employment
creation programmes, cash transfers, and education, nutrition and healthcare programmes
played a critical role in alleviating poverty. Safety nets were also crucial in avoiding the need for
poor families to resort to often harmful coping mechanisms, such as reducing meals, eating less
nutritious foods, taking children out of school, selling livestock and other assets, and/or borrowing
money to feed their families.

In Argentina, the principle policy response to the crisis aimed to provide direct income support for
families with dependents for whom the head had become unemployed due to the crisis. Although
the programme was seen as a partial success, it has been criticised for ineffective targeting and
for reducing incentives to search for work in the long-term.

In the case of Indonesia, social safety net programmes were implemented to improve food
security, stimulate the economy, and provide basic health and education services. There were
serious doubts, however, both internationally and within Indonesia, about the programmes’
effectiveness and targeting, and about the potential for corruption.
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1. Overview

As the current economic crisis is still unfolding, its impact on people’s income levels and their
welfare is difficult to estimate. However, preliminary estimates by the ILO indicate that in 2009
unemployment in Asia-Pacific could increase by between 7 to 23 million workers. The countries
experiencing the greatest impact will be those with slowing economies and rapid labour force
growth, such as Cambodia, Pakistan and the Philippines. Emerging economies whose growth
depends heavily on exports to the United States and the European Union, such as Cambodia,
China, Philippines and Vietnam, are already slowing down markedly. South Asian countries are
expected to be relatively less affected less in this way because they have a much lower export
share in their GDP, compared to many East and South-East Asian countries. Pacific island
economies are, to some extent, protected from the most immediate effects of the crisis but they
are not immune. Slowdowns in the tourism, real estate sectors and in commodity-based lending
can be expected to slow regional economies.

The specific humanitarian impacts of the global economic crisis are also not yet clear. Previous
crises and media reports suggest dramatic increases in unemployment will occur. It is also known
that due to unemployment and food and fuel price increases, the number of people living in
poverty will increase dramatically. By some estimates, as many as 105 million more people would
become poor as a result of a 10 percent food price increase - a potential reversal of about 7 years
worth of poverty reduction. Recent projections by the Asian Development Bank show that a 20
percent increase in food prices will lead to an increase in poor people by about 5.65 million in the
Philippines and 14.67 million in Pakistan (see Ramesh 2008). This will result in increased
demands on already overburdened public and family-based support networks, particularly in
countries which are already facing severe governance and financial challenges.

Those most at risk are the poor, women labourers in the manufacturing sector, the youngest and
oldest populations, and socially excluded groups. Not only do these groups have fewer resources
which can absorb some of the impact of shocks, such as real assets and savings, they also have
less influence on economic and political decision-making. Communities or groups that have been
excluded from productive resources, decent work and social security are also likely to be highly
vulnerable to the impact of the global financial crisis as well as to volatility in food and fuel prices.
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These groups include: indigenous communities; ethnic minorities; the disabled; populations
displaced due to conflict, environmental degradation or disasters; stateless people; and migrants.
In particular, many refugees and internally displaced populations depend on food assistance for
their survival and generally do not have access to land for farming, employment or income
generation.

A key concern is the impact of the crisis on women. Many women work in export processing
zones, where they may not have labour rights, or in industries with very low wages, poor working
conditions and no job security. When workers are laid off, women’s jobs are usually the first to go.
They are also expected to act as buffers - urged to look for jobs to meet family needs, but also
relied upon to care for the sick, older persons and children. “The societal pressure on them is to
be strong for the sake of others — the men and the nation. The family becomes the safety net for
the negative impacts brought about by the financial crisis. However, it is still the woman who is
made to carry the heavier burden of keeping the family together. The fact that she has lost her job
and needs support is apparently not important” (see Tauli Corpuz 1998).

Additional concerns include:

» The retrenchment of migrants and a reduction in remittances: Low-skilled immigrants,
especially the untrained, are among the first to be laid off because they are concentrated
in vulnerable sectors, such as construction or tourism, and often hold temporary jobs.
Many migrants will return to rural areas, where they will remain largely underemployed.
Wage competition in urban areas may lead to an increased neglect of labour standards.

» The impact on maternal and child health: Recent research has found that if unaddressed
the crisis could increase rates of maternal anaemia by 10-20% and prevalence of low
birth weight by 5-10%. In addition rates of childhood stunting could increase by 3-7% and
wasting by 8-16%. Trend data also suggests that if unaddressed through preventive
measures, overall under-5 child mortality in severely affected countries of East Asia &
Pacific regions could increase by 3-11% (see Bhutta et al 2008 below).

» Increases in youth employment: Youth unemployment levels are already high in the
countries of the region, such as Indonesia, Sri Lanka and the Philippines - up to 25% in
the first two. In the Pacific, where economic growth has not kept up with high rates of
population growth, large youth populations combined with school dropouts make youth
employment a major concern.

» The growth of the informal economy: The informally employed are likely to be highly
vulnerable to exogenous shocks to their income and livelihoods. They are unlikely to
benefit from any social protection whatsoever.

» The withdrawal of children from education: The Asian financial crisis of 1997-98 and the
ensuing increase in unemployment and poverty resulted in a significant deterioration in
education and health outcomes. As families struggle to make ends meet during times of
crisis, often families are no longer able to afford to send their children to school.

» The threat of child labour: In 2004, there were 122 million economically active children in
the region. It is widely argued that the increased poverty that results from economic
crises leads in turn to increased child labour.

» The impact on nutrition: The impact of the financial crisis has been exacerbated by the
rise in food prices and the cost of living. In Sri Lanka, for example, some women have
reduced their meals from three to two times a day and/or reduced the quality of their diet
in response to declining wages and price increases.

Much of the literature on this issue refers to lessons learned from the 1997-98 Asian financial
crisis. It is argued that then the situation stabilised and eventually improved only after massive
government intervention in the affected countries. Employment creation programmes and cash
transfers played a critical role in alleviating poverty, while education, nutrition and healthcare
programmes helped mitigate against the emergence of long-term adverse effects.



The literature also highlights the crucial importance of safety nets in tempering the impact of the
crisis and avoiding the need for poor families to resort to often harmful coping mechanisms, such
as reducing meals, eating less nutritious foods, taking children out of school, selling livestock and
other assets, and/or borrowing money to feed their families. These safety nets include: cash
transfers — conditional/unconditional; food distribution; price subsidies; agricultural inputs; family
benefits; childcare support; public works; health, asset and life insurance; school-based food
programmes; education scholarships; and micro-finance.

2. Key Documents

‘“Economic and Soci al Survey of Asia and the Pacific
Devel opment ', United Nations Economi c thenPadcifiS,oci al Com
New York

http://www.unescap.org/pdd/publications/survey2009/download/Survey2009.pdf

This report examines the triple threats of the financial crisis, food and fuel price volatility and
climate change facing the Asia Pacific region. The authors argue that as the crisis is still
unfolding, its impact on people’s income levels and their welfare is difficult to estimate. However,
preliminary estimates indicate in 2009 that unemployment in Asia-Pacific could increase by
between 7 to 23 million workers.

There is also a significant risk that the recession may evolve into a deeper and wider regional
crisis that will bring with it political instability, widespread social unrest, further downward
pressures on economic growth, rising unemployment, and a new cycle of crises, both within and
among countries. In the Asia Pacific region, the countries experiencing the greatest impact will be
those with slowing economies and rapid labour force growth, such as Cambodia, Pakistan and
the Philippines. The various impacts of the crisis include:

» Wage growth: This is slowing across the region — the average wage growth in real terms
in 2009 is unlikely to exceed 1.8% — and an outright wage reduction in countries with low
economic growth is predicted. Wage growth has already been reduced through
agreements between governments and social partners in some cases, such as in
Singapore, or through a cap on minimum wage increases, as in Indonesia.

» Migration: During a crisis, low-skilled immigrants, especially the untrained, are among the
first to be laid off because they are concentrated in vulnerable sectors, such as
construction or tourism, and often hold temporary jobs. Migrants will return to rural areas,
where they will remain underemployed. Wage competition in urban areas may lead to an
increased neglect of labour standards, as well as an increase in income inequality
between top executives and employees. Remittances have traditionally been an
important source of external funding in the Pacific islands in view of the small size of the
economies.

» Vulnerable groups: Those most at risk are the poor, women who are labourers in the
manufacturing sector, the youngest and oldest populations and socially excluded groups.
Not only do these groups have fewer resources with which to cushion the impact of
shocks, such as real assets and savings, but they also have less influence on economic
and political decision-making. Communities or groups that have been excluded from
productive resources, decent work and social security are also likely to be highly
vulnerable to the negative impact of the global financial crisis and to volatility in food and
fuel prices. These groups include: indigenous communities; ethnic minorities; persons
with disabilities; populations displaced due to conflict, large development projects,
environmental degradation or disasters; stateless people; and migrants. In particular,
many refugees and internally displaced populations depend on food assistance for their
survival and generally do not have access to land for farming, employment or income
generation.


http://www.unescap.org/pdd/publications/survey2009/download/Survey2009.pdf

» Youth unemployment: This is expected to increase from its already high levels in some
countries — in 2007, for example, 25.1% in Indonesia, 25.0% in Sri Lanka and 14.9% in
the Philippines. In the Pacific, where economic growth has not kept pace with high rates
of population growth, large youth populations combined with school dropouts make youth
employment a major concern for this subregion.

» Child labour: The financial crisis could exacerbate the child labour situation in the Asia-
Pacific region, as some children may have to go to work to supplement household
income. In 2004, the ILO estimates that 122 million children were economically active in
the region. Children are also at risk of being withdrawn from school or not enrolled. In
addition, when families have to cut back on the quantity and quality of food, poorer
nutrition in children can have permanent effects on intellectual capacity and cause
chronic poor health, which, along with lower educational completion rates.

» Gender implications: It is expected that men and women will be affected differently by the
financial crisis. Many women work in export processing zones, where they may not have
labour rights, or in industries with very low wages, poor working conditions and no job
security. In addition, in difficult times, families often rely on women to care for the sick,
older persons and those who cannot fend for themselves, making it difficult for women to
earn an income outside the home. In South-East Asia and the Pacific, although the
overall unemployment rates are comparatively low and have stabilized in recent years,
there is a worrisome trend of rising unemployment rates for women, which the financial
crisis could further exacerbate. In 2007, unemployment rates were 6.9% for women,
compared with 5.6% for men. Ten years earlier, the rate for women was 4.2%, only 0.3
percentage points higher than the rate for men.

» Social protection: Most developing countries of the region do not provide adequate social
protection for their citizens — leaving millions to resort to limited, often harmful, coping
mechanisms, such as reducing meals, eating less nutritious foods, taking children out of
school, selling livestock and other assets or borrowing money to feed their families. In the
case of sudden spikes in the price of food, the poor have to spend an even larger
proportion of their income on food and will probably buy less food or food that is less
nutritious. Chapters 2 and 5 examine this issue in more detail.

Room Paper on the Likely I mpact of the Fi
Responses’, International Labour Office
http://www.oit.org/wcmsp5/groups/public/---ed _norm/---
relconf/documents/meetingdocument/wcms 100483.pdf

This paper provides a rapid preliminary assessment of the likely impact of the financial and
economic crisis and suggests a number of policy responses. The paper is organised into six
sections, providing: (1) a rapid preliminary overview of the impact of the crisis in the regions; (2)
selected examples of measures taken by countries; (3) a summary of the action taken by the ILO
by early November 2008; (4) an outline of policy response options that countries might consider;
(5) a summary of the challenges to global governance arrangements; and (6) possible responses
to the crisis by the ILO through the first half of 2009.

Section 1 finds that emerging economies whose growth depends heavily on manufacturing
exports to the United States and the European Union (EU), such as Cambodia, China, Philippines
and Vietnam, are slowing down markedly. Other countries, whose exports are driven by a single
industry, are also affected. South Asian countries are expected to be affected less through the
“export channel” because they have a much lower export share in their GDP, compared to many
East and South-East Asian countries. Pacific island economies are, to some extent, shielded from
the most immediate effects of the crisis but they are not immune. However, slowdowns in tourism,
real estate and commodity-based lending can be expected to slow regional economies.

It also highlights that the financial crisis is having a number of adverse impacts on Asian labour
markets in a number of ways:
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» Slowing employment growth: Recent business surveys indicate that employers in the
region are reducing hiring but do not expect employment to be cut during the rest of the
year. Some companies have also reduced overtime in order to save jobs.

» Most affected sectors: These include financial services, export industries (garment,
electronics and other sectors — many dominated by women workers), construction, real
estate, commerce, transportation and tourism.

» Impact on young people: As the number of new vacancies shrinks, labour turnover is
declining and school leavers and graduates are experiencing increasing difficulties in
finding jobs. Youth unemployment is already high in some countries (25.1 per cent in
Indonesia, an estimated 25 per cent in Sri Lanka and 14.9 per cent in the Philippines in
2007) and the numbers are expected to grow.

» Slowing wage growth: Wage growth is slowing down and eroding living standards. In
some countries, lower increases in wages have been negotiated to save jobs
(Singapore); in others (Indonesia) the Government has set a limit on the minimum wage
increase.

» Job losses not large-scale so far: In Thailand, 125 factories retrenched a total of 15,000
workers between 1 January and 31 October 2008, and about 17,000 more jobs are likely
to go during the rest of the year. The Social Security Board is considering extending the
period of unemployment benefits from 180 to 240 days. In China, there are unconfirmed
reports that factory output has shrunk sharply in the face of declining orders and that
hundreds of companies are closing down and laying off their workers.

» Rising unemployment in developed countries: In more developed Asian economies,
employment growth will decline and unemployment rates will rise.

» Expansion of the informal economy/vulnerable employment in developing Asia: While
workers in more formal manufacturing activities — particularly those in export-oriented
industries — may lose their jobs or face reductions in hours worked or in their pay, many
of those in the affected industries will be forced to seek alternative employment in
informal activities. Many countries therefore face a possible expansion of their urban
informal economy.

» Labour supply pressure: The greatest challenge will be in countries that experience a
sharp deceleration in economic growth amidst fast labour force growth (such as
Cambodia, Pakistan and Philippines). China faces the challenge of declining growth in a
context where the population has high expectations of a continued rise in living
standards.

» Concern about migrant workers and their remittances: Labour migration outflows in the
Asia—Gulf region will experience a modest decline. Total outflows will thus be reduced,
but net flows may still remain positive for some time to come. In countries like Nepal,
lower foreign earnings will make it harder to service external debt and could lead to
increased social tension.

» Increased vulnerability to child labour: The impact of a global economic downturn,
increased unemployment and underemployment could also have a significant impact on
child labour.

Mehr ot r a, S. , 20009, ‘*The Poor in East andDréftout h East
Wor ki ng Paper prepared for UNICEF Conference on *‘The
Child in East Asia and the Pacific Islands, Singapore, January 6-7

http://www.unicef.org/eapro/The Poor in EA and SEA in_the time of Financial Crisis SM.pd

f

Section 1 of this paper examines the impact on the poor of financial crisis and suggests five
reasons why the impact on livelihoods is a source of concern for governments. These are:

» A significant proportion of the East Asian population is still poor: Indonesia, Malaysia and
Thailand have very low shares of the total population below the $1 a day poverty line.
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However, significant shares of their populations live on under $2 a day (Indonesia 52%,
Thailand 32.5%). Meanwhile, Cambodia (34%), Laos (26%), the Philippines (14.6%) and
Vietnam (17.7%) have significant shares of the population below the $1 a day poverty
line.

» The share of the workforce in the informal economy is very large in all countries: The
informally employed are likely to be highly vulnerable to exogenous shocks to their
income and livelihoods — especially those who are employees rather than employers
within the informal sector. The poor are most likely to be those engaged in informal
employment, without any social protection whatsoever.

» The share of the regionés workforce in agricultu
sector is neglected: Households in the lowest expenditure categories still derive a larger
share of their total income from agriculture when compared to households in higher
income groups. Yet policy-makers tend to ignore agriculture. If agricultural incomes rise,
they can boost domestic consumption demand, and thus serve as a countervailing force
which could offset the decline in external demand due to the financial crisis.

» Declining food self-sufficiency ratios and rising import prices: According to FAO, food
self-sufficiency (production/total demand) is projected to decline from 97% to about 90%
in East Asia. Thus, given that food self-sufficiency is declining, it is critical that in
conditions of rising world food prices there are measures in place to ensure that the poor
and those in the informal economy, and net food buyers in rural areas, are protected
against the pass-through of world prices to domestic consumers.

» Share of exports in GDP is far higher than in comparator countries: Of all groups of
countries in the world, East Asia has the highest proportion of export to GDP ratio (66%
as opposed to 44% for developing countries). Therefore, the East Asian countries’
growth prospects, as well employment in the export-oriented sectors, will be impacted
adversely as the economy of the main market for their products, the US, slows
significantly.

Section 4 highlights the case studies of two economies in the region — one low income
(Cambodia) and one middle income (Indonesia) — as a way of exemplifying some of the policy
concerns that governments must address to meet the income and livelihood needs of their poor.

The final section discusses specific actions that are needed to address the issues listed above.
These include initiating social insurance and social assistance mechanisms for workers in the
informal economy; a fiscal package to stimulate domestic demand and offset the falling
employment in export activities; and a focus on agriculture, especially food production, that will
have multiplier effects throughout the economy.

Rame s h, M. 2008, ‘ E cite Sacrali lmpadt rLessans from rihee 1997 Asian

Economic [[mradfsti sWogr ki ng Paper prepared for UNICEF Conf
Economic Crisis in the Child in East Asia and the Pacific Islands, Singapore, January 6-7
http://www.unicef.org/eapro/Economic_Crisis_and Its_Social ImpactMR.pdf

The objective of this paper is to examine the social consequences of the 1997 Asian financial
crisis with the purpose of drawing lessons for addressing the current economic crisis. The paper
shows that the outbreak of the financial crisis and the ensuing increase in unemployment and
poverty resulted in a deterioration in education and health outcomes. The situation stabilised and
eventually improved only after massive government intervention in the affected countries.
Employment creation programs and cash transfers played a critical role in alleviating poverty,
while education, nutrition and healthcare programmes helped mitigate against the emergence of
long-term adverse effects.

The author argues that in many ways, the current crisis is a more pernicious one than its 1998

predecessor, as it is conjoined with energy and food crises. However, the financial and economic
systems of many Asian countries are in a better state than a decade ago — and this may offer
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some protection against the adverse effects of the crisis. The author’s research finds that no
country in the region is expected to experience a deep recession, and certainly not of the type felt
in the late 1990s. In fact, despite the slowdown, economic growth is expected to positive for 2008
and 2009. However, as societies and governments in Asia are so deeply integrated with the world
economy they cannot escape the global crisis unscathed. Even a modest economic decline will
make it harder for affected countries to achieve their Millennium Development Goals.

The author highlights studies which have suggested that recent food price rises will significantly
increase poverty levels. As many as 105 million more people will be poor as a result of a 10
percent food price increase - a potential reversal of about 7 years worth of poverty reduction.
Recent projections by the ADB show that a 20 percent increase in food prices will lead to an
increase in poor people by about 5.65 million in the Philippines and 14.67 million in Pakistan.

The paper outlines some of the lessons learned from 1997-98 crisis that may be relevant:

» The 1997 economic crisis was heterogeneous in its impacts across Asia, as was the
response to them. Many of the social impacts that became apparent during the crisis
had existed before and were only aggravated by the economic downturn.

» The crisis was deep but not as widespread as initially feared, although there were
particular households and communities who were severely affected.

» No country proved to be immune to the need for social protection. Even robust and
well managed economies, e.g. Singapore in early 1997 when all economic indicators
were largely positive, fell into difficulties

» Social protection programmes need to be established preceding and not during the
crisis. Such programs help contain the severity of the crisis by acting as automatic
macroeconomic stabilisers that boost income and thus shore up consumer demand.
Launching new programmes during recession is difficult because of fiscal constraints
during slowdown. The near-absence of adequate income support programmes in the
region at the time aggravated the recession and made it difficult for governments to
protect the population from its worst effects.

» Without well-designed programmes already in place, governments during crises have
to resort to quick fixes which can have possible long-term adverse effects.
Indonesia’s subsidy for rice and fuel are examples of ill-designed programmes that
cost a lot of money but benefitted the middle and upper classes more than the poor.
Similarly, all Asian countries that launched major public works programmes in
response to the 1997 crisis did so in an ad hoc manner with inadequate evaluation of
the long-term desirability of the projects or their unintended effects.

» The primary objective of social protection programmes should be to assist those in
need rather than to boost the economy. In the early days of the crisis, Korea and,
especially, Thailand launched assistance programmes centred on the labour markets
that provided little immediate protection to many affected by the crisis. It was only
after the Thai government introduced health, nutrition and education programmes
that benefits began to reach such people.

» Broadly targeted programmes should not be dismissed summarily, as is often the
case among policy reformers influenced by economistic thinking. The case of
Malaysia shows that programmes designed to uplift the entire Malay (Bumiputras)
community, who form over half the population, can also be quite effective during
crisis. The existing system of public provision of education and healthcare at no or
negligible price meant the government did not have to struggle to establish special
programmes for households pushed into poverty by the crisis.

» The cost of administering strict targeting is substantial, but so is the cost of excessive
leakage, suggesting a need for a balance. The community-wide support schemes
launched in Indonesia and Thailand amidst the crisis were perhaps the best that
could have been done, given the lack of the information on the potential
beneficiaries.



» A simple yet effective programme is a means-tested cash transfer programme. Such
programmes automatically spring into action when there is a need and wind back as
conditions improve. It is also consistent with the idea of individual autonomy and
consumer choice. Its main limitation is the possible work disincentives, but the author
argues this fear is an insufficient reason for denying protection to the population
faced with economic conditions not of their own making. Governments may also
consider establishing conditional cash transfer programmes whereby households are
required to send children to school or get them immunised in order to receive
benefits.

3. Impact on children

Bhutt a, Z. Et al ., 2008, ‘“The I mpact of the Food anc
Nutri thiraarf’'t, Wor ki ng Paper prepared for UNI CEF Conf e
Economi ¢ Crisis in the Child in East Asia and the Pacif

http://www.unicef.org/eapro/Crisis_and Child Health Nutrition ZB.pdf

This report identifies the possible impacts of the current crisis on child health and nutrition in East
Asia and the Pacific region, by examining the complex cause and effect relationships of various
child and maternal nutrition and health indicators as the findings from last Asian economic crisis
of 1997. The report also identifies possible social security measures and remedial interventions
which could help mitigate these impacts.

The authors find that food and economic crises have the clear propensity to lead to significant
deterioration of the health and nutrition of mothers and children in poor communities in the short
term. These effects are especially marked among susceptible sectors of the population, the
marginalized poor, especially those in urban settings who cannot resort to subsistence farming
like their rural counterparts, and who do not have access to social support networks. The effects
are also especially notable among women who act as buffers for children by bearing the brunt of
acute food shortages or price increase. As the experience of the 1997 Asian financial crisis
shows, this can have significant impact on health and nutrition outcomes for both maternal and
child outcomes. It is also evident from the experience of the 1997 Asian crisis that not all sectors
or countries were affected equally and several countries appear to have escaped significant
financial and social sector impacts. However, an analysis of available data from specific sub-
national studies and trend of health and nutrition indicators suggest that the impact was
significant in several moderate to severely affected countries.

The recent global food price and financial crisis has had fiscal impacts of comparable magnitudes
in many parts of the developing world. The global economic meltdown also indicates that
development aid and assistance may also not be available at the same level as before, thus
making it likely that social sector spending and consequent health and nutrition outcomes may be
significantly affected. The authors’ estimates suggest that if unaddressed the recent crisis could
increase rates of maternal anaemia by 10-20% and prevalence of low birth weight by 5-10%. In
addition rates of childhood stunting could increase by 3-7% and wasting by 8-16%. Trend data
also suggests that if unaddressed through preventive measures, overall under-5 child mortality in
severely affected countries of East Asia and Pacific regions could increase by 3-11%.

Kane, J. and Vemuri, S. R., 2008, ‘What threft Economic

Wor ki ng Paper prepared for UNICEF Conference on *‘The

Child in East Asia and the Paci-Tic |Islands’, Singapot
I

http://www.unicef.org/eapro/Economic_Crisis _and child labourJK.pdf

There is widespread common wisdom that economic crisis will automatically result in increased
child labour. This is based largely on the perception that child labour is a direct result of poverty,
and some commentators argue that, since economic crises deepens poverty, child labour will
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inevitably increase. This paper argues that the key to understanding why child labour occurs is
understanding the whole range of individual and cumulative vulnerability factors that form the
basis of the decisions that families (and sometimes children themselves) make on the allocation
of the child’s time — whether the child should be in school/training, remain idle or begin work (in
the case of child labour, prematurely). While shocks of various kinds may influence these
decisions, there are generally factors already in place or that arise that make it likely that some
families will consider the option of child labour while others will not.

What is clear, however, is that the likely impact of economic crisis and food price rises is to drive
people underground. To avoid high prices and the prospect of low wages, many workers are
driven into informal sector employment. A rise in the informal sector may result in a steady flow of
child labour so that wage rates in the informal sector can be kept as low as possible. The
fundamental root cause of vulnerability of the informal sector is a lack of social safety nets.
Policies are needed that can address how children can be supported by strengthening social
safety nets. Section IV looks at the responses that are possible or necessary to specifically
reduce the likelihood that children will enter into child labour as a result of the shocks. These
include:

» Data and profiling: The need for comprehensive, systematic national data on child labour,
fully disaggregated by the child’s age, sex, (dis)ability, educational profile family
circumstances, and sector worked /risk factors observed.

» Vulnerability profiling: So that interventions can be targeted at those children and families
that are most at risk.

» Safety nets: These nets include: cash transfers — conditional/unconditional; food
distribution; price subsidies; agricultural inputs; family benefits; childcare support; public
works; health, asset and life insurance; school-based food programmes; education
scholarships; and micro-finance. These should be targeted to newly vulnerable
populations in the first instance — especially in urban areas (since rural areas produce
some of their own food whereas urban areas are dependent on food purchases) and very
young children.

» Conditional/ unconditional cash transfers: Making cash transfers conditional on all school-
aged children attending school is strongly indicated in efforts to stave off child labour.

» Boosting agriculture: In both the short and longer term, boosting smallholder farmer food
production will both make food available and support rural families and economies.
However, it is important to note that this might also provide incentives for rural families,
particularly those involved in agriculture, to exploit children as agricultural labourers.

» Childcare support: Where families increase household income through female
employment, it is vital that enhanced (even temporary) childcare services are available
and accessible to women who have children below school age or any other children who
need care. This is not only important to ensure that these children are looked after but
also to obviate the possibility that girl children in particular will have to replace the mother
in household and child-rearing duties.

» School-based programmes: These include school feeding programmes and take-home
rations that not only safeguard a child’s nutrition but also provide an incentive for the child
to attend school.

» Multi-level monitoring: For example, teachers, school principals and other educational
staff need rapid training on how to recognise signs of a child potentially having started
work or increasing workload: fatigue, sudden absences, lack of concentration, physical
injuries etc. A system of alerts to protection or social services should be in place and
used to report cases where children are at risk. Also community vigilance, labour
monitoring, social monitoring.

» Youth employment schemes: Youth employment schemes, including apprenticeships,
subsidies to employers, accelerated school-to-work transition schemes, ‘work for
benefits’ schemes and subsidies for diversification training for those young people who
need to upgrade their basic skills — these are all important in the medium- to long-term to
reduce the likelihood of child labour.
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» Information, communication and education (ICE) initiatives: There should be immediate
and sustained ICE initiatives on the importance of education and the risks of child labour.
These should be both general and targeted: families might receive educational briefings
during parents’ meetings in schools, at health clinics, mother and baby clinics and other
places that parents and families frequent. The aim of these should be to influence family
decision making in a context where options are being made available, so it is important
that briefings include information about available programmes.

4. Impact on women

Tauli-Cor puz, T. , -Pagifec 8 Women AGrapale with Financial Crisis and
Gl obalisation’”, Third World Resurgence, Number 94
http://www.twnside.org.sg/title/grapple-cn.htm

This report was written during the Asian financial crisis of the late 1990s. It argues that it was the
poor women of the Asia-Pacific region who bore the brunt of the crisis. “The further liberalisation
of trade and investments (particularly financial investments) which has led to the present crisis
has exacerbated unemployment, underemployment, dislocation from traditional sources of
livelihood, increased outmigration to urban areas and overseas, and worsening food insecurity.
While jobs have been created for women because of the influx of labour-intensive industries to
take advantage of cheap labour, these jobs are also highly insecure. The recent financial crisis
has shown how fragile these jobs are.”

The key issues included:

» Unemployment and underemployment of women workers: The crisis forced many
companies to shut down. Whilst both men and women workers were laid off, usually, the
women are the first ones to go. The Philippine Overseas Employment Association
(POEA) reported in February 1998 that the regional crisis threatened 33,096 overseas
Filipino workers. The estimated total number of Filipino overseas migrant workers was
7.2 million, of which 55% to 65% were women. More than half of those sent back home
were women. In Indonesia, similar stories are told. Thousands of migrant workers from
Malaysia lost their jobs but many of them chose to stay on illegally.

» Women as buffers: Aside from being fired first, the women are also the ones pressured to
help keep the family intact in these times of crisis. At the same time, women are also
urged to look for jobs to meet their family needs. According to a 1998 government survey
in Korea, the rate of women job-seekers was twice as high as that of men. “The societal
pressure on them is to be strong for the sake of others — the men and the nation. The
family becomes the safety net for the negative impacts brought about by the financial
crisis. However, it is still the woman who is made to carry the heavier burden of keeping
the family together. The fact that she has lost her job and needs support is apparently not
important.”

» Marginalisation of rural women and increasing food insecurity: Although globalisation
resulted in some women gaining employment in the manufacturing sector, the majority of
Asian women were still found in the informal economy, rural farming communities, and in
subsistence economic activities. The shifts in production patterns due to globalisation,
however, led to the dislocation of women from their traditional sources of livelihood. Land
and crop conversion schemes were pushed to create the shift from subsistence to
commercial crop production. Even commercial rice- and corn-growing were discouraged
in favour of the production of 'high-value' (or globally competitive) crops like asparagus,
bananas, eucalyptus, and cutflowers like orchids and anthuriums. The outmigration of
rural women to the urban areas and abroad increased significantly as a result of the
breakdown of rural agriculture and cottage industries such as handloom textile weaving.
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Emmet t , B., 2009, ‘Paying the Price fodld the
http://www.oxfam.org.uk/resources/policy/economic_crisis/downloads/impact economic_crisis_w

omen.pdf

This research by Oxfam International uncovers the impact on women of the global economic
crisis. The report highlights recent World Bank estimates that women are highly vulnerable to the
effects of the economic crisis, and predicts increases in infant and child mortality, decreases in
the number of girls in education, and reduced earnings. The report argues the crisis is having a
devastating impact on women'’s livelihoods, rights, and families:

» Womends |jobs usualWomen tark eoncéntratesl in inseoure gobs: with
meagre earnings and few rights; they tend to have few skills and only basic education. So
they are usually the first to lose their jobs. The ILO predicts that the global economic
crisis will plunge a further 22 million women into unemployment, make female
unemployment higher than male unemployment, and make the ratio of women pushed
into insecure jobs in 2009 higher than for men. In the Philippines, more than half of the
40,000 jobs lost in the come from export processing zones, where 80 per cent of workers
are women. Sri Lanka and Cambodia have each lost 30,000 mostly female garment
industry jobs to date — in both countries, the garment industry accounts for at least half of
export earnings.

» Loss of migrant jobs and effect on remittances: Women who have migrated to cities at
home and abroad to support themselves and their families are being hit hard by the
crisis. Female wages are an important source of income for families who depend on their
remittances. In Cambodia, for example, more than 90 per cent of garment workers are
women and almost all of them are migrants from rural provinces who support their
families back home.

» Impact on nutrition and education: The impact of the financial crisis has been
exacerbated by the rise in food prices and the cost of living. In Sri Lanka, for example,
some women have reduced their meals from three to two times a day and/or reduced the
quality of their diet in response to declining wages and price increases

» Exploitation by employers: There are reports that employers are exploiting the second-
class status of women to evade statutory labour rights — pressurising workers to sign
redundancy letters to avoid having to pay severance, leaving pay and social insurance
outstanding. Those who manage to keep their jobs are seeing cuts in wages and
overtime rates, increasingly precarious contracts, and the loss of benefits such as
subsidised meals and transport

» Male-focused government interventions: “There is deep concern that government
responses to the crisis in many countries are inadequate or targeted overwhelmingly at
male employment, as governments concentrate stimulus packages in the construction
and infrastructure sectors. In the Philippines, for example, a day after a newspaper article
cited the loss of 42,000 jobs in the garments, semi-conductor, and electronics industries
— where female labour is predominant — the government responded by announcing the
creation of 41,000 new jobs through government infrastructure projects. The stimulus is
badly needed — but likely benefits men almost exclusively, even where women are
bearing the disproportionate impact of job losses.” (p.9)

Economi

5. Impact on migrants

CARAMASIA,n. d. , ‘“Financi al Crisis Impact on Mig
in AIDS and Mobility, Kuala Lumpur
http://www.caramasia.org/presentations%20&%20papers/Economic%20Crisis%20Report.pdf

13

rat.i

on

c


http://www.oxfam.org.uk/resources/policy/economic_crisis/downloads/impact_economic_crisis_women.pdf
http://www.oxfam.org.uk/resources/policy/economic_crisis/downloads/impact_economic_crisis_women.pdf
http://www.caramasia.org/presentations%20&%20papers/Economic%20Crisis%20Report.pdf

As the effects of the financial crisis continue to cause a global economic slowdown, millions of
migrant workers are set to be deported. This report seeks to highlight the implications of the
financial crisis arising from the mass retrenchment of migrant workers. The paper also argues
that the financial crisis has become a catalyst exposing existing failures in the uses of migration
by both developing countries’ labour exportation policies and the willingness of developed states
to profit from the commoditisation of migrant workers with little to no oversight.

In many cases, migrant workers are often the sole income providers for their families and the
expected retrenchment is likely to push millions of these families further into poverty. Recent
studies published by the World Bank estimate that the level of remittances sent back to
developing countries may fall from anywhere between 0.9% - 6%. When the Asian financial crisis
occurred in 1997, governments throughout the region deported hundreds of thousands of foreign
workers to safeguard the political and economic status quo. As unemployment rose to 10% in
South Korea, 200,000 migrants were deported. In Malaysia, the crisis led to almost 850,000
foreign permits not being renewed by the government as the country’s GDP fell fallen by some
6.2%. Thailand deported some 600,000 workers as the unemployment rate doubled.

Those migrants who are able to stay employed, are likely to face increasing rates of stigmatism
and persecution by local populations as unemployment figures amongst nationals continues to
rise. It is also important to note that the current financial crisis affects the lives of all migrants, not
just those who are employed overseas. Since the liberalisation of its markets, China has
increasingly engaged in a process of urbanisation, in order to provide cheap labour for its
factories. This process has now resulted in between 110-150 million urban migrants working in
the major cities to support their rural families across the country. As a result of the downturn in
trade, some 15% have already returned to the countryside with some 20 million migrants losing
their jobs. China’s Ministry of Human Resources has already indicated that a further 30 million
are also likely to lose their employment. This rising unemployment will have severe implications
for migrants’ ability to provide basic amenities for their families.

Ray, Y., 20009, ‘“Economic Downturn and I nstabi

The Brookings Institution, Washington DC
http://www.brookings.edu/opinions/2009/04 china_yep.aspx

China’s huge domestic market and its cautious approach to integration with the global financial
system may have helped cushion the impact of the continuing financial tsunami. However,
China’s unemployment rate is expected to reach 4.6% by the end of this year, the worst figure
since 1980. Worse, this figure does not include migrant workers from rural area. It is estimated
that at least 20 million of the 130 million migrant workers will lose their urban jobs in 2009.

“(ht is the migrant workers, who receive no systematic support in times of need, who are the most
at risk from the economic downturn. Rural-urban inequality is reflected not only in terms of
discrepancy of life chances, income opportunities, and standards of living: the difference in
welfare regime is also testament to the huge gap between the two worlds. Self-sufficiency is the
defining feature of China’s rural welfare system, with peasants striving on their own to face
economic ups and downs. With the economic and social systems in flux, and with no welfare
system to serve as a tether, entitlement to the lease of land is crucial for the rural population.
Land, and farming, provides a steady flow of income, cheap food, shelter, and most important of
all, a sense of security. It is the last line of defense against economic disaster and a fall-back
option for migrant workers.”

However, when millions of these peasant workers eventually return home, many of them will have
to face the reality of landlessness. Many peasants lease out their lands when they take jobs in the
cities, but others have been forced to surrender their land leases. As rural lands are “collectively
owned”, i.e. Chinese peasants are entitled only to lease land for a fixed period of time and the
ultimate control rests in the hands of their “representatives” or village officials. There have been
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various instances of social unrest over land transfers in recent years. As a result, the author
argues: “The combination of presence of tens of millions of frustrated, jobless, and landless
people and the disposition of public security forces to sometimes employ excessive violence
toward complainants appears to be the perfect recipe for confrontation and disturbance. The
situation is so delicate that the Chinese government may consider it the lesser of two evils if
some of these unemployed migrant workers prefer to stay in the cities.”

6. Impact on the labour market — case studies

Vietham

Pham, N . Q. , 2009, “I mpact of the Globatnamnanci

International Labour Office, Hanoi
http://www.ilo.org/wcmsp5/groups/public/---asia/---ro-
bangkok/documents/meetingdocument/wcms 103550.pdf

The global financial and economic crisis is having significant impacts on enterprises, workers and
families in Vietnam. The most important effects include:

» The global fuel and food price crisis has had a negative impact on consumer price
inflation. Inflation in 2007 was 23 per cent — the highest level in the last 17 years.

» The crisis is also having a deep impact on exports and hence the deficit on the
merchandise trade account of Vietnam.

Section 3 focuses on the impact of the crisis on the labour market. The author argues that crisis
has led to a reduction in output of many manufacturing sectors. This in turn has resulted in job
losses and declining real wages:

» Job losses: According to the Ministry of Labour, Invalids and Social Affairs (MOLISA), as
of January 23, 2009, about 67 thousand labourers working in enterprises lost their jobs.
Workers are losing their jobs due to three reasons: employers decamp; firms go
bankrupt; or firms have to reduce their output. Rising unemployment is being across the
country nation, but mostly in the three main economic zones: Danang, Hanoi and Ho Chi
Minh City.

» Slower rates of job creation; The number of jobs created fell sharply in 2008. The Hanoi
Job Promotion Centre reported that at the end of 2008, there were only 3-4 thousand
vacancies compared to 6-8 thousand at the beginning of the year.

» Reduced working time to avoid job losses: There are 90 seafood manufacturers located
in the Mekong Delta, employing more 50 thousand workers. Under pressure of reduced
world prices and falling demand from traditional markets, many firms have reduced their
output by 50-60 per cent. As a result, thousands of workers are standing idle or facing
reduced working time.

» Negative real wage growth and falling income: With 23 per cent inflation in 2008, real
wage growth was negative, reflecting the fact that nominal wage growth did not grow in
line with double-digit inflation. Apart from real wages eroding due to inflation, many
workers in Hanoi’s industrial parks have had to stop working temporarily or have been
given long stretches of work at 70 per cent of their regular payment.

Yap, J. T., 20009, ‘I mpact of the Gl obal Financi al

Rapid Assessment’, I|International Labour Office

http://www.ilo.org/wecmsp5/groups/public/---asia/---ro-
bangkok/documents/meetingdocument/wecms _101595.pdf

Remittances from overseas migrants have been critical to the economy of the Philippines during
the past decade. In 2007 alone, remittances amounted to $13.3 billion or 9.4 percent of GDP. The
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government’s Department of Labor and Employment (DOLE) has identified certain categories of
overseas workers who are vulnerable to displacement due to the global economic and financial
crisis. These include those who work in the US under temporary working visas; seafarers in
cruise ships; factory workers in Korea, Taiwan, and Macau; household service workers in
Singapore, Macau, and Hong Kong. However, these groups comprise only about 15 percent of
the roughly 4 million overseas workers. The government also anticipates a sustained growth in
overseas remittances in 2009, although at a slower pace of 6-10 percent. This will definitely have
a negative, but muted, impact on the real sector, particularly on personal consumption
expenditures.

Employment in the domestic economy has been fairly steady. While the unemployment rate in
2008 increased as expected, it rose only to 6.8 percent from 6.3 percent in 2007. More worrying
is the increase in the number of unemployed from the manufacturing sector despite the rise in its
2008 growth rate of value added. One reason for this counter-intuitive result is that growth was
concentrated in the food, beverage and tobacco sector. The latter accounts for 53 percent of
manufacturing value added but only 25 percent of employment. In contrast electrical machinery
accounts for 8.6 percent of value added and 9.5 percent of employment. This indicates that the
economic slowdown has more acute employment effects in specific sectors. For example, it was
reported that plant and machine operators and assemblers lost 250,000 jobs. Hence, there
should be a sector specific dimension to policy responses in addition to the usual economy-wide
assistance to labourers.

7. Press Articles

The global financial crisis: Asia Pacific not immune, Euromonitor International, 2009
http://www.marketresearchworld.net/index.php?option=com_content&task=view&id=2450&Itemid
=76

Crisis could push 140 million Asians into poverty: ILO, AFP, Manila
http://www.google.com/hostednews/afp/article/ALeqM5]YxfcKF30-iYHsHUv5GVXUS10F30

The impact of the global economic recession on women, Poverty News Blog, March 3 2009
http://povertynewsblog.blogspot.com/2009/03/impact-of-global-economic-recession-on.html

Philippines: Global downturn threatens poverty goal, IRIN Asia, March 2 2009
http://www.irinnews.org/Report.aspx?Reportld=83213

Kerr, D., 2009, The Global Financial Crisis and Regional Integration, ALP International
Projects
http://www.ip.alp.org.au/news/1208/alts20-04.php

Vainere, T., 2009, Pacific voices heard on financial and climate change crisis, Secretariat
of the Pacific Community
http://www.spc.int/ppapd/index.php?option=com_content&task=view&id=480&Itemid=1
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The Global Economic Crisis and Sub-Saharan Africa
Date: 09/04/09

Query: Please identify literature on the impact of the global economic crisis on Sub-Saharan
Africa. Please aim to highlight from within the available literature any information on most
affected countries/regions; humanitarian and development concerns; and implications for social
and political stability.

Enquirer: AusAID

1. Overview
2. Key Documents

- General

- Africa

- Sub Saharan Africa
3. Additional Information

1. Overview

Sub-Saharan Africa was largely insulated from the initial stages of the financial crisis as the
majority of the countries in the region are de-linked from the international financial markets.
Emerging markets (e.g. South Africa, Nigeria, Ghana and Kenya) were affected, however,
through their stock exchanges and financial links with other regions in the world. This, in turn,
affected smaller neighbouring countries that are reliant on these stronger economies for trade
and remittances.

With the worsening of the global financial and economic crisis, the region as a whole has now
been exposed to the downturn, and growth estimates have been continually lowered. The main
channels through which Sub-Saharan Africa is being affected are:

» Decline in prices of commodity exports. The most affected countries are oil and metal
exporters.

Decline in demand for services (e.g. financial, tourism, air travel and real estate services).
Decline in workers’ remittances.

Decline in foreign direct investment.

Possible decline in overseas development assistance.

VVVYVYYVY

The countries most affected by these changes are documented throughout this research report.
Those whose economies are highly specialised in the affected industries are particularly
vulnerable, especially when combined with pre-existing poor governance and weak state
institutions.

There are numerous humanitarian and development concerns for Sub-Saharan Africa stemming
from this crisis. The drop in commodity export prices has resulted in a loss of foreign exchange,
deteriorating current account balances, declining reserves and a reduction in government
revenues. Countries that already suffered from low reserves and fiscal deficits will be hit
especially hard as governments become unable to cope with the growing needs of their
populations. There are grave concerns that governments facing intense fiscal pressures will be
unable to provide the necessary social safety nets, and may also cut back on spending on social
services and infrastructure. In addition, countries that are suffering from low reserves, such as
the DRC, may soon be unable to import basic necessities — food, fuel and medicine.
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The declining demand for commodity exports and services — as well as the decline in foreign
direct investment in commodity export and service industries - has also resulted in the deferral or
cancellation of projects, the closure of mines and cutbacks in other industries, and resultant rise
in unemployment. In Zambia and the DRC, for example, mine closures have resulted in the loss
of a vast number of jobs (estimates of 10,000 in Zambia and 350,000 in the DRC).

The combination of drops in real wages, unemployment and decelerating remittances (that have
been integral to poverty reduction at the household level) are putting severe strain on poor
households. There are already reports of inadequate income for food and other necessities,
increasing malnutrition and susceptibility to illness and disease. Women have been bearing the
brunt of the decline in food resources by eating least and last. The potential for infant deaths from
malnutrition and inadequate health care is also deemed to have increased. There are also reports
of increased school absenteeism as children are too weak to travel to school or parents can no
longer afford education fees. It may be, that in some cases, children are pulled out of school to
contribute to incomes.

There are longer term development implications as well. Experiences from past economic crises
indicate that often children who drop out do not return to school after the crisis is over. There are
also concerns that with sustained low incomes, households may be forced to sell assets,
including ones upon which their livelihoods are based. The future productivity of individuals and
households, and the economy as a whole, can suffer as a result. There are also concerns that
the current reorientation away from productive export sectors — due to the decline in export prices
— and towards lower productivity sectors (e.g. in Rwanda) will negatively impact future growth
prospects and poverty reduction. In addition, investment in infrastructure, necessary for
development and economic growth, also appears to be slowing due to the decline in foreign direct
investment and constraints in government spending. Lessons from the Asian crisis indicate that
declines in infrastructure investment can lead to costly rehabilitation and hinder economic
recovery.

There are also concerns for social and political stability. A potential decline in service provision
and the failure of governments to refinance companies to keep them afloat, resulting in closures
and unemployment, may result in a loss of confidence in government. Countries that already
suffer from poor governance and weak state institutions, and/or have been emerging from
conflict, are at particular risk of instability (e.g. Burundi, DRC, Guinea Bissau, Kenya and Liberia).

There have been reports of rising social tensions in some cases as well. In Nairobi, for example,
tensions have emerged between Christians and Muslims because of exclusionary feeding
programmes in mosques. There has been greater awareness of socio-economic differences
along religions and ethnic-cultural lines. More generally in Kenya, crime rates have risen (e.g.
theft, mugging, drug-related crimes). Of particular concern are increasing crime rates among
youth — there are reports of children robbing each other at school for food, and more disturbingly,
of children trading sex for food. These incidents have broader development implications for
human security, drug use and HIV/AIDS.

2. Key Documents

General

Note: The documents in this section discuss developing countries, in general. However, the
summaries aim to highlight information that pertains to Sub-Saharan Africa.

Worl d Bank, 2009, ‘Swimming Against

t h
with the Financi al Crisis’, Background Paper
and Central Bank Governors Meeting, 13-14 March, Horsham, UK
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http://siteresources.worldbank.org/NEW S/Resources/swimmingagainstthetide-march2009.pdf

This report discusses the impact of the financial crisis on developing countries, and in particular
low-income countries (LICs). It notes that most LICs, for example in Sub-Saharan Africa, were
not directly affected by the sudden decline in private capital market flows as they have lesser
access to such flows. Banks in Sub-Saharan Africa are largely financed domestically or
regionally and do not rely much on external borrowing. However, the crisis is affecting LICs
indirectly through various different channels. The key ones are:

» Drop in commodity prices: commaodity prices have declined due to the contraction in
global demand. Many LIC governments rely disproportionately on revenue from
commodity exports. In Africa, for example, oil generates more than half of all revenues
for Congo, Equatorial Guinea, Gabon and Nigeria. This has resulted in much fiscal
pressure, as well as concerns that affected governments will cut back on spending on
social services and infrastructure.

» Decline in foreign direct investment, particularly in natural resource sectors (e.g. mining
and oil): this is expected to impact three-quarters of LICs, particularly those in Sub-
Saharan Africa and Central Asia. As commodity prices drop, projects are being
cancelled, delayed or are at risk of being delayed. This shortage of financing will
negatively affect employment and infrastructure spending, which the report stresses is
critical for longer-term growth.

» Decline in remittances: remittances represent a large source of foreign exchange for
many LICs and are an important income support for many households. According to the
report, Sub-Saharan Africa experienced a step deceleration in remittances in 2008. This
can have far reaching effects as workers’ remittances have traditionally helped to finance
consumption and investment in small and medium enterprises in recipient countries.

The report also highlights the short and medium term impacts that can turn into longer term
development concerns. These include:

» Falling real wages and employment, declining remittance flows, and possibly reduced
public services due to government fiscal pressures, will hinder households’ ability to
provide adequate food and necessities to their members. In such an environment,
households may suffer from inadequate healthcare and diet, may be forced to sell assets
on which their livelihoods depend, and/or may pull their children out of school. These
have long term consequences in terms of learning gaps, decline in nutritional and health
status of children; and loss of livelihoods.

» Due to declining export prices, workers are increasingly shifting from export-oriented
sectors into lower productivity activities, for example in Rwanda, which can jeopardise
recent progress made in growth and poverty reduction.

» The decline in investment in infrastructure can also adversely affect growth. The report
stresses that one of the key lessons from the Asian crisis is that “responding to
immediate fiscal pressures by putting off maintenance of existing infrastructure essential
for economic development can lead to costly rehabilitation over the longer term and also
hold back economic recovery” (p. 10).

The report also discusses the various ways in which the World Bank is responding to the crisis.
This includes increasing financial assistance to its clients; proposing the creation of an umbrella
Vulnerability Fund that channels resources from developed countries through the Bank, the UN or
other multilateral development banks to fund investments in three key areas: infrastructure
projects, safety net programmes, and financing for small and medium-sized businesses and
microfinance institutions.
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oDI , 2009, “ A Devel opmen20’' ChaBdaekgrfoamd t Papeq , Ov
Development Institute, London
http://www.odi.org.uk/resources/projects/background-papers/2009/03/g20-development-charter-
global-recession.pdf

This paper outlines the ways in which households in developing countries will be negatively
affected by the financial crisis and provides some brief country specific descriptions. It states that
by the end of 2009, developing countries in Sub-Saharan Africa are expected to lose incomes of
at least US $50 billion. Commaodity exporters such as Kenya (tea), Nigeria (oil), Uganda (coffee)
and Zambia (copper) have already faced declines in export revenues, resulting in declining
government revenues and loss of jobs. In Zambia, for example, copper mines are closing and
approximately 8,100 people have lost their jobs (27% of the mining workforce). In Kenya, the
decline in the stock market has resulted in difficulties in borrowing from the capital market and
shortage of funds. Combined with the 60% decline in Kenyan tea exports, growth rates are
expected to be much reduced.

The paper stresses that the crisis will create much hardship for those already poor and
vulnerable: “UNESCO’s Education for All Global Monitoring Report team estimates that reduced
growth in 2009 will cost 390 million people in Sub-Saharan African living in extreme poverty
around $18 million, representing 20% of the per capita income of Africa’s poor. Poor people
spend between 50% and 70% of their income on food — this has important human development
implications. The findings also highlight wider human development impacts, including the
prospect of an increase of between 200,000 and 400,000 in the number of annual infant deaths”

(p. 6)

The paper notes that the poverty impacts of the crisis are still difficult to determine as the impact
has not been fully transmitted through the real economy to poor people and the relevant data is
not readily available on a monthly or quarterly basis. It highlights, however, that based on how
past financial crises have affected poor people, it is possible to predict that negative impacts will
be transmitted through the following five channels:

» Taxes and transfers: this includes both private and public transfers, including
remittances. Slowdown in remittances will affect the level of expenditures on nutrition
and education, which are the most common uses for this type of transfer.

» Prices: lower demand in global markets is pushing prices of commodities down.

» Employment: reduction of employment in both formal and informal sectors will reduce
income levels of individuals and households.

» Assets: these can be social, physical, natural or financial and are used by households or
individuals to cope with a shock. In the 1995 recession in Mexico, the poorest children
dropped out of school and never returned — which undermines their ability to participate
in productive growth.

» Access to goods and services: the fiscal pressures faced by governments due to
declining export revenues may result in shrinkages in social budgets.

The paper emphasises that attention must be paid to these social implications and cautions that
the current focus on stabilisation may be at the expense of social protection.

Cord, L. et al ., 20009, ‘“The Gl obal Economic Crisis:
Lens’”, World Bank, Washington, DC
http://siteresources.worldbank.org/NEW S/Resources/WBGVulnerableCountriesBrief.pdf

This policy note seeks to highlight the countries most vulnerable to the global economic crisis. It
states that households in almost all developing countries are at increased risk of poverty and
hardship: “Almost 40 percent of developing countries are highly exposed to the poverty effects of
the crisis (with both declining growth rates and high poverty levels) and an additional 56 percent
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of countries are moderately exposed (they face either decelerating growth or high poverty levels),
while less than 10 percent face little risk” (p. 1). Among the ‘highly exposed’ to poverty risks are
many countries in Sub-Saharan Africa: Angola, Botswana, Burkina Faso, Central African
Republic, Chad, Comoros, Congo DR, Ethiopia, Equatorial Guinea, Gambia, Ghana, Lesotho,
Mali, Mauritania, Mozambique, Namibia, Niger, Nigeria, Rwanda, Sierra Leone, South Africa,
Sudan, Swaziland, Tanzania, Togo and Zambia.

The note states that it is crucial for exposed countries to finance job creation, the delivery of
essential services and infrastructure, and safety net programmes for vulnerable groups. Three
guarters of these countries, however, cannot raise the necessary funds (domestically or
internationally) to finance such programmes. One quarter of the exposed countries also lacked
the institutional capacity to expand spending to protect vulnerable groups. The note urges
financial support in the form of grants and low or zero interest loans for these countries.

Hossain, N. and Eyben, R., 2009, *‘Accounts of Cri
Food, Fuel and Financi al Crises in Five Countries
Brighton

http://www.ids.ac.uk/download.cfm?objectid=7BE94835-9BC2-DD93-0A16851C3CFE4738

This study looks at the impacts of the food, fuel and financial crisis in Bangladesh, Indonesia,
Jamaica, Kenya and Zambia. It is based on people’s accounts in ten communities and reports on
what was happening as recent as February 2009. Where possible, efforts have been made to
verify accounts with reference to other date and within a broader national context. This summary
will focus on findings in relation to Kenya and Zambia.

Both Kenya and Zambia are considered to be highly vulnerable to food shocks, fuel shocks and
finance shocks. In Zambia, for example, revenue from copper exports has declined due to the
recent financial crisis. This negatively affects both government revenue and employment. It was
estimated that 10,000 of a total of 23,000 registered miners would be out of work by end of March
2009. In addition, the government has had to shelve the introduction of a new mineral tax due to
pressure from mining companies affected by the downturn. While the decline in oil prices has
been a positive factor in many non-oil exporting countries, the study finds that food prices have
yet to decline to the same degree. The persistence of high food prices has been attributed to
climate conditions and natural disasters (Kenya and Zambia) and political instability (Kenya).

The study finds that households have been coping with the various crises by spending a greater
share of income on food, buying lower cost items, reducing the quality and diversity of food,
gathering wild foods, eating less or going hungry. Conditions were found to be worst in Kenya.
Food intake in communities in Kenya was reported to have declined in quantity and in quality.

The crises have also produced various social impacts. This study focuses on three: intra-
household impacts; inter-group relations’ and crime, violence and security:

Intra-household impacts are evident in that the gender- and age- inequities in the distribution of
household resources are worsening: “Women were bearing the brunt in many households by
eating least and last, but in other cases couples were sharing the sacrifice to ensure their children
could eat well” (pp. 11-12). This, in turn, has lead to greater reports of malnutrition, including
weakness and vulnerability of disease, among women. Children as well remain vulnerable to
hunger and malnutrition, which has also had negative effects on schooling. Hunger was reported
to be deterring children in Zambia, Kenya and Bangladesh from attending school, from travelling
long distances and to school, and was also affecting their learning. School dropout was also
widely reported in these countries either because parents could no longer afford the costs or
because children went into paid employment.
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Inter-group relations have also been strained: “deprivation has heightened awareness of
socioeconomic differences along religious or ethnic-cultural lines, creating social tensions” (p.
72). In Nairobi, for example, there were signs of emerging social tensions with respect to majority
Christian disapproval of feeding programmes for practising Muslims.

Increase in crime level is also a key issue, in particular the criminalisation of youth: “This is an
issue of grave moral concern, because there does appear to be a new generation for whom the
crisis has had profoundly negative effects. In some contexts, there were stories of children
robbing each other of food in schools, in others, there were accounts of anxiety and strain at
home, and there were widespread fears among children that their school days may be cut short.
Most serious of all were accounts of children trading sex for snacks. These are all distressing
indications of how the crisis has already affected children. From a policy perspective, there may
also be more instrumental concerns relating to the potential links with security, drugs and
HIV/AIDS” (p. 15).

Africa

Note: The documents in this section cover countries across the African continent. The summaries
provided aim to highlight information contained within them that pertains to Sub-Saharan Africa..

AFDB, 2009, ‘Meeting of the Committee of Fshance

Draft Report, 16 January, Cape Town

This report provides a brief overview of the key and inter-related problems faced by African
economies due to the financial crisis. These include:

» Massive capital outflows: private capital inflows are declining, including foreign direct
investment and remittances. Some countries have attempted to raise funds through bond
issues but failed (e.g. South Africa). Others have had to delay the issue of sovereign
bonds on the international markets due to unfavourable conditions (e.g., Kenya). As a
result, governments and the private sector are facing difficulty in raising funds for long-
term investment projects, especially infrastructure. Trade financing is also decreasing,
further undermining Africa’s trade-driven growth.

» Decline in global demand in the sectors that have been the main drivers of Africa’s recent
growth performance (e.g. mining, tourism and air travel). This decline has reduced
project development and foreign exchange earnings, and has resulted in large job losses.
The resultant drop in domestic demand due to unemployment will have further negative
impacts on domestic economies.

» Fiscal pressures: many African countries are experiencing mounting fiscal pressures as
government revenues decline, making it difficult to keep expenditures at the levels
required to achieve adequate growth rates and meet development goals.

» External balances are deteriorating as export revenues decline, resulting in wider trade
deficits. This leads to the risk of accumulating more external debt in order to finance
current account deficits.

The report stresses that countries in Africa lack the means to produce stimulus packages such as
those introduced in developed countries. As such, external financing is greatly needed to assist
governments and the private sector in Africa to access funds to assist with immediate needs and
for long term investment.
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AFDB, 20009, ‘I mpact of t he -CSustasning Growmth ahd Povecta n Ec on o mi ¢
Reduction: African Perspectives and Reco mme ndat i ons tAoepdrtfremtG& 0’ ,

Committee of African Finance Ministers and Central Bank Governors established to

monitor the crisis, African Development Bank, Tunis-Belvedére (March)
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Generic-
Documents/impact%200f%20the%20crisis%20and%20recommendations%20t0%20the%20G20
%20-%20March%2021.pdf

This note highlights the severe impact of the crisis on African countries. It states that the growth
outlook for Africa has deteriorated severely, largely due to expected shortfalls in export revenues
(with oil exporters suffering the largest losses) and declining capital inflows (including working
remittances and tourism). Diversified economies will be less impacted than highly specialised
economies, such as Libya and Algeria (oil-dependent countries). Although some countries in
Africa will benefit from the decline in oil prices, they are still experiencing difficulties due to the
drop in demand and prices for their commodity exports. Governments and the private sector
alike (e.g. in South Africa, Ghana, Kenya, Nigeria, Tanzania and Uganda) have had difficulties in
raising long-term finance, which has resulted in costly delays and suspensions in the
implementation of planned public infrastructure programmes. In some cases, the African
Development Bank has stepped in to provide additional funding.

Although the LICs as a group are forecast to grow faster than middle income and oil-exporting
countries in 2009, the note stresses that their populations will be severely affected by the crisis
because of their already relatively lower pre-crisis living standards. The slowing down of regional
‘engines of growth’ (e.g. South Africa, Egypt and Nigeria) due to the decline in financial markets
and exports has had ‘knock-on effects’ on smaller neighbouring economies through trade
linkages and worker remittances. The flow of remittances to the DRC, for example, is declining
due to the slowdown in South Africa.

The note stresses that countries most vulnerable to the downturn in commodity prices are mineral
resource dependent countries with poor governance and weak state institutions: “This is the case
for the DRC and the Central African Republic. Lower demand and prices for commodities are
compounded by high economic and political uncertainty. Risk aversion has induced investors to
relocate to lower risk countries, resulting in sharp decline in foreign direct investment (FDI). The
combination of falling export revenues, weak governance capacity, and a prolonged retrenchment
in investment aggravates already widespread poverty and threatens the stability of these fragile
states. In the Democratic Republic of Congo, 100,000 jobs have been lost due to smelter
closures. Foreign reserves are down to about one week of imports; the country will soon be
unable to purchase imported essentials such as food, fuel, and medication. In the Central African
Republic exports of wood and diamonds have collapsed, causing large losses of employment.
The Société d’Exploitation Forestiére en Centrafrique (SEFCA) has laid off half of its employees
as its orders were cut by half. The economy is basically on life support. Regional neighbours have
contributed CFA 8 billion (more than USD15m) as the government was unable to pay the salaries
of civil servants. Debt arrears are accumulating, further undermining the country’s capacity to
mobilize external resources. This situation is clearly threatening the stability of a country that is
just coming out of conflict” (p. 4).

African governments have introduced a number of initiatives to mitigate the impact of financial

and trade shocks. Their resources are limited, however, and the note stresses the need for
significant additional external financing.
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AFDB, 2009, ‘I mpact of the Global and Financi

Bank, Office of the Chief Economist, Tunis-Belvedére (February)
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Knowledge/Financial%20crisis _Impacts%
200n%20Africa.pdf

This document focuses on the decline in export growth rates, which will mean that some
countries in Africa will face a twin deficit (current account and budget deficit) in 2009. The key
affected sectors in Africa include:

» Tourism: tourism has suffered a big hit, and this has negatively impacted on government
revenues and growth. The services sector had become a key engine of growth in
Kenya, for example. As a result of the crisis, however, the country has reported a 25-
30% decline in tourist arrivals and Kenya Airways has reported a 62.7% drop in profit.

» Mining: several projects in extractive industries were cancelled or postponed in DRC,
Zambia, South Africa, CAR and Cameroon. In the DRC, many mining companies have
closed. Other countries in Sub Saharan Africa reliant on mining (Gabon, Mauritania,
Senegal, Niger and Guinea) have also suffered from the fall in mining prices — resulting
in cuts in production and lower export earnings.

» Textiles: labour-intensive sectors, such as textiles (and tourism) are particularly
vulnerable. Several textile factories were closed in Madagascar and Lesotho due to a
decline in external textile demand from South Africa and the US.

AFDB, 2009, ‘' An Update on the I|Impact of the
Issues paper prepared for the C10 Meeting in Dar es-Salaam, Tanzania, African
Development Bank Group, Tunis-Belvedére
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Generic-
Documents/C10%20%20Impact%200f%20the%20Financial%20Crisis%20March%2005%202009

-pdf

This brief update looks at the latest key features of the financial crisis since the African
Development Bank Group’s last meeting in January 2009. These include:

» “A slowdown in the downward trend of commodity prices [...]

» A continued fall of most African stock markets and depreciation of most currencies.

» Rising unemployment and activity shutdowns. The collapse of commodity prices has
forced a number of international mining companies to close. The worst case may be in
the Democratic Republic of Congo where more than 350,000 jobs are estimated to have
been lost in the Katanga Province.

» Worsening of fiscal and current account balances of most African countries.

» [An estimated growth rate] of 2.8 percent in 2009, down from 5.7 percent in 2008 and 6.1
percent in 2007” (pp. 1-2).

The document outlines briefly the AFDB’s proposed initiatives to address the crisis by providing
funding to regional member countries: the Emergency Liquidity Facility (ELF), the Trade
Financing Facility (TFF) and accelerated transfers to African Development Fund (ADF) countries.

See also:
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AFDB, 2009, ‘The African Development BanktoGroup Respc

t he Fi nanc Afaidan @evelopmest’ Bank Group, Tunis-Belvedére (March)
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Policy-
Documents/AfDB%20Response%20t0%20the%20Crisis%20 %20web.pdf
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This document discusses in greater detail the Emergency Liquidity Facility (ELF), the Trade
Financing Facility (TFF) and accelerated transfers to African Development Fund (ADF) countries.
It outlines eligibility, the terms and conditions, and the various phases.

Sub Saharan Africa

Mas s a, I . and Willem te Vel de, D. , 2008, ‘The Gl obal
African Countries Be Affected?’, mererseas Devel opment
http://www.odi.org.uk/resources/projects/background-papers/2008/12/financial-crisis-african-
countries-poverty-development.pdf

This paper looks at how Sub-Saharan Africa is affected by the financial crisis and focuses on the
impact on eight countries that are considered to be have been successful in recent years: Ghana,
Kenya, Mali, Mozambique, Rwanda, Senegal, Tanzania and Uganda.

Countries in Sub-Saharan Africa have been or are at risk of being affected by the financial crisis
through the following channels:

Direct Financial Channels

» Portfolio inflows: there are currently 16 stock exchanges in Sub-Saharan Africa. Some,
such as those in Ghana, Uganda, Kenya, Nigeria and Mauritius, have attracted a large
share of portfolio inflows in recent years. There is how a risk that portfolio inflows in the
region will be reduced. The countries most affected are South Africa, Nigeria and Kenya.

» Banking system: international banking activity in Sub-Saharan Africa is limited, which has
insulated the region from much of the direct financial affects of the crisis. The region
could still be affected, however, through foreign ownership of banks. Parent banks may
withdraw funds from African subsidiaries to offset losses in home countries, which would
result in regional banking turmoil. Countries that are most exposed, with high shares of
foreign owned banks, are Mali, Tanzania, Rwanda, Uganda and Mozambique.

» Foreign direct investment (FDI): inflows have been high in the last few years and have
largely been directed to services sectors such as telecommunication and commodity
exports. The financial crisis has resulted in drops in FDI — and there are already reports
of mining investments (e.g. in Zambia and South Africa) being reviewed or put on hold.

Indirect Real Channels

» Trade in goods and terms of trade: the financial crisis and the decline in global growth
have led to reduced demand and prices for exports from Sub-Saharan Africa. Oil
exporters have been most affected, as well as commodity exporters (e.g. Ghana and
Zambia). Oil importers, however, such as Rwanda, Ghana and Kenya could benefit from
lower prices.

» Services: improved services (e.g. financial, tourism and real estate services) have
contributed tremendously to more than half of growth in Africa the last decade. Real
estate and tourism, however, are now under pressure.

» Wor ker s 6 r:emiitance Howste Sub-Saharan Africa have grown significantly in
recent years and have been a “powerful poverty reduction mechanism in the region”.
Such flows are expected to decline, however — the degree determined by the extent to
which Europe and the US go into a deep recession. Countries most affected include
Kenya, Lesotho, Sierra Leone, Cape Verde, Senegal, Togo, Guinea-Bissau, and Uganda
— which all have a high dependency on remittances (more than 7% of GDP).

» Effects of China and India: China and India have emerged in recent years as important
aid donors and investors Sub-Saharan Africa. How these two countries fare during this
financial crisis could affect its involvement in the region.
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» Official development assistance: ODA flows are difficult to predict; there are concerns,
however, that recession in donor countries could lead to a reduction of aid flows to Sub-
Saharan Africa. Tanzania, Rwanda and other highly aid dependent countries would be
most affected.

While reserves in the region as a whole appear healthy, the report stresses that the situation
varies significantly for middle-income, low-income and fragile countries. Countries that have built
up large reserves (e.g. oil exporters and those with natural resources) may be better able to
withstand the crisis. However, the sharp correction in oil and commodities prices will reduce their
current account surpluses — and ability to withstand the crisis. Countries most vulnerable are
ones with not only low reserves and external current account deficits, but also fiscal deficits and
high external debts. This could limit “the ability of local governments to implement correcting
measures to reduce the impact of the financial crisis on the economy. Indeed, governments that
gained from the previous prices boom have enough reserves and fiscal surpluses to enable a
series of contingent measures to foster economic growth through public spending and to protect
the poorest segments of society by means of a series of safety nets funded by their savings and
surpluses. On the other hand, governments with huge external debts and fiscal deficits are
unable to cope with the needs of their people and, even worse, the tightened liquidity limits their
ability to obtain cash in order to face their obligations” (p. 11).

The report provides more detailed country case studies of the eight countries noted, highlighting
possible impacts and vulnerabilities. It finds that: “some countries are seriously at risk of being
affected by the current global financial crisis either through real contagion or financial contagion.
Ghana, Mali, Mozambique and Tanzania are more at risk than the other countries considered
since they have a significant share of foreign owned banks and their economies strongly rely on
foreign direct investment. Uganda has a high remittances dependency that makes it exposed to
the current crisis; the turnover at its nascent stockmarket has already been more than halved.
Kenya’s indicators (remittances down by 40%, tourism by 30%, stock prices down by 40%)
suggest it has already been affected in a major way. The policy space for responding to the
impact of the financial turmoil varies across SSA countries. In particular, the effects might be
stronger in Ghana as it has both a large current account and a large fiscal deficit, and the level of
its reserves was below 3 months of imports of goods and services. In other countries this crisis is
yet another set back. Kenya was already under political pressures and the current bad news will
make the situation only more precarious” (see abstract and p. 17).

Il MF, 2009, ‘The Impact of theS&habah RARfnhaoal
Monetary Fund, African Department, Washington, DC
http://www.imf.org/external/pubs/ft/lbooks/2009/afrglobfin/ssaglobalfin.pdf

This report provides an overview of the situation and outlook for Sub-Saharan Africa. It notes that
in Africa, frontier and emerging markets (South Africa, Nigeria, Ghana and Kenya) were hit first
due to their financial links with other regions in the world. They suffered from falling equity
markets, capital flow reversals and pressures on exchange rates. Other countries in Sub-
Saharan Africa have since also been affected by the global downturn that has lowered commodity
prices, negatively affecting export earnings and the external current account, fiscal revenues, and
household incomes. In January 2009, the IMF projected that growth in Sub-Saharan Africa will
slow from just over 5% in 2008 to 3.25% in 2009 (over 3 percentage points less than forecast one
year ago). Fiscal balances are expected to deteriorate as tax revenues (particularly those that
are commodity-related) decline and pressures for social spending increase as well as current
account deficits -- with oil and metal exporters being hit the hardest. Tourism and transportation
services are also expected to suffer; and foreign inflows to the region (remittances, and possibly
external aid) could slow down. The report notes that although Sub-Saharan Africa has thus far
been insulated from a systemic banking crisis, it could face financial risks as the crisis continues.
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The report highlights as a separate category within Sub-Saharan Africa ‘fragile states whose
political and social situation is inherently vulnerable’. Among this group are countries such as
Burundi, Guinea-Bissau, and Liberia. They are dependent on very concessional financing that is
also at risk of being affected.

The report outlines the various IMF initiatives to assist in the crisis. They include increased
financial support to African countries; increased access to the Poverty Reduction and Growth
Facility for a number of countries; continued technical assistance to strengthen public sector
capacity in Africa; and the modification of the Exogenous Shocks Facility in September 2008 to
provide assistance more quickly and in larger amounts to low-income countries dealing with
exogenous shocks (Malawi was the first country to benefit from this facility, and since then
Comoros, Senegal, and most recently Ethiopia have accessed the facility).

Osakwe, P. N -S,a h2a0r0ag8n, AfSubca and the Gl obal Financi al
Negotiations Insights, vol. 7, no. 10
http://ictsd.net/i/news/tni/36937/

This brief article outlines the short-term and medium-term effects of the financial crisis on Sub-
Saharan Africa. It states that in the short-run, the region will be largely insulated from crisis since
most countries in the region are de-linked from the international financial system. The bigger
economies, however, such as South Africa and Nigeria, have been and will continue to be
affected as their stock markets are exposed to the international financial system.

In the medium term, the article states that the degree to which Sub-Saharan Africa will be
impacted depends on the extent to which the crisis leads to a severe and prolonged recession in
the US and Europe. This would have ‘contagion’ effects on African countries through likely
corresponding declines in international trade; foreign direct investment; remittances; and possibly
official development assistance: “such action will further reduce the fiscal space available to
African countries to cushion the impact of the crisis. In the past, ODA flows have been pro-
cyclical rather than counter-cyclical giving African policymakers good reason to worry”.

Humphrey, J ., 20009, ‘Ar e Exporters i n Africa Facin
Finance?’, | melopment Btudies Bfighde, UK

This study examines the state of trade finance in Sub-Saharan Africa during the global financial
crisis, focusing on horticulture and garments. These are two sectors that have been “at the
forefront of Africa’s drive to increase exports of high-value agricultural products and
manufactures” (p. 8). The study finds that in both sectors, most of the African exporters had not
(at least up to February-March 2009) experienced significant cutbacks in trade finance, either
from customers, the international banking system or domestic banks. Nonetheless, there are still
other areas of concern:

» Exchange rate volatility: the use of differing currencies for contracts and inputs in the
garment and flower industries has resulted in increased domestic costs relative to export
revenues. As a result, firms have been laying off workers and have been holding back on
new investments.

» Demand: customers have been ordering less and pushing for lower prices in the garment
and flower sales.

» Distribution: while trade finance has not affected big local buyers, some smaller buyers
have been finding it difficult to borrow the cash they need to buy supplies at the farm gate
or from cooperatives. This has distributional and poverty consequences.

The study also discusses policy responses. In the short term, it notes that trade finance needs to
be targeted to be effective, and attention must be paid to smaller firms. In the longer term, there
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are “further implications for development policy. Firms that have done well from linking into
dynamic global value chains, such as producers of fresh vegetables for UK supermarkets, are
particularly vulnerable to adverse global conditions. Export-oriented production has linked these
firms to powerful customers. In the crisis, the powerful customers are able to transfer the risks
and consequences of turbulence and unpredictable markets to their suppliers” (p. 12).

Hol mgvi st , G. , 20009, “ Af r i ¢ a Nadicdfritahnstitu@] o b a | Recess
Uppsala, Sweden

This brief document discusses the key transmission mechanisms through which Africa is
connected to the global economy and outlines key figures related to such financial flows:

“Foreign Direct Investment: Amounts to some 15 billion USD (net inflow to SSA 2006). Time
series data reveals it to be a highly volatile flow. It is unevenly distributed across the
continent, with South Africa receiving more than a third. South Africa is also an important
investor on the African continent. A sharp drop in FDIs has already been registered.

Official Development Assistance (ODA): Amounts to approximately 40 billion USD (net flow
2006). The ODA flow declined during the 1990s and has increased since 2000. The
(undesirable) pro-cyclical nature of the ODA flow is debated. [...] How much the recession
will impact on aggregate ODA flows is a political guess work. Donors have so far stayed firm
on their commitment to increase aid flows, and reconfirmed it once again at the Doha
conference on financing for development in December 2008. However, the critical moment is
not here yet; it will come as large donor countries have to go through fiscal adjustment to
deal with the record deficits now building up.

Workers’ remittances: African diasporas send back some 15 billion USD per year to Africa,
hence the same amount as FDIs. Africa depends less on remittances than Latin America or
Asia, but remittances have increased steadily. As a flow it appears to be less volatile.
However it is likely to be affected if there is a drastic worsening of European (and South
African) labor markets. Their importance varies considerably across the continent. Examples
of countries with a high dependency on remittances (measured in percent of export
earnings) are Lesotho (60%), Uganda (40%), Senegal Guinea-Bissau, Togo, Benin, Burkina
Faso (15-25%).

Exports, imports and terms of trade: Exports amounts to approximately a third of Sub-
Saharan GDP. On average Africa has benefitted from improved terms of trade over the last
years. Oil and mineral exporters in particular have benefitted greatly from booming prices.
Net importers of oil and food have been on the loosing side, and they constitute the majority
of African countries. Prior to the full outbreak of the crisis IMF signaled out 18 countries of
particular concern as they were the hardest hit by rising oil and food prices (Liberia, Guinea-
Bissau, Eritrea, Togo, Comoros, Malawi, Guinea, Gambia, Sierra Leone, Madagascar,
Burundi, Ethiopia, Burkina Faso, Central African Republic, Benin, Mali, Zimbabwe, Congo
DemRep). Global recession is likely to mean worsening terms of trade for Africa on average,
but maybe some reversal of the present trend when it comes to winners and losers on the
continent. Oil and mineral exporters are already registering decreasing export revenues.
Countries depending on tourism have also been subject to an early impact. Of concern to
food importers is that food prices, even if decreasing, seem to stay at historically high levels
despite the global recession.

The China/lndia factor: Chinese and Indian trade and investments have increased sharply in
Africa. However, when forecasting the impact of global recession it should be kept in mind
that that their share of the cake remains limited: It is estimated that 13% of African exports
go to China and India (86% of it oil). Asian FDIs are estimated to make up less than 10% of
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FDI in Africa. So even if China and India were to be unaffected by a recession in the West,
which nothing indicates, that factor would still not provide Africa with much of a cushion”.

Barrell, R. Hol | and, D. and Willem te Vel de, D.
Africa’, Overseas Development Institute, London
http://www.odi.org.uk/resources/projects/reports/2009/04/fiscal-stimulus-africa-financial-crisis.pdf

, 20

This paper examines the effects of providing an aid financed fiscal stimulus in Sub-Saharan
Africa. It discusses and models various policy scenarios and outlines the impact on growth in the
world, in developed countries, and sub-Saharan Africa.
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The Global Economic Crisis, Conflict and Social Stability
Date: 05/03/09

Query: Identify emerging analysis on the potential of the current global financial crisis to affect
social stability, cohesion and exacerbate conflict and fragility, including lessons learned from
previous regional and global economic crises.

Enquirer: AusAid

1. Overview

2. Empirical Research

3. Security Implications

4. Social Consequences

5. Migration

6. Blogs

7. Press Articles

8. Resources on the Impact of Economic Conditions on Political Stability
9. Further Resources

10. Additional Information

1. Overview

It has been difficult to find examples of in-depth analysis on the impact of economic crises, past
or present, on conflict, fragility and social stability. Many of the experts contacted for this research
report, while recognising the importance of the question, were unable to point towards relevant
literature. This report aims to build a picture from the limited information that is available. It is
likely that the wider literature on the links between economic development and conflict would
provide some useful direction on this issue — indeed, this point is made in some of the literature
included below. However, this large body of literature is beyond the scope of this report, which
focuses on the impact of economic shocks on conflict and social stability. Nevertheless, some
references have been provided in Section 8 below.

While there seems to be little academic research addressing this issue, it has been widely
discussed in the media recently, particularly since the release of a US Senate intelligence briefing
which characterised the global economic crisis as a threat to global stability (see Blair 2009
below). According to the report, almost a quarter of all countries have already experienced low-
level instability, such as changes in government and anti-state demonstrations (the latter
particularly in Europe and the former Soviet Union). While most countries will be able to mitigate
the impact of the crisis in the short-term, many countries in Latin America, and sub-Saharan
Africa, as well as the former Soviet Union states, lack sufficient cash reserves, access to
international aid or credit, or other coping mechanisms to do the same. There is concern that
should the crisis persist over one or two years, the danger of regime-threatening instability will
increase.

Additional issues highlighted by the media include the threat of rising nationalism, which could
manifest as anti-immigrant violence in industrialised countries, and increasing protectionism
against international trade. Rising unemployment could also lead to an increase in the power and
activities of organised crime groups controlling parallel economies. One of the biggest threats is
considered to be the collapse of regimes in countries such as Egypt and Pakistan, both of which
have experienced food riots in the last year, and which the international community considers
vital to the maintenance of international stability.
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Empirical research

Some experts suggest that financial crises do not directly impact political stability. In response to
our request for input on this question, Jack Goldstone of George Mason University suggests:
“Rather, they are a form of stress -- like a natural disaster, or economic downturn, or death of a
political leader -- that can create greater solidarity in states that are basically united and have
sound institutions, but do raise the odds of political instability in states that are vulnerable due to
major political cleavages and weak institutions.” (Email communication with GSDRC 05/03/09).
Indeed, particularly in Africa and non-democratic countries, recent research has provided strong
evidence that internal conflict, external conflict, and the state of the economy are not independent
of one another. The occurrence of a recession alone will significantly increase, in fact almost
double, the probability of internal conflict. Research by Blomberg and Hess (2002) shows that the
presence of a recession coupled with an external war increases the probability of internal conflict
between two- and threefold. These results suggest that recessions can spark internal and external
conflict, which in turn raises the probability of recessions. Such dynamics are suggestive of a
poverty-conflict trap.

The impact of the economic downturn on conflict

There are various channels and levels through which the economic downturn could affect social
stability:

» Unemployment: There are concerns that increasing frustration around rising
unemployment could be directed at governments. High unemployment rates, especially
among young workers, have already led to protests in a number of countries including
Latvia, Chile, Greece, Bulgaria and Iceland, and have contributed to strikes in Britain and
France. In addition, some commentators on the links between economic conditions and
civil conflict argue that a key issue is the comparative income opportunities for young
men in labour markets as opposed to in rebel groups.

» Ethnic violence: Existing political tensions and the onset of the East Asian financial crisis
led to ethnic violence against Indonesia’s Chinese populations. Ethnic diversity is
considered to have a statistically positive relationship with the incidence of civil war.

» The role of political groups: Some analysts have voiced concern that political groups in
the Philippines, Indonesia and Thailand may seek to capitalise on social discontent
caused by the financial crisis by mobilising demonstrations and creating social unrest.
Riots in Indonesia during the Asian financial crisis caused the collapse of the Suharto
government in 1998.

» Association with religious intensity: Research by Daniel Chen in Indonesia (see below
Chen 2004, 2005) shows that those areas with greater religious intensity manifest greater
levels of social violence during a period of financial downturn. He also finds that religious
intensity increases as a result of economic pressures, mainly as a form of social
insurance.

» Migration: One of the main concerns during the East Asian financial crisis of the late
1990s was that migrant return would result in social instability and even inter-state
tension. Having traditionally turned a blind eye towards illegal migration, Malaysia,
Thailand and Singapore cracked down harshly on foreign migrants, repatriating many of
them. In Malaysia, large-scale deportations led to violence, with the government being
accused of human rights abuses. Additionally, it is feared that the financial downturn may
increase the risk of discrimination as migrants are perceived as taking the jobs of local
workers, particularly in low-skilled sectors of the labour market. Also, the return of
unemployed migrants to their countries of origin where they are also likely to face inferior
economic conditions could affect economic and social stability. In China, for example, the
government is bracing itself for instability that could arise after almost 20 million of
migrant workers who have lost their jobs in the cities return to their rural hometowns.
Many of these are younger migrants whose connection to rural lifestyles has been
severed, and who may not be able to, or want to, work in the rural areas.
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» Decreased defence spending: During the East Asian financial crisis, the armed forces of
Indonesia and Thailand had to be deployed predominantly to preserve internal stability.
This meant that already reduced defence spending and resources had to be diverted
away from other security threats. It is argued that weak repressive state capability can
contribute to the increased threat of instability during economic crises.

» Reduced overseas aid: The financial crisis is expected to impact international donors in a
big way. Some have already announced cutbacks in their conflict prevention
programmes. Currency fluctuations mean that the UK Government, for example, is faced
with a shortfall in its peacekeeping commitments made when the pound was stronger
against the dollar.

Social insurance

One of the recurring lessons and recommendations common to both the historical and current
literature is the importance of social insurance systems to mitigate the effects of economic crises.
Many developing countries don’t have social assistance schemes or unemployment benefits, and
so for many poor people, the loss of employment means falling into poverty unless there are
other sources of income. Often, traditional welfare mechanisms have been weakened in the
course of economic growth and modernisation.

2. Empirical Research

Blomberg, S. B. and Hes s, G. D. , 2002, “The Tempor al

Economic Activity’, Journal of Conflict90O Resol

This article is available for purchase from Sage Journals Online:
http://jcr.sagepub.com/cgi/content/abstract/46/1/74

This article uses data from 152 countries from 1950 to 1992 to estimate the joint determination of
external conflict, internal conflict, and the business cycle. The results show that the occurrence of
a recession alone will significantly increase the probability of internal conflict, and when combined
with the occurrence of an external conflict, recessions will further increase the probability of
internal conflict. Internal conflict, external conflict, and the state of the economy are not
independent of one another.

“Recessions and internal conflict are not independent events. The strongest link appears to be
from recession to conflict, driven to a large extent by region and governance. These results
confirm much of the earlier findings that in nondemocratic regions, poor economic conditions lead
to government change in the only manner available—the violent type.” (p. 85)

In particular, the authors find that recessions play an important role in determining internal
conflict, especially in Africa and for nondemocratic countries. In fact, the occurrence of a
recession causes an increase in the probability of internal conflict starting in a given year to
almost double. When the model is extended to allow for a three-variable relationship: internal
conflict, external conflict, and recessions, they find that the presence of a recession coupled with
an external war will actually cause the probability of an internal conflict starting in a given year to
increase between two- and threefold. These results suggest that recessions can provide the
spark for increased probabilities of internal and external conflict, which in turn raise the probability
of recessions. Such dynamics are suggestive of a poverty-conflict trap-like environment.

“If this study is to convince readers and policy makers of anything, it is that the linkages between
internal and external conflict and prosperity are strong and mutually reinforcing. Economic conflict
tends to spawn internal conflict, which in turn returns the favor. Moreover, the presence of a
recession tends to amplify the extent to which internal and external conflicts self-reinforce each
other. However, the ability of government organizations to stop the spread of internal conflict to
external conflict and vice versa by helping to reduce the incidence of recessions may be quite
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limited. Economic aid that is to improve a nation’s productive capacity is likely to be difficult to
identify and implement in just such circumstances.” (p. 90)

Mi guel , E. , Satyanat h, S. and Sergenti, E. ,
I nstrumental Variables Approach’, University
http://www.globalization-africa.org/papers/19.pdf

This paper uses exogenous variation in vegetation — which is highly correlated with rainfall — as
an instrumental variable for GDP growth in 40 Sub-Saharan African countries during 1983-1999.
This variation is then used to estimate the impact of economic growth on civil conflict. Weather
shocks are a plausible instrument for GDP growth in economies that largely rely on rain-fed
agriculture, i.e., neither have extensive irrigation systems nor are heavily industrialized. The
authors argue that the instrumental variable method makes it credible to assert that this is a
causal relationship, rather than simply a correlation. They find that economic growth is strongly
negatively related to the incidence of civil conflict: a negative growth shock of 5 percentage points
increases the likelihood of major civil conflicts by over one-half.

The authors also examine what the literature says about the ways in which economic growth
impacts civil conflict. This can be through various channels:

» Collier & Hoeffler (1998, 2001, 2002): They argue that when income opportunities are
better for young men in agriculture or in the local labour market, relative to their expected
income gained as a rebel, they are less likely to take up arms. For them, civil wars are
fundamentally driven by such economic opportunities rather than by political grievances.
In particular they find that slow income growth, low per capita income, natural resource
dependence, lower male secondary education enrolment, rebel military advantages, and
total population are all significantly positively associated with the onset of civil wars.

» Elbadawi & Sambanis (2000, 2002): They find that ethnic fractionalization has a
statistically positive relationship with the incidence of civil war, with the highest probability
of civil war at intermediate levels of diversity.

» Fearon & Laitin (2003): They argue that the key channels linking poverty and civil war are
low repressive capabilities resulting from weak militaries and poor roads. Using novel
geographic data, they also emphasise the role played by rough terrain (captured by
percentage of the country that is mountainous) in sustaining insurgencies.

The author argues however, that: “the relationship between negative economic shocks and civil
wars is unlikely to operate through the fact that they facilitate insurgency by weakening the
central government’s capabilities for imposing order over the short-run. Rather, the relationship is
likely to operate through other channels, possibly that economic growth shocks affect the
expected benefits of being a rebel relative to other forms of “employment”, within the context of
already weak state repressive capabilities. Note that scholars of African political economy are
nearly unanimous in claiming that African states are typically slow to respond to citizen demands
and translate them into concrete policy changes — say in the aftermath of economic shocks —
making these states especially prone to insurgency.” (p.15)

“The implications of our research are potentially significant from a policy perspective: if a short-
term drop in the opportunity cost of being a guerrilla significantly increases the incidence of civil
conflict, it may be possible to dramatically reduce the incidence of conflict through income
insurance schemes for unemployed young men during hard economic times, although extensive
income insurance programs are likely to be difficult to fund and manage in poor and largely rural
African settings.” (p. 16)
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3. Security Implications

Bl air, D., 2009, “Intelligence Community Annual Thr ect

Committee on Intelligence, US Government
http://intelligence.senate.qgov/090212/blair.pdf

The section entitled ‘The Far-Reaching Impact of the Global Economic Crisis’ explores the
geopolitical implications of the crisis for the US. The report states: “Roughly a quarter of the
countries in the world have already experienced low-level instability such as government changes
because of the current slowdown. Europe and the former Soviet Union have experienced the bulk
of the anti-state demonstrations. Although two-thirds of countries in the world have sufficient
financial or other means to limit the impact for the moment, much of Latin America, former Soviet
Union states and sub-Saharan Africa lack sufficient cash reserves, access to international aid or
credit, or other coping mechanism. Statistical modeling shows that economic crises increase the
risk of regime-threatening instability if they persist over a one to two year period. Besides
increased economic nationalism, the most likely political fallout for US interests will involve allies
and friends not being able to fully meet their defense and humanitarian obligations. Potential
refugee flows from the Caribbean could also impact Homeland security.” (p. 2)

Chapter 5: The I mpact of the Financi al Cris

S

on Fr e

Context of Fragility’, Eur opeama Wwvegty Institite Devel opment

http://erd.eui.eu/media/chapter-5-the-impact-of-the-financial-crisis-on-fragile-countries. pdf

This chapter argues that there are growing concerns that the impact of the crisis on fragile
countries in Africa could actually be substantial. As African countries have a limited formal and
informal financial system, the real effects of the crisis on firms and individuals will be difficult to
avoid with such a limited ability to borrow and smooth shocks. However, it will not be easy to
track the set of effects of the current financial and economic crisis on fragile countries, as these
are most likely to be indirect. Furthermore, given the marked differences across countries, the
impact will be uneven.

It has been estimated that negative spillover effects arising from a 1 percent slowdown in global
growth may reduce SSA countries’ growth by 0.3-0.5 percent. There is also a concern that the
deterioration in the global economy due to the crisis will reverse recent positive trends in Foreign
Direct Investments and migrants’ remittances. Exports are also likely to fall in response to the
reduction of global demand.

In addition, as the funds devoted to official development assistance tend to follow donor
countries’ economic cycle, aid to fragile countries is likely to decrease in coming years. While the
sharp decrease in food and oil prices that has been observed over the last two quarters of 2008
may bring some relief to the Balance of Payments of food and energy-importing fragile countries,
the fall in the prices of other commodities could have a serious negative impact on the resource-
rich fragile countries. Furthermore, it is important to point out that the crisis could also expose
other countries to the risk of entering a situation of fragility, as sudden falls in the income level of
a country represent a potential trigger for the outbreak of social unrest or of armed conflicts.

Sheldo n , S. , 1998, ‘*The Economic Crisis and th
Studies Institute, United States Army War College, Pennsylvania
http://www.strateqgicstudiesinstitute.army.mil/pdffiles/pub78.pdf

This paper outlines the impact of the Asian crisis on the security of Southeast Asian governments
and defence cooperation. Some of the key problems centre around the return of illegal economic
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migrants in Malaysia and Thailand and the use of the army to enforce internal security in
Indonesia.

» Unemployment: “At the local level, primarily in Indonesia but conceivably also in Thailand
and Malaysia, rising unemployment and popular frustration could be directed not only
against the government but also against indigenous Chinese who make up much of the
merchant class throughout Southeast Asia. (In Indonesia this has already occurred with
tragic consequences.) The army’s role in containing local outbursts has been particularly
prominent in Indonesia with a reemphasis on internal security.” (p. 4)

» Migration: “The prospect in Indonesia of more than ten million unemployed out of a work
force of 90 million, and possibly over one million returnees from other parts of Southeast
Asia, has increased the potential for large-scale violence. In Malaysia, with an estimated
1.2 million Indonesian workers, three-quarters of whom are illegal, large-scale
deportations initially led to violence, though the repatriation procedure became more
orderly by mid-1998. The situation is similar in Thailand which is home to about one
million illegal workers, most from neighboring Burma. Unemployment in Thailand is
projected to double to more than two million; and Thai authorities plan to expel some
300,000 foreign workers this year. These massive population movements are creating
strains both within and between nations. As Malaysian Foreign Minister Abdullah Ahmad
Badawi put it: “It is dangerous to have too many people unemployed. It can cause
instability in Malaysia socially and even politically. We have to take care of our own
people first; charity begins at home.” Thus, in addition to expelling illegals, Malaysia has
also mounted a small flotilla of naval vessels to repulse new arrivals. Tension between
Indonesia and Malaysia could result from these actions, though both governments are
working to avoid that outcome.” (p.5)

» Inter-state tension: Th& economic crisis has also strained Indonesia’s relations with
Malaysia as the latter forcibly repatriates thousands of illegal Indonesian immigrants who,
for years, had come to the Malay peninsula to find work in what had been a labor-scarce
economy. Malaysia’s own economic malaise has led Kuala Lumpur to detain large
numbers of illegal Indonesians in detention camps where some riots have occurred. After
eight Indonesian detainees were killed in the course of a camp disturbance, one
Indonesian official described the treatment of his countrymen as “a human rights
violation,” though he also acknowledged “on the question of deportation, that is the right
of the state.” Indonesian migrants from Aceh claim they face political persecution if they
return home. Repatriation of illegal immigrants has unfortunately become, therefore, a
new source of stress in intra-ASEAN relations.” (p. 14)

» Reduced def en cleailasdpcentindids mogexperiénce security problems along
its land borders: refugees from Burma and Cambodia, Muslim separatists on the
Malaysian border, and Burmese and Cambodian forces raiding refugee camps on the
Thai side of their respective frontiers. Dealing with these territorial issues means that
much of what remains in a downsized Thai military budget must go for army-based
internal security, leaving air and maritime forces with reduced resources even for routine
operations.” (pp. 15-16)

Di bb, P., Hal e, D. and Princ
Crisis’, Survival, Vol26me 40, Number 2, pp.
This article is available for purchase from IngentaConnect:

http://www.ingentaconnect.com/content/routledg/surviv/1998/00000040/00000002/art00001

This article argued that the undermining of economic confidence as a result of the financial crisis
would have profound effects on the political and social cohesion of key Asian states. The
resulting contraction of the economy would be particularly damaging to one-party regimes that
had built their legitimacy not on democracy or human rights, but on delivering economic growth
year after year. The authors argue: “the fundamental tenet of Asian political leadership is now at
risk: the promise to deliver unending economic growth and material benefits to the people [...] In

35

e, P., d4BEcon®mic ‘ The

5

Stratec


http://www.ingentaconnect.com/content/routledg/surviv/1998/00000040/00000002/art00001

South-east Asia, the crisis poses a major challenge to the so-called ‘ASEAN model’, under which
security is conceived of in economic and political, rather than conventional military, terms [...]
Thus the collapse of economic prosperity in Asia will threaten the basis for political stability
across the region.” (p.15)

The article goes on to detail some of the social consequences of the crisis: “High interest rates,
rapidly rising prices and soaring unemployment are a potent mixture: in Indonesia alone,
unemployment is forecast to increase in 1998 from about 4m to perhaps as high as 14m or more.
Already, there are widespread demonstrations against rising prices, which in many cases have
more than doubled. Violence against Chinese—owned shops, businesses and institutions is
mounting. In Thailand and Malaysia, there is growing anger about the continuing presence of
foreign guest workers: in South Korea, trade unions are threatening widespread strike action over
unemployment. These reactions have occurred even before many of the IMF-sponsored reforms
in these countries have been implemented.” (p. 15)

The author also highlights the impact on the middle classes of the crisis and their potential role in
challenging their governments: “Throughout the region, the status and well-being of the middle
class has been eroded, seriously so in Indonesia, South Korea and Thailand. Rapid economic
growth has kept the middle class from being too restive politically: indeed, because of the
demonstrable economic gains they have made under their current political systems, they have
had a vested interest in political stability and regime continuity. They have not had any major
interest in actively campaigning for democracy. But confidence in long-established political
leaders has now been shaken, Thus the basis for a challenge to regime legitimacy has been laid.”

(p. 16)

Kearns | ., n. d. ‘*As the Financi al Crisis Deepens,

Security Obligations?’ Royal Uni ted Services
http://www.rusi.org/go.php?structureID=S433AC69DF0216&ref=C49A3DC77588B5

This brief article argues that the global financial crisis will result in a significant worsening of the
international security environment as economic conditions negatively impact weak and fragile
states while strong wealthy ones turn inward in the face of tight fiscal conditions at home.

The author argues: “As economic conditions drive some weak states and divided societies over
the edge, we should expect more violent conflict and politically destabilising spill-over effects on
countries neighbouring those in most distress. There will likely be population displacement and
further human suffering on a large scale, as well as reduced overall economic activity and lost
opportunities for productive world trade. We should also expect a growth in the ungoverned
spaces that can be exploited by terrorists and a swelling of the ranks of those willing to turn to
transnational crime, principally through trading in drugs and weapons, as a form of economic
survival.”

The article highlights various examples of The UK Government’s cutbacks on international
security commitments, such as in Iraq and Afghanistan, as well as in DFID’s conflict prevention
budgets: “Cutting back on international security commitments and preventive action now
therefore, will almost certainly contribute to international instability, help to reduce long term
global economic growth, enhance the danger to our national security from the transnational
threats of terrorism and organised crime, and end up costing more in the medium term than it
saves in the short. It is not only protectionism that we must resist, but the bean counters tendency
to know the short term price of everything and the long term value of nothing.”

Note: RUSI and the Centre for the Study of Financial Innovation have launched a joint initiative on
the security dimension of the economic crisis. For further information see:
http://www.rusi.org/economy

36

nst

Ca
t ut


http://www.rusi.org/go.php?structureID=S433AC69DF0216&ref=C49A3DC77588B5
http://www.rusi.org/economy

4. Social Consequences

Lee, E., 1998, ‘“The Asian Fi n&mciiall ®roildicsy:’ , THent @l al

Labour Organization, Geneva

Selected chapters are available for preview at Google Books:
http://books.google.co.uk/books?id=Y50KX7mr7OAC&printsec=frontcover&dg=asian+economic+
crisis+conflict+social+stability&lr=&source=ghs _summary r&cad=0

Chapter 2 of this book outlines the social impact of the crisis as felt through a fall in incomes and
massive job losses, leading to sharp rises in un- and under-unemployment. This is further
compounded by a rise in inflation, which in the context of an already weakened labour market
extracts a further toll in terms of falling real wages and incomes. The combined effects of higher
unemployment and inflation push large numbers of people into poverty.

“Adverse developments of this magnitude constitute, in themselves, a substantial shock to any
social system. But these effects are amplified in the three worst-affected countries by two
additional features of their economic systems. The first is the absence of a meaningful social
safety net. Of the three countries, only the Republic of Korea has an unemployment insurance
system, but it is of recent origin and still of limited coverage and duration. Systems of social
assistance are also rudimentary and are limited to persons who are incapable of work. The vast
majority of displaced workers will thus have to fend for themselves during the crisis. The second
feature lies in the fact that social expectations in these three countries have been shaped by a
long period of increasing employment opportunities and this makes the current shock in the
labour market all the ruder. Indeed, this combination of sharp and unexpected social pain on the
one hand. And the lack of collectively provided relief on the other, is fertile ground for breeding
social unrest.” (pp. 36-37)

The author highlights the social costs of unemployment caused by the crisis:

» “The progress achieved through the growth of modern-sector employment will be
shattered. About a fifth of jobs will be lost, along with the hopes of a better life for 4 to 5
million workers and their families [...] The material deprivation and psychological costs of
all this on those severely affected must also be very high.”

» “New entrants to the labour market face the bleakest prospects of obtaining a job.”

» “(T)he collapse in output and consumption, together with high inflation, will mean sharp
falls in real wages and earnings in both the formal and informal sectors.” (p. 46)

Kerongkaew, M., Social Consequeanac@rsi oifs'’t hei

mEalseg e , AskK .

2002, “Globalization and the Asia Pacific Economy’,

Selected chapters are available for preview at Google Books:
http://books.google.co.uk/books?id=xWopryjPH50C&printsec=frontcover&dg=asian+economic+cr
isis+conflict+social+stability&Ir=&source=gbs summary r&cad=0#PPA60,M1

This chapter examines the social consequences of the East Asian crisis in three countries —
South Korea, Thailand and Indonesia and discusses four major types of impacts: the change in
prices and consumption; the change in employment and labour markets; the change in income,
poverty and income inequality; and the change in health, education and other social activities. It
outlines how financial crises can have social impacts at three levels: “The first level or primary
impact centres around price changes, reduced access to social services, ‘credit crunch’, income
loss and increased poverty owing to unemployment and cuts in wages. The second level or
secondary impact deals with the question ‘How are people coping? There are four possible
outcomes:

» family members may be forced to ether the informal labour market;
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» family cohesion may be weakened as migration increases;

» women and children many suffer as households cut down on expenditure (less food,
children pulled out of school);

» young men may turn to illegal activities.

This leads to tertiary impacts whereby the following situations could occur:

» some networks of support may be strengthened, with more links between rural and urban
areas, and more sharing of ideas;

» social capital may be overwhelmingly eroded;

» there may be an increase in conflict and tension within households (such as domestic
violence), the community (such as crime and theft), and society (such as political
conflict);

» trust and security may decrease;

» There may be competition for jobs and space;

» There may be increased isolation.” (p. 63)

Specific conflict impacts of the economic crisis are noted: “In Indonesia, the crisis brought about
racial conflicts between the indigenous Indonesians and the Chinese Indonesians, and religious
conflicts between the Muslims and the Christians. This did not happen in Thailand, and the
relative lack of civic violence helped the government to concentrate on economic solutions” (p.
70)

The report recommends:

» “A more advanced form of social security (especially unemployment insurance) must be
put in place to provide an employment safety net to workers as their economies are
increasingly industrialised;

» Specific policies must be constantly adjusted to changing social situations so that
vulnerable groups of people are being attended to;

» Family and community ties and cohesion must be promoted to form a strong foundation
for social capital that can better withstand the future shock of the crisis.” (p. 81)

Chen, D. L., 2005, “1I sl amic Resurgence and Violence
Cri gilsa'ter published in Gradstein, M. and Konrad, K.
Economic Development '), MI'T Press

http://www.people.fas.harvard.edu/~dlchen/papers/PED ppr.pdf

This paper examines group identity and group conflict in the specific context of Islamic
resurgence during the Indonesian financial crisis. Indonesia experienced a dramatic financial
crisis between 1997 and 1998. The exchange rate fell dramatically from 2400 Rupiah to the US
dollar to 16000 Rupiah to the US dollar, while the CPI index for food increased from 100 to 261.
In one year, asset values dropped by 91%. Millions of people lost jobs or shifted to the informal
sector. The crisis reached a peak in early 1998 and led to riots and lootings in every province but
one. Between 1990 and 2001, social violence led to more than 6,208 deaths in Indonesia,
increasing sharply after the financial crisis of 1997.

The author uses a dataset that tracks every incident of social violence in Indonesia reported by
the national news agency and the national daily over a decade spanning the financial crisis, and
argues that the results indicate a strong relationship between religious intensity and social
violence during the crisis: “High religious intensity areas before the crisis have more social
violence after the crisis. Stronger measures of religious intensity (potentially better at inculcating
group identity) are more strongly associated with social violence. Social violence is negatively
associated with other social activities. These results are unlikely to be driven by omitted
environmental variables: social violence increases fastest where participation in Koran study also
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increases the fastest, and this is not true for state or industrial violence. Higher presence of faith-
based groups is associated with higher levels of conflict reported by village heads after the
financial crisis.” (p. 2)

The author also argues for the importance of social insurance schemes: “Alternative social
insurance mitigates this effect. To the extent governments, international organizations, and NGOs
are concerned about ideological extremism, in particular because it may lead to religious conflict
and violence, the results here and in Chen (2005a) suggest increasing their role in social
insurance may mitigate fundamentalist tendencies.” (p. 8)

Chen, D. L., 2004, "Club Goods and Group Il dentity:

During the I ndonesian Financi al Crisis’, Uni versity

http://cas.uchicago.edu/workshops/cpolit/papers/chen.pdf

This paper aims to explore the causal relationship between economic distress and religious
intensity and investigate why it exists. It finds that economic distress appears to stimulate Koran
study and Islamic school attendance but does not stimulate other social activities or secular
school attendance. These results seem attributable to the role of religion as ex-post social
insurance. For example, credit availability reduces the effect of economic distress on religious
intensity by roughly 80%. Religious intensity also alleviates the need for alms or credit to meet
basic needs at the peak of the crisis - households that increased participation in Koran study
during the crisis saw a 50% reduction in likelihood to need alms or credit three months later
whereas households that decreased participation saw a 20% reduction in likelihood to need alms
or credit three months later. The author also argues that where religious institutions provided
social insurance, this encouraged villagers to practise consumption their consumption amongst
themselves. The author argues that these results provide evidence that religious intensity
responds to economic forces. However alternative social insurance mitigates this effect.

We n , M. 20009, ‘Fighting for Harmony: The Threat

Financi al Crisis’, Carnegie Endowment, Uus
http://www.carnegieendowment.org/files/2009-01-16 Version 41.pdf

This article argues that in order to examine what type of political and social ramifications a global
financial crisis could potentially have in China, the 1990s should be used as a useful point of
comparison. During the 1990s, the Chinese government faced similar external and internal
economic conditions as well as domestic pressure due to widespread unemployment. The article
also examines mechanisms and regulations developed by the CCP’s, such as the Labour
Contract Law, which was formulated to provide a measure of worker protection after mass State-
owned Enterprise (SoEs) layoffs.

The article first looks at the restructuring and reform of China’s state-owned enterprises which
began in 1995. SOEs were expected primarily to hire and retain superfluous labour, and to
provide healthcare and schools. By official count, in 1995, China had 300,000 SOEs employing
around 75 million people. Half of these were unprofitable but, as many argue, this was not their
primary aim. The main rationale for supporting a loss-making SOE was the promotion of social
stability. No system of social services had, or has since, been significantly developed
independent from SOEs.

The most immediate and direct consequence of SOE reform was unemployment. From 1995-
2002, SOEs were allowed to go bankrupt; official statistics put the number of laid off workers at
28 million during the same seven years. Corruption was an also indirect and pervasive
consequence of large-scale restructuring. Outright embezzlement or the undervalued sale of
public firms to family incurred billions in economic losses for the state. “Unemployment combined
with such brazen official corruption demoralized the public. According to the Hong Kong-based
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Information Center for Human Rights and Democracy, 60,000 worker protests took place in 1998
and 100,000 in 1999. This includes a purported three-day miners’ protest of 20,000 in Liaoning in
1999. Official statistics themselves report 10,000 protests in 1994 but a surge in protests or
“mass incidents” by 2004 to 74,000 and around 86,000 protests in 2005. While actual numbers
are unclear, it is likely that the number of protests per year from 1994 onwards trended
dramatically upwards into the tens of thousands as SOE reforms deepened and unemployment
grew” (pp. 2-3) In 1999, the government stepped back from its most aggressive SOE reform
policies. These were resumed in 2003.

However, the Labour Contract Law (LCL) also came into effect 1 January 2008. This was passed
partly to preempt scenarios similar to those of the SOE reform period involving management
corruption and mass unemployment that led to unrest. It defines and strengthens employees’
legal rights while broadening employer obligations toward labour contracts and contract
termination. However it has received some criticism for having what is perceived as a pro-labour
bias detrimental to business interests and investment.

Indeed, the author argues that for all its rhetoric about continuing its strategy of SOE reforms,
China has adopted a worker protection approach by lowering SOE standards and promoting lay
off disincentives. “Factories have been closing, particularly in export regions, without intercession
from the central or local government. 10 million workers have reportedly been laid off since
November. The planned minimum wage hike for January has been delayed. Yet in other
respects, the regime seems to have moved away from the efficiency promoting aspects of the
LCL and straight to labor protection. The State Council has urged companies to refrain from firing
workers, and some provinces have taken the initiative by requiring firms to apply for approval
from local human resources and social security authorities if they want to lay off 40 or more
workers. Central and local governments have moved in recent weeks to resurrect lay off methods
of the 1990s: some workers are being sent home to “celebrate Spring Festival early” and will be
called back in when business picks up. Others have been told that they will be asked to return
when the market improves but compensated in the interim.” In this way, the Chinese government
appears to be bowing to the need to maintain social stability over economic efficiency. The author
states: “all indications point to another halt in painful SOE reforms and a return to mass labor
industries such as construction. The regime seems willing to sacrifice short-term reform if it also
means achieving short-term social stability.” (p. 3)

The author highlights calls by analysts and commentators to invest social services as a way of
easing the burden on individual households which cannot be provided for through other
measures, even the LCL. However, the current budget of 5.86 billion hardly seems sufficient
considering the current state of the social service system in China, the size of the population, and
the potential demand for such services in the coming months. “While the regime is open about
the need for social service reform, officials see systems like the healthcare system in such dire
need of reform that any significant amount of money would be an irresponsible and ineffective
allocation of resources. To them, the regime is staying on the right course by ensuring
employment and thereby ensuring that people can afford the services themselves.” (p. 4)

Hol | eman, c. , 2008, “Conflict, Emergency Crisis and
Out of Control ', Humani tarian Exchange Magazi ne, (0]
London

http://www.odihpn.org/report.asp?id=2944

This article looks at the implications of economic crisis in Somalia that has resulted from the civil
conflict, and is severely affecting the population. The author explains: “Economic activities, trade
and transportation networks are disrupted and the uncontrolled and excessive printing of
currency, in large part to fund the conflict, has meant that Somali Shillings have flooded the
markets, rapidly increasing the money supply, sending the value of the Shilling into freefall and
causing hyperinflation, with price increases of between 200% and 700% within just six months.
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Rural and urban populations, not directly affected by conflict, are now struggling to meet basic
food needs. In particular, the urban and rural poor and IDPs are dependent on the market and
have limited capacity to cope with sudden and dramatic prices increases. For pastoralists already
struggling to cope with an ongoing drought in many parts of the country, the added economic
shocks of food and water price hikes are leading to rapid asset losses, and a deterioration in food
access and nutritional status.”

All indications are that the key factors driving this humanitarian disaster — increased civil
insecurity, hyperinflation and drought — will worsen over the coming months. There is an urgent
need to scale-up integrated emergency livelihood and humanitarian assistance to ensure that the
growing number of people in need of assistance receive life- and livelihood-saving support.

‘DRC: Gr ave Economic Situation Threatening
Programme Briefings, Institute for Security Studies

This short briefing looks at the impact of the financial crisis on the mining sector in Katanga, a
mineral rich province of DRC, which the central government in Kinshasa relies heavily on for
income generation and job creation. Following the economic downturn, Katanga has been hit by
the closure or departure of many mining companies operating in the province, and the whole
DRC is suffering mass job losses as workers are laid off. Since September 2008, the unparalleled
decline in global demand for natural resources; as well as plummeting prices of commodities like
copper and cobalt to allZime lows has been particularly detrimental to the province and the
country as a whole. As of the 24 February 2009, over 40 mining companies had ceased work in
the in Katanga province alone. The province’s capital, Lubumbashi as well as miners and their
families, have reportedly suffered in their absence.

The financial crisis is also occurring at a time when the DRC is also facing a huge humanitarian
and security crisis in the eastern part of the country brought on by continued armed conflict.
According to DRCaased World Bank economist Emilie Mushobekwa, together these two crises
will undoubtedly have a considerable impact on the government's fiscal position as well as on
social sectors.

Von Braun, J. ., 2008, ‘*Food and Fi nualntcuirael aQOrdi
Brief prepared for the CGIAR Annual General Meeting, Maputo, December
http://www.ifpri.org/pubs/agm08/jvb/jvbagm2008.pdf

This paper argues that food insecurity can be a key source of conflict and with increasing food
and general living costs, people have turned to the streets in protest. Social and political unrest
has occurred in 61 countries since the beginning of 2007, with some experiencing multiple
occurrences and a high degree of violence.

5. Migration

Stabil:

stehse:

Zetter, R. (n.d.), ‘“Forced Migr at i-owhatiwill HappenEr a

to Refugees?’
http://www.age-of-migration.com/na/resources/updates/1b.pdf

This paper argues that there is strong evidence to suggest that the financial crisis will have major
impacts on forced migration:

» lrrespective of the overall volume of people seeking sanctuary, the official numbers of
those being given the status of ‘refugee’ under the Geneva Convention will probably
decline. Receiving states will use economic pressures to justify strengthening legal and
policy measures to deter and restrict refugee claimants. “More asylum seekers will be
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driven underground: worse still, others will not even risk these outcomes and, by
remaining behind, may well swell the numbers of victims caught up in conflict.”

» The vulnerability of all those who are forced to flee conflict and persecution — irrespective
of their actual legal status - will increase significantly. This is because levels of
development and humanitarian assistance will inevitably decline quite severely over the
next few years. This decline in government assistance will be mirrored by declining
charitable income for NGOs delivering humanitarian assistance.

» There will be an increase in conflict-induced migration because the financial downturn will
negatively impact countries already affected by limited development opportunities, weak
governance and civil society structures, and widespread impoverishment. The financial
crisis will precipitate the slowing down or reversal of economic growth as development
assistance and development programmes falter; and competition to sustain livelihoods,
and power, in an environment of increasingly scarce resources will be increased. The
author argues that it can be assumed that progressively more marginalised groups, or
elites who fear a loss of power, will have recourse to violence to protect their interests
and that these outcomes will generate further forced displacement in the future. The
impacts of this displacement might be greatest within the affected countries (i.e.
generating IDPs) or in the immediate neighbouring countries.

» In the case of mixed migration flows, i.e. where conflict is a causal factor, amongst other
more immediate factors such as economic and social impoverishment, the conditions
which have generated large volumes of migration in recent years might continue in the
global financial crisis. “Despite increasing restrictionism in the north and thus the
heightened risks of irregular migration, it seems paradoxical but perhaps not
unreasonable to assume that those escaping a complex mixture of poverty and conflict
will continue to want to do so. Indeed, the pressure to escape these conditions might
increase as marginality, in poor countries of origin, itself increases.”

I nternational Organi zation for Mi grati on, 20009, “The
on Migration’, I OM, Geneva
http://www.iom.int/jahia/webdav/shared/shared/mainsite/policy and research/policy documents/

policy brief jan2009.pdf

This brief highlights some of the likely effects of the economic crisis on migration. These include:

» The risk of discrimination and xenophobia as migrants are mistakenly perceived as taking
the jobs of local workers particularly in low-skilled sectors of the labour market.

» The return of unemployed migrants to countries of origin (or regions of origin in the case
of internal migration) where they are also likely to face inferior economic conditions (e.g.
high unemployment and poverty) and could affect economic and social stability. Such
returns, however, are less likely to occur from those countries (e.g. European countries)
where migrants (and their families) enjoy secure residence and the safety net of a strong
social welfare system.

» An increase in irregular migration and the strengthening of the informal labour market as
unemployed migrants in destination countries seek to work without authorisation and as
opportunities for regular labour migration decrease resulting in the emigration of more
persons from countries of origin more seriously affected by the crisis. An increase in
trafficking in human beings is also a possibility.

Previous downturns in the economy at both global and regional levels (e.g. the oil crisis in the
early 1970s and the 1998 Asian financial crisis) indicate that migration will continue regardless
(and irregular migration may even increase) because of the continuing structural demand for
labour in certain sectors of the economy and despite increases in unemployment. The Asian
financial crisis also demonstrated that keeping markets open to migrants and migration is
important to stimulating a quicker economic recovery.
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Therefore, flexible, coherent and comprehensive policies are needed to ensure that:

» The rights of migrants are effectively protected, for example in terms of their working and
living conditions and in the event of loss of employment.

» Migrants are not stigmatised for job losses that occur and are protected from
discrimination and xenophobia — this also calls for measures to inform the general
population and raise awareness in destination countries about the valuable economic and
social contributions made by migrants.

» Measures are adopted to assist with the repatriation, reception and reintegration of
returning migrants.

6. Blogs

Arbache, J . , 20009, Wi the Economi cCoQirfilsiicst sAfifne cAf r G ocvae?r’

Africa Can, World Bank
http://africacan.worldbank.org/will-the-economic-crisis-affect-qovernance-and-conflicts-in-africa

7. Press Articles

Cruml ey, B. and Karon, T., 20009, ‘“ls the Economic Cr
Magazine

http://www.time.com/time/world/article/0,8599,1881492,00.html

Woodward, P., ‘“Economic slump poses a threat to gl ob
16, 2009-03-03

http://www.thenational.ae/article/20090216/GLOBALBRIEFING/583540792/1009/PAGETHREE

‘“Financi al crisis raises risk of soci al unrest in As
http://www.yehey.com/news/article.aspx?id=234717

Jopson, B. , 20009, ‘West to release emergency |l oans t
23, 2009

http://www.ft.com/cms/s/0/b893157¢-01c8-11de-8199-000077b07658.html?ncli&nclick _check=1

‘Gl obal financial crisis could drive poor Col ombi an
Agency warns', The Tel egraph, February 12, 20009
http://www.telegraph.co.uk/news/worldnews/southamerica/colombia/4596555/Global-financial-
crisis-could-drive-poor-Colombian-children-to-join-guerilla-groups-UN-agency-warns.htmi

Acost a, L. J., 20009, ‘I nterview: EcdiMNO mi ReQnriegsiss The
February 25, 2009

http://www.reuters.com/article/congo/idUSN25305512

\8. Resources on the Impact of Economic Conditions on Political Stability \

Bl att man, C., and Miguel, E., forthcoming 2009, *‘Ciyv
California, Berkeley

Sambani s, NA ,Review) 0f2Recerit Advances and Future Directions in the

Quantitative Literature on Civil War', Defence and Peace Economics, Volume 13, Number

3, pp. 215-243

http://pdfserve.informaworld.com/176579 731245331 713931567.pdf
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Gates, S. et al., 2006, Institutional Inconsistency and Political Instability: Polity Duration,
1800-2 0 0 OAmerican Journal of Political Science, Volume 50, Issue 4, pp. 893-908
This article is available for purchase from Wiley InterScience:
http://www3.interscience.wiley.com/journal/118570896/abstract?CRETRY=1&SRETRY=0

Ulfelder, J., 2007, ‘Natural Resource Wealth and the Survival of Autocracy’ Comparative
Political Studies, Volume 40, Number 8, pp. 995-1018

This article is available for purchase from Sage Journals Online:
http://cps.sagepub.com/cgi/content/abstract/40/8/995

Ulfelder, J. and Lustik, M., 2007, ‘Modelling Transi t i ons t o and from Democ
Democratization, Volume 14, Issue 3, pp. 351-387
http://pdfserve.informaworld.com/909930 745880094 778652181.pdf

9. Further Resources

The Global Financial Crisis webpage, Overseas Development Institute, London
http://www.odi.org.uk/odi-on/financial-crisis/default.asp

The Global Financial Crisis and Developing Countries — Overview, Workshop documents,
Overseas Development Institute, London
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Argentine Financial Crisis (2001-2002)
Date: 06/04/09

Query: Please identify literature on the social impacts of the financial crisis in Argentina (2001-
2002) with particular attention to the causes of social unrest (including unemployment). Please
include information on the policy responses implemented.

Enquirers: Development Research Center of the State Council, China, and DFID China.

1. Overview
2. Social unrest
3. Wider social impacts and policy responses
4. Additional Information
1. Overview

Between 1992 and 2002 Argentina experienced very fast rates of economic growth followed by
almost total economic collapse. The 2001-2002 financial crisis culminated in the collapse of the
1991 Convertibility Plani, the freezing of bank deposits, and the biggest foreign debt default in
world economic history. By May 2001, 31% of the total workforce was either unemployed or
underemployed. By May 2002 this figure stood at 40.1%. Many of the new unemployed were from
the middle class who, faced with both declining wages and freeze on bank assets, moved into
poverty for the first time.

Whilst there is still no consensus on the causes of the crisis, it is generally attributed to both
economic factors (especially the extreme dependency on foreign credit) and the fragmentation of
the political system.

Social unrest

Social unrest during and following the financial crisis principally took the form of social protests.
There was a sizeable increase in the participation of individuals in various forms of social protest,
which rose from 7.6% before October 2001 to 16.2% by October 2003, with participation
increasing up the income distribution scale. (Fiszbein et al. 2003)

However, social protests were common in Argentina long before the financial crisis hit. According
to one study (Garay 2007), between 1997 and 2003, Argentina experienced an annual average of
137 acts of protest. Prior to 2001, these generally took the form of puebladas (urban revolts) and
piquetes (pickets), with the level of social unrest steadily becoming higher and more constant.
From December 2001 onwards, new forms of protest emerged, including cacerolazos (pot
banging), asambleas vecinales (neighbourhood assemblies), escraches (graffiti protests) and
clubes de trueque (barter clubs).

There is no consensus as to whether the 2001 crisis per se was the principal cause of contention.
Much of the research highlights a combination of broader factors to account for the upsurge in
social protest, including already high unemployment rates, poverty, lack of labour union support
to the unemployed and repressive and clientelist political practices. Furthermore, it has been
argued that the street protests of December 2001 were not a homogeneous phenomenon, but
involved different social sectors - including middle-class protestors, the urban poor, and criminal

1 The Convertibility Plan refers to the Argentine Currency Board’s policy of pegging the Argentine peso to the U.S. dollar
between 1991 and 2002 in an attempt to eliminate hyperinflation and stimulate economic growth.
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gangs - each with different motivations and behaviour, with much of the protest being either
fomented or taken advantage of by political groups.

Wider social impacts

Budget cuts following the crisis had serious consequences in the social sectors. In education,
spending designed for investments in improved services were diverted to shorter-term safety net
programmes, such as school feeding. Shortages of funds produced teacher strikes and prevented
the continuation of the education reform strategy launched by the Government in 2000. In the
health sector, the (private) health insurance system, which depends on wage contributions from
formal sector workers, saw major reductions in revenues. This resulted in an increase in the
demand for services from public hospitals, which themselves saw a reduction in funding.
Generally speaking, the crisis had greater effects on the use of health services than of education
services. It also appears to have resulted in higher levels of family violence, alcoholism, and
crime.

Policy responses

The principle policy response to the crisis was the "Programa Jefas y Jefes de Hogar
Desocupados” (Programme for Unemployed Heads of Family), a more inclusive alternative to the
existing workfare programme “Programa Trabajar” which it replaced. The programme aimed to
provide direct income support for families with dependents for whom the head had become
unemployed due to the crisis. The programme was seen as a partial success insofar as it
reduced aggregate unemployment by about 2.5%. However, there was substantial leakage to
formally ineligible families, and incomplete coverage of those eligible. Furthermore, it has been
argued that the continued existence of the programme may have unappealing long-term
consequences, by reducing the incentive to search for work and perpetuating poverty (lturriza et
al. 2007). Others see the plan merely as a temporary tool to control social unrest, rather than a
longer-term policy aimed at strengthening workers’ rights.

2. Social unrest

Epstein, E . Riqueté&r® NMovem'ent bf &reater Buenos Aires: Working Class
Protest during the Current Argentine Cr i s Camadian Journal of Latin American and
Caribbean Studies, January

http://www.accessmylibrary.com/coms2/summary 0286-31116011 ITM

This paper traces the emergence of the piquetero (picketers) movement in Buenos Aires during
the Argentine crisis. The most important economic changes in relation to an understanding of the
piqueteros relate to those in the labour market. Following the market-oriented economic
innovations introduced by the Menem government after 1989, there was a gradual increase in the
percentage of precarious jobs and worsening structural unemployment. By May 2002, national
unemployment had reached 21.5% of the work force.

One particular social aspect of the crisis was the sense of personal isolation and exclusion
derived from chronic unemployment and poverty that affected the identity of many Argentines.
This increased social isolation reflected not only their heightened joblessness, but also a
reduction in (and fragmentation of) the collective political influence of the traditional union
movement.

According to the author the piqueteros represented “a successful effort at mobilizing some of
those who had rarely been actively involved as an organized force in national politics: the
chronically unemployed poor, their families, and local sympathizers.” The piqueteros would
typically block off strategic roads to demand inclusion in government relief programmes such as
the Jobs Programme (or Programa Trabajar) of 1996-2002, or the more inclusive Programme for
Unemployed Heads of Family (Programa Jefes/Jefas de Familia Desocupados) that replaced it
from mid-May 2002.
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The author tentatively suggests that the emergence of the piquetero movement was a result of a
combination of:

a) opportunity (increased government vulnerability, less likelihood of official repression,
external allies and an available number of mobilisable protesters);

b) resources (which depend on a combination of previous protests plus threatened new
protests, and the possibility of flexible bargaining); and

c) framing factors (membership trust in strong group leaders resulting in autonomous
leadership in key group decision-making, or, as a sharply different alternative, a pattern
distrustful of strong leaders, with active membership participation in decisions made in
local neighbourhood groups, resting on egalitarian group values).

Note: An updated version of this article can be found in: Epstein, E. and Pion-Berlin, D. (eds.),
2006, Broken Promises? The Argentine Crisis and Argentine Democracy, Lexington Books

Villalon, R. J., 2002, *‘ Pi qeanalessSoci& Brotestsonl azos y Asar
Argentina, 1993-2 0 O, ﬂwé5|s presented to the Faculty of the Graduate School of the

University of Texas at Austin

http://www.utexas.edu/cola/insts/llilas/content/claspo/PDF/dissertations/Villalon.pdf

This thesis explores the emergence of new forms of social protest which emerged in Argentina
from 1993-2002, namely ‘puebladas’ (urban revolts), ‘piquetes’ (pickets), ‘cacerolazos’ (pot
banging), ‘asambleas vecinales’ (neighbourhood assemblies), ‘escraches’ (graffiti protests) and
‘clubes de trueque’ (barter clubs). These emerged as a result of a combination of labour market
shrinkage, economic recession, repressive political practices, and a crisis of legitimacy and
efficiency of representation among traditional unions and political parties. These new forms of
protest were able to attain diverse goals ranging from the expansion of employment programmes
to politicians resigning from their positions. However, as the author remarks, at the time of writing
(August 2002); “the radical character of these movements seemed to have moderated [either
because] they adopted and reproduced the traditional organisational and political patterns that
took them away from their original role as representatives of the most vulnerable [or] because
none of the protesters organizations managed to become or ally with a political force in order to
introduce their demands as policy priorities.” (p106)

The author identifies four different phases during the period 1993-2002 in terms of a) the means
of protests, b) the socioeconomic background of the contenders, c) the organisations, d) the
occurrence of certain mechanisms, and e) the level of social unrest (pp 109-110):

» The emergence of contention (1993-1996) was characterised by the appearance of new
methods of protest, the ‘puebladas’ and ‘piquetes’, mostly organised by groups of ex-
employees and displaced workers, and unemployed and underemployed low-income
people, respectively.

» In the following phase, decentralised roadblocks (1997-mid 2001), there was a
proliferation of picketer organisations throughout the country, raising the level of unrest
and number of participants.

» Inthe third phase, national pickets (July- November 2001), the level of social unrest was
significantly higher and more constant.

» The fourth phase, expanded contention (December 2001-June 2002), was characterised
by the appearance of different innovations and the engagement of other sectors of the
population to the process of political contention. ‘Cacerolazos’, ‘asambleas vecinales’,
‘clubes de trueque’ and ‘escraches’ combined with ‘piquetes’ and multi-sector
mobilisations, generating a very high level of social unrest across the entire country.
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This report shows the general results of a research project on social protest in Argentina between
1989 and 2003. It aims to examine transformations in Argentinean social protest over time, rather
than studying events in isolation. It finds that although 2001 was a particularly significant year in
terms of the political impact of mobilisations, it was less significant in terms of the number of
protests recorded.

Garay, C., 2007, ‘Social Policy and Collective Action: Unemployed Workers, Community
Associations, and Protest in Argentina3®8 Politics & Sc
http://pas.sagepub.com/cgi/content/abstract/35/2/301

Between 1997 and 2003, Argentina experienced an annual average of 137 acts of protest,
including roadblocks, demonstrations, and occupations of buildings. This paper analyses data on
the evolution of protest (number of acts of protest, duration of protest measured in days, and
average participants) and socioeconomic data from 1993 to 2003. It rules out the 2001 crisis as
the principal cause of contention, given that unemployed protest began well before that date. At
the same time, an earlier financial crisis, which produced unprecedented unemployment in 1995,
did not trigger unemployed protest. Furthermore it rejects the role of grievances and structural
change to explain the emergence of and variation in protest over time, given that different levels
of protest correspond to similar levels of poverty and unemployment and comparable economic
conditions.

As the author points out, existing research has highlighted a number of factors to account for the
upsurge of collective action, including the context of deprivation in which it emerged (high
unemployment rates and poverty), lack of labour union support to the unemployed and growing
dissatisfaction with partisan clientelist practices that manipulated access to social benefits. In
contrast, she argues that the national workfare programme, Plan Trabajar, created in 1996 to
demonstrate public concern on the issue of unemployment, itself had fundamental effects on
collective action among unemployed and informal poor workers. Specifically, three features of the
programme’s design—namely the short supply of benefits relative to demand, the lack of clear
rules for selecting beneficiaries, and the administration of workfare benefits by community
associations, encouraged collective action. When the state responded to protests with workfare
benefit provisions, it triggered further demands, which presented the national state with the
choice of either confronting demands or acquiescing to them. In a democratic environment that
made repression costly (and hence, made protest less risky), state responses led to a pattern of
state-group interaction characterised by protest for and negotiation of workfare benefits. This
pattern fostered coordinated action among otherwise isolated unemployed and informal poor
workers around a common policy goal and identity vis-a-vis the state. Furthermore, it allowed
them to gain crucial allies, particularly opposition unions, and to consolidate their organisations as
key actors through access to material resources and members.

Dinerstein, A., C., 2008, ‘“The Politics of Unempl oy me
Unemployed Workers Organisations and the State in Argentina (1991-2005) ", NGPA

working paper, London School of Economics, London

http://www.lse.ac.uk/collections/NGPA/publications/WP9 Politics of Unemployment web.pdf

This paper explores the contested relationship between Argentine unemployed workers

organisations (UWOs) and the state from 1991-2005. Following the events of December 2001,

social mobilisation forced the resignation of national authorities demanding‘igue se vayan todos!
(out with them all'). Direct and radical forms of action (such as factory occupations and
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neighbourhood assemblies) rejected representative and institutional politics. As such, “the
provisional government found itself in a difficult bind of having to re-establish financial and
political stability sought by the financial institutions and politicians, and the need to rein in social
mobilisation driven by anger at the same creditors and politicians.”

In early 2002, the government launched the plan Jefas y Jefes de Hogar Desocupados (‘Male
and Female Unemployed Heads of Household’ programme), presenting it as a shift towards a
more inclusive policy ethos. Yet, according to the author, many analysts as well as unemployed
UWGOs viewed the plan as “a temporary tool to control social unrest, having further negative
implications rather than representing a ‘new logic of policy’ that would ‘transform benefits into

)

rights”.

The politicisation of unemployment reached its height in the first six months of 2002, when the
confrontation between the administration of President Duhalde and the radical sectors of the
UWOs ended in the death of two young activists, and the injury and hospitalisation of hundreds of
others. For Dinerstein, the implications of the massacre were numerous. “First, it led to cross-
class solidarity with the unemployed and the mobilisation of thousands against both
unemployment and repression. [...] Secondly, it allowed the government to introduce a split within
the movement. [...] Thirdly, it unleashed a political scandal which forced the provisional
administration to call for national elections.” (p. 18)

For further research by A. C. Dinerstein on the movement of the unemployed in Argentina, see:
http://www.esrcsocietytoday.ac.uk/ESRCInfoCentre/ViewFullAwardPage.aspx?data=IWEC7sNY9
im1ZHivC4z6rQ%3D%3D&xu=0&isAwardHolder=&isProfiled=&AwardHolderID=&Sector=&Award
number=RES-155-25-0007

Mal amud, A. , 2006, ‘Soci al Revolution or Pol
2001 Reassessed’, University of Lisbon
http://www.eui.eu/Personal/Researchers/malamud/Popular impeachment in_Argentina.pdf

According to most accounts, the events of December 2001, which led to the early resignation of
two constitutional presidents, were ignited by popular revolt and solved through parliamentary
means. The central argument of this paper is that a third, crucial factor was behind both the origin
and outcome of the crisis: “the (more or less purposeful) action of key Peronist subnational
executives” (p 19).

Of particular interest here is the question of whether the popular rebellion was spontaneous or
orchestrated. The author argues that the “argentinazo”, as the street protests of December 2001
came to be called, was not a homogeneous phenomenon. In and around Buenos Aires, it was “a
concurrent manifestation of at least three different social sectors” (p 20), each with different
motivations and behaviour:

» Middle-class protesters (caceroleros) who objected to the bank freezing.

» The urban poor (saqueadores) who had more concrete objectives: “to take home as
much goodies, especially but not exclusively food, as they could.” (p 20)

» Criminal gangs who: “mingled among the looters and benefited from the confusion.” (p
20)

According to the author, what the two latter groups have in common is that they were linked to or
organised by local political bosses of Buenos Aires province. Thus, “while there was a segment of
the popular protest that was spontaneous, the more violent and consequential demonstrations
were either fomented or taken advantage of by political groups.” (p 21)
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Democracy, 14.4 pp 152-166
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This article explores the 2003 presidential election in Argentina in the context of the social unrest
which preceded it as a result of the financial crisis in 2001. Following Argentina’s “extraordinary
economic and political meltdown, [...] a massive wave of riots and protests triggered a string of
presidential resignations, plunging the country into a profound crisis. For several months,
Argentina teetered on the brink of anarchy. [...] As the 2003 presidential election approached,
many observers feared that the vote would be marred by violence or fraud. Yet this did not
happen.” (p 152)

In this article, the author argues that the post-crisis 2003 election demonstrated both the
robustness of Argentina's core democratic institutions and the remarkable strength of Peronism.

Pérez-Lifian, A., S., 2002, Argentina and the New Pattern of Politic
A me r i Bepdrtment of Political Science, University of Pittsburgh
http://www.pitt.edu/~asp27/Argentina.pdf

This paper traces the events of December of 2001 and January of 2002 in Argentina and argues
that the political consequences of the crisis are less of a surprise when placed in a broader
comparative perspective. Despite its many idiosyncratic characteristics, the resolution of the
Argentine crisis shares important similarities with other Latin American episodes of political
instability throughout the 1990s. Rather than an exceptional case, Argentina is a dramatic
illustration of a broader trend emerging in Latin America during the 1990s. According to the
author, instability during this period did not threaten the survival of democratic regimes as much
as it endangered the survival of elected governments. In just twelve years, between 1990 and
2001, nine Latin American presidents were forced to leave office. Such “terminal” crises took
place in Brazil in 1992, Venezuela and Guatemala in 1993, Ecuador in 1997, Paraguay in 1999,
Ecuador (again) and Peru in 2000, and Argentina (twice) in 2001. In no case was the demise of
the president followed by the establishment of an authoritarian government.

The author contends that the new pattern of political instability is characterised by three
main features (p 10):

» First, military officers—bounded by international constraints and the disastrous
experience of military rule in the 1970s—are less likely to intervene in the process.

» Second, in the absence of military intervention, popular protest against corruption or bad
economic performance operates as the driving force behind the resignation of the
president.

» Third, given these two conditions, congress bears the enormous responsibility of
guaranteeing a constitutional framework for the government transition in the midst of the
crisis.

Thus, he argues, even though some critical components of the Argentine crisis were unique, the
political conditions for a relatively ordered (and still democratic) transfer of power mirrored the
conditions of similar crises throughout the region.

See also:
Bulletin of Latin American Research, 2003, Volume 2, Issue 2

Special Section: The Crisis in Argentina: Contrasting Perspectives
http://www.wiley.com/bw/journal.asp?ref=0261-3050
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3. Wider social impacts and policy responses

Fiszbein, A., Giovagnoli, P., | Cristssramd it®\lchpactioz ,

HouseholdWe | f are’, Cepal Review, 79
http://www.eclac.org/publicaciones/xml/0/20140/lcq2200i-Fiszbein.pdf

This 2003 paper explores the immediate social costs entailed by the Argentine economic crisis
and its adverse effects at all income distribution levels. Overall, it shows greater effects on the
use of health services than of education services.

Amongst the findings of interest here are:

» There was a sizeable increase in the participation of individuals in various forms of social

protest, which rose from 7.6% before October 2001 to 16.2% by October 2003, with

participation increasing up the income distribution scale. The most popular form of protest

was the cacerolazo, or pot-banging (9.2%), a form of protest that became highly popular

in the major urban centres during the first quarter of 2002.
» Violence appears to have been an important factor in the post-crisis period. 20% of

households claimed to have fallen victim to crime or violence in the previous six months
compared to 13% in 2000. There does not, however, appear to be any simple correlation

between income level and the likelihood of experiencing crime.
» There is no evidence of children in the 6 to 12 or 13 to 15 age brackets dropping out of

school and there is a small (but not statistically significant) percentage of drop-outs in the

16 to 18 group. However, evidence from other crises suggests that the negative effects
might be felt not immediately but several months after the onset of the crisis.
Furthermore, the data from the survey do not show how many children were not
attending school regularly, which may be a more prevalent type of adjustment in many
cases.

» The percentage of families switching schools was very small. However, a very large

proportion of households (particularly in the lower income groups) reported reducing their

purchases of school materials;
» Approximately 12% of individuals experienced some change in health insurance
coverage. More than 60% of these, mainly in the lowest-income groups, lost their

coverage altogether. The loss of health insurance coverage led an increasing number of

people to rely on public health facilities. Overall, the survey found that families had cut
back on health services in one way or another as a result of the economic crisis.

» Cutting down on the use of utility services appears to be another strategy followed by
households. Typically, this involved either halting or delaying payments (with the risk of
being cut off) or simply asking for the service to be suspended.

» More than a third of households reported benefiting at least in some respect from access

to a social support network. The greatest increases were in the use of barter and
participation in community activities.

Worl d Bank, 2003, *‘ Ar gent i-AdPovenyiAssessmennVvblurPed:ver t y
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2003

Main Report’ , Poverty Reduction and Economic Management La

Caribbean Region, World Bank
http://www-

wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2003/10/08/000012009 20031

008104201/Rendered/PDF/261270AR.pdf

According to this 2003 report (volume I) from the World Bank, total social spending in the wake

of

the argentine crisis increased as a share of the budget, but declined 32% in real terms. Spending

targeted to the poor increased by 21%. However, the large increase in the numbers of poor
people during the crisis means that real spending per poor person actually declined by 16%.
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Budget cuts had serious consequences in the social sectors. In education, spending designed for
investments in improved services were diverted to shorter-term safety net programmes, such as
school feeding. Shortages of funds produced teacher strikes and prevented the continuation of
the education reform strategy launched by the Government in 2000. In the health sector, the
(private) health insurance system, which depends on wage contributions from formal sector
workers, saw major reductions in revenues. This resulted in an increase in the demand for
services from public hospitals, which themselves saw a reduction in funding. Despite the fact that
tariffs for basic utility and transportation services were frozen after January 2002, the poorest
households faced significant problems in affording these basic services as a result of falling
incomes. At the same time, the policy of freezing tariffs threatened the financial sustainability of
the infrastructure service providers.

The report also offers a number of policy recommendations for reducing poverty in the wake of

the crisis, including the establishment of sustained, pro-poor economic growth; the establishment
of a strong safety net; and improving education, health and infrastructure services.

Wor |l d Bank,genfirta@Bsjs andAoverty 2003 - A Poverty Assessment Volume Il:

Background Papers’ , Poverty Reduction and Economic M:
the Caribbean Region, World Bank
http://www-

wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2003/10/08/000012009 20031
008105056/Rendered/PDF/261270REV.pdf

Volume Il of this World Bank Report presents a number of background papers which explore
some of the social impacts of the Argentine crisis. These papers are listed below:

» Fiszbein A. et al, 2003, ‘Argentina’s Crisis and its impact on household Welfare’ (see
summary above)

» Cruces, G. and Wodon, Q., 2003, ‘Risk-Adjusted Poverty In Argentina: Measurement and
» Determinants Cesilini S. et al, 2003, ‘Economic Crisis and Social Crisis in Argentina
Social Organizations, Communities and Families’
» Kritz, E., 2003, ‘Poverty and The Labor Market in the Argentine Crisis 1998-2002.
» Cristobal, R.,C., 2003, ‘Government Services For The Poor’
» Uribe J. P. and Schwab, N., 2003, ‘The Argentine Health Sector in the Context of the
Crisis’
» Espana, S. et al., 2003, ‘The Impact Of The Crisis On The Argentine Educational
Process’
» Lee, H., 2003, ‘Poverty Measurement in Argentina’
» Foster, V. and CEER, 2003, ‘The Social Impact of the Argentine Crisis on the
Infrastructure Sectors
See also:
Rof man, R. , 2004, ‘The Economic Crisis in Argentina &

Sy st eWofking Paper, World Bank
http://www.docstoc.com/docs/4060605/The-Economic-Crisis-in-Argentina-and-its-Impacts-of-the

Galasso, E. and Ravallion, M. , 2003, ‘Soci al Protection in a Crisis
Jef as’ , wo r3ea5niMpridpBank ewashington, D.C.
http://www-

wds.worldbank.org/external/default/WDSContentServer/IW3P/IB/2003/12/08/000012009 200312
08112939/Rendered/PDF/wps3165.pdf
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This paper assesses the impact of Argentina’s main public safety net response to the severe
economic crisis of 2002, the Plan Jefes y Jefas. The programme aimed to provide direct income
support for families with dependents for whom the head had become unemployed

due to the crisis. The paper finds that the programme reduced aggregate unemployment by about
2.5% (p. 25), though it attracted as many people into the workforce from inactivity as it did people
who would have been otherwise unemployed. While there was substantial leakage to formally
ineligible families, and incomplete coverage of those eligible, the programme did partially
compensate many losers from the crisis and reduced extreme poverty.

lturriza, A., Bedi A., S. and Sparrow R., 2007, Unempl oyment Assistance and Tr
Empl oyment in Argentina’ | SS working paper 447, Net he
http://biblio.iss.nl/opac/uploads/wp/wp447.pdf

This paper reviews Argentina’s Plan Jefes y Jefas, implemented in May 2002 in response to the
increases in unemployment and poverty triggered by the 2001 crisis. The programme provided a
social safety net and appears to have successfully protected families against indigence. This
paper argues, however, that despite this success, the continued existence of the programme,
which provides benefits to eligible unemployed individuals for an unlimited duration, may have
unappealing long-term consequences: “Reliance on the plan may reduce the incentive to search
for work and in the long-run may damage individual employability and perpetuate poverty.”

Pastor, M. and Wise, C.,2004, Pi cking Up the Pieces: Comparing the
Financi al Crisis i n Maperipresentedratdthe Anngat meeting af the

International Studies Association, Le Centre Sheraton Hotel, Montreal, Quebec, Canada,

March 17

http://www.allacademic.com/one/prol/prol01/index.php?cmd=Download+Document&key=unpublis

hed manuscript&file _index=2&pop_up=true&no_click key=true&attachment_style=attachment&
PHPSESSID=f60531f059184f6043eecc2812ffOc6f

This paper re-examines the financial crises in Mexico (1994-95) and Argentina (2001-02) from the
standpoint of social tensions and distributional concerns. While unemployment and wages took a
major hit in the aftermath of these respective crises, the authors here argue that misguided
attempts in both countries to ameliorate social stress prior to the crisis contributed to both the
timing and the magnitude of the shocks when they did hit.
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Indonesian Financial Crisis (1997-1998)
Date: 30/03/2009

Query: Please identify literature about the social impacts of the financial crisis in Indonesia in
1997-98 with particular attention to the causes of social unrest (including unemployment) and
including information about the policy responses implemented.

Enquirer: Development Research Center of the State Council, China, and DFID China.

Contents

1. Overview

2. Social unrest and conflict
3. Other social impacts

4. Additional information

1. Overview

In the 1980s and early 1990s, Indonesia along with other Asian countries experienced strong
economic growth which produced reductions in poverty and improvements in social indicators.
The financial crisis of 1997 undid many of these improvements as GDP dropped, unemployment
rose, wages eroded, and prices increased dramatically. The rapid descent into economic
hardship strained already-present tensions in society and contributed to increased criminality.
President Suharto’s government2 lost its legitimacy and control, and in 1998 the President
stepped down amid widespread social unrest.

Although the financial crisis was the catalyst that triggered the fall of the Suharto government, it
was not the underlying cause. Social conflicts, divisions along regional, class, and cultural lines,
corruption, and criminal gangs were deeply rooted in Indonesian society. While overt violent
conflict had been mostly suppressed under the Suharto regime, the underlying tensions
remained. The financial crisis weakened state institutions and brought the situation to the
breaking point, allowing repressed tensions to flare up. A far-reaching governance and economic
transition ensued.

During the crisis, social safety net programmes were implemented to improve food security,
stimulate the economy, and provide basic health and education services. There were serious
doubts, however, both internationally and within Indonesia, about the programmes’ effectiveness
and targeting, and about the potential for corruption.

2. Social unrest and conflict

Mal l ey, M., 2001, ‘Class, Region, and Culture: The Sc
in Social Cohesion and Conflict Prevention in Asia: Managing Diversity Through
Development, World Bank.

Malley argues that the upsurge in social conflict in Indonesia in the late 1990s ‘stems from the
weakening of the economic and political forces that had underpinned rapid economic growth and
enforced social stability.” The country is characterised by long-standing divisions along regional
lines (including regional separatist movements both peaceful and armed, and less-radical

2 Suharto’s regime was known as the ‘New Order’ throughout its 32-year rule, a term chosen to mark its opposition to the
‘old order’ represented by his predecessor, Sukarno.
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demands for greater regional autonomy), class lines (characterised by labour unrest and disputes
over land rights), and cultural identities (particularly between ethnic Chinese and indigenous
Indonesians, and among the various groups of indigenous Indonesians themselves).

Under the Suharto regime, government policies ‘tended to exacerbate social cleavages’ but
‘coercive bureaucratic and military measures’ were used ‘to prevent social tensions created by
official economic policies from developing into open, violent conflicts and to subdue them when
they did.” Following the fall of the Suharto regime, the suppressed tensions erupted into violent
conflict in many areas. This document recommends that new policies aimed at resolving the
underlying tensions, rather than suppressing them, should be pursued. This includes the need to
‘replace the institutions that underpin the inequitable distribution of resources among social
groups divided by region, class, and culture.’

Kristiansen, S., 2003. “Violent Youth Groups in | ndc
Nusa Tenggar a B aSOd@QURN: Journal of Social Issues in Southeast Asia, vol. 18

Gangsters and racketeers have operated in Indonesia for many years, often with the consent of,
and under the informal control of, the police and military. However, ‘problems of violent youth
groups have escalated in Indonesia, following economic recession, unemployment, and
weakened state institutions. Young people have been hit by the lack of income and broken
expectations. In consequence, youth groups emerge and arrange for members’ economic
revenue as well as identity creation and confidence.’ (p. 110) There has been an increase in
‘violence... related to problems of economic crisis and unemployment, combined with the
weakening of central state institutions, including the police.” (p. 111)

Kristiansen argues that ‘a main challenge under the present conditions in Indonesia is developing
new institutions and transparent government procedures that can fill the power vacuum after the
fall of the authoritarian system.... Instead of balancing violent youth movements with state terror
to regain the monopoly of force, more should be done to minimize the reasons for hostility.” (p.
133-134)

Tadjoeddin, M. Z. and MufEsom@amc,Det&minavits pf ERebyflay, ‘ Soci o
Violence in Indonesia: An Empirical Investigation of Javanese Districts, 1994-2 0 0 3’ ,
Journal of Peace Research, no. 44. http://jpr.sagepub.com/cgi/reprint/44/6/689

Following Indonesia’s deep economic crisis, the country undertook three major transitions: from
an autocratic system of politics and governance to a democratic one, from a ‘patron-client and
crony capitalist economic system to a rules-based market economy’ (p. 692), and from a
‘centralized socio-political and economic system to a decentralized one.’ (p. 692) The crisis was
marked by an eruption of violent conflict in 1997 which peaked in 1999. The distribution of and
nature of conflict, however, varied greatly across the country.

The authors find that ‘economic crises, which are measured by the size of economic contraction
and the increase in poverty, are positively associated with the level of violence.’ (p. 689)
‘Economic insecurity potentially results in feelings of vulnerability and frustration within society,
which in turn could easily turn violent. Such human insecurity significantly lowers the opportunity
cost of engaging in violence. Therefore, policies aimed at reducing socio-economic human
insecurity simultaneously lower violence.... most of the determinants of violence we have
investigated are closely related to indicators targeted in the Millennium Development Goals
(MDGs), notably halving poverty and achieving universal education.’ (p. 706) However, the
authors also note that ‘deep social divisions within Indonesian society have been an inseparable
part of the crisis and transition itself.’ (p. 689)
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Wee, V., 2002, *'Soci al Fragmentation in Indonesia: A
Working paper no. 31, Southeast Asia Research Centre, City University of Hong Kong.
http://www.cityu.edu.hk/searc/WP31 02 Wee.pdf

Indonesia was hard hit by the financial crisis. People’s livelihoods were endangered by the fall in
economic activity (e.g. a quarter of all SMEs shut down by 1998) and rising prices (e.g. the price
of rice tripled in only six months). As a result, political stability disappeared and the government
lost all legitimacy. This catalysed social fragmentation leading to ‘massive social unrest, riots,
ethnic conflicts, separatist movements, as well as crime and interpersonal violence.’ (p. 2)

However, the author notes that this fragmentation was ‘deeply rooted in the institutional
dysfunctionality brought about by Suharto’s ‘New Order’. (p. 2) Even before the crisis, social
fragmentation was already present but had been papered over by an authoritarian government
that did not permit the expression of political difference... the Asian financial crisis merely
sparked off the eruption of long smouldering discontent.” Under the Suharto regime, state
capture, a form of large-scale systemic corruption, weakened state institutions and contributed to
social fragmentation, widespread cynicism and distrust of state institutions. It also subverted
efforts to promote social and economic development.

Wee concludes that ‘corruption in post-Suharto Indonesia continues unabated’ (p. 13), state
capture remains ‘the primary mode of governance in Indonesia’ (p. 19), and democratisation
alone cannot effect change without ‘economic redistribution, the eradication of corruption and
institutional reform.’ (p. 19)

Barron, P., Kai ser , K., and Pradhan, M. , 2004, ‘Loc e
I ncidence and | dent i fBankPglicyPResearenrWorking Papek\fm r338d,
World Bank. http://go.worldbank.org/X6XRKZJ8MO

This paper aims to identify factors that contributed to the violent unrest that swept Indonesia in
1998. Suharto’s authoritarian regime ‘managed conflict through repression with state structures
regulated and vertical in nature, and the army, through its presence in each and every Indonesian
village, quelling any latent unrest.’ (p. 2-3) The authors find that poverty per se is not correlated
with conflict, and were surprised to note that horizontal inequality is associated with lower levels
of conflict. Changes in economic circumstances are linked with increased conflict, and
unemployment is ‘universally closely associated with higher conflict rates.” (p. 31) Other factors
correlated with conflict include:

» high migration for work/school,

» the share of converted land in rural areas,

» natural disasters,

» areas where there is no single ethnic group dominant, and

» clustering of ethnic groups within villages across a sub-district.
Mur shed, S. M., and Tadjoeddin, M. Z., 2008, ‘1s Fisc
Routine Violence and District LeyBMicrodBmResearchment i n Ja\

Working Paper 7. http://www.microconflict.eu/publications/RWP7 MM _ZT.pdf

Following the economic crisis and the fall of the Suharto government, a programme of fiscal
decentralisation was undertaken as part of the country’s democratic transition. This policy
directly aimed to give more power to regional authorities and ‘mollify the few, but high profile,
separatist tendencies in the country.’ (p. 2) Murshed and Tadjoeddin find that social violence in
Java ‘is negatively associated with the impact of fiscal decentralization and the size of local
government.’ (p. 28) However, fiscal decentralization has also led to widening disparities among
local regions, so while ‘greater local government spending can lead to conflict abatement... this
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capacity is greater in richer districts.’ (p. 29) This suggests the importance of a central transfer
mechanism.

2. Other social impacts

Knowl es, J. Cc. , Perni a, E. M. , and sPhthesFinansial M. | 1999,

Crisis in Asia’, Economic Staff Paper Number 60, Asi ¢
http://www.adb.org/Documents/EDRC/Staff Papers/ESP060.pdf

This paper reviews the social impacts of the Asian financial crisis in Indonesia and five other
countries. It traces the mechanisms by which the structural crisis in banking and corporate
finance produced social impacts: dramatic price inflation, particularly for goods with high import
contents such as pharmaceuticals, food, and fuel; a drop in the demand for labour resulting in
unemployment and reduced wages; losses of savings; constricted access to credit; and
reductions in government budgets (barring the ability to run large deficits). These produced
significant impacts on inequality, poverty, education, and health (including family planning and
reproductive health). The poor, women, youth, and the elderly were most strongly affected, as
were workers in manufacturing and construction, although declining wages affected workers in all
sectors. Urban populations were hit harder than rural areas. Ethnic and religious minorities were
targeted as scapegoats.

The crisis also weakened community cooperation and participation in Indonesia (although in other
countries, such as Thailand and Korea, community ties appear to have been strengthened). The
fast-growing numbers of needy people overwhelmed the relatively weak community institutions
available to support them and historical institutions of reciprocal labour, food-sharing, community
savings, neighbourhood security watches, and volunteering for other community activities
declined or were abolished. Participation in religious activities also suffered. Crime rates
increased, including looting and robbery, including extreme violence even in combination with
petty theft.

UNESCAP, 1999, ‘Soci al i mpact of the Economic Crisis’
Asia and the Pacific 1999", United Nations Economic &
the Pacific. http://www.unescap.org/drpad/publication/survey1999/svy99ch3.pdf

This paper presents a very useful framework for understanding the mechanisms by which
economic impacts are translated into social impacts (see p. 117). Prior to the economic crisis,
Indonesia and other Asian countries experienced rapid economic growth, and rising per capita
income (more than doubling in Indonesia from the mid-1980s to the mid-1990s) had produced
broad improvements in health and education. The crisis produced a dramatic increase in
unemployment and a decline in wages for those who did not lose their jobs, with women being
particularly vulnerable. Declines in income and dramatic increases in the price of drugs resulted
in a decline in the use of health services, and rising food prices resulted in increasing incidences
of malnutrition. Declining income also reduced access to education, especially to higher-quality
education. Approximately 25% of children and youth who should have been in school dropped
out, and girls’ education was considered a lower priority than that of boys. A major social safety
net programme was initiated to overcome the immediate adverse effects of the economic crisis,
focusing on improving food security, creating employment, developing small and medium-sized
enterprises, and providing basic services, particularly in health and education.

Sumarto, S., Wetterberg, A. and PrtoftheCrisigin, L., 1998,
I ndonesia: Results from a Nationwide Kecamatan Surve)
http://www.smeru.or.id/report/workpaper/crisimpactkecsurv/kecsurl.pdf
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This national survey shows that urban areas were harder hit by the crisis than rural areas, and
that the impacts were very uneven: some regions have experienced great difficulties and others
have done relatively well. Further, there was little connection between initial poverty levels and
the extent to which an area was hit by the crisis. The impact on food security, employment, and
education has been worst in urban areas. Impacts on health have been more evenly distributed.

Macfarlane Burnet Centrefor Medi c al Research, 2000, “The I mpact o
Crisis on the Health Sector in Indonesia’, Macf arl ar
and AusAID. http://www.ausaid.gov.au/publications/pdf/health indonesia.pdf

This paper gives a detailed look at the impacts of the crisis on the health sector. It shows that the
crisis resulted in a decline in both public and private expenditure on health. Use of both public
sector and private sector health facilities declined, and prices of drugs increased dramatically
(doubling for commonly-used antibiotics and chloroquine). The impacts are very uneven
geographically but tended to be worst in urban areas. The number of people experiencing health
problems increased substantially, with greater effects on women. There are concerns about
micronutrient deficiencies among children.

The Indonesian government expanded and restructured the social safety net with assistance from
donors, primarily the World Bank and ADB. Poor households received health cards with which
they could obtain certain free health services. The report warns that health services are being
reorganised into a more decentralised structure, and that confusion resulting from the
reorganisation risks adversely affecting the smooth delivery of services.

UNESCAP-DRPAD, 2002, *Social I mpact of the Asian Econom
Marginalized Groups During Economic Downturns, Development Research and Policy

Analysis Division (DRPAD), UNESCAP.
http://www.unescap.org/drpad/publication/protecting%20marginalized%20groups/chl.pdf

This paper gives an overview of social impacts of the financial crisis in several countries,
including Indonesia. It argues that improvements in social indicators in the 1980s and early
1990s were a result of strong economic growth rather than social policy choices or public
expenditure, and ‘the impact of the economic crisis upon the real sector was drastic and harsh.’
(p- 9) Unemployment, wage freezes, wage reductions, and rapid inflation led to ‘massive erosion
of real wages.’ (p. 11) ‘The reduction in income was responsible for the reversal of many of the
past achievements in the areas of poverty alleviation, health care and education.’ (p. 11)

Boot h, A., 1999, ‘*The Soci al |l mpact of then?As,i an Cri s
Asian-Pacific Economic Literature, vol. 13, no. 2. http://dx.doi.org/10.1111/1467-8411.00060

This paper summarises the social impacts of the crisis in Indonesia and other countries, critically
examining poverty estimates produced during the crisis and reviewing the performance of the
social security programmes implemented to combat it. Booth argues that many of the urban
unemployed in Indonesia shifted to lower-paid informal work, and anticipates a problem of long-
term underemployment. Education services were already experiencing declining public spending
and declining enrolments, and these problems worsened during the crisis.

In response to the crisis, food-for-work programmes were developed, although there were
concerns that such programmes failed to address the needs of women, the elderly, and the
infirm, and that the programmes were vulnerable to corruption. ‘By mid-1999 there was a
widespread conviction among the donor community that most of the so-called social safety net
programs in Indonesia had not been very successful... [and] these doubts were shared by many
in the Indonesian bureaucracy.’ (p. 26)
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Thee, K. W., 2002, ‘“The I ndonesian EconomXllt Crisis ar
International Economic History Congress, Buenos Aires, 22-26 July 2002.
http://eh.net/XllICongress/Papers/Thee.pdf

This conference paper reviews impacts of and responses to the Indonesian economic crisis. The
sharp decline in economic production, increased unemployment, and the rise in prices of many
goods and services caused widespread socio-economic problems. Many unemployed workers
sought informal work which increased competition and depressed wages. Absolute poverty
increased and food security was a severe problem in some urban areas. Many low-income
parents had to remove their children from school (especially secondary school; primary schools
were not affected). Use of health services declined. Social Safety Net (SSN) programmes were
introduced as short-term emergency measures, including public works programmes, steps to
preserve the availability of health and education services, and subsidies for basic foods,
petroleum products, electricity and transport. ‘However, due to inadequate targeting and
maladministration, quite a sizable amount of SSN funds... were either misused, simply wasted or
even corrupted.’ (p. 34)

Soci al Moni toring and Early Resp ®dE€mferdnce dn, 1999. ‘' Re ¢
Moni toring the Soci al | mpact of the Crisis: Lessons |
http://www.smeru.or.id/report/workshop/socimpcrisis/confcris1.pdf

This collection of presentations from a conference in December 1999 presents lessons learned
from monitoring the implementation of social safety net programmes, as well as the impacts of
the crisis on health and the differential employment impacts for men and women.
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