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Stranglehold on Africa
John Loxley & David Seddon
The IMF and the World Bank and the International Financial Institutions (IFIs) have
undoubtedly played a major role in shaping Africa's recent economic, political and
social history. Their own interpretation of their role is, not surprisingly, generally
positive; the consequences of their intervention, we suggest by contrast, have been
generally negative as far as economic, political and social development in Africa are
concerned.
The World Bank has argued that significant recovery took place in the second half of
the 1980s, as a result of the IFIs interventions. We disagree. The interventions of the
IFIs have involved the crude application of a standard package of measures to what
they see as a general set of 'deficiencies', rather than the careful construction of
specific measures adapted to the particular circumstances of particular countries, and
have been associated with conditional lending which has contributed to increasing
indebtedness. The interventions have also not worked, even on their own terms. If
there is a pattern to be seen in African development over the last twenty years, it is
generally one of poor performance. There have been some success stories, and the
trajectories of individual countries often vary considerably, but the majority of
African economies are in a poor state in the mid-1990s.
Where the IFIs identify failure they blame the domestic policies of African
governments, but many observers, including the majority of African experts, would
insist that Africa's problems today are predominantly 'external' in origin and that the
IFIs in particular have played a significant role in reducing Africa's capacity and
prospects for development. We share this view and suggest that the strategy adopted
and the lending policies and conditions imposed by the IFIs are heavily to blame for
the dismal performance of most African economies over the last decade or more —
although there are also 'internal' factors which should not be discounted and
'external' factors which precede the interventions of the IFIs.
But if the blind optimism of the IFIs regarding African reforms, results and the road
ahead is misguided (often literally by the statistics and 'evidence' it constructs to
bolster its own version of reality) and simplistic, so too is the sense of wholesale
pessimism and despair exemplified by some on the left, who speak of an 'African
tragedy'. This also results in part from an over-generalisation and a failure to grapple
with the complex dynamics of the African crisis.
We seek, however, not only to criticise, but also to emphasise that there are
alternatives — and "indeed, African alternative strategies have been developed over
the past decade both from within and from outside Africa, although these have so far
failed to challenge effectively the ideological and very real economic/financial
hegemony of the IFIs. As the evidence of the inadequacy of the IFI strategy and
policies mounts, however, so too does the pressure for change.
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The articles in this issue of the Review make an important contribution to this growing
pressure. They are addressed not only to those already broadly convinced and
seeking more detailed analysis and argument, but also to those reluctant to accept the
message that is coming out of Africa: 'Enough is enough! Release your stranglehold
and assist in devising and implementing a real strategy for African recovery and
development'. While this issue provides the 'overview', the next issue (March 1995,
No. 63) continues this theme by providing extensive case study material from across
the continent.The articles in this issue range from a broader-ranging critique and
analysis (Rapley, Elson and Mohan), to more specific discussions focused around
methodology and statistical analysis (Walker, Hoogvelt et al. and Sepehri) and
analysis of selected case studies (Hutchful and Padayachee). Several of these contain
implicit 'alternatives' to the dominant IMF/World Bank approach, with Padayachee's
discussion of the struggle over strategies for development in South Africa most
directly involved in such a debate. Watkins explicitly addresses the issue of debt and
makes a series of recommendations. All, directly or indirectly, are concerned to
challenge the practices of the IMF and the World Bank by undermining their
theoretical and methodological assumptions. We would also call for a more
fundamental change in their institutional role. From a different perspective we aim to
question the left pessimists and point to broader alternatives.
Adjustment in Africa: the World Bank Version
The World Bank has applied SAPs with a high degree of confidence. Their key policy
documents of the 1980s reflected a standardised set of assumptions about the nature
of Africa's development malaise. The only change over the decade was a move from
the rampant liberalisation of the Berg Report (Accelerated Growth in Sub-Saharan
Africa) to a limited incorporation of social dimensions.
The inadequacies of the Bank's approach to the 'social dimensions' of development
are highlighted by Diane Elson's contribution to this issue. She emphasises the
importance of the formation and use of human capabilities through arrangements
that put 'people in control of the development process rather than vice-versa', and
considers the ways in which two of the major institutions established at Bretton
Woods (the World Bank and the IMF) have failed to provide an adequate framework
for 'people-centred development' and have consistently prioritised instead what she
refers to as 'money-centred development' which, among other critical shortcomings,
ignores the centrality of unpaid labour, usually women's labour, in caring for kin and
community. She concludes that Africa today suffers more than most regions from the
domination of money-centred development over people-centred development, and
that 'to break what some have called the stranglehold on Africa it is necessary to
consider the international monetary system as a whole and to make common cause
with other people, including the unemployed and dispossessed in the North and the
East, who have an interest in an international financial system that puts money at the
service of people, rather than people at the service of money'. Her concern is not
simply to contrast 'people' and 'money' as the focus of different approaches to
development, but to emphasise the importance of control and to ask: who is to control
the development process, and in whose interests?
By the early 1990s, the significance of the formidable performance of the East Asian
economies — where a very different strategy (involving substantial if selective state
intervention and strategic controls) from that of the structural adjustment package
had been adopted — was beginning to percolate through even into the Bank's
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thinking on preconditions for economic success. In 1993, after considerable hesitation
— and under pressure from the Japanese, long sceptical of orthodox adjustment
policies — it eventually published The Asian Miracle: Economic Growth and Public

Policy. This document acknowledged that the 'Asian Tigers' frequently and
persistently pursued economic policies which were the exact opposite of those
propounded by the World Bank, from deliberately getting the prices wrong in order
to subsidise new exports, to 'picking winners' as part of a conscious industrial
strategy; from directing credit to favoured sectors of the economy to state ownership
of banks; from the creation of monopoly trusts to intervention in capital markets, on
both the inflow and the outflow side. Yet the report concludes that these strategies are
not replicable in Africa, although 'the market-oriented aspects of East Asia's
experience can be recommended with few reservations' (p. 26).
The East Asian experience was recommended for Africa (in the Berg Report) when it
was identified by the Bank as an example of free market success, but not when it
revealed the crucial role of state guidance and intervention. Little wonder that the
report has been greeted with anger and disdain by critics of the Bank who feel, quite
rightly, that the institution is attempting to force its ideological hegemony on
development history, theory and policy, and is not about to allow the facts to interfere
with its view of the world. This crass ideological approach to what passes in the Bank
as 'analysis' was continued with a vengeance in 1994, with the publications of
Adjustment in Africa: Reforms, Results and the Road Ahead. This recent report, as Sepehri

observes in his critical review in this issue, uses data selectively to suggest that, in
Africa at least, adjustment is working and that the region is on the way to a sustained,
poverty-reducing growth path. While recognising that 'the reforms undertaken to
date are fragile and that they are merely returning Africa to the slow growth path of
the 1960s and 1970s' (p. 2), the report is optimistic about the future. Equally
significantly, it is unrepentant in its view that the key to African development lies in
the adoption by African governments of appropriate domestic policies, notably the
structural adjustment package. The East Asian model for development is effectively
rejected as irrelevant for sub-Saharan Africa in favour of 'more of the same'.
The World Bank's analysis fails to grasp the real problems of African development —
its ideological prejudices lead it down the dangerous path of selecting and even
manipulating the evidence to support conclusions it wishes to reach — a path which,
ultimately, is a cul-de-sac, incapable of informing and explaining the real dynamics of
African history and African development. The Bank's authority as a commentator on
the African experience is seriously and demonstrably flawed. If this were all, it could
be ignored; but the Bank (like the IMF) seeks not merely to understand the world, but
to change it. The role of the IFIs as lending agencies, able to impose their own
conditions on loans to governments whose economies are often deeply in debt, gives
them very considerable power. A graphic illustration of the lengths to which the Bank
has been prepared to go in order to defend its position and its policies is provided by
the case of Zimbabwe (Stoneman in ROAPE no. 53,1992).

African Crisis? African Tragedy?
Many of those who have criticised the Bank and the IMF structural adjustment
programmes and almost messianic commitment to economic liberalisation and
rejection of a significant role for the state in managing or guiding economic affairs,
nevertheless tend to echo the IFIs in their general analysis of what went wrong for
African development in the 1980s. They also share the tendency to focus on internal
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weaknesses and deficiencies, particularly as regards government policies and the role
of the state, rather than on external forces and pressures.
The Bank has increasingly adopted an explanation which links economic failure to
political inadequacy under the rubric of 'the patrimonial state', as indeed do many of
its critics. The prevailing tendency, on the left also, is to criticise the nature and role of
the state in Africa, seeing it as almost wholly inadequate and subversive of genuine
development and progress. This argument has been overstated. There was, and is, a
crucial role for the state in defending and promoting national development, in Africa
as in other parts of the developing world (as is now increasingly recognised, despite
the Bank's reluctance to accept the implications of the evidence from East Asia).
The first contribution to the issue by John Rapley, underlines the changing balance of
paradigms over the last decade or so, and argues that 'the critique of neo-classical
theory is gaining new life', although he observes also that 'fundamentally, the neoclassical faith in the market remains unshaken, even if one can detect clear shifts away
from earlier radical free-market approaches'. What is emerging in the current
development debate, he argues, is a subtler and more sophisticated view of the state
than the traditional 'state-market' dichotomy allowed for. He also situates the recent
African experience within a wider international context and reviews in particular the
different roles played by the state in encouraging or discouraging development, and
the factors that may account for the emergence of 'the developmental state'. Rapley's
discussion leads him to reconsider the relevance of social class formation for capitalist
development (having argued that 'it seems difficult at present to conceive of a
revivified socialism in practice') and to conclude that 'after years of disparagement,
one of the canons of marxist theory may be correct after all: a bourgeois revolution, in
some form, may have to precede national capitalist development. And in much of
Africa, such revolutions may not be on the horizon.
There are, undoubtedly, major 'internal' problems to be overcome — or 'deficiencies
to be remedied' in the language of the IFIs. There are also, undoubtedly, significant
ways in which progressive social forces within African states can exert 'internal
pressures' on their governments to reform and restructure (in a manner conducive to
broad-based economic and social development) and to develop political institutions
and practices which could enable ordinary citizens to express their views and
contribute fully to the process of policy formulation and decision making. But it is
also the case that the particular form of the state, as well as the policies implemented
by particular governments, owe as much to external forces as to internal
'predispositions'. Indeed, many observers, including many African experts, would
insist that Africa's problems are predominantly of 'external' origin and that the IFIs
have played a significant role in reducing Africa's prospects for development by their
lending policies, while at the same time increasing their own financial returns. We
share this view and, in this issue, emphasise and scrutinise the role of external forces
and in doing so, challenge the over-optimism of the IFIs. While we emphasise the
significance of certain common problems facing sub-Saharan Africa (e.g. debt,
pressure for liberalisation even where inappropriate) we are also concerned at the
tendency, even on the left, to over-emphasise both the depth and the pervasiveness of
the crisis. The gloom regarding the African 'tragedy' arises, at least in part, from an
over-generalisation of the worst that can be found in Africa today. There is also a
tendency to stress the 'internal' problems and to blame the victims of the crisis — all
too often resorting to socio-cultural explanations which suggest an intrinsic
incapacity. Use of the term 'tragedy' carries with it an implication of 'inevitability'.

Editorial: Stranglehold on Africa

489

Lies, Damn Lies and Statistics
The publication in 1989 of the World Bank/UNDP report on Africa's Adjustment and
Growth in the 1980s provoked outrage on the part of many of the African governments
obliged to implement World Bank structural adjustment programmes. They
mobilised the UN Economic Commission for Africa to produce a critique of the Bank/
UNDP report, published in 1989 as African Alternatives to Structural Adjustment
Programmes: A Framework for Transformation and Recovery. Much of the critique
revolved around the evidence deployed by the Bank in support of its conclusions.
However, this process began with Trevor Parfitt's debate between the ECA and the
Bank published by this Review (No. 47) under the title, 'Lies, Damned Lies and
Statistics' and continued (in other ways) by Samoff (No. 53) and Hoogvelt (No. 54).
Indeed, a major area of concern for many critics of the Bank, including the ECA, has
been the selective use of statistics to justify the analysis on which policies and
prescriptions are based. While some merely challenge the analysis and the
conclusions drawn, it is also possible to conjecture as to whether the Bank
intentionally manipulates data to support its arguments. Why would it bother to do
this? Perhaps the German fiscal sociologist, Rudolph Goldscheid had it right as long
ago as 1925 when he stated that 'one must do violence to the facts in order to do
violence to the people' (in his contribution 'A Sociological Approch to Problems of
Public Finance' in R. A. Musgrave and A. T. Peacock (eds), Classics in the Theory of
Public Finance, New York, St. Martins Press, 1958). Is it so surprising, when so much is
at stake, that in 'the battle for hearts and minds' over African development strategy
there is some manipulation of the evidence?
The Bank is undoubtedly selective, not only in the way in which it deploys its
statistical evidence in support of its own analysis, but also in its choice of 'successes'
and 'failures' as examples to support arguments about the effectiveness of structural
adjustment programmes. But, if the analysis of the experiences of individual countries
by international institutions like the Bank can be shown to be highly contentious and
misleading, there is equally a problem with the international comparisons so often
used to describe and chart the relationships between national economies and with the
calculations with which the impact of policy measures are measured.
Three of the contributions to this issue focus on international statistics. The first by
Ankie Hoogvelt et al. is concerned with the international comparisons based on socalled Purchasing Power Conversions; the second, by Giles Mohan, explores the
relationships between geopolitical knowledge and geopolitical power; the third, by
Lucy Walker, discusses the econometric modelling of the implications of the recent
GATT agreements following the signing of the Uruguay Round of negotiations. As
Hoogvelt and her colleagues stress in their analysis of 'the political economy of
international statistics', the publication by several multilateral agencies of new GDP/
GNP estimates based on so-called Purchasing Power Conversions — which
effectively reduce the gap between rich and poor countries by a third — requires
careful consideration, for it radically reconstructs the basis on which not only our
understanding of international distribution of wealth is founded but also provides
what might become an administrative tool for the determination of aid flows and
investment programmes.
The Bank, as we have seen, is regarded by many as highly selective in its use of
statistics to justify its policies and to identifiy its 'successes'. In this issue, Eboe
Hutchful focuses on the case of Ghana — often taken by the Bank as an example of one
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of its successes — and examines in some detail both the economic and social
dimensions of 'the Ghanaian experience'. In his piece entitled 'Smoke and Mirrors' he
stresses the 'illusion' of success conjured up by the Bank. However, the IFIs have
tended to substitute stereotyping and generalisation for detailed empirical investigation, and assertion for careful argument and analysis.
We seek, in this issue, however, not only to criticise the theory and practice of the IFIs,
and to draw attention to the ways in which they construct and deploy 'evidence' in
defence of their vision of Africa and their policies for it, but also to offer a contribution
to the elaboration of realistic and practical strategies for African development based
on alternatives to the dominant policy paradigm which has proved so disastrous for
most African economies and societies over the past two decades. Part of this involves
learning from the case study approach without claiming — as the World Bank tends
to — that one can generalise the experiences of specific countries, especially the ones it
considers successful. The next issue of this Review will provide a coherent set of case
studies (Cote d'lvoire, Niger, Senegal) aimed at this critique.
Alternatives
Beginning in the mid-1980s, there has been a significant growth in alternative
analyses, presenting different explanations of the current 'crisis' in sub-Saharan
African countries. African governments publicly recognised the need for a coherent
programme for economic recovery nearly ten years ago, with the adoption in July
1985, at the OAU Meeting in Addis Ababa, of 'Africa's Priority Programme for
Economic Recovery, 1986-89', and an African plan for continental recovery and
development underpinned the 'UN Programme of Action for African Economic
Recovery and Development (UNPAAERD)', adopted at the 13th Special Session of the
UN General Assembly in May-June 1986. But it was noted in October 1987, in the
UN's 'Financing Africa's Recovery', that 18 months after the adoption of the
UNPAAERD, the combination of deteriorating terms of trade and growing foreign
debt were seriously reducing Africa's capacity to mount its recovery programme. For
example, the external financial situation of sub-Saharan Africa (excluding Nigeria)
had deteriorated sharply with a net loss of $6.5 billion during the period 1979-81 to
1985-87, despite an increase in official grants totalling $1.1 billion. Significantly, the
IMF was a net recipient of financial flows from sub-Saharan Africa from 1985 to 1987
inclusive ($426 million in 1985, $895 million in 1986 and $894 million in 1987).
The earliest major critique was that of UNICEF in its famous Adjustment with a Human
Face (1986-1987) which impelled the World Bank to pay more attention to the social
effects of structural adjustment policies which later became the social costs of
adjustment liabilities. However, Eboe Hutchful argues that the PAMSCAD in Ghana
— often hailed by the Bank as an example of its commitment to safeguarding the
poorest and most vulnerable — failed to have any significant impact. The Bank's
heightened rhetoric in the early 1990s of 'renewing the commitment to addressing the
social dimensions of adjustment (SDA)' and to 'tackling poverty' (see the World
Bank's World Development Report, 1990) is hardly supported by evidence of a real
commitment to tackling these issues.
The ECA report of 1989 raised a number of theoretical objections to orthodox
adjustment programmes, many of which still resonate. It questioned the long-term
implications of tight money policy and high real interest rates, arguing that they
would promote speculative and trading activities, to the detriment of real investment
which is so crucial to long term growth. Crude cuts in government spending would
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also reduce long term growth and the well-being of the African population by
undermining education, health and water safe provision. It questioned the wisdom
and viability of widespread privatisation, given the social structure in most African
economies and the lack of a developed indigenous capitalist class (Rapley's argument
once again). This policy would be a prescription for a takeover of African economies
by multinational capital. Trade liberalisation and across-the-board promotion of
traditional exports were also questioned as leading to de-industrialisation and the
collapse of world prices for primary products. Excessive reliance on price
liberalisation of all kinds was also rejected, given that structural bottlenecks
characterise African economies, making them less adaptable to price stimuli, at least
in the short-run.
The ECA critique is still valid in many respects. The rate of investment in Africa
remains depressed, even in countries considered successful by the Bank. Commodity
prices internationally, for over half of the continent's exports, did crash, and by and
large remain depressed. Non-traditional exports have not expanded as quickly as the
Bank had hoped, and privatisation is proceeding very slowly. Social services remain
critically underfunded and living conditions for the urban and rural poor have
deteriorated noticeably.
The ECA sees structural transformation as the key requirement for solving the
African crisis. But it argues that the African personnel who ought to be charged with
the task of developing a new approach to economic policy are too bogged down in the
endless cycle of renegotiating debt and structural adjustment programmes to have
any time for developing a more appropriate development strategy. This impression
has recently been confirmed in a report by Tony Killick ('Surveillance and the Group
of 24: International Monetary and Financial Issues for the 1990s', Research Papers for
the Group of 24, Vol. 11, UNCTAD, New York, 1993) which estimates that African
governments have been involved in no less than 8,000 separate negotiations between
1980 and 1992.
The African Alternatives analysis would place much more emphasis than orthodox
programmes on food security, reducing import dependence and strengthening
national and regional integration. These are seen as structural requirements not
susceptible to achievement by price manipulation alone. As in the case of the 'Asian
Tigers', selective state intervention within a framework of a clearly articulated
industrial strategy is called for, the very antithesis of liberalisation. More recent
attempts to develop a coherent alternative development strategy for sub-Saharan
Africa include Alternative Development Strategies in Sub-Saharan Africa (edited by

Frances Stewart, Sanjaya Lall and Samuel Wangwe) which argues that the Bank and
the IMF are essentially responsible, together with the Western states who back their
analyses and recommendations and coat-tail their policy recommendations, for the
advice which has brought such miserable results. Their analysis emphasises not only
the nefarious effects of structural adjustment and its associated austerity policies, but
the adverse terms of trade. The World Bank and the IMF have persistently encouraged
the African economies to 'capitalise' on their heavily reliance on primary exports by
increasing production in these areas. Whereas in South Asia, primary products fell
from 63 per cent of exports to 36 per cent of exports between 1965 and 1987, in low
income African countries they rose from 92 per cent to 94 per cent. But among major
export commodities, coffee, copper, and cotton have all dropped by about 25 per cent
over the past 30 years and cocoa — the only one to be worth more than in the early
1960s — has been on a declining trend since the mid-1970s. These price trends are not
going to be reversed without great difficulty.
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Among other problems identified by Stewart et al. is the reduced control by national
governments which has been a result of the privatisation encouraged by structural
adjustment programmes and the excessive liberalisation of imports. In Ghana, for
example, this has led to de-industrialisation as the textile industry has collapsed
under the impact of imported second-hand clothes from Europe. Generally, the
authors argue, 'African countries basically lost control of their policies in the 1980s,
they now need to design their own policies'.
If the shackles that weigh down the African economies are undone, then the
possibility of a real recovery — not only for a few relatively privileged economies, but
for most — is conceivable. Elements of such a strategy would include: 1) a serious bid
for industrialisation through selective and strategic investment; 2) promoting the
growth of indigenous food crops by increasing the resources allocated (including
selective subsidies on farm inputs) to these areas and controlling investment in
traditional export crops; 3) commodity price support schemes; 4) support for rural
non-agricultural development; and 5) human resource development through better
allocation of resources to education and health.
In an even more positive or upbeat recent collection, Africa's Recovery in the 1990s
(edited by Giovanni Andrea Cornia, Rolf van der Hoeven and Thandika Mkwandire),
it is argued that the capacity of sub-Saharan Africa to generate a recovery is
predicated on the ability to release the stranglehold at present exerted by
international forces.
Both of these collections argue that the crucial issue remains that of foreign debt. Both
propose cancellation of at least part of the official debt burden and conversion of
Africa's debt to the Bank and the Fund to low-interest, long-term loans, thus avoiding
massive transfers — which amounted in 1989 to $1.1 billion. They also propose a
write-down of one-fifth of private debt, which would provide an extra $800 million
for Africa annually. Many of these ideas have been put forward repeatedly by
UNICEF, the UNDP's Human Development Report, and the Economic Commission for
Africa. Even the Bank's senior representatives have, on occasion, recognised the
significance of Africa's heavy debt burden in inhibiting recovery and growth. In 1991,
for example, the World Bank's vice-president for Africa, Edward Jaycox, emphasised
that, as far as sub-Saharan Africa was concerned, 'the costs of debt servicing will rise
from $9 billion a year to $15 billion a year in the next three to four years. 'That cannot
be allowed to happen, because if it does it will wreck every development plan in
Africa. We must have debt relief (quoted by Martin Walker in The Guardian, 19
September 1991).
In this issue, Kevin Watkins presents the argument again and makes some interesting
and practical suggestions for reducing the crippling burden on sub-Saharan African
economies. Watkins considers in some detail precisely how the major players in the
world of international finance — the lending agencies — might contribute positively
to a re-structuring of that system through a series of practical measures capable of
being rapidly implemented. There is indeed some hesitant recognition, on the part of
the Bank at least, that changes in overall strategy and not just tactics might be
required; but to rely on these institutions to reform themselves would be Utopian.
Behind the policy prescriptions that emerge from Watkins' analysis, is an analysis
which suggests that only pressure from elsewhere (those 'other people' referred to by
Elson) will bring these major players to recognise that the repetition of the same
nostrums as were peddled in the 1980s will bring about, not 'sustained recovery' but
further crisis in regions like Africa. Much of what Watkins argues is not new, but the
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forcefulness of the critique now being mounted by some of the NGOs (which have
been attempting over the last few years to develop a closer dialogue with the Bank) —
exemplified by Watkins' piece — is arousing strong feelings within the Bank.
Watkins' article originates in a critique developed by OXFAM, one of several
Northern NGOs fully convinced of the inadequacy of the current international regime
for 'development' and recently castigated by the Bank itself for its 'attack' on Bank
policies and practices.
At the beginning of October 1994, the World Bank 'hit back publicly for the first time'
at leading NGOs, including OXFAM and Greenpeace, for their critique of Bank
lending policies and the role of these policies in increasing poverty. There can be no
doubt that a battle is now on, between those agencies and institutions which still
adhere to the largely discredited neo-classical ideologies and practices of the 1980s
and those which advocate more balanced and pragmatic policies for stimulating
economic growth and promoting social development. In this regard, South Africa
must be a valuable test case for the capacity of national governments with a broad
popular mandate to re-cast World Bank policies in a more productive mould. This is
considered by Vishnu Padayachee. He cautions against any rash approach to the IFIs
which would pose a threat to the Reconstruction and Development Programme, and
hence to the survival of the government of national unity.
Conclusion
We would argue for an end to debt peonage in Africa and to the dependence of the
continent on economic policies which are dictated by the Fund and the Bank through
debt relation. On the 50th anniversary of the Bretton Woods institutions, we think it
appropriate for the IMF to withdraw to a much narrower role — that of providing
short-term balance of payments support, with conditionality limited only to
improving external performance in order to secure repayment of the loans. This
would mean the abandonment of most forms of policy intervention by the Fund and
the retrieval by Africa of sovereignty over domestic economic policy. As for the
World Bank, perhaps 50 years is, indeed, enough. Perhaps the time is ripe to close
down the Bank and focus, instead, on strengthening the regional banks, which now,
together, cover the whole globe. This might at least permit some diversity of
viewpoint on appropriate development strategies and give regional member
governments a bigger voice in their own futures. As to how these governments may
be rendered more representative of and accountable to, the broad mass of their
citizens, is another matter.
John Loxley is at the University of Winnipeg, Manitoba, Canada; David Seddon is at
the University of East Anglia, Norwich, UK.
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New Directions in the Political
Economy of Development
John Rapley
This article underlines the changing balance of paradigms over the last
decade and argues that the critique of neo-classical theory is gaining new
life. What is emerging, though, is a subtler and more sophisticated view of
the state than the traditional state-market dichotomy allowed for. It situates
the recent African experience within a wider international context and
reviews the different roles played by the state in encouraging or
discouraging development.

To say that we live in a liberal age, in that neo-classical liberalism dominates
contemporary discourse in the social sciences and practice in politics, might seem a
truism. Yet it is only half-true, for the neo-classical victory was made possible by the
left's inability to provide a sufficient defence against its assault.
The collapse of the left in both the political and academic realms did not result from
the rise of the right, but preceded it, though the full extent of its debilitation did not
become apparent until the 1980s. Yet by the 1970s, political scientists had uncovered a
long-term erosion of the support bases for Western socialist parties, while experts on
the Soviet Union and Eastern Europe were pointing to a stagnation in these economies
that showed no way of being relieved. Yet leftist theorists and politicians clung
doggedly to old orthodoxies. When the neo-classical assault began to accumulate
political victories, they spluttered critiques and condemnations, yet seldom offered
practical alternatives.
Nevertheless, certainly in development studies, the critique of neo-classical theory is
gaining new life. But whether or not leftist theories can rehabilitate themselves in
academic circles, it seems difficult at present to conceive of a revived socialism in
practice. On the surface, socialism seems well and truly dead. Journalists and rightwing ideologues have seized upon the collapse of socialism in the Soviet Union and
Eastern Europe, as well as the failures of and retreat from state control in Africa, Latin
America and much of Asia — not to mention the irremediable cleavage between the
old socialism of the working class and the new socialism of new social movements
like environmentalism and feminism — as evidence that socialism is defunct.
Yet despite what seems to be overwhelming evidence, the conclusion may be
premature. The continuing economic success of China, where reform has yet to alter
the fundamentals of public ownership and central control, is the strongest reason
against rushing into this conclusion. Using China as a model, the descent into anarchy
of the former Soviet Union as a contrast, some theorists argue that the reform of
socialism may yield more fruit than its abolition (see Nolan 1993). Meantime the
collapse of socialism has purged Western socialist theory of its orthodoxies. This has
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injected an invigorating breath of fresh air into academic debate on the left, even if it
has weakened the left politically, at least for the time being. While it may be years
before the left reconstitutes itself as a vigorous political force, neo-classical theory
does not stand unchallenged.
One of the common themes that has arisen from critiques of neo-classical theory has
been that government and the market are often symbiotic rather than conflictual (see,
for example, Killick 1989; Stewart 1985; Taylor 1992,1993a, 1993b; Toye 1987; Weeks
1993). In other words, to make the market more efficient one need not so much reduce
the state's role in the economy as alter it. Given that structural adjustment has been
the practical manifestation of neo-classical theory in the developing world, it is telling
that much of the empirical research on structural adjustment points to a similar
conclusion.
Structural adjustment programmes (SAPs) aim to remove blockages believed to
thwart the efficient operation of markets. Typically, these blockages are seen to result
from government intervention. So SAPs have usually included such elements as the
removal of price and other controls on enterprises, the removal of quantitative
barriers to trade and the streamlining of taxes on imports (import liberalisation), the
abolition of marketing boards (market liberalisation), exchange rate devaluation, the
privatisation or denationalisation of state-owned enterprises, and the encouragement
of new industrial private foreign investment.
Many doubts have been raised about the principle of structural adjustment. Even
their supporters admit that while SAPs restore macroeconomic stability, it is not
entirely obvious that macroeconomic stability on its own leads to growth (see Frenkel
and Khan 1992; and Doroodian 1993). Africanists can easily point to countries that
have fared badly under structure adjustment (Guillaumont 1993); while even where
the policy has produced more positive results, expectations still remain unfulfilled
(on Nigeria see Oyejide 1991a; on Tanzania see Shao 1992). In the case of Ghana, for
example, arguably Africa's test case for structural adjustment, most observers say
there have been clear gains, but hasten to add that these gains relied on strong donor
backing, unlikely to be repeated elsewhere in Africa, while the long-term sustainability
of the programme remains in doubt (see Rothchild 1991; Loxley 1990; Kusi 1991).
The African experience with structural adjustment has generally pointed to one
conclusion: while yielding short-term improvements, the policy is apparently
jeopardising long-term development. And so, quite apart from the moral and political
critique of structural adjustment — the fact that SAPs tend to have concentrated
benefits while immiserating a susbstantial part of the population — a cursory glance
at the evidence from Africa, as well as from some Asian economies (see, for instance,
Rahman 1992 on Bangladesh) could lead one to conclude that structural adjustment,
and with it the neo-classical approach to development, has generally been an
unmitigated failure. That conclusion would be hasty. For turning to Latin America,
we find that structural adjustment has yielded some considerable gains, even if the
benefits remain unevenly distributed (on Chile, see Ritter 1990, and Diaz and
Korovkin 1990). This contrast points us towards an emerging consensus in
development studies: liberalisation works best in those economies which have first
been through a phase of infant industry promotion.
An anatomy of SAPs helps explain why they succeed and why they fail. Different
elements of structural adjustment have met with differing degrees of success.
Beginning with privatisation, agreement is emerging that such policies have little to
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commend themselves. Not only does" the basic assumption underlying them, that
private ownership leads to improved firm performance, not stand to reason, the
growing body of evidence belies it.
To begin with, it is questionable that public firms can always be assessed by the same.
criteria as private ones, the standard measures being financial performance and
efficiency. State firms are often created to rectify market failures of deficiencies, or to
confer beneficial externalities (spin offs that enhance the development of the
economy, but are not profitable for individual firms to undertake, such as research
and development or human capital formation) conducive to the development of the
private sector. Or they may embrace difficult subsectors whose development is
necessary to the economy, but that private firms eschew (Lesser 1991:166). In Cote
d'lvoire, for instance, the Banque Ivoirienne de Developpement Industriel's unrecovered

loans eventually drove the bank into bankruptcy, but not before it had funded the
creation and expansion of a large number of successful local private ventures. These
ventures would probably not have been funded otherwise, because the foreigndominated private banking sector avoided Ivoirien entrepreneurs in favour of safe
investments in large multinational corporations (Rapley 1993:135-36). Such a case is
scarcely exceptional: research on Taiwan (Crane 1989-90), Brazil (Faucher 1991) and
Indonesia (Ellis 1993) has also highlighted public firms whose individual performances were questionable but whose contributions to national economic development
were not.
But even ignoring the importance of externalities, there is little if any evidence that
publicly-owned firms are intrinsically prone to poor performance or that private
firms are necessarily more efficient than public ones (Taylor 1993a:586; Bardhan
1992:566; Killick 1989:26; Toye 1987:58). In fact, there are many instances of successful
public firms in the developing world (for examples see Crane 1989-90, Harrigan 1992,
Naqvi and Kemal 1991; also Cook 1992:404). Consequently it is not clear that reducing
the public sector to expand the private one exercises any significant impact on
development (Yoder, Borkholder and Friesen 1991). As for the inefficiencies of
African marketing boards, Gibbon (1992:58) argues that these did not always result
from public mismanagement but from external problems like under-capitalisation or
mandates beyond the scope of the boards' resources.
Because of such findings, most development theorists, including some who might
loosely be described as on the right (see, for example, the cautious stance of Harrell
(1993) who is echoing the position of a World Bank study), have moved away from
advocating privatisation as an ingredient in a recipe for accelerated development. Not
only does it seem neither to improve firm performance nor accelerate economic
development, but contrary to popular perception it does little, if anything, to raise
money for cash-starved governments (Cook 1992:406; Naqvi and Kernel 1991;
Ramamurti 1993:37-38). It is also arguable that the resources put into privatisation
could be better spent elsewhere (Murrell 1992; Ickes and Ryterman 1992): luring
investors into the purchase of the public firms may 'crowd out' investment in private
firms at a time when capital is in short supply. While some still consider privatisation
to be useful in certain situations, such as the former Soviet bloc countries (Lee and
Nellis 1991), more and more development theorists are favouring reform over
privatisation as a means to improve the performance of public firms.
The results of liberalisation have been more mixed than those of privatisation. Most
theorists now agree that liberalisation can have beneficial results, but only if done in a
discriminating manner which takes account of both local and international demand
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and supply conditions. At a general level, there are two types of liberalisation: the
liberalisation of domestic markets through the elimination of such things as price
controls and marketing boards, and the liberalisation of foreign trade through the
elimination of such things as tariffs and qualitative restrictions on imports, and also
by devaluing overvalued currencies. In addition, because it raises the price of export
goods in local terms, devaluation has often been promoted as a means to 'get the
prices right'. In theory, freeing up markets and restoring currencies to something
approximating a 'market' value should increase the efficiency of resource allocation.
In practice things are not so simple.
Because the world economy is dominated by the highly protected and subsidised
producers of the developed world, indiscriminate import liberalisation can lead to
deindustrialisation in developing countries (Steward 1991; Lall 190:66). Nevertheless,
while the benefits of liberalisation should not be overstated — the relationships
between trade liberalisation on one hand, and exports and economic performance on
the other, are at best weak (Adhikari, Kirkpatrick and Weiss 1992:7-8; Greenaway and
Sapsford 1993; Wade 1990:15-22) — it has produced positive results in East Asia and
Latin America, even if these benefits have sometimes been modest (see Weiss 1992 on
Mexico). This brings us back to the point made earlier: opening onto the market works
best after a phase of sheltered development, during which industries are nurtured by
the state and strengthened in preparation for future competition (Singer, in Singer and
Roy 1993:21; Lall 1992; Bienefield 1987).
This has come to be known as the infant industry model for industrial development.
During the early phases of industrialisation, the state can not only mobilise large
pools of savings in a short time and build up human capital and technological
capability, it can also foster comparative advantage (Lall 1992). Herein lies one of the
weaknesses of the neo-classical approach: its calls for liberalisation are motivated by
the desire to realise comparative advantage, but these calls presuppose static
comparative advantage and ignore dynamic comparative advantage. In addition,
there are cases in which a national economy is unable to realise even its static
comparative advantage in the absence of effective government intervention. A study
of Lesotho's wool and mohair industry found that while Lesotho enjoyed a clear
comparative advantage in the production of these goods, producers were unable to
realise it because South African exports benefited from a considerably superior
distribution network, something which could only be rectified by the Lesotho
government creating its own distribution network (Storey 1992).
Contrasting the successful East Asian experiences with the more disappointing ones
of Latin America and India, where import substitution industrialisation was used at
length, import industry theorists agree on a few simple rules. They accept the
importance of export-orientated industrialisation, and tend to agree that there should
be a time limit to protection: clearly specified time limits enable plant managers to
know how long they have to build up their capabilities before their companies will be
thrown onto the world market. In addition, government interventions should be in
support of the market, or market-enhancing, rather against the market, or marketrepressing (Lall 1990:60; Lall 1993; Naya and Imada 1990:303; Putterman and
Rueschemeyer 1992; Garnaut 1991; Killick 1993).
The idea that the state should shelter and assist domestic industry during the build-up
phase, then gradually withdraw from the economy and allow for encroachment by
the market, has many supporters. In fact, Peter Nolan attributes the success of the
Chinese reforms at producing one of the world's fastest-growing economies partly to
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the Chinese state's gradual opening onto the market; in contrast, the one-off reforms
tried by Russia have yet to promise similar gains (Nolan 1993). Even those not so
wedded to the idea of a strong state are coming to agree that gradual reform of state
socialist systems is preferable to the Russian approach (see McKinnon 1991).
It is therefore important to understand that most who criticise import liberalisation
are not suggesting that it not be done at all, but that it not be done too soon. Even in
more developed third world countries like Mexico, some contend that too far a retreat
by the government will jeopardise future development due to spending reductions on
investment and infrastructure (Ramirez 1993). Thus, an emerging trend in development studies seems to be that import liberalisation is an effective strategy for
promoting economic development, but only after a period in which the state has
nurtured the development of industry and prepared it for world competition, and
even then with continuing government support in the form of such things as
infrastructure provision and human capital formation. Yet if the benefits of import
liberalisation are now widely accepted, getting the prices right, or domestic market
liberalisation, has been an entirely different matter. For the most part, this exercise has
produced disappointment. Not because of unsound theory, but because the practice
has frequently failed to take account of the realities of third world agricultural
markets.
The current fascination with getting the prices right grew out of the 'new political
economy', associated with the work of Robert Bates (1981; Lipton 1977). This school
contended that Africa's urban-biased ruling elites overvalued their countries'
currencies so as to inflate industrialists' profits (by keeping the prices of imported
inputs low) and keep the prices of consumer goods low for the urban working class.
Food prices were also kept deliberately low to favour this urban constituency. At the
same time, marketing boards were used to skim off resources from the rural sector in
order to develop the cities. All in all, there was a net drain of resources from the rural
to the urban sector, while low producer prices resulted in sluggish production. This
was seen to be especially detrimental in Africa, which relies so heavily on exports of
primary goods to fuel its development. The solution, once again, was to roll back the
state: abolishing marketing boards would inject competition into the purchase of
primary goods, while currency devaluation would cause local prices of primary
commodities to leap. It was expected that these price incentives would spur greater
"exports, and thereby greater revenue and faster growth in the economy.
Among the shortcomings of the new political economy as it has been applied to
Africa, critics have noted that the urban interest groups which Bates suggested
controlled the state turned out to be less powerful than he had supposed they woukl
be; after all, structural adjustment has hit them hardest. Moreover, given that most
urban Africans retain close ties to their villages, rigid urban-rural dichotomies
seldom apply (Gibbon 1992; Mkandawire 1992:308-9). Nor is it obvious that a net
drain of resources from the countryside to the cities always inhibits development. It
can, and often does do so, but in East Asia industrialisation often relied on the state
transferring resources from agriculture to industry (Jenkins 1991:214-15). Arguably,
this strategy was also used successfully in Cote d'lvoire (see Rapley 1993: chapter 4).
As for the argument that raising producer prices will lead to increased exports, all
other things remaining equal, the logic is fine. The problem is that all other things are
rarely equal, especially in Africa.
The moral economists aside, most development theorists currently believe that
peasants do in fact respond positively to price incentives. However, the neo-classical
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emphasis on prices is not being criticised for being too reductionist: in its focus on
prices, it neglects the many other incentives or the conditions that must be in place
before they will respond to prices. It is now well-established that peasants will
respond positively to price increases only if they have access to such things as a good
transportation infrastructure, reasonable credit, subsidised inputs, land and labour,
as well as the benefits of government-sponsored research and development. They also
seek incentives to production: getting a better price is of little value if there is nothing
that can be done with the extra income. So, readily available consumer goods are
among the important incentives to production. The availability of inputs, incentives
and an adequate infrastructure, can be jeopardised by government rollback.
Retrenchment in some spheres, such as marketing and price-setting, may need to be
accompanied by advances in others like infrastructure, credit provisions, extension
and so forth. Thus an emerging consensus seems to be that 'getting the price right'
relies on a number of goverrunent measures to be made effective.
Using devaluation to raise producer prices presents its own problems. While it may
benefit agriculture, devaluation can hurt urban industry since it raises input prices.
Moreover, some argue that devaluation has done little to stimulate exports in subSaharan Africa due to the low demand elasticities for these commodities and
declining demand in developed countries (Mengisteab 1991; Mengisteab and Logan
1991:106). Meantime, devaluation and/or the removal of subsidies on inputs lead to
inflation because of the jump in import costs. This yields a whole new set of problems,
including the possibility that resultant inflation can erode most of the gains in
producer prices, as appears to have happened in Kenya, Tanzania and Zimbabwe
(Shapouri, Missiaen and Rosen 1992; Shao 1992). Once again, the solution to these
dilemmas posed by devaluation appears to be not a wholesale renunciation of the
strategy, but government intervention to mitigate the effects of inflation or decreased
consumption, at least in the short term (see Rhodd's conclusion on the Jamaican
experience: Rhodd 1993).
In addition, it now appears that the new political economy may have overestimated
not only the degree of currency overvaluation that prevailed under the old regimes in
Africa (Mengisteab 1991), but also its negative impact. While devaluation and
producer price increases have led to some significant increases in recorded exports, at
least some — and in several cases possibly most — of this increase can be attributed
not to new production, but to the re-entry into formal circulation of goods formerly
smuggled because of unfavourable official prices (Guillaumont 1993). Sara Berry
(1993) suggests the new political economy overstated the detrimental impact of
government policies on agriculture: they may have led not to decreased production,
but simply to increased secrecy. The obverse of this is that government retreat may
not be as effective as the data seems to suggest it is.
As for liberalising domestic agricultural markets by abolishing marketing boards, the
results have been mixed. Nigeria's experience appears to have been good (Akanji
1992), but elsewhere, the withdrawal of the state has not left in place a free and
competitive market. Agricultural markets all over the developing world, especially in
Africa, are often fraught with imperfections (Harriss 1992; Harriss and Crow 1992;
Lesser 1991; Guillaumont 1993; Gregoire 1990). In such cases, small groups may end
up absorbing the price gains, perhaps even depositing them abroad (de Alcantara
1992). Not all African agricultural markets work so badly (Beynon 1992:8), but when
they do, reregulation rather than deregulation appears a better way to increase output
(Harriss and Crow 1992). Again, better rather than less state intervention.
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Apart from reducing market distortions, marketing boards can perform other
functions. Some subsectors — in Africa, examples include cotton and bulk food crops
— rely on public marketing because they are unattractive to private traders (Gibbon
1992:58). More important is the role that marketing boards can play in price
stabilisation: a completely free market in primary goods will reflect the vagaries of
world commodity markets, with their sometimes violent price swings. Peasant
producers are often more concerned with risk than with price, and will retreat from
production of crops in which the risks of price fluctuation are very high (Narayana
1993). Many theorists argue for the retention of marketing boards (Guillaumont 1993;
Beynon 1992:7; Barker 1989:210), though reform remains an option. This is because
'monolithic' marketing boards may not be necessary, as Indonesia's experience
shows. Its rice board has successfully stabilised prices by intervening at the margins
of output, buying between 3 per cent and 8 per cent of any year's marketed output
(Ellis 1993).
Finally, in addition to the liberalisation of the markets for primary products, neoclassical theory has advocated financial liberalisation and labour market deregulation. Although financial liberalisation can free up credit, especially that available to
small firms (Oyejide 1991b on the Nigerian experience), it can equally raise rather
than lower capital costs if the banks choose to lend money to firms rather than invest
in them. A more regulated market, in which banks are required to invest directly in
firms — one can add, in long-term bonds rather than stocks, as in Germany — will
maximise the efficient use of capital (Taylor 1993a:585-86). As for labour market
regulations, the evidence is weak that minimum wage laws significantly distort
labour markets (Haggblade, Liedholm and Mead 1990:67). Indeed, there are cases
where minimum wage rates actually reduce distortions (Azam 1992). Allowing wages
rates to fall too low can erode the gains brought on by increases in comparative
advantage if the domestic market becomes so restricted as to reduce sales (Taylor
1993a:587; Fitzgerald 1990:385-86).
The growing criticism of liberalisation policies has not gone unnoticed by neoclassical theorists. Among other things, they have recognised that structural
adjustment has tended to fall rather hard on the poor. The World Bank itself admits
that there is a political element to adjustment: people must be sheltered from its
hardest effects if regime stability is to be preserved (Davies and Sanders 1993:81).
With this in mind, the World Bank has come to advocate targeted programmes of
assistance to the poor, which re said to have achieved partial if not complete success
in Jamaica (Grosh 1992), Chile (Barrientos 1993) and India (Chellaraj, Brorsen and
Farris 1992). Yet underlying such programmes is a continuing mistrust of the state;
they are designed to alleviate misery until the expected benefits of structural
adjustment trickle down to the population. Grudgingly, neo-classical theorists accept
that maybe better rather than less state intervention is a good idea, but only for a
while. Fundamentally, the neo-classical faith in the market remains unshaken, even if
one can detect clear shifts away from earlier radical free-market approaches (see the
World Bank's call for an increased state role in its 1991 World Development ReportPerkins and Roemer 1991).
Yet the state continues to play an important, often essential role, in the development
of third world countries, and as the influential work of Lance Taylor has shown, more
state does not necessarily entail less market. The two may expand and contract
together (though even Taylor acknowledges that state investment can sometimes
'crowd out' private investment: see Taylor 1993b:5). It is now apparent that there is no
firm evidence to suggest that less government leads to faster economic growth. If
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there is any relationship between the two, it may be that in the aggregate, more
government leads to more growth (Sattar 1993). Moreover, many of the successes
attributed to the increased role of markets may in fact have stemmed from other
factors, as Bramall (1993) argues with regards to the decollectivisation of Chinese
agriculture.
Structuralist economists and developmental state theorists will hardly be shocked to
hear that the state has a vital role to play in the development process. What is perhaps
surprising, though, is that many neo-classical economists are now coming around to
the view that it is not the size of the state, but rather its role and effectiveness that is the
key to development (Singer and Roy 1993:23). Even the World Bank appears sensitive
to the renewed importance of the state, in development. What is emerging in the
current development debate is a subtler and more sophisticated view of the state than
the traditional state-market dichotomy allowed for. It is concerned not so much with
the quantity as with the quality of state intervention.
It is all very well to say that better rather than less state is the solution to
underdevelopment. The fact remains that the capacities of states to implement
development programmes and policies differ widely. As regards Africa, many
Africanists are coming to the gloomy conclusion that many states are simply not up to
the task of development (Rothchild and Chazan 1988; Seidman 1992:10). Some,
yearning for the elusive 'governance' that has become the World Bank's Holy Grail,
have looked to the recent wave of democratisation as means to improve the
functioning of African governments. Half-heartedly, they hope that the increased
accountability forced on political leaders by liberal democracy will yield such results
as a reduction of corruption (Mkandawire 1992; Medard 1990). Unfortunately, a good
many Africanists are pessimistic as to what democratisation can achieve. Few see it as
a bad thing, but they are not overly confident that it will make much of an impact on
the operation of governments (Shaw 1993, chapter 5; Clapham 1992; Bratton and van
de Walle 1992; Jeffries 1993). Some point to the apparent contradiction of the twin
processes of state retreat and democratisation: in poor societies, states need to
mobilise popular support for both democracy and state legitimacy, and are
handicapped by the lack of resources they suffer from retrenchment (Clapham 1992;
Mengistaeb and Logan 1991:110). Among other results of state retrenchment, people
lose faith in the government's ability to render even the most basic of welfare services,
turning elsewhere for functions normally performed by government (Rudebeck
1990). This further undermines the state's ability to play an effective role in
development, regardless of whether that prescribed role is minimalist or maximalist.
A few Africanists, bewildered by state failure, throw up their hands in despair and
say that the nation-state, imported from Europe by colonialism, is inappropriate
technology in Africa and cannot hope to fulfill the requirements of development
(Davidson 1992; Darbon 1990).
This last opinion of the state in Africa remains a minority one. Nonetheless, it
epitomises a despondence that has gripped many Africanists over the last decade.
Although there have been cases of good, and even outstanding, state performance in
Africa, like Botswana and Cote d'lvoire, there have been many abysmal failures, like
Zaire and pre-Museveni Uganda. This raises a question that challenges development
theory even more than does the question of what the appropriate role for the state in
the economy is: why is it that some states have apparently been instrumental to
development, whereas others have apparently been obstacles to the process? What
explains such glaring differences?
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There are a number of theories that seek to explain success and/or failure. Attention
has inevitably turned to the 'success' stories — the East Asian NICs — in order to
identify possible reasons for success. This has given rise to the developmental state
school. Originated by Chalmers Johnson, the concept of the developmental state has
come to be closely — though by no means exclusively — associated with a group of
theorists at the Institute of Development Studies at the University of Sussex. While
neo-classical theory has attributed East Asian success to outward-oriented market
economies, the developmental state school emphasises the highly interventionist role
of the state in East Asian development, particularly in South Korea and China.
Speaking loosely, one can list the features of the developmental state as including the
following: a state in which economic development is the top priority, with the welfare
of the population being given little importance; a state committed to private property
and markets (this allows for socialist developmental states like China, since they are
opening onto the market); state guidance of the market, as engineered by an elite or
technocratic economic bureaucracy; a bureaucracy that enjoys substantial autonomy,
with its autonomy guaranteed by a powerful political authority, typically though not
necessarily an authoritarian regime (that autonomy enables the bureaucracy to
impose discipline — at times harsh — on the private sector). In directing
development, the developmental state plays an interventionist role that goes far
beyond the limits acceptable to neo-classical theory. However, its protection of infant
industries differs from import substitution industrialisation in its discrimination:
some industries receive little if any protection, and even in healthy industries poorlyperforming firms are left to wither on the vine. Finally, developmental states promote
the social change necessary to development by redistributing land (if necessary) and
repressing labour.
The developmental state model, with its emphasis on the 'strong' state, seems now to
be the chief rival to neo-classical minimalism. It may well emerge, in modified form,
as the leading explanation for state failure and success. Yet how is it that some states
obtain this strength and autonomy while others do not? And why should the
governors of a strong state choose to develop an outward-oriented capitalism with
such effectiveness? The rules of many powerful states choose to do otherwise.
Some developmental state theorists have turned to the overdeveloped state model,
originated by Alavi (1972) and Saul (1979), to explain state strength. According to this
explanation, developmental states are considered strong because they elude capture
by societal interests, unlike 'weak' or 'soft' states. This strength is attributed to the fact
that such states were colonial legacies suspended above society, rather than being
institutions which grew out of domestic social forces. While this model may apply to
some cases, Taiwan being a possibility (Wade 1990), it offers a poor explanation for
the behaviour of the state in Africa, where theorists argue that it is precisely because
the state is weakly linked to social forces that it can be both rapacious and ineffectual:
civil society is so weak in many African countries that it lacks the ability to limit the
state's predatory behaviour, while the state is unable to use links to civil society to
mobilise support for its development policies (Woods 1992; Clapham 1992:13-15;
Healey and Robinson 1992:89-91). Nevertheless, the theory of the overdeveloped state
draws our attention to the importance of the colonial legacy. Particularly in East Asia,
efficient civil services and centralised power appear to have been products of colonial
rule (Amsden 1993:32; Nordhaug 1993). In Africa, as we shall see below, the legacy
was usually quite different. At one time, the bureaucratic-authoritarian model was a
popular tool for explaining state strength. Developed by the Argentinian political
scientist Guillermo O'Donnell, this model sought to account for the rise of military
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regimes in Latin America during the 1970s by attributing it to the advent of the need
for difficult economic development policies, and thus for a regime that could ignore
or repress popular demands. Subsequently, the model came in for trenchant criticism
(Serra 1979), and experience has shown that authoritarian regimes are not always the
best at implementing demanding economic reform or austerity programmes
(Remmer 1986; Haggard and Kaufman 1992:32-34; .Healey and Robinson 1992:122;
Bates and Krueger 1993:459; Moore 1990). The thesis that authoritarian regimes are
better than democratic ones at implementing reform seems also to assume an
enlightened leadership, something which is often lacking. After all, there have been
cases of monumental mismanagement by authoritarian regimes in, for instance,
Marcos's Philippines, Duvalier's Haiti and Mobutu's Zaire (Haggard and Webb
1993:146). Nor are authoritarian regimes immune to societal pressure: they may be
able to resist popular pressure, but the result may not be an interest-free state but one
in which a single interest monopolises power (Toye 1992:193). Furthermore, it is
apparent that democratic, or otherwise 'weak' regimes can implement difficult
reforms, sometimes quite effectively, provided their leaders mobilise popular
support for change.
Such findings may lead to a refinement of the developmental state model. It appears
that state strength — the autonomy needed to engineer and direct development —
arises not so much from authoritarian rule, but from a concentration of power in the
executive branch along with the focus of policy-making power in a small circle of
technocrats. Even those outside the developmental state school seem to accept this
(Krueger 1993, chapter 7; Bates and Krueger 1993:462). At key conjunctures in their
history, many states have experienced something akin to what Marx called a
bonapartist moment: turning points, sometimes crises, in which political power was
largely granted to, or usurped by, the executive branch, or even one leader. This can
occur in the midst of a political-economic crisis (see Onis 1992 on the Turkish
experience) or result from a military coup (see Haggard, Kim and Moon 1991 on the
South Korean experience). In Africa, where it occurred, it seems to have followed
decolonisation, as in Cote d'lvoire and Botswana, a key feature in each case appearing
to be a strong party (an element in state strength emphasised by Haggard and Webb
1993:150-51).
Cote d'lvoire presents an interesting case, because the Ivoirien state not only ruled in
alliance with capitalists, indeed it was thoroughly penetrated by them. However,
through a variety of economic organisation, and via the key agency of the Parti
Democratique de la Cote d'lvoire, the class was able to articulate a unifying vision which
could override the interests of individual members (Rapley 1993). This gave the
presidency, where decision-making power was concentrated, a coherent development strategy with which to work. Meanwhile the technocrats who put it into effect
were insulated from political pressures of a patrimonial variety, and developed a
high degree of organisation loyalty (Crook 1988). It is interesting to note, however,
that at the height of the political-economic crisis of 1989-90, the president appointed a
government comprised largely of technocrats, who set about implementing a strict
reform programme. In this experience Cote d'lvoire may mirror the Turkish
transition.
What keeps regimes with highly concentrated power from becoming predatory, like
Zaire's government? The answer appears to be twofold. It seems that two conditions,
neither sufficient but both necessary, need to be in place before an autonomous
regime will become developmental. First, the executive power must have at its
disposal a pool of highly-skilled technocrats who enjoy a considerable measure of
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autonomy; that is, civil servants who do not owe their positions to political or
personal appointments. This helps to account for Zaire's failure, since it has been
estimated that there were fewer than two dozen trained technocrats in the entire
country at the time the Belgians left (Davidson 1974:288). Equally, it accounts for Cote
d'lvoire's success, where the regime retained a large French contingent during a
transition period in which it built up its own administrative capacity (Crook 1988). It
also helps to account for those African countries in which the weakness of class rule
has led to personalised rule based on patron-client networks: official positions are
filled not necessarily by the best qualified people, but by political clients (Sandbrook
1985,1993; Medard 1990).
•
Second, given that there is no such thing as a purely autonomous state; given that
every state is embedded in the society it governs, and is closely linked to and
penetrated by social forces; given that the state is dependent on the economy for the
resources that enable it to function; it is important that the regime be closely linked to
the capitalist class, while being comparatively distanced from what Clive Hamilton
calls the 'classes which derive wealth from unproductive activities or which are
otherwise hostile to industrial development' (Hamilton, quoted in Sorensen 1993:11).
By blending Hamilton's thesis with Evans' conception of 'embedded autonomy',
Georg Sorensen develops a useful theory for understanding the relationship between
capital and the state: while the governing elite must be closely linked to business, it
must at the same time retain sufficient autonomy from it to be able to discipline it
(Sorensen 1993; Amsden 1993:35). This brings to mind the marxist debate of the 1970s,
which generally concluded that the most effective capitalist regimes were those which
were able to overlook and even repress the demands of certain fractions, of capital in
order to govern in the interest of the whole class.
Among other things, the class basis of African states may help to explain why some of
them become patrimonial while others become developmental. Independence
movements led by urban petty bourgeoisies (e.g. civil servants, teachers) lack a
private base of accumulation, and turn to the state as their avenue to upward
mobility. Put crudely, the state becomes their cash cow, offering opportunities for
taxation and rent-seeking. Moreover, coming largely from state positions, these
individuals arguably share an ideology which places faith in the capacities of the state
to enact social change. By contrast, independence movements led by bourgeoisies
turn to the state as a means to secure and advance their private interests: any
improvements in the economy will benefit their interests, so they will seek to keep
state predations within limits that the economy can sustain (cf. Brett 1985). However,
to forestall the emergence of what has been called crony capitalism, these business
people probably need to be organised into associations. Such organisation enables
them to recognise and articulate a common class interest which governs their political
behaviour. Otherwise they might act only in their personal interests, and seek or enact
policies that advance their businesses to the detriment of other capitalists.
Much of the recent development literature on East Asia concludes that what can be
called developmental states are rooted in capitalist power, especially productive
capitalist power, with these capitalists enjoying close ties to the bureaucracy (see
Naya and Imada 1990:301; Islam 1992:77; Vogel 1992; Haggard, Kim and Moon
1991:869). Similar findings emerge in two African states which might be considered
developmental, Botswana and Cote d'lvoire, where indigenous bourgeoisies captured the state at the time of independence (Botswana, it should be noted, presents a
nuance to the developmental state model: it has effectively spearheaded development, but in so doing has been much less interventionist than either the East Asian or
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Ivorien states). In a similar vein, the recent reform drive in much of the third world
has in many cases been attributed not to external pressure but to the rising power of
an indigenous bourgeoisie. This meshes with Jonathan Barker's thesis that reform in
Africa will be motivated by a triple alliance among international financial capital: the
World Bank and IMF; private capital; foreign and domestic; and 'progressive' small
farmers (Barker 1989), which seems to find support in Mozambiques's reform
experience (Bowen 1992). One hastens to add that Barker is not optimistic that such
alliances will emerge in most of Africa. His pessimism points to a phenomenon which
may lie at the heart of Africa's disappointing post-colonial development record. At
the time of independence, indigenous bourgeoisies in much of sub-Saharan Africa
were politically weak. Seldom did they play a prominent role in independence
struggles. By consequence, independence movements were typically led by urban
petty bourgeoisies. These new ruling elites, unconstrained by bourgeois civil
societies, were left with surprising latitude to use, and abuse the state.
Thus it is not surprising to find that while development theorists elsewhere are
presently concerned with reinserting the state into development, Africanists are
moving in the opposite direction and increasingly calling for state retreat. In the form
of decentralisation or devolution, this is seen as a way to improve the delivery of
services and mobilise people in support of development efforts, and the chorus in
favour of decentralisation is getting ever louder (Wunsch and Olowu 1990; Klitgaard
1991; Cornia, van der Hoeven and Mkandawire 1992; Hyden 1990; Mabogunje 1990;
Janvry, Sadoulet and Thorbecke 1993:573; Stewart 1993). In keeping with this stance,
the World Bank is calling for central governments to continue financing public
services like health care, but to leave service delivery in the hands of private sectors
and non-governmental associations (Hecht and Musgrove 1993). It is not an ideal
solution, but may be the best of a set of undesirable options. Whether or not
decentralisation will improve governance is difficult to say. So far the evidence is
mixed, and Ingham and Kalam (1992:377) identify a shift in the decentralisation
literature away from cautious optimism towards a view that decentralisation is not
self-evidently good. The most optimistic prognosis might be that any change which
makes government more responsive will increase its legitimacy, thereby leading to its
long-term strengthening (Bratton and Rothchild 1992:269,284).
The glum assessment of the state and prospects of bourgeois power in much of Africa
dampens hopes of developmental states emerging in all but a few countries. It is not
that capitalist development will not occur. While it may be difficult for indigenous
capitalists to emerge in small economies (Bayart 1993:91-92), especially if those
economies are dominated by producers and distributors from a neighbouring
economy as is the case in much of southern Africa, elsewhere capitalists are
prospering. Even in Zaire, by reputation the predatory, anti-developmental state par
excellence, capitalists continue their activities (MacGaffey 1987). But these activities
will remain inchoate — linkage into an emerging capitalist economy will be
minimised — and concentrated disproportionately in those sectors which offer fast
returns and are most easily concealed from the public eye (for instance, trade).
Certainly, entrepreneurs in hostile or unpredictable policy environments will hesitate
to move into manufacturing (cf. Forrest 1994, chapter 9). In the absence of state
direction, whether minimalist or maximalist, coordinated national development is
unlikely to occur. After years of disparagement, one of the canons of marxist theory
may be correct after all: a bourgeois revolution, in some form, may have to precede
national capitalist development. And in much of Africa, such revolutions may not be
on the horizon.
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People, Development and International
Financial Institutions: an Interpretation of
the Bretton Woods System
Diane Elson
It Is now fifty years since an inter-governmental conference at the small
American town of Bretton Woods set up two new institutions and agreed
new 'rules of the game' for the governance of the international economic
system. For many people, 'fifty years is enough' and there is an international
debate about ways to reshape the governance of the international economic
system so that it becomes more 'people-friendly'.
This article offers an interpretation of the Bretton Woods system and the
mode of operation and of thinking characteristic of the two institutions
whose job is to safeguard that system — the International Monetary Fund
and the World Bank. The aim is not to offer a comprehensive and detailed
discussion of the activities of the Fund and the Bank over the last fifty
years, but rather to reflect on the ways in which concerns about human
well-being informed the setting up of the system and continue to inform its
functioning fifty years later. In order to provide a framework in which to
assess this dimension of the Bretton Woods system, we first consider ideas
of people-centred development and money-centred development. We then
consider the interplay of human well-being and financial well-being in the
original process of setting up the Bretton Woods system, and in its
functioning in the last fifteen years. Finally we raise the issue of redressing
the balance between money and people.

People-centred Development
'We are rediscovering the essential truth that people must be at the centre of all
development' declared the first of what has become an annual series of Human
Development Reports published since 1990 by UNDP. This certainly sounds like a good
thing, likely to win wide support, particularly if expressed in terms of 'human
development'. (You never hear anyone advocating 'inhuman development', though
they may in fact practice it). But what does human development mean? As the first
Human Development Report notes 'Human development, as a concept, is broad and
comprehensive' (UNDP 1990:13); so broad and comprehensive that it may lack any
specific content or analytical power. However, the Report goes on to be more specific
as follows, offering a definition that has received widespread assent:
Human development is a process of enlarging peoples choices ... Human development has
two sides: the formation of human capabilities — such as improved health, knowledge and
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skills — and the use people make of their acquired capabilities — for leisure, productive
purposes or being active in cultural and political affairs (UNDP 1990:10).

This is helpful, but doesn't quite pinpoint the critical issue of how things are decided.
Do people form and use capabilities as subjects or as objects of the process of
development? How far do they shape and how far are they shaped by the social
arrangements that govern the formation and use of their capabilities? Reference to
capabilities does not in itself settle the issue. Computers are now capable of beating
grandmasters at chess, but they do not use imagination or will-power to do so. The
moves they make depend on the way they have been programmed. Human
development surely requires that people should function in a way that is more like the
functioning of a grandmaster than a computer.
We should note that the concept of capabilities was introduced into the discussion of
development by Amartya Sen (1983, 1994) as a way of displacing the emphasis on
commodities and utilities in mainstream thinking about development, and putting
the emphasis on people.
Ultimately, the process of economic development has to be concerned with what people can
or cannot do, e.g. whether they can live long, escape avoidable morbidity, be well nourished,
be able to read and write and communicate, take part in literary and scientific pursuits, and
so forth (Sen 1984:497).
In Sen's analysis, what people can or cannot d o depends on their entitlements:
Entitlement refers to the set of alternative commodity bundles that a person can command
in a society using the totality of rights and opportunities that he or she faces (Sen

1984:497).
There is by now a large literature on entitlements and it has become clear that it is an
ambivalent concept, capable of a variety of readings. As Mackintosh (1990) shows, in
the hands of mainstream economists it has been reduced to the concepts of purchasing
power and individual consumption. Sen himself has proposed a concept of 'extended
entitlements' to cover 'the result of more informal types of rights sanctioned by
accepted notions of legitimacy' (Dreze and Sen 1989:11). But the greater the
informality, the more ambiguous is the norm. The concept is being stretched to cover
all kinds of access to resources and the significance of the idea of what a person can
command in a society, of what he or she has a right to, is in danger of being lost
(Endnote 2).
Sen himself frequently indicates that for him entitlement does mean more than mere
access, and capabilities depend on more than individual consumption. In his
Presidential Address to the Development Studies Association in 1982 (from which the
above quotations were taken) he links entitlements, capabilities and development
with Marx's aspiration (voiced in The German Ideology) to replace 'the domination of
circumstances and chance over individuals by the domination of individuals over
chance and circumstances' (Sen 1994:497). He also refers to the importance of social
equality, self-respect, and freedom from social harassment (p. 500) and makes it clear
that entitlements depend on political power (p. 500). However, he appears not to see
the ambiguity in the entitlements conferred by a market economy. Here is how he
analyses them:
Entitlements are relatively simple to characterize in a purely market economy. If a person
can, say, earn $200 by selling his labour power and other saleable objects he has or can
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produce, then his entitlements refer to the set of all commodity bundles costing no more
than $200. He can buy any such bundle, but no more than that, and the limit is set by his
ownership ('endowment'), and his exchange possibilities ('exchange entitlement') the two
together determining his over-all entitlement (Sen 1984:497).

Sen's concern is that these market entitlements are intrinsically subject to failure — in
particular, a person may be unable to find a job at a wage that covers the cost of the
commodities required for a person to be well-functioning or even to simply survive.
He overlooks the fact that even if there is no market failure, when people sell their
labour-power, they have to subsequently participate in a labour process which may
destroy their health, stunt their capacity to take part in literary and scientific pursuits,
and ride rough-shod over their dignity and self-respect. There is no reference to
another famous passage in Marx's writings, dealing with the contrast between the
labour market and the labour process:
This sphere that we are deserting, within whose boundaries the sale and purchase of labourpower goes on, is in fact a very Eden of the innate rights of man ... On leaving this sphere
... of exchange of commodities ... we think we can perceive or change in the physiognomy
of our dramatis personae He, who before was the money- owner, now strides in front as the
capitalist; the possessor of labour-power follows as his labourer. The one with an air of
importance, smirking, intent on business; the other, timid and holding back, like one who is
bringing his own hide to market and has nothing to expect but — a hiding (Marx 1887,

reprinted 1974:172).
This potential tension between the human development implications of the labour
market and the labour process, which is invisible in most of the literature on human
development, is relevant to the self-employed as well as to employees. For the selfemployed are also subordinated to the money-owners, in the form of the merchants
and manufacturers who purchase their output; and are frequently driven to selfdestructive work regimes by the pressure of trying to earn sufficient income to
survive in competition with many other poor self-employed people.
Here we shall define people-centred development in terms that emphasise selfdetermination (which is different from self-employment): the formation and use of
human capabilities through social and political and economic arrangements that put
people in control of the development process (like the grandmaster) rather than being
controlled by the development process (like the computer). It is clear that such selfdetermination cannot be achieved by each individual in isolation. There have to be
some democratically organised collective agreements organised to set the social and
political framework ('rules of the game') if chaos is to be avoided. Moreover,
democratic participation in decision making is not enough: these collective
agreements have to constrain the power of money over people. For the alternative to
people-centred development in a world in which markets have reached everywhere is
money-centred development, whether it be expressed in terms of the pursuit of GNP
growth by economic policy makers or of profit and interest by private businesses.
Money-centred development recognises needs only when they can be expressed and
satisfied through buying and selling. Money-centred development is concerned with
peoples capabilities only in so far as those capabilities are required for increasing the
GNP or making a profit. It leaves out of account unpaid work for others undertaken
out of love, sympathy, sense of duty, traditions of public service and social solidarity.
In particular, it leaves out of account the unpaid work of caring for kin and
community which is primarily undertaken by women, and which confers few and
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weak entitlements. At the same time it erodes the possibility of surviving without
money: all human functioning becomes subordinate to the calculus of cash.
Whether development is people-centred or money-centred depends upon the balance
between the powers, rights and duties people have as owners of money-capital and
the powers rights and duties people have as producers and consumers of the real
resources necessary for human well-being. When the former predominate over the
latter then money takes on a life of its own, over-riding the values, preferences,
aspirations and skills of individual people and depriving them of the opportunities to
determine how they shall develop and use their capabilities. The financial health,
rather than the physical health, of the nation becomes the over-riding concern. Rather
than being a useful way of mediating transactions between different human beings,
human beings become mere factors of production and units of purchasing power in a
process geared not towards the creation of human well-being, but of more and more
money.

Human Well-being and Financial Well-being in the Bretton
Woods System
The question of the appropriate balance between the power of money and the wellbeing of people was at the heart of the discussions in the Bretton Woods conference in
1944 (Endnote 3). The concern for human well-being was expressed in terms of a
concern with full employment and national prosperity and with reducing poverty,
following the desolation caused by mass unemployment in Europe and North
America in the 1930s. It was a paternalist concern, in two senses; first, it was couched
in terms of the provision of jobs for people, not in terms of peoples' own choices,
capabilities and self-determination. Second, it understood employment in terms of
paid, full-time, long term jobs for male breadwinners. Women and children were
expected to depend on husbands and fathers rather than have independent
entitlements. Today, we rightly reject that paternalism, but we should not reject the
idea of an international financial system dedicated to promoting human well-being,
the vision that lay behind the detailed proposals drawn up by Keynes to give the
citizens of participating countries an entitlement to the finance required for national
prosperity.
In essence, the diagnosis of the problem offered by Keynes was that money
constrained human development principally by being kept in short supply so that
there was not enough effective demand to generate full employment. This shortage
was made worse by government policy which gave priority to balanced budgets and
'sound finance'. The solution was to create more money in forms that were
internationally accepted, so that governments could deal with balance of payments
problems through expansionary rather than deflationary measures, and could invest
in the infrastructure and industries required for full employment. This could be done
if the international financial system were to be brought under a new system of
governance, in which publicly agreed social objectives would override narrow
financial criteria, and accountability would be exercised through processes that gave
people greater weight as citizens than as holders of government debt. Rather than the
individual self-interest of people as owners of money being the determining force, the
public interest in prosperity and full employment would be the determining force.
Keynes argued that a new international monetary institution, an International
Clearing Union, should be set up on co-operative lines, to which all member countries
should contribute to form a fund of internationally acceptable currencies; and from
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which all members should have an automatic entitlement to borrow when they were
in balance of payments deficit, so as to avoid the need for excessive deflationary
measures. This had strong support from many delegates from the 44 countries
represented; Australia, for instance, proposed that the members of this new
institution 'should be invited to accept concurrently an international agreement in
which the signatories will pledge themselves to their own people and to one another
to maintain high levels of employment' (quoted in Scamnell 1961:151).
However, the international currency that was in shortest supply was the US dollar,
and that gave the US government the greatest negotiating power at the conference.
Influenced by private business interests in the US, the US State Department insisted
on stronger rights for money owners, and stronger duties for those who wanted to
borrow money: when money was withdrawn from the Fund to cover a deficit, then
this should be conditional on the country cutting public expenditure in order to
reduce the deficit — 'full employment and expansion would have to be sacrificed or
given a lower priority than austerity action, to ensure the loan could be repaid
quickly' (Harris 1988:315).
The outcome was that conditionality, rather than automaticity, became the guiding
principle of the International Monetary Fund. Although the first Article of Agreement
of the Fund states one of its objectives as being to contribute to the promotion and
maintenance of high levels of employment and real income, this has not been its main
priority. Rather the main-priority has been the creation of a system of international
trade and payments that gives maximum freedom to owners of large quantities of
dollars (principally financial institutions and multinational corporations) to move
their money to where it gets the highest rate of return. Since international monetary
crises and high rates of inflation hamper this, the IMF has been more concerned to
maintain monetary stability than full employment. The balance between automaticity
and conditionality has shifted further and further in the direction of conditionality.
Moreover, this conditionality is only directed at countries in balance of payments
deficit. These deficits can only persist if other countries run surpluses, but countries in
surplus are not required to modify their fiscal and monetary policies to make them
more expansionary. Because they do not need to borrow from the IMF, the IMF has no
leverage over them. The entitlements of citizens of deficit countries have become
weaker while those in countries in surplus have become stronger.
The Bretton Woods conference also agreed to set up a second institution, the
International Bank for Reconstruction and Development (World Bank), to finance
longer term investment in infrastructure. This reflected the view that private _
investors left to themselves could not be relied upon to supply the international
investment needed for post-war reconstruction. The Bank's Articles of Agreement
specify its purposes primarily in terms of facilitating the investment of capital, but do
also add: 'thereby assisting in raising productivity, the standard of living and the
conditions of labour'. In this respect the Bank goes beyond the idea of full
employment to encompass a broader range of human development issues; but its
ability to pursue these issues is constrained by the condition that the Bank makes
loans primarily at market rates of interest, not grants (Endnote 4), and must pay due
regard to the prospects of the loan being repaid. It was set up as a primarily
commercial operation, though guaranteed by the wealthier nations of the world, and
its lending capacity depends largely on its ability to market its own bonds.
Thus although the Bank and the Fund were set up as inter-governmental institutions
charged with pursuing wider systemic aims, including some human development
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objectives, they were also set up as international financial institutions, applying
financial criteria and subject to financial constraints. This was reflected in their
governance structures. They were not set up operating on a principle of one member,
one vote; rather some countries had more say than others, in a way that reflected their
financial contributions and guarantees. This has resulted in their being dominated by
those countries for whose currencies there is most demand in international trade — a
handful of developed industrial countries, lead by the US . . . Thus, despite the
aspirations of Keynes and others, the operation of the Bretton Woods system was
marked from the beginning by the preponderance of the power of money over the
concern for human well-being. All the more far-reaching proposals of the enlightened
experts like Keynes, and his American counterpart, Harry White, an official of the US
Treasury, were vetoed by the US government. So that the new system did not, despite
Keynes' upbeat closing speech at the conference, represent a 'realisation of the
brotherhood of man'. Rather it represented an attempt to secure better international
co-ordination of monetary relations, in ways that reinforced rather than weakened the
powers of money-owners. True, some of the US business interests were disturbed that
this was being done through inter-governmental organisations and were worried that
the Fund, and especially the Bank, would promote a greater degree of state control
over business. But the experience of the 1920s and 1930s had convinced most that
some form of state-sponsored co-ordination was necessary. In the event, they need not
have worried, because the Bretton Woods system became more and more 'privatised'
and the more radical analysis of the Keynesians was superseded by the conservatism
of the monetarists.
The Bretton Woods system became 'privatised' in the sense that privately owned
financial institutions and multinational corporations come to play an ever more
significant role in the operation of international trade and payments, and international credit. In 1956 the World Bank set up an International Finance Corporation
which could lend directly to the private sector in developing countries; and the
projects it continued to finance for the public sector were a lucrative source of
business for multinational corporations. The IMF as a source of finance became
dwarfed by international banks borrowing and lending Eurodollars and petrodollars
in off-shore financial centres. The IMF took on more the role of international guardian
of 'sound money', combating inflation and co-ordinating responses to the growing
dislocations of the system. Harris (1988) summarises the situation thus:
by the 1980's, the IMF had become, in practice, largely a bankers' organization. Formally, it
remains an inter-governmental body, but the major states that control it have, to a great
extent, facilitated the growth of transnational private banking and the world order the IMF
seeks to create is one where those banks have a strong, influential position .(p. 325).

The response of the IMF (and governments of the leading industrialised countries) to
the international debt crisis of the early 1980s was not to curb the power of money.
Rather it was to reinforce that power through stabilisation programmes which
prioritised debt repayment above all else. In this the Fund was joined by the Bank,
which invented a new form of non-project lending, structural adjustment lending,
which like finance from the Fund, had policy conditions attached to it.
Stabilisation and structural adjustment programmes were informed by monetarist
rather than Keynesian theory. Monetarist theory not only emphasises the importance
of controlling the money supply to avoid inflation; it also contends that unemployment and poverty have nothing to do with insufficient aggregate demand and
everything to do with interventions designed to curb and counterbalance the power
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of money (trade unions, welfare provisions, labour market regulations, state controls
on trade and finance). Drawing on this theoretical approach, stabilisation and
structural adjustment programmes, and the loans to which they gave access, were
designed to contain the crisis of the early 1980s, prevent debtors defaulting, reduce
budgetary and fiscal deficits in developing countries, and keep the commercial banks
and the IMF and World Bank solvent. Deficits in human well-being did not come into
the picture. If they were considered at all, they were assumed to be transitory.
However, by the end of the 1980s, the Fund and the Bank were facing mounting
international criticism of the effect of their policy conditions on human well-being in
developing countries, especially the well-being of the poor. The Bank and the Fund
belatedly focused some attention on this issue. They diagnosed the problem in terms
of the immobility of certain groups of people. Policy reforms were argued to be
opening up new opportunities for prosperity in the tradable sector of economies but
some groups were stuck in the non- tradable sector, unable to move quickly to the
new opportunities. Adjustment policies needed some 'fine-tuning' in order to remove
barriers to labour mobility and to cushion the costs of moving. The Managing
Director of the IMF expressed this modification in outlook in a statement before the
UN Economic and Social Council in Geneva in 1990:
The fact remains that the transition from an economy ridden with imbalances and rigidities
to a high-quality growth path is always difficult and can sometimes take longer than we
tend to believe. Some policies that are necessary for this transition may hurt some of
society's vulnerable groups in the short run. With the governments concerned, we are
making a serious effort to contain and mitigate such ill effects (Finance and Development,

September 1994:45)
It was decided that the Fund and the Bank must explicitly address issues of poverty
and well- being in their research and publications, if not in their conditionality. One
significant outcome was the Bank's World Development Report for 1990, which was
devoted to poverty in developing countries. It is worth considering this in some detail
for the light it sheds on the Bank's view of the interaction between human well-being
and financial forces, between people and money.

People, Money and Poverty: the World Development Report, 1990
Lack of money in a money-centred economy certainly leads to poverty. But there are
two contrasting ways in which poverty can be tackled: one seeks to reduce the power
of money through extending social provision; the other seeks to extend the power of
money by introducing financial criteria into the operation of all public services, and
by deregulating labour markets. It is this last approach that is adopted in the World
Development Report 1990. 'Reducing poverty is the fundamental objective of economic
development' (p. 24) claims this Report, and defines poverty as 'the inability to attain
a minimal standard of living' (p. 26). This inability is diagnosed as stemming from
lack of access to income-earning opportunities for the most abundant asset of poor
people — labour.
For the able-bodied poor, this lack is traced ultimately to faulty government policy:
state agencies have intervened in markets and 'distorted' them; and state agencies
have failed to supply the poor with adequate health and education services. 'The
countries that have been most successful in attacking poverty have encouraged a
pattern of growth that makes efficient use of labour and have invested in the human
capital of the poor' (p. 51). But in many countries, it is argued, 'efficient use of labour'
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is hampered by labour-market policies. These policies — minimum wages, job
security regulations, social security taxes — are intended to raise welfare or reduce
exploitation — but, in the view of the World Bank, 'they actually work to raise the cost
of labour... and reduce labour demand' (p. 63). In addition, efficient accumulation of
human capital is hampered by public expenditure programmes that do not
sufficiently target health and education services to the poor and are not cost-effective.
The answer put forward is a two-pronged strategy: promoting employment
opportunities, and enabling the poor to take advantage of them, primarily through a
strategy of deregulation of markets ('relatively undistorted product and factor markets',
p. 73) and commercialisation of health and education services (including more scope for

private provision of these services — Chile is the model — and introduction of user
charges for public services for the better off).
However, the Report does also emphasise a need for the state to provide a 'safety net'
for those permanently or temporarily unable to benefit from the growth process. This
group was identified as primarily the old and disabled, and those living in resourcepoor regions. In providing the safety net, targeting is seen as the key issue: 'for a given
budgetary outlay, schemes that target benefits to the poor are likely to have greater
impact on poverty than universal schemes' (p. 91).
The Report does recognise that 'social security' arrangements do exist in the
community through arrangements for mutual support between kin and neighbours.
But it warns against placing too much reliance on these:
In many parts of sub-Saharan Africa, the term for being poor is synonymous with lacking
kin or friends ... growing evidence points to the dissolution of family and ethnic ties and
the weakening of community support systems in many developing countries.

The role of commercialisation in eroding these support systems is not explored; nor
are ways of strengthening these support systems. However, there is a great deal of
emphasis on 'participation' in the running of public services, along the following
lines:
The National Irrigation Administration (NIA) in the Philippines has worked with user
groups to improve maintenance and distribution. It employs community organisers to help
form groups of water users and then negotiates with each group over the quantity of water
delivered. User groups allocate water and costs among themselves and share construction
and maintenance responsibilities (p. 20).

It is revealed that the designers of the scheme 'experimented extensively with the
composition and responsibilities of user groups and with ways to integrate these
groups with the national administration' (p. 20). From this point of view, it was found
crucial
to establish management systems that define clear lines of responsibility for agency
managers and performance criteria that are linked to budget allocations and create
incentives for greater local responsibility. In the case of the NIA, farmer groups were
required to repay construction costs, which increased their ownership of the program and
the accountability of managers. In turn each regional office was expected to achieve
financial viability, and managers' performance was evaluated by their actual recovery of
costs from farmers (p. 70).
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Three features of this World Bank World Development Report seem particularly worthy
of comment. First, it assumes that market forces left to themselves are capable of
generating, in the long run, sufficient remunerative employment opportunities to lift
all the able-bodied out of poverty. It is based on a high degree of market optimism. It
assumes there is no problem of demand for labour being constrained by deficiencies
in aggregate demand. The way in which money relates to real resources is not the
constraint; rather the constraint is that labour is too expensive relative to machines, or
lacking in appropriate skills. Not only does the Report not consider the ways in which
employment may itself impoverish peoples' faculties (through over-long hours of
arduous effort in unhealthy conditions, or through modes of organisation that
diminish workers' self-respect and capacity for rational decision-making or deny
them dignity). It does not even consider the issues of entitlement failure that Sen
emphasises. The only people whom unregulated markets fail are those lacking the
capacity to participate in them. These unfortunates are cast in the role of 'targets' for
whom cost effective safety nets will be provided. Public officials will be financially
accountable for these safety nets, but strengthening their political accountability
through strengthening the rights of the poor to public services is not discussed. The
language of entitlements is not used.
Second, it assumes that people and their labour can be treated as detachable from one
another. Labour, 'the poor's most abundant asset' (p. 3), is regarded as a separable
asset like physical capital (machines); capable of being bought and sold and
accumulated in the same way as machines. This is most explicit in the use of the
concept of 'human capital' to refer to strength and skills. Just like machines, labour is
valued for the income it can yield; and its contribution to people's well-being is via the
commodities that this income can buy (or be embodied in). The 'productive use of
labour' is not evaluated in terms of the ways in which people are enabled to develop
and use their capacities, but only in terms of the output that they produce and the
utility this output gives to those who consume it. Thus the relation between a person
and the work they do in depersonalised, and labour is treated not as a human activity
but as an alienable asset.
Third, participation in decision-making is treated as a means towards financial
viability not as a step towards self-determination. Forms of participation are designed
and evaluated with financial criteria in mind.

'Learning from the Past, Embracing the Future'5: the World Bank
in 1994
Some new and not so new variations on the themes of the 2990 World Development
Report are presented in the World Bank's own assessment of the fifty years since
Bretton Woods. The monetarist agenda of economic reforms remains a top priority —
but within this emphasis is given to
Helping governments to monitor and address the social and environmental impact of policy
reforms and assisting with the provision of social safety nets to mitigate the transitional

costs of adjustment (World Bank Group 1994:19).
We may note the assumption that the costs are transitional: for the Bank remains
confident in a development paradigm 'that emphasises market-friendly approaches
and stresses the importance of private sector development, the creation of viable
enterprises, and the development of domestic capital markets' (World Bank Group
1994:10). This sounds more like business-centred development than people-centred
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development. But the second priority is 'investing in people' which sounds more
promising.
However, investing in people turns out to mean enabling poor people to be l>etter
buys', more useful to the money economy:
Investment in people implies striving to reach the point where human capital limitations no
longer restrain growth or keep people in absolute poverty. Equipping the poor to take
advantage of the expanding opportunities that accompany growth is vital (World Bank

Group 1994:20).
Investment in health and education does not in itself ensure that the poor are in a
position to take advantage, rather than be taken advantage of. That depends on how
far health and educational provision develops capacities for self-assertion and
decision-making and how far those qualities are valued and developed in the forms of
labour process in which people are employed. Collective organisation and independent public action are likely to play a vital role. Investing with people rather than
investing in people would be the slogan of a people-centred development strategy.
Investing in people is also designed to reduce 'the barriers to women's economic
participation' (World Bank 1994:20). This assumes that the problem for women is
exclusion from economic activity, whereas the problem for most women is rather the
terms on which they participate. Conventional measures of womens' economic
participation are well known to underestimate women's actual work in producing
goods and services and looking after their families; partly because a lot of the work is
provision of care free of charge to kin and community and is not defined by
economists as work; partly because a lot of the activities economists would define as
work are 'informal' and escape measurement. Increasing women's economic
participation in fact means the commercialisation of women's work and is a mixed
blessing for women, often meaning a considerable extension of their working day for
little financial return, even though it may give them some money of their own. The
expansion of sex tourism increases women's economic participation — but on terms
that most of us would question as human development. What most women need is
not removal of barriers to their participation in economic development but
improvement of the terms on which they participate.
The extra jobs which women and the poor are expected to do are to be provided
through stimulating the private sector and re-orienting government 'to effect a new
synergy between a leaner and more efficient government and a revitalised private
sector.' (World Bank Group 1994:26). Now, few people would argue for a fatter, less
efficient government and a devitalised private sector, but it is worth enquiring a little
more deeply into what lies behind the buzz words and business school jargon. The
aim of the new synergy is to enable the economies of developing countries 'to become
nimbler, more responsive, and better able to compete in today's fast-moving global
markets' (World Bank Group 1994:23). In other words, the aim is to make people more
like money — flexible, liquid, malleable, transient. If they can move fast enough, the
implication is, they will escape entitlement failure.
This last theme is taken up and reinforced in an article reflecting on the 50th
anniversary of Bretton Woods by two leading Bank officials who deal with private
sector development (Lindback and Rischard 1994). Their opening sentence is 'In this
new, high-speed global economy, agility is a recurrent theme'. They go on to decree
that,
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Businesses must be free to start up and shut down and to make enforceable contracts. Banks
need clearly defined property as collateral, and the right to possess and sell that collateral
quickly in the event of a default. Labor laws can hinder, or ease, the entry and exit of firms
and their access to credit.
... agility is essential for an economy's capacity to deal with outside shocks and to adjust
continually to a rapidly changing world' (Lindback and Rischard 1994: 34-35).

But agility for businesses too often means insecurity for people; agility easily becomes
volatility. Such insecurity and volatility may be major causes of the sense of social
disintegration which the World Summit for Social Development in March 1995 is
supposed to address. Perhaps the way forward does not lie in trying to get people to
flow as fast and furiously from one activity to another as does finance. Perhaps the
way forward rather lies in seeking to slow down the high-speed global economy.
Rather than trying to make people whirl faster and faster to the rhythms of the
financial markets, it might be better to adapt the rhythms of the financial markets to
the pace of human life.
The World Bank shows no sign of considering this alternative. Neither does the IMF.
An article by a leading official of the IMF (Guitian 1994) to mark the 50th anniversary
of Bretton Woods calls for further reductions in controls on capital flows, to be
counter-balanced by a substantial increase in IMF resources, to be made available to
countries pursuing 'sound economic policies'. Guitian looks forward to a future in
which the IMF functions as a powerful supra-national monetary authority, exercising
surveillance over the economic policies of every country and controlling the supply of
a world money in order to permit decontrolled global money markets to operate
without self-destructing in bursts of speculation. A vision, we may think, of ever
stronger entitlements for the money owners.

Redressing the Balance Between Money and People
It is surely time to reconsider a return to the impulses that prompted the more radical
proposals of Keynes and White prior to Bretton Woods: to construct an international
system that puts money at the service of people.
One idea is to slow down the speed of movement of money by 'putting sand in the
wheels' of the international monetary money markets through a transaction tax. This
was proposed more than fifteen years ago by James Tobin, winner of the Nobel prize
for economics in 1981, and is currently attracting attention once again. As Tobin puts
it:
greater freedom of capital movement brings important advantages but at the cost of
enhanced speculative opportunities ... there is more scope for bubbles and for false signals
from financial markets ... These markets are engines that work all too well technically but
not that well economically, especially macroeconomically. The sand in the wheel would take
the form of transactions taxes, which direct traders' attention to long-run fundamentals
and away from contagious but transient market sentiment (Tobin 1994:107).

This is just one limited example of what can be done, and what it is necessary to do. It
has a wider significance in helping to legitimate once again the idea of social
regulation of international markets, in the face of the onslaught of so-called
'liberalisation'. For 'liberalisation' is not so much a freeing of people from interference
by the state as a recasting and redistribution of their entitlements. It typically
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strengthens the rights and powers of people as money-owners and weakens the rights
and powers of people as producers, consumers, and citizens. One obvious expression
of this is the strengthening of the rights and powers of banks and other financial
institutions with respect to international debt (Loxley 1994). Debt relief remains very
limited in relation to the debt overhang. There is currently no mechanism for
restructuring, let alone forgiving, the debt owed to the IMF and the World Bank. The
price for rescheduling private debt and for relief of bilateral public debt is the ever
more intrusive surveillance of the Fund and the Bank over the domestic affairs of LDC
debtor countries.
If the money market needs to be socially regulated in new ways, then so also do the
markets for labour and goods; and the processes of production and of consumption
(Elson 1988). This does not mean going back to discredited forms of state control
which created opportunities for lucrative 'rent-seeking' for those with enough money
to bribe their way to possession of the requisite licenses. An adequate approach for
people-centred development requires an interacting combination of market opportunities, state provision, and community organisation, in which the critical questions
are:
•

opportunities in what kind of markets?

•

what kind of provision for whom by what kind of state?

•

what kind of community organisation with what kind of objectives?

The kind of market opportunities that people should have a right to are those that
recognise them as human beings with rights and capabilities and responsibilities.
Market opportunities which tend to reduce people to units of 'human capital', which
fail to recognise their domestic responsibilities, which do nothing to offset the weak
bargaining position of individuals in relation to business corporations and banks are
inadequate, even exploitative. There are alternatives. It is possible to provide much
more satisfactory market opportunities if access to markets is complemented by
public action (Endnote 6) to socially regulate markets. This public action involves a
combination of actions by government agencies and actions by activist groups — for
example, to introduce and uphold health and safety regulations; to provide services
like sanitation, electricity, and child care; to educate workers about their rights and
enable them to uphold such rights and bargain for higher incomes; to provide
alternative sources of employment and credit. As Ela Bhatt of the Self-Employed
Womens Association in India puts it:
When a policeman beats and kicks a helpless fruit vendor, he has to be opposed. When an
employer makes garment stitchers labor for 10 hours a day for three rupees, a struggle must
be launched. When the government refuses to give medical treatment to bidi workers in a
clinic that has been opened specially for them as a result of a legal directive, a protest must
be raised. When a cart-puller breaks her leg in a street accident, someone must be held liable.
.. .In order to be effective the struggle has to be waged at various levels. First there is direct
action: meeting with and writing to employers or to the police. Second, we must file
complaints with various government departments and bring court cases when necessary.
Finally, we seek to bring about policy changes — to change the concepts of town planning,
to make labour laws responsive to the needs of self-employed workers, to make the insurance
companies aware of the problems of the self- employed (Bhatt 1989:1062).
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The required policy changes need to go well beyond the local level. It is often
suggested that there is an inevitable trade-off between quantity and quality of labour
market opportunities, so that activities of the sort advocated by Bhatt are argued to be
self-defeating in that they reduce the quantity of employment. But that is based on a
false perception of how economies work. The key determinant of job opportunities is
not the low cost and 'flexibility' of labour, but the rate of real accumulation; and a high
rate of real accumulation is encouraged by a stable social, political and economic
environment which in turn depends on some sustained synthesis between individual
and collective decision-making (Endnote 7) ,in which the money economy is
subordinate to the real economy.
Redressing the balance between people and money does not mean casting aside
notions of financial discipline and accountability. But it does mean reformulating
these notions, so that they are based on equitable and co-operative principles, which
recognise that in the international monetary system, balance of payments surpluses
necessarily imply balance of payments deficits, and international lenders necessarily
imply international debtors. The Bretton Woods system was set up in a way that gave
more entitlements and capabilities to countries (and hence their people) with balance
of payments surpluses than with deficits; to creditors than to debtors. That
asymmetry has persisted and deepened. What is required is not an extension of the
powers and concerns of the two institutions that police this system, but a
reconsideration of the system itself. Keynes' original proposal was for an International Clearing Union in which the international money system would be determined
by co-operative consultations between representatives of all member countries. It is
time to re-examine ideas of more democratic and co-operative international monetary
arrangements. 'Participation' is currently highly fashionable in some quarters of the
World Bank (Endnote 8). If people are to be able to determine the way in which they
develop and use their capabilities rather than be overwhelmed by the power of
money, then peoples' participation has to be introduced into the core of the
international monetary system, not just in a few of the projects to which the Bank
lends money; and that participation has to be directed not by the goal of saving money
but by the goal of the enhancement of peoples' capabilities, recognising that there is
no necessary convergence between these two goals.
There were few African voices (Egypt, Ethiopia and Liberia) at the Bretton Woods
conference, and Africa is today suffering more than most regions from the domination
of money-centred development over people-centred development. Many African
economies, dependent still on agricultural and mineral exports, and with infrastructure that in many places is barely functioning, are among the least likely to be agile.
Research and discussion of Africa's development prospects is dominated by debate
about the impact of the internal policy reforms introduced in conjunction with, and
often at the behest of, the IMF and World Bank. To break what some have called the
stranglehold on Africa it is necessary to consider the international monetary system as
a whole and to make common cause with other people, including the unemployed
and dispossessed in the North and the East, who have an interest in an international
financial system that puts money at the service of people, rather than people at the
service of money.
Diane Elson is at the University of Manchester, UK.
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Manufacturing Consensus:(Geo)political
Knowledge and Policy-based Lending
Giles Mohan
This article examines the inter-relations between power and knowledge in
the contemporary world order. It begins by examining recent contributions
to development theory especially post-modern formulations. These are seen
to foster an apolitical stand on development which relativises values and
hence negates the possibility of emancipatory politics. However, the
technique of deconstruction is useful in revealing the geo-political basis of
power structures and by so doing can help enliven progressive political
debate. The article then examines how the World Bank's universalising
visions of the developing world in general and Africa in particular enables
the Bank to prescribe uniform adjustment programmes. As such the article
reveals the links between research and policy. It ends by calling for a
revitalisation of political economy which can provide a structural account
of the power relations in which development discourses circulate.
The Third World is a form of bloodless universality that robs individuals and societies of
their particularity (Shiva Naipaul 1979).
In the last decade it has become common practice in the literature, not least that flowing
from World Bank staff pens, to treat sub-Saharan Africa as one continent (Hoogvelt,

Phillips & Taylor 1992).

Introduction
The early 1980s witnessed two important trends with respect to the 'developing
world' in general and Africa in particular. The first was a supposed 'impasse' in
development theory which was trying to come to terms with the limitations of the
neo-marxist theories which dominated debates of the 1970s. The second was the
virulent policy intervention by supranational lender agencies through conditionality
on structural adjustment programmes (SAPs). This article builds on recent articles
that appeared in this journal (Hoogvelt et al. 1992; Samoff, 1992) and has two aims.
First, to review and critique these trends and in so doing engages with elements of
post-modern theory especially deconstruction. Second, to apply these findings to the
creation and dissemination of knowledge by the multilateral lender agencies.

The Changing Regulatory Order: Neo-liberalism and SAPs
Over the past decade there has been growing concern over the pervasiveness of policy
intervention by lender agencies and its affects upon the sovereignty of the nation-state
in Africa (Ninsin 1988; Hutchful 1989; Loxley 1992; Corbridge 1993). What we are
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seeing is a new global regulatory order which is simultaneously inclusionary in the
global reach of political institutions and exclusionary around a triad of trading blocs
(Leyshon 1992; Amin and Thrift 1993; Hirst and Thompson 1992). In this emerging
order, national sovereignty is diminished across the board (Held 1990; Jessop 1993),
but this is I would argue far worse for already weakened African states.
As the cold war thawed structural adjustment programmes (SAPs) marked a
qualitative change in the relationships of power between lender agencies and states.
In the 1960s and early 1970s many African states retained some sovereignty and
bargaining leverage vis-a-vis the superpowers (Corbridge 1993). However, the 1980s
witnessed an unprecedented application of direct political intervention through
donor conditionalities; so much so that a situation of 'de facto dependency' (Corbridge
1993:186) exists involving a 'new colonialism which finds its greatest advantages in
the nominal independence of the countries of the continent' (Ninsin 1988). Clearly, a
new geopolitical terrain is in place..
.
In contrast to the colonial period, the control exerted over African states is achieved
without direct imposition of political power in the form of an imperial state (Clapham
1985; Young 1988). In achieving consensus for intervention today, the supra-national
political agents operate at 'arms length' and rely on more subtle means centred upon
the creation and dissemination of knowledge. That is, abstract knowledge is used
explicitly to create consensus for more concrete policy intervention.

The 'Impasse' in Development Theory
This section examines major themes in development theory which have caused debate
in the past and, more recently, intellectual stagnation. It is the aim of this article to
critique these approaches and incorporate the more useful elements into a politically
relevant analysis.
The 'Crisis' of Modernism and Neo-marxism
Modernity was linked to universal values of rationality, reason and democracy.
However, it has been found to be Janus-faced (Escobar 1992) since it became an
essentially Eurocentric discourse, despite its promise of general emancipation and
betterment. By equating European development with modernity this discourse
logically created the notion of underdevelopment as a condition of the 'non-West'
(Slater 1993). In this sense 'development' and 'modernisation' were inextricably
linked to geopolitical power so that '"the West" is much more an idea than a fact of
geography'(Slater 1993:4).
It is this important aspect of the 'geopolitical imagination' that has shaped the theory
and practice of third world development in the post-war period. This can be
demonstrated by studying both liberal and neo-marxist theories. The modernisation
paradigm which dominated the 1960s (Rostow 1960) was based on a dichotomous
view of 'modern' versus 'traditional' which was further confused by the cold war
polarity of President Truman's alternative 'ways of life' (Taylor 1993). The discourse
of modernisation theory also defined values as those practised in the West; the
corollary being that the failure to develop is a failure to exercise 'correct' reason and
rationality. Hence, education became an important aspect in development programmes (Mabogunje 1989).
The 1980s have been described as a 'lost decade' as far as development (World Bank
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1990) and development theory are concerned (Schuurman 1993). At the core of this socalled 'impasse' was discomfort with major tenets of neo-marxist theory which had
been ascendant in the 1970s. Booth's (1985) article was one of the first attacks and was
followed in a similar vein by Corbridge (1986) and Hettne (1990). The main failings of
these approaches, according to Corbridge (1986), are:
a) Oppositionism: the tendency to confront a given argument by standing it on its
head;
b) Determinism: reducing everything to the effects of capitalism in general and
giving 'primacy to production relations' in particular (Schuurman 1993:2). This
resulted in generalised and economistic theories which 'aspired to excessive
explanatory power' (Booth 1993:50);
c) Spatial over-aggregation: these grand generalisations were translated into
geographical simplifications such as 'North-South' and 'core-periphery';
d) Epistemological confrontation: marxism arid only marxism provides an
adequate explanation and basis for praxis. An example being Harvey's (1974)
treatment of Malthusianism.
Hence, according to the impasse-mongers development theory found itself unable to
produce theories which incorporated the realities of diversity and difference.
However, Peet (1994) questions whether any such impasse in marxist-induced theory
existed and points instead to the 'growing disengagement between modern and
postmodern social theorists' (p. 340). More importantly, there was nothing to
challenge the neo-liberal hegemony represented by the SAPs and condensed in
Fukuyama's polemical 'End of History' thesis which I discuss below.

Post-modernism and Post-developmentalism
The post-modern response to the crisis of development theory has been the advocacy
of post-developmentalism involving similar techniques of discourse analysis,
recognition of cultural differences and particularism, and an ethnographic methodology. Indeed Schuurman (1993) believes that post-modernism can be incorporated
'without much effort' (p. 30) into development theory. Additionally, geography is
well-placed to take-up this post-modern challenge, because it is 'better equipped for
the analysis of the subjectivity of place' (Forbes 1990:131). Peet's (1993a) analysis of
post-developmentalism raises interesting questions but, by his own admission, offers
few answers. He argues that discourse analysis tends to generalise despite the postmodernist emphasis on recognising and even celebrating discontinuity and difference
(Smart 1993). To argue that all marxist notions of development are similarly
deterministic is to ignore the great deal of insight that they provide such as the
dynamics of inequality. In this respect the post-modernists repeat Corbridge's
accusation of epistemological confrontation. Hence, '(T)he postmodern discourse
approach rejects development in toto rather than seeing it as directed by social
relations which can be changed' (Peet 1993a: 7).
Related to this is the apolitical nature of post-modernism which originates from two
sources — its rejection of modernism and its epistemological base. In rightly
recognising the Janus-faced nature of modernism as a Eurocentric discourse, it dispels
the entire project and, therefore, denies any positive aspects of western experience.
This, according to Peet, includes productivity, consumption above the most basic
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needs and a measure of safety from existential threat. By rejecting this and denying
underdeveloped countries these benefits, this approach runs the risk of condemning
the people of these countries to permanent and avoidable suffering.
The second source of this depoliticisation is rooted in post-modern theory and
method itself. Philo (1992) discusses Foucault's work which he believes 'provides . . .
a blueprint for a truly post-modern' geography' (p. 159). The key to post-modern
approaches in general results from
doubts about the great certainties of order, coherence, truth, and reason assumed by those
intellectual exercises that give priority to the 'highest' and the 'grandest' concepts: and as
such they abandon what might be termed depth accounts of social life, where more
fundamental levels of social reality (whether these be conceived of as economic,
psychological, or whatever) are called upon to explain less fundamental ones, and move
instead to what might be termed a surface account, where the things of the world — the
phenomena, events, people, ideas, and institutions — are all imagined to lie on the same
level (whether they be advanced capitalism or the toy rabbit1) in a manner that strives to do
away with hierarchical thinking (p. 158).

This clearly challenges the universal values and totalising theories of modernism and
goes so far as to reject them entirely. Instead social research focuses upon
'genealogies' of the particular, local and specific rather than imposing 'a priori and
often rather grand historical visions upon the concrete phenomena and events of
"well defined spatio-temporal areas'" (Philo 1992:141) which Peet (1993) characterises
as the 'micro-politics of locality' (p. 9). It also tends to produce endless data sets with
little or no connection to other data sets so that 'Geography plus neo-Nietzscheanism
is endless ideography' (Lovering 1993:21).
In making such surface accounts there is a real danger of taking the objects of study as
given and ignoring the processes and conditions through which they come to exist.
Hence, this theoretical approach does away with levels of causality and historical
evolution thereby ruling out the possibilities of a 'space-transcending meta-narrative'
(Peet 1993) of social and political emancipation. This is best demonstrated in the
emerging literature on new social movements in the South. In the spirit of postmodernism these are viewed as expressions of resistance to modernity as are their
counterparts (peace, ecology, consumption) in the 'North'. However, as Schuurman
(1993) warns 'Social movements (new and old) in the Third World are not expressions
of resistance against modernity; rather, they are demands for access to it' (p. 27).
Deconstruction, Difference and Critical Geopolitics
However, despite these general and dangerous failings of post-modern theory there
are some areas where fruitful contributions can be made. One of the most important
and relevant for this paper is in challenging apparently fixed meanings through
deconstruction. I have already touched upon the problematic notion of development
itself and its geopolitical power base. Schuurman (1993) highlights the usefulness of
dismantling structures in order to find the actors within these structures. It is this
general methodology which is central to an emerging area of geography known as
critical geopolitics.
Much of this work emerged from the post-structuralist critiques that emanated from
France in the 1970s. One of the most influential and relevant studies was Edward
Said's Orientalism which was first published in 1978 (Said 1991). With Orientalism Said
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denoted a number of things. First, and most obvious, was an academic definition of
people who formally study the Orient. Second, it is 'a style of thought based upon an
ontological and epistemological distinction made between "the Orient" and (most of
the time) the Occident' (p. 2). Third, and most importantly for this article, it reflects a
'Western style for dominating, restructuring, and having authority over the Orient'
(p. 3). What emerges from Said's analysis is the diverse ways in which the Orient (or
the non-West) came to be represented in Western culture and in so doing 'European
culture gained strength and identity by setting itself off against the Orient' (p. 3).
These notions make us realise that 'understanding how 'development' emerged out of
the colonial crucible must be sensitive to competing strategies, and to uses of power
and discourses . . . (that is) . . . Orientalism is, in other words, inscribed in
development history and development practice' (Watts 1993:261). This now brings us
onto more contemporary concerns in the domain of critical geopolitics. In contrast to
realist interpretations, critical geopolitics
does not take existing 'common sense' conceptions, institutions and social and political
power relations for granted but problematizes their important quality of being
unremarkable' (O'Tuathail 1987:197).
In this way modernist approaches can run the risk of 'participation in the
normalisation and secreting of modes of political domination' (Ashley 1987:408). An
example would be an approach which uncritically accepts the state system as a
natural political destiny since it only deals with these social institutions as they exist.
The realist approach tends to artificially separate politics from economics and invest
the former with a large degree of autonomy based on the rationality of geopolitical
actors. A better approach 'not only recognizes the ultimate unity of what we term
"political" and "economic", but recognises how this unity is signified and expressed
in different human practices' (O'Tuathail 1986:83). This then brings us on to political
culture and more particularly the discursive practices associated with it.
Actors in the geopolitical arena act through certain discourses which are strongly
geographical in nature. Hence 'geography as a discourse is a form of power/
knowledge itself' (O'Tuathail and Agnew 1992:192). Discourses in this sense are
best conceptualized as sets of capabilities people have, as sets of socio-cultural resources
used by people in the construction of meaning about their world and their activities. It is
NOT simply speech or written statements but the rules by which verbal speech and written

statements are made meaningful (O'Tuathail and Agnew 1992:192-3).
In this way discourses enable actors, the 'intellectuals of statecraft', to exercise power.
This activity is practical in that it 'relies on the narratives and binary distinctions
found in societal myths' (O'Tuathail and Agnew 1992:194) such as 'East-West' or 'us
and them' (Dalby 1991). In this way critical geopolitics can help explain how
consensus for political actions is achieved. As Watts (1993) notes 'it is surprising how
little work has focused on the invention of institutions which produce, transmit and
stabilize development "truths'" (p. 263).
This form of deconstruction has emancipatory potential since it can 'begin to explore
the liberative potential of possible alternatives to statism' (O'Tuathail 1987:197) and
by 'critically exploring the forms of geopolitical reasoning that circulate within states
can be an ally to these critical social movements' (O'Tuathail and Agnew 1992:202).
However, this prescription can still be regarded as ethnocentric with its paternalistic
overtones while also running the risk of misinterpreting the agendas of social
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movements as I mentioned earlier. In a similar vein Mohanty (1992) offers a
cautionary note in her discussion of certain white American feminists. She says that
one writer's views on universal sisterhood
seem to situate all women outside contemporary world history, leading to what I see as her
ultimate suggestion that transcendence rather than engagement is the model for future
social change. And this, I think, is a model which can have dangerous implication for women
who do not and cannot speak from a location of white, western, middle-class privilege

(p. 78-9).
Such a warning is particularly apposite given that these geopolitical theorists can, by
treating third world social movements as needing their help, re-create the
essentialism that they purport to shun.
Official Discourse and the Manufacture of Consensus
This brings us on to the central problem of this article regarding the relationship
between 'North' and 'South' and the pervasiveness of policy intervention in Africa.
The remainder of the article looks at the ways the World Bank in particular creates
consensus for its neo-liberal agenda through various discourses. My definition of the
'intellectuals of statecraft' extends into what Samoff (1992) refers to as the 'financialintellectual complex'. This refers to the ways in which the links between research
findings and policy appear unproblematic given the supposed positivist objectivity of
the researchers. However, as Dalby (1991) notes, 'writing about politics inevitably
involves taking a political stance' (p. 262) so that no opinion is politically neutral.
What we are seeing is a situation where the wealthy lender agencies set the research
agendas and then base their policy discourses on this self-funded and 'objective'
research. As Samoff (1992) notes, this reality contradicts the perception that policymakers rationally survey a wide range of literature before making decisions.
Similarly, the decisions which emerge are not necessarily the best since the positivist
methodologies tend to foster instrumental policies. Finally from a longer term
perspective, this linkage between research and policy acts to the detriment of both.
The ensuing sections will deconstruct the central elements of the Bank's neoliberalism — democracy, the state, and the market — and offer some concluding
comments on both development theory and options for African states.

The Geopolitics of Sameness
This section borrows from the work of Hoogvelt, Phillips and Taylor (1992). It shows
at the most general level how consensus for policy intervention is created in World
Bank discourses. The World Bank collects, analyses and maps a wide variety of
indicators on economic performance, social welfare etc. The results show, according
to the Bank, an incredible commonality between the countries of sub-Saharan Africa.
In a wide range of reports reference is made to sub-Saharan Africa as a whole with a
typical example being /There are surprising commonalties in the problems facing
sub-Saharan Africa' (World Bank 1989:17). This then creates an apparent homogeneity which legitimates the blanket imposition of SAPs (for example, see Balassa 1981;
Green 1986; Daniel 1986).
Hoogvelt et al. go on to re-analyse the Bank's own figures and found that rather than
homogeneity there is a great deal of diversity. Figure 1 shows that three main clusters
of countries exist with a number of uncertain 'floaters'. Unsurprisingly, heterogeneity
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Cluster 1
Cluster 1 Probable
Cluster 1 Possible
Cluster 2
Cluster 2 Possible
Cluster 3
Botswana

Figure 1: Clustering from Hoogvelt, Phillips and Taylor, ROAPE 54:92-96.
is the norm. As O'Tuathail and Agnew (1992) assert, 'geopolitical reasoning works by
the active suppression of the complex geographical reality of places in favor of
controllable geographical abstractions' (p. 195). As Watts (1993) acerbically comments on the World Bank, "They are the scribes who oversee the production and
reproduction of knowledge and practices which purport to measure well-being and
poverty, national growth and standards of living, who negotiate the re-entry of
national economies into the world market through the science of adjustment' (p. 264).
Clearly, at the most general level of research there is an effort to normalise a flawed
geopolitical classification for political purposes.

The Universalisation of Liberal Democracy
Central to the neo-liberal ethos is an emphasis on liberal democracy which comes
under a wider banner of 'good governance' (Riley 1992). The most influential treatise
(diatribe?) on liberal democracy in recent years is Fukuyama's 'End of History' thesis
(Fukuyama 1992). This section examines Fukuyama's thesis and parallel reasoning in
World Bank discourses.

Fukuyama and Neo-Conservative Politics
Fukuyama, an official of the US State Department, first published his claims in 1989
(Peet 1993b). In the article he heralded 'the universalization of Western liberal
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democracy as the final form of human government' (Fukuyama 1989:4) and, in
Hegelian fashion, announced that history had ended. In claiming that history had
ended he was referring not to the everyday events by which we exist, but a more
profound termination of competing ideologies. Coming at a time when Eastern
Europe was in turmoil, it struck a chord with neo-conservative Americans brought up
in the cold war who were keen to pour scorn on the failed communist project and
'marxism' in general.
Peet's (1993b) analysis of Fukuyama's method is useful in deconstructing its wider
applications. Fukuyama follows a narrow reading of the French philosopher Kojeve
who in turn takes a particular reading of Hegel. In it there is a separation between the
material and ideal so that, contrary to Marx, 'consciousness . . . develops autonomously from the material world' (Fukuyama cited in Peet 1993b). This neatly enables
Fukuyama to divorce ideology from the material world so that '(S)tatements can thus
be grounded on an unarguable foundation' (Peet 1993:70).
Having side-stepped important philosophical-methodological issues Fukuyama goes
on to expound an even more spurious neo-Weberianism. He states that 'the class issue
has actually been resolved in the West ... the egalitarianism of modern America
represents the essential achievement of the classless society envisioned by Marx'
(Fukuyama 1989:9). The remaining gap between rich and poor is the result of cultural
and social characteristics of the groups concerned who retain vestiges of pre-modern
conditions (such as a slave mentality among African-Americans).
This has implications for third world countries who are steam-rollered by
Fukuyama's universalising imagination. For example, 'It matters very little what
strange thoughts occur to people in Albania or Burkina Faso' (Fukuyama 1989:9) by
which he meant that dominant political ideologies invariably flow from the first to the
third world. Clearly, Fukuyama has a vigorously ethnocentric geopolitical imagination. The uncritical acclaim his ideas received in Washington amongst the
'intellectuals of statecraft' was important since their 'advice and consent is
assiduously courted by US Republican administrations and who help guide its
foreign policy' (Peet 1993:65), what Peet refers to as the 'government-media complex'.
It is to these institutions that we know turn.
The World Bank and Liberal Democracy
This ethos can be found in subsequent World Bank discourses on democracy,
participation and decentralisation. The 1991 World Development Report (World Bank
1991) outlines the timetable of reform under an ideal-typical SAP. To justify this
intervention the report outlines certain key issues. First, it talks of legitimacy whereby
social consensus helps governments establish authority to govern. However, the
example they use is the Meiji in Japan which 'was not democratically elected, but it
was perceived to be legitimate by the population' (World Bank 1991:129).
In Africa they see lack of legitimacy as having worsened the economic crisis, because
resources were squandered on securing support and not economic development.
Additionally, democratic institutions could provide checks and balances necessary
for reform and growth although 'democracy' seems to be limited to the introduction
of elections. To support this democratic process, effective institutions are needed
since at present they lack conventions that govern the way people deal with each
other. The example they use is property rights. What does this World Bank vision tell
us? First, it shows a very selective reading of history. It is right to point to a lack of
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legitimacy as a cause of state-sponsored political patronage and weak institutions
lacking behavioural norms. However, this 'weakness' is rooted in the colonial period
when there was a mix of laissez-faire mercantilism and state regulation. Similarly,
linking legitimation to democracy yet using an undemocratic example presents a very
confusing picture. Democracy is left as an electoral process while the least democratic
of all institutions is the World Bank itself. In this way Fukuyama's beliefs enter the
policy discourses unchallenged. As Peet (1993b) rightly concludes 'the most
undemocratic of methodologies is used to conclude the achievement of democratic
perfection' (p. 71). The advocacy of 'good governance' can be seen as part of the drive
to promote political stability in support of safe foreign investment. As Michel
Camdessus, the IMF's managing director stated,
Good economics is good politics, and vice versa. A newly established democracy needs to
establish, as quickly as possible, the basic framework for a viable economic system, and for
this it needs very strong policies in its early days (quoted in The Economist, 22 February

1993).
Similarly Douglas Hurd said
(C)ountries which tend towards pluralism, public accountability, respect for the rule of law,
human rights and market principles should be encouraged (The Economist, Ibid.,).

To demonstrate the power of these discourses we can look at recent events in Ghana
which is held up as a model of structural adjustment. Flight Lieutenant Jerry Rawlings
took power through a coup d'Etat in 1981. Rawlings' message was populist,
comprising a rhetorical mixture of neo-marxism, nkrumahism and nationalism. He
called for a genuine revolution which would entail 'ensuring a fundamental break
from the existing neo-colonial relations' (PNDC 1982:2). Within a year Rawlings'
government, the Provisional National Defence Council (PNDC), accepted a SAP
(Hutchful 1989; Loxley 1991). Rawlings talked of the controversial nature of the
economic decisions the PNDC had made, but he stressed that 'we do not see a
"democracy" with a hollow "political" content but one rooted in economic realities'
(Rawlings 1986:80). As one observer noted:
(T)he subsequent outcome has seen one of the most dramatic 'U-turns' of any government
in all post-independence African history' (Yeebo 1985:64).

Clearly, in the case of Ghana the World Bank have been successful in promoting their
agenda. The Ghanaian example is not included to discredit democracy as a whole, but
is intended to show the pervasiveness of political intervention. Similarly, as
'democratic' processes elsewhere on the continent have shown the advocation of
electorally-based liberal democracy demonstrates the simplicity with which the
difficulties of African states are viewed and the limited conception of democracy
involved (Riley 1992). As Bayart notes,
Africa's potential for democracy is more convincingly revealed by the creation of small
collectives established and controlled by rural or urban groups (such as local associations)
than by parliaments and parties, instruments of the state, of accumulation, and of
alienation (1989 in Riley, 1992).
It is these that the social movements analysts should examine in more detail. Likewise
there needs to be more attention paid to the ways that 'participation' is being
interpreted.
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Participation, Empowerment and Decentralisation
The sixth World Development Report (World Bank 1983) focused on the management of
development (Murray 1983). The report made explicit the links between market
reforms and administration whereby 'achieving improvements in economic performance requires both policy reforms and strengthened institutions for management'
(World Bank 1993:39). Whether to use public or private instruments should,
according to the report, have nothing to do with political ideology, but simply
efficiency, since 'competitive markets permit the necessary flexibility and responsiveness and, because they decentralize the task of handling information, also economize
on scarce administrative resources' (Ibid. p. 53). Therefore, the scope of the public
sector is narrowed or where it is maintained it should exploit the benefits of the
market economy. In this light decentralisation 'should be seen as part of a broader
market-surrogate strategy' (Ibid. p. 123).
In this sense attempts to promote good local governance are, according to a World
Bank sponsored conference, to 'Provide cost-effective municipal services through
public, private or informal sectors . . . (Likewise)... find ways to incorporate, where
appropriate, the initiatives of the private sector, the informal sector and NGOs'
(1990:3). These initiatives are necessarily harsh and involve little real understanding
of or dialogue with the users. Political issues arising out of the ensuing social
hardship are not considered since it is the unquestioned application of market
mechanisms which is important. In this sense strengthening of local government and
increasing fiscal accountability is used as a means of deflecting attention from the fact
that these debilitating policy measures were devised and implemented centrally and
undemocratically.
Research on the participation and empowerment has been used to legitimate neoliberal political intervention. With regard to development administration there has
been a growth in public choice approaches and the emergence of the 'New
Development Administration' school (Werlin 1992) which stresses deregulation,
privatisation, minimal government, popular participation and incrementalism. These
approaches coincide with changing political paradigms. Earlier approaches to
decentralisation recognised the differences between public and private organisations
(Levy and Truman 1971), but by the 1980s growing interest was placed on
organisations per se as 'service systems' providing 'passive services', namely those
which are requested by clients (Kochen and Deutsch, 1980). Hence, their analysis
focuses on examining 'the conditions under which decentralisation is more cost
effective than centralisation' (Kochen and Deutsch 1980:37).
It is this transition that opened up a debate between Slater (1989; 1990) and World
Bank consultant Rondinelli (1989; 1990) in the journal Development and Change.
Rondinelli et al. (1989) produced a 'political-economy' model which combined public
choice and public policy approaches. The key difference comes in the authors'
addition of privatisation as the main means of decentralisation which marked a shift
from their earlier work which ranked deconcentration and devolution as the prime
methods. Rondinelli's (1984) earlier work, mention is made of 'identifying the
appropriate functions that governments can and should decentralise' (p. 28), whereas
now the public choice allows identification of which goods are to be provided by
market mechanisms, while growth-with-equity requirements have become considerations of fiscal responsibility and user charges. In this body of work the relationships
between state, society and space are never fully explicated. The state is viewed in
terms of either a 'constraining' or 'enabling' environment where norms of behaviour
are seen to affect the policy process. That is not to say that these factors are trivialised
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in the literature. What is problematic is that these frameworks do not acknowledge
linkages between factors in the policy process. For example, human resources are
clearly related to financial resources or organisational change yet in the political
economy of Rondinelli et al. they are seen as discrete. To better assess the situation
more thorough historical studies are needed to examine how organisations have
developed politically. Likewise 'society' is reduced to.the characteristics of people as
consumers. While such an exercise may well be helpful, it could prove dangerous if
all people were viewed in a monolithic way. For example, Wunsch (1991) talks of
directing our 'attention to individual choices' (p. 435), yet his analysis is behavioural
and 'goal-oriented' which ignores more pressing issues of poverty constraints.
Equally importantly, by reducing people to consumers, Rondinelli and others quietly
ignore the other dimensions of decentralisation, namely the notion of participation. In
doing so a covert de-politicisation is effected.
Finally, the framework reduces space to either 'central' or 'local' space which results
from their narrow use of decentralisation. In neo-classical geographical terms 'the
market' is spaceless (featureless isotropic plains) in as far as it is treated as a universal
category. Given that markets are neither free nor undifferentiated, but regulated,
'niched' and spatially heterogeneous, this largely 'spaceless' analysis is spurious.
Likewise, by focusing heavily on inter-organisational (central-local) linkages this
approach largely ignores the more complex interactions between state and society
which occur at the local level (Smith 1985; Hyden 1983). Again this is an area where
the social movements analysts could usefully contribute. Additionally, and perhaps
most dangerously, by linking spending to revenue this form of fiscal decentralisation
penalises the poorer local economies which are then unable to break from the cycle of
under-development that precipitated the problem in the first place.

The Hegemony of the Market
A inseparable issue in the neo-liberal agenda is the market and its relation to the state.
Under MacNamara the World Bank concentrated its attention on 'basic needs' and
poverty issues (Gibbon 1992). In the 1980s interest returned to the issue of economic
growth which 'generally contributes to the alleviation of poverty' (World Bank
1981:67). In liberalising the market the state's role is reduced to that of regulation. This
produces yet another paradox for the African state 'whereby the IMF requires a strong
state in order to implement structural adjustment programmes, while weakening the
government with its conditionalities' (Riddell 1992:61).
In a World Bank report a decade later belief in the market is equally fervent. Hence,
'The agenda for reform that has emerged from this Report calls for governments to
intervene less in certain areas and more in others — for the state to let markets work
where they can, and to step in promptly and effectively where they cannot... History
suggests that this is the surest path to faster growth in productivity, rising incomes,
and sustained economic development' (p. 128); 'Supporting institutional development requires a state with well-developed administrative structures and agencies
responsive to markets' needs' (p. 135); and 'LESSONS. Privatisation is necessary and
highly desirable, even though difficult and time consuming' (p. 143).
As Slater (1993) points out, much development thinking on the right as well as the left
talks of redefining the state's role (World Bank 1991). However, nobody talks of
'rethinking the market' which reflects its relatively unchallenged hegemony although
in the areas of gender (Townsend 1993) and the environment (Lele 1991) there has
been some questioning of the neo-liberal orthodoxy. Slater (1993) goes on to
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deconstruct 'the market' since 'the impression is conveyed that today's capitalist
modernisation is almost as it were ab initio' (p. 95). Slater cites Laski (1943) as a thinker
who uncritically advocated the sacredness of private property and that 'whatever is
done by government agency must be less well done than if attempted by private
enterprise' (Laski quoted in Slater 1993:96). With this faith in the market came a
conception of the individual as inherently possessive and a passionately democratic
being (see also Esteva 1993). Harvey (1993) reiterates these sentiments when he writes
"There is no need for explicit theoretical, political, or social argument over what is or
is not socially just because social justice is whatever is delivered by the market' (p.
100). Harvey warns that by relativising the situatedness of discursive positions we
elide politics which, as his analysis of the responses to the factory fire demonstrates,
can prevent political action being taken. Only by challenging the seemingly fixed
meanings can we initiate meaningful debate which challenges the prevailing,
research-sponsored orthodoxy.

Conclusion
This article has critiqued various aspects of post-modern theory and retrieved those
elements deemed useful for radical African scholars. I argued that the creation and
dissemination of knowledge is an inherently political process bound up with
geopolitical power. Unless dominant discourses are challenged we run the risk of
normalising a wide range of potentially divisive social institutions. These include the
market, state, and democracy and their combined realisation in a geographical
suppression of difference, diversity and more importantly inequality. That is,
(B)y showing the limitations of, and the political consequences of, certain modes of
knowledge, they can chart the boundaries of realms of subjection and suggest ways that
these discourses can be deconstructed to reveal their power (Dalby 1991:276).

However, in analysing discourses we must be wary of imbuing them with too much
autonomy. Their power derives to a great extent from the authority of the social actors
who produce them which necessitates a focus on political-economy. As Habermas
rightly notes,
The responsibility for practically consequential decisions must be based in an institution.
Discourses do not govern. They generate a communicative power that cannot take the place
of administration but can only influence it. This influence is linked to the procurement and
withdrawal of legitimation. Communicative power cannot supply a substitute for the
systematic inner logic of public bureaucracies (quoted in Thrift and Leyshon 1993).

Hence, the emancipatory potential of deconstruction is rooted in a wider critique of
political-economy at global, national and local levels. As Harvey (1993) notes, 'Only
through critical re-engagement with political-economy, therefore, can we hope to reestablish a conception of social justice as something to be fought for as a key value
within an ethics of political solidarity' (p. 114). Part of this also involves the 'south
theorising back' (Slater 1993b) so as to avoid the double bind of Western intellectuals
deconstructing various discourses on behalf of the south and thereby cementing a
subtle form of intellectual imperialism which they avowedly seek to over turn.
This also raises the issue of national sovereignty and specifically in debates about
what might constitute a more appropriate development model. African states lack the
autonomy necessary to develop an independent development trajectory. Until and
unless these states are able to re-assert their sovereignty they will remain at the mercy
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of the geopolitical masters. This prescription is not an easy one to operationalise, but
it is important that any contributions from Western academics remain critical of the
dominant discourses and sensitive to the needs of the people they seek to empower.
Giles Mohan is at the University of Central Lancashire, UK.
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The Uruguay Round and Agriculture:
How Real are the Gains?
Lucy Walker
The signing of the Uruguay Round of GATT negotiations in Marrakesh was
heralded as a victory which will trigger global welfare gains of up to $274
billion. These hypothetical, gains have been widely advertised by bodies
such as the GATT, the OECD and the World Bank who have used them to
put pressure on recalcitrant countries to 'sell' the importance of an agreed
outcome from the Uruguay Round. However, the accuracy and reliability of
the econometric models that are used to arrive at such figures have received
little critical attention outside the community of economists and econometric
modellers. Yet, any critique mounted by mainstream modellers remains
largely within the neo-classical paradigm. While there are econometric
practioners whose analysis adopts a structuralist approach the complexity
and the mathematical nature of econometric models creates a perceived
barrier to understanding for non-economists which effectively deters
detailed criticisms from 'outsiders', a deterrent which is a powerful factor
in the maintenance of the ideological and legitimating roles of neo-classical
economic theory. This article plugs this gap by developing a critique of
such models within a political economy framework from the point of view
of a non-economist.

Principles and Assumptions
Any critique of econometric modelling must start with an examination of the
principles and assumptions that underpin such models. Those of most relevance to
this type of model include whether the model uses partial, or general equilibrium
analysis; whether it employs a comparative static, or dynamic, framework; the
methods used to represent government policy; and the extent to which neo-classical
principles are applied.
Partial equilibrium (PE) analysis is essentially based on the assumption that the
sector(s) being examined represent only a small proportion of the whole economy and
that, therefore, changes within those sectors will have a trivial effect on the rest of the
economy. This assumption is used to justify the exclusion of interconnections with,
and feedback from, the rest of the economy and is itself justified by the greater
simplicity both in terms of the data required, and the number of factors to be taken
into account, which is the hallmark of PE models. For this reason, and because
analysis has tended to concentrate upon the levels of agricultural protection in
developed countries (in which agriculture is a small proportion of the overall
economy), econometric studies of agricultural trade have tended to adopt a partial
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equilibrium approach. Typically, PE models quantify the effects of differing policy
regimes upon domestic prices, supply and demand of one or more agricultural,
commodities and, where more than one country is involved in the analysis, provide a
picture in terms of both domestic and international equilibrium prices and resulting
supply and demand.
General equilibrium (GE) analysis models both the agricultural and non-agricultural
sectors of the economy and, therefore, involves making assumptions relating to
income, savings and investment, employment, and the nature of their interaction. The
economy-wide nature of GE analysis means that it claims the ability to capture the
interactions between the sectors in terms of income, supply and demand: to quantify
the effects of a policy shock in one sector upon other sectors and to trace further
feedback effects to the first sector. Global GE models typically model some countries
(usually the OECD countries) in some detail whilst aggregating underdeveloped
countries into regions presumed to have similar characteristics. They also provide
more detail on certain commodities — usually temperate developed country
commodities — than on others.
The methods most frequently used to represent government policy can be described
as 'price wedge' approaches. The simplest approach usually calculates the difference
between domestic and international prices, adjusts for transport costs, and represents
the result as the outcome of government policies. The second method was developed
under the aegis of the OECD specifically in support of analysis of the Uruguay Round
of GATT negotiations (Robinson 1990:211). It involves the now widely used Producer
Subsidy Equivalent (PSE) and Consumer Subsidy Equivalent (CSE) which are
calculated via the analysis of government expenditures, and price differentials
between domestic and international markets, to arrive at an estimation of the value of
government support to producers and consumers and the overall price differential
caused by such policies.
The standard neo-classical model (whether PE or GE) makes a number of
assumptions: that individual actors are fully informed and indulge in rational
optimising behaviour; that prices are flexible and respond perfectly to supply and
demand; that, therefore, prices are the only signals actors need to make their
decisions; that all factors, including labour, are fully employed, and that the economy
is extremely flexible because of the potential for substitution in production,
consumption and trade (Robinson 1990:206). The relationships underlying this
network of assumptions are themselves represented by mechanisms (elasticities)
which involve the making of further detailed assumptions on the part of the modeller.
For example, assumptions must be made about the extent to which international
prices are transmitted to the domestic market, or about the response of consumers and
producers to price changes, and the price transmission elasticity, the income and
supply elasticities set accordingly.
The majority of both PE and GE models use a comparative static framework which
involves making a comparison between the effects of policies in the benchmark year,
and a later year, having changed policy variables (such as Producer and Consumer
Subsidy Equivalents, P/CSEs) and other relevant parameters in the interim. Studies
typically compare the effect of the market-distorting policies of the developed
countries in a given year (frequently 1986 when protection was at a peak) on
international prices, supply and demand, with the outcome when such policies are
either partially, or completely, liberalised thereby generating absolute gains and
losses.
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A dynamic. framework, by comparison, attempts to introduce factors other than
government policy, such as risk and uncertainty or growth, which will induce change
whether or not liberalisation occurs and/ therefore, will have a significant effect on
model results. Stochastic (probability) analysis of the effect on production of random
changes induced by weather or disease, estimated future stockholding behaviour,
growth in capital stock are all elements of dynamic analysis. In addition, dynamic
analysis claims the capacity to estimate the impact of structural change throughout
the period of the adjustment.

Critique from within the Econometric Community
A considerable amount of heat and noise is generated by the debate on the relative
merits of PE versus GE frameworks. In support of PE, work is its simpler nature
which makes it possible to model policy much more precisely than is the case with GE
analysis (Winters 1990:454). However, in the context of agriculture, there are
significant, and telling, criticisms. There is the difficulty in interpreting partial
equilibrium studies because of their lack of economic structure (Hertel 1990:22). Such
models are driven by supply and demand elasticities 'which cannot easily be related
back to specific assumptions about consumer preferences, production technology and
factor mobility' (Ibid). Furthermore, the partial equilibrium approach cannot take
account of the terms-of-trade effects which are vital to any analysis which involves
underdeveloped economies (Srinivasan and Whalley 1986:4). Nor, can it incorporate
the income distributional effects of agricultural liberalisation both within individual
economies, and across countries (Ibid; Sadoulet and de Janvry 1990:345).
Perhaps the most interesting contribution to this debate is made by one of the authors
of a number of studies — all of which use the PE approach — which have been
extremely influential. Tyers' (1990) critique is that, first, because agricultural trade
policy reform as discussed within the Uruguay Round is to have global applicability
(apart from the least developed countries) the models developed have necessarily had
to have global scope and to include large numbers of interacting commodity markets.
However, once the analysis becomes global, and includes underdeveloped countries,
the assumption upon which partial equilibrium analysis rests — that the markets
considered represent a small proportion of the economy examined, no longer applies.
Not only is agriculture the largest sector in most underdeveloped economies (c.70 per
cent in most sub-Saharan African countries) but, 'because most of the world's food is
produced and consumed in developing countries' (Tyers 1990:2), agriculture will also
play a more significant role in the global economy. Nevertheless, the majority of
studies of agricultural policy liberalisation have adopted the PE approach.
That PE analysis is not appropriate to the analysis of global agricultural trade
liberalisation does not, however, mean that GE models are necessarily seen to remedy
the problem (Goldin & Knudsen 1990:15). Criticisms of GE models include both their
problematic nature for policymakers and their accuracy. The lack of transparency
implied by the complexity of the model structures (Munk 1990:458) combined with
the addition of 'ad hoc assumptions' designed to introduce a closer approximation to
reality to the 'neo-classical paradigm', makes it difficult for policymakers 'to identify
the crucial assumptions for certain results' (Ibid). The inclusion of the whole economy
means that the number of assumptions that have to be made about the way in which
the economy functions is much higher than is the case with PE models. The margin for
error is also significantly increased: 'the greater risk of specification errors irt general
equilibrium as compared with partial equilibrium models may more than outweigh
the benefits of including non-agricultural sectors' (Anderson and Tyers 1990:55).
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The comparative static nature of most models — both partial and general equilibrium
— has been criticised as having serious limitations (Robinson 1990:212). Not least,
such an approach means that models cannot be used to explore the effects of
adjustment — the adjustment path — on different social groups within a country
during the period between liberalisation and the end point chosen by the particular
model. This is particularly relevant for underdeveloped countries because the
negative impact of structural adjustment programmes can be more severe during the
period of adjustment than is demonstrated by a result based upon conditions at the
beginning and end of the package. Munk argues (in the context of GE models) that
they are therefore unable to assess the tradeoffs that may occur between the shortterm benefits and the long-term costs of different policy options (Munk 1990:457).
More seriously, he also argues that the static nature of the models 'poses a major
difficulty in confronting results obtained . . . with reality' and that, therefore, the
'validation of AGE [applied general equilibrium models] models is the major obstacle
to [their] use .. for policy analysis in governmental institutions' (Ibid. p. 459).
The shortcomings of comparative static models are not circumvented by the use of
dynamic analysis. Gardner likens the problems with dynamic models to those with
general equilibrium models: 'theoretical improvements are made but the empirical
implementation requires enough conceptual simplification and structural parameter
values of dubious relability that we do not know if the simulated dyamic
liberalization effects are better estimates than we would get from a simple
comparative static simulation' (Gardner 1988:366).
A major problem with both PE and GE models is the manner in which they represent
individual government policies in both agriculture and trade. It is claimed that
Producer and Consumer Subsidy Equivalents (P/CSEs) incorporate the effects of
policy instruments which are perceived as having a more indirect effect on market
prices, such as input subsidies. However, they also attract substantial criticisms.
Whalley suggests that modellers frequently have only 'a vague idea of what is
actually being done' under non-tariff barrier schemes and do not always have' an
adequate way of modelling them (quoted in Wigle 1986:333). Blandford insists that P/
CSEs 'are simply not enough' (1990:451). They are unable to discriminate between the
effects of different policies and how these translate from the domestic to the
international market (Ibid). Tims points out that 'they are of limited use by policy
makers who must determine which instruments are to be phased out or abolished'
(Tims 1990:471). And Robinson argues that despite the fact that they purport to
represent the value of government support programmes (the ad valorem approach) P/
CSEs are still applied as a simple price wedge. Given the number of programmes used
in the developed economies, and the complex interaction between them, it is
questionable whether this simplistic approach can accurately represent such
complexity (Robinson 1990:211).
This is demonstrated in a study by Whalley and Wigle (1990) which compared the
outcome when set-aside programmes in the US were modelled in detail with the P/
CSE approach. They obtained results which 'are the opposite of conventional
thinking' (p. 372). The elimination of such programmes calculated via P/CSEs
produces a standard result: production drops (10.3%) and world prices rise (9.1%).
However, when detailed modelling is used, US production increases (1.3%) and
world prices drop (1.11%) — the abolition of set-aside programmes leads to the
replanting of the new acreage, an increase in production which more than offsets the
drop in production which results from lower prices to farmers; the concomitant effect
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on terms of trade is negative for developing countries (Ibid. p. 380). The overall
conclusion of the authors is that the use of P/CSEs must be treated 'with caution,
especially where such model-based analyses are used to infer the effects of
agricultural trade liberalization on developing countries' (Ibid. p. 381). In particular,
they stress the problematic nature of their findings for the Uruguay Round 'where
much of the technical work is focused on the construction of ad valorem-like measures
. . . as negotiable instruments' (Ibid.).
Another problem relating to government policy is the assumptions that are made
about the extent to which changes in international prices are transmitted to the
domestic economy. There is widespread acceptance that the nature of the assumptions made will have a major impact on the model results and that "The only way to
deal effectively with this price transmission question, and the differential effects of
policies on incentive prices is to incorporate specific policy instruments into the
models' (Blandford 1990:451). However, the extent to which individual country
policies are modelled in detail is limited.
Of all the assumptions made perhaps the most crucial are those relating to elasticities.
As Goldin and Knudsen (1990:481) accept, both PE and GE models of whatever scope
are 'highly sensitive to assumptions regarding elasticities' (Ibid.). These assumptions
determine the underlying relationships which, in turn, dictate the supply or demand
response of both developed and underdeveloped countries to changes in world
prices. This overwhelming reliance on elasticities to represent response and
adaptation to policy and price changes is demonstrated to be misplaced however, by
the quality of the values use. Substantial criticisms from within the modelling
community undermine the overall credence which can be given to these elasticities
and, therefore, to the studies that use them:
• the values ... that are relied on have many deficiencies . . . many ... are
contradictory and in a number of key areas elasticity values are sparse... [they]
are usually generated using classifications that are quite different from those
appearing in the models, to say nothing of the fact that they relate to difference
economies or different time periods from those under investigation (Fretz,
Srinivasan & Whalley 1986:23);
• the pivotal nature of the elasticity assumptions remains a problematic feature of
the models. This is particularly the case for the estimations of developing
country responses, where projecting elasticities into the future is made doubly
difficult by the uncertainties regarding past trends (Goldin & Knudsen
1990:481);
• the truth is that the elasticities used in static AGE models may be specified
within a broad range without contradicting existing empirical evidence. This
might not be a major problem when AGE models are used to illustrate a
theoretical point, but it poses a major problem for the credibility of quantitative
assessment of the effect of specific policy options on which decisions have to be
taken (Munk 1990:459).
Finally, an important debate centres around the extent to which the antecedents of
present generation modelling, neo-classical principles , continue to dominate
practice, and the attempt to introduce structuralist analyses to the modelling of
economies. The models that have been developed as a result of this debate vary in the
extent to which they 'stretch' the neo-classical paradigm to approximate the
conditions faced by underdeveloped countries (Robinson:1989a). However, those that
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subscribe, largely, to the neo-classical approach argue that 'the models that make
major departures from known theoretical structures can become difficult to interpret.
The conflict between modellers' desire to build realistic models which seek to capture
real features of the policy issue at hand, and to stay within the realm of developed
economic theory i s . . . increasingly apparent' (Shoven & Whalley quoted in Robinson
1989:894). This conflict is a function of the fact that 'there is as yet no acceptable
reconciliation of their different underlying theories.' (Robinson 1989b:915). However,
its outcome is that structural constraints are imposed 'which are essentially ad hoc in
that they are not related to any endogenous rational behaviour of agents' (Ibid. p. 895).
The most radical structuralist analysis (see Taylor, 1983, 1988, 1990, 1991) adopts a
political economy analysis which rejects the rationalising, optimising microeconomic
nature of other approaches: 'Searching for sites of power and macro causal links is the
key to the structuralist approach' (Taylor 1990:6-7). By definition, this type of analysis
concentrates upon empirically-based research relating to individual countries — the
type of study analysed here is rejected as unrealistic. Not surprisingly, Taylor's
approach is perceived by his peers as placing the 'greatest strain on existing theory'
(Robinson 1989b:915).

Critique
Do the criticisms made from within the ranks of the modelling community go far
enough? It is clear that they demonstrate that there are massive problems with
accepting their results at face value. It is also clear, however, that the disagreements
identified largely take place within the parameters dictated by neo-classical
principles. And that these principles continue both to dominate the models, and to
provide the theoretical base camp from which research work sets off.
When we move on to a critique which recognises the ideological and legitimising
roles of neo-classical economic theory, and also takes the problems facing
underdeveloped countries fully into account, it becomes apparent that the results
produced by the mainstream are useful only for the purpose of providing the
theoretical and statistical underpinning for policies which benefit the developed
world at the expense of underdeveloped countries. The critique that follows suggests
that these studies, as a result of their underlying neo-classical principles, can come up
with no other type of answer.
First, the criticisms of elasticities outlined above are not taken far enough. For
elasticities to be truly representative of all the structural factors involved in, for
example, the response of an individual farmer somewhere in sub-Saharan Africa to a
change in the domestic price offered for her produce would require such a wealth of
data as to make the model unworkable. Factors such as poverty and the ability to
purchase the necessary extra inputs, the attitude to the risk involved, the tension
between growing food for household consumption and cash crops, the road network
necessary to move both inputs and crops around, are just a few of the factors which
come immediately to mind. Yet we have already seen that, because of their size and
complexity, GE models are more likely to make simplifying assumptions than to
include such factors.
Second, the methodology adopted by many modellers of improving the theoretical
and applied scope of the models by grafting on quasi-structural constructs is also
highly problematic. It implies that whilst 'pure' neo-classical concepts are inimical to
structuralist concepts, a neo-classical framework that has been stretched far enough
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from its starting point can somehow overcome the inherent mutual exclusiveness of
these two approaches.
This dilemma is well illustrated in a review by Robinson (1989) in which he discusses
the use of GE models in the examination of export-led growth (ELG) strategies. The
debate on these strategies is polarised between the neo-classical premise that the
removal of distortions and the introduction of a 'level playing field' is sufficient to
restore efficiency and growth, and the recognition that rigidities and externalities
dictate that government intervention is essential (as demonstrated by the NICs).
Robinson demonstrates that 'CGE models cannot capture the major features of
growth and structural change in countries pursuing a successful ELG strategy' (Ibid,
p. 22). They are able to obtain the right sign relating to the effect of such a strategy but
they 'greatly underestimate^] the magnitude' (Ibid.). This inability is a problem
which cannot be overcome through the grafting process because the government
policies which produce the levels of growth and change over and above those which
the models are able to simulate are policies which the neo-classical canon does not
recognise. Thus, the dilemma is that, on the one hand, neo-classical models cannot
capture these real world results unless the paradigm is stretched or adapted to
achieve the correct results. However, on the other hand, because neo-classical
principles and structuralist principles are mutually exclusive such adaptation is
always ad hoc and subject to theoretical tension as each new graft further distorts the
unity of the approach. This increasing lack of coherence presents an even greater bar
to the use of such models for the reliable forecasting of policy outcomes.
By contrast to the neo-classical approach, structuralist analysis takes account of many
of the structural factors and constraints that are central to the economic status of
countries, and their populations, within the international trade context. Factors such
as income and wealth distribution, land ownership, historical production structures,
control of the means of production, technological progress, working class organisation, skills, geographical distribution of the population are all empirically derived
and central to the modelling process.
In addition, rather than attempting to construct overarching global models,
structuralist models are generally used to examine the ways in which economic
adjustment might operate, given the constraints and distributions relevant to the
specific country, when disequilibrium has occurred. The emphasis is both upon
examining the specific type of disequilibria which are relevant to underdeveloped
countries, and upon discovering the possible outcomes for particular economic and
social groups and, specifically, the outcomes in terms of increased poverty and want.
Does the nature both of the structuralist approach, and the type of problem it
analyses, mean that the work produced is of greater value, more reliable, and a closer
approximation to reality than is the work done within the neo-classical paradigm?
There are two elements to this question. The first is whether econometric models can
provide a valid approach to asking and answering questions about the development
of underdeveloped countries within the existing structural and global context. The
second is whether the structuralist approach, which Taylor suggests involves 'a
combination of abstract descriptions of the structures that Third World scholars have
always emphasized with analytical models developed by Keynes' and others (Taylor
1983:4) has been able sufficiently to decouple itself from neo-classical principles as to
provide a realistic, if stylised, depiction of the problems underdeveloped countries
face, and the possible outcomes for them of different economic scenarios sufficient to
provide a good guide for policy makers.

546 Review of African Political Economy

In a sense, the answer to the first question also takes us a long way towards answering
the second: a model is simply a tool of analysis which, within practical constraints,
can be developed to provide a stylised representation of a hypothetical situation
which highlights the elements most important to the questions being asked. As a
stylised, and extremely simplistic, representation of reality the results of such a model
can provide pointers towards the possible outcome of a change in policy or an
economic shock. They can never provide the full, rounded, and detailed answer that
policy makers need to come to a decision and, therefore, cannot be relied upon in the
absence of information which results from detailed and practical knowledge and
experience of the country involved. They represent one tool among many. Although it
is arguable that the time spent on developing such models would be better spent on
detailed country-by-country empirical research and analysis.
In this context, the nature of the work done by Taylor, and other structural modellers,
by concentrating upon the factors which have constrained the freedom of action of
underdeveloped countries, clearly provide a more realistic and rounded picture than
do the neo-classically oriented models. In particular, they are better placed to analyse
the problems involved in the orthodox approach to stablisation Their limitations,
however, are also fully recognised:
Each economy confronts a special set of structural constraints on its possible evolution, and
these restrictions vary greatly from place to place and time to time ... No single set of
intuitions or equations can capture all this variety, but country-specific models taking into
account the salient features of the economy at hand can say something about its medium. and long-term prospects (Taylor 1983:190).

The conclusion to be drawn is that the neo-classically derived econometric models
which dominate the field, and which are used and quoted by the World Bank and IMF,
cannot be trusted to provide valid simulations either of the existing conditions within
individual countries, or of the projected outcomes of policy changes or structural
shocks. Structural models do offer a tool for analysis of potential value but only
within specific parameters. They must be used with caution, as providing no more
than indicators of potential outcomes, and only in the context of detailed knowledge
and experience of the countries and questions for analysis.
Throughout the tortuous process of the Uruguay Round negotiations the potential
results of some degree of agricultural trade policy liberalisation have been simulated
using models which are underpinned by neo-classical principles and which, as a
result, are entirely unreliable. The extent to which these studies misrepresent the
'benefits' of liberalisation are illustrated in more detail in the following analysis.

Analysis of Econometric Models
The analysis of the two studies carried out below (Endnote 1) demonstrates their
weaknesses (additional to those outlined above), and therefore questions the use of
their results to justify policy development within the Uruguay Round. It also
indicates that, even if their results are accepted at face value, the outcome for subSaharan Africa is very poor.
Tyers & Anderson (1992)
Tyers and Anderson have produced a number of studies of the potential effects of the
liberalisation of agricultural policies which have been widely used (not least by the
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World Bank in the 1986 World Development Report). Their earlier studies projected
results that indicated net losses for underdeveloped countries. In the later ones they
have attempted to ameliorate this outcome by arguing that, if factors such as the the
indirect effects of government policy (for example, exchange rates) upon agricultural
production, and the productivity increases which may result from the effect of longterm price increases on technical change, are taken into account, it is possible that
underdeveloped countries will be gainers from liberalisation regardless of their
initial position relating to food self-sufficiency. They suggest that net food importers
will become net food exporters as a result of liberalisation. The PE model that they use
(1992) focuses on seven major groups of food staples which account for roughly half
of the world's food trade: wheat, coarse grain, rice, ruminant meat, non-ruminant
meat, dairy products, and sugar. The model is global in that it includes 30 countries
and country groups. However, sub-Saharan Africa is treated as one group, only
Nigeria is disaggregated.
Partial Liberalisation by the Industrial Market Economies
The simulations of partial agricultural policy liberalisation involve only the
'industrial market economies'. They are based on the conversion of non-tariff import
barriers into tariff equivalents (tariffication) and are dynamic in nature. The policy
change simulated involves the tariffication of all 1991 price supports. The resulting
tariffs, the corresponding export subsidies, and US land set-asides were then
gradually reduced until, by the year 2000, they had been halved. The outcome of this
scenario is compared to a reference scenario which projects the outcome by 2000 if
agricultural trade and production policies remain unchanged. The effect of this
simulation on prices is that the overall average international food price is estimated to
increase by 8% in the year 2000 having reached almost 13% during the 1990s. In the
case of grains (particularly wheat) prices drop from a peak in 1996 so that, by 2000, the
price of wheat is only 2.6% higher than in the reference scenario.
The effect on food production in the EC is that while the largest drop in production by
comparison with the reference scenario is 12% in wheat, the average reduction in
production for the EC is only 3%. For the US, however, the outcome is production
increases in coarse grains, rice and meats, and reductions in only dairy products and
sugar. The weighted average for the US is thus a 2% increase in production.
In absolute terms, levels of production increase substantially. Indeed, 'productivity
growth is assumed to continue at its historical rate' (Anderson 1992:523). Comparing
the aftermath of the liberalisation scenario in 2000 with production levels in 1990
(before liberalisation commences) the EC is found to experience a 19% average
increase in production, with increases as large as 31% in non-ruminant meat, 17% for
sugar, and 13% for wheat. The US does even better: coarse grain increases by 38%,
wheat by 28%, meats by between 20% and 28%, rice by 23%, sugar by 14% and dairy
products by 7% — an average increase of 25%. Other traditional food exporters also
do well: wheat and coarse grain production in Australia, Canada and New Zealand
increases by between 13% and 39%. So, despite low, or negative, price increases for
grains, levels of production are substantially increased.
The effects on self-sufficiency are interesting. The authors suggest that the impact of
liberalisation on consumption in the industrial market economies is 'moderate' (p.
252). Thus if a comparison is made between levels in 1990 (pre-liberalisation) and
2000, self-sufficiency (production as a percentage of consumption) in the EC reduces
only for rice (19%), beef (17%) and dairy products (9%), and increases by between 0%
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and 15% for the other commodities. In the US, self-sufficiency declines only for dairy
products (6%), and increases by between 5% and 49% elsewhere. However, if we
compare self-sufficiency in 1990 (pre-liberalisation) with the projected levels in 2000
for both the reference and liberalisation scenarios, the US increases its levels of selfsufficiency over and above the increases forecast in the reference scenario (where
protectionist policies are maintained) for all commodities except dairy and sugar.
Thus, the US manages to increase self-sufficiency substantially under a policy regime
which is intended to reduce agricultural protection and, by implication, overproduction. By comparison, self-sufficiency in the EC under liberalisation is substantially
lower — by between 10% and 34% — than it would have been with unchanged
policies.
The estimated knock-on effects on net export volumes and foreign exchange earnings
are substantial. By 2000, the US increases its net exports by between 11% and 270% for
coarse grains, rice and meals and experiences reductions of between 190 and 410% for
wheat, sugar and dairy produce. Overall the US increases its foreign exchange
earnings by 20%. No figures are given for the EC. It is worth noting, however, the
increase in foreign exchange earnings of other exporters: Argentina up 29%, Australia
up 16%, New Zealand up 25%, Thailand up 10%.
Finally, the combined net economic welfare effect upon producers, consumers,
government revenue and stockholders in the industrialised countries is estimated to
be $35.6bn with the biggest gainers among the countries which had the highest initial
protection levels.
Full Liberalisation

This exercise in the partial liberalisation of agricultural policies gives an indication of
the estimated effect upon production and incomes for the developed countries.
•Unfortunately, Anderson and Tyers do not extend this analysis to underdeveloped
countries. To gain a better understanding of the outcome that the authors predict for
underdeveloped countries we need to turn to their full liberalisation simulations in
which they argue that the extent to which underdeveloped countries will benefit from
liberalisation of agricultural policies by industrial economies is dependent both upon
their own protection policies and upon the extent to which price rises stimulate
technological changes and, thus, output.
The assumption is made that high exchange rates and a bias toward the industrial
sector in underdeveloped countries have a negative effect upon agricultural
production. To simulate this assumption the model is adjusted by reducing the
domestic-to-border price ratio. This approximates the effect of a tax on agricultural
commodities and so lowers the price of domestic food relative to international prices.
The effect of this calculation on international prices, trade and food self-sufficiency
leads to the claim that, because such policies act on world trade by increasing demand
for food imports, their overall effect is to offset the price-depressing effects of
protectionist policies in developed economies. Thus, the average international price is
reduced by 20% when the policies of industrial market economies alone are taken into
account, but drops by only 1% when the effect of both IME and underdeveloped
economy policies are considered. The knock-on effect on world trade volume is
estimated to be a 25% reduction as a result of IME policies, which reduce developed
country imports, but a 56% reduction as a result of IME and underdeveloped
economy policies combined — where the latter reduce developing country exports.
The estimated effect on food self-sufficiency of joint liberalisation is that underdevel-
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oped economies as a group improve self-sufficiency from 93% under the reference
scenario, to 119% when all countries fully liberalise their policies. Whereas, for the
developed countries, self-sufficiency drops from 104% to 74%. Thus, the underdeveloped world (and the former Soviet bloc) are projected to supply the commodities
needed to reduce the new food deficit of the industrial market economies. The
resulting increase in foreign exchange earnings for underdeveloped countries by 2000
is estimated to be in the order of $81bn. And net global welfare is estimated to increase
by $105bn, of which $32bn is the estimated benefit to underdeveloped economies.
In order to simulate the positive effect of permanent price changes on productivity,
the supply response to price increases (the long-run supply elasticity) is increased by
0.5 in all markets and commodities. Under global liberalisation net economic welfare
increases from $105bn without price-responsive productivity to $127bn with. The
share of underdeveloped countries as a group in this increase is just under $6bn, and
their food self-sufficiency increases by 6%. The effect for Nigeria is an increase in
foreign exchange earnings of $1.3bn, with increased net economic welfare of $0.2bn.
For the rest of sub-Saharan Africa, the foreign exchange effect is $12.2bn, and net
economic welfare is $2.3bn.
Most of the effects of liberalisation for underdeveloped countries depicted above have
been the result of full liberalisation simulations. However, as the authors themselves
accepted, the outcome of the Uruguay Round was always only likely to be partial
liberalisation of some description. Is it possible, then, to extrapolate from the results
of the full liberalisation simulations to those of the partial liberalisation in terms of the
outcome for underdeveloped countries? In any detailed sense the answer must be no.
However, examination of the headline figures provides some illumination.
Under partial liberalisation, by 2000, average international food prices rise by 8%.
Production in the EC is down by an average of 3% (and by 12% at the most when
looking at individual commodities). Production in the US is up by between 3% and
15% depending on the commodity — overall average rise is 2%. But productivity is
up by an average of 19% in the EC and by 25% in the US. Thus US self-sufficiency and,
therefore, ability to export, actually increases under partial liberalisation by
comparison to the reference scenario. The picture is more mixed for the EC: by
comparison to the reference scenario in 2000, self-sufficiency has decreased for all
commodities except ruminant meat although a comparison of the liberalisation result
in 2000 with the levels in 1990, indicates that self-sufficiency is up in coarse grains and
sugar as well.
We have seen that full liberalisation results in relatively small gains for underdeveloped countries. The picture under partial liberalisation of increases in self-sufficiency
for the US — one of the biggest food producers in the world, and reductions in food
self-sufficiency in only four of the commodities for the EC indicates that the gains, if
any, for underdeveloped countries under partial liberalisation will be significantly
smaller (if not negative) than those under full liberalisation.
Critique
The effect of agricultural policy liberalisation on prices and production is complex.
Nevertheless, it is worth reminding ourselves of the basic calculation which leads to
presumptions of higher prices and, therefore, the assumption that improved terms of
trade will enable underdeveloped countries to become net exporters: the removal, or
reduction, of agricultural protection in developed countries reduces their internal
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prices. This, in turn, reduces domestic production and increases internal demand.
Aggregate world demand increases to exceed world supply and world prices go up in
response. The extent of this increase is related to the level of support: the higher the
level of support and subsequent reductions, the higher the increase in world prices.
The increase in world prices is directly linked to reductions in developed country

production.

The work by Tyers and Anderson does not lead easily to the conclusion that
developed country production will drop sufficiently to trigger the process described.
First, the picture of reduced developed country production in response to partial
liberalisation is very mixed. US production drops only in dairy and sugar (wheat
remains unchanged). Australia only experiences reductions in coarse grain, rice and
sugar. Canada and the EC experience more widespread reductions but the highest
such reduction is no more than 12%. Furthermore, absolute levels of production, and
levels of self-sufficiency, in the aftermath of liberalisation are substantially higher. All
the developed country food exporters increase their average production levels — by
anything between 19% and 25%. And this applies even where post-liberalisation
prices have dropped. As a result, self-sufficiency in the US increases even by
comparison with the reference scenario where, given that the policy regime remains
unchanged, it is to be expected that self-sufficiency would increase. For the EC the
comparison to the reference scenario produces an increase in self-sufficiency only for
non-ruminant meat. However, a comparison with the pre-liberalisation level in 1990
shows that self-sufficiency increases for coarse grains and sugar as well as for nonruminant meat. Thus even for one of the most heavily protected areas, self-sufficiency
drops only for rice, ruminant meat and dairy products.
Second, land set-aside in the US is halved during the liberalisation period. I have
already examined the study by Whalley and Wigle (1990) which modelled the effects
of the elimination of set-aside on production and price outcomes. Full elimination, in
the context of multilateral liberalisation, leads to increases in US wheat production
and thus to only small increases in prices. While such an effect in the context of partial
liberalisation will be smaller, it must still be borne in mind. Finally, the authors
themselves conclude that there is 'substantial uncertainty about the actual path of
international food prices' (p. 269).
These conclusions make the Tjenefits' projected for underdeveloped countries very
doubtful. Specifically, the question must be asked: what is the source of the extra
demand that will enable underdeveloped countries to become net exporters? If the
absolute production levels of one of the biggest agricultural exporters in the world are
up by 25%, if its self-sufficiency levels are greater even than they would have been had
the high levels of support continued, and if demand elasticities for food in the
developed world are low, the possibility that underdeveloped countries will be able
to increase their production levels such that existing net importers become net
exporters must be very slim. Whilst the full liberalisation simulations are unrealistic,
and fail to include the underdeveloped countries a number of assumptions are made
in them which need examining. The first is the suggestion that:
Given the importance of developing countries in the world food economy, international food
prices are raised by the larger volume of net imports of food thus induced ... this roughly
offsets the overall price-depressing effect . . . in international markets of protection in
industrial countries ... World trade in these foods is reduced by one-quarter because of
industrial country policies, and by an even greater amount because of developing country
policies (p. 216).
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Thus the policies of underdeveloped countries are perceived as restricting their
agricultural exports to the extent that this almost outweighs the food dumping
practices of the developed world. There appears to be a chicken and egg situation
here. The authors accept that the policies of the EC and US depress international food
prices (p. 305). The process by which prices are depressed includes massive
overproduction and the dumping of the resulting surpluses on the world market via
the use of export subsidies. The low world prices which are a direct result of this
action make covering the costs of production of agricultural commodities by
underdeveloped economies extremely difficult. That this combination of effects then
becomes intertwined with the effects of the policies of underdeveloped economies is
not necessarily contested although the nature of such policies must be established
empirically. However, to suggest that low production levels in underdeveloped
countries are a cause of reduced world trade volume, rather than an effect of the
policies of the developed world is questionable.
That the model comes to this conclusion is largely the result of the method by which
the indirect effects of underdeveloped country policies are quantified. This is
achieved by adjusting the model to reduce the domestic-to-border price ratio. The
effect of this reduction is to lower domestic relative food prices by comparison with
relative international food prices. Thus, when international prices rise as a result of
liberalisation, the gap between the international and domestic price increases even
further. By virtue of the fact that, within the model, this increase is transmitted to the
domestic sphere via an elasticity expressed as a percentage, the proportion of the
overall gap that is transmitted will be larger. However, the basis (Krueger et al. 1988)
for these reductions in domestic-to-border ratios is open to criticism. The purpose of
this widely quoted World Bank study was the quantification of the indirect (exchange
rate etc.) effects of government policy on agricultural production. However, the
methodology used is open to many of the criticisms which have already been
outlined.
First, the results are based on the examination of only 18 developing countries of
which only 3 are sub-Saharan African countries; we have seen that extrapolation from
one underdeveloped country to another is open to criticism. Second, each stage of the
analysis requires estimates which are based on highly problematic data. For example,
the establishment of price levels (for the calculation of direct effects) involved the
estimation both of black market prices and the share of the parallel market in the total
crop — information which is rarely available. These estimated prices were compared
to a hypothetical scenario which involves further estimates of price levels in a 'wellfunctioning market' under free trade (p. 261). The calculation of indirect effects
involved estimating the real exchange rate which would have applied under free
trade and which would have 'kept the current account at a sustainable level' — where
the estimation of what is a '"sustainable" current account balance is necessarily
judgemental' (p. 259). Thus, as is the case with all the studies examined in this section,
the final structure and conclusions are built upon an edifice of conjecture which
cannot be taken at face value.
Nevertheless, the study is used as a basis for estimating the extent to which the
domestic-to-border price ratios should be reduced. And the reductions are substantial: the ratio for sub-Saharan Africa is reduced by almost one-third (endnote 10, p.
237). The imposition of such a large adjustment suggests the outcome: that the policies
of the governments of underdeveloped countries are equally responsible for
reductions in world trade and in their own self-sufficiency levels is an artefact. The
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result that the net economic welfare of underdeveloped economies is increased by
$31.8bn under joint full liberalisation must, therefore, be viewed as a considerable
overestimate. If, however, we accept the results of this model, what would be the
gains for sub-Saharan Africa insofar as they are identified? Under partial liberalisation there is little to go on other than that price volatility is reduced by 2%: from 8% to
6%. for sub-Saharan African producers and from 7% to 5% for consumers.
Under full liberalisation, net economic welfare for the underdeveloped economies as
a group is increased by $31.8bn without the adjustment for price-responsive increases
in production, and by $37.7bn with the adjustment. First, it is noteworthy that the
adjustment for price-responsive productivity increases developing country welfare
by between $4.2bn and $5.9bn. Shared across the whole of the underdeveloped world,
these are very small amounts despite being derived from a full liberalisation scenario.
We can speculate that the reason the authors did not extend the partial liberalisation
analysis to include the policies of, and the effects on, underdeveloped countries is
precisely because the benefits would be negligible. Second, this indicates that almost
all of the increased benefit when underdeveloped countries also liberalise is put down
to the estimated indirect effects of their own policies — which we have established to
be dubious.
For sub-Saharan Africa the estimated gains are very small: net economic welfare in
Nigeria increases by $0.2bn under joint liberalisation. The remainder of sub-Saharan
Africa increases its net economic welfare by $2.3bn. Divided between upwards of 40
countries this is clearly insignificant yet these are results for full liberalisation and
thus are much greater than would be the case for partial liberalisation.
Goldin, Knudsen & van der Mensbrugghe (1993)
The Rural/Urban-North/South (RUNS) model used by Goldin, Knudsen & van der'
Mensbrugghe (1993) is a general equilibrium model which was originally developed
under the aegis of the World Bank and was used in a number of World Development
reports during the 1980s. Subsequently, the World Bank and the OECD combined to
update and further develop the RUNS model with the intention of providing up-todate estimates of the potential outcome of the Uruguay Round of GATT in a general
equilibrium context. The model covers 22 regions of which Africa is broken down into
four: sub-Saharan Africa, Nigeria, South Africa and the Maghreb. In addition to the
commodities included by Anderson and Tyers, the RUNS model include tropical
products such as coffee, cocoa, and tea. Non-agricultural commodities include
equipment goods, fertilisers, other manufacturing, energy, and services.
Agricultural Liberalisation
The model simulates partial agricultural reform by reducing tariff equivalents
(import tariffs, export subsidies, agricultural input subsidies) by 30%. Liberalisation
occurs in 1993 and the new tariff levels are held constant until 2002. The set-aside
policies of both the US and the EC are left unchanged.
The effect of this reform is a rise in prices of between 3.6% and 10.2% for temperate
products. However, rice, coffee and cocoa prices drop by 1.9%, 6.1% and 4%
respectively. This reduction is attributed to the general tendency of producers to tax
exports of these crops: the increase in domestic prices subsequent to partial
liberalisation encourages an increase in world production levels and the corollary is a
drop in prices. The combined effect of these price effects is that net exporters of grains,
sugar, beef and dairy products gain at the expense of net importers of these products.
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As this latter group of countries frequently are also exporters of coffee and cocoa 'this
further aggravates the deterioration in the terms of trade, leading to even larger
losses' (p.78). Global welfare increases by $190bn (1992 dollars) of which $120bn goes
to the OECD countries and $70bn to the underdeveloped world. However, in terms of
percentage changes in real income, sub-Saharan Africa sees no change at all, whilst
Nigeria experiences a reduction in real income of 0.1%.
Multi-sector Liberalisation
Under multi-sector (agricultural and non-agricultural) liberalisation the price effects
of agricultural liberalisation tend to dominate. However, because partial nonagricultural liberalisation leads to a shift from agriculture to manufacturing
consumption as a result of the reduction of import tariffs, food prices drop by an
average of 2% under non-agricultural partial liberalisation. The global real income
increase under multi-sector partial liberalisation, at $213bn, is only $23bn higher than
for partial liberalisation of agriculture alone. Of this, the OECD countries get $135bn
(64%), while the share of the non-OECD countries is $85bn. The real income of subSaharan Africa drops by 0.2% and Nigeria's drops by 0.4%.
The outcome for self-sufficiency and trade shares by 2002 under multi-sector partial
liberalisation is interesting. By comparison to the base simulation, world agricultural
trade falls from 10% to 9%. Average OECD self-sufficiency in crops falls by 2%, and in
livestock by 4% (where the subsidies were highest). However, the US, EC, Canada,
Australia and New Zealand remain significant net exporters of crops, and food selfsufficiency. By comparison, for sub-Saharan Africa and Nigeria, self-sufficiency in
crops drops from 94% to 93% in both cases. In livestock, self-sufficiency increases
from 88% to 92% for sub-Saharan Africa and from 70% to 74% for Nigeria. Overall
they remain net food importers. Finally, the effect on the trade balance in sub-Saharan
Africa is such that both agricultural exports and agricultural imports drop by 2% as a
percentage of total exports/imports (for Nigeria the figure is 1% in both cases).
Africa
The simulations applied to Africa include an adjustment to introduce unemployment
(all previous simulations have assumed full employment and market clearing
behaviour). The authors argue that unemployment is a significant factor in the
domestic outcome of trade reform: if reform results in lower domestic prices 'this
relieves pressure on real wage rigidity' which reduces unemployment and results in
'a significant gain in urban and total GDP' (p. 84), if prices increase the reverse is the
case.
The unemployment adjustment operates via a real wage mechanism which ensures
that wages are semi-rigid. The real wage is a weighted average of a target real wage
(which is calculated with reference to the institutional framework within each country
including, for example, unions and the public sector), and the equilibrium real wage.
The weighting factor is generally set somewhere between the two extremes of fully
fixed wages and entirely market related wages. Thus the actual real wage is partially
influenced by the equilibrium real wage. Finally, it is assumed that unemployment
can only occur in the urban sector.
The inclusion of unemployment in the multi-sector partial liberalisation simulation
leads to world prices which are higher than they would be without the adjustment.
This is because 'real incomes in each region are significantly greater leading to higher
demand' (p. 85). The overall effect on Africa is positive despite greater price increases.

554

Review of African Political Economy

Thus the move toward the protection of agricultural commodities in Africa by the late
1980s identified by the authors means that even partial liberalisation reduces
domestic food prices which, in turn, takes the pressure off real wages and expands the
urban economy, reducing unemployment. Partial liberalisation also reduces import
tariffs which reduces consumer prices and, therefore, contributes to the reduction of
upward pressure on real wages. The trend is for the urban economy to expand. The
overall effect is to change the direction of the sign of real income changes: for subSaharan Africa real income increases from -0.2% (without the unemployment
adjustment) to 0.7%. For Nigeria the change is from -0.4% to 1.1%. However, the
reduction in protection levels, in input subsidies, and in the international price of
major exports such as coffee and cocoa all mean that the effect on rural incomes is
negative: 'despite the increase in the world price of key agricultural commodities, the
farmers in Africa do not fare well from partial trade reform' (p. 138).
Critique
This study is important both because, as an OECD/World Bank project, it is given
considerable credence, and because the simulations it carries out are intended to
provide a close approximation of the outcome of the Uruguay Round of GATT. But
how reliable is it?
There are a number of problems — in addition to the generalised critique of the
methodology used which was developed above. First, on the one hand, base scenario
methodology is entirely neo-classical: full employment and market-clearing are
central mechanisms. On the other, some of the liberalisation scenarios (all those
applying specifically to Africa) introduce market-distorting mechanisms such as
semi-rigid real wages. Real income improvements (or losses) are therefore based on
the difference between a free market scenario and one where wages are not fully
flexible. However, in the real world, the benefits or losses of liberalisation are
represented by the difference between the effect of the new policies and those existing
prior to liberalisation — in what was not a free market. It is likely, therefore, that the
results of the simulations that include the unemployment adjustment will be
overestimates. Second, the unemployment adjustment itself is highly problematic. As
a previous study using the RUNS model indicated:
in a barter general equilibrium model [such as RUNS], Keynesian unemployment due to
inadequate demand cannot exist; unemployment can occur only because the product wage
... exceeds the market-clearing result. Any event that reduces the gap between the two —
that contributes to 'getting prices right' — must raise employment and GNP' (Burniaux et
al. 1990:264).
The model dictates how unemployment occurs and thus the solutions to unemployment are predetermined: unemployment linked to lack of demand cannot exist and,
therefore, the policies which might be appropriate to relieving Keynesian unemployment will be irrelevant to the type of unemployment created in the model.
The main problem, however, with the unemployment adjustment is that it operates by
setting real wages at some level above the equilibrium/market-clearing wage. Thus
real incomes are increased by the adjustment. It can be no surprise, therefore, that the
outcome of multi-sector partial liberalisation is higher world prices — which are the
result of the higher demand prompted by higher wages (p. 85). The outcomes of
simulations which include the employment adjustment are, therefore, to some extent
artefacts — they are a product of the nature of the adjustment itself rather than of
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partial liberalisation. Thus, the result that multi-sector partial liberalisation changes
the direction of the sign of real income changes for sub-Saharan Africa from -0.2%
(without unemployment) to 0.7% with unemployment is open to substantial doubt.
Third, the elasticities (the response) of productivity to price changes used are
problematic. They are based on a study which examined eighteen countries, only two
of which are OECD countries. Nevertheless, the OECD countries were assigned to
mean elasticity of the eighteen countries despite the recognition that 'there is large
variability across country specific estimates' (Ibid. p. 193). In addition, the elasticity
used jointly for sub-Saharan Africa and Nigeria is the highest used for all regions and
countries included in the model (for example, SSA/Nigeria: 0.805; Brazil: 0.515;
Mediterranean/Gulf: 0.458; OECD: 0.359). This suggests that productivity in response
to price change is highest in the region which contains some of the poorest countries
and thus, by the authors' own ;admission, the greatest impediments to expanded
research and development, as well as the least developed infrastructures in the world.
This inconsistency appears to be the result of basing the sub-Saharan elasticity upon
data derived from Ghana (the largest cocoa exporter in the world), Cote d'lvoire and
Zambia, and is indicative that elasticities derived other than from direct empirical
examination of the structures of all the countries involved leads to questionable
results.
Fourth, the government budget is fixed at the base scenario level for each year and
direct taxes raise the remaining income. This assumes that, as border taxes are
reduced or eliminated, direct taxation will take over the collection of government
revenue and, thus, that all countries will move toward direct taxation as the only
remaining method of tax collection. One of the reasons that many underdeveloped
countries have taxed their agricultural exports (other than because of industrialisation policies) is that alternative methods of government revenue collection, such as
income taxes, are prohibitively expensive in terms of 'information gathering,
information processing and enforcement' (Munk 1990:457). The simulations ignore
these hidden extra costs to government which would undoubtedly reduce any
welfare benefits identified.
Notwithstanding these criticisms, what is the outlook for sub-Saharan Africa if we
accept these results on the authors' terms? First, it must be remembered that in the
case of two of the major export crops of SSA, coffee and cocoa, prices fall in every
simulation. Second, under multi-sector partial liberalisation (the simulation which
comes closest to the Uruguay Round outcome) the share of global trade taken by
agriculture falls from 10% to 9%. To quote the authors: 'in general, food consumption
will decrease with a rise in food prices, and in most developing countries there will be
a substitution to consumption of manufactured goods and services as import tariffs
are reduced (p. 82). We have already seen that the basic premise underlying these
studies is that when protection, and therefore domestic prices, are reduced in highly
protected OECD countries their import demand is expected to increase. Thus we have
a projected combination of increased developed country import demand, reduced
world agricultural trade, and developing country substitution from food consumption to manufacture and service good consumption. It is not difficult to see that
someone is facing reduced food supply, nor to see that this must be the poor in the
poorest countries. For sub-Saharan Africa, the most that can be expected in terms of
real income gains is an increase of 0.7% under multi-sector partial liberalisation with
the unemployment adjustment. In all the other simulations SSA either sees a nil
change (partial agricultural liberalisation), or a reduction in real income: -0.3% under
full agricultural liberalisation, and -0.2% under multi-sector partial liberalisation.
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Conclusion
The above analysis has made it abundantly clear that, even where adjustments have
been made to represent dynamic processes relating to technological responses to
price rises, or the effects of underdeveloped countries' own policies, these studies
depict a bleak outlook for SSA. If we include the results of studies not covered in this
article, at the top end of the range of estimates sub-Saharan Africa could expect
improvements of the order of 1.4% in GDP (accompanied by a 1.3% reduction in
consumption) (Krissoff et al. 1990), or $2.3bn in net economic welfare (Tyers and
Anderson 1992). At the bottom end the losses include a 25% drop in value from trade
in tropical beverages (Mabbs-Zeno and Krissoff 1990), or a drop in real income of
0.2% (Golding et al. 1993). And the study which comes closest to simulating the
Uruguay Round outcome estimates an increase in real income of just 0.7% for SSA. So,
despite the rearguard action which was pioneered by Tyers and Anderson in an
attempt to mitigate the losses faced by underdeveloped countries which many studies
were producing, SSA has no reason to be sanguine about the effects of the GATT
negotiations upon their economies if these studies are taken at face value.
However, this analysis has also demonstrated that these studies do not represent a
reliable means for estimating the effects of the Uruguay Round on SSA. Furthermore,
a methodology which proceeds by dumping the whole of SSA into one category,
thereby glossing over the differences between countries, is unlikely to provide
indicators of significant value. A country by country study will clearly be a large and
long-term project. We can, however, distill some initial indications of the problem
areas from the text of the UR agreement. One example, which illustrates the power
balance between multi-national companies and underdeveloped countries, is in the
agreement relating to intellectual property rights. This agreement provides exclusive
marketing rights for five years to any producer of agricultural chemical products so
long as a patent application has been granted to them in any other member country.
This applies from the inception of the World Trade Organisation and is mandatory
even in relation to least-developed countries which, elsewhere, are granted a ten year
extention to the period in which they must have patenting adminstration up and
running. This can only be interpreted as carte blanche for multi-national companies.
The most important problem area is the result of the apparently agonised hiatus
during which the US and EU carved out an agreement which suited them both. This
produced a new clause (Article 6(5)) within the agreement on agriculture which, in
effect, allows the US and the EU to continue with their existing programmes of
support for farmers thereby ensuring that production levels will not fall in the longterm. Continuing high levels of production by the US and EU, combined with
provisions which reduce the ability of underdeveloped countries to protect their
markets, can only spell the continued undermining of the ability of underdeveloped
countries to build up domestic food production capacity. The Uruguay Round is bad
news for the development of food self-reliance in sub-Saharan Africa.
Lucy Walker is in the Department of Sociological Studies, University of Sheffield, UK.
Endnote
l.The research from which this article is abstracted analyses a wider range of models and in
greater detail than can be included here. Copies of the research are available on request from the
author.
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Back to the Future? A Critical Review of
'Adjustment in Africa: Reforms, Results
and the Road Ahead'
Ardeshir Sepehri
The World Bank's report, Adjustment in Africa, Reforms, Results, and the
Road Ahead (hereafter A in A), provides the most comprehensive data so
far on policy changes and results for adjusting Sub-Sahara African
countries. The report selectively uses data to prove that adjustment is
working, payoffs to policy reforms are large, and the region is on the road
to a sustained, poverty-reducing growth path. A re-evaluation of the report's
own data suggests that there is sufficient evidence to be concerned about
the sustainablity of adjustment results. After many years of experience with
adjustment policies, growth rates are still low, as are saving and investment
rates — even for the strong adjusters. Modest GDP, agricultural and
industrial growth rates, combined with a deterioration in social services all
cast doubt on the region's prospect for checking the growth of poverty
before the next two or three decades.

The verdict of the World Bank given in this Report, that adjustment in sub-Sahara
Africa is working and the payoffs to market-friendly policy reforms are substantial, is
not something new. Nor is the Bank's assertion that the region's poor economic
performance reflects a failure to adopt/sustain policy reforms rather than a failure in
the design of the adjustment policies themselves. What is, however, new is the Bank's
self-doubt and concerns that 'the reforms undertaken to date are fragile and that they
are merely returning Africa to the slow-growth path of the 1960s and 1970s' (p. 2).
What is also unique about this Report is its dismissal of the East Asian interventionist
model of development — a model whose success in East Asia has only more recently
been acknowledged by the Bank (1993) — as 'irrelevant' to Africa. Most African
countries are small, their institutional and technical capacity is weak, and the market
segments they succeed in will be narrow. However, what the Report leaves
unanswered is why the Bank does not shift its policy emphasis away from the
'market-friendly' approach and toward institution-building and technical-capacity
deepening. The latter policy route has proven itself to be successful while the
effectiveness of the former has yet to be proven, in particular (as in most African
cases) for countries where markets are thin and imperfect, if they exist at all.
The purpose of this review is not to question the Bank's market-friendly policy
reforms nor the crude and questionable methodology adopted by the Report to assess
the payoffs; rather it is more modest by arguing that the Bank's self-doubt and
concerns about the sustainablity of adjustment results, which often appear as
introductory remarks in various chapters, should be taken seriously. Using the
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Report's own data, this article will re-evaluate the macroeconomic policy reforms and
their payoffs with particular reference to GDP, agriculture and manufacturing
growth, investment and saving performance, and poverty and the environment.
Consideration of the adjustment results for these areas provides a background to
judge the sustainablity of adjustment results as well as the prospect for the African
adjusting countries to move onto a sustained, poverty reducing growth path.
Adjustment in Africa examines the experience of twenty-nine sub-Saharan African
economies which undertook structural adjustment sometime between 1987 and 1991.
It addresses three questions: How much did adjusting African countries change their
policies? Did these adjustment efforts restore growth? And what is the road ahead for
adjustment? Before answering these questions, the Report embarks on a lengthy
discussion (twenty-seven pages) on why Africa had to adjust. Poor domestic policies
— over-valued exchange rates, large and prolonged budget deficits, protectionist
trade policies and government monopolies, state control/over regulation of financial
institutions and other enterprises — are argued to be the main factors responsible for
Africa stagnation and decline in the 1970s and early 1980s. External factors (changes
in terms of trade and external transfers) played, according to a rather crude and
dubious method of estimation (Endnote 1), a minor role in Africa's poor economic
record. Moreover, the decline in terms of trade is argued to have been partly offset by
the increase in external transfers (Endnote 2).
The analysis of 'why Africa had to adjust' sets the tone for the Report as it marshals as
much evidence as possible to prove that adjustment policies are working. The Report
constructs a set of indicators measuring the changes in macroeconomic policies,
agricultural and trade policies between the crisis period 1981-1986 and the adjustment
period 1987-1991. The choice of policy indicators, the construction of an overall index
for each of these broad policies, and the ranking of policy stances are all matters of
extensive debate, some of which are acknowledged by the Report. In the construction
of the macroeconomic policy stance, the Report chooses, for example, the overall
budget deficit (including grants) as an indicator of fiscal policy stance; a budget deficit
of less than 1.5 per cent of GDP is denoted as 'good or adequate' with a score of 4;
'fair', a deficit of 1.5-3.5 per cent with a score of 3, etc. (Endnote 3). Only five of twentysix African adjusters achieved a 'good or adequate' fiscal policy stance in 1990-1991,
two of them (Tanzania and the Gambia) rely heavily on grants. The macroeconomic
policy stance is arrived at by simply adding these arbitrarily constructed and ranked
fiscal, monetary and exchange rate policy stances.
The macroeconomic policy stance for the adjusting countries in 1990-1991 suggests
that none of the countries in the region has yet achieved a 'good' macroeconomic
policy stance; Ghana has been the only country with an 'adequate' macroeconomic
policy stance. Moreover, changes in macroeconomic policies over the crisis period
1981-1986 and the adjustment period 1987-1991 suggest that only six adjusting
countries saw a large improvement, nine countries a small improvement, and eleven
countries a deterioration. Many adjusting countries have also shown considerable
achievements in the areas of agricultural and trade reforms, although less progress
has been made in public and financial sector reforms.
Have these policy reforms paid off? The Report gives a qualified 'yes' to this question.
Although the results of the adjustment programmes are disappointing for the region
as a whole, the stronger adjusters have been able to turn around the decline in their
economic performance. Countries with better macroeconomic policies and limited
government intervention in markets are enjoying a strong acceleration in their GDP
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per capita, agricultural, industrial and export growth, and larger domestic saving
efforts while those with deterioration in macroeconomic policies and more market
intervention are facing further decline. These achievements suggest that the
improvement in macroeconomic policies pays off, that more adjustment is better than
less, and that there are hopes for the region to achieve a sustained, poverty-reducing
growth rate with a commitment to more policy reforms. The following section
critically re-evaluates the adjustment results and the prospect for the region to
achieve a sustained, poverty-reducing growth path.

Is 'Getting Fundamentals Right' Paying Off? Acceleration in
GDP, Agriculture and Manufacturing Growth
According to what the Report regards as the most telling indicators of the success of
adjustment efforts (i.e. change in GDP per capita growth), countries with better
macroeconomic policies and limited government intervention in markets enjoyed an
acceleration in their GDP per capita growth between 1981-86 and 1987-1991. This
strong acceleration in GDP per capita growth compared favourably with that of
countries in other regions:
Mozambique and Nigeria managed bigger shifts in growth than did Bolivia, the
Philippines, or Thailand. Ghana, Sierra Leone, and Tanzania accelerated growth more than
Mexico or Colombia and about as much as Costa Rica (p. 132).

It is worth noting that Mozambique (a country engulfed in civil strife up to very
recently) and Sierra Leone are both listed among the countries with a deterioration in
macroeconomic policies (see table 138, p. 138)! Moreover, Tanzania and Mozambique
were among the largest recipients of external transfers during the period 1987-1991 —
the increased net external transfers are estimated to account for 67 per cent and 52 per
cent of the increased growth in Mozambique and Tanzania, respectively (Endnote 4).
To the extent that a better macroeconomic policy framework remains in place
improved growth should be also sustainable — 'possibly heralding the state of a new
period of accelerated growth' (p. 134). These and many other assertions made in the
Report do not, however, sit well with the two rather sober observations made in the
introductory section to the chapter on the payoffs to reforms:
Current growth rates among the best African performers are still too low to reduce poverty
much in the next two or three decades. So far the resurgence has merely brought countries
back to their historical trend of low growth, and it is not yet clear whether they are shifting
onto a higher-growth path (p. 132).
For decades, GDP per capita growth has been slower in Sub-Saharan Africa than elsewhere,
and adjustment policy reforms are not likely to remove deep-rooted impediments to growth.
That is the broader task of development, which encompasses much more than the
implementation of an appropriate policy framework (pp. 132-133).

Agricultural pricing and marketing reforms are also claimed to have had a big
impact. Countries that improved the real prices for agricultural export crops and
reduced overall taxation of export crops (proxies for agricultural marketing reforms)
increased agricultural growth, although per capita agricultural growth rates are still
negative for most countries. However, what the Report fails to detect and hence to
explain is an emerging pattern which clearly distinguishes countries in which the
macroeconomic policies improved from those in which they deteriorated.
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Table 1: Changes in Macroeconomic Policies — Growth in Agriculture
and Manufacturing; Investment and Saving Ratios
Agriculture (%)
1981-86 1987-91

Manufacturing (%)
1981-86 1987-91
-0.4
-0.3

4.6
4.4

2.7
2.8

2.6
4.2

8.0
5.6

1.9
2.3

2.6
3.3

6.4
5.0

6.9
5.8

3.1

2.8

3.0

5.5

Large improvement

Mean
Median

3.7
4.2

2.0
2.4

Small improvement

Mean
Media

2.2
3.1

Deterioration

Mean
Median

All countries

Median

.

Investment/GDP (%)
1981-86 1987-91

Saving/GDP (%)
1981-86 1987-91

Large improvement (see note) Mean
Median

16.6
19.6

20.4
16.1

8.1
7.9

10.0
7.9

Small improvement

Mean
Median

16.1
16.4

16.1
16.6

5.5
3.7

7.7
6.9

Deterioration

Mean
Median

16.2
15.8

16.5
12.6

18.1
16.4

13.1
13.4

All countries

Median

17.2

16.3

6.1

7.7

Sources: Tables A.20, A.21, A.23, A.24
Note: Data for Cameroon, Congo, Gabon, and Nigeria are not counted in the group means and medians
because of the strong influence of oil exports on investment levels in these countries.

As can be seen in Table 1 agricultural growth performance is inversely related to the
changes in macroeconomic policies: average annual agricultural growth rate declined
from 3.7 per cent to 2.0 per cent between 1981-86 and 1987-1991 for the countries with
the largest improvement in macroeconomic policies, while that of the countries with a
deterioration in macroeconomic policies rose from 1.9 per cent to 2.6 per cent over the
two periods under consideration. The average annual agricultural growth rate for the
countries with a small improvement in macroeconomic policies over the two periods
was positive, but very small (the median growth rate was negative, but small). This
inverse relationship makes one wonder about the wisdom of the practice of the Bank
and the IMF of equating adjustment efforts with getting the macroeconomic policy
environment right. It also raises questions about the prominence given to agriculture
by the Report as the key sector for creating employment opportunities and reducing
poverty.
The payoffs to policy reforms are less impressive in terms of industrial growth. The
Report goes to great length to discredit the argument that structural adjustment
programmes have an anti-industry bias and that they lead to de-industrialisation in
Africa (Lall 1992; Stein 1992). It argues that countries that made large improvements
in their macroeconomic policies had strong increases in the growth of industry and
manufacturing. However the difference in the growth rates between the two periods
1981-86 and 1987-1991 is a misleading indicator of the state of manufacturing (and
industry) during the period of adjustment. In countries with a deterioration in
macroeconomic policies, manufacturing grew at a relatively high rate (6.4 per cent per
annum) during the crisis period 1981-1986, and it continued to grow at a slightly
higher rate (6.9 per cent) during the adjustment period 1987-1991. Despite impressive
manufacturing growth in countries with improvement in macroeconomic policies
(especially for the countries with a small improvement in macroeconomic policies),
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the growth rate for the countries with a deterioration in macroeconomic policies
during adjustment exceeded those with the largest improvement in macroeconomic
policies by as much as 2.3 per-cent. This suggests, if any thing, that small adjustment
efforts are better than larger adjustment efforts, a conclusion which reverses entirely
the assertions of the Report.
Moreover, the strong acceleration in manufacturing growth for the countries with the
largest improvement in macroeconomic policies is not by itself sufficient to reject, as
the Report does, the claim that structural adjustment programmes have an antiindustry bias. The acceleration in manufacturing growth rate reflects as much the
depth of the initial crisis conditions as it does changes in macroeconomic policies. For
countries such as Tanzania and Ghana, the manufacturing sector — often the most
import and capital-intensive sector — was one of the hardest hit sectors, as the severe
shortage of foreign exchange led to contraction in imports and hence of raw materials,
spare parts and machinery (Endnote 5). The availability of foreign exchange and
improvement in a decaying infrastructure, both made possible by the increase in
external transfers under adjustment policies, are then bound to increase the capacity
utilisation rate for many of the manufacturing firms (Endnote 6). This is not to deny
the emergence of many new entrants, mainly small firms in the informal sector, which
are estimated to account for almost two-thirds of the increase in manufacturing
output and employment (p. 151). However, as the Report notes:
What is not yet clear is whether the conditions are in place to shift the adjusters to a much
higher growth trajectory. Given Africa's lack of industrial experience, an increase in
technological capability would seem to be a prerequisite for further, fast-paced industrial

growth (p. 152).
What the Report also leaves unclear is how an increase in technological capability is
brought about, and what role, if any the adjustment policies play in this process.

Investment and Saving Performance
Policy payoffs in terms of investment and saving have been disappointing for all
adjusting countries together, and modest for countries with improvements in
macroeconomic policies. The median gross investment in African adjusting countries
as a whole declined from 17.3 during 1981-1986 to 16.3 per cent during the adjustment
period. However, the investment rate rose for the countries with the largest
improvement in macroeconomic policies from 16.6 per cent to 20.4 per cent; that of the
countries with a small improvement in macroeconomic policies remained almost
unchanged.
The impact of adjustment on foreign direct investment receives very little attention in
the Report. The data cited suggests a small inflow of capital — direct foreign
investment exceeded 1 per cent of GDP only in seven countries (six oil and mineral
exporting countries and the Gambia, where tourism is important). The link between
direct foreign investment inflows and changes in macroeconomic policy environment
does not seem to be strong either — foreign investment rose in nine of the thirteen
countries where policies improved while it declined in six of eleven countries where
policies deteriorated. This low capital inflow is contributed to '(t)he region's
resistance to foreign capital and the lack of investment opportunities . . . ' (pp. 155156). Yet the region's resistance to foreign capital does not seem to be as relevant as it
was in the past, especially in view of the relaxation of foreign investment codes and
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other trade and foreign exchange liberalisation reforms documented in the Report
itself.
Despite a modest improvement in investment in countries with an improvement in
macroeconomic policies, investment rates are still very low, and not consistent with a
sustainable long-term growth rate. To sustain a growth rate of 6 per cent per annum
requires, according to the Report estimate, an investment of about 25 per cent of GDP.
However, the Report tends to overlook these low investment rates as a major barrier
to growth in the short term as they are compensated for by improvements in the
efficiency of investment. In the medium and long term the Report shows a high degree
of optimism: 'Experience shows that private investment will pick up if the initiated
growth spurt is sustained and if clear signals are given to firms about the present and
future incentive system' (p. 156). The Report does not provide any data on private
investment in the adjusting African countries, but it infers from the available data on
thirteen adjusting countries that nine countries increased investment, and in seven of
them the increase coincided with an improvement in macroeconomic policies.
With regard to savings, the median savings for the twenty adjusting countries rose
from 6.1 per cent of GDP during the crisis period to 7.7 per cent during the adjustment
period. Improvement in the average saving rate was greater for the countries with a
small improvement in macroeconomic policies than that for countries with the largest
improvement in policies, suggesting again that more adjustment is not necessarily
better1 than less, as asserted by the Report.
These changes in savings rates are not as robust to changing time periods as are other
indicators of performance. The study tabulated changes in the saving rate for two
alternative time periods: Alternative 1,1981-1986 and 1990-1991; Alternative II, 19851986 and 1990-1991. The saving rate for countries with a small improvement in
macroeconomic policies was twice as high as the one for the countries with the largest
improvement in macroeconomic policies, but the saving rate under Alternative II was
almost identical for these two sets of countries (Table B.4, p. 266).
Like low investment rates, low saving rates are not viewed as a major obstacle to
growth. The Report reverses the direction of the orthodox line of causation 'lowsaving to low-investment and low-growth' to derived from the East Asian experience,
in which 'high growth led to high domestic savings that financed the investment
needed to sustain high growth' (p. 156). What the Report fails to mention is that the
East Asian economies managed to get to this virtuous circle of high growth and high
savings not under a market friendly approach, but rather through selective state
interventions, characterised by extensive import substitution policies and elaborate
export incentive systems (Amsden 1994; Lall 1994).

Poverty and Environment
The chapter on poverty and environment is the thinnest (only 19 pages) and the
shallowest part of the Report, filled with numerous assertions and contradictions.
Considerable space is devoted to down-playing the claim that adjustment programmes hurt the poor and the environment. Tackling poverty requires 'an increase
in GDP per capita growth, securing the right kind of growth, and investing in social
services that will enhance the capability of the poor' (p. 161). On the link between
increases in GDP per capita growth and poverty, the Report asserts that adjustment
programmes have not, contrary to claims by opponents, hurt the poor. Adjustment
has contributed to faster GDP per capita growth in half the adjusting countries, and
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'there is every reason to think that it has helped the poor, based on the strong linkage
between growth and poverty reduction elsewhere in the world' (p. 163).
However, there is little prospect even for a reduction in poverty through higher
economic growth, as current growth rates among the best African reformers are,
according to the Report's own assessment, still too low to reduce poverty much in the
next two or three decades. According to the Bank's own estimate, it would take annual
growth of 4.7 per cent in aggregate consumption to reduce the number of poor in subSaharan Africa — a rate which is far above 0.8 per cent achieved in the 1980s and
above the 3.3 per cent projected for 1993-2000 (p. 161).
The prospect for checking the growth of poverty gets even dimmer as there is little
indication that other requirements for poverty reduction, especially investment in
people, are going to be met in the foreseeable future. The Report acknowledges the
concerns raised by the UNICEF and others about the failure of adjustment
programmes as regards the provision of social services such as health and education.
According to the Report, this shortcoming has been addressed by putting more efforts
into improving the effectiveness of public expenditure and the delivery of social
services. However, this claim is contradicted by a rather grim note in the introductory
chapter to the Report:
Although public spending on health and education did not decline in the adjustment period
— an achievement, given the fiscal problems of African countries — there is little evidence
of an increase in that spending. Nor is there much evidence that public spending within
those sectors is being reallocated away from costly tertiary programs and toward the basic
services most likely to reach the poor (p. 9).

Average health expenditures as a percentage of GDP for the countries with the largest
improvement in macroeconomic policies in fact declined from 1.5 in 1981-1986 to 1.4
in 1987-1990, and for some strong reformers, such as Tanzania and the Gambia, the
decline was more drastic (Table 6.2, p. 172). Countries with a small improvement in
their macroeconomic policies also witnessed a reduction in their average health
spending of a similar magnitude to that of the strong reformers.
However, the Report tends to detach investment in human capital and improvements
in social services to the poor from the task of structural adjustment programmes.
Policy reforms 'can lay the broad foundations for better social policies, but long term
development efforts to improve the delivery of social services must also be pursued to
complement adjustment policy reforms' (p. 164). Whatever might be the merit of such
a distinction it poses two serious questions about the Report's assessment of the
prospect for Africa to achieve a sustained, poverty-reducing growth path. First, if the
experiences of the six strong African adjusters with the largest improvement in
macroeconomic policies are of any value to the rest of the countries in the region, they
suggest that even a modest improvement in the macroeconomic environment could
not be achieved without cutting spending on health and education. These cuts in
spending and the modest policy payoffs in terms of growth, combined with the
preoccupation of the most skilled civil servants with the ongoing negotiations with
the IMF/Bank, the Paris Club and other donors, leave little room for the state to
design, let alone to finance these development efforts. Second, a serious assessment of
whether the market friendly adjustment efforts put Africa onto a sustained, povertyreducing growth path requires not only a consideration of adjustment efforts but also
of other requirements, as defined by the Report, for achieving such a growth path,
namely investment in human capital, infrastructure, institution-building, and better
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governance. The latter requirements, their interaction with adjustment policies, and
the prospect for their financing receive little serious attention in the Report. These
requirements are rather assumed to be met with more progress in macroeconomic,
trade and agricultural reforms, as well as with a 'strong political resolve to tackle
money-losing public enterprises and bloated bureaucracies — to free up the resources
needed to improve basic health and education services for the poor' (p. 2).
If it took almost a decade for the Bank and the IMF to recognise the linkage between
structural adjustment programmes and worsening poverty, the Report gives no
indication that a similar recognition of environmental concerns, already raised by
many environmentalists, is about to occur. The Report rather asserts that '(t)he next
few years will see rapid learning about the direction and magnitude of interactions
between economic and environmental changes' (p. 174); It also goes to great length to
discredit or down-play those empirical findings suggesting that adjustment policies
harm the environment.
Similarly, the Report plays down concerns raised by environmentalists that fiscal
austerity measures taken as part of adjustment strategies endanger funding the
enforcement of existing environmental regulations as well as new environmental
initiatives. It argues that the under-funding of government services responsible for
preservation and promotion of the environment is not something new: Government
services aimed at environmental promotion in semi-arid regions have traditionally
been very limited; and forestry departments in West and Central African countries
were weak, underfunded, and underequipped even before adjustment. Does not this
pattern of government spending represent a distortion, similar to other market
distortions, that has to be addressed the adjustment policies? Moreover, does not the
correction of the market failures responsible for soil.erosion and environmental
degradation require a strong enforcement agency so that the market-friendly
adjustment polices could bring about their desirable results? These questions have to
be addressed by the adjustment policies rather than by the 'broader development
efforts', especially if the correction of market distortions and strengthening of markets
are viewed as the primary task of adjustment policies.
A failure to address urgently what is already known about the detrimental impact of
adjustment policies on the environment, and to re-prioritise the Bank's own research
agenda with more emphasis on environmental issues will certainly increase the
future cost of correcting the damage done to the environment. The need for urgent
action becomes even more apparent in view of the Bank's own opinion that the
modest growth generated by 'growth-oriented' adjustment policies will not reduce
the number of the poor — 'me victims and agents of damage to environment' in the
World Development Report (1992) terminology — before the next two to three decades.

Conclusion
Adjustment in Africa, Reforms, Results and the Road Ahead provides the most

comprehensive data so far on policy changes and results for adjusting sub-Sahara
African countries. These are selectively used to prove that adjustment policies — even
incomplete ones — work, and help the region in its transition onto a sustained,
poverty-reducing growth path. What is unique about the Bank's latest verdict is the
their own self-doubt about the strength of the rebounds in GDP per capita,
agricultural and industrial growth rates. There is sufficient evidence to be concerned
about the modest adjustment results and their implications for poverty and the
environment. Growth rates are still low, as are saving and investment rates, and
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investment in human capital, institution-building and other developmental efforts
required for a sustained, poverty-reducing growth have yet to be met. Moreover,
external debt burden — an issue that receives less than one page in the Report —
continues to be unsustainable for many countries. None of the twenty-one severely
indebted, low-income African countries in 1991 achieved a sustainable position
(defined as a present value of debt service of less than 200 per cent of exports) even
with the most generous Trinidad terms, and with forgiveness of official development
assistance (figure 7.1, p. 215).
Rather than reflecting on the region's experience with adjustment policies, its
achievements and its problems, and drawing lessons from past mistakes, the Report
concludes: 'the road ahead for adjustment is clear: continue with the macroeconomic
reforms, complete the trade and agricultural sector reforms, restructure public
finances, and provide an environment conducive to private production and provision
of goods and services' (p. 219). If the growth-oriented adjustment policies of the past
five years produced only a modest growth for the strong adjusters, the push for
further reforms along similar lines will do little for the poor and vulnerable in a
region where the share of poor people living in poverty is larger, the number of poor
is increasing faster, and the poor themselves are poorer than in any other region. It is
depressing that such a prestigious multilateral donor, celebrating this year its 50th
anniversary, seems to ignore the real lessons of the past decade.
Ardeshir Sepehri is Associate Professor of Economics at the University of Manitoba.

Endnotes
1. The average annual income loss from the
decline in the terms of trade between the base
period 1970-1973 and the crisis period 1981-86
is obtained as: [(changes in the average terms of
trade between 1970-73 and 1981-86) * (exports
share of GDP in 1987)]. This method of '
estimation tends to underestimate the income
loss from the changes in terms of trade for two
reasons. First, in the above method no distinction
is made between a scenario in which terms of
trade index continues to remain unchanged
between its base year (1970-1973=100) and 1980
and drops during the period 1981-1986, and
another scenario in which the terms of trade
stands below 100 throughout the period under
consideration. While the above method provides
an accurate estimate of income loss in the case
of the first scenario, it highly underestimates
the income loss under the second scenario, which
reflects what actually happened to the terms of
trade during the period under consideration.
Second, the export/GDP ratio used in the above
calculation for 1987 also tends to underestimate
the income loss from the decline in the terms of
trade. Due to anti-export policies, worsening
economic crisis and other factors, the export/
GDP ratio declined for most African countries
in early 1980s. As such, a rather low value of the
export/GDP ratio for 1987 tends to

underestimate the income loss from the decline
in terms of trade during the period under
consideration.
2. In assessing the impact on growth of both
income loss from the decline in the terms of
trade and the increased net external transfers,
the Report makes two simplifying assumptions:
all net external transfers are treated as (i)
unconditional grants having the same impact
on the economy as income losses from a decline
in terms of trade and (ii) 'compensatory flows'
made to offset the decline in terms of trade.
Both these two assumptions are unrealistic, and
tend to underestimate the significance of
external shocks on the region's economic
performance. The external transfers were far
from 'compensatory flows', as they rose during
the second half of the 1970s with commodity
prices and declined in the early 1980s when
commodity prices declined. The grant
component of the net external transfers also
fluctuated widely during the period under
consideration, ranging from as low as 19 per
cent in 1980, at the outset of crisis and as high as
39 per cent, well into the period of adjustment
(OECD 1991).
3. The primary deficit (calculated by deducting
interest payments from total expenditure) is, as
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acknowledged by the Report, a better indicator
of fiscal performance than the overall deficit,
because fluctuations in interest payments are
beyond government control. The fiscal policy
stance of the adjusting countries changes greatly
depending which of these two indicators is used.
The fiscal policy stance of all adjusting countries
as a whole in 1990-1991 is judged 'good or
adequate' using the primary deficit indicator,
which amounted to 1.4 per cent of GDP.
However, the fiscal policy stance of these
countries is judged 'poor' using the overall
deficit, which stood at 5.2 per cent of GDP
(Table, A. 2, p. 222).
4. Contrary to the Report's claim external
transfers and income losses/gains from changes
in external terms of trade are statistically
significant, at least in two of the five equations
estimated by the Report. Moreover, the
coefficients of these two variables are not robust
indicating, among other • things, poor
specification used by the Report to explain the
increase in the GDP per capita growth.
5. For example, in Tanzania — a country with
the largest improvement in macroeconomic
policies and with the fourth strongest
acceleration in manufacturing growth among
adjusting countries — manufacturing was the
hardest hit sector, as the real value added index
for manufacturing (1976=100) declined steadily
from 100.4 in 1979 to as low as 70.8 in 1986
(Economic Survey). It was only after 1986 when
the availability of foreign exchange and the
improvement in decaying infrastructure made
it possible for the sector to recover only part of

the ground lost during the crisis — in 1991 the
manufacturing share of GDP stood only at 4 per
cent as compared with 8 per cent in 1979.
6. Despite the turnaround in decline of
manufacturing output, the sector has yet to
recover the ground lost during the crisis period
— the manufacturing output share of GDP in
1991 was below its 1970 level for four of the six
countries with the largest improvement in
macroeconomic policies (World Development
Report, 1993).
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'Smoke and Mirrors': The World Bank's
Social Dimensions of Adjustment (SDA)
Programme
Eboe Hutchful
The World Bank's 'social dimensions of adjustment' (SDA) policy has developed in a
number of phases. The first involved revisions in the development paradigm of the
Fund and the Bank that resulted in the incorporation of poverty perspectives. The
adoption of 'adjustment with a human face' was part of series of revisions that
extended the horizons of neo-orthodoxy in the 1980s, partly in response to theoretical
and policy advances within the multilateral institutions and partly in order to co-opt
sources of political and intellectual challenge to adjustment (Hutchful 1994). The first
phase of adjustment (from 1981 to 1984) concentrated mainly on restoring
macroeconomic balances. It assumed that economic recovery would occur quite
rapidly, and while recognising that groups could be hurt in the short run by
adjustment, did not see a need for specific policies to address poverty issues. It was
felt that the longer-term interests of the poor would be best served by macroeconomic
reform and that their situation would have been worse had past policies been
maintained. In the second phase of adjustment programmes in Africa (roughly 1984 to
1986) there was a recognition that it would take longer to achieve the desired
objectives of reform sufficiently to benefit all citizens, and that in the interim
vulnerable groups negatively affected by adjustment would require assistance
(World Bank 1986). This involved compensatory measures that sought to protect or
mitigate the effects of adjustment on specific target groups through welfare and
consumption interventions.
The second change was operational, and occurred in the modalities of Social Action
Programmes but reflected also a change in conceptual approach. There was a shift
increasingly from compensatory measures to an approach that sought to incorporate
vulnerable groups into the actual process of socio-economic adjustment by expanding
the participation and productive capacity of such groups. Several considerations
underlay this shift in focus. First welfare schemes did not sit well with Reaganite and
post-Reaganite administrations and other governments which had substantially
reduced welfare costs in their own national budgets. Instead the poor are to be
'empowered' through the market to become reliant on themselves rather than the
state. This accorded well with current right-wing thinking in Washington (Broder
1990). In any case it was felt that sub-Saharan Africa lacked the resources to sustain
large social welfare programmes; hence for the immediate future, the well-being of
most of the poor would have to be closely linked to improvements in their production
and economic activity (World Bank 1990a:16). Third it was felt that this second
approach would better integrate the poor into the design of adjustment, thus
minimising the potentially 'distorting' effects of welfare on macroeconomic policy.
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Nevertheless there was the realisation that adjustment measures, such as price
incentives and relative price changes, may not necessarily improve the situation of
poor and vulnerable groups because of policy and institutional factors that constrain
the economic activity and responses of these groups. The framework of SDA policy is
thus designed to attack those institutional rigidities — at the level of markets and
social and economic infrastructures — that prevent the poor from participating in or
benefiting more directly from macroeconomic reform (World Bank 1990b:6). In this
revised form. Social Action Programmes sought to make adjustment work more
effectively for the poor by emphasising five strategies: investing in the household's
human capital through nutrition, education and health; increasing the household's
productive assets to which the poor have access; raising the net return on these assets
through changes in relative prices; promoting wage employment in the tradeable
sector and helping those in the tradeable sector to shift sectors, as well as reducing
labour market impediments to employment for youth, women and minorities; and
empowering the poor to expand their social and economic participation through
community-based programmes. However, as mentioned earlier, the key policy
concern is how to utilise this five-pronged approach to 'assist poor and vulnerable
groups without distorting economic mechanisms since such distortions would hurt
both economic recovery and the poor' (World Bank 1990b:7-8). While recognising that
some compromises may be required between macroeconomics and poverty alleviation (and that 'second-best' solutions may sometimes be necessary) the Bank warns
against pursuing poverty objectives at the cost of macroeconomic stability (through
for instance food subsidies and price controls).
From the very beginning, however, it was realised that the data and the appropriate
conceptual and policy tools required to effectively incorporate the social dimensions
into macro policy formulation were lacking. Not enough was known about the impact
of specific adjustment measures on poverty outcomes, particularly in terms of what
combination and sequencing of policy instruments could guarantee macro-balance,
efficiency and growth, while at the same time giving the best poverty outcome or how
macro policies actually affect the economic strategies of individuals and households
(World Bank 1990b:15).
The SDA involves two dimensions designed to respond to this situation. The first
consists in strengthening national data information systems dealing with poverty
issues. In this respect SDA has placed particular emphasis on household surveys and
on strengthening client countries' household data gathering capabilities. The second
involves institution building and training to enable social dimensions programmes to
be institutionalised into the planning and policy-making process, through for
instance improved capacity for policy analysis by government ministries and
research institutes, reinforcement of government policy-making procedures, and
greater participation by local groups (World Bank 1990b:21).
In general, according to the Bank (World Bank 1993), adjustment lending has become
more poverty-focused in three areas: first, many adjustment programmes have given
more attention to safety nets and to restructuring public spending; second, some loans
are based on an overall assessment of how reforms will affect the poor both in the
transition and in the long run, and include monitoring for poverty impact; and third,
an increasing number of adjustment loans involve 'social conditionality'; in other
words, conditions for the release of trenches that relate to a country's efforts to reduce
poverty. In fiscal 1992, eleven of the thirteen Structural Adjustment Loans (SALs) and
three of the five Sector Adjustment Loans (SECALs) contained elements of social
conditionality. In the same year, eighteen of thirty-two of the adjustment loans
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contained an explicit poverty-focus. Over half of the poverty-focused adjustment
operations were supported by the IDA, and eleven were in the SSA region.
SALs and SECALs that incorporate this new approach are considered to be 'povertyfocused'. In the definition of the Bank, these are loans that 'support the elimination of
distortions affecting the poor/and or the reform of public expenditures for the
purpose of reducing poverty'. Such 'poverty-focused' loans are not a special class of
SALs but share the same policy tools as the other programmes, the reason being that
these tools are 'essential ingredients of an effective poverty reduction strategy'.
However they differ in that they incorporate the reorientation of public expenditures
toward infrastructure and social services for the poor and the elimination of
distortions and regulations that especially disadvantage the poor. In this respect they
may seek to reform financial (and to a lesser extent labour) markets and improve the
workings of agricultural markets. This definition also includes operations that
support targeted interventions or poverty monitoring. There are two types of such
interventions (known officially as Poverty Targeted Interventions — PTIs): 'narrow
targeting' and Inroad targeting'. The first consists of projects that include a specific
mechanism for identifying and reaching the poor while the second is made of projects
not limited to the poor but in which the participation of the poor 'significantly exceeds
the proportion of the poor in the population as a whole even if an explicit targeting
mechanism is not necessarily included' (World Bank 1990b:18). In fiscal 1992, $3
billion or about 14 per cent of Bank lending fell under PTI, and 51 of 190 Bankapproved investment projects were PTI operations. The majority of PTIs are broad
based; only 11 (out of 51) are narrowly based. Safety net interventions overall formed
only a relatively small (15 in fiscal 1991-2, from 0 in 1985) proportion of the Bank's
SDA projects.
But who are the 'poor'? World Bank poverty policy identifies three types of poor: first
the 'chronic poor', whose existence predates adjustment but could have important
consequences for adjustment; second the 'new poor', in other words those 'who were
in higher socio-economic categories before the economic crisis and subsequent
adjustment, but who have fallen into poverty as a result'. These are thus not poor in
the same sense as the 'chronic poor', and indeed they may possess significant
resources, such as education and technical and professional skills and may thus be
politically articulate and volatile; and third, other vulnerable socio-economic groups
'who have not fallen into poverty, but who have nonetheless been hurt by recession or
specific adjustment measures' (World Bank 1990a:4-5).

Ghana's Programme of Actions
One of the first SDA programmes (and the first in Africa) was Ghana's — The
Programme of Actions to Mitigate the Social Costs of Adjustment — PAMSCAD.
Although Ghana adopted the Economic Recovery Plan (ERP) in 1983, a programme to
address the concerns of vulnerable groups was not introduced until the ERP was into
its fourth year. As a pioneering experiment PAMSCAD was expected to have a
positive effect on the 'poverty-sensitivity of other adjustment programs' (Ghana
Government 1987:21). PAMSCAD. originated from background work carried out by
the Government of Ghana and UNICEF in 1985 and was heavily influenced by an
earlier UNICEF paper on the subject (UNICEF 1987). Proposals on the programme
were presented to a Consultative Group meeting in May 1987 which was followed by
a multi-agency meeting attended by, among others, the World Bank, ILO, UNDP, and
UNICEF in Accra in July 1987.
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The justification for introducing a programme of social relief at the time was clearly
political. In 1987 the ERP was at a 'critical juncture' (Ghana Government 1987:14).
Although the programme moved into a crucial phase with the introduction of the
unified exchange rate system in 1986, signs of 'adjustment fatigue' were becoming
evident. Opposition to adjustment was growing, primarily from the disorganised but
articulate critics on the left and more importantly the Trades Union Congress,
centering around retrenchment, cost recovery for education, health and other social
services, proposed taxation of workers allowances, and the periodic large devaluations of the cedi. The unions won a significant concession when they forced the PNDC
to back down in 1986 and again in 1987 on the plan to tax workers' allowances. The
TUC found renewed voice for its opposition with the introduction of the currency
auction, which was perceived as accelerating the rate of depreciation of the cedi and
inflation. The PNDC responded with increased political repression. Armoured cars
invaded the TUC headquarters to try to intimidate the union leaders. Several national
cadres of the NDM and the Kwame Nkrumah Revolutionary Guards were arrested
and placed in detention without charge. Nevertheless it was clear that these centres of
opposition were only representative of a much wider, if less articulate, disillusionment with the sacrifices of adjustment and the relative lack of improvement in the
lives of most ordinary people. For the first time in the life of the ERP also there was
open disagreement between the Ghanaian authorities and the IMF and the Bank, both
of which wanted to see the pace of adjustment speeded up.
This was the background against which PAMSCAD was introduced. PAMSCAD
sought to 'enhance the sustainability and acceptability of the ERP' by offering
assistance to vulnerable groups hurt by adjustment. General improvements in the
economy were all well and good, but they had to be 'related to the condition of
specific groups within the economy, bearing in mind that the experiences of some
groups may create resistance to the implementation of the whole programme'.
Interventions were expected to have 'political marketability and currency' as well as
'high visibility', particularly in sensitive areas such as redeployment and cost
recovery in education (Ghana Government 1987:8).
Nevertheless the Government's acceptance of a poverty programme appeared
grudging and was subjected to a number of caveats. First, such a programme would
be implemented only given the availability of 'additional aid'. Second, the
programme 'should not strain present implementation capacity or divert financial or
institutional resources away from ongoing economically or socially productive
projects' or require new institutional arrangements. Third, any form of povertyfocused interventions should not create 'distortions that are inconsistent with the
direction and larger objectives of the ERP'. And finally the programme should not
impose 'unsustainable future obligations' in terms of recurrent costs (Ghana
Government 1987:8-10). In the event, PAMSCAD was seen as a short term palliative
on the way to full economic recovery. The Government reiterated the 'firm belief that
it was 'only through higher productivity and greater efficiency' that a 'durable
foundation for the elimination of poverty' could be created and financial resources
generated for the required social programmes.
PAMSCAD identified four target groups: first, small farmers and hired labour;
second, poor households with limited access to basic social services such as health,
education, water, etc; third, the unemployed and those with meagre earnings,
especially urban youth; and finally households in the northern regions. PAMSCAD
envisaged five types of projects: community initiative projects; employment
generation projects; redeployment; and the provision of basic needs and services
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(water, sanitation, health, nutrition, shelter) and education infrastructure. The
programme was to be operated largely on the basis of community participation and
mobilisation. Community involvement would be realised through a 'Decentralized
Community Initiative Programme', which would be serviced by ten mobile district
planning teams and a small planning unit in the Ministry of Local Government. In
turn the efforts of the Ministry unit would be supported and animated by a 'Social
Sector Task Force'.
Apart from PAMSCAD a crucial part of SDA was establishing the database and policy
analysis capability required to understand the nature of poverty and promote the
integration of poverty policy into macroeconomic planning. An SDA unit was
established within the Policy Analysis Division (PAD) of the Ministry of Finance and
Economic Planning. Collaboration was established between this unit and the German
aid organisation GTZ. A Ghana Living Standards Survey (GLSS) was initiated by the
Ghana Statistical Service in September 1987 to monitor the social impact of the ERP
over a five-year period and to provide data to support targeted programmes.

Problems of PAMSCAD
In its first phase PAMSCAD encountered numerous problems. First, there were long
delays in commencing the programme. While mobilisation for donor pledges was
initiated in Geneva in February 1988, it was not until late October that a Secretariat to
oversee its implementation was established. Actual implementation began in midDecember with the disbursement of funds for twenty community initiative projects
(CIPs). There were several reasons for these delays. One was the multiplicity of
donors and frequently the complexity of their approval procedures. A second was the
lack of technical personnel on the Ghanaian side capable of designing projects to the
exacting standards sometimes demanded by donors. To cite what was probably the
worst example: progress on the hand-dug wells and low cost sanitation project which
would have directly benefited the rural poor was held up indefinitely because the
Ghanaians could not satisfy the strict disbursement requirements of Switzerland, the
main donor with C512 million. Almost three years after the PAMSCAD was supposed
to have commenced, no funds had been received from the Swiss nor had there been an
indication that any would be forthcoming. A third problem related to funding; $85
million was only about 6 per cent of total donor commitments for the period (1988-9).
However by the end of July 1990 only $15 million of the donor financing had been
disbursed (Roe and Schneider 1992:117-8). Even without the slow rate of disbursement, budgeting for almost all the projects was unrealistic: a priority public works
project to provide employment for 10,000 over a two year period with only $17
million; a credit scheme for Small Scale Business ($2 million); an Agricultural
Rehabilitation Credit for Peasant Farmers ($3 million); a project to enhance Economic
Opportunities for Women ($0.92 million); Improved Local Building Materials and
Rural Shelter Rehabilitation Projects, designed to rehabilitate 6,000 shelter units ($1.2
million in revolving funds), and so on.
Nevertheless availability of local counterpart funds was even more of a problem,
particularly for the community initiative projects. These were projects initiated by the
communities themselves, and included school buildings, JSS (Junior Secondary
School) workshops, clinics and health centres, KVIP (Kumasi Ventilated Improved
Pit) latrines, and so on. The projects made heavy demands on the resources of the
community, and the terms of participation made it unlikely that poorer communities
would be interested. Forty to sixty per cent of the construction costs for the project had
to be met from the community's own resources, and ideally the project had to be

574

Review of African Political Economy

completed in no more than three months (the reason for this short time span was that
the CIPs emphasised 'completion projects' — projects started by the communities
themselves and in need of acceleration or suspended due to lack of resources and
hence capable of being easily revived). In 1987 (when PAMSCAD was originally
planned) it was estimated that the average cost of each project would be C850.000 or
between C0.5m and Clm depending on the type of project. Based on this the
maximum matching fund for communal buildings was fixed at Clm (C0.5m for KVEP
and C0.25m for a hand-dug well). Rapid cost increases from inflation and currency
depreciation undermined these budgets and many communities found it difficult to
complete their projects. For instance the estimated cost of a school building equipped
with JSS facilities rose from C5.6m in 1988 to C8.3m in 1990 while that of a four-room
health post rose from C2.94m to C4.14m and a KVIP (ten seater) rose from C1.6m to
C2.5m. For the same reasons, PAMSCAD's own deficit rose from C2.1 billion in 1987
(when the exchange rate was $l=C170.00) to C7 billion by the end of 1990 (by which
time the cedi had depreciated to $l=C350.00), with no funding in the pipeline to cover
the additional costs (PAMSCAD 1990).
Other problems were related to the inherent defects in the design of PAMSCAD, in
particular the large number of projects (23) and the tenuous links between them.
However, even within these constraints many of the problems of PAMSCAD could be
traced to the institutional framework for managing the programme. Implementation
was scattered over several sectors and sector ministries, giving rise to problems of
coordination and conflicts over jurisdiction. Some of the projects overlapped
PAMSCAD and the Public Investment Programme (PIP). Several different ministries
were involved in implementation, especially the Ministry for Local Government
(MLG), but core administrative responsibility for PAMSCAD fell to a Joint Secretariat
with two sections, the main secretariat at MLG and the PAMSCAD Unit at the
Ministry of Finance and Economic Planning (MFEP). The two functions of the Unit at
MFEP were (a) making and monitoring disbursements and (b) initiating discussions
with donors on the new focus for PAMSCAD (see below) and the redistribution of
resources freed from relocated projects. Although technically a part of the Secretariat,
the PAMSCAD Unit at MFEP functioned very much as a part of the parent Ministry,
making it difficult to coordinate its work with that of the main Secretariat at Local
Government. Like many ministry officials senior officials at Local Government had
little understanding of the ERP. (Endnote 1).
In spite of (or perhaps because of) the large number of agencies involved there was an
absence of coordination and oversight at the centre as well as the regional and district
levels. For some unexplained reason the Social Sector Task Force (SSTF), which in the
original planning had the responsibility for overall supervision and authority to
resolve implementation bottlenecks, 'virtually dissolved itself even before implementation commenced. And in spite of the emphasis placed on decentralisation and
community participation control over projects (including sometimes project selection) was centralised in the bureaucracy in Accra, with the result that 'the intended
main actors, i.e. the District Assemblies and the people, have rather become the
supporting cast' (PAMSCAD 1990:4).
The many difficulties encountered by PAMSCAD were rooted in turn in broader
problems of conception and motivation. The first of these was the 'short-termism'
associated with the programme. Initially the programme was designed as a set of
quick fixes. The emphasis on 'political marketability and currency' meant that
projects were chosen more for their demonstration effect than for their ability to effect
real changes in the lives of people. A particularly telling example was the case of hand
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dug wells and low cost sanitation projects, which were limited to one district in each
of the ten regions! Or the emphasis placed on quick pay-offs in the community
projects, which had the effect of limiting their appeal to the poorer and less self-reliant
communities. The most serious problem of PAMSCAD however, was that of
credibility: Ghanaian officials did not take the programme seriously, and among the
public there was the perception that PAMSCAD was. a 'cheap' palliative intended
largely for demonstration purposes.
Another indication of the pride of place given to political considerations was the
disproportionate focus on the politically volatile 'new poor' as opposed to other
vulnerable sectors. As originally conceived, a large part of the meagre funding of
PAMSCAD went to support redeployment of public servants. One-fifth of the total of
$50 million required to support redeployment was targeted to come from PAMSCAD,
plus $0.4m for counselling, placement and information, $2.6m for a training scheme,
plus $6.3m for food for resettlement for redeployees and other unemployed. This
constituted the largest single block of funds from the PAMSCAD budget. At least part
of the reason for this was the political volatility of redeployment, which 'attracted
more adverse reception than any other component of the Structural Adjustment
Programme' (Ghana Government, n.d.13). Given the sensitivity of the issue it was felt
that the 'provision of fair and satisfactory compensation' was 'critical for the
successful implementation of the redeployment programme, and for enhancing the
overall acceptability and sustainability of the Economic Recovery Programme'
(Ghana 1987:47). Unfortunately, redeployment affected (in social terms) the most
marginal and vulnerable sector of the public service. Although the Redeployment
Management Committee (RMC) claimed that the 'redeployed spanned all grades in
the service' and included senior and middle-level personnel, in fact it overwhelmingly targeted 'labourers, cleaners, charwomen, drivers, cooks, porters, sweepers,
messengers, security personnel, clerical officers' and the like (Ghana n.d.9).
Administrative grade personnel constituted only 0.21 per cent while labourers made
up 21.3 per cent, artisans 8.5 per cent, farm hands 3.8 per cent, apprentices 2.8 per cent
and revenue collectors 2.7 per cent. The exercise also disproportionately affected the
young. By the end of the first stage of the exercise the number of staff under 30 had
declined by 5,500, compared with 2,000 for those over 30. This was significant
considering that only 5 per cent of civil servants were under 24.
While the financial aspects of the severance package were relatively generous
(prompting a large number of voluntary retirements once the programme got under
way) implementation of the rest of the redeployment package was negligible.
Training and retraining exercises were not begun until mid-1989 because funds were
late in coming. In addition redeployees could often not be located for training
programmes (or chose not to avail themselves of those programmes) once they had
received their compensation package. They were also reluctant to relocate to cities
and towns too far from their home base to take advantage of training programmes. It
was estimated that only 7.4 per cent of the 11,000 redeployed in 1988 had received
counselling, and it was not known how many of these had subsequently received
employment (ILO/Jaspa 1989:46). Owing to logistical problems, limited resources,
lack of synchronisation and conflicts between institutions involved in implementing
the redeployment programme, little counselling, retraining or placement activity
actually occurred (Ghana 1987:ix). Redeployees who made their own way into
alternative occupations seemed to have concentrated heavily in a few profitable
informal sector occupations, such as garri manufacture and trade and vehicle repair.
A third factor was the lack of integration of PAMSCAD into the core design of
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adjustment. Ghanaian technocrats initially resisted the idea of incorporating social
concerns into macroeconomic planning, insisting that social programming was 'not
amenable to conventional cost-benefit analysis' (Amissah-Arthur 1988:17). As we
have already seen PAMSCAD, and pretty much SDA as a whole, were run virtually as
a separate regime. Planning and data-gathering for SDA, based at the Policy Analysis
Division (PAD) and housed in an annex of MFEP, used primarily local consultants,
among them social science researchers from the universities, unlike macroeconomic
planning, which relied primarily on foreign consultants. This may help to account for
the overwhelmingly critical tone of discussion of social policy in many of the SDA
studies. Even the notion of operating PAMSCAD on the basis of community
participation and mobilisation (something unknown in the ERP itself) tended to
emphasise the 'ghetto' character of SDA. Funding was entirely from foreign sources
and the participating communities, with little commitment from the government
itself.
However in line with later World Bank thinking this approach was revised. Social
issues were now to be located at the 'heart of ... strategic planning and the
mainstream of the resource allocation process' (Ghana 1991:40). The 'renewed
commitment' to SDA was to be embodied in a revised poverty alleviation strategy
stressing four principles: the continuation of sound macroeconomic and sector
economic policy; an enhanced profile for social objectives; direct social action
programmes; and accelerated employment generation. PAMSCAD itself was to be
extensively reorganised, with a single PAMSCAD Secretariat (PAMSEC) office based
in the Ministry of Local Government providing the monitoring, supervision,
evaluation and general technical advice while sector secretaries provided political
and policy guidance on a regular basis (Ghana 1991:14). A Project Implementation
Committee at the national level was to be backed by Regional and District Oversight
Committees — the latter was described as the 'action spot' of the whole
implementation system — and supported by mobile planning teams. The 23 project
areas were reduced to 11, with 8 being transferred to the Public Investment
Programme (PIP) and funded out of the Government's own resources.

Restructuring Public Expenditure: the PIP
Apart from PAMSCAD another major avenue for improved attention to the social
dimensions of adjustment was the restructuring of public expenditure. The main tools
identified by the Secretary for Finance for accomplishing this were the budget and the
PIP. While no systematic analysis of the poverty-alleviation impact of the budget has
come to my attention, one has been attempted for the PIP by the Policy Analysis
Division, targeting investment for Agriculture, Education and Health in the PIP to
assess their social and spatial impact. The objective of the study was to determine how
much of PIP investment in these areas had gone to the three poorest regions in the
North. The conclusion was that the poverty impact of the PIP was negligible (some
scholars have claimed that the PIP refocused public expenditure to reduce ruralurban and regional bias. See for example Roe and Schneider 1992:103). The PIP
projects in the agriculture sector were grouped into rehabilitation and commercial
projects on the one hand, and allocations by sub-sector on the other. The rehabilitation
projects accounted for over 63 per cent of all project funding; of the 45 such projects
only 5 went to the three Northern regions. Of the commercial projects (15.7 per cent of
the total) only a small multi-purpose silo was related to the North. The distribution of
spending by subsector was as follows: the Cocoa Marketing Board, 34 per cent (none
of which was destined for the North), the Ministry of Agriculture, 24.9 per cent (at
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least 70 per cent of this was to be disbursed in areas other than the North); and the
Irrigation Development Authority, 13.9 per cent (of which 8.8 per cent was earmarked
for the North). In all, agricultural projects in the North were aimed at enhancing
productivity rather than alleviating poverty.
A similarly skewed pattern of investment was evident in the Health and Education
budgets. Accra took the lion's share of the health budget with 40 per cent (this did not
include such large hospitals as the Police Hospital and the Military Hospital and
private medical facilities, most of which were located in Accra). In 1991 per capita
health investment was C2,700 for Accra, 900 per cent more than for the Eastern, Brong
Ahafo, and Volta regions, and almost 600 per cent more than for all other regions with
the exception of Upper West. Accra also absorbed 60 per cent of all equipment and
vehicles and its allocation for health administration was higher than for all regions
combined (13 per cent versus 9 per cent of the health budget). Education was the only
area in which Accra did not predominate, but here also the overwhelming emphasis
was on the south. The three major regions of Central, Eastern and Volta absorbed 49
per cent of projects (387 in all). More pertinently, the three regions had completed
more of their projects than other regions, in the process outspending their original
allocations. Even within the poor regions there was a high urban concentration of PIP
spending; for instance each of the regional capitals, Tamale and Bolgatanga, had over
half of the education projects in the Northern and Upper East regions.
The reason for this typically lopsided pattern of investment was fairly obvious: when
the PIP was conceived the rehabilitation of social and economic infrastructures, and
not poverty alleviation, was the key objective. As the study quaintly observes: 'The
emphasis of the PIP lies on (sic) rehabilitation, i.e. the restoration of the existing
structure, and not on change and the creation of a new structure. In other words, the
PIP honours the choices that were made in former times'. But there was another lesson
drawn for why it was that already privileged regions did so much better, even in
terms of disbursing the funds allocated to them: they were much better represented in
the power structure. In other words: 'So long as the one closest to the seat of power
can push through projects there is little way (sic) that even well-integrated, systematic
poverty alleviation programmed budget can accomplish it's (sic) aim'. In this sense
'Ghana's PIP (budget) management system comes into question'.

Poverty in Ghana
Who are the poor in Ghana? The Ghana Living Standards Survey (GLSS) sought to
provide some clues about the geographical, ecological, occupational, and gender
distribution of poverty in Ghana. The main findings of the GLSS were that 36 per cent
of all Ghanaians live below the poverty line (C32,981 at 1987-88 Accra prices) and
around 7 per cent were below the hard-core poverty line of C16,491. The poorest 40
per cent of Ghanaians account for 19 per cent of all consumption while the wealthiest
20 per cent account for 42 per cent of all consumption. Poverty is overwhelmingly
rural in its concentration. Over 80 per cent of the incidence of poverty (83.3 per cent of
the poorest quintile) in Ghana is accounted for by rural poverty. In terms of
distribution over 43 per cent of rural inhabitants fell below the poverty line, 27 per
cent of non-Accra residents, and only 4 per cent of Accra residents. On the other hand
40.9 per cent of the wealthiest quintile and 45.5 per cent of the two wealthiest quintiles
lived in the rural areas, compared with 54.4 per cent of the wealthiest quintile in the
urban areas. Overlaying this was significant inter- and intra-rural differentiation.
Intra-rural stratification was most marked in the forest zone: 46.7 per cent of the rural
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poor (poorest quintile) lived in this zone, but so did 47.6 per cent of the wealthiest
quintile, compared with 31 per cent in the coastal zone and only 9.5 in the savannah
zone.
The methodology and conclusions of the GLSS raised a number of issues. The
definition of 'poverty' and 'poverty-line' (Ghana 1989:12) was arbitrary and followed
the procedure in the World Bank analytical frameworks in which the poverty line is
defined as the level of income which cuts off the lower 30-40 per cent of income
distribution. This definition makes no reference to actual ability to earn a living wage
(in fact many would consider the poverty line of C32,981 to be unrealistically low); in
other words the definition refers to relative rather than absolute poverty. This is
problematic in the circumstances of Ghana where the ability of even those in the top
quintile to earn a living income had been made difficult by severe economic
contraction. An ILO study of wage trends in Ghana concluded that with the average
wage in 1983 only 1.9 times the minimum wage the wage income would have covered
'little more than a quarter of the minimum income needed by a household to meet its
nutritional and non-nutritional needs' and that 'virtually all urban wage and salary
earners would be considered 'poor' if they relied on their pay cheques' (Tabatabai
1986). A UNICEF study also concluded that 'no household [in Ghana] can survive on
one minimum wage and virtually none maintain even moderately acceptable living
standards on any public or most private sector salaries' (UNICEF 1987:99).
A 1985 survey of Nima-Maamobi, also by UNICEF, showed that even using 85 per
cent of expenditure on food and spending eight times the minimum wage, households
would have had access to less than 30 per cent of World Bank estimates of the cost of
an acceptable diet (UNICEF 1987:98). Indeed while the GLSS shows that for all
household groups income shares from non-farm self-employment exceeded those
from salaries, one of the oddities of the findings is that non-farm self-employment
provided a higher share of income for the 'rich' than for any of the other household
categories.
Why do Bank policy studies insist then on this assumption that poverty in Ghana is
relative rather than absolute (admittedly a reasonable assumption under most
circumstances)? Because such an assumption is crucial to the Bank's poverty
alleviation strategy which relies heavily on the refocusing of public expenditure from
the well-off to the less well-off, rather than mobilisation of higher levels of external
funding. The assumption that there are 'poor' and 'non-poor' within the adjusting
country (using the Bank's quaint terminology), with the latter benefiting disproportionately from public expenditure, allows for a strategy of domestic fiscal
mobilisation in which the condition of the poor is mitigated through diversion of
public spending from the non-poor to the poor. On the other hand, such a strategy
collapses once we assume absolute poverty (no 'rich' to be robbed on behalf of the
'poor'). As two of the Bank's experts on public expenditure have acknowledged, 'it's
obvious that if everybody, or a vast majority of the population, were classified as
being poor (it is sometimes suggested in Africa that this be done), our conclusion
regarding the poverty focus of public expenditures would not hold' (Ferroni and
Kanbur 1990:8). Unfortunately this was precisely the case in Ghana, as we have seen.
In this case a much higher commitment of external funding would be required for
poverty alleviation.
However this focus on relative poverty has more directly political uses. One is the
tendency to focus on relations between strata of the poor, playing off in particular the
urban poor against the rural poor. One form of this is the argument that public sector
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wages should not be raised, since such wages don't benefit the poor, in spite of every
evidence that public sector pay does not offer a living wage (Oti-Boateng et al.
1990:47). Another is the tendency of the GLSS to reiterate World Bank/PNDC dogma
about 'rural poverty' and 'urban wealth', ignoring evidence of widespread urban
poverty as well as considerable social differentiation within both town and country.
There is no lack of documentation of the acute character of urban poverty in Ghana.
By the same token generalisations regarding the quality of urban life and services
often ignore the class-differentiated nature of such services. Robertson (1984:43) has
pointed to the deplorable state of services in poorer urban neighbourhoods in Accra
and especially the lack of latrines, water supply and electricity. Acute overcrowding
in the poor sections of Ghana's cities have been documented in every survey since
1951. In the poor Accra suburb of Nima-Maamobi there is residential density of 170
per acre:
In 1976 when the population was significantly lower, 60% of all families (with a median
size of 4.5%) occupied only one room. There were 12 public water points in the area serving
a population conservatively estimated at over 80,000, of which only 300 households had
piped connections. Each standpipe served roughly 6,000 people, compared with a target
level of 500. The 22 points would allow approximately one and half minutes per person per
day if they were in use 12 hours a day — a figure amply demonstrating their total
inadequacy.

This situation had changed little at the time the GLSS was conducted. As the UNICEF
study concludes, 'Nima-Maamobi is an extreme case, but only in degree. Many other
low income urban areas are almost as deprived in their combination of poverty,
overcrowding, malnutrition, squalor, lack of access of basic services, and gross
environmental pollution' (UNICEF 1987:110-111).
Indeed UNICEF suggests that 'the households which have been hit hardest by the
economic stagnation are the urban poor', although lack of data made this hard to
prove quantitatively. Greater Accra, the capital district, had the highest proportion of
clinics with very high levels of child malnutrition (83 per cent, compared with 73 per
cent in the Upper Region, 50 per cent in the Northern Region, and 27 per cent in the
rest of the country (UNICEF 1987:111) (Endnote 2). At the same time there is some
evidence to suggest that, at least subjectively, even before the ERP many rural
dwellers, particularly in the forest areas, considered their situation to be better than
that of many ordinary urban dwellers and wage workers (a viewpoint with which
travellers through the countryside — myself included — could often agree) (Endnote
3).
Neither the ERP nor GLSS contain a framework for understanding the causes of
poverty in Ghana, nor is there within the ERP the policy tools specifically attacking
the problem of poverty. In general, while the GLSS has much to say about the physical
location of poverty it has little or nothing to say about social or economic
relationships between income groups; the focus is on horizontal differentiation, not
on vertical differentiation. There is a marked reluctance to discuss issues of inequality
(Endnote 4). This bias is justified on the grounds that it might be 'easier to reach
consensus on poverty alleviation as an objective as opposed to inequality reduction'
(Ferroni and Kanbur 1990:5). However^the real reason may well be the ideological
need to prove rural-urban differentiation as an underpinning (and political rationale)
for adjustment. The impression in Bank literature is that the rural-urban gap is the
result of directly unproductive activity (DUA), policy and price distortions, and the
existence of an 'urban coalition', all of which adjustment seeks to correct. Vertical
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(class) differentiation on the other hand is the result of personal (entrepreneurial)
effort and skill differentiation and therefore legitimate. Be that as it may, the treatment
of poverty issues confronts a fundamental ambivalence within the Bank on the
questions of inequality. What kinds of inequality are justifiable? How does one raise
specific issues of inequality (such as those linked with public expenditure) without
opening the door to a questioning of all kinds of inequality (including those connected
with entrepreneurial effort) and undermining incentive structures or opening the
door to radical demands for redistribution?
Vet vertical differentiation (or equity) is an important issue. While the study by
Glewwe and Twum-Barimah (1991:18) suggests mat in terms of income differentials
Ghana was well-placed relative to many developing countries, there is some
consensus that the effect of the ERP had been to worsen income differentials even
while narrowing rural-urban income differentials (ILO/Jaspa 1989:16,21; Loxley
1991).
The methodology employed in the GLSS severely underestimates the degree of
unemployment. According to the GLSS, 81.5 per cent of the population were selfemployed, 8.2 per cent were in private employment, 8.8 per cent were in public sector
employment, and 'only 1.5 per cent were unemployed' (Ghana 1989:85). The World
Bank seized on this to claim that, on the basis of these figures, 'there is no severe
shortage of employment opportunities in Ghana' (World Bank 1989:33). Under the
circumstances prevailing in Ghana this was a patently absurd conclusion. It definitely
masked, wittingly or unwittingly, the most important failure of the ERP relative to
poverty-alleviation, which was in the area of job-creation. Part of the problem was the
standard definition of the unemployed in Ghana (as those actively searching for work
in the seven days prior to the survey) which traditionally produced figures very much
at variance with reality. Hence both the 1960 and 1970 censuses placed unemployment at 6 per cent. In the 1984 census this dropped to 2.8 per cent, and the GLSS results
for 1987/88 showed a further decline to 2 per cent in 1987. The important issue was to
understand the nature of this 'improvement' in the employment figures since they in
fact carry important implications for the kinds of structures emerging under the ERP.
First, both before and immediately after the ERP, growth in employment outpaced
growth in GDP (the figures in the 1984-1987 period were 17.2 per cent and 15.0 per
cent respectively). Hence this 'increase' in employment implied in reality underemployment, falling labour productivity, and falling real incomes (ILO/Jaspa 1989:1112). Ninety per cent of the 4 per cent increase in employment between 1970 and 1984
occurred in the low-wage sectors of agriculture and commerce, and this trend appears
to have continued under the ERP. Since real wages in fact improved in the formal
sector in the post-1983 period, much of the rising underemployment continued to be
concentrated in the rural and urban informal sectors. Also while employment in
agriculture increased to compensate for falling employment in other sectors — the
decline of agriculture as a proportion of overall employment was actually reversed,
from 57.2 per cent in 1970 to 66.1 per cent in 1987 — in terms of its contribution to GDP
agriculture declined, falling from 52 per cent of GDP in 1983 to 46 per cent in 1989 (in
1975 prices). In contrast industry and the services increased their shares of GDP from
11 per cent and 37 per cent respectively in 1983 to 14 per cent and 40 per cent in 1989.
Thus, in all but the drought recovery year, 1984, the growth rate for agriculture lagged
significantly behind the overall GDP growth rate; in three of the six years to 1990, the
agricultural growth rate was actually below one per cent (Roe and Schneider 1992:85).
The obvious conclusion to be drawn from this is the intense marginalisation of labour
power. Finally much of the growth rate in GDP was driven by developments in the
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services sector, particularly in transportation and trading activities, even though an
explicit goal of the ERP was to lessen the relative attractiveness of trading versus
productive activity. Petty trading activity boomed in the urban centres in spite of the
fact that liberalisation and devaluation had squeezed profit margins in most trading
areas, again indicating a lack of more viable forms of employment.
While there are some bright spots, liberalisation has been tough on the often marginal
and niche activities and 'scarcity zones' that often constituted the core of survivaloriented informal activities; the rush by the retrenched and unemployed into
commerce has hurt mainly women (whose traditional preserve this is), as opposed to
the other high-growth informal sector — transport — which is controlled almost
exclusively by men. Although the ERP recognises that most employment growth is
likely to occur in agriculture and the urban and rural informal sectors, policy has been
particularly weak, if not non-existent, in these two areas (this is particularly the case
with the informal sector — see Ninsin 1991). Now there is much evidence of a crisis of
production of the informal sector itself (in other words a crisis of the crisis-absorption
system!), with income-sharing, shrinking domestic demand, rising import competition and growth concentrated at the margins of the sector (street hawkers, intensifying
child labour, etc).

Assessing SDA Policies
Were the limitations of PAMSCAD due simply to conceptual and implementational
factors, or were they due to a more fundamental failure of political will? While the
PAMSCAD was clearly flawed in design and even more so in implementation, it is
difficult to avoid the conclusion that programmes like PAMSCAD are just not meant
to be taken seriously. Certainly a close reading of the World Bank's 'poverty policy'
gives little cause for optimism. Hie so-called 'Poverty Policy' of the Bank appears on
close inspection to be skilful blend of smoke and mirrors. The Bank's SDA documents
repeat all the familiar dogma — adjustment promotes growth promotes poverty
alleviation — suggesting clearly that the Bank itself does not seem to think there is a
problem (World Bank 1986:19): 'Given the strong correlation between growth and
poverty reduction, structural policy reforms designed to achieve efficiency also
promote poverty reduction' (World Bank 1993:8), or, 'In practice it is often difficult to
distinguish the impact of a country's efforts to reduce poverty from its efforts to
promote growth' (World Bank 1993:15). Further, 'A review of the Bank's adjustment
lending shows that it has broadly supported the kind of reforms that over the medium
term are likely to restore growth and reduce poverty. Countries in which adjustment
lending has been successful, such as Indonesia, also been relatively successful in
terms of reducing poverty' (World Bank 1993:19). It is not clear why specific policies
of poverty-alleviation would be required if this were indeed the case.
In addition urbanites are well-to-do and rural folk are poor: 'The most likely groups
to experience a real-wage cut following a devaluation are those on fixed incomes in
the formal sector, but these are unlikely to be poor' (World Bank 1990b:16). On the
other hand, there are many examples of statements purporting to claim that
adjustment does not hurt the poor at all: 'Most of the poor in low-income Africa live in
the rural areas ... Rarely will the poor be the principal losers from [adjustment]
programs' (World Bank 1986:13).
Although the Bank claims that so-called poverty-focused adjustment loans climbed
from less than 5 per cent of all adjustment loans in fiscal 1984-86 to 50 per cent during
1990-92, and that indeed the Bank has included poverty issues in its conditionalities,
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the criteria for what constitutes a 'poverty-focused' SAL or SECAL is so broad and
vague (World Bank 1993:19) that almost any Bank loan can potentially be
(re)classified as such. In any case poverty-focused SALs seem to have multiple
objectives, of which poverty-alleviation is only one (and not necessarily the dominant
one) and are (not surprisingly) ambiguous in their effect on the poor. One of these
objectives is the reform of labour markets (as in the Competitive and Regulatory
Adjustment Program in Cote d'lvoire), on the basis of the argument that (a) high
wages are a major factor in the lack of competitiveness in the economy, and (b)
reforms to deregulate the labour market (i.e bring down wages and break the power
of the unions) will 'help to create jobs for young entrants into the labour force as well
as the poorer segments of society' (World Bank 1993:53). In addition, cost recovery is
frequently a factor in these SALs (education and health).
It is not only the wage fund that will be redistributed. The poverty-alleviation strategy
of the Bank relies heavily on the redistribution (restructuring) of public expenditure
(Ferroni and Kanbur 1990) rather than on new funding. Fresh funding for such
programmes has been limited, and very little of this has come from the Bank's own
resources. Such a reordering of public expenditures and priorities 'involves
overcoming entrenched interests and established procedures' (World Bank 1990a:20).
How is this problem to be overcome? How are privileged groups to be made to
relinquish their control over economic resources to give the poor a better deal? The
responses illustrate the political naivety that underlies Bank poverty thinking. One
suggestion is that of 'improved dialogue', which will be promoted by better data
collection and policy analysis to be made available by SDA assistance. Another is
greater local participation by NGOs and other civil associations and grassroots
organisations and greater collaboration with government. Togo (where Eyadema was
busy slaughtering members of the pro-democracy movement) is cited an example of
the 'remarkable partnership' that can exist between the government and the NGO
community' on behalf of the poor. Such collaboration on poverty issues is seen as
preferable to radical redistributive action (World Bank 1993:12,20) — except of course
in cases like Mozambique, where the transfer of land rights from the state to private
enterprises and smallholders was made a 'social conditionality': 'Investing in the
human resources of the poor is an effective strategy for increasing their participation
in economic growth. This is likely to be more feasible than efforts to increase their
assets by implementing redistributive policies such as land transfers' (World Bank
1993:12).
There is also much evidence that 'poverty reduction' is being used to justify the same
old policies that used to be rationalised on other grounds. For example: 'In countries
where there has been little progress in reducing poverty, this will entail adopting
policies designed to promote rapid and efficient growth as well as pursuing human
resources development'. The argument regarding poverty-alleviation is now stood on
its head: instead of the perception that macroeconomic reform has intensified
problems of poverty, poverty-alleviation now becomes a rationale for adjustment
(World Bank 1993:36). Claims of the positive relationship between adjustment,
growth and poverty reduction are advanced even while it is admitted that there have
actually been few studies of the impact of reform on poverty (World Bank 1993:28),
that the studies that do exist are 'relatively few and, consequently, only illustrative'
(World Bank 1993:32), and that in any case there are 'conceptual and practical
difficulties with trying to ascertain the extent to which the [World] Bank's own efforts'
have contributed to country outcomes in the poverty arena (World Bank 1993:38).
On the other hand SDA has forced the Bank to address (albeit through the 'back door')
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inherent contradictions in structural adjustment programmes which critics have
pointed to for some years. SDA has reinforced the case for changes in the design of
adjustment in at least three respects: first, the need to invest in human capital and
social and economic infrastructure, an argument traditionally made on grounds of
improving supply response; second, the need to integrate the poor and informal
sector into the design of adjustment as untapped sources of growth, both in terms of
productive labour and market demand; and third reconsideration of the role of the
state. Markets will not by themselves eliminate poverty, even when they function
well. States have an active and vital role to play in this respect (World Bank 1991).
As we have already noted in the case of PAMSCAD, political considerations played
an important role in the introduction of SDA. An important consideration was the
need to reward the 'political will' of African leaders, who by the mid-1980s were
increasingly willing to put their tenure on the line to launch adjustment programmes
(Clausen 1986). Social funds and social action programmes are 'often able to play a
role in increasing political support for reform and in mobilising external resources'
(World Bank 1993:21).

Conclusion
Modest funding, poor design and indifferent implementation meant that PAMSCAD
reached very few of the people affected by the ERP. Although incomes improved with
the ERP, they still remained well below the levels required for the survival of most
households. The GLSS shows that for all classes of people, including those in formal
employment, non-farm self-employment was a more important contributor to the
household budget than wages and salaries. This suggests that, across classes, the cost
of reproduction of the wage labourer and salary-earner continued to be thrown on the
shoulders of the workers themselves, outside of the formal wage and contractual
relationship. The real response to the stress of structural adjustment is continued
social adjustment, in other words the informal efforts of individuals and households
to adapt to and survive rapid and (for them) uncontrollable changes in the policy and
economic environment, relying on their own resources. As we have shown in Ghana,
probably unlike many other African countries undergoing adjustment, survival
strategies were well entrenched prior to adjustment. While adjustment has restructured survival strategies, it has by no means eliminated them. Even in the area of
social services, where (unlike the experiences of other adjusting countries) real
expenditures have risen significantly since 1983, with resultant improvement in the
quality of services, cost-recovery has led to falling school enrolments and utilisation
of health services in many areas of the country. Although the World Bank continues to
insist that no overhaul of adjustment is necessary, and that all that is required to deal
with poverty is 'further refinement' of existing policy tools (World Bank 1990a:4), it is
clear from the evidence that the problem does lie at the heart of adjustment itself. As
the ILO mission aptly warned, unless development strategy is 'reshaped to place
greater emphasis on substantial and sustained generation of productive employment
in both the modern sector and the rural and informal sectors' (ILO/JASPA 1989:14) no
number of PAMSCADs will make a dent in the problem of poverty in Ghana.
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Debt, Development and Democracy:
The IMF in Post-apartheid South Africa
Vishnu Padayachee
This article examines various aspects of South Africa's recent relations with
the International Monetary Fund in the context of developments such as
the December 1993 IMF Compensatory and Contingency Financing Facility
(CCFF), the finalisation of the ANC's Reconstruction and Development
Programme (RDP) in March 1994, and the election of South Africa's first
democratic government in April 1994.

The approach adopted is critical of aspects of the way in which the ANC has dealt
with the Fund to date. I argue that unless a more coherent and defined approach to
relations with IMF is developed, the realisation of the kind of economic development
programme set out in the RDP may eventually founder on the rocks of the IMF's
familiar orthodoxy, and that there are signs already that the RDP's fundamental
thrust is being eroded under these and other pressures. Underlying the argument is
support for the RDP, which despite certain weaknesses and short-comings (not
addressed here), is a programme worth defending for a variety of reasons: because of
its underlying principles ('an integrated programme, based on the people, that
provides peace and security for all and builds the nation, links reconstruction and
development and deepens democracy', RDP, p. 7); because of the consultative and
democratic spirit in which it was debated within the movement and canvassed with
other sectors; and because of the essential developmental content of its programme
(meeting basic needs, developing human resources, and building an integrated and
dynamic economy). The RDP also emphasises forging partnerships with business,
NGOs and others in society in further developing, financing and implementing the
programme. Even business's Bobby Godsell commented that 'few political movements participating in the elections can have put on the table so comprehensive and
detailed a document'. However, in the context of the expectations of the electorate,
failure to reach wider consensus over priorities, financing and delivery, may threaten
South Africa's newly-born democracy itself.
The article examines the following specific issues: the way in which the ANC has dealt
with the IMF to date; the IMF's policy proposals for South Africa; how IMF policies
relate to the RDP; the 1994/95 budget in relation to the RDP; what can be done to
defend the RDP against the IMF; and finally the dangers of IMF-type policy advice for
South Africa's fledgling democracy.

The ANC's Approach to the IMF
It would appear .from the policy statements and the public pronouncements and
speeches of its leading spokespersons that the ANC has not had, and still does not
have, a coherent strategy to deal with the IMF. Four broad approaches to the question
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of the role of the IMF (and World Bank) in the economic reconstruction of a postapartheid South Africa are discernible within the ANC. These four views, presented
in a necessarily simplified form, can be summarised as follows:
1) One which has reconciled itself to the correctness of the IMF view of growth and
development. This position derives from a kind of 'global consensus' argument
following what is claimed to be the historically-proven correctness of marketorientated economic reform and liberal, pluralist political solutions in the postcold war era. In this view, IMF (and World Bank) loans, policy advice and
technical assistance are viewed as being good for growth and should be used,
followed, even eagerly solicited.
2) One which sees the IMF and World Bank as agents of imperialist powers whose
objective is to destroy state-interventionist, nationalist and socialist-leaning
development programmes in developing countries and to open up these
countries to western trade and investment with the objective of maintaining and
bolstering capitalist economies in the industrialised West. Thus developing
countries are advised to go it alone by pursuing an inward-looking strategy of
development.
3) One which believes the IMF and World Bank can easily be brought around to
accept South Africa's nationally-determined strategy of development, even
where elements of such a strategy may be anathema to these international
financial institutions. This stance is based on the assumption that these
institutions either have changed their philosophy of development in recent
years to accommodate more interventionist strategies or are prepared for
economic and political reasons to make special concessions in South Africa's
case, or both. In this view, IMF policy advice is not viewed as posing much of a
challenge to the country's chosen development plans and goals.
4) One which recognises that the IMF and World Bank can play a complementary
role in development; that they are not as monolithic as they may appear and that
they may indeed have changed some aspects of their approach to development
since the late 1980s. However, this position also recognises that the Fund and the
Bank's philosophy of development is not easily reconcilable with those of
government's committed to a more interventionist strategy of development,
such as that represented by the RDP. In this view, despite South Africa's many
bargaining strengths, negotiating a relatively favourable agreement with the
IMF is seen as necessarily involving a continuous contestation and struggle, one
that must be based on a coherent and defined strategy and mass-based support.
I have assessed these views and the problems associated with accepting each of them
more fully elsewhere (SALB 1994). The first two approaches, I argue, pose real
dangers for the integrity and eventual success of development strategies such as the
RDP, albeit for very different reasons. The third approach appears to be based on
hope (rather than a defined strategy) and should it fail, will leave South Africa
disarmed, immobilised and vulnerable to IMF intervention. Here I would like to
make one brief additional comment on the apparent state of confusion within the
ANC in respect of its relations with the IMF. It is possible that the very mixed signals
which emanated from the ANC-alliance in respect of the IMF and economic policy in
general, was a deliberate political strategy in the context of an election campaign in
which constituencies from very different economic and political backgrounds had to
be won over. That would be understandable and fair, provided that substantive
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consensus on these issues existed below the surface. I do not believe that this was the
case. Rather I would argue that significant economic policy (dare one say ideological!)
differences exist within the ANC-alliance. This was most clearly evident in the debate
which was generated over the policy recommendations of MERG's (Macroeconomic
Research Group), 'Making Democracy Work; a Framework for Macroeconomic
Policy in South Africa', which was one of the important (though under-utilised)
inputs into the RDP. The RDP would appear now to represent a reasonable
compromise, but it is possible that these different factions within the ANC-alliance
will emphasise different aspects of the programme some time after the election dust
has settled. The debate over the setting of priorities, financing, implementation and
timing of the RDP is likely to bring out any such differences even more clearly.
Growing strains have already surfaced between the Government of National Unity
(GNU) and ordinary back-bench ANC MPs, many of whom are still closely linked to
the unions and civics. In the immediate post-election period everyone in the GNU,
including former Finance Minister Keys, talked glowingly about the RDP. As Business
Day (8 June 1994) observed, 'the reason for the RDP's astonishingly widespread
support is simply that it means different things to different people . . . Keys and
[SANCO president and ANC MP] Mayekiso have different things in mind when they
talk about the RDP'. I would argue (perhaps provocatively) that there is a growing
consensus around an economic programme in the GNU, but that, if anything, this is
rooted more in the principles of neo-liberalism and a strict economic orthodoxy than
in the more (selectively) interventionist and developmental philosophy of the RDP:
this may mean that even though a public commitment to the RDP may well be
maintained into the short-to-medium term future, many of its fundamental principles
and programmes may be gradually down-graded or discarded.
Whether those within the ANC-alliance (both outside and inside parliament) who are
opposed to this (neo-liberal) view will be able to muster any form of resistance to it
remains unclear. Much will also depend upon the way COSATU and the trade union
movement in general, as well as SANCO and progressive development agencies
relate and respond to an ANC-led GNU in the next five years. Without mass-based
support from progressive social movements the RDP — its contents, financing and
implementation — may be seriously jeopardised.

The Content of IMF Economic Policy Advice to South Africa
The IMF Report, 'Economic Policies for a New South Africa'
This first major IMF report focused on the growth and redistribution policies needed
in the new South Africa and looked at issues such as the poverty profile of the
country, sources of saving, the composition of government expenditure, the
implications of increases in real wages, and the scope for a more liberal trade and
payments system within the context of an outward-looking strategy. The report was
well received by sections of business, as reflected in comments in the business
sections of the daily and weekly press, and by the Reserve Bank, which expressed the
view that the report 'says all the right things' (Tarp 1993). According to Tjonneland
(1992), in the IMF's view, economic growth will
trickle down to the poor through employment growth and through an increase in
government revenue, permitting greater social spending. The main problem with this
prescription is that it underestimates the widespread distribution of poverty and lack of
skills which limits access to formal employment. The result will be that while some may
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benefit marginally from economic growth resulting from the IMF recommendations, this
will not be sufficient to change current income patterns and inequalities.

Many commentators have noted that while the IMF report appears to recognise the
magnitude of South Africa's economic problem, its policy conclusions are both
predictable and pessimistic, and that this is largely a consequence of its neo-classical
assumption that (given flexible prices) the economy will operate at or close to full
capacity. If one drops that assumption and assumes an alternative, yet realistic and
prudent macroeconomic framework, then various options open out (see, for example,
internal memos prepared for MERG and the NEF).
First, there would be scope for increased and selected government expenditure, as
improved economic activity will bring an increase in tax revenues. In addition, tax
revenues can be increased by improving the system of tax collection without an
increase in rates. Second, if one assumes that capacity utilisation is constrained by
demand (realistic in South Africa's case) then the IMF view that higher real wage
increases at the macroeconomic level will inevitably reduce the demand for labour
and swell unemployment, may no longer hold. The effect could just as easily be to
increase labour demand. The Report also takes the rather dogmatic view that external
trade and financial relations should be liberalised as a crucial strategy for eliminating
balance of payments deficits, despite the fact that there is little international evidence
for this. The potential effect on inflation and on capital flight suggest that typical IMF
policy advice on issues such as currency devaluation and the speedy abolition of the
financial Rand mechanism, should be viewed with a great deal of scepticism.
Increased exports, foreign investment and credits (which are typically held out by the
Fund as the positive outcomes of such liberalisation) either do not materialise (as
Sudan discovered in recent years), or are very narrowly focused (as in Venezuela,
where in the early 1990s, foreign capital inflows were limited to the buyout of
privatised companies and to stock market and exchange rate speculation), or tend to
be based significantly on other economic and political considerations. Finally, it
should be noted that while the Report (correctly) calls for improvements in the skills
and training of blacks, it (implicitly and contradictorily) rules out (on the ground that
these would disturb government saving requirements) the required increases in the
level of government expenditure in education, training and complementary
infrastructural expenditure (e.g. in housing and health) which are essential to such
skill improvements.

The Letter of Intent
One recent indication of the IMF's policy advice to South Africa is to be found in the
Letter of Intent (Statement of Policies), signed by the Fund and the Transitional
Executive Council, as the precursor to the $850m Compensatory and Contingency
Financing Facility (CCFF). This Letter of Intent, although formally drawn up by the
borrowing government, is invariably initially drawn up by the Fund's technical
experts, and represents a statement of the kind of economic policies and 'financial
discipline' the government will endeavour to follow in the following five years or so.
Unless it is very careful, the borrowing government is invariably left with only
minimal space for negotiating minor modifications.
The IMF claimed that it 'simply wants an undertaking, by a legitimate body, that the
economy would be responsibly managed', as a precondition for the loan. However,
the Letter was at pains to point to the dangers of increases in real wages in the private
and public sector, stressed the importance of controlling inflation, promised
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monetary targeting, trade and industrial liberalisation, and repeatedly espoused the
virtues of 'market forces' over 'regulatory interventions'. The similarity with the
apartheid regimes' thinking, as expressed in the Normative Economic Model, are not
altogether surprising.
The Letter of Intent committed the new government to the following main policies: a
reduction within a few years of the government budget deficit to six per cent of the
GDP; expenditure containment rather than tax increases; containing the civil service
wage bill; a continuation of the tight monetary policies of the past 4 to 5 years, and
monetary targetting, policies to 'couple wage restraint and training to foster
investment and promote employment'; maintenance of the financial Rand mechanism
without the introduction of a new exchange control mechanism; and finally a
simplification of the tariff system, and the phasing out of import licensing and nontariff barriers.
At least one set of amendments to the first draft letter was passed onto the ANC, on
request from its economics desk. A close reading of the first draft and the Business Day
summary (admittedly not ideal, but unavoidable given the fact that the Letter has not
been made public) reveals that important amendments which were proposed were
not incorporated. These amendments related to IMF formulations in respect of
monetary, fiscal, labour market and external trade and financial policies. In all these
cases amendments were proposed with a view to giving the democratic government
greater flexibility and room to manoeuvre in respect of policies to address
employment and meet basic social and infrastructural needs.
It is impossible to be sure whether these and possibly other amendments, proposals
and views were carried in discussions with the Fund or whether the IMF team just
'walked all over' the South African delegation to the talks( as Patrick Bond has argued
occurred in other negotiations with international banks and the IMF).
How does IMF Policy Advice Relate to the RDP?
The IMF is primarily concerned with the maintenance of macroeconomic balance —
hence their concentration on the budget deficit, inflation rate and balance of payments
deficit. In these three areas it tends (in general) to propose fairly uniform and standard
fiscal, monetary and trade and exchange rate policies, respectively, in order to bring
imbalances back into line. Is this concern for macroeconomic balance and financial
discipline at odds with the objectives of the RDP?
The IMF is right in insisting on macroeconomic stability and financial discipline, and
many developing countries have come to accept this. However, it would appear that
this is envisaged in the context of the usual IMF formula, rather than within the
context of a different developmental strategy, such as the RDP. As Tjonneland (1992)
observes, 'the basic message emerging from the IMF recommendation may be
summed as growth first and redistribution later'. On the other hand, the RDP
carefully points out that it 'integrates growth, development, reconstruction and
redistribution into a unified programme' (p. 6).
In addition one needs to ask, is the IMF's view on what constitutes financial discipline
and macroeconomic stability the only correct view? I would argue that this is
debatable. The IMF's monetarist view on macroeconomic stability is often crudely
contrasted with 'macroeconomic populism', as if these are the only two possibilities.
If one does not agree with their view of what constitutes macroeconomic stability and
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balance (the Fund and its supporters would argue) one must be a 'macroeconomic
populist', and various Latin American examples are trotted out to demonstrate the
disastrous effects of such macroeconomic populism.
I would argue that macroeconomic balances need to be assessed, maintained or
restored over a period of time (say a 10 year reconstruction cycle), allowing for the
positive effects of particular policy interventions to work their way into improved
growth rates, rather than being artificially maintained at each point within the cycle.
Such balances have also to be seen in the context of whether or not the economy is
growing. For within a sustained growth environment certain macroeconomic
(im)balances can be temporarily stretched beyond typical IMF norms if, for example,
the benefits in terms of employment or other productivity-enhancing indicators, are
substantial. The IMF's 'lop-sided attention' on macroeconomic balances, the threegap approach, has also been criticised for its failure to take account of other important
imbalance or gaps in the economies of many developing countries: the distributional,
human capital, technological, and economic management gaps, among others.
In short, if a country persistently ignores the need for macroeconomic balance and
stability in conceiving and implementing its own development strategy, it may only
have itself to blame if it is forced as a result to administer the IMF's version. But
.blindly following the IMF's narrow and dogmatic view of what constitutes
macroeconomic balance is not obligatory. The RDP advances a clear commitment to
macroeconomic balance, albeit not in the precise formulation of the IMF. This is
evident, for example, in the commitment not to let government contributions
financing the RDP lead to 'undue inflation and balance of payments difficulties'. In
addition, the programme notes that:
The existing ratios of the [budget] deficit, borrowing and taxation to GNP are part of our
macroeconomic problem. In meeting the financing needs of the RDP and retaining macro
stability during its implementation, particular attention will be paid to these ratios. The
emphasis will be on ensuring a growing GDP, improved revenue recovery, and more
effective expenditure ... (ANC 1994).

However, the real problem with the IMF's policy advice for South Africa, such as that
contained in the Letter of Intent, is the fact that it may trap a democratic government
into theoretical straitjackets and ideological biases which may close off a whole range
of the RDP's more direct interventionist policy options targetted at the poor and the
disadvantaged. The IMF is reported to have insisted that key political parties and
leaders agreed to its understanding of what constituted economic discipline before
the CCFF was granted.
Representatives of the main political parties . . . were certainly tutored by IMF officials on
the merits of economic orthodoxy prior to the granting of the US$850m drought relief
facility last year. The fund would not grant the facility until concensus on that orthodoxy
appeared likely to hold (Financial Mail, 8 July 1994).

(Former) Finance Minister Keys was central to communicating this line to the Cabinet
and ensuring that the view held. This adds to the evidence about the limited room to
manoeuvre which the Government of National Unity, and the ANC in particular, has
in implementing the RDP. Thus, one may ask, will the RDP's commitment to social
spending in areas such as housing, education, health etc. be achieved within the limits
of the six per cent budget deficit to GDP ratio required by the IMF; will any decision
made in future to ease monetary policy aimed at stimulating investment, growth and
employment threaten the monetary growth targets proposed by the IMF; will the
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implementation of the RDP not quickly bump up against a balance of payments
constraint (for example, as a result of soaring import bills)?
It may well be that the RDP can only be realised outside the strict parameters of the
IMF's policy advice. Let us illustrate this problem by looking at the recent controversy
over the issue of the six per cent budget deficit to GDP ratio. The sixth draft of the RDP
made a specific commitment to maintain the level of' government borrowing at the
present level of 'around six per cent of GDP'. This was dropped in the final version,
much to the consternation of local business interests. In response Cosatu's NEF
representative, ANC parliamentary candidate (and now Deputy-Finance Minister),
Alec Erwin correctly warned against 'making a fetish about economic ratios such as a
deficit rule of six per cent of GDP'. He indicated that the omission should not be
interpreted as meaning that 'a democratic government would be lax about fiscal
discipline', and he went on to point out that 'robust economic growth rates and an
easier foreign capital situation could enable the next government to sustain larger
deficits than may now appear feasible'. Business Day (23 March 1994) speculated
whether the omission was forced upon the RDP drafters by some ANC-Cosatu-SACP
'economic thinkers' who were concerned that the figure was too closely associated
with the IMF's prescriptions.
It should be pointed out that the IMF's Letter of Intent was reasonably accommodating on this point, accepting that the deficit might exceed the figure in the first few
years of a democratic government, and urging only that the ratio should be
progressively reduced in the direction of the six per cent target. The World Bank (24
November 1993) was even more accommodating, arguing in a 1993 Draft Discussion
paper that 'under a successful supply-enhancing policy framework, a revival of
private sector confidence could justify the fiscal deficit reaching the 10 per cent mark
for the rest of the 1990s.
However, what happens if IMF policy advice in this respect and others is not adhered
to, even in the medium term? The contracting parties to the signing of the Letter of
Intent ought to be bound by it, at least in spirit and intention. However, the IMF may
not be able to do much immediately to a sovereign government in terms of its
enforcement. But if the democratic government gets into a position where it is forced
to seek another loan from the Fund (following say a balance of trade crisis or an
inability to service external debt), then the conditions under which any such new loan
may be granted will undoubtedly tighten, and the full panoply of the Fund (and
World Bank) adjustment programmes may then be forced upon South Africa.

The 1994/5 Budget: An RDP or IMF Programme?
The 1994/5 budget represented the first major financial statement of the postapartheid government, and it was widely expected that it would indicate the extent of
government's commitment to the RDP. I would argue that, despite the apparent
consensus about the RDP in the GNU and some positive features (real increases in
some socio-economic expenditures such as housing, the special one-off reconstruction levy of five per cent on individuals and companies with a taxable income over
R50,000, keeping the general rate of VAT constant, the rise in taxes on tobacco and
alcohol, etc.), the budget in fact provides an important clue to the erosion of RDP
principles and goals:
1) In contrast to the integrated public sector-led investment programme envisaged by
the RDP, the budget adopts a piecemeal, add-on, shopping-list approach to such
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investment. This fragmented and incoherent approach to the RDP in its first year
bodes ill for the future of the RDP, whose greatest value lies in its coherent and
integrated nature and in its programme of linking growth, development, reconstruction and redistribution in a dynamic five year programme. The budget appears to
treat RDP expenditure as a series of (unconnected) development projects administered in their own way by the different ministries, most of which remain dominated
by the old apartheid bureaucrats. Heavy (and unrealistic) reliance is placed on the
private sector, through reductions in company taxes etc. to re-invest any profits.
2) The amount committed to RDP expenditure for 1994/95 (R2.5bn) is paltry,
representing only a marginal increase over the apartheid state's allocation in 1993/4
for what is referred to as socio-economic upliftment programmes. There was little
indication of a firm commitment of expenditure for the first five years, Keys referring
(at the time) only to amounts totalling some R39bn over this period, which he had
'pencilled in'. Total government spending of R135.1bn was only about one percentage
point up on 1993/4 in real terms, leading some to characterise it as a 'deflationary
budget'.
3) There were clear signs that the government was determined to reduce the debt/
GDP ratio to IMF prescriptions as soon as possible, despite even the Fund's apparent
flexibility (it fell from 6.9 per cent to 6.6 per cent). GDP figures were, however, revised
upwards to take account of informal sector activity. In general, the budget sought
primarily to appease, reassure and boost private sector (local, but especially foreign)
investors and lenders, as if these (rather than the millions of first time voters who gave
them such an overwhelming mandate) were the main constituency of the new
government.
4) Other negative signals included the failure to introduce or consider (even a phasedin) capital gains and capital transfer taxes; or to simplify and make more efficient the
system of taxation; or move to an equal treatment of women and men in the tax tables
(incidentally the budget displays little or nothing of the stirring commitment made in
the RDP to be 'gender sensitive'!); or zero-rate more categories of basic food and
necessities. Rather, these and other issues relating to the tax structure were referred to
a Fiscal and Financial Commission where the chances of reaching consensus over the
merits of such measures will be severely constrained by the widely divergent interests
represented on the Commission.
5) In stark contrast to the RDP commitment to 'end unnecessary secrecy in the
formulation of the budget' it is widely believed that even ANC parliamentarians were
kept in the dark about the 1994/5 budget, offering them little chance to comment on it
critically. The ANC's anti-militarist lobby (which had campaigned for a substantial
reduction in the defence budget) was among those who were incensed that they had
no access to the draft budget until a day or so before it was delivered on 22 June.
The GNU is expected to introduce a White Paper on the RDP in late July 1994, which
will provide further and more detailed evidence of the way in which it intends to
prioritise, finance and implement the RDP. It will, I would argue, have to reverse
fundamentally the kind of developmental logic presented in the 1994/5 budget, if it is
to begin to offer, over the next five years, some hope for South Africa's poor and
disadvantaged communities. By mid-August the White Paper was still not ready, so
adding to the speculation that intense struggles were being fought over its content.

_
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Strategies to Defend the RDP
Access to IMF and World Bank loans and other resources may be crucial to the
eventual success of South Africa's development strategy. But as Hanlon (June 1993)
and others have argued, the country needs a well-planned approach to negotiating
with these institutions based on a clear and well-articulated alternative development
strategy which recognises the importance of maintaining sound macroeconomic
balance, and which has the support of the majority of the people. In general
developmental terms, the RDP appears to have struck the right balance, imaginatively integrating a 'state-led' programme of investment to meet basic needs with a
'market-led' strategy designed to expand its industrial and productive base, in part to
expand and diversify manufacturing exports. But the detailed programmes and
policies (including issues of timing) necessary to give effect to these are yet to be
developed.
A democratic South Africa needs to avoid fragmentation and division in conducting
its negotiations; it should develop exchange rate, trade and industrial policies which
will reduce the risk of running into persistent balance of payments deficits; and it
should use funds from these international institutions in the most beneficial way in
order to promote long-term strategies which contribute to development and to its
capacity to develop its foreign exchange earnings and capital stock.
South Africa does have some important advantages in negotiating with these
international financial institutions. Its physical, communications and financial
infrastructure is impressive, albeit distorted by racial biases; its relatively low foreign
debt is an important advantage (although this should not tempt it into a rampant
borrowing spree); its new political leaders include women and men who have
developed fine negotiating skills in their daily struggle against racial oppression and
economic exploitation over many decades; and South Africa is fortunate to have a
relatively well-developed intellectual core of local expertise who can be drawn upon
in negotiating with the IMF and World Bank. As a result 'South Africa could be the
first country to "tell the IMF what role we want them to play", but only if it learns
from those who have already tried and failed' (Hanlon 1993).
There is much international attention focused on South Africa. Many powerful people
and institutions would like to see South Africa succeed in making the transition to
democracy. It will be critical for the democratic government to use its 'honeymoon'
period to seek out support from European, American and other sympathetic
governments for its independently-determined programme of economic reconstruction and development, the RDP. Other developing countries have on occasion
attempted to pursue similar strategies. Thus, in 1976 the Jamaican government
skilfully used its good relations with the governments of Canada, the UK and the US
(where the Carter government was initially relatively sympathetic to third world
problems), to tone down the usual IMF conditions, including those on wage
guidelines (P. Korner et al. 1986).
It would be appropriate for the ANC to elicit the support of the Clinton
Administration, especially, and to request them to put pressure on the Fund at the
IMF Executive Board level to accept its economic reconstruction programme, rather
than that which the IMF would like the government to accept; in short, to give it the
space to make its economic programme work. South Africa's capacity to contribute to
the economic development of the entire Southern African region (and even the rest of
Africa) could be emphasised in discussions with the US administration. The support
of anti-apartheid movements in the US and Europe, many of whom are now seeking
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to establish a development role in relation to a democratic South Africa, could also be
useful in increasing awareness about international aspects of South African
reconstruction and development.
It is a cause of some concern that the ANC chose to negotiate the terms of the IMF loan
in such secrecy. While the IMF and the apartheid government may have preferred
such secrecy, there was nothing to stop the ANC from broadening and deepening the
debate over the process and the contents of the Letter of Intent. The signing of the
Letter will have a direct impact on the lives of all South Africans, and it was crucial
that, through their organised formation (unions, civics etc), they were fully informed
of, and participated in, determining its contents and its implementation. Democratising the domestic debate over IMF loans and conditionality, and seeking wider
international support, are two important complementary elements of a broader
strategy for negotiating with the IMF. If South Africa cannot succeed now, when
international political and moral support for the new government is ostensibly so
strong, it is difficult to see when it will succeed.
Finally, a series of additional factors that would serve to defend and support the RDP
should be noted. First, the integrity of the RDP as a comprehensive package must be
defended at all costs by the alliance (both against the IMF and other components
sectors within the GNU). Its proposals must be implemented until a critical mass of
reconstruction and development is delivered. This in contrast to a watered-down
programme which is abandoned halfway, under the weight of IMF or other pressures.
Second, the success of the RDP depends crucially on whether the individual and
institutional capacities and national will exists to make it work. The country needs to
look innovatively at how all existing institutions (and human resource capacities) can
be galvanised and possibly some new ones set up, to give effect to the RDP. It would
be ironic if South Africa meets certain IMF targets by default because it could not
actually deliver on major social spending items. Third, the ANC needs to keep its
constituency fully informed about changes to its programme, and about all aspects of
its implementation, including negotiations with the IMF and World Bank. As much
public accountability as possible needs to be maintained, even if — perhaps especially
if—policies which may involve short term hardship are being debated. These need to
be explained fully, the long term benefits set out clearly, and strategies to mitigate
potential short-term negative effects discussed. Regrettably, in all three of these areas,
the signals emanating from the ANC and GNU to date are not encouraging.

The IMF and Democratisation
Despite the IMF's claims to political neutrality and its public support for multi-party
parliamentary democracy in recent years (sometimes made a precondition for loans),
the Fund has historically accommodated and favoured right-wing authoritarian
parties. In some cases, their actions and policies have led to the overthrow or electoral
defeat of left-leaning governments. A member of the IMF staff is reported to have said
some years ago, and 'not without a certain pride' fhat,
the establishment of the military dictatorship in Ghana was the direct consequence of an
IMF mission; a democratic government organised along parliamentary lines would have
been incapable of effecting the stipulated course of action with due severity (Knieper 1993).

Invariably IMF stabilisation programmes have supported reactionary centres of
power in developing countries, and in some cases eventually forced even popular
democratically-elected governments to adopt repressive measures against its own
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people. The IMF has in practice found it easier to deal with undemocratic,
authoritarian governments who have fewer qualms about executing the specific
policies which are the inevitable consequences of the IMF's monetaristic, laissez-faire
philosophy. (It was, for example, only after the overthrow of the Unidad Popular that
co-operation with Chile was regarded as satisfactory). The general literature is replete
with case after case in which IMF adjustment programmes precipitated painful,
sometimes violent, political realignments and somersaults on the part of governments once holding wide popular support. Korner et al. (1986:128) point out after a
detailed case history that:
In Brazil [in 1983] the draconian austerity measures dictated by the IMF almost ruined the
first tentative movements towards democratisation. In Jamaica, the IMF's loan policies
enabled the USA to get rid of a government of which it did not approve.

Walton and Seddon (1994) have demonstrated that there has been a trend towards the
democratisation of authoritarian and one party regimes in recent years in the wake of
popular protest movement — a trend welcomed by the IMF and World Bank. But as
they point out, the neo-liberalism which these financial institutions support:
promotes a decidedly bourgeois form of democracy more concerned with free trade than
individual freedoms, more attentive to property than human rights, and downright
sceptical about the social progress promised by earlier developmental states in contrast to
the economic progress now promised by the market.

The potential (though by no means inevitable) implications of all this for South Africa
are clear. Even an ANC government may have to shift its programme and policies
further and further to the right both economically and politically, if it is forced by
external economic conditions or unsound macroeconomic policies, or poor negotiation strategies to accept and administer a typical IMF package and programme of
economic adjustment. This will undoubtedly strain the relationship between the ANC
leadership on the one hand and its various constituencies on the other: its mass
membership, its trade union allies, and the union movement in general, the South
African Communist Party, SANCO and its more militant youth Congress.
Few these days (compared to early 1990) still retain romantic and unrealistic
expectations about the capacity of the new government to deliver all economic and
social goods in the short-term. But the present huge and disadvantaged sections of the
electorate will have to be convinced that whatever economic reconstruction
programme is in place will be able to make some difference to the quality of their lives
within a reasonable period. The neo-liberal, trickle-down prescriptions favoured by
the international financial institutions (and increasingly prominent in the GNU) do
not, in my view, offer such a prospect to the vast majority of South Africa's people.
The threat that is posed to South Africa's fledgling democratic institutions by a failure
to meet at least some of the major concerns of ordinary South Africans (jobs, houses,
education, health-care, electrification) cannot be under-estimated. The alternative to
waiting for the 1999 elections to display dismay and anger may well be extraparliamentary forms of protest and resistance well before 1999.
As South Africa stumbles towards a democracy of sorts, access to IMF, World Bank
and other sources of foreign finance appear to be increasing. Unless South Africa is
very careful, however, some of this finance may carry with it conditions, which may
eventually force a gradual retreat from democracy, at least from the kind of
participatory democratic values, processes and practises which the liberation
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movement (UDF, unions) within South Africa struggled so hard to build, especially in
the 1980s.
The role that will in future be accorded to COSATU and the civics over economic
policy formulation and the fine-tuning and implementation of development policy
will be crucial. The early signs already point to difficulties ahead. In 1993, the (then)
head of the DEP told delegates to a trade union congress that the trade unions would
have 'limited' ability to influence macroeconomic policies. He said that future
macroeconomic policy would be of fundamental interest to the government, not the
trade union movement. But [Sam] Shilowa proclaimed that COSATU expected to play
a 'prominent role' and that it would 'publicly oppose' the ANC and take its support
'elsewhere' if the ANC acted to undermine the rights and role of workers.
Samir Amin has recently argued that 'the political economy of genuine democratisation' for South Africa implies what he calls 'delinking' — turning the economy inward
to ensure that the democratisation process is thoroughgoing and not just cosmetic.
While I do not agree with Amin's strategy of delinking (except perhaps as a
temporary measure) his general point about the dangers inherent in a neo-liberal
development strategy of the kind favoured by the IMF for both economic
reconstruction and effective political democracy, is very important indeed. Chillingly, Amin reminds us that typical Fund and Bank solutions (wage restraint,
liberalising trade and capital movements, privatisation, deregulation etc) and federal
political solutions (which have the effect of constraining a government's attempts at
redistributing income and investment from a national level, and which will as a result
ensure the continued existence of 'rich and poor' regions), were the very ingredients
of the economic and political reform programme of the former Yugoslavia in the
1980s. It was a programme which the international financial institutions loudly
praised at the time (Amin 1993).

Conclusion
Some, kind of agreement with the IMF and World Bank is essential, even necessary.
Access to IMF balance of payments assistance and World Bank loans and other
resources may be crucial to the eventual success of South Africa's development
strategy. But the country needs to learn from the experience of other countries; and it
needs a well-planned and coherent approach to negotiating with them, based on a
clear and well-articulated alternative development strategy which recognises the
importance of maintaining sound macroeconomic balance (though not necessarily the
IMF's version of this) and which has the support of the majority of its people.
I believe that the RDP is such a programme. But will it remain intact in the face of the
kind of pressures that the ANC is likely to come under: from the IMF, and from others
within and outside the Government of National Unity? The modern, highly
interdependent global economy acts to create a constant set of pressures to adjust and
re-adjust national economic policies, if only to mitigate and reduce the amplitude of
cyclical movements. Unless the RDP is adequately defended it may be abandoned (if
it hasn't already) when the amplitude of the cycle bursts as a result of some major
global or national crisis.
Vishnu Padaychee is at the University of Durban-Westville, South Africa.
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Debt Relief for Africa
Kevin Watkins
External debt remains a major obstacle to human development in subSaharan Africa. Repayments on that debt swallow up $10bn annually,
diverting on a massive scale the resources needed for investment in health,
education, employment and economic recovery. These transfers from the
world's poorest region are unacceptable and should be stopped. Yet in
contrast to other developing regions and even eastern Europe, existing
debt-relief measures for sub-Saharan Africa are totally inadequate.

The development crisis facing sub-Saharan Africa is sufficiently desperate to demand
urgent action to resolve the region's debt problems. Today, Africa is the only
developing region in which human welfare indicators are worsening and the
proportion of people living below the poverty line is increasing. Removing what the
UN Secretary General has described as 'the millstone of external debt' from the region
would be a first step towards halting the decline and providing the foundations for
accelerated recovery into the twenty-first century. By contrast, continued indifference
on the part of the international community will consign Africa's people to a future of
deepening poverty and instability. In short, Northern governments have a choice:
they can either help create a platform for self-reliant growth, or they can continue
their current approach of acknowledging the need for action, but doing nothing and
reinforcing Africa's dependence on aid.
The need for a new impetus towards debt relief is beyond dispute. With regard to
official debt, governments should acknowledge that even the implementation of the
full Trinidad Terms proposal (which remains unimplemented) would leave most
countries with unsustainable debt burdens. What is required now is Paris Club
agreement to:
• write-off of between 70 per cent and 100 per cent of debt stock owed to
governments;
•

increase the amount of debt eligible for reduction and rescheduling;

• establish debt repayment ceilings compatible with social and economic
recovery;
• support on a more extensive scale debt-for-development swaps with a view
to financing national programmes aimed at achieving the targets for welfare
improvement set by the World Summit for Children.
The dismal failure of successive initiatives to reduce bilateral debt makes these
reforms long-overdue. But it is no longer acceptable for Northern governments to
focus debt relief efforts solely on bilateral debts. Debt owed to multilateral
institutions, mainly the World Bank and the IMF, has emerged as a serious problem
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for a growing number of countries in Africa. That debt, which cannot be reduced or
rescheduled under existing rules, is being serviced by development aid, which ought
to be financing poverty reduction and long-term development. The IMF represents a
special problem in this respect, since it has received some $2bn more in repayments
from Africa than it has provided in new loans since the mid-1980s.
The refusal of the World Bank and the IMF to reduce debt should be challenged. In
particular, the IMF should use its own resources to write off a substantial proportion
of the debt owed to it by African governments. It is no longer acceptable to pass the
costs of that debt, which is a consequence of mismanagement by the IMF itself, on to
African people. What is required is the creation of a debt reduction facility in the IMF
financed either by:
•

a sale of gold stocks, or

•

a new issue of Special Drawing Rights.

Neither option would undermine the financial standing of the IMF or, contrary to the
claims of some governments, generate global inflationary pressures. Moreover, the
use of IMF reserves to reduce debt would have no implications for the public
expenditure of Northern governments.
Finally, given the failure of World Bank-IMF structural adjustment policies to create a
platform for poverty reduction and sustained growth, it is time to review the linkage
between debt reduction and adherence to these policies. There should be a more
pluralistic approach to the adjustment process with the IMF to be consigned to a more
limited advisory role in debt-relief negotiations.

Introduction
During the 1990s third world debt has drifted imperceptibly off the international
agenda. With the major Latin American debtors restored to creditworthiness, the
threat to international financial institutions has receded, and Northern governments
have lost interest in the issue. For sub-Saharan Africa, however, the debt crisis is as
intense as ever. That crisis is draining the region of resources desperately needed for
investment in health, education and economic recovery — and it is consigning its
citizens, already the poorest in the world, to a future of deepening poverty.
A new impetus for debt relief could play a vital role in helping Africa break out of the
vicious circle of social and economic decline in which it is trapped. Debt reduction
would generate resources for high-priority social programmes, such as those agreed
by governments at the World Summit for Children in 1990, and would enhance
Africa's prospects for more self-reliant development. The case for urgent action is
reinforced by the recognition of Northern governments, the World Bank, and the IMF
that, in contrast to other developing regions, existing measures and proposals for debt
reduction are totally inadequate for sub-Saharan Africa. Unfortunately, these
governments and multilateral agencies have conspicuously failed to devise an
effective debt-reduction strategy. Their failure is compounded by the fact that Africa's
debt stock remains relatively insignificant in global terms, so that the financial costs of
reducing it would be commensurately small. By contrast, the human costs of inaction
have been — and remain — immense.
Any debt-reduction strategy for Africa will have to recognise the diversity of debt
problems faced by different countries. However, two fundamental principles should
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underpin international initiatives in this area. First, ability to pay should take
precedence over the claims of external creditors. Stated differently: the aim of debt
relief should be to reduce repayments to levels compatible with the attainment of
minimum social standards and economic recovery, rather than maximising transfers
to governments and multilateral donors. Second, debt reduction going substantially
beyond the levels envisaged by existing proposals is a fundamental requirement. This
applies both to official debt owed to the Paris Club, and to multilateral debt owed to
the World Bank, the IMF, and the African Development Bank (ADB).
It is sometimes objected that giving pre-eminence to the principle of ability to pay is
incompatible both with market principles and with the normal legal obligations
between debtors and creditors. In fact, it is the current approach to debt management
in sub-Saharan Africa which is incompatible with these obligations. All industrial
countries accept the principle that creditors do not have the right to leave debtors
with insufficient means to meet their basic needs. Moreover, in most countries debtors
facing bankruptcy have the right to be left with the means to maintain a livelihood.
Contrast, for example, the treatment by US bankruptcy authorities of Macy's
department store, with the Group of Seven's treatment of sub-Saharan Africa. In
January, 1992 the US department store Macy's went into default and received an
immediate standstill on all debt servicing obligation. It was also provided with a
$600m loan for working capital to facilitate its commercial activities. Similarly, in
1984, a US Appeals Court extended this principle to foreign debtors, upholding under
US bankruptcy law the right of. three Costa Rican banks to suspend payments to a US
syndicate on the grounds that this was necessary to protect the longer-term viability.
Unfortunately, international law does not recognise the basic rights of citizens and
governments in debtor countries to resist unreasonable creditor claims — but it
should. The fact that it does not enabled creditor countries to pursue their claims
through the IMF, which has uncritically endorsed their demands, and has insisted
that governments in Africa respect 'normal' debtor-creditor relations in order to
remain eligible for development assistance. This has resulted in the imposition of
massively deflationary economic programmes, and a devastating loss of human
welfare. Even now, fifteen years into the region's debt crisis, Sub-Saharan Africa unlike Macy's — has yet to benefit from a debt reduction plan capable of facilitating
social and economic recovery. That is why it is time to extend to the world's poorest
countries the principles of debt management enshrined in the bankruptcy codes of
industrial countries.

Debt as a Barrier to Development
Sub-Saharan Africa's debt is the small change of the world total, accounting for
around 12 per cent of that for all developing countries, eastern Europe, and the former
Soviet Union. Translated into terms of the region's ability to pay, however, Africa is
more debt-distressed than any other developing region. Since 1980, sub-Saharan
Africa's debt stock has spiralled from $8.4bn to just under $200bn. This is equivalent
to 110 per cent of national income — or more than three times the level in Latin
American. Debt servicing currently absorbs in excess of $10bn annually, which is
equivalent to around a fifth of export earnings, or 7 per cent of national income.
Stark as these figures are, they tell only part of the story. This is because actual
repayments account for only a half of scheduled repayments, with the result that
arrears are accumulating at a frightening rate. Interest arrears on long-term debt owed
to official creditors has risen from $126m at the beginning of the 1980s to over $10bn
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today, and more than half of the debt owed by low-income countries to the Paris Club
now consists of capitalised interest. Debt-forgiveness by Northern governments has
been largely offset by the rising costs of capitalised interest plus accumulated arrears,
even for the World Bank's Special Program of Assistance (SPA) countries. This calls
into question the picture of unbridled generosity painted by northern governments
for their debt write-off operations, not least since most of the debt in question has been
concessional and was not being serviced in any case.
The facts of Africa's debt profile bear eloquent testament to the failure of existing debt
relief strategies. Repeated rescheduling operations at the Paris Club have done little
more than marginally slow the rate at which arrears on already unpayable debt are
accumulating. They have manifestly not established a sustainable debt profile. Today,
the average citizen in countries such as Tanzania and Zambia owes the country's
external creditors more than double what he or she will earn in a year; and if Uganda
were to service its debt payments in full, it would cost around seven times annual
export earnings. These are not, it should be stressed, extreme cases. But they do
graphically illustrate the shortcomings of more than a decade of debt-relief efforts.

The Paris Club
The current flagship of these efforts is the 'enhanced' Toronto Terms, which allow for
a maximum of 50 per cent reduction of debt falling due within a relatively short
'consolidation' period. This falls well short of the Trinidad Terms proposal, tabled by
the British Government at the 1990 Commonwealth Finance Ministers' Conference.
Under the latter, the whole stock of eligible debt contracted after a designated 'cut- off
date would be rescheduled at the same time, with a benchmark for debt-forgiveness of
two-thirds. Progress towards Paris Club adoption of the Trinidad Terms has been
obstructed by a combination of Japanese intransigence and the indifference of other
G7 countries. However, even implementation of the full Trinidad Terms would not
resolve Africa's debt crisis. According to the World Bank, only six of the 21 severelyindebted,, low-income sub-Saharan African countries would achieve a sustainable debtservicing position with the Trinidad Terms — and this is almost certainly an over-estimate,
based on unduly optimistic trade projections. Another nine countries would be left with

debt-service-to-export ratios in excess of 300 per cent. The inadequacy of the Trinidad
Terms as a mechanism for debt reduction can be traced to two factors. First, the
envisaged debt write off is too small, as is the proportion of debt eligible for
reduction. Second, the Trinidad Terms do not address the problem of reducing
multilateral debt. This remains a taboo issue for Northern governments and
multilateral agencies, despite the fact that multilateral debt now accounts for a third
of debt-service payments of the severely-indebted low-income countries, around 21 of
which — including 19 from sub-Saharan Africa — face serious problems in meeting
their obligations.

The Case for Debt Relief
In one sense, the most powerful argument for debt reduction in sub-Saharan Africa is
the most obvious one: namely, irrespective of whether existing debt should be repaid,
the reality — acknowledged by donors and multilateral creditors alike — is that
cannot be repaid. But the real case for debt relief is rooted in social justice and
morality. Surely there can be no justification for the international community
accepting a situation in which the world's poorest countries are paying four times
more to creditors in the North, than on the health and education of their own citizens.
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The case for urgent action to reduce Africa's debt burden is reinforced by the sheer
scale of Africa's development crisis. In totaj, some 220 million Africans, almost half
the population, live in poverty and are unable to met their most basic needs.
Moreover, according to the World Bank's most recent assessments, the projected
increase in the number of poor people in Africa is the largest for any developing
region. This follows a decade in which sub-Saharan Africa, alone among developing
regions, has suffered a deterioration in nutrition levels, health indicators, and
educational attainments. Expenditure per student fell by a third during the 1980s, and
primary school enrolments from 79 per cent to 67 per cent. This is particularly
disturbing in view of the critical significance of investment in primary education in
for long-term growth prospects. Nor is there any prospect of social and economic
recovery in the medium-term. Contrary to World Bank claims that 'adjustment is
working' in Africa, investment levels remain derisory even in the better performing
economies (in Ghana, for example, after a decade of adjustment it remains insufficient
to replace existing capital stock), and projected growth rates for the region suggest a
widening divergence from other parts of the developing world. In short, sub-Saharan
Africa is fast emerging as the third world within the third world, and this trend is
likely to accelerate unless checked by international action. Large-scale debt reduction
would do much to improve the currently gloomy prognosis in the following areas:
Meeting Social Needs
The World Summit for Children agreed a basic set of realisable goals for human
development, including reductions in infant and maternal mortality, a halving of
severe and moderate malnutrition, and universal access to safe drinking water and
primary education, National Plans of Action have been drawn up to achieve these
objectives by African governments in cooperation with the United Nations Children's
Fund (UNICEF). The overall costs of these plans has been put at $9bn, half of which is
to be mobilised in Africa. This is equivalent to less than half of what African
governments spend on debt servicing. Reducing these payments, either through debt
write-offs or debt-for-development swaps (under which donors cancel debt in order
to finance social expenditure) would provide resources to meet the targets set by the
World Summit for Children. More generally, debt reduction would provide African
governments with the means to restore spending on health and education, which has
fallen dramatically in many countries over the past decade, and to withdraw charges
on basic health services. In this context, debt relief could be linked to conditions for
improving social welfare, including the withdrawal of user-fees and investment in
primary health care.
Reducing Aid Dependence
Debt relief is vital to reduce Africa's chronic dependence upon official development
assistance budgets. As a recent review of aid flows recently concluded, the small rise
in aid transfers last year 'may mark the end of an era of slowly growing aid' in the face
of budgetary constraints in the OECD countries. Moreover, aid budgets are coming
under pressure from a growing number of claimants in eastern Europe and the former
Soviet Union, and from the dramatic rise in conflict- related emergencies. Against this
background, measures to improve self-reliance in Africa are vital. So, too, is an
increase in the availability of untied foreign exchange. Unfortunately, much of the
finance made available to African countries is hedged about by tied aid provisions,
which cover around a quarter of all assistance. In the case of Britain, more than twothirds of development assistance is linked to commercial activities. By contrast with
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the tied aid associated with the financing of chronic debt burdens, debt relief is a
highly cost-effective form of external assistance, which is not distorted by the selfinterest of donors.

Boosting Recovery Prospects
Debt transfers have compounded the import and budgetary constraints caused by the
deterioration in Africa's external trade environment. Shortages of essential imports
have reduced the competitiveness and capacity utilisation of labour-intensive
industries, undermining employment, reducing fiscal revenues, and increasing
inflationary pressures in the process. As the World Bank has recently acknowledged,
a large and unsustainable debt burden also discourages private investment, both
domestic and foreign. This is because of the fear of future taxation to meet repayment
obligations, and because of the inherently destabilising effect of large debt overhangs
on currency management. As the Bank's recent report, Adjustment in Africa, puts it:
'Debt reduction . . . can contribute to establishing a climate favourable to new
investment and growth'. Unfortunately, the World Bank has failed to persuade
donors of the need for debt reduction, even though this is vital to the success of its
own programmes. Another, more hidden, cost is that of the time absorbed by debt
rescheduling negotiations, over 8,000 of which have occurred since the early 1980s.
These negotiations, do little more than determine the terms on which debt will not be
paid, but they represent a diversion of the small part of skilled policy makers from the
task of resolving the deep structural problems facing African economies. Of course,
there is a counter-argument to the case for debt reduction which asserts that it would
result in a 'moral hazard'. That is, governments would be given an incentive to
accumulate debt and renege on payments safe in the knowledge that it will be written
off. This ignores the fact that Africa's debts are unpayable. But it also ignores a
counter hazard: namely, that the incentive for governments to undertake adjustment
will be diminished if the benefits of growth are swallowed up by external creditors,
rather than improving the welfare of people.

A Strategy for Official Debt Relief1
Bilateral debt owed to governments accounts for just under half of sub-Saharan
Africa's public debt. As a recent study by Matthew Martin for the European Network
on Debt and Development points out, projected repayments on that debt far exceed
what countries will be able to pay. In the case of sub-Saharan Africa, where bilateral
debt has increased from $40bn to $70bn since 1986, scheduled repayment projections
for 1993-1996 are some eight times higher than actual payments in 1992, averaging
over $8bn annually. This represents over half of total scheduled debt service. Britain
accounts for 6 per cent of bilateral debt owed by the severely-indebted low-income
countries, and the countries of the European Union as a group account for some 40 per
cent. The Paris Club creditors urgently need to improve the terms of debt reduction available
for sub-Saharan African and other low-income countries. The European Union and the Group
of Seven industrial countries should be mobilising to international support for a debt-relief
initiative going substantially beyond the Trinidad Terms. Priority should be attached to:
1) Increasing debt reduction to a range of between 70 per cent and 100 per cent, taking into
account the circumstances of individual countries.

Quite apart from broader human-development considerations, there are strong
commercial arguments in favour of debt relief on this scale. Commercial bank
debt is currently being repurchased by African governments with the help of
donors at prices ranging from 5 per cent of face value, in the case of a recent
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Zambian deal, to 12 per cent for Uganda. The fact that donors are financing these
schemes suggests that they should be willing to contemplate similar levels of
reduction for their own debt. While it would be preferable to move towards this
debt-reduction target on a multilateral basis, this should not prevent any •
government from acting unilaterally in the event of continued deadlock in the
Paris Club. The fact that the British Government failed to deliver on its pledge to
implement unilaterally its original Trinidad Terms proposal has done much to
undermine the credibility of its debt-reduction strategy on the international
stage. So, too, has the willingness of the Paris Club to allow Japan an effective
veto over debt reduction initiatives. It is unlikely in the extreme that such a veto
would be tolerated were more 'strategic' issues at stake, such as debt relief for
the Former Soviet Union.
2) Reducing the entire stock of debt in one operation.
Under existing arrangements, debt cancellation applies to the stock of debt on
which repayments fall due during a specified consolidation period, normally
between 18 months and two years. This minimises the savings from debt relief,
and maximises the burden on African debt negotiators. One of the virtues of the
original Trinidad Terms proposal was that it envisaged rescheduling and
reduction operations extending to the full stock of eligible debt as a one-off
event. By contrast, the 'enhanced' Toronto Terms include a vague commitment
to consideration of the entire debt stock at a later date. This contrasts strongly
with the exceptional treatment granted to Egypt and Mexico in 1991, when the
US took the lead in persuading the Paris Club to agree to a total debt-stock
reduction. Moreover, for countries which have completed IMF Enhanced
Structural Adjustment Facility (ESAF) programmes, which are stipulated as
conditions for debt reduction, the imposition of further Paris Club conditionality
is unwarranted.
3) Expanding the coverage of debt reduction to maximise savings by reforming Paris Club
rules on the 'cut-off date and rescheduling.
Under existing rules, loans committed after a specified 'cut-off date, normally
coinciding with the first visit of the debtor country to the Paris Club, are not
eligible for reduction. In the extreme case of Uganda, this has had the effect of
excluding from rescheduling and reduction debt accumulated after 1981. The
upshot is that some 40 per cent of Uganda's bilateral debt was contracted after
the Paris Club 'cut-off date. Translated into cash-flow terms, this means that of
the $65m in arrears and maturities which fell due to the Paris Club between 1991
and 1993, as much as $44m was not eligible for rescheduling. Whatever the
original rationale, today there is no justification today for excluding post 'cutoff date debt from rescheduling and reduction. The 'cut-off date rule was
initially fixed as a type of guarantee for providers of non-concessional finance
concerned at the prospect of future, non-voluntary debt reduction. However,
since non-concessional finance has all but dried up, this arrangement is no
longer relevant, and the 'cut-off date should either be moved to maximise debt
relief, or abandoned. In addition, the Paris Club should allow previously
rescheduled debt to be eligible for further reduction. Its failure to do so appears
to be motivated more by a concern to maximise repayments than by a concern to
reduce debt.
4) Widening eligibility criteria to include more countries.
Under present Paris Club rules, only countries designated as borrowers from
the International Development Association (IDA — the World Bank's soft-loan
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arm) with heavy debt-service obligations, chronic balance of payments
problems, and IMF agreement qualify for debt relief. These criteria have been
used in an arbitrary manner to disqualify a number of countries in urgent need
of debt reduction. For example, Nigeria, which certainly meets the relevant
'debt distress' criteria is excluded, because it borrows from the IBRD, while Cote
d'lvoire is included, despite its substantial commercial bank debt.
Multilateral Debt2
Whatever differences may exist between Northern governments over strategies for
reducing official debt, they are united in their resolve to keep multilateral debt
reduction off the international agenda. Their defence for this position varies from the
claim that action on multilateral debt is unnecessary, to more apocalyptic warnings of
the dangers for the global financial and monetary system of reducing debt owed to
international financial institutions. Both arguments are unacceptable. There is now
clear evidence that multilateral debt is a major problem for a significant and growing
group of severely-indebted low-income countries, and there is a wide range of
practical options available for addressing that problem.
Since 1982, the stock of multilateral debt owed by severely-indebted low-income
countries to multilateral creditors has quadrupled to over $43bn, or a quarter of their
debt. Repayments on that debt now account for a quarter of total debt payments for
this group on average, and considerably more for a number of countries. In the case of
Uganda, repayments to multilateral creditors will account for over 60 per cent of total
debt service payments by 1997, with the IMF alone receiving $17m — over a third of
total debt payments — in that year. For a wider group of countries, including Kenya,
Tanzania, Zambia and Mozambique, multilateral debt now represents the hard-core
debt problem. Zambia faces special problems because it fallen into substantial arrears
with the IMF. Meanwhile, arrears to the African Development Bank and its soft-loan
affiliate, the African Development Fund, have risen from $100m in 1988 to over $700m
today.

The IMF
Debt owed to the International Monetary Fund represents a special problem because
it is diverting an unacceptably large proportion of concessional resource flows away
from financing poverty reduction and recovery. This problem can be traced in part to
the decision of the Fund's management to respond to Africa's chronic balance of
payments problems in the early 1980s by providing short-term, high-interest loans;
and in part to their failure to devise an effective strategy for addressing the inevitable
repayment difficulties faced by African governments. The creation of a concessional
Structural Adjustment Facility (SAF) and subsequently the Enhanced Structural
Adjustment Facility (ESAF), which provide low-interest loans repayable over ten
years (compared with forty years for IDA), has failed to prevent repayments on
previous credit outstripping the provision of new finance. Overall, these two facilities
have refinanced less than half of non-concessional debt owed to the fund. As a result,
the IMF has received some $2bn in repayments on interest and principal since the
mid-1980s more than it has transferred to Africa. The renewal of ESAF is unlikely to
end this negative transfer.
The IMF's programme for dealing with countries in arrears has been no more
successful than its wider debt strategy. Under this programme — known as the Rights
Accumulation Programme — countries accumulate 'rights' to future IMF finance by
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remaining current on past loans. However, they are not eligible for new loans for the
duration of the programme. The upshot is that Zambia, which negotiated a Rights
Accumulation Programme in 1991, will be transferring in excess of $100m annually to
the IMF without receiving any new finance. Under the agreement reached with the
Fund, this entailed a reduction in imports and massive funding by external donors,
who have been requested to foot the bill. In the event, the programme, which was
originally scheduled to last four years, is at least two years behind schedule, because
of shortfalls in donor funding. Meanwhile, the IMF remains a major drain on the
Zambian economy.
It is unacceptable for development assistance which ought to be addressing problems
of poverty reduction to be transferred to the IMF. More generally, serious question
marks remain over the Fund's role in sub-Saharan Africa. Whereas the IMF is charged
with addressing short-term balance of payments problems, sub-Saharan Africa needs
long-term development assistance. Unfortunately, however, the IMF's pivotal role as
an intermediary between Northern governments and their African counterparts has
given it a policy influence out of all proportion to its financial commitments. That
influence has led to the ascendancy of short-term monetarist strategies for reducing
inflation and achieving balance-of-payments stability, over a poverty-orientated
recovery strategy. The IMF has no place in sub-Saharan Africa, other than in a
technical and advisory capacity. That is why governments should explore two
options for reducing or, better still, eliminating Africa's debt to the Fund as a first step
towards reducing its policy role. These are:
1) Selling gold stocks to finance a debt-reduction facility.
Currently the IMF holds more than SDR36bn in gold as part of its general
reserve. The sale of less than 10 per cent of these gold stocks, which are largely
redundant in terms of securing the Fund's financial position, would generate
resources sufficient to write off the total debt owed to the IMF by all low-income
sub-Saharan African countries. Contrary to the claims of Northern governments
and the Fund's management, there is a precedent for such a course of action
since the original Trust Fund, out of which the SAF was funded, was financed by
the sale of gold stocks. Moreover, the British Government last year proposed the
sale of gold stocks to finance the replenishment of ESAF.
2) Creating a new issue of Special Drawing Rights to finance debt reduction.
Innumerable technical arguments of varying degrees of sophistication have
been deployed to counter this proposal, ranging from the claim that it
contravenes IMF rules to the suggestion that it would generate global
inflationary pressures. In fact, IMF rules allow for the voluntary redistribution
of SDRs between members, which is all that the creation of a debt-reduction
facility implies. Moreover, given the minute scale of sub-Saharan African debt
to the IMF in relation to world demand and the fact that SDRs account for less
than 3 per cent of global liquidity, claims that the creation of a debt reduction
facility might intensify inflationary pressures would defy credibility under any
circumstances. In a world economy characterised by slow growth and,
especially in Africa, the under-utilisation of capacity, they barely merit
discussion. Viewed from a different perspective, the considerable advantage of
eliminating African exposure to the Fund through a new SDR issue is that it has
no fiscal or public expenditure implications for Northern governments, since it
represents nothing more than a small increase in international money supply.
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The World Bank
In contrast to the IMF, the World Bank has been relatively successful in converting
hard-loan International Bank for Reconstruction and Development credits into soft
IDA loans. Currently, debt owed to IDA is not a serious problem, although it could
become a medium-term problem when loans falls due early in the next century. The
exceptions to this picture are a small group of countries with substantial repayment
obligations to the IBRD. These include Kenya and Nigeria and, especially since the
CFA devaluation, Cote d'lvoire. The problems of these countries would be most effectively
dealt with by conversion of IBRD into IDA credits, if necessary financed by resources in the
Bank's general account.

The African Development Bank
The African Development Bank has emerged as a serious problem in the debt profiles
of a number of countries, including Uganda and Tanzania. This problem can be traced
to two factors. First, the management of the ADB, with the implicit approval of the
IMF, the World Bank and Northern governments, has continued to lend on hard terms
to countries which have no capacity to repay. This has left the ADB in a parlous
financial position, and has intensified already chronic debt problems in borrowing
countries. Second, donors have consistently under-funded the African Development
Fund, with the result that it has not been possible to restructure the Bank's loans in a
manner which reflects the character of its predominantly low-income debtors. Against
this background it is vital that Northern governments place strict limits on the nonconcessional lending operations of the ADB to low-income countries, and that adequate
resources are made available for concessional refinancing.

Debt and Structural Adjustment
Africa's debt problems have reinforced the region's dependence on foreign donors
and multilateral agencies for balance-of-payment and wider budgetary support. That
dependence, in rum, has underpinned the ability of the World Bank and the IMF to
impose conditions on governments under their structural adjustment programmes.
These programmes have failed to create a framework for sustained economic
recovery and poverty reduction. Indeed, assessments by the World Bank and the IMF
of their own programmes confirm that (i) there is no positive correlation between
growth performance and their macroeconomic adjustment policies and that (ii)
adjusting countries perform particularly poorly with regard to investment and
agricultural production, the keys to sustainable recovery. This is not the place to
review these failures. However, the application of stringent monetary policies,
designed to reduce inflation through high interest rates, has undermined investment
and employment. At the same time, poorly planned trade liberalisation measures
have exposed local industries to extreme competition. Contrary to World Bank and
IMF claims, the position of the poor and most vulnerable sections of .society have all
too often been undermined by the deregulation of labour markets and erosion of
social welfare provisions and by declining expenditures on health and education.
Women have suffered in extreme form. The erosion of health expenditure has
increased the burdens they carry as carers, while falling real wages and rising
unemployment have forced women into multiple low-wage employment in the
informal sector.
Against this backdrop, it is no longer acceptable for the IMF and World Bank to act as
gatekeepers for debt relief and development finance. The key role occupied by the
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IMF in Paris Club negotiations is particularly regrettable, not least because of its
preoccupation with reducing inflation to the exclusion of wider considerations such
as poverty reduction, employment creation, and the development of long-term,
investment-led recovery strategies. Against this background:
• The role of the IMF should be limited to a more narrow advisory capacity, and
the influence of other agencies — including UN bodies — increased in the
context of debt reduction negotiations. In this context, the focus of debt
reduction efforts should be transferred from the Paris Club to wider
Consultative Group meetings, where overall financing needs are discussed
between governments and their wider donor community.
• An independent UN review of the conditions attached to structural adjustment
loans should be initiated. More immediately, the adjustment plans of African
governments should be considered on their merits, rather than on the basis of
whether or not they have attained the dubious imprimatur of the World Bank
and IMF.
Kevin Watkins works for OXFAM, UK.
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The Political Economy of Tourism
in the Gambia
Peter U. C. Dieke
This article reviews the more general development problems confronting
The Gambia and relates them to the tourism sector. The inherent benefits
and disadvantages related to the development of tourism are examined
concluding with policy recommendations utilising the economic
opportunities created by tourism, thereby making the sector reasonably
self-sustaining.

Since the 1980s sub-Saharan African countries have experienced major economic and
political crises. These include mounting debts, unsustainable deficit, crippling
inflation, increasing unemployment and therefore shrinking incomes. Other pressures are rapid population growth, unrealisable political aspirations, and in some
countries, unpopular macroeconomic reforms. These difficulties, together with recent
political transformations in eastern Europe pose both a challenge to policy-makers in
the region and test national cohesion. Three suggestions about how best to tackle
these and other problems can be identified: first, regional co-operation and selfreliance, self-sustainable development with Africa taking its future into its own hands
and thus depending less on external resources (ECA 1991); second, operationally, a
reduced influence of government capitalism while simultaneously increasing private
sector activity on development policy (World Bank 1989; World Bank and UNDP
1989). Third, compatible with the latter option is, in the context of developing
countries generally, pursuit of tourism-based development strategies Jenkins 1991).
This article focuses on the third position, given Erbes' observation: 'Everything seems
to suggest that developing countries look upon tourism consumption as manna from
heaven that can provide a solution to all their foreign settlement difficulties' (1973:1).
For the sub-Saharan African region as part of international economy and the
developing world alike, the above statement prompts two general reflections. The
first concerns the aspect of support for tourism as a development option in
developing countries, about which so much has been written (Bryden 1973; de Kadt
1979; Lea 1988). Briefly stated, support for tourism is based on the economic benefits
which the sector is expected to generate: foreign exchange, employment, income,
government revenue and regional development. This view of tourism is widely
recognised and has attracted the attention of many tourism adherents. Conversely,
critics of a tourism-led growth strategy highlight problems related to leakages arising
from imports, the dominance of foreign companies, the instability of the industry, and
the low inter-sectoral linkages. It should be stated that tourism alone does not provide
a panacea for development but complements other development possibilities open to
Africa.
The second, and related, observation concerns the implications of using tourism for
development, as there are a number of economic, environmental, as well as socio-
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cultural problems associated with the sector (Jenkins 1991; de Kadt 1979). However,
what is relevant in the context of sub-Saharan African countries, is that the benefits
will, if realised, be used to overcome the resource problems, increase the region's
economic well-being, and therefore facilitate the development process. Otherwise, the
region will inevitably continue to depend on international aid to support development efforts. Furthermore, there are, of course, other considerations, usually labelled
'externalities and dependencies' in international tourism (Dieke 1989), impinging on
tourism in developing countries, and which need to be considered in any tourism
development initiatives. They include the international distribution system, foreign
investment expertise, competition and image. Essentially these are influences which
operate in the tourism-generating countries over which developing countries have no
control and which affect the demand for holidays in the receiving countries.
Tourism is of strategic importance in economic development in The Gambia and that
an analysis of its benefits and disadvantages will show examples which are relevant
to other countries facing similar problems, thereby making the sector self-sustainable.
Before doing this, however, it is useful to put the article in a perspective of world and
African tourism trends.

World and African Tourism Trends
World and African tourism trends can be identified by reference to Tables 1 to 3. The
tables show the growth rate of international tourist arrivals, receipts and regional
groupings for selected years. As can be seen (Tables 1 & 2) global tourist arrivals and
receipts in 1992 were about $482 million and $298 billion, respectively. Also the
dispersion of tourism is highly skewed in favour of the developed countries of Europe
and North America, which between them received 65 per cent of the arrivals and 73
per cent of receipts in 1992. By contrast, Africa had only 3.6 per cent of arrivals and 2
per cent of overall receipts from tourism in 1992.
Table 1: International Tourist Arrivals, lt/olume, Average Annual Growth
Rates and World Shares by Country Groupings, 1980-1985-1992
1980

1992

Growth Rates (%)
80-85 I35-92 I30-92

World Shares (%)
1980 1985 1992

329,616 481,563

2.8

5.6

4.4

Developed Countries 180,234 214,087 298,901
Developing Countries 64,380
76,743 116,712

3.5
3.6

4.9
6.2

4.3
5.1

62.6
22.4

65.0
23.3

62.1
24.2

North America
West Europe
E & Central Europe
Latin Am. & Carib
Africa
Middle East
Asia and Pacific

47,321
50,477
76,659
150,357 182,828 241,101
39,473
31,436 49,118
14,066
16,000 24,478
7,337
9,706
17,471
5,992
6,240
7,921
23,241
32,929
64,815

1.3
4.0
-4.5
5.3
5.8
0.8
9.9

6.2
4.0
6.6
12.5
8.8
3.5
15.2

4.1
4.0
1.8
9.5
7.5
2.4
13.1

16.4
52.2
13.7
4.8
2.5
2.1
8.1

15.3
55.5
9.5
4.8
2.9
1.9
10.

15.9
50.1
10.2
5.1
3.6
1.6
13.4

OECD
EC
EFTA
ASEAN
Mediterranean

178,619 213,408 300,067
115,063 138,199 192,512
25,110
30,585
35,928
8,300
10.11 21,205
90,581 116,311 159,271

3.6
3.7
4.0
3.8
3.8

5.0
4.8
2.3
11.3
4.6

4.4
4.4
3.0
8.1
4.3

62.1
40.0
8.7
2.9
33.6

64.7
41.9
9.3
3.0
35.3

62.3
40.0
7.5
4.4
33.1

World

287,787

Volume
1985

100.0 100.0 100.0

Source. World Tourism Organization, Compendium of Tourism Statistics, 14th edition,
,1994,p.2O8
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Table 2: International Tourist Receipts, Average Annual Growth Rates and
World Shares by Country Groupings, 1980-1985-1992.
Growth Rates
(Percentages)

Receipts
(US $ Million)
1980
1985
1992
World
103,535 115,970 297,853
Developed Countries 72,788 80,386 215,483
Developing Countries 28,484 32,980
75,072
North America
17,735 23,766
65,537
59,946 59,556 152,051
West Europe
E & Central Europe
1,708
1,625
3,270
Latin Am & Carib
9,374
7,768
18,015
Africa
2,711
5,907
2,601
3,470 . 4,803
5,400
Middle East
10,197
14,245 47,673
Asia & Pacific
OECD
71,538
80,327 215,938
45,043 44,610 115,160
EC
EFTA
12,004
10,004
28,987
ASEAN
3,140
5,014
16,239
30,136 33,024
85,775
Mediterranean

80-85 85-92 80-92
2.3 14.4
9.2
2.0 15.1
9.5
3.0 12.5
8.4
6.0 15.6 11.5
-0.1 14.3
8.1
-1.0 10.5
5.6
7.9 19.6 14.6
-0.8 12.4
6.7
1.7
6.7
3.8
6.2 25.4 17.2
2.3 15.6
9.6
-0.2 14.5
8.1
-2.2 15.2
7.6
9.8 18.3 14.7
1.8 14.6
9.1

World Shares
(Percentages)
1980 1985 1992
100.0 100.0 100.0
70.3 69.3 72.3
27.5 28.4 25.2
17.1
20.5 22.0
51.4 51.0
57.9
1.6
1.1
1.4
8.1
6.0
7.5
2.2
2.6
2.0
3.4
4.1
1.8
12.3 16.0
9.9
69.1 69.3 72.5
43.5 38.5 38.7
11.6
9.3
9.7
4.3
3.0
5.5
29.1 28.5 28.8

Source. World Tourism Organization, Compendium of Tourism Statistics, 14th edition, 1994, p.211

Within the African continent (Table 3), the dispersion of tourist arrivals and receipts
by sub-regional groupings, for the same period in focus, were as follows. Of the 17
million international tourist arrivals recorded in 1992, the eastern part received 2.9
million, middle 0.3 million, northern 9 million, southern 3.7 million, and western 1.4
million. Again, in 1992, receipts in that order were $1.2 million, $0.06 million, $2.5
million, $1.4 million, and $0.66 million. Given these figures, four general comments
are noteworthy.
The statistics highlight .the competitive nature of international tourism in which
countries, developed and developing, are fiercely competing to increase their share of
the market. Also, it is obvious that visitor arrivals and receipts are heavily
concentrated in the developed countries, particularly from North America and
Europe. Furthermore, the figures point to a relatively small arrival and receipt share
from African countries. In fact, between 1980-1992, Africa's share of tourism arrivals
Table 3: Africa's Tourist Arrivals and Receipts, 1988-1992

Eastern
Middle
Northern
Southern
Western
Total

Arrivals (Thousands)
1989
1990
1991

1992

1988

Receipts (US $ Millions)
1989
1990
1991

1992

2,335 2,460 2,853 2,950 2,941
264
342
358
339
318
7,313 7,920 8,398 8,595 9,067
1,379 1,795 2,037 2,583 3,742
1,199 1,236 1,329 1,348
1,403
12,490 13,752 14,973 15,815 17,471

826
54
2,458
745
518
4,601

912
48
2,188
801
505
4,454

1,238
64
2,514
1,433
658
5,907

1988

1,108
70
2,297
1,197
566
5,238

1,086
52
1,829
1,245
618
4,830

Source: World Tourism Organisation, Compendium of Tourism Statistics, 14th edition, 1994, pp.192 & 200.
Note: Countries are grouped into sub-areas above as follows: Eastern: Ethiopia, Kenya, Mauritius, Reunion,
Seychelles, Somalia, Tanzania, Uganda; Middle: Burundi, Central African Republic, The Congo, Lesotho,
Rwanda, Sao Tome & Principe, Zaire, Zambia, Zimbabwe; Northern: Algeria,, Djibouti, Egypt, Eritrea,
Libya, Morocco, Sudan, Tunisia; Southern: Angola, Botswana, The Comoros, Madagascar, Malawi, Mali,
Mozambique, Namibia, St. Helena, South Africa, Swaziland; Western: Benin, Burkina Faso, Cameroon,
Cape Verde Islands, Chad, Cote d'lvoire, Equatorial Guinea, Gabon, The Gambia, Ghana, Guinea, GuineaBissau, Liberia, Mauritania, Niger, Nigeria, Senegal, Sierra Leone, Togo.
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and receipts have hardly changed. And even in Africa itself, North Africa has retained
its dominance of both visitor arrivals and receipt figures. Unlike the countries of
south Asia, east Asia and the Pacific, Africa depends highly on inter-regional tourism
from the developed countries of the North (WTO 1988). In subsequent sections, I will
examine the salient features of these trends in relation to The Gambia, beginning with
a brief profile of the economic and political environment.

The Gambia's Political Economy
The Gambia is one of the most densely populated countries in mainland Africa.
Occupying a narrow 350 km land strip on both sides of the Gambia River in the
western-most part of Africa, the country is surrounded on its three landward sides by
Senegal (Figure 1). Agriculture (chiefly groundnut production), and tourism are the
dominant sectors and also the main foreign exchange, employment, and income
sources for the country. For instance, each sector respectively provided 23.1 per cent
and 12 per cent of GDP in 1990/91 (Europa 1994). The climate is tropical with a rainy
season from April to October and dry season from November to March. Once a British
territory, The Gambia achieved statehood in 1965 and is a multi-party parliamentary
democracy. The country has always enjoyed relative peace and stability, apart from
the failed coup attempt in July 1981.
Economically (Sallah 1990; World Bank 1981), the ten years following political
independence were a period of economic prosperity both internally and externally.
The economy grew, on average, by over 4 per cent annually, inflation was low,
foreign debt was small, and the government's recurrent budget was in balance. In
addition, foreign exchange reserves increased as with the output of a few importsubstitution industries, including groundnut. Indeed, imports were generally in line
with exports and the foreign exchange rate was relatively stable.
Conversely, the next decade saw a trend that reversed the earlier successes, leaving
the economy with significant imbalances in both the domestic budget and the balance
of payments. The hiatus came in 1985 when foreign payment arrears totalled $114
million — approximately 60 per cent of gross domestic product. In consequence, the
country could not meet its debt-service obligations, especially with the IMF and so
cancelled the Stand-By Agreement signed with the IMF in 1984. Several factors, both
exogenous and endogenous, were responsible for the economic deterioration of The
Gambia during this time (McPherson and Radelet 1991:117-120).
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Externally, the petroleum price increases of 1973 and 1979 sharply raised the foreign
exchange cost of fuel; the prolonged Sahelian drought reduced agricultural production,
simultaneously lowering agricultural exports and raising staple food imports; international inflation increased the costs of manufactured imports; and foreign aid and soft loans,
which had increased dramatically in the second half of the 1970s, declined in the early 1980s
as developed countries reoriented their aid programs. The international prices of
agricultural products (especially groundnuts) fell as the agricultural surpluses generated
by subsidies in the EEC (now European Union, EU), United States, and Japan depressed
world market prices; and international interest rates rose as the major industrial countries
tightened their monetary policies in order to control inflation and the United States
increased its borrowing to cover its budget deficit (1991:117).

In the same way that the adverse developments in the world economy exacerbated the
imbalance in The Gambia, so did, in McPherson and Radelet's words (1991:117), the
country's ' ... inappropriate economic policies and administrative weaknesses'.
Hence, public employment and consequently government expenditure increased
quite dramatically; exchange rate of the dalasi, the national currency, was determined
by administrative decision and, as would be expected, was over-valued; government
control of, and involvement in, the economy was exercised through expansion of the
parastatal enterprises, guaranteed loans and subsidies; basic commodities such as rice
were in short supply, and imports did not match exports. The reasons for this are not
hard to find as the Government explained (The Gambia 1990a:3): 'Administered
prices, low productivity investments, inefficient management of parastatals, and
inadequate cost recovery for services provided by the parastatals and Government
departments all contributed to the financial burden'. Indeed, the Gambian world
would appear to have fallen apart, perhaps with little or no hope for the immediate
future.
In 1985, against this difficult background, The Gambia introduced the IMF/World
Bank-inspired stabilisation and structural adjustment programme, more usually
known as the Economic Recovery Programme (ERP). It had the following objectives:
'to reverse the over-extension of Government in the economic life of the country; and
to create a favourable climate for private productive investment through elimination
of exchange rate and price distortion, and by providing selective incentives' (The
Gambia 1990:3). In other words, the ERP sought to ensure that this country returned
to a 'proper' economic development path and thus became a viable member of a
global system.
To attain these objectives, the reform measures placed strong emphasis on four areas:
devaluation of the dalasi; removal of government interference in the market place;
elimination of subsidies; and liberalisation of trade. In essence such actions meant, in
operational terms, allowing market mechanisms to prevail over state control, with the
government providing the broad economic and political conditions to enable the
private sector to succeed. This imperative is justified given the axiom that the public
sector should not do what the private sector is able and willing to do. It therefore
behoves the government to have clear policy vision, setting out the sound parameters
within which the private sector will operate. In 1990 the success of the ERP
encouraged the Government to launch a follow-up programme, the Programme for
Sustained Development, to consolidate on the earlier achievements.
There is evidence to suggest that the record on the macroeconomic reforms in The
Gambia has been encouraging (ARB 1990a, 1990b; EU 1990). First, the collapse of state
capitalism has highlighted the strategic importance of the private sector in
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development. Consequently the development slide has now been halted. Second, the
floating of the dalasi, enabling investors to hold and operate overseas accounts, had
the effect of enhancing the country's foreign exchange environment on a more
realistic setting. These successes and others can be attributed to a number of factors
which are worth exploring.
One reason, among others, for the wide public support for, and by implication the
success of, the reforms is the nature of both regional and domestic politics. First,
although The Gambia's relationship with Senegal has for years been rather erratic,
there was the belief that any opposition to the reform programme would certainly
provide a pretext for Senegal to reassert its territorial claim on The Gambia. Such a
divided home scenario, if achieved, would have effectively signalled the end of The
Gambia as a sovereign nation. Second, the rural power base of the ruling party, the
People's Progressive Party (PPP), the non-existence of a credible opposition party,
and the quick turn-around of the economy neutralised any potential voices of dissent.
In the context of this article, one important dimension to the reforms is The Gambia's
recognition of the role of tourism in the economic development process of the country
in terms of foreign exchange earnings and other benefits. Additionally, the austerity
changes introduced do have wider ramifications for the tourism sector, a consideration of which is beyond the scope of this article. However, a few salient features are
worth noting.

Tourism in Development
Government's recent divestiture in the tourism sector is, as seen, a consequence of
necessity in part because of the imperfections of state-run enterprises, together with
pressures from external interests and institutions. In the first place, government has
been unable to react quickly enough to market changes. Second, there is the need for
government to rationalise its use of scarce resources for tourism development vis-a-vis
other sectors. Third, there is a realisation that government should not do what the
private sector is best able, best suited and willing to do. Perhaps above all, tourism is
primarily an international industry and its international demand characteristics are
market-driven. This means that the foreign tourists expect facilities and services
provided in a host destination to reach internationally accepted rather than domestic
standards. This notion of acceptability implies that it is the market that holds the
trump card in the efficient utilisation of resources and indeed the operation of tourism
enterprises, not governments or even planners. Government has for these reasons
now permitted the private sector an enhanced role and profile in the development of
tourism, albeit along profitable lines.
There is general agreement that tourism affects people and societies positively and
negatively. For analytical purposes, there are two approaches to any understanding
of tourism's contribution to the development process in developing countries. The
first perspective views tourism as part of the wider but inter-related economic,
political, and social systems that transcend national control/boundaries (Britton 1982;
Bryden 1973; Hoivik and Heiberg 1980; de Kadt 1979). It considers core-periphery
relations and the management of international tourism as indicative of tourism's
intricacies in developing countries, utilising cost-benefit analysis to assess the extent
of the impact. Given that this technique is qualitative the results of the analysis are
perhaps hard to justify. Included in this impact assessment of tourism are the
questions about the environment, socio-cultural values, as well as the impact on local
language.
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The second, and quantitative, measurement of tourism's impact is the use of specific
economic indicators, such as employment generated and therefore income earned,
foreign exchange earned, or even gross national product (GNP) (see Bryden 1973).
Emphasis here is on performance criteria and may perhaps be independent of other
sectors. Critics would therefore argue that this technique does not recognise wider
societal and development issues addressed by tourism, such as the extent to which
wealth, skills, and education are distributed among the local population; or the
strength and resilience of local cultural tradition (Dieke 1989). Hence, attempts by the
United Nations Development Programme (UNDP) (1993) to develop a qualitative
measure of development in the form of Human Development Index (HDI). The HDI
has three components: longevity or life expectancy, knowledge or literary rate, and
decent living standards.
The above provide a perspective on the way in which tourism has a 'development'
impact on any under-developed country (Jenkins 1980:22) o r ' . . . an improvement of
opportunity and quality of life' (Dieke 1989:18). In the context of this article, however,
emphasis will be on the economic aspects of tourism, first, to highlight the shortage of
development resources facing most developing countries, and to consider how
tourism might mitigate the problems by examining the performance of the tourism
industry. The overall aim will obviously be to suggest ways to enhance the benefits
from tourism both for the country and its people, in terms of foreign exchange,
income, employment, government revenue, regional development.
Therefore, in analysing these perspectives, four indicators are considered: seasonality,
hotel occupancy rates, employment and foreign exchange. However, before focusing
on these issues at length, it is relevant to address briefly four questions related to the
development and nature of tourism: how has it evolved? what are the major source
markets in terms of countries of origin? why and how are 'consumers' attracted? what
development constraints are imposed on planners in formulating their tourism
policies?

Evolution of Tourism
Tourism in The Gambia began in 1965 when it was 'discovered' by the Swedes and
300 tourists visited there. But conscious development of the sector did not start until
1972 with the creation of 'tourism
development areas' (TDAs) along a 15
Table 4: Tourist Arrivals in The
kilometre stretch of the Atlantic coastGambia (1979/1980 to 1990/1991)
line, as established under the five-year
Year
Air
Sea Land
Total
(1975-80) Bafuloto Project or Tourism
1979/1980 36,570 2,466 3,716 42,752
and Infrastructure Project (TIP) (Coop1980/1981 29,838 1,767 5,665 37,270
ers and Lybrand 1974; World Bank
1981/1982 23,068 1,958 7,812 32,838
1975; see also Figure 2). The project
1982/1983 41,100 1,019 7,522 49,641
1983/1984 54,933 1,039 8,136 64,108
was aimed to determine the
1984/1985 64,365 1,234 8,254 73,853
infrastructural needs of tourism, with
1985/1986 67.863 1,499 8,906 78,268
technical and financial assistance from
1986/1987 66,551 1,727 9,355 77,633
the UNDP and the International Devel1987/1988 86,074 1,310 9,129 96,513
1988/1989 89,898 2,460 9,246 101,604
opment Association (IDA).
With subsequent promotion, the tourism section expanded significantly (The
Gambia 1992; see also Table 4). For

1989/1990
1990/1991

77,075
93,945

479 8,306 85,860
1,718 5,756 101,419

Sources: The Gambia (1987,1988, 1990,11991)
Tourism Statistics, Central Statistics Department, Banjul.
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instance, from a modest figure of 300 tourists in 1965, ten years later tourist arrivals
increased to 21,000 and by the 1990/91 season the total rose to 101,419. It needs to be
stated, however, that arrival figures fluctuated at various times (1981/2,1985/7 and
1989/90 etc.) (WTO 1991) in response to economic, political and other pressures. One
relates to the oil crisis of 1979 which made travel more expensive for price conscious
tourists, leading to a reduction in tourism. Second, this unfortunate situation was
exacerbated by the failed coup attempt in 1981, which was believed to have led to
cancellations of holiday packages as Teye (1986, 1988) has highlighted as tourism's
sensitivity to political unrest or war. Third, it is possible that government's
imposition (in 1988/89) of a 6 per cent sales tax on international tourist packages and
10 per cent on domestic bookings might have depressed tourist demand. In the same
vein, the Gulf war affected tourist traffic to The Gambia by over 50 per cent.
The primary tourist markets have been from northern Europe, predominantly the UK
and Sweden whose arrivals during the 1990/91 tourist season represented 57 per cent
and 13 per cent respectively of organised holidays. Following the Government's
deliberate policy to diversify tourist source markets other charter operators
(especially from France, Italy and Germany) were allowed to serve The Gambia. The
result was not only an upsurge in demand, but a change in the characteristics of the
tourist: more youthful and less affluent (Steffen 1988). But a continuing dependence
on these markets is, of course, among other factors, a function of economic stability in
the tourist 'trigger' or generating markets. The average length of stay during this was
period was estimated at around 14 days.
Why and How Tourists are Attracted?
On the third issue of why and how tourists are attracted to this country, it should be
noted that The Gambia's attractiveness for tourists is a result of both the country's
geographical proximity to developed tourist-generating countries of Western Europe
and perceived political stability. Perhaps much more importantly is the fact that The
Gambia offers a good combination of tourist facilities including affordable beach
assets, a wide variety of birds for ornithologists, an extensive handicraft sector, and
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entertainment in the form of traditional dancing. Briefly, it enjoys an image of being a
beach holiday that is value-for-money, relaxing and has warm and sunny weather
during Europe's winter months. All this has led to the idyllic label of The Gambia as
the 'smiling coast' of Africa.
Development Constraints
In relation to the second aspect, it can be observed that most tourists who visit The
Gambia come on pre-paid, all-inclusive packages which depend on the availability of
air carriers. What is worse, the air carriers are foreign-owned and tourists also stay in
foreign-owned and foreign-managed hotels. Consequently, much of the total holiday
price paid by tourists may not accrue to The Gambia; estimates of inclusive tour
prices are imprecise, but range between 22 per cent and 45 per cent (Britton 1982;
Farver 1984; Sinclair 1992). This situation leads to a number of other more obvious
difficulties for planners centring on marketing and developmental policies. An
examination of what tourists actually spend in the country further highlights the
problem. Estimates put the average spent daily at about $8 in 1989 (EIU 1990). While
strikingly low, this expenditure is reasonable for a number of reasons, one of which
relates to the rather limited spending opportunities outside of hotels (World Bank
1986). It is also possible that many tourists tend to dine in their hotels or restaurants.
Without any doubt, the marketing of The Gambia by overseas tour operators has the
advantage of increasing tourist demand considerably. However, it has the disadvantage in that a significant proportion of tourist expenditure never benefits the country.
This dilemma is understandable. More generally, except for repeat visitors, if foreign
holidays are bought 'sight unseen' (Jenkins 1982), this implies that potential tourists
make purchase decisions based on information provided by travel specialists.
Sometimes the information and guidance given may be imperfect in that images are
created which are unrealistic because overseas tour operators are not philanthropists
(UNDP/ICAO 1977)'... who portray the characteristics of the tourist attractions of
this country, based more on their operational requirements than by the real
aspirations of tourists themselves, or of The Gambia' (Dieke 1993:441). But
developing illusions and dreams or creating fantasies causes disappointment, and
may result in a lack of a repeat holiday in the same country or the purchase of another
holiday with the same operator.
In this sense, the dilemma for is two-fold: the distribution system is hugely inflexible
and hard to overcome, and second it is hard for the country to promote the type of
tourism it wants. To overcome these problems one option is to put up its own
distribution outlets but this potential is threatened by three problems. One relates to
the expense involved in setting up even an office and the other the foreign exchange
component. Third, there is the question of offering the expertise on a level comparable
to that of professional tour operators in the main tourist-generating countries. For
these reasons, The Gambia cannot sell direct and does not want to antagonise the
travel trade.
Further difficulties arise from the exogenous and discretionary nature of international
tourist demand — exogenous because demand for The Gambia is stimulated from
outside the country. Demand is discretionary because holiday-taking is a voluntary
pursuit; one is therefore free to spend one's income in a way one chooses as there are
many country destinations competing for that expenditure, scenarios beyond the
control of The Gambia.
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Finally, The Gambia is, as previously stated, perceived as a sun-and-sand European
destination, rather than and 'Arab' state, even though over 80 per cent of the
population is Moslem. This orientation has the potential to increase tourist receipts,
but may have adverse implications for the inhabitants. However, considering the
financial and other advantages stemming from the 1992 single European Agreement,
and the current dispensation in Eastern Europe, some observers believe that there
may possibly be a tendency for more and more tourists to want to holiday in their
own regional countries, instead of in long-haul 'exotic' destinations (Edgell 1990).
That said, one is of course reminded that while The Gambia is a single product,
mainly beach, destination, the country is vulnerable to external pressures beyond its
control. Because beach tourism is perhaps the most highly substitutable and
undifferentiated product, the challenge for planners is to attempt to diversify the
country's tourist product portfolio.

Economic Dimension of Tourism
The analysis as described above puts the following section into perspective, to focus
not only on the problems but also to indicate the economic significance and
performance of the sector.
Hotel Capacity/Occupancy Rates
The evolution of The Gambia's bed capacity and hotel occupancy is shown in Table 5.
In relation to available hotel bed capacity, this has increased rapidly over the years
because of structural changes and extensions carried out by hotel owners. At present,
hotel inventory constitutes 17 hotels with 5,000 beds. Most of these accommodation
outlets are in the Greater Banjul area, where much tourism development has taken
place (Figure 2). In addition, the average rate of bed occupancy of the entire hotel
network in 1986/1987 was 45 per cent. But if one adds to the air charter tourists those
visitors who come to The Gambia for other reasons, then one discovers that the
annual bed occupancy rate would be around 58.1 per cent.
Table 5: Bed Capacity and Hotel Occupancy in
The Gambia, 1979/1980 to 1990/1991
Year
1979/1980
1980/1981
1981/1982
1982/1983
1983/1984
1984/1985
1985/1986
1986/1987
1987/1988
1988/1989
1989/1990
1990/1991

Bed
Yearly
Capacity Occupancy
3,012
3,360
3,420
3,989
3,927
3,865
3,977
4,438
4,500
4,730
5,000
5,000

43.3
36.6
20.1
31.6
42.9
47.9
48.5
45.0
47.4
49.1
42.5
48.6

High
Season

Low
Season

63.5
44.3
38.4
47.4
55.9
61.8
64.4
61.9
62.3
63.5
59.4
62.8

9.1
7.9
6.7
17.2
20.3
23.5
22.3
18.9
19.2
20.4
17.5
19.7

Sources: The Gambia (1987,1988,1990,1991), Tourism Statistics,
Central Statistics Department, Banjul.
Note: Hotel bed occupancy rate applies only to air charter tourists

Considering the seasonal
nature of The Gambia
tourism sector (discussed below) one also
observes a marked difference in the occupancy
rate of air charter tourists in the high season
(62.8 per cent) and low
season (19.7 per cent).
However considering
that The Gambia lacks a
reliable system of
records concerning tourist activity (EIU 1990;
World Bank 1986), these
figures must be viewed
with care. Obviously, the
unreliability problems
are those associated with
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Table 6: Employment in the Private Sector in The Gambia, 1985-1989
Sector
Agriculture: Forestry & Fishing
Manufacturing
Construction
Distributive Trade, Hotels, Restaurants
Transport
Business & Industry
Community & Social Services

1985

1986

1987

1988

1989'

54
604
1,929
2,797
170
263
1,931

434
1,306
2,599
1,838
289
313
1,731

870
2,079
2,365
3,520
206
543
1,589

799
2,450
1,270
5,606
547
482
3,569

784
2,252
1,146
5,852
739
520
3,956

Source: The Gambia (1992) Statistical Abstract of The Gambia 1991, Central Statistics Department, Banjul.
Note: 1989 figures are provisional

the general definition, collection, and processing of tourist data. Perhaps the reliable
data on The Gambia's tourist traffic are the registrations of charter flights that may
account for 'only charter tourists' description (Table 5).
Foreign Exchange and Employment
Tourism plays an important role in the Gambian economy and is also a major input to
the country's development efforts. Government figures for 1989 show that tourism
contributed approximately 10 per cent to the Gross Domestic Product and net
earnings of about $25 million in foreign exchange (The Gambia 1990a). In the same
period, the importance of the tourist sector can be seen in Table 6 which indicates that
tourism employed about 7,000 Gambians directly and indirectly on a wide spectrum
of activities (see also World Bank 1986:101). The direct jobs, estimated at around 3,000,
are in hotels and restaurants that supply and serve tourists. The jobs provided
earnings for workers and investors in the form of wages and profits.
Indirect employment estimates give an approximate figure of about 4,000 individuals
whose activities like handicrafts, taxi transport and others are tourism-related. These
activities, plus what Farver (1984) has called 'following the tourists' (prostitution,
'professional friendship' and begging), provide earnings to those engaged in them.
Since there are no Gambian records (for whatever reason) on this category of people
in the informal sector, estimates of earnings or the frequency of such earnings are
imprecise and speculative. Varley (1978) and others (Elkan 1975; Swain 1977) have
suggested that generally the informal sector benefits the local population more than
the formal wage labour sphere. Additionally it is the former that offers the Gambians
increased entrepreneurial opportunity. Compared to agriculture's share of GDP of
23.1 per cent and 9 per cent from industry, current estimates are that tourism now
ranks second among the three main foreign exchange earners for The Gambia.
Seasonality
Tourism is also highly seasonal (Tables 5 and 7). The most intensive period is during
the November-April period, with the rest of the year regarded as the shoulder/low
activity period. Seasonal variation, be it in terms of arrivals or revenues results from
locational, institutional, or even economic forces (Dieke 1993). Locational because of
adverse weather conditions in The Gambia and institutional because of the holidaytaking habits of international tourist-generating countries. For instance, between
May-September the country experiences heavy rains that curtail tourism, even
though these summer months coincide with one of Europe's traditional vacation
times. Most tourists would not by choice visit The Gambia at this time.
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Table 7: Monthly Tourist Arrivals by Air Charter, 1984/1985 to 1989/1990
July
August
September
October
November
December
January
February
March
April
May
June
Total

1984/1985
1,164
927
955
3,324
5,884
6,659
7,362
6,477
5,965
4,479
2025
640
45,861

1985/1986
819
920
934
3,641
7,006
8,176
7,472
6,970
6,442
4,286
846
414

1986/1987
594
703
565
1,881
6,653
3,200
7,058
7,405
6,833
4,593
899
371

47,926

45,759

1989/1990
947
937
674
1,876
6,262
8,791
7,432
7,452
6,541
4,666
1,028
4,237
50,849

Sources: The Gambia (1987,1988,1990), Tourism Statistics, Central Statistics Department, Banjul.

Institutional seasonality pertains to the traditional holiday periods or perhaps the
seasonal preferences of tourists. While the preferences are usually heavily concentrated at traditional vacation times — summer, Christmas, and Easter — there are of
course country specific differences. For instance, the bulk of holidays taken in France
is in August and in the UK it is between June-August during school holidays. This
seasonal pattern is difficult to change, not least because it is natural, and affects
tourist-receiving countries, including The Gambia. Low tourist levels may also be due
to the type of tourist organisation and the sort of clientele The Gambia is catering for.
As observed, most tourists who visit The Gambia come on charter flights which
depend on the availability of air carriers. During May-October air carriers are
expensive as the demand increases for direct flights to the Mediterranean countries.
Considering competition and substitution effects in international tourism, it is not
surprising that demand for The Gambia is low; thus, those seeking 'sun' alone would
not visit The Gambia. These trends have wider implications for tourist receipts and a
need to broaden The Gambia's market segment.
Some Discussions
In analysing the above statistics a number of general observations can be made. First,
the figures themselves go deeper than they appear and, based on the well-known
problems of tourism statistics (Jenkins 1989), it is possible that the data may well be
over or under-estimates. Nonetheless, they do provide an indication of the place of
tourism in the economy of this country. As this role increases, so too does the need for
an improvement in more reliable time series data as a basis for policy formulation.
Second, in terms of policy, there is the potential to further the economic advantages of
tourism through sensible policies that ensure the co-operation of all participants
concerned.
The characteristics of the tourism industry — seasonality, low wages, and foreign
domination — are a further area of concern (EIU 1990; Farver 1984; Wagner 1981).
During the off-season between April and October, most tourist hotels close down, 50
per cent of the staff are laid off, others are paid less or sometimes paid on a daily basis.
This problem has implications for the local economy and labour force. Since the low
period parallels the rainy season when intense farming activities take place, one
assumes that these hotel workers would return to farm work: however, "There is no
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evidence to suggest Gambian hotel workers return to the land to farm . . . the
harvesting of the annual crop coincides with the beginning of the tourist season. This
makes farming and tourism an either/or situation. There is no trade-off possibility'
(Farver 1984:254). What is not clear though is how workers support themselves
during the six-month off-season.
The concern about low pay and foreign domination, though not unusual, appears to
be an inherent feature of the tourism industry. It may be explained by the skilled and
unskilled nature of hotel jobs. Most Gambians, because of lack of experience or formal
education, tend to be employed in menial, unskilled positions — waiters, room
cleaners, kitchen help, etc. Therefore, there is a correlation between low pay and
unskilled jobs. Increase in pay does not necessarily reflect individual merit, but rather
is a function of national minimum wage regulations. Progression to management
positions is often impeded through expatriate recruiting.
On the question of foreign domination, it has been estimated (World Bank 1986) that
in the larger hotels run by the international hotel chains most of the key positions are
occupied by expatriates (64 in total). This dilemma is understandable: expatriate
employment policy is governed apparently by the hotel managers' belief that a large
number of expatriates can raise the standard of service. Government policy since the
1970s has been to indigenise labour with a view to placing Gambians in the ownership
and management of the tourism sector — the much talked about Gambianization
policy. But, as Green (1979) has observed, even if individual Gambians achieve the
relevant qualifications to fill the management positions, in practice such posts will, in
the foreseeable future, be a 'closed shop' of expatriates as mere is a need for external
partners. Other concerns for the authorities include: food imports (which were 30 per
cent of the entire imports of $105.2 million in 1988), and increasing cases of
prostitution and petty crime in a community that is largely (over 85 per cent) Moslem.
Such vices, it is believed, are anathema to their religious beliefs and practices.

Policy Recommendations
There is no doubt that tourism is central to The Gambia's economic development.
Despite the more general development constraints facing this country, the ever
increasing pressures being exerted on the government by the international agencies, a
number of achievements related to the development of the tourism sector have been
noted. Problems do nonetheless also exist and the article has identified several aspects
of these: seasonality, employment, foreign exchange, and foreign domination. Taken
together, there is, however, scope for improvement. In order to consolidate the
successes and make the tourism industry reasonably self-sustainable, the following
may be considered.
Foreign Exchange
First, there is a need to enhance the economic benefits from tourism for The Gambia in
terms of foreign exchange. Given the importance of this resource for development
purposes, three options are available: first, increasing gross tourist accrual; second, the
collection of that foreign exchange; and three, a reduction in the leakage of foreign
exchange from the economy (Dieke 1993:443-444).
In relation to the first option, much of the debate is that The Gambia should make
itself more price-sensitive through exchange rate policies, such as a special exchange
rate for tourists. The aim, of course, is to increase tourists' discretionary expenditure
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level, especially after their arrival in the country. The extent of this impact on The
Gambia would attract more tourists to the country which, by implication, would
increase gross accrual.
Furthermore, there is the question of how that foreign exchange spent in The Gambia
is collected. As is typical of most developing countries, there are cases of flourishing
'black market' trade in 'hard' currency and The Gambia is no exception. One way to
reduce this incidence is perhaps, as noted already, to give special exchange rates to
encourage foreign visitors to use official sources to exchange foreign money. The final
option might be to examine ways to minimise leakage of foreign exchange from the
economy by the encouragement of import substitution.
Seasonality
The problem of seasonality might be seen as a marketing one and as such requires a
marketing-oriented solution. As Ashworth and Goodall (1988) have suggested, this
marketing exercise might well relate to the image of the host country, which is one of
attracting potential tourists to the destination. In contrast, as a former Director
General of the British Tourist Authority once said: 'Seasonality is no longer a
problem' but it is rather an opportunity for the host country to do more for tourists,
whose wants and needs are unending, perhaps best characterised as the 'Oliver
Twists' of the tourism world.
Foreign Domination
The inter-related issues of low-skill and hence foreign domination raise a critical test
not only for indigenising labour in the tourism sector but also for ensuring that the
indigenes move up the employment ladder. This implies the need to have local,
qualified people to take up these jobs via training programmes. One approach is for
The Gambia to seek the help of multinational organisations in the country to
complement the Government's training endeavours. The extensive market connections and other advantages of these organisations are undoubtedly powerful
attributes, which, if put at The Gambia's disposal, will be significant. Of course, these
private organisations need to be 'persuaded' and not coerced so as not to jeopardise
existing employment contracts. Considering that one of the aims of development is to
indigenise staffing in the tourism sector, then it is in the overall interest of both The
Gambia and foreign entrepreneurs to ensure that training does take place and should
be conducted in an environment devoid of fear, tension and suspicion.
Employment
Reference has been made of the Government's withdrawal of its operational role in
the tourism sector — a legacy of the reform programmes. Much as this move is
welcome, in terms of creating stable jobs, it is necessary, since it will provide a
competitive economic environment. It also calls for frequent dialogue and greater cooperation between the Government and the private sector. Related to the former,
another policy initiative proposed here is similar to what Sinclair (1992:557) has called
'indigenization without confrontation' with the sole purpose to stimulate local
Gambian entrepreneurs without alienating foreign investors. This policy direction is
needed, if the full potential of tourism in The Gambia is to be realised and seen as
contributing to the national's overall economy.
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Conclusions
This article has identified a number of issues in the role of tourism in the development
process. The focus has been on the factors that facilitate and inhibit tourism
development and the opportunities associated with the industry, particularly within
the context of structural adjustment programmes. The underlying message for
decision-makers in Africa is that The Gambia's experience unveils a series of
paradoxes which reduce the importance of tourism as a viable development option
for the continent. To take advantage of tourism's potential opportunities, African
governments may embark on tourism expansion programmes. Unfortunately such
efforts may be threatened by the prospects of comparative advantage, the crippling
effects of economic reforms, the integration of markets and destination substitution
possibilities, leaving African markets underdeveloped and the achievement of
Africa's collective self-reliance impossible. However, given Africa's current economic
difficulties, all development strategies need exploring.
Peter Dieke is at the University of Strathclyde, UK.
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Debate
Moving the Goal Posts:
The Political Economy of
International Statistics
Ankie Hoogvelt, David Phillips &
Lucy Walker
The international fraternity that gave us
the statistical warts and econometric
stimulations that were supposed to
convince us of the welfare related benefits of the Uruguay Gatt Accord (cf. Lucy
Walker elsewhere in this issue), have
come up with another bag of tricks. This
time they want to persuade us that the
poor are not nearly as poor as we always
thought, nor the rich as wealthy. In one
fell statistical swoop the gap between rich
and poor countries has been reduced by a
third.
Multilateral agencies such as the IMF, the
World Bank, the OECD and the EU are
publishing alongside their conventional
GDP/GNP rankings of the world's economies new GDP/GNP estimates based on
so-called Purchasing Power Conversions
(PPC) that take account of international
differences in prices. The result is a sharp
jump in the developing countries' share
of world output to 42 per cent, up from 19
per cent on the old method, and a corresponding dramatic decline of the rich
world's share, down from 81 per cent to
58 per cent (cf. Table 1). The poorer the
region, the more impressive the turnaround: Africa's share of world income
almost trebles, from 1.2 per cent to 3.4 per
cent. The fact that this new bag of tricks
throws all the global growth forecasts of
the GATT pushers completely out of
sync, seems not to worry anybody.

From the perspective of a sociology of
knowledge it is interesting to reflect that,
broadly speaking, the same coterie of
policy advisers and staff members of
these multilateral agencies, together with
their supporters and number crunchers
in mainstream neo-classical economics
departments of academic institutions
around the world, have come up with
-two diametrically opposing views of the
world economy, and they haven't even
noticed!! The bottom line is that the
whole argument in favour of the welfaremaximising-free-trade rollercoster which
ideologically helped sell the GATT Accord is based on one chief principle: the
law of one price. Yet, in flagrant contradiction, the entire edifice of the International Comparisons Project that now
gives us the more rosy picture income in
the poor world, is built on the fundamental premise that there is no such thing as a
law of one price!

Table 1 : Share of World Income
('Nominal' (GNP) and 'Real'
Incomes based on Purchasing
Power Conversions)
PPC$t PPC%
Region
GNP$tGNP%
1.2
Africa
0.25
0.91
3.4
8.71 32.8
Asia
5.66 26.7
4.9
Latin America
1.04
2.33
8.8
Europe
8.05 38.0
8.47 31.9
North America 6.18 29.2
6.12 23.1
Total
21.7bn$ 100% 26.54bn$ 100%
Income Group GNP$t GNP%
PPC$t PPC%
4.9
16.7
Low
1.04
4.43
5.2
Lower Middle
1.10
3.09
11.6
Upper Middle
1.97
9.3
14.1
3.73
High
17.05 80.5
15.3 57.6
Total
21.17bn$ 100% 26.54bn$ 100%
Source: World Bank, World Development Report, 1993.
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How can two diametrically contrasting
economic paradigms be reconciled within
the same policy making institutions? The
answer is that they can't and they aren't,
but that it doesn't matter. It all goes to
show that what informs policy, especially
policy at the international level, is not
economic analysis but politics, and that
the role of economic theorising is merely
to serve as ideological pin up. In such
subservient role, economics and the economics profession needs to be neither
logical and consistent, nor - perish the
thought - truthful in the sense of reflecting empirical realities and discovering
general laws of economic life.
Like their mediaeval counterparts who
famously spent their time and their patron's monies calculating how many angels can dance on the head of a pin, the
object of the exercise is not to arrive at a
truthful number, but to reinforce the
belief in angels. The Byzantine econometric models, self-confessedly flawed in
assumptions and lacking in 'real data' to
feed from, have yielded spuriously precise figures regarding the global growth
benefits to be gained from the partial
liberalisation of trade under GATT mark
Uruguay.1 But they were using conventional GDP estimates of total world output. Even then the alleged gains for the
developing countries (including the
former Soviet bloc) as a group are minimal: a mere $80bn, or 2 per cent of their 19
per cent share of world product.2 If we set
the anticipated gains from free trade in
the context of the new statistics of world
product, they become very derisory indeed, adding a puny $80bn to 12 trillion,
or 0.67 per cent. These figures are hardly
worth getting your calculator out for.
However, just as the ideological purpose
behind the fictitious GATT economic
machinery was not to give us accurate
forecasts but to strengthen our faith in
free trade, so the political purpose of the
new methodology of international comparisons of GDP is not to knock free trade
but to reinforce the belief in another little

dogma of the overall religion of free
markets: namely that the poor do not
suffer unduly.

Purchasing Power Conversions:
the International Comparison
Project (ICP)
The history of the International Comparison Project goes back 25 years to 1968,
when the UN Statistical Office together
with the World Bank and the International Comparison Unit of the University
of Pennsylvania, began work on an entirely new methodology for international
comparisons of national product and
prices.3 Today over 80 countries of the
world are participating in this project
which involves their national statistical
offices in collection, collation and transmission of the required data. Together
the participating countries comprise well
over 70 per cent of the world population.
Estimates for China (which is not yet
participating) are done by the international organisations themselves, thus
bringing the total of the world population
covered in the project to over 90 per cent.4
It was felt, and for sound reasons, that the
Gross Domestic Product (GDP) was an
implausible tool for comparing national
incomes across space (i.e. across countries) even though it had its merits as a
tool for comparing economic performance within one country through time.
Why was the GDP measure flawed?
There were three considerations.
First, international comparisons of GDP
involve national currency estimates of
GDP that are converted, at market exchange rates, into one currency - namely
the US dollar. The collapse of the Bretton
Woods system of fixed exchange rates in
the early 1970s was followed by wild
gyrations in the exchange markets, and
more significantly, by a declining value
of the dollar. Both meant that the dollar
became increasingly unreliable as an
international benchmark. If the whole
world expresses its economic performance in US dollars and the US dollar takes
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a plunge then we all look pretty sick. The
ICP therefore aimed to get behind these
exchange rate conversions and develop a
methodology that would involve a com-
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assumption of the Purchasing Power
Parity (PPP) Doctrine. This theory which
was first developed by Gustav Cassel in
1918 (but with roots that go back to David
modity standard of money.
Ricardo), asserts that the exchange rate
change between two currencies over any
Second, conventional GDP estimates re- period of time is determined by the
lied almost exclusively on traded goods change in the two countries' relative price
and services. Goods and services that do levels.6
not enter the market were left out of th.e
calculation. This amounted to a serious The logical corollary is that, provided
underestimation of the actual size of less economies are truly open and unfettered
developed economies where vast num- by protection and other forms of interbers of people depend for their subsist- vention in the market, the prices of
ence on consumption from their own domestic and of internationally traded
production, and on services free of charge goods (and their close substitutes) will
or at a substantially reduced rate fi- equalise over time through the adjustnanced by government or non-profit or- ment of the exchange value of their
ganisations. And although the UN System respective currencies. This is otherwise
of National Accounts which itself dates known as the law of one price.7
from 1968 had made some provision for
the estimation of non-traded commodi- Empirical evidence, however, has conties there were enormous discrepancies sistently failed to support this Purchasing
in the way that different national statisti- Power Parity doctrine. What happens in
cal authorities did (or more frequently the real world is that differences in
did not) set about this task. As for non- productivity levels and the correspondtraded services these were not included in ing differences in real incomes influence
the GDP estimates at all.
systematically the relative prices of both
traded and non-trade goods in a manner
The ICP changed all that. It has devel- that is not reflected in exchange rate
oped a much tighter discipline and sys- adjustments. Exchange rates are detertem of data collection particularly of mined more by capital flows induced by
expenditure estimates relating to house- internationally divergent monetary-fiscal
hold consumption. The merit of the ICP is mixes and by speculative capital flight
that it requires both country statistical than by price differentials. The evidence
offices and international agencies to split shows that the higher a country's relative
responsibilities in compiling and process- income, the higher is its relative price
ing the basic price and expenditure data. level; the poorer a country the lower its
The new discipline involves the" sharing real price level. But this of course also
of work and the exchange of information means that real incomes in the poor world
at regional meetings and through ICP go a lot further than any dollar exchange
intermediaries. In this way the ICP has rate converted GDP measure might sugnot only extended the national accounts gest. One US dollar buys a whole lot
coverage but institutionalised further themore when converted into Indian Rupees
process of international statistics collec- or Ghanaian Cedis than it does in the US.
tion making it more 'comparable' in This fact which any casual tourist has the
terms of uniform classifications of expen- delight to discover within ten minutes of
ditures and item specifications.5
arriving for a holiday, has taken the
international neo-classical community
Third, the more fundamental flaw, how- many years of painstaking research to
ever, of conventional exchange rate con- digest. But at last the penny has dropped
verted GDP comparisons lies in the and it has now become accepted credo.
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The recognition that the law of one price
does not hold was the central tenet in the
ICP . The work of its main contributors,
Kravis, Heston and Summers,8 in the
1970s, demonstrated the systematic deviations of actual exchange rates from
PPP particularly in the case of less developed countries where the low relative
price of non-tradeables due to productivity and income differentials yields true
purchasing power of income some two to
three times what exchange-rate converted
incomes suggest. Hence the need for an
alternative methodology of international
comparisons that is based on absolute
prices instead of relative prices.

A Commodity Standard of Money
The ICP method consists of constructing
indices of relative national price levels
using an absolute price comparison approach. But how does one arrive at
absolute prices? The ICP methodology is
extraordinarily complex and although
there is an extensive literature9 on it, we
have not been able to find anything that is
even remotely accessible to the lay person. Drawing on the least impenetrable
parts of this literature we here try to lay
out the procedure in what we believe are
the basic steps.
First, expenditure components are identified and classified under 'basic headings'
(e.g. bread and cereals, meat, fish, alcoholic beverages, clothing, medical care
and health services, and so on).10 Each
basic heading consists of a group of
similar, well-defined, commodities from
which a sample of items is selected. These
items have to be both representative of
their type (the basic heading) and of the
quantity of purchases made in participating countries. A common basket of goods
and services is thus created from all basic
heading samples.

one region. To be included in the final
selection, each item must be nominated
by one participating country and be also
accepted by at least one other participating country for whom it is also representative of the basic heading, or at least
sold in sufficiently large quantities to be
representative.
Next, prices are collected for the selected
items under each basic heading. The price
collections take place in special 'bench
mark' surveys held every four or five
years. They are the responsibility of the
national statistical services, but with coordinating support from the UN Statistical Division and from other international
agencies (e.g. EUROSTAT; OECD; The
World Bank, The Economic and Social
Commission for Asia and the Pacific
(ESCAP) and so on). These also undertake the regional price aggregations.
Within each basic heading, countries are
asked to provide prices for the selected
items according to written specifications
developed by the ICP to ensure comparability. Next, price ratios (or price relatives)
for each item under each basic heading
are obtained for each country in comparison with every other country in the
region. Thus each individual item will
have as many ratios as there are pairs of
countries in the region. The item price
ratios are all denominated in common
currency units (CCU's). It is not clear
from the literature whether at the regional level the common currency unit is
fiie US dollar or the currency of some
reference (numeraire) country within the
region. Hints have been given in both
directions.

The next step is to create a parity for each
basic heading (for example, bread and
cereals, fish, meat, medical services and
so on). This parity is computed from the
averages of the price ratios for all the
The first step in the international com- items within each basic heading between
parison is to create a matrix of binary all the countries in the region. The paricomparisons of the expenditures of each of ties are next combined using the breakthe basic headings between countries in downs of national expenditures on these
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basic headings as weights to arrive at not. US prices. The method therefore,
weighted parities or PPP's for each level of provides a way for each participating
aggregation up to the level of GDP. In country to see how its relative prices
other words, a country where a lot of fish compare to those of countries of similar
is eaten has a high weight for fish in its or different income levels. For example, it
PPP. These PPP's represent the conver- is common to compare the relative price
sion factor by which national prices can of energy products across countries by
be expressed in the currency of the converting the litre price at exchange
numeraire country.
rates. But this gives a distorted picture.
For example, in 1985, the price of petrol in
Up to this point we are still aggregating Pakistan was Rsl8 per litre, or $1.07 at
at regional level. These weighted parities exchange rates, while in the US it was
are subsequently compared at world $0.74 per litre. This made petrol appear to
level to arrive at an average international be about 45 per cent more expensive in
price for each basic heading. Again, it is Pakistan than in the United States. Hownot clear from the literature how regional ever, the national price level of all conparities are linked to world parities." But sumption goods in Pakistan was about 30
the outcome is that international or world per cent that of the United States. Thereprices for each basic heading are an fore, within the market basket of Pakiaverage price that has been weighted by stan, petrol is actually almost five times
the quantities or volume of consumption (1.45/.3 = 4.8) as expensive, relative to
other goods, as it is in the United States.12
in each country.
A final step is taken when the GDP of In other words, an international dollar
each country is converted into interna- comprises the number of units of a
tional dollars. This involves two computa-country's currency required to buy the
tions. First a country's GDP in same amounts of goods and services in
international prices is calculated by total- the domestic market as one dollar would
ling the international prices of all basic buy in the United States.
heading parities multiplied by the quantity of all basic headings in the country.
Next, the country's GDP in national Critique of the ICP method
currency (i.e. the sum total of its expendi- The ICP method is an improvement over
ture on basic headings) is divided by its exchange conversions of GDP as a method
GDP in international prices.
of international comparisons of income
as far as the tighter method of data
In short, ICP results are obtained by collection is concerned. But it has some
applying a common set of prices, ex- serious systematic biases. These biases
pressed in international dollars, to the are less problematic for comparisons
quantities of the commodities and serv- between countries at comparable levels
ices entering into each country's final of income and commodity structure than
expenditures on GDP. It should be noted for comparing rich with poor countries.
that for every country the international Rich and poor countries differ enordollar operates both at aggregate, that is mously in levels of income, in levels of
GDP level, and at subaggregate level, effective demand and in the structure of
that is in relation to basic headings and final expenditure of GDP.
individual items. In any given year, the
'international' dollar has the same pur- The core idea of the ICP method is to use
chasing power over total GDP as the US price ratios and actual expenditures
dollar, but purchasing power over within countries as the basic building
subaggregates is determined at average blocks for the development of an objecinternational prices, i.e. PPP prices and tive index for price and income compari-
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sons. That is fine except that it leads one
into a tautological argument in which
poverty becomes a defining attribute of
income, rather than a result of income. It
is a bit like saying: the poor are rich
because they are poor.

newfound wealth can buy them cleaner
water, better medical facilities, petrol or
motorcars. All the method does is to
recognise that by the sweat oi their, brow
they are indeed producing the rice they
eat.

This is so because there is a linking of
effective demand with price level, not just
once, but at three separate steps in the
methodology: (a) in the original selection
of items that go into the basket of
commodities under each basic heading
for which price ratios are established; (b)
in the weighting of the parities - for this
involves a computation whereby implicit
quantities are derived from national accounts expenditure data and specially
collected price data and next are revalued
at a single set of average prices; (c) and
once more when the GDP is converted
into international dollars - because this
computation too involves a multiplication of prices by quantities.

Finally a word of caution about ideology
and the use of ICP comparisons. The
international organisations have a grave
responsibility to give us accurate representations of world income and of the
respective performance of different countries and regions. At present the implications of their reconstruction of our
collective representation of world order
are not wholly clear. However, some
people have rightly expressed anxieties
about a possible 'hidden agenda'. For
example, it may be only a matter of time,
before the World Bank and the IMF will
start using what they now refer to as the
'real' income comparisons, as an administrative tool to determine aid flows and
investment programmes."

Our criticism, therefore, is that in this
methodology - the actual way in which A more important consideration howpeople live or subsist in the poor world - ever is that the apparent increase in the
is not just represented but rather over- 'wealth' of poor countries arrived at by
represented in the 'objective' index of this method is illusory. It simply demon'average' international prices. For in- strates that the bulk of their income is
stance, in China, a very high proportion spent on low price staples. To hail this as
of national expenditure goes on rice, and evidence of more 'wealth' or less 'pova low proportion goes on cars. As a result erty' is a nonsense and obscures existing
of the ICP method, the price of rice in global structural inequalities. We have to
international dollars is higher than the think through how this may in turn affect
real price of rice (the price as it is actually our conceptualisation of economic
being traded in the markets in China in progress. For it has to be said that the ICP
the local currency). Since the method next method has the scent of the post-modern
revalues GDP, through expenditure when it celebrates the real value of how
weighted international prices, into inter- life is lived in the poor world. In our
national dollar GDP, it makes people in view, economic progress is not about how
China look richer than they are because much one can buy with a US dollar in
they spend so much more on rice than on Ghana, but about how much a Ghanaian
motor cars. But there is double jeopardy Cedis can buy in the US!
here. While the apparently 'cheaper' price
of consumer durables such as motor cars,
is dangled in front of the poor world, the Ankie Hoogoelt, David Phillips and Lucy
item itself remains as unobtainable as Walker are in the Departtment of Socioever (as is suggested in the example of logical Studies at the University of Shefpetrol in Pakistan above). For, not one field, UK.
'international dollar' cent of their
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Endnotes
1. See Lucy Walker elsewhere in this issue.
2. Based on I. Goldin, O. Knudsen & D. vander
Mensbrugghe, Trade Liberalisation: Global
Economic Implications, OECD/WB, Paris/
Washington 1993, Executive Summary, p. 17
where they summarise the results of the
influential RUNS econometric simulation model
as follows: 'Partial liberalization, such as that
negotiated in the Uruguay Round, would
produce significant gains. The removal of 30
percent of the tariffs and subsidies for
agriculture would yield gains of $190 billion,
with the OECD countries accounting for $120
billion of the net gains and developing and
formally centrally planned countries benefiting
by $70 billion. An additional 30 percent
liberalisation of manufactured products
produces $23 billion more income, with the
OECD countries gaining about 64 percent of
the extra benefit derived from manufacturing
liberalisation'.

identical goods sold in different countries must
sell for the same price when their prices are
expressed in terms of the same currency.
Transport costs in particular sever the close
links between exchange rates and goods prices
implied by the law of one price. For many goods
and services transport costs aie so large that
they may never be traded profitably across
borders. Such goods and services are called
non-tradeables. To the extent that non-tradeables
(a) constitute a larger share of the developing
countries commodity basket than of the
developed countries commodity basket, and (b)
the price of non-tradeables, being determined
solely by domestic supply and demand, is lower
in the less developed countries, to that extent
will the deviations of PPP's from the exchange
rate be more pronounced in the less developed
countries. For a discussion see Paul R. Krugman
and Maurice Obstfeld, International Economics,
Harper Collins Publishers, Inc., New York, 1991,
chapter 15.

3. See I. B. Kravis and others, A System of 8. See Kravis, Heston and Summers, 1982 and I.
International Comparisons of Gross Product and Kravis and R. Lipsy, Toward and Explanation of
Purchasing Power, United Nations International National Price Levels, Princeton Studies in
Comparison Project: Phase One, Baltimore, The International Finance, No. 52, Princeton,
John Hopkins University Press, 1975; I. B. Kravis, Princeton University Press, 1983.
A. W. Heston and R. Summers, International
Comparisons of Real Product and Purchasing Power,
9. We have used the following sources: Kravis,
UN International Comparison Project: Phase Two,Heston and Summers, 1982, 'Introduction and
Baltimore, The John Hopkins University Press, Summary'; World Bank, World Development
1978, and World Product and Income, InternationalReport, 1993 and 1994, Technical Notes; OECD,
Comparison of Real Gross Product, United Nations Results of 1990 Comparison: PPP and Real
International Comparison Project, Phase Three, Expenditures, E.K.S., 1992, especially the
Baltimore, The John Hopkins University Press, introduction; I. Kravis's own summary to The
1982. See also EUROSTAT, Comparison of Price New Palgrave: A Dictionary of Economics,
Levelsand Economic Aggregates, 1985: The ResultsMacmillan, 1987, pp. 906-909, and the UN
for 22 African Countries, Luxembourg, 1989.
Handbook of the International Comparison Project,
1992.
4. The ICP has taken place in several phases
since the first phase in 1975. In each phase more 10. Usually, the basic heading level is chosen on
countries were added to the project. Phase VI of the basis that, within a basic heading, more
the ICP surveys in 1993 was expected to cover detailed expenditure weights are not available.
more than 80 countries including China and Since country groups will differ on the amount
several FSU economies; see World Bank, World of expenditure detail that is available, the
Development Report 1993, Technical Notes, p. number of basic headings distinguished has
320.
varied between 150 and 258 for different regions
and country groups within the ICP, but in all
5. Dept. of Economic and Social Development, phases of the ICP the number of basic headings
UN Handbook of the International Comparison at the world level has been about 150. See The
Project, Series 7, No. 62, New York, 1992. On the UN Handbook of the International Comparison
role of the ICP in international statistics, see the Programme, Ibid. pp. 7 and 23.
preface to this volume.
11. On this 'linking' methodology, see World
6. This paragraph owes much to the excellent Bank, World Development Report 1994, Technical
discussion of the subject by R." Dornbusch in The Notes, p. 246.
New Palgrave: A Dictionary of Economics,
Macmillan 1987, Vol. II, pp. 1075-1085.
12. This example is taken from The UN Handbook
of the International Comparison Programme, 1992,
7. The law of one price actually states that in p. 11.
competitive markets free of transportation costs
and official barriers to trade (such as tariffs). 13. This concern, for example, was recently
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expressed in an editorial in the Economic and
Political Weekly of Bombay, 12 June 1993, p.
1202. The editors refer to the IMF stamp on the
use of parities (since its acceptance of the PPP
based international comparisons in its World
Economic Outlook of May 1993), and they ask
whether this is indeed a first step in a strategy
to reduce the share of developing countries in
their total resource transfers, multilateral no
less than bilateral, in order to accommodate the
IMF and World Bank's 'new' clients in Eastern
Europe.
•
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Book Reviews
Towards a New Bretton Woods: Alternatives for the Global Economy by Stuart
Holland. Reviewed by Michael BarrattBrown.
50 Years is Enough is the title of a

campaign launched in the United States
to seek support for ending the rule of the
IMF and World Bank, the two international financed institutions established at
Bretton Woods in 1944. The argument is
that-they have done enough damage, and
it is time for an alternative framework for
the world economy. Nowhere has the
impact of these institutions been more
disastrous than in sub-Saharan Africa - in
three different ways.
First, they encouraged the treating of
each separate African state individually
and gave no support to African regional
or continent-wide initiatives.
Second, their misconceived irrigation and
other large-scale projects created white
elephants, while for long neglecting smallscale agriculture and artisanal enterprise.
Third, their programmes of finance on
condition of structural adjustment destroyed existing structures of public enterprise and public spending on health
and education, while failing to replace
them with effective alternatives, and left
the poorest African states with increased
foreign debts, increased interest rates and
increased demands for earnings from
commodity exports to repay the debt.
Probably the most cynically damaging of
the World Bank's policies was to encourage all African states to increase their
exports of the same commodities so as to
repay their debts, and in so doing build
up huge stocks which led to a halving of

the world prices of Africa's main exports.
As a result of these mistaken policies,
with which many African state governments enthusiastically concurred, African living standards (recorded in income
per head) have declined steadily year by
year since the late 1970s. Poor health and
nutrition have undermined production
and reduced African capabilities after
two decades of advance.
Stuart Holland has recently summarised
the case against the Bank and the IMF in a
report prepared for the European Union
(DGXII FAST Programme on Global Perspectives) while he was working at the
European University Institute at Florence, under the title: Towards a New
Bretton Woods: Alternatives for the Global

Economy. In this report he not only spells
out the disastrous consequences of Bank/
IMF policies, especially for Africa, but,
even more valuably, proposes alternatives which would recover the original
expansive, full employment aims of
Keynes's plans for Bretton Woods, which
were high-jacked by United States foreign
policy. These alternatives are designed to
ensure worldwide development by way
of income redistribution through much
increased aid and technical assistance
from rich to poor countries and through
debt cancellation for the poorest.
The argument Holland puts forward to
convince the rich countries of the need for
such a reorientation of international financial policy is that present 'beggar-myneighbour' policies are prolonging the
recession and undermining any sustained
world recovery. Failure to reverse these
policies will mean more Yugoslavias,
Somalias, Rwandas, Bolivias, more violence, more terrorism, more refugees,
more destruction of forests and misuse of
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scarce natural resources. Alternatively
positive programmes to better-my-neighbour can lead to increased purchasing
power, more rapid growth of world trade
and to conservation of resources and
more sustainable development.
Holland gives chapter and verse for the
claim that the original proposals of
Keynes, presented by the British government in the talks leading up to the Bretton
Woods Conference in 1944, were turned
on their head at United States insistence.
A World Bank managing a world currency, making guaranteed overdrafts and
staffed by international civil servants; a
long term development fund to support
full employment where economics are
weak or in the process of development;
and a World Trade organisation to encourage expanded trade exchanges became respectively the IMF managing
dollar loans; a World Bank subject to US
Congressional control; and a GATT committed to the principle of free trade
whatever the level of economic development of the parties. The whole original
aim was distorted from world development to US hegemony. Only in the
already industrialised West Europe and
Japan were funds supplied on the scale
necessary to stimulate recovery. Nothing
similar was done for the two-thirds of the
world in developing countries and for the
Soviet Union and Eastern Europe. The
results are now with us with a vengeance.
At the same time as recalling the original
aims of Keynes at Bretton Woods, Holland recognises the major changes which
have occurred in the world economy
between the 1930s and 1990s. The rise of
giant transnational companies has made
it a multinational world economy, with
some regional divisions, and no longer
an international economy. On the one
hand, most trade takes place within these
companies themselves, which combine
both labour and capital-intensive operations to manipulate the level of world
prices and the pace of technological
change. On the other hand, both trade

and investment are increasingly concentrated into the already industrialised
countries. The rest of the world thus
becomes marginalised from trade and
investment flows. Even the governments
of industrialised countries enjoy much
reduced power of independent action in
their economics through interest rate and
exchange rate adjustment. Both rates are
made subject to giant company movements of funds and internal transfer
pricing.
The free trade principles of GATT have in
fact been modified by agricultural protection and by the direct investment of giant
transnationals. Where the poor countries
had some competitive edge, as in agriculture and labour services, they have been
excluded from the richer markets by
subsidies, immigration controls and other
protective measures like the European
Common Agricultural Policy. Only Japan
has built up a 'Co-prosperity Zone' in the
East, by encouraging the industrial development of her neighbours as Britain once
encouraged the development of the British dominions (not the Colonies) in the
nineteenth and early twentieth century.
In drawing up alternatives to the Bank
and IMF failed policies, Holland emphasises the need to re-establish the role of
public enterprise and planning even in a
market economy, a role which, he maintains, was in large part responsible for
successful European recovery in the 1950s,
1960s, and early 1970s, and for Japanese
advances thereafter. Contrary to World
Bank advice, the East Asian 'miracle' has
resulted from massive state intervention,
in both Japan and the East Asian 'tigers' especially South Korea and Taiwan. Privatisation elsewhere has not improved
efficiency, and has - in Africa - actually
discouraged inward investment.
Holland draws on his major study of
European Recovery programmes prepared for the European Commission (The
European Imperative, Spokesman Books,

1993) to argue for a huge investment in
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Europe's infrastructure, comparable to
that which was proposed by Japan in
1993, although not fully implemented,
and at the same time for a massive aid
programme. A coordinated growth strategy between the US, Europe and Japan is
what, he believes, is needed if Japan is to
be held to her expansionary plans and if
recovery in 1994 is not to be halted.
Holland insists that this strategy will
have to go beyond the reduction of
interest rate to embrace major public
investment. He calculates that the EU
budget will need to be doubled in real
terms during the decade of the 1990s with
a similar doubling of third world aid, to
be financed from taxes and from borrowing.
The most innovative part of the Holland
report lies in the proposals for strategic
alliances, joint ventures and networking
arrangements between small and medium sized enterprises in Europe - East
and West - and in the third world, as a
decentralising counter-weight to the centralised tendency to unequal development of the giant TNCs. Examples he
gives range from product and process
innovation and technology transfer via
design and product or service development to information networks and marketing. He quotes the successes of
alternative trading organisations in
bringing the products of peasant organisations in the South direct to supermarket
sales in the North, on the basis of 'fair
trade' and sustainable development. He
suggests that the North-South 'twinning'
of towns and cities, universities and
research centres, hospitals and local health
programmes could all be built upon to
offset the unequal development of TNC
trade.
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famine relief. Some of the criticism made
of NGO activities and the doubts expressed about their adequacy to effect
any real transfer of resources (see Fowler,
ROAPE, No. 57,1993), could in this way
be answered. Moving from small-scale
alternative trade to a large-scale challenge to the TNC must still remain a task
for which only a whole new framework
of international aid would be adequate.
Holland's proposals amount to a doubling of official development assistance,
with a high proportion in future going to
the poorer countries, especially those in
Africa. The effect of such increased assistance over five years, he calculates, would
be to raise world exports by an extra 5 per
cent a year and world incomes by an
extra 2 per cent, with double these figures
for Africa. This is more than twice the
expected result of freeing trade under the
Uruguay Round of GATT and in this case
with the greater part of the advantage
going to the poorer and not to the richer
countries. A major question must remain
about the institutional implications of
such a programme.
Pouring extra money into the Bretton
Woods institutions, as at present constituted, cannot command confidence in the
light of the disasters of the last two
decades. International finance has to be
delinked from the US Congress and US
capital market. To ensure mat this happens, that element of accountability
(which was assigned to the receiving
nations under Bretton Woods but never
provided), has to be assured and a World
Trade Organisation established which is
totally divorced from the current GATT
principle of open markets for the rich and
closed markets for the poor instituted.
That seems to be asking for a Jot. Holland
would reply that there is no other hope
for global recovery and for any improvement in African or South Asian living
standards in the next twenty-five years.

Aid from the North could then be used to
finance such ventures, in ways that gave
donors more confidence in the effective
use of their money than they feel at
present, whether with government-togovernment aid or with that of the aid Michael Barratt-Brown, Derbyshire, UK.
agencies when they go beyond straight
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