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Efforts by scientists, civil society and some poiéns to sound the alarm on the threats of
global warming, climate change, biodiversity dansggendemics and, more broadly, all
environmental issues, seem to have resulted imeneasingly shared consensus about the
need for action. Yet, such action has been paatguslow in coming and has not so far
resulted in any “environmental New Deal”. Sustaleatevelopment policies that have been
implemented appear to be a drop in the bucket wémmpared to the risks and their
probability to occur.

Should politics be blamed for this distance betweerteption and policies? Ultimately, yes.
On many grounds, sustainable developniepblitics. But all actors shape politics so tha th

blame could be equally distributed. Furthermorsiriiuting the blame will not advance the

cause. Our goal in this short paper is to highligbth the complex nature of sustainable
development and the challenges of decision malefpre turning to North-South aspects
and to a possible role for development financeititgins. In a first section, we document

some of the conceptual issues that decision makinghe broad field of sustainable

development is confronted with. In a second sectime review the techniques and

instruments available to the economist. Thirdly,discuss the role of economists. In the last
section, we highlight the role that developmentfice institutions can play as incentive
changers and promoters of international collechieton.

1. Sustainable development: a complex concept

The 1987 Brundtland Commission proposed a defmiobsustainable development that was
both simple and intuitive, as a “development thageta the needs of the present without
compromising the ability of future generations teentheir own needs”. Yet, such definition
proved hardly operational: how to define the neédhe current generation? Those of
forthcoming generations? How to asses the “capaimtgatisfy needs? Any generation being
made of a large number of very diverse individualso all have their own subjective
preferences, this definition immediately highlighteocial as well as political compromises
and dimensions. Hence, it led to the famous trexgl sustainable development as a joint
process between economic, environmental and seo@aterns. This is why sustainable
development is ultimately about politics more tlsarence, because it calls for intermediating
a large number of different interests so that ctile action is possible.

! French Development Agency (AFD). Both authorgeviiom a strictly personal point of view, evenugh
their perspective is clearly that of a bilaterablelepment and finance institution.



The Brundtland definition, which was also adoptgdtbe EU Commission, points to a
number of fundamental dimensions or dilemmas of‘shstainable development” concept. In
this paper, we briefly pick five issues: time, umamty, biases, collective action, and
complexity.

1.1. Time

Global Warming illustrates that all the changesigyotecisions can influence lie in a very
long run. The point is to decide now, while theeet§ of such decision will materialize years,
decades or even centuries later. Should we carefuire generations and how? If
intergenerational equity is largely assumed, tireetperspective does not seem to be at stake
in public debates. Should we care for our granddotnm, the generation coming in 200 years
generation or even 300 years? And should we valuthe same way the welfare of our
children or of people that will be born in 200 y&aOr, to put it differently, to the extent that
we care for future generations, do we really seefakure in 400 years more distant than the
one in 200 years to the point that we would case fer the first than for the second? At some
point in the future, we might want to stop discaogtfurther (see for example the comet
example, in 1.2 below).

To address such questions and conduct cost-bamefiyses across time, economists are used
to discounting the future. There are two broadoegavhy a given increase in income should
be discounted when it takes place in the future@apared to the present. First, human
beings are known for being impatient, which givdsgher subjective value to the increase if
it happens today. Pure time preference also reflbet fact that we are finite-lived individuals
and that it is natural to expect that we care niar@urselves than for our successors, even if
we do care. Second, societies become richer owee, tand under the assumption of
decreasing marginal utilities, the same increasadgame will produce less additional utility

in the future because we shall start from a rittzese®

There is an interesting distinction to establishwieen individual discount rates and social
discount rates. While the use of the methodoldigthe discount rate is a powerful tool to
assess, for example, future benefits against dugests, results ultimately come down to
actual figures. For example, with a discount rdt&.6% a year, 100 dollars available in 100
years would be worth $ 22.5 today. With a discaaté of 6%, however, these same $100
one hundred years from now would be worth todays lekan 30 cents. Policy
recommendations about acting for preserving tharéuare therefore bound to be highly
sensitive to the actual choice of the discount rakes is why the Stern Review (Stern, 2007)
has opened a deep controversy (See Nordhaus’s)(28@0us critic), highlighting the fact

% For a useful summary and discussion, see Summdrgeckhauser (2008).

3 Hence, the discount rate is generally writtep &b + g*n (see for example Summers and Zeckhauser, 2008),
where d represents pure time preference, g is the ratgrofith of per capita income, angis minus the
elasticity of marginal utility with respect to camaption. The argument that future generations ballricher
lends itself to interesting discussions. For examBummers and Zeckhauser note the view that prayviither
generations in the future with a less tarnishedgtlat a clear cost today could also be seen dsstribution in

the wrong direction” (p.9).
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that the choice of long-run discount rates submstiytaffects policy judgments regarding
climate changk

Ultimately, the choice of the discount rate owetelito technical arguments or scientific
reasoning. It calls for ethical and normative apples, notably about considerations of
intergenerational equity. Sound economics doesahsblve policy makers from hard social
choices. It simply provides a useful toolbox toiderthe decision making consequences of
such social choices. Choosing a social discourtregjuires political will and vision, but also
the capacity to build a domestic social consenslsnd the choice. This discussion also
highlights the need to distinguish between positiwe normative standpoints. Stern (2007)
may be ethically and politically right in arguinigat the chosen social discount rate should be
1.4%. Yet, the fact is probably that it currensyriot, and there is a need to highlight the set
of policies that might bring it down over time taoch a level.

1.2. Uncertainty

Uncertainty sheds doubts on the validity of thecalisiting approach. Summers and
Zeckhauser (2008) illustrate this through the eXamptwo giant comets, A and B, expected
to cruising near the Earth in the coming decadetangturn in a far future, respectively in
100 years and 400 years, with some probabilityitting the earth and wiping out all life.
More specifically, astronomers predict that coméias one chance in 100 of hitting the earth
100 years from now, while Comet B has one chanez ©0 to do so, 400 years from now.
The government could use a single-missile weapastitmne of the comets definitively off
course when it cruises by in the next decade atious under reach. Should the government
target comet A or comet B? Intuitively, it would keamore sense to target comet B. Yet any
realistic discount rate (even close to 1%) wouédlldecision makers to target Comet A.

Decision making under uncertainty is a very livalsea for academic research, especially
when taking into account the possibility that pesy in scientific knowledge would reduce
uncertainty over time (see for example the intangsdiscussion in Gollier and Treich, 2003).
The theory obption valuehas shed light on how to assess the need fomaiiday. Waiting
before choosing what action to undertake has vdleeause the chances are that a later
decision might be more informed. If the consequsrafetoday’s decision are irreversible, it
thus makes sense to postpone such decision. Thieagh, however, should be interpreted
with caution. For example, not acting today agaotshate change is a decision that could
lead to irreversible damage to the climate, as oh@rued today by scientists. In that case, it is
the decision not to act that needs to be postpomegning that action should take place
today. The rule of thumb is that one should chabsecourse of flexible action that keeps
most options open, thus avoiding irreversible onotes. In the area of climate change, two
opposing views coexist: (1) the higher the uncetyaithe higher the risk of irreversible
damage, the more urgent it is to act early to kbepvorst scenarios at bay, and the higher the
risks of inaction; (2) the higher the uncertairthyg greater the value of waiting for improved
knowledge and for technical change, so that thereatnd degree of necessary actions appear
more clearly.

* On the basis of the formula in note 3, Nicholaai$those a pure rate of time preference of 0.186 an
considered that g=1.3%, and- 1, leading to a discount rate of 1.4%. Otharshsas Weitzman (2007) argued
that a discount rate of 6% was more appropriate.
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Moreover, it would also be interesting to resedtah determinants of scientific progress. In
Gollier and Treich (2003), for example, the progrés scientific knowledge seems to be
uniform across sectors and exogenous. One could thisk of it as endogenous and
depending on efforts made in specific areas andhoantives provided by policy-makers.
This raises the possibility that, if decision makdo not care about acting today to mitigate
climate change, scientific and technical knowle@épeut how to best mitigate it could be
much slower in materializing. This remark sheds satoubts on the views of those who
claim that, as was always the case in earlier gsyitechnical progress will ultimately present
our societies with the needed solution, so thatlw@t need to act today to prevent damages
that will happen in the future.

The prevalence of uncertainty in all major dimensioof sustainable development

(geographical impact of climate change, precise ol ecosystems, etc...) finally suggests
that a first component of all sustainable develapinsérategies should be to invest much more
in research and dissemination. This discussion alsggests — and this is the author’s
prejudice - that acting now is the best strategpreserve our future options. Furthermore,
acting now will also create incentives to innovaie that, at least, the expected innovation to
deal with climate change mitigation and adaptatvaiii,be incentive compatible.

1.3. Biases

Size and relative scarcity may introduce other ésag-or example, should we address the
prevention of a potential disaster differentlytifaffects the life of 10 people or of 10,000
people? This brings back to the old philosophiassgion of choosing between sacrificing
one person to make 10 others safe. The economigskdfias long dealt with such dilemmas,
which also relate to the impact of specific evemspublic opinions. For example, plane
crashes are highly visible and dramatic events, tfiety lead to much less casualties than the
flow of daily car accidents. Car drivers, howewane seldom individually aware of the risks
they take.

Size also introduces the possibility that discaatés may vary across different populations.
Summers and Zeckhauser (2008) thus suggest thagrfasing populations may care more
about the future than less prosperous ethnic grdopsther words, if | believe that the future
will belong to others, why should | care today absuch a future?

Relative scarcity also introduces interesting diteas. Lots of sustainable development
policies aim to preserve rare and rich ecosystentsotspots or endemic species. But is it
rational to concentrate all the efforts on exceplobiodiversity rather than on the more
current one? The answer also depends from the nuofbmhabitants concerned by the
services the ecosystem (outstanding or not) prgvidieere is one more trade-off to make
between the scarcity of some species and the nuofbiére recipients of the preservation
program.

Finally, the limitations of the human mind and enes also introduce biases. At each point in
time, our time, understanding and energy are linge that we tend to focus on the most
urgent (or perceived to be urgent) matter. It tenesting to note that the degree of scientific
communication on climate change, for example, reenkmuch greater than on the loss of
biodiversity, even though scientists have alsaltteealert public opinions and policy-makers
to the very serious impact of the current lossiofliversity. Part of it actually also relates to
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climate change, but it would probably be inappraterito focus all policies on climate change
mitigation, thus implicitly choosing to postpondian on the protection of biodiversity even
though irreversible developments of further lossespecies will happen. This points to a
fourth characteristic of sustainable developmeamely its fundamental complexity.

1.4. Complexity / trade-offs

All that was written above applies equally to alln@ach dimension of sustainable
development, for example climate change, or the ddiodiversity, or local pollution, or the

introduction of modified genes in food, for examp¥et, sustainable development is not
about a collection of separate issues. It refethgmeed to tackle all of them simultaneously.
However, we have no technology available to orgamsimultaneous action in all of these
fields. Furthermore, our “budget constraint”, imnbs both of financial and time resources,
compels choice rather than authorizes universabracSuch choice will take place in the

absence of an appropriate metric to ground it. &@mple, how should | know whether it

makes more sense to allocate scarce resources$psagreasing spending on education, or to
fighting the loss of biodiversity? If my actionsegerve biodiversity at the expense of
something else (such as the livelihoods of peasaritge vicinity), am | closer to sustainable
development than before? How should | compare naoyewealth, for example, against

natural wealth, the beauty of a landscape or thalityuof the atmosphere and of the

environment?

On each of these questions, there is no singléh®trand there will be a necessary
compromise between contradictory objectives aner@st groups representing various actors:
scientists, households, industries, policy-maké¥§0Os, etc. This is the reason why
sustainable development is not uniquely or evemamily a scientific concept, even though
science plays a key role in helping understandisbees. There is no single list of good
practices or prescriptions validated by the seactdntific certainty. It is foremost a political
and social process aiming at each point in timeech a consensus necessary to engage
collective action and to shape collective prefeesnc

1.5. Collective action

Finally, sustainable development points to difficldcal and global governance problems.
Results of individual actions depend on othersioast as well, leading to well-known
prisoners’ dilemma situations: no single actor aag incentive to act first, especially when
action is costly and all will prefer to wait forhars to act. One of the role of public policies is
to unlock such prisoners’ dilemmas and promoteoastithrough exhortations, leadership,
taxes and regulations.

The problem of collective action, however, knows political boundary. Sustainable
development has emerged as a true internationdctwk action problem and has in
particular become a North-South issue, with ditficlimensions of responsibility, equity and
effectiveness. Climate change provides a tellingng¥e. Industrial countries have been
largely responsible for the constitution of thecktamf green-house gases (GHG) in the
atmosphere, by initiating growth processes thatndidcare about GHG emissions. Yet, fast
growing developing countries will be in the futufee main contributors to the growth of
further emissions. Developing countries are theeeftart of any solution, even though they
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could argue that they played no part in the emexgeai the problem. As demonstrated by
difficult international negotiations, this leadstemse discussions on how to share the burden
of international collective action.

2. Economists and Rational choice theory

Economics is based on the concepts of preferenmslaoices, and rational choice theory
throws a bridge over the two analytical conceptn €ational choice theory respond to the
dilemmas and/or paradoxes listed above? Unfortlnateis now well documented that it
emerges as little else than a dead end.

Why are things so complex? Because the questioasaife, time preference and uncertainty
are maybe the more complicated problems for an comt to solve. Yet, sustainable
development combines all three, and more. It isul$e draw from the work of the analytical
philosopher Jean-Pierre Dupuy on understandingtéiss and to discuss two problems that
help understand whytlie right decision” is so difficult to take in the fikof sustainable
development.

2.1. Sunk cost fallacies

The first class of problems is the so called “soo&t fallacy”. Imagine you have invested in a
costly machine because you expected the future mgrimagrow. This event does not occur:
your expectation was wrong. What should you do: entie machine operate anyway or
throw it away? Rational Choice Theory expects youta take the cost of the investment into
account to make your current choice: the investngest is over, it is a sunk cost and you
cannot do anything now on your past choice. Theeefou should take your decision as if the
machine had been given to you and thus only comipareosts and benefits of making the
machine operate or not. Most of us do not reasahwhy: if the machine bought was costly,
we want to recoup the costs and we are thus lookingard to maintain the internal
consistency of our choice. By making the machineraie, we are trying to “change the past”
(that is to change the causal consequence aslititer past event had occurred).

This question of the sunk cost fallacy is, to ounadn central for understanding why it is so
difficult for politicians or even for civil societyo aspire to a sustainable development that
would forcefully require changing most of our protdan designs, most of our consumption
habits... Even if rationality advocates for a renation of our production models conceived
without thinking about heretofore unexpected clienglhange, we would like to go on with it
and recoup the sunk costs.

2.2. Causality vs. probabilistic dependency

The second class of problems policy-makers aredato take decisions echoes to the well-
known problem in econometrics between causality @rdelation. One of the problem, for
example, in the case of climate change is due & ithpossibility to predict without
approximation the effects of greenhouse gasesairabivarming. Anthropogenic activity has
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consequences on global warming but is not the fadior involved in this phenomenon. Is
there a relation of causality or a probabilistipeledency only? The choice of reducing or not
greenhouse gases will depend on how we answeqleistion. If there is only a probabilistic
dependency, it can be rational not to reduce GH@Esams.

In front of different possible actions, only theusal consequences of my action and their
desirability should be considered, without takingpiaccount the desirability of the state of
the world.

In order to make sustainable decisions, one neefsce the problem of establishing causal
links between anthropogenic pollutions, own evolosi of nature and environmental
degradations.

The economist can hardly be helpful on these poiatdy statisticians, biologists and
physicists can be. But the economist can influetite way alternatives of choice are
perceived or made out. In other words, if ratiodlabice theory does not help solving the
problem, by highlighting the limits of rationality makes people aware of their limits to
conceive the issue. An accurate understanding efptloblem is dependent on how the
problem is set out.

Influencing decisions through the way the questiares framed (the “framing effect”) is a
well-known posture by every scientist who runs goesaire surveys. Roughly speaking, this
tactical trick relates to the sensitivity peoplevéaegarding the way alternatives are set out.
For example, the way questions are formulated mfluence the way people will answer
them. While the economist had no specific role lay pn advancing positive knowledge, he
or she can call on various instruments in termsad¥ocacy. Again, Nick Stern did a
pioneering and outstanding job with his review ¢éimate change. However, the choice of
parameters that ground his approach is not foeto®momist alone to determine.

3. Can economists help? Using the old economic toolbox to
reformulate the alternatives of the choice set

In recent years, economists have been asked torafpmulating the alternatives of the
sustainability debate. The Stern Review on clin@tange or The ongoing Economics of
Ecosystems and Biodiversity (TEEB) Report haveltgeare trying to do so: giving prices to
climate change or biodiversity in order to provatests of inaction and benefits of action in an
easy way that speaks to finance ministers, namgljobnulating and comparing monetary
costs and beneftsRoughly speaking, the argument is as followis itot because nature has
no market (and thus no price) that it has no valivironmental economics is then seen as a
discipline that helps correct such market failures.

Beyond questions of methods, all these attemptsgezended on the same old toolbox:

economic calculation. It can be more or less refjrmit all these evaluations are aiming at
creating a common benchmark of monetary valuescrateasily be compared and therefore
can document the ranking of scenarios, coursestmineand priorities.

® Rather than comparing costs of public expensémation of birds species, G@missions without any
common comparative scale.



3.1. Environmental Economics

Nonetheless, huge progresses have been made. Thdirgé step of this field work of
“environmental economics” is based on welfare eauns and consists mainly in Cost-
Benefits Analysis. It leads to estimating the “Totaconomic Value” (TEV) of an
environmental good, according to its instrumental gtrinsic values (see Appendix 2).

As a start, the various services provided by tlesygstem under study have to be established
and listed; these services can then be estimatatkshto different techniques (see the table
below inspired from Spurgeon et al. 2004).

CATEGORY OF TECHNIQUE NAME OF TECHNIQUE

MARKET-PRICE BASED Market values

Change in productivity

Damage costs avoided

Substitute/surrogate prices

Defensive or preventative
expenditure

Expected values

COST-BASED Replacement cost
REVEALED PREFERENCESURROGATE MARKET Travel cost method

Hedonic price
STATED PREFERENCECONSTRUED MARKET| Contingent valuation
APPROACH

Choice experiments

TRANSFER OF VALUES Benefit (value) transfer

This kind of approach belongs to the “first-geti@raeconomic valuation approaches”
according to Spurgeon (2006). His focus was caal (and coral management) but he noted
that: “Comprehensive first-generation neoclassiaalfare-based economics approaches
encompassing the concept of TEV are still only jostoming relatively mainstream and
accepted by decision-makers. However, over the gesside or so, growing concern from a
number of academics and think-tanks has ariserhligiding the fact that neoclassical
welfare economics is failing us when it comes torensustainable and equitable decisions
regarding use of the planet’s valuable resources. Consequently, a potential second-
generation economics-based approach to valuind oeeés has arisen, although it does not
yet appear to have been fully applied. It can besilescribed as an approach that draws upon
and fully integrates a far wider mix of indicatas$ ‘value’, as advocated to an extent by
ecological economists.” (Spurgeon, 2006, p. 3&ge table below).

® Uses market-based information to infer a non-maxkealue
" Questionnaire surveys to ask people’s direct mgliess to pay



APPROACH

OBJECTIVE

METHODS USED

Welfare economics

To guide the optimy
allocation of scarce resourc
between competing uses f
the maximization of huma
welfare

Im environmental valuatio
etechniques
of Benefit (value) transfers
n- Total economic value

- Cost-benefit analysis

Economic impact analysis

To assess the contribuap
and/or the effect on, loc:
regional and nationg
economies (e.g. in terms
expenditures and jobs)

n- input-output models
al- expenditure surveys
\I- value transfers
of multiplier effect

Socio-economic analysis

To understand and qua
the social, cultural, econom
and political aspects ¢
individuals, organization
and communities

nGfyalitative and quantitative:
¢ focus groups
f- surveys
5- interviews
- visualisation techniques
- stakeholder analysis

Financial analysis

To determine the finang
viability and sustainability o
enterprises an
organizations, by focusing @
transaction/market-based
costs and benefits

riabudget forecasts
[ - profit and loss accounts
d- cash flow analysis
n balance sheets
- business plans

Other non-monetary ‘value
based approaches

-To highlight the relative
importance of biodiversity
and other natural and ma
made assets and features

» Environmental and Sociz
Impact Assessments

n- sustainability indicators

- index of capturec
ecosystem value

- multi-criteria  analysig
scoring and  weightin
techniques

- energy-based approaches

According to Spurgeon, second-generation studiess tbombine welfare values with
socioeconomic impacts and can integrate other emwiental indicators (e.g. extent of
ecosystem services, social, cultural, educatidmed/th and research values). Nonetheless, if
such studies are necessary to make environmergat@sheard, they seem to be still non
sufficient to propose guides for decision and ofgettade-offs.

3.2. New appraisal of the
sustainable development

“wealth of nations”: atte

mpts at valuing
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As a matter of fact, a lot of work has been madagdgregate the different dimensions of
sustainability. Roughly speaking, these works carsbbdivided in two distinct categories:
indicators of sustainable development (e.g. ecollgiootprint, Happy Planet Index) and
“enriched” or “refined” national accountability ¢(g. Genuine Progress Indicator, Green
National Product, genuine saving). These indicatmgally claim to be new appraisals of
wealth and/or welfare but, to our mind, becausg tieve no proper theoretical foundations
(that is no theory of welfare for the former andtheory of growth for the latter), they fail in
that project. However, these indicators or accduilityaremain very useful to help improving
the management of natural resources, on the ore dnaoh to create a dialogue, on the other
hand.

As an illustration, let us consider genuine saviogisulation, as initiated at the World Bank
by Kirk Hamilton (World Bank, 2006). The idea isdefine a nation’s wealth by its stock of
capital, which is made of physical, human, natamadl social/institutional capital. Several
methods of valuation are applied to each categamy, lead to measuring the global capital
stock of a country. The next step consists in noomiy how such total capital stock evolves
over time, by redefining the notion of “net savihdlsrough incorporating net changes in
forms of capital other than physical capital. A sue& of net or gross “genuine savings” can
thus be introduced. Such approaches can be cedieitey are not based on proper
theoretical foundations and the results are higlggsitive to quantitative assumptions and
calculation methods. Yet, they inform decision mgkon growth policies in a useful way by
pointing to growth factors, such as natural capitat tended to be thoroughly neglected in
typical neoclassical growth models. They also iaticthe importance of each natural
resource within the natural capital stock itself drder to make trade-offs between the
different renewable or not renewable resourceshefdountry. As an example, the World
Bank and the French Development Agency, togethtr theEcole des Mines de Paribave
estimated the genuine rate of savings (GNS) for aidaque in 2006. Their study finds a
GNS of -14% of GDP under current growth conditioibis figure should not be taken
literally, but it does suggest that the pattergmiwth needs to dramatically evolve to provide
for sustainable development in the future. The waton of the GNS should not be
interpreted as measuring any “true” wealth, bud aseful instrument to promote and sustain
dialogue and inform choices among various stakehsldministries, academics, NGOs,
households, industries...).

4. What role for development finance institutions?

Development finance cannot ignore sustainable deweént issues, because they have
already fundamentally altered the way one thinksuattlevelopment. Sofidave already
started to “internalize” some of the externaliti®®hile, for example, they used to have
distinct environmental divisions, a recent tenderitgs been to merge these with
infrastructures and energy, for example. This $® @ movement that took place within some
governments.

Three dimensions deserve attention.

8 For example, the World Bank, or the French Develept Agency (AFD)

° In France, for example, there is now one singleninistry on ecology, energy, sustainable develeprand
spatial planning (MEEDDAT ou Ministére de I'écolegde I'énergie, du développement durable et de
'aménagement du territoire).



-11 -

4.1. Documenting win-win situations

A first approach to sustainable development comsistidentifying all short-term win-win
options: For example, some actions to mitigate alerchange will entail no net short-term
cost but will on the contrary unleash net cost mgwithat can be reaped today. Examples
obviously include improvements in energy efficien@@enerating savings in the cost of
energy per unit of output or consumption), in prctcan, in housing, in urban planning and
organization.

Other actions may include a better understandinghef contribution of ecosystems to
neighbouring populations’ livelihoods, or in anatlagea the search for new techniques, as for
example, in agriculture, no-tillage or minimum dgdle techniques that not only protect the
soils and save on carbon emissions but also in rimstgnces increase yieldsThe AFD has
accumulated a rich experience of no-tillage agtizal techniques in a number of developing
countries, and they appear as a very promisingoagjprto current challenges faced by many
farmers.

Yet, even though they may produce net benefitssetldiverse actions may not take place
spontaneously, by lack of knowledge, or since they require financial and technology
transfers as well as capacity building, which poiat a clear role for development assistance.
Some of them will need to be based on new techiedognd ongoing R&D efforts at
developing new techniques. Most, however, are\liktelbe based on existing technologies
and will require more cost-conscious behaviours ¢all for capacity building and support at
least as much as on additional finance.

The role of a development agency, there, is to ideogeed money to introduce and test
innovative approaches, to finance the researctldamelopment aspects that are indispensable
to understand these new approaches, their impaudl, their effective and efficient
implementation and to disseminate results for fpbssscaling-up. Insofar as no-tillage is
concerned, the role of the AFD has also been tom@cndeveloping countries’ farmers with
an innovation that was first launched in Brazil éndn60% of all cropland area is cultivated in
this way). This provides a telling example of tgakar and South-South cooperation.

4.2. Development Finance Institutions as Catalysts

Other sustainable development actions will prodooger-term benefits but will also entail
short-term economic, social and political costseyllare of course much more difficult to
undertake and will not take place spontaneouslgyTireed to be driven by local collective

19 See notably Goddart, T., Zoebish, M.A, Gan, YHIlis, W., Watson, A., Sombatpanit, S. (eds) 2008-Till
Farming SystemsSpecial publication No. 3, World Association @fil&and Water Conservation, Bangkok. The
AFD has accumulated a rich experience of no-tillagecultural techniques in a number of developing
countries.
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action, and require a shift of mindsets as welhew public policies that change incentives
(through taxation, regulation and persuasion). Miis require political vision and proper
incentives from the global scene (e.g. successhst-Kyoto negotiations, a renewed
framework for multilateral action and world govenca, and, of course, appropriate North-
South financial and technology transfers). Thisrugy a matter for collective action, since
individual efforts at any country level will onlyebfruitful if and when combined with the
efforts of others.

There is no reason, however, to believe that thle imimpossible. Indeed, some encouraging
policy initiatives have been launched in a numbedeveloping countries. India has for
example adopted an ambitious climate change paofieyther country, Indonesia, has also
taken the lead in mainstreaming climate change asi@al element of public policy. The
French government, through the French Developm@enAy, has thus joined the Japanese
Government in providing a substantial budget supporthe Indonesian government to
underwrite Indonesia’s Climate Change Program. &asuch climate change programs will
deal with adaptation and with mitigation actiongttlieliver short-term benefits, notably
energy efficiency, reforestation or the fight agdilegal logging. A substantial component,
however, will have to be grounded in a longer tersion: promoting new growth modalities,
adapting the prices of energy to generate appitepirecentives, encouraging the use of
renewable sources of energy (wind, tidal, solagtlgermal, hydroelectricity...). A major
policy question will have to be how to create tloaditions for such renewable energies to
become profitable over time. Technological progmegdsunderline some of the longer-term
co-benefits of today’s actions.

The role of development agencies, in that longemteffort, will not be limited to providing
more financial resources. It will crucially be, hat, to learn how to maximize the catalytic
impact of these resources, to promote technologgldpment and dialogue, through renewed
public/private partnerships, by supporting localipes through exchange, dialogue and peer
pressure, and by promoting dialogue and collabgapproaches in order to solve a problem
that all of us face while no-one can pretend hatngd “the” solution.

4.3. Development Finance Institutions as drivers of international
(North/South) collective action.

As argued above, sustainable development can fuemtaifty be analysed as a true North-
South collective action problem. Even though susftgsollective action is in the interest of
all parties, however, it will not happen spontarstépuThe presence of well identified and
documented benefits (or costs of nhon-cooperatiathnat be enough to generate it. We thus
need to think harder on the conditions and incestihat will make collective action possible.
This is not primarily a technical question. It h&sgequally on politics, diplomacy and
finance.

Multilateral and bilateral development institutiomgve a role to play, as potential “incentive
changers” and contributors to the collective gogeane of globalization. They can be thought
of as a “currency” of international collective axtj not only in terms of finance, but also in
terms of North-South dialogue and cooperation tansteeam climate change in national
policies and to help identify, test and documenttjmitiatives to address the climate change
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issue™! They can also act as bridges between the visiodsraerests of poor and developing
countries and industrial countries.

Sustainable development thus holds the key to #ogmnd transformation of the role of
development finance institutions and of developnessistance. It will always be concerned
with poverty reduction and income transfers froohrio poor countries. But it extends way
beyond this solidarity and redistribution imperatilt is fundamentally tied to the sustainable
governance of globalization.

Conclusion

We have argued in this paper that sustainable dprednt is a complex set of constraints and
opportunities. While there are instruments to infodecisions, sustainable development
policies are ultimately social and political morean technical, economic and/or scientific.

They call for consensus building, locally, regidpahationally and globally. We have also

argued that the pregnance of the sustainable dawelot imperative also transforms the role
and nature of development finance institutions towatermediaries and catalysts rather than
sheer providers of financial resources.

M For a discussion, see for example Jacquet, flPaghauri and L. Tubiana (eds.) (200®&gards sur la Terre
2009 Paris: Presses de Sciences-Po. An English ttarsl@npublished) is available under the tAlélanet for
Life.
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