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Time to search for new alternatives to market-oriented reforms

By Rehman Sobhan
Guest Columnist

mus! awaken to the fact that
is not alone in its failure.
An large number of Third

growth with structural change for the
Bangladesh economy.

Whilst successive administrations have
been blamed by the International spon-
sors of these reforms for their faflure to
effectively implement the reforms, we
must awaken to the fact that Bangladesh
is not alone in its failure. An increasingly
large number of Third World countries
are today in a state ol economic crisis
with these rcforms.

This paper is thus to provide
for policymakers and the public in

Bangladesh a sobering global perspective
on the outcome of these market reforms

so that we can reappraise our unqualified
commitment to such a reform agenda.

The World Bank-IMF

Reform

Throughout the developing world the
introduction of markct-oriented reform

agendas has been put in place in the.

1980s under the guidance of the World
Bank and the IMF, the Bretton Woods
Institutions (BWI) — so named because of
their founding at Bretton Woods, USA
aflter World War [l. Whilst the IMF's focus
is essentially short term stabilisation of
malfunctioning economies, the World
Bank has focused on realising lo term
Structural Adjustments (SA) in all devel-
oping and now quite a few erstwhile so-
cialist economies.

SA is a code word for promoting the
marketisation of economies through re-
llance on market signals to guide eco-
nomic decisions and allocate resources.
The privatisation of public enterprises
and other institutionalised public activi-
ties seems to be the attendant hand-
maiden of the marketisation process.

The IMF has on its own account pro-
moled market-oriented reforms under its
short-term lending programmes. The re-
nu::‘rfo;rlmnt of adjustments being re-
al in India is part of a set of policy
conditionalities agreed between the gov-
ernment and the IMF, The IMF stabilisa-
tion programme focuses on correcting
imbalances in the budget and external
payments account and the overvaluation
of the external value of the natfonal cur-

::%c World Bank's structural adjust-
ment package goes along with the IMF
stabflisation programme but then goes on
o seck systemic changes of a longer-term
nature buflt around deregulation, import
liberalisation, marketisation and privati-
sation of the national economy. As part of
this agenda of systemic reform the World
Bank secks to improve the efliciengy of
the economy through such measures as

Country after couniry in the Third
World was exposed to severe balarice of
payments and budgetary crises which
made them particularly receptive to
BWI designed policy reforms which
were attached to external resource
transfers and debt rescheduling medi-
ated by the BWL

moving resources from non-development
to development purposes, export promo-
tion, rationalisation of government [i-
nances and administration and greater
mobilisation of domestic resources.

This latter - focus of the World
Bank/IMF reforms designed to improve
economic performance remains above
debate. Many of their conditionalities re-
main appropriate, irrespective of anyone’s
political beliefs. The arcas where debate
is joined relate to the first category of sys-
temic reforms which are more explicitly

political in their implications insofar as
they {nfluence the locus and balante of

social and economic power within the
polity.

The Compulsion for Reform

In practice, however, very little of de-
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batc on the SA reform promoted
uhmmmﬁmm
governments of Third countries
and the Bank. Most governments in the
developing world fell victim to the global
cconomic crisis al the beginning of the
1980's which followed on the combina-
tion of rising prices and the defla-
tonary ﬂtheu-'rununtrhlhd
Hﬂl‘ nited States after the ascendency
Ronald Reagan to the US presidency at
the beginning of 1981
Reaganite policy, deliberately de-

commodity and manufacturing exports,
raising interest rates which c-unmz:wd
to the build-up of the debt burden and
decreasing resource transfers both on
commercial and government account to
the Third World.

Country after country in the Third
World was to severe balance of
payments and budgctary crises which
made them larly receptive to BWI
designed policy reforms which were at-
tached to external resource transfers and
debt rescheduling mediated by the BWI.

It should be kept in mind that what
these dﬁthpln’ countrics were doing at
the beginning of the 1980's was no diller-
ent from what they were doing in the
1070's and before that in 1960's. They
were trying to promote development and
structural change through a combination
of budget deficits and external financing
with varying mixtures of public and pri-
vate enterprises, planning, regulating and
control of the economy with a view to re-
alising specific policy goals and structural
changes.

The outcome of the process of state
management of the economy varied

If the diagnosis and prescriptions of the
Bank and IMF for the ills of the develop-
ing world are correct, there would be a
fair presumption that by the beginning
of the 1990's most countries which have
embraced these market-oriented re-
forms would have improved their per-
formance and their economies would be
doing significantly better compared to
the 1960's and 1970's when all of them
were victims of the severe structural
distortions from which they were to be
rescued by the World Bank-designed re-

forms.

greatly between countries depending on
their historical circumstances, systems of
governance and interface with the exter-
nal economic environment. Some of the
crisis countries of the 1980's such as
Brazil, Mexico, Venezuela, lvory Coast did
spectacularly well in the 1960's and
1970's.

It is thus a fallacy to think that these
countries lapsed into some horrendous
mismanagement of their economies at the
end of the 1970's. They were doing what
they always did. What changed was the
global economic environment and the as-
cendance to power in the US and other
G-7 countries of ideologically-driven
regimes determined to marketise and
privatise the global system. This ideologi-
cally-driven agenda which was being put
in place in the US, UK and some other
developed countries was aggressively em-
braced by the World Bank and IMF who
tend to follow each shift in political wind
in the US quite closely and was applied in
a quite universal and indiscriminate man-
ner in secking to reform the economies
of the Third World.

The BWI argued that the problems of
debt, imbalances, economic ineflictency,
all derived not from the impact of the
global recession of the early 1980's but
due to long term structural distortions in
these economies which had been debili-
tating them presumably over the last two
decades and now needed fundamental
structural reforms ([ these ecconomies
were to move on to a sustainable growth

path.

The Outcome of Market-

oriented Reforms

There has been an extensive literature
and debate on the conceptual merits of
the World Bank's d and solution of
the economic crisis of the Third World. 1
will, therefore, not going into these issues
here. For those wfu are interested iIn
having a look into the debate [ should
mentfon that BIDS a major in-
ternational conference in Dhaka in Jan-
uary 1990 where some of the protagonists
of this debate including the World Bank,

IMF, UNCTAD, UNICEF, WIDER along

with world famous economists such as
Lance Taylor of MIT, Steve Marglin of
Harvard and some top policymakers of
South Asia including the incumbent Fi-
nance Minister of Bangladesh argued
these issues at a high-level of sophistica-
tfon. An excellent publication of

BIDS/University Press records this dis-
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cussion.

What concerns me in this paper is o

bricfly report on what has pened to
Lthe economies in 1980's
in the of the reforms. Some 76

countries, mostly from the Third World,
but including some former socialist
economies, have through the 1980's been
cxposed to World Bank-des Struc-
tural Adjustment reforms. The World
Bank's Structural Adjustment pro-
grammes have between 1980-9]1 ex-
tended 258 loans, valued at 841 billion to
these countries, made conditional on
their carrying out market-orfented re-
forms. There are thus very few countries
in the Third World and post-socialist re-
gion which have not in varying degrees
experimented with greater privatisation,
import liberalisation and cutting down of
public expenditure as part of the loan
conditionalities negotiated with the World
Bank.

If the diagnosis and prescriptions of
the Bank and IMF for the ills of the devel-

us to test whether have noticeably
improved the conditions of the Third
World economies.

Economic Growth: This is an imper-
fect but quite widely used measure for
overall economic performance. The 1992
WDR gives data on 78 low and middle in-
come economies comparable as between
1965-80 and 1980-90. Of these 78 coun-
trics, only 12 reported improved GDP

in the 1980's compared to 1965-
B0. These inchude five Asian economies:
Nepal, India, Pakistan, China and Thai-
land (Sri Lanka's rate was unchanged at
4%); five Alrican countries: Chad, Benin,
Ghana, Senegal and Mauritius; and only
two Carfbbean/Latin American couniries;
Jamaica and Chile.

We obscrve thal as many as 66 coun-
tries faced a decline in their growth rates
in the 1980's compared to an earlier pe-
riod. Not all of these were exposed to re-
forms bul most were. This suggests that f
market reforms were designed to raise
the Third World to a new upward growth
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oping world are correct, there would be a

fair presumption Lhat by the beginning of

the 1990's most countries which have
embraced these market-oriented reforms
would have improved their performance
and their economics would be doing sig-
nificantly better compared to the 1960's
and 1970's when all of them were victims
of the severe structural distortions from
which they were to be rescued by the
World B.nghduigmd reforms.

To test out the impact of these market
reforms at a global level | consulted the
1992 World Dcvtlngnunl Report (WDR)
recently rcleased by the World Bank
which is something of a universal source
of reference on the trends in global econ-
omy. | decided to look at four measures of
macro-economic performance: economic
growth — measured by changes in the
Gross Domestic Product (GDP); growth in
fixed investment which measures the im-
provement in the productive capacity of
the economy; growth in exports; and fi-
nally inflationary trends, which both the
Bank and IMF define as one of the key
variables affecting well-being of countries
and les.

] y 1 would have liked to include
trends in global poverty but global data
which compare trends over three
decades are not included in the WDR. The
periods which | compare, and which are
reported in the WDR are for 1965-80,
which constitute the pre-reform period
and 1981-90 the decade when the World
Bank initiated its Structural Adjustment
lending and when most economies had
experienced such reforms. It would have
been difficult to make such a com
carlier, because such reforms take time to
have an impact. But 10 years is a long
time for such reforms to work out and for

House stalls $12b IMF fund

path they were largely unsuccessful and in
fact the Third World has been in a state of
protractcd recessfon for the last decade.

Whether this deterforation in growth
performance is causally related to World
Bank rcforms or other [actors exogenous
to the reforms have contributed to this
recessfon merits fuller analysis. What is,
however, signilicant is that while in the
bad old days of the 1960's and 70's when
government controls and market distor-
tions were supposed to be crippling eco-
nomic performance most of the Third
World was doing rather better than in the
1980s.

Growth in Fixed Investment: of
the 76 countries for which we have
comparable data, only 12 countries
registered higher growth rates of [ixed
investment in the 1980's compared to
1965-80. These were again: India, China,
Pakistan and Thailand from Asia;j
Madagascar, Mali, Burkina Faso, Ghana,
Central African Rcpublic and Mauritius
from Africa; and Jamaica and Chile from
Caribbean/Latin Amcrica.

It is not worthy that the Asian,
Caribbean/Latin American countries along
with Ghana and Mauritius were also those
few countries which registered an im-
provement in GDP growth. Sixty-lour
countries reported a down trend in
growth. Of these, 43 countries reported
an absolute decline in Investment in the
1980's. This reflects a long term reduc-
tion in their production base which could
affect their [uture growth in the 1990's
and beyond.

Export Growth: Of the 71 countries
for which we have information, only 18
registered an increasc in their rate of
export growth signilicantly. Countries
which performed well in GDP and

Trade gap with

investment growth such as india, China,
Pakistan, Thafland, Ghana, Jamaica also
registered growth in GDP and [ixed
investment in the 1980s. As as 53
countries registered a decline in their
export growth. Of these, 2|1 countries
registered absolute decline in their
exporis. If we consider that these market
reforms were desi to stimulate the
exporl capacity of the Third World the

The global economic stagnation in the
market-oriented 1980°s suggesis that
unless some 60 governmenis are all
perversely failing to implement the
sound advice of the BWI some thought
should be given to the validity and uni-
versality of such a reform agenda. It is
now high time for debate to be joined
both al the global level and within
Bangladesh on the efficacy of the struc-
tural adjustment reforms initiated by
the Worild Bank.

facts suggest the reforms have come
nowhere near making most Third World
countries better exporters.

tion: We do not have at hand the
WDR coverage on inflation trends. We,
therefore, draw upon another World Bank
report on Adjustment Lending which re-

views the experience of 57 countries who
were to various de of Struc-
tural Adjustment reforms. Of a sample of

25 countries facing Intensive adjustment
reforms, the rate of inflation in 1988-90
was higher compared to 1971-80 in only
12 countries. However, 13 of these coun-
trics by the end of the 1980's did manage
to bring their iInflation rate below the
rates prevailing in the 1970's.

Of these 25 countrics., however, the
low income countries faced a significant
deterforation in their inflationary situa-
tion compared o countries who had been
exposed to no reforms. In contrast the
middle income reforming countries were
noticeably more successiul in managing
inflation than the non-reforming coun-
tries in the 1980s. This suggests that
monctary management is not just a gques-
tion of :L: right policies but also depends
on structures and institutions In a
particular country.

The inflationary indicator for the im-
pact of the reforms shows that the re-
forms have been more successful in mod-
erating inflation than in stimulating
growth of investment and exports. How-
ever, even here it has not been that eflec-
tive {f we keep in mind that the 1970's
were an era of inflation in global market
prices and high economic activity com-
pared to the 1980s which had to live
with low commodity prices,. including oil
and economic recession. Thus inflationary
trends in the 1980's should have been
much more categorically downward than
appear to have been the case.

It is obviously desirable to examine the
fmpact of market reforms in much
greater depth than [ have attempted here.
The World Banks won Third Report on
Adjustment Lending just out in March
1992 does this. Their results do not indi-
cate that a new age of high growth, low
inMation. rising investments and booming
exports has dawned for the Third World.
Indeed the prolonged low levels of per-
formance in these indicators, particularly
for low income countries such as
Bangladesh remains a matter of mounting
concern not just within the Third World
but even i{n the inner sanctums of the

World Bank.

What our own experience in the 1980's,
put in the wider context of a global cri-
sis with market-oriented reforms, does
suggest is the need for a mqgjor domestic
debate on our development policy
for the 1990s. This debate should
be located within and around our
elected parliament in the context of the
forthcoming budget, to diagnose the
source of our lingering economic
malaise with a view to evolving empiri-
cal solutions which are specific to our
circumstances rather than to seek

refuge in externally imposed ideological
panaceas.

Lessons for Bangladesh

Bangladesh's policymakers, past and
current, are in a somewhat euphoric
mood about the virtues of market-ori-
ented reforms. Our own experience in the
1980's with these reforms witnessed low
growth rates, declining investment and
savings with only some optimism in the
growth of garment exports. But the
1980's remained a decade of stagnation
for us and it remains to be seen how lar
this owed to our reforms or to other fac-
tors. For those who believe that the gov-

Taiwan's trade surplus

ermnmment s of the econ-
econo mic has been the
shared most Third

un-
less some 60 governments all per-
versely fatling to tmplement the sound
advice of the BW1 some thought should be
gven to the and universality of
such a reform It is now time
for debate 0 be joined both at the global
level and within Bangladesh on the effi-
cacy of the structural adjustment reforms
initiated by the World Bank.

For Bangladesh's policymakers to un-
critically reaflirm their commitment to

what must be scen as a development
model which has performed poorly, Il not

actually having flailed not just iIn
Ba sh but throughout much of the
Third World over the last decade, reflects

an acl of [aith mther than a pragmatic ap-
proach to governance and J:u- promiscs
to perpetuate the economic stagnation we
experienced in the autocratic 1980's into
the democratic 1990's. This s not to sug-
gest that we rush backwards into a
regime of mindless controls and misman-
agement since the pre-reform period was
hardly a golden age ol economic devel-
opment for Bangladesh.

What our own experience in the
1980°'s, put in the wider context of a

obal crisis with market-orfented re-

rms, docs suggest is the need for a ma-
jor domestic debate on our development
policy agenda for the 1900s, This debate
should be located within and around our
clected parliament in the context ol the
forthcoming budget, to diagnose Lhe
source of our Hngering economic malaise
with a view Lo evolving empirical solutfons
which are specific to our circumstances
rather than to scek refuge in externally
imposed idcological panaceas.

The territory of this debate {s unchar-
tered and may require innovative thinking
on conceptual as much as policy issues.
We should, therefore, all have the humil-
ity to our individual tnadequa-
cies in finding ready solutions and to seek
guidance from a broad-ranging public dia-
logues which can generate ideas as well as
democratic support for the policy out-
comes of this debate.

Given the I'ar-rmchlng significance ol a
scarch for a sustainable development
agenda for Bangladesh, our domestic de-
bate would itsell need to be situated
within a wider global debate on the BWI
Structural Adjustment paradigm.
Bangladesh is itscll part of a wider global
economic crisis which embraces much of
the Third World and also the post-social-
ist economics of Europe who are today
facing economic decline and severe falls
in their standards of living arising out of
the extreme variety of Structural Adjust-
ment reforms imposed upon them.

It s thus impecrative for the Third
World to work out how far its circum-
stances owe to the limitations of the BWI-
derived diagnosis of their problems and
their reform agenda or originate else-
where. It is no answer for the protago-
nists of these reforms to blame this on
faflure in implcmentation by most Third
World governments. In fact the World
Bank's recent report on Adjustment
Lending rcports that 78 per cent of the
conditions attached to their various loan
agreements were fully implemented and
88 per cent were at least substantially
implemented. This does not suggest
malfeasance of intent and deed by Third
World governments. It rather poses the
basic question that if these reforms were
so [aithfully implemented over the decade
of the 1980's in a number of coun-
tries why have we not had a clear im-
provement in economic performance in
these countries. ‘

It would be a us act of folly to
go on ignoring these melancholy results
of such reforms. The debate must thus
dwell both globally and at home on the
logic, costs and outcomes of these re-
forms. If the weakness is d to lie
within the BWI model, more creative

-oriented solutions must be found
if the Third World is not to move at the
end of the 20th century to a state of de-
velopment stagnation which  could
threaten the stability of the emerging
'new’ world order.

Joblessness 1s
on rise in key

LOS ANGELES, June 6 :

interview that the United
States must revive' its eco

by promoting small business
and manufacturing, rather than
allowing jobs to drilt overseas,
reporis AP.

USA embargoes
trade with Y'slavia

imposed a trade embargo on

sanctions against the re
poris Reuler.

| tion

WASHINGTON, June 6: The
United States on Friday

Yugoslavia in a tighten of
" :.'11:]1:

WASHINGTON, June 6: A
12 billion dollar US contribu-
to the International
Monetary Fund s in limbo

while Congress holds back
from approving legislation to

Ross Perot has sald in an | aid republics of the former

Soviet Union, reports Reuter.
The future of the parent bill

| is uncertain because of strong

sentiment in the House that
the government should move
on domestic spending pro-
grammes before it tac for-
eign aid.

The Bush administration
had wanted to act on
the legislation before this
month's visit to Was n of
Russian President Boris
Yellsin.

But it has been clear for
wecks that Co s would not
meet this timetable and a

House aide said, "frankly now
it's a question of whether we
get to it at all.”

House Speaker Thomas
Foley told re rs this week
that he was in favour of the
new Republics ald package.
"But [ think until we have
some action on some of the
domestic initiatives and needs
of the country, it will be diffi-
cult to move on the aid to
Russia and the former Soviet
territory.

There is bipartisan support
for the aid in the House
Forcign Allairs Committee but
it has not yet produced a bill.

The Senate Foreign
Relations Committee has ap-
proved an aid bill containing
the IMF replenishment "but
Senate Democratic Leader
George Mitchell told reporters

no decision had been mare on
scheduling floor action.

However he said he had no
“interlocking calendar” linking
the bill to movement on do-
mestic aid.

A House aide suggested that
the IMF component could be
split from the aid bill. But US
contributions to the IMF are
no more popular in Cnnfmn
than foreign aid generally —
especially in a year when the
Los Angels djots have spot-
lighted pressing needs in
America’s citics.

And an alde to Senale
Foreign Relations Committec
Chairman Calfborne Pell, said
he was flatly opposed to split-

the IMF sector from the
for separate action.

Japan may be
a poll issue
in USA

WASHINGTON, June 6: Vice
President Dan Quayle has re-
minded a top Japanese polil-
cal leader thal a growing trade
deficit with Japan could be-
come an clection Issue in the
United States, reports AP.

Bush said the United States
would be glad to raise the issue
at his June summit with
Russian President Doris
Yeltsin, sald Japanese Press of-
ficer Yayo! Matsuda.

Japan's trade deficit has
been a growing concern in the
United States.

Several House Democrals

| are sponsoring legislation,

soars by 36pc to $ 5b

TAIPEl, June 6. Taiwan's

. trade surplus hit 4.91 billlon

US dollar in the first [ive
months of 1992, a 35.7 per
cent surge over the same
period last year, the Finance
Ministry said here, reports
AFP.

Foreign trade in the
January-May period rose 12.5

r cent over a ar ago lo
61.73 billilon dollar, the
ministry said. Exports in the
same period advanced 13.9
per cent to 33.32 billlon dollar
while imports rose 10.8 per
cent to 28.41 billlon dollar.

In May alone, exporis
totalled 6.99 billlon dollar, a
2.9 per cent surge over the
same month of last year, it
said.

The booming exporls,
against 6.08 billion dollar of
imports, drove the country's
May trade surplus down 45.9
per cent to 910 million dollar,

it said.
Fconomic officials attribu-

ted the expanded overseas
demand to widened indirect
exports to China via Hong
Kong.

An economic recovery in
the United States, the island's
largest export market, was also
responsible for the boost, the
officials said.

Industrial products accoun-
ted for 5.3 per cent of
Tatwan's total exports in May
period while agricultural and
industrial raw materials took a

m per cent of imports, it |

industrial
countries

UNDATED, June 6: While U
S unemployment was reported
at 7.5 per cent on Friday — the
highest in eight years — jobless
rates in key industrialised
nations also are rising and
many are higher than in the
United States, reports AP.

Canada. which also reported
its figures on Friday, said
unemployment jumped to 11.2

r cent in May, also the
rlgheot level in almost eight
years. It re a rise of two
percentage points since April.
Britain AN unem-

rate of 9.5 per cent,
21 per cent.



