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Background

The food, fuel and financial crisis (“triple F” crisis), and
increasingly frequent price fluctuations brought about by
speculation on world markets have serious impacts on ex-
tremely poor households, which frequently spend up to 80
per cent of their income on food. As these households
cannot reduce other expenditure to compensate for rising
food prices, they are exposed to tisks that could pose a
significant threat to their livelihoods. Choosing cheaper
products is also not an option. For example, a 50 percent
hike in food prices leaves extremely poor households with
no other choice but to reduce the amount of food they
consume by about one third, resulting in hunger and mal-
nutrition (cf. von Braun, 2008). In the least developed coun-
tries, between 20-30 per cent of these households are af-
fected by this phenomenon'.

The impacts of the global economic and financial crisis
further exacerbate this trend. At an EU workshop held in
Cambodia at the beginning of this yeat, it was noted that the
number of children starting school in rural areas had already
dropped as households are once again becoming increasing-
ly dependent on child labour to survive. As unemployed
workers migrate from urban centres back to rural areas,
pressure on and overexploitation of natural resources is
increasing, for example as a result of overfishing, as is the
case in many other regions worldwide.

1 Between April 2007 and April 2008, FAO's food price index increased by
about 54 per cent. Between June 2008 and February 2009, the index re-
corded a dramatic drop from 214 to 139 points (cf. FAO 2008/FAO
2009).

Partner for the Future,
Worldwide.

gtz

Within the context of fluctuating food prices, this inevitably
results in chronic undernutrition and malnutrition in many
households, which can jeopardise the lives of small children,
pregnant women, and older people and infirm in patticular.
This results in increased child mortality and an increase in
problematic survival strategies such as child labour, early
matriages, prostitution and crime. Extremely poor house-
holds also run the risk of investing less money in their child-
ren's education and in health, given their increased expendi-
ture on food.

Social transfers help safeguard against risks posed in this
context and reduce extreme poverty, while also preventing
chronic hunger. They can be used as a preventative instru-
ment for dealing with food bottlenecks and as a short-term
relief measure. Within the framework of humanitarian aid,
transfers are frequently distributed as vouchers or cash,
usually through pilot projects or programmes. This was the
case in aid provided by the World Food Programme in Sri
Lanka in the aftermath of the tsunami, for example. In
Kyrgyzstan, additional cash transfers were temporarily in-
corporated into existing social protection programmes in
early 2008, in order to buffer the impact that an extremely
harsh winter was having on food prices, and stabilise the
consumption levels of poor families in times of crisis. Social
protection measures such as social transfers can stop poor
households selling vital resources (such as livestock and
land) in times of crisis, in order to offset higher prices. As a
result, they are safeguarded from slipping deeper into pov-
erty and are less vulnerable to economic shocks.



Types of social transfers and their target groups

Institutionalised social transfer programmes are routine,
guaranteed transfers of cash, vouchers, services or inputs of
material, equipment, land, etc. (in-kind transfers) that are
provided free of charge to persons or households, in order
to secute their survival or subsistence level. The routine and
guaranteed nature of inputs is the main characteristic differ-
entiating social transfer programmes from emergency and
transitional aid, where transfers have a limited duration.
Ideally, social transfers are long-term programmes that are
mainstreamed at the national level, and are integrated into a
comprehensive social protection strategy or policy.

They can help reduce the effects of increased food prices as

they:

e reach a large number of extremely poor households
nationwide;

e  provide sufficient funds to guarantee food security for
target group households on a routine, reliable and long-
term basis;

e unlike other forms of aid in such crisis situations, have
no or only limited negative impacts on price develop-
ments in local markets, on food production and on the
productivity of recipients.

At a practical level, social transfers differ as regards:
e targeting: what is the target group?
e the duration of transfers: are the measures short-term

interventions, geared towards addressing crisis situa-
tions, or are they of a long-term nature?

e the type of transfers: what form do the transfers take
(in-kind, cash, services, vouchers)?

Social transfers are primarily geared towards extremely poor
households with no or only limited self-help potential, that
are particularly hard hit by rising food prices. They ate de-
signed to help prevent these households from slipping
deeper into poverty, and increase their long-term self-help
potential. Conditional social transfers (SCT’s) are based on
the fulfilment of special conditions such as children attend-
ing school regularly, or going to preventive health care
checks. The aim of SCT’s is the promotion of human capi-
tal of poor households, not only reducing short-term pover-
ty but also achieving positive long-term tesults and increas-
ing these households’ productivity.

However, social transfers can also play a key role for ex-
tremely poor households that have a certain degree of self-
help potential. In the context of fluctuating food prices,
which have a negative effect on the willingness of small
farmers to invest in agriculture, social transfers can have a
particularly stabilising effect on food production. This buf-
fering effect is intensified if the transfer amounts are dyna-
mically adapted to price developments, and this is feasible at
any time, given the required political will. Social transfers
also buffer against other risks brought about by climate
change (flooding and drought) for example, as they com-
pensate for loss of income incurred by the affected house-
holds as a result of damage to their means of production.

In times of economic crisis, they also allow recipients to
secure an income if they are unemployed, compensate for a
loss of other sources of income such as transfers from mi-
grants, or even prevent new waves of migration. In cases
where markets are functioning, they reduce the need for
humanitarian aid, which often reaches affected households
too late, is not geared towards individual needs, and fre-
quently has additional negative impacts.

Whereas regular social transfers play a key role in increasing
the self-help potential of extremely poor households, lifting
them out of poverty in the long term, short-term humani-
tarian aid in the form of social transfers has a stabilising
effect on all households affected by a crisis. Short-term
transfers can help prevent temporary food shortages and
have an important stabilising effect on productive house-
holds in particular as they avoid having to sell their means
of production and can make necessary investments instead.

Policy options

Social transfers cover both cash and in-kind contributions.
For recipients, the advantage of cash transfers is that they
are flexible and can be used in line with the needs and prior-
ities of individual households, for example, to invest in
fertiliser or small-scale livestock, in order to boost food
production. This in tutn increases the households' ability to
manage risks. Cash transfers also help consolidate local
business cycles (economic multiplier effect), as recipients
can spend more of the money they receive in the local eco-
nomy or invest in productive activities.

In-kind transfers are bundled into standard packages, that
are not necessarily able to cover a wide variety of needs,
particularly for vulnerable groups such as older people.
However, in many countries, women in particular prefer in-
kind benefits, as they have more control over these re-
sources. Men, on the other hand, tend to prefer cash trans-
fers. In-kind transfers are also more accessible for many
people, particularly in cases where they have no access to
markets or are unable to pay high prices (cf. Sen 1987).
Where local or national markets are not functioning, for
example due to a lack of infrastructure, food contributions
may prove more useful than cash transfers. If the market is
functioning adequately enough to prevent cash transfers
from increasing prices on local markets, then cash contribu-
tions ate preferable to basic food transfers.

For cash and food transfers, three factors must be assessed:
cost efficiency, the reaction time, and the state's implemen-
tation capacities. The last two factors play a particularly key
role in implementing and processing transfers, particularly
in crisis situations. The advantage of cash transfers is that
the reaction time is very short, and the state can quickly
transfer aid electronically to remote areas, areas that may be
difficult for in-kind benefits to reach due to damaged infra-
structure. However, in rural areas in particular, some regions
may lack functioning financial institutions, making it diffi-
cult to transfer cash, particularly in crisis situations (cf. Gen-
tilini 2007).



In addition to cash transfers and in-kind contributions such
as food or school meal programmes, vouchers for specific
inputs such as food can be viewed as social transfers. How-
ever, from an administrative point of view, these transfers
are more expensive to process than cash transfers, and run
the risk of distorting local markets.

Another option for supporting poor households in crisis
situations is food-for-work and cash-for-work programmes.
These are employment programmes in which the target
groups are paid in food or cash. However they usually only
reach households with self-help potential, in other words,
where family members are able to work. Very poor house-
holds without family members old, skilled or healthy
enough to work, are particularly highly dependent, and are
therefore frequently not reached by this type of measure.
In practice, governments are using a number of different
short and long-term measures to react to the “triple F”
crisis. Within the framework of social transfer programmes,
some countries have already decided to change track and
react to food shortages and the consequences thereof by
temporarily increasing transfers (using unconditional top-
ups) or providing special transfers in crisis situations. In
Indonesia, for example, the government provided an un-
conditional top-up in addition to regular social transfers, in
order to prevent people from slipping into chronic poverty,
which would above all thwart children's development. Ini-
tially, these transfers were limited to a period of one year.

The Ecuadorian Government, on the other hand, incorpo-
rated the possibility of top-ups into the design of the coun-
trywide social transfer programme. In crisis situations, it
provides an additional one-off payment for affected house-
holds (disbursed in two instalments of US$ 45), which is
channelled via the structures of the “normal” social transfer
programme Bono de Desarollo Humano. Similar administrative
structures, handling processes and access provisions are
used, and are therefore familiar to recipients?.

Challenges

Social transfers and top-ups in crisis situations are not a
universal solution to all problems, and are not the only way
to cope with the global financial crisis, food shortages, or
fluctuating food prices. They can only achieve the desired
results under certain conditions. Innovative strategies must
be devised, depending on the specific context and must
therefore:

e identify the cause of the crisis;

e take account of and possibly make use of the market
and institutional setting;

e meet the needs of the target group;

e aim to mainstream social transfers in the partner
country's overall social protection system.

2 1n 2008, about 90,000 Ecuadorian households affected by flooding at the
start of the year received the Bono de Emergencia.

Meeting these challenges is worthwhile, however. Evalua-
tions of different social transfers throughout the wotld
show that recipient households use cash transfers primarily
to buy food, and partly to invest in food production (by
buying fertilisers and paying for agricultural labour). For
example, an external evaluation conducted in Zambia shows
that social transfers achieve the following results as regards
the food situation in recipient households:

The social transfers dramatically improved the nutrition
situation of almost all recipient households. Nearly half of
recipient households said that they had eaten three meals in
recent days, whereas just 8 percent of households that had
not received any transfers had done so. As recipients of
social transfers also tend to have more food supplies, they
were able to cope better with food crises than non-recipient
houscholds (MCDSS 2000).

In order to realistically assess the potential of social trans-
fers for buffering the impact of price hikes, the different
contexts in different regions must be taken into account. In
most countries in Latin America, social transfers were ini-
tiated and designed by the governments. They are now a
permanent feature and reach a large number of needy
households. In Africa on the other hand, activities con-
ducted by the World Bank, the International Labour Organ-
ization (ILO), the United Nations Children's Fund (UN-
ICEF) and the Department for International Development
(DfID), have so far only resulted in declarations (for exam-
ple, the Livingstone Call for Action, which was issued al-
most three years ago), numerous conferences and one-off
pilot projects. Social transfers that are mainstreamed at the
national level have so far only been used in countries pur-
suing long-standing economic and social policies that have
been shaped by a minority European population (South
Africa, Namibia and Botswana). Lesotho, which is the only
African country to have introduced a universal pension
scheme in recent years, took action against the advice of the
International Monetary Fund (IMF) and the World Bank,
and finances the transfers from its own funds.

If social transfers are to be introduced swiftly and play a
significant role in buffering the fallout from the global fi-
nancial crisis, the following prerequisites must be in place:
sufficient political will on the part of national decision-
makers, donor harmonisation at the national level and effec-
tive financial and technical cooperation that extends beyond
seconding short-term expert missions and financing re-
search, conferences and training courses.



Outlook

Social transfers in the form of cash contributions are prefer-
able to in-kind contributions if conditions indicate that
markets are functioning. The amounts provided should be
geared towards food prices in particular.

Cash transfers as a form of social protection have a particu-
lar role to play in crisis situations as they can comprehen-
sively reach extremely poor households that cannot or can
only indirectly benefit from other food security interven-
tions such as food-for-work or cash-for-work programmes
due to their structure (members of the household are unable
to work).

Social transfers in the form of cash contributions are a
highly flexible instrument and can be supported by in-kind
contributions or by other programmes to promote social
protection, employment and productivity. Rural develop-
ment projects and programmes, for example, should pro-
vide specific complementary inputs above all to households
with self-help potential, in order to relieve the burden of
fluctuating food prices, and help households to self-reliantly
deal with the negative effects of the financial crisis, for
example, by providing free or subsidised means of produc-
tion such as fertiliser. When used together with humanitar-
ian aid programmes, social transfers also have the potential
to help bridge the transition from short-term emergency aid
to long-term development programmes.

The current global financial crisis, combined with increasing
food prices in many countries, has dramatically increased
the need for social protection, and particularly for social
transfers in partner countries. However, this need will con-
tinue when the financial crisis has passed and food short-
ages triggered by price hikes have been redressed, as tempo-
rary food shortages at the local level will become more
common given the increased risk of natural disasters. The
growing prevalence of extreme weather conditions brought
about by climate change is a considerable risk factor for
poor population groups, as food crises may be one of the
consequences. In order to overcome these risks effective
social protection systems must be put in place and social
cash transfers are an important element to that.
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