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Abstract

The paper discusses multilateralism and globalisation from the point of view of developing countries, and the reforms promoted by international financial institutions, with a focus on the Least Developed Countries and especially those in Sub-Saharan Africa. The criticisms of globalisation indeed tend to confuse different dimensions of multilateralism: the current state of multilateralism as embodied by the Bretton Woods institutions and the WTO, the economic theories they use (the ‘Washington consensus’) and the reforms they promote, such as liberalisation. Criticism focuses on the asymmetrical organisation of multilateral institutions, their economic models and reforms. Economic stagnation has many causes other than the IFIs’ reforms, which may have little impact on growth. The reforms of multilateral institutions may be criticised when they fail to help developing countries to trigger the virtuous cycles of development. The paper therefore discusses the several determinants of growth other than policy reforms, such as countries’ structural characteristics, and analyses the consequences of reforms, in particular trade liberalisation and the reform of the state. It concludes on the possible positive dimensions of challenges to the IFIs’ credibility, which may lead to a deeper reflection as to the conditions of a more equitable and efficient multilateralism and more developmental reforms.

Introduction

The paper discusses the challenges to multilateralism and globalisation from the point of view of developing countries, and the reforms promoted by international financial institutions. This is discussed in the perspective of development economics, with a focus on the Least Developed Countries and particularly those in Sub-Saharan Africa. It highlights the fact that multilateralism and globalisation constitute distinct processes. The setbacks and criticisms of globalisation indeed tend to confuse different dimensions of multilateralism: 1) the current state of multilateralism - as embodied by the Bretton Woods institutions and the WTO - and its organisation, which reflects and exacerbates global power imbalances; 2) the economic theories on which they rely (i.e. neoclassical economics, the ‘Washington consensus’); and 3) the policies that they promote, e.g., liberalisation and privatisation. 

This confusion is one of the factors contributing to the current frustration vis-à-vis multilateralism, though it also allows for optimism. This is not globalisation per se that deserves criticism or is threatened by the economic stagnation of developing countries. Firstly, criticisms indeed focus on the geopolitical asymmetrical organisation of multilateral institutions such as the international financial institutions (IFIs) and the WTO, as well as their economic models, reforms, and conditionalities, which these modes of organisation support. Emerging and poorer countries claim to be included in a kind of multilateralism, which provides rules that genuinely allow them to benefit from globalisation, which does not reproduce the asymmetries, and puts an end to the dualist system based historically on ‘the rest’ vs. a club of economically powerful countries. The latter, depending on their interests, have the means to pay lip service to multilateralism and return at will to protectionism and mercantilism. Modes of organisation, the content of reforms, economic paradigms (e.g., the role of states and markets) are all historical objects and hence subject to transformation. Secondly, academic research has shown that economic stagnation has many causes other than the IFIs’ reforms (initial conditions, lack of capital, low productivity, commodity dependence, and so on), which therefore cannot entirely be the sole focus of frustration: multilateral institutions’ reforms can be criticised when they fail to help developing countries to escape adverse initial conditions and poverty traps, and to trigger the virtuous cycles of development.

The paper is thus organised as follows. Section 1 briefly examines the distinctions between the various levels of multilateralism and globalisation. The subsequent sections analyse the determinants and consequences of ‘frustrated’ multilateralism and assess the impact of economic reforms, in particular trade openness and the reform of the state. Section 2 shows that economic growth has several determinants other than policy reform; countries’ structural characteristics (initial conditions, institutions) and the international environment may strongly limit the impact of reforms; reforms are hence only partially responsible for the current situation of the least developed countries. With a focus on Sub-Saharan Africa, sections 3 and 4 assess the economic consequences of certain IFI reforms (fiscal reform, privatisation, trade liberalisation) and their mitigated success. Section 5 analyses the consequences of reforms at the political and institutional level, i.e., the reforms of state capacity and civil services. The paper concludes on the possible positive dimensions of reform failure and challenges to the IFIs’ credibility. The latter may lead less to a rejection of globalisation and multilateralism than a deeper reflection as to the conditions of a more equitable and efficient multilateralism and more developmental reforms.

1. Multilateralism, globalisation, reforms 

Multilateralism, globalisation, liberalisation policies: recurrent confusions

Confusion underlies the criticism of multilateralism and the yet necessary distinctions between: 1) ‘globalisation’, a complex mix of heterogeneous facts and processes - political, economic, social - and which is a multilevel empirical phenomenon referring to, e.g., the mobility of capital, labour, information, and technology; 2) multilateralism, which is a set of specific global institutional arrangements involving multilateral institutions (IFIs and WTO) - where the IFIs (or Bretton Woods institutions) currently have the lead in development matters - and characterised by global economic and political asymmetries that benefit the wealthiest countries, who by definition do not need multilateralism (nor the IFIs); 3) economic reforms and policies, in particular trade liberalisation, which are a sub-part of the reform programmes promoted by the Bretton Woods institutions, as well as a dimension of the mandate of the WTO; and 4) economic theories that are used by certain multilateral institutions - e.g., the IFIs, though not all of them (e.g. UNCTAD) - as well as by governments and academia in developed countries,  the hegemonic one being neoclassical economics and its belief in the optimality of minimal states and free market forces. 

These levels obviously differ in terms of consequences and ‘frustration’. The impact of multilateralism and the effects of IFIs’ reforms differ from the consequences of globalisation. Globalisation has many and highly debated effects, e.g., on state sovereignty, fiscal capacity, global inequality, the relative income of unskilled labour, and so on. One of the most debated points is the fact that globalisation might have caused greater inequality between countries, some studies explaining the economic stagnation of Sub-Saharan Africa (SSA) more by the lack of democracy and the nature of its political regimes than by globalisation
. Another key point is that global integration, globalisation, flows of capital, investment, trade, involve mainly the three blocs in the developed world (USA, Europe and Asia-Japan), and in developing countries, it involves only certain areas and is highly concentrated in a small number of Asian and Latin American countries
. Contemporary globalisation is said to be even more restricted to developed countries than the previous waves of globalisation
. Despite the spectacular reduction in transport costs, the constraints of distance have not been entirely eliminated; spatial interactions remain determining factors and lead to cumulative processes and uneven development in different regions in the world
. 

The consequences of globalisation are analysed according two contrasting views. According to the first one, SSA is more weakly integrated into the world economy than other regions and is characterised by marginalisation and disintegration vis-à-vis world trade
. As is well-known, SSA accounted in 2002 for 1.5% of world merchandise trade
, a share that is even diminishing (from 3.7% in 1980), even if some components of globalisation, e.g., FDI flows, usually considered to be beneficial and explicitly sought by IFIs’ reforms, are now examined with caution
. Despite the increased trade orientation of SSA, the share of SSA in world trade has declined because its exports have grown much more slowly than overall world exports
. A crucial point is that the marginalisation of SSA in world trade reflects its inability to sustain growth. SSA failures have been developmental failures, not export failures. SSA’s declining share of world trade reflects slow GDP growth in SSA and the increasingly outward orientation of other countries, not a decline in trade or export shares of GDP
. The global move towards trade liberalisation in the 1990s has increased the importance of international trade in SSA. Trade (merchandise exports plus imports) as a share of GDP increased from 38 to 43% between 1988–1989 and 1999–2000, and according to the second view, SSA can be looked upon as the most ‘globalised’ region in the world in terms of trade with other regions (Europe, America and Asia)
. The least developed countries (LDCs) considerably opened their markets during the 1990s under the pressure of the IFIs but with little benefits in terms of growth
. 

On the other hand, the current organisation of multilateralism impacts on decision-making, the voice and representation of member states, with WTO rules and agreements and IFI reform programmes (trade liberalisation, fiscal adjustment, privatisation) creating their respective effects. Beyond the purely economic domain, an important dimension of current dissatisfaction is the impact that the reform of the state has had in developing countries, which has accompanied IFI stabilisation and adjustment programmes: reorientation of macroeconomic policies, fiscal adjustment, reform of the civil service, and so on. Moreover, regional arrangements involving LDCs, developing, and developed countries - which have multiplied over the last two decades - did not fulfil their promise as alternative steps towards multilateralism. As often mentioned by economists like Jagdish Bhagwati, regional trade agreements have often blurred the credibility of supra-state and multilateral arrangements. All these elements, and particularly the surge of international regulations that within developing countries add to the IFIs programmes and conditionalities, have been often perceived as excessive shrinking of and encroachment on the ‘development space’ of developing countries (as ‘kicking away the ladder’
) or their ‘economic policy space’.

Organisational imbalances and ‘frustrated multilateralism’

Among several causes, the ‘frustrated multilateralism’ comes from the well-known imbalances of the IFIs’ organisation and internal decision-making. The voting power in the IFIs is proportional to the wealth of their member states (‘one dollar, one vote’, in contrast with the UN, ‘one member, one vote’). The organisation of voting power (basic votes, quotas, qualified majorities) is indeed uneven: quotas determine voting power, which reduces the participation of small countries and leads to the under-representation of the developing countries
.

The IFIs’ internal organisation is political as their respective boards and members’ voting powers reflect global asymmetries
 - in both boards, the G-7 countries are decisive and deal with the ‘serious’ issues - although their legitimacy and credibility rely on the claim of technical excellence and apolitical mandate (‘no special or ad hoc treatment’). Conditionalities also constitute political instruments, as they penetrate all domains - social, economic political - in the borrowing countries and may prop up or destabilise regimes in power. Powerful members by definition do not need multilateralism, the most prominent one being the US, which has always been reticent vis-à-vis multilateralism, even in regard to institutions, such as the WTO, whose creation it did not support.  The US and the EU (within the WTO) use multilateralism and support IFI trade liberalisation reforms less as policy prescriptions for themselves than for developing countries and their markets. In contrast to trade, development is not an EU common policy: added together, the European member countries possess more voting power that the US but they form unstable coalitions and do not have a common ‘European’ conception of development
. Albeit with wide variations, the EU countries have more or less aligned themselves with the ‘Washington consensus’
. The EU is not an institutionalised entity within the IFIs and from a political perspective does not behave like a single actor, whatever the degree of support for multilateralism from some of its members
.

Multilateral institutions are also political bodies in their relationship with other multilateral institutions, e.g. the IFIs vis-à-vis the UN system (UNDP, ILO, UNCTAD), in terms of competition and division of labour. The imbalance in the representation of developing countries in multilateral institutions and all these elements constitute some of the stakes of the reform of the ‘global governance’ and the ‘international financial architecture’ – the former having been part of the Monterrey Consensus (2003). Uneven representation is a crucial factor of frustration. For some observers, however, a more balanced representation could be in the interest of the rich member countries in ensuring better legitimacy and hence in the effectiveness of conditionality
.

2. A ‘Frustrated multilateralism’? the many limits to the reforms’ impact and the complexity of the determinants of growth

The causalities of economic stagnation: a key issue

Many developing countries in recent decades have been affected by economic stagnation. Asia’s emerging countries, which were said to have experienced  ‘miracle’ growth, were hurt by the 1997-98 financial crisis. The serious concerns relate to the least developed countries, most being in SSA, which are clearly caught in a process of marginalisation, ‘poverty traps’ - poverty-debt-commodity and aid dependence – and often political instability. 

A widening divergence between countries

Poverty traps cannot be understood outside the initial conditions of countries and the previous context of reforms, domestic and international. In SSA the domestic context has been characterised by non-democratic political regimes, autocracies, prebendal politics, political instability, and long-lasting civil wars, as well as by a legacy of colonial economic models – the ‘small open colonial economy’ coined by A. G. Hopkins
, exporting primary commodities and importing manufactured goods from the industrial countries, and post-independence ‘statist’ economic policies –, disproportionate state intervention in the economy due to the absence of national private sector (not to mention  the prevailing economic paradigm at that time), and import-substitution strategies. 

During the first decade after independence, the performance of SSA countries has been rather satisfactory. As is well-known, the annual growth rate of output per worker in the 1960s – around 2% - was similar in SSA and South Asia,. But during the 1970s and 1980s SSA growth collapsed: it has been stable in South Asia at 2.6% whereas in SSA it declined to 0.6%
. Compared to the richest regions of the world, per capita GDP in SSA fell from one-third in 1820 to one-twentieth today and there has been no improvement since the independence: SSA per capita income declined by 1.2% a year during the 1980s and by 0.9% a year between 1990 and 1996. A key point is that the economic crisis that hit the least developed countries in SSA was due to external shocks, i.e. a dramatic drop in the terms of trade and enormous swings in the real prices of the main exported commodities between the end of the 1970s and the beginning of the 1980s. E.g., the coffee price in April 1977 was more than six times its level of June 1975, then fell back in a few years to the previous level
. The instability of primary commodity prices hit SSA economies at the end of the 1970s in the case of tropical products and oil-producing countries in the mid-1980s, while the debt crisis after 1982 dried up international flows of private capital, especially towards SSA.

Contrary to the traditional growth theories capital did not flow to the poorer countries, although the latter offer higher returns than the developed ones
. Convergence did not occur and poor countries did not ‘catch up’ with the rich ones. Only a few countries are catching up: of 108 countries over the 1960-1990 period only 11 grew faster than 4.2% per annum, among them Korea, Taiwan, and Indonesia. Many countries continue to stagnate: 16 developing countries had negative growth during the 1960-1990 period, such as Mozambique. An important point is also the enormous variability and volatility of growth in developing countries: over the period 1960-1990, the annual growth rates oscillated from minus 2.7% to plus 6,9%
. 

On the contrary, inequality between countries has increased – but not within countries. Except for the Asian ‘tigers’ absolute income gaps are expected to widen
. Apart a few exceptions, over the past half-century world economies have been characterised by ‘divergence, big time’, as coined by Lant Pritchett
. As is well-known, some of the poorest countries present even lower levels of per capita GDP than two decades ago and are faring worse for some human development indicators, such as health. According to Pritchett, in PPP 1985 prices, the ratio of the per capita income of the richest country (the United States) to the average per capita income of the poorest countries grew from around 9 ($2,181 compared with $250) in 1870 to over 50 ($16,779 compared with $325) in 1960. The income gap between countries grew even more in absolute terms over this period - expanding more than eightfold. Endogenous growth models analyse divergence in considering multiple steady states, which reflect the advantages of the already rich countries and the disadvantages of the poor. The existence of steady states as defining group of countries - going from a state of stagnation to one of development - or ‘convergence clubs’ is determined by several factors, such as obstacles to human development (e.g. life expectancy) and related threshold effects, technological innovation, and augmented total factor productivity
.

Assessing the relevant causalities

The relevant causalities are a critical issue of debate for assessing the real responsibilities of multilateralism and the real factors of frustration. In particular, growth theories may consider that there is a capacity for policy choices and reforms to modify initial conditions, such as trade openness or the protection of property rights
. In contrast, other growth theories may show that the crucial factors are structural features, which may lure countries into underdevelopment traps, such as their modes of international integration or domestic characteristics like limited physical and human capital accumulation, technological and institutional change. The latter may be more or less subject to transformation within variable short of long-run time horizons, e.g. geographical or other characteristics that may foster increasing returns, such as developed by Paul Krugman or Jeffrey Sachs
. 

At an historical level and on a global scale, it is important over the long run to observe that the growth process has been uneven in space and time. As revealed by Angus Maddison
, advances in population and income over the past millennium have been sustained by three interactive processes: a) conquest or settlement of empty areas having fertile land, biological resources, or a potential for transfers of population, crops and livestock (e.g. Europe and the Americas); b) international trade and capital movements; and c) technological and institutional innovation. International trade and technology here are the dimensions where ‘policies matter’.

The disentangling of the various causalities underlying the growth process is an essential issue. The fact that the 1980s and 1990s have been associated with very disappointing performance in the poorest countries is indeed often viewed as a causal relationship, which correlates the prescription of reforms by the international financial institutions and developing countries’ economic stagnation. Association and concomitance of facts are obviously not causal relationships, however. As noted by William Easterly, two decades of stabilisation and structural adjustment (SAPs) programmes have been associated with zero growth in the countries that implemented them
. It cannot, however, be inferred from this observation that programmes are the culprits of lack of growth, as obviously many factors are here at stake – domestic political regimes, civil wars, or international price shocks – but at least it may be argued that reform programmes have been inefficient. 

‘Frustrated’ multilateralism: is growth a matter of policies, structure, or institutions?

Do economic reforms really matter?

In the development economics literature, the explanations for the mixed success of reforms in the poorest countries – macroeconomic reforms, liberalisation – reveal clear divergences and may be gathered in three broad categories. Firstly - and this is the only perspective that can assign responsibility for lack of growth to multilateral institutions -, economic failure may be assigned to reform policies, e.g., on their inappropriate design or poor implementation. 

Secondly, it is often said that LDCs - and particularly SSA - reach their potential, in view of their poverty and low level of GDP per capita, or geographical characteristics. Their economic performance cannot be dramatically better, whatever the accuracy and implementation of reforms. In this regard and in the case of SSA, a recurrent question refers to the existence of structural specificities of SSA: the so-called African ‘dummy’ of the growth literature, which tries to explain that reforms do not work there as they do in other parts of the world, on account of history, geography, lack of attractiveness, and so on. These specificities are not found in others studies, which explain the lack of responsiveness to reform entirely by low levels of development and by poverty: e.g., if OECD countries had the level of development of SSA countries, they would respond to reform exactly as these countries did. 

Finally, other explanations highlight the importance of institutions as the key determinants that command the success or failure of reform – domestic institutions as well as their combination with external institutions and reforms. The focus of development has recently changed from ‘getting the prices right’ to ‘getting institutions right’, as is shown by the popularity of the studies by Dani Rodrik on the role of institutions in economic growth
, or the well-known series of papers by Daron Acemoglu, Simon Johnson, and James Robinson on the colonial origins of development or the ‘reversal of fortune’ after the colonial encounter
, or by the economic historians Stanley Engerman and Kenneth Sokoloff, who highlight that ‘institutions matter’ for development, more indeed than a particular type of institutions
.

Showing that reforms and policies are effective or, on the contrary, of little use is obviously crucial for developing countries as well as for multilateral institutions. E.g., for Easterly and Levine, only institutions matter. Geography affects institutions, and favorable geography promotes good institutions. Geography alone does not affect income, and geography and policies (measured by inflation, trade openness, exchange rates, etc) do not matter: only institutions do. The nexus of “tropics, germs, and crops” affect country incomes through institutions and there is no effect of policies on development
. This thesis of institutions being more important than geography or trade is defended by Rodrik as well
. As is shown by Acemoglu et al.
, even a human development indicator such as the impact of disease on economic development is not due to the direct effect of health on income, but its indirect effect via institutions. When isolated populations came into contact during the period of European colonial expansion, differences in disease environments had a major impact on the path of institutional development and consequently on economic growth.

Different factors of growth, but endogenous to each other

An important point, which is addressed by a growing body of literature in development economics, is the issue of relative weights and endogeneity between these three categories of determinants of growth. These three groups of factors are obviously not exclusive. Poor external geography (external demand, foreign market access), poor internal geography, and poor institutional quality contribute in equal measure to explaining the SSA countries’ poor export performance
. Endogeneity of factors of growth may also be revealed by the fact that differences in institutions lead to different policy choices, and political institutions influence policymaking. 

But institutions are not exogenous in turn: e.g. initial factor endowments (back to colonisation) may explain social inequalities: in wealth, human capital, and political power
. Economic growth cannot, however, be entirely explained by institutions. Very different institutional structures often substitute for one other and in different as well as in similar contexts. Historically it cannot be demonstrated that a particular institution is indispensable for growth. The systematic patterns to the ways institutions evolve show that exogenous change in institutions is not what powers growth. If there is a consensus over the fact that institutions matter for growth, how they matter remains hypothetical and deeply influenced by the political and economic environment, and they mostly matter because institutions change over time as circumstances change
 Institutions are indeed endogenous processes. As Hall and Jones show, the fact that output per worker varies enormously across countries is not explained by differences in physical capital and education, which only partially account for the variation. A large amount of variation in the level of the Solow residual across countries, the differences in capital accumulation, productivity, and therefore output per worker, are driven by differences in institutions and government policies, i.e. the ‘social infrastructure’, which is endogenous and determined historically by location
.

The constraints limiting the responses to reform and growth

Therefore, for the different categories of reforms – stabilisation or adjustment, fiscal reform, privatisation, liberalisation – and hence for any rigorous assessment of their effects, the key questions relate to the real scope for the effectiveness of policies. These questions do not only regard developing countries, but also developed ones: e.g., stability of growth and inflation in the UK and the US have been explained by ‘good luck’ as well as by appropriate policies, but most models identify shocks as strongly influencing growth variability
. As William Easterly has explored in several papers, have reforms implemented by national governments in developing countries in recent decades had the capacity to be effective and foster economic growth? Or is growth not the result of policies but rather a matter of ‘good luck’? Growth rates are highly unstable over time, while country characteristics are stable. Shocks, especially those to terms of trade, play a significant role in explaining variance in growth and worldwide technological change determines long-run growth while country characteristics determine relative income levels
. For William Easterly (then at the World Bank), adjustment and stabilisation programmes have had little effect in developing countries, as most of the problems the latter encountered in the 1990s originated from international processes over which they had little control, in particular world interest rates, global business cycles and recessions
 and commodity prices movements. Easterly consistently insists on the weak robustness of the correlations between policies and growth – thus the 2000 current income of developing countries is highly correlated (.87) with their 1960 income
. Country policy effects on growth appear to have been ‘over-emphasised’ when particular events and policies are examined, e.g., trade openings or inflation stabilisations; in the regressions institutions have more explanatory power
.
The key point here is that policies and reforms encounter limitations that are external to them, even if they are relevant and well-designed. Some country characteristics that depend on policy reform, such as education levels and political stability, may be dominant determinants of growth. Growth and the success of reforms face a series of constraints, however, which stem from countries’ structural characteristics. Among the constraints that fall outside the scope of policy reform are the divergent historical trajectories of regions and countries, which stem from differences in total factor productivity - and specifically labour productivity - and in efficient use of technology. Countries that are poor today were already poor in 1910
. A very robust variable from the cross-country regression literature is the initial level of income. Policy changes over time and policy differences across countries may have almost no effect on long-term growth rates, and past income is a very strong predictor of present income on the long term
.

Growth is explained by initial conditions and factor endowments (since Sir Arthur Lewis in 1955), which are more or less exogenous factors (geography) or the result of previous policies (education, health). Some variables change slowly and with weak influence from policies (e.g., social arrangements, income distribution). A recurrent question in the literature is that of specificity, i.e. does SSA have some unique trait that might be an obstacle to growth. For some studies there is no ‘uniqueness’ and if other regions had the same characteristics such as poverty, low levels of education and health
 - they would exhibit the same performances
. Slow growth is due to policy choices - what, however, explains policy choices that are adverse to growth? Geography, agglomeration effects, and poor infrastructure are now seen as key explanations for slow growth (with no need for a ‘uniqueness’ of SSA) - e.g. for economists like Paul Krugman and Jeffrey Sachs - via a mix of structural variables (initial income, natural resource abundance; landlocked status, tropical climate, and the related health conditions) and policy variables (trade openness, savings, institutions)
. Land abundance may impede manufacturing in increasing transport costs
. Natural resource abundance is now said to be a ‘curse’
, together with other institutional or political characteristics such as ethnicity
, secure property rights, ‘bad’ governance’ and political instability
. 

Adverse structural conditions do not, however, imply an ineffectiveness of policies. For Bloom and Sachs, among others, industrial policies aimed at promoting manufacturing exports are the core of growth strategies, i.e. diversification of production away from tropical commodities that face limited demand and with little opportunity for technical progress and attracting export-oriented industries
. Indeed, for the IFIs the implementation of ‘good policies’ (e.g., trade liberalisation) is the key factor of economic growth
, although ‘good policies’ are obviously very difficult to measure, as with their effects on growth. Multilateral institutions other than the IFIs, namely UNCTAD, also see policies as crucial determinants of growth. With a different view as to what appropriate policies should be, UNCTAD also considers that policy choices and institutional frameworks are strategic elements for exploiting the benefits of globalization – e.g. mobilisation of domestic investment, gradualism of global integration, and industrial policies
.

The theoretical consensus underlying reforms: a progressive erosion

During the 1980s and 1990s, the failure of reforms promoted by the IFIs in the poorest countries has been the object of an increasing academic literature, both within the IFIs and outside of them. Many studies went further and linked economic stagnation to the failure of the IFIs’ theories and liberalisation reforms in LDCs. 

A consensus with poor outcomes

Highly dependent on primary commodities for their exports, the poorest countries were hit by a severe fiscal crisis that led to the intervention of the Bretton Woods institutions. At the beginning of the 1980s, the jointly devised SAPs and ESAFs have represented a first generation of stabilisation and adjustment programmes. SAPs were based on the reduction of demand and fiscal deficits. The lending of IFIs has been conditioned on the implementation by borrowing countries of a set of policies, i.e. the well-known ‘Washington consensus’ coined by John Williamson
: i.e. fiscal discipline, reorientation of public expenditure, tax reform, interest rate liberalisation, unified and competitive exchange rates, trade liberalisation, openness to FDI, privatisation, deregulation and secure property rights. At the beginning of the stabilisation and adjustment programmes, there was within the IFIs a broad theoretical consensus, which has been reinforced by the unevenness of the IFIs’ internal organisation and the pre-eminence of the US voting power on their boards. The consensus has been strengthened by the Cold war, the dominance of neoclassical economics in academia and the then prevailing theoretical paradigm of the state relying on rent-seeking and Public Choice theories. The latter were stigmatising the previous policies of state intervention and import-substitution. States were viewed as responsible for the failure, because of their poor policies and lack of institutional capacity.

It should be recalled that economic development theory previously relied on a very different paradigm. From the 1940s to the late 1970s government was seen as the prime mover of development
 because it had the capacity to reallocate factors of productivity from a low-productivity sector (traditional) to a high-productivity sector (mostly industrial) with increasing returns and to overcome technological and institutional rigidities. For economists after WWII, industrialisation could not occur if were left to the private sector; it had to be planned by the state and partly funded from international sources
. Since WWII drastic changes occurred within development economics, the most radical of them affecting the model of the desirable role of government in the economy and the associated policy prescriptions. Under the influence of the neoclassical paradigm, it has been forgotten that there is no single cause of underdevelopment (e.g. low physical capital, distorted relative prices, trade barriers, ineffective government, lack of human capital) but that development is a nonlinear, path-dependent, process with shifting interactions, and hence changes in policies and institutions over time
.

The duration of economic stagnation in the poorest countries despite two decades of IFI programmes has intensified the criticisms of their theories, which are said to be inappropriate and to contribute to the weakening of the poorest developing countries, and particularly primary commodities exporters. The IFI theories and the design of the reforms have come under attack, for not being able to foster growth and economic diversification. The 1990s thus witnessed a growing body of studies from academia and civil society groups in developed and developing countries, which called into question the legitimacy of the IFIs and their reforms. The mode of organisation of lending – i.e. conditional lending – has been included in the wave of criticisms. In the LDCs in particular, conditionalities accumulated in proportion to reform failure, leading to the repetition of IMF programmes and a ‘ritual dance’
 that has eroded the IFIs’ credibility, the feasibility of reforms and the likelihood that governments will implement them
. This repetition of programmes that were initially meant to be short-term has created categories of developing countries that had a ‘prolonged use of resources’, sometimes over decades, as coined by the IMF
. As the World Bank pointed out, policy reversals were occurring as soon as the programmes’ tranches were disbursed, as, for example, in Kenya
. In some countries the IFIs continued the programmes and project lending for various geopolitical and political economy motives, which significantly eroded the credibility of their sanctions for developing country governments and created incentives for delay and poor implementation. Quantitative studies have indeed shown the influence of political motives that underlie IMF lending
. These elements have reinforced the recipient governments’ resistance to reform. Some governments may have instrumentalised IMF programmes – using conditionalities as a scapegoat - in order to promote their own political agendas
. Other governments resisted reform for a variety of possible motives, from governments’ unwillingness to put an end to clientelist politics to a perception of IFI reforms as an illegitimate intrusion into state sovereignty and ‘national economic space’.

The developmental state theories

The economic success of some emerging countries, particularly in East Asia - via theories and policies that were the opposite of those of the IFIs, e.g., public policies, especially industrial policies, ‘developmental state’ strategies, deliberate market distortions such as subsidies - has strengthened the criticisms of the IFI’s economic paradigm, especially that of minimal state intervention and liberalisation. The growth of East Asian countries and the associated theories of the developmental state have highlighted the uncertainties regarding the right policies for development
. They confirmed the importance of historical trajectories and geographical and geopolitical context, e.g., US aid in the context of the Cold War or Japanese foreign economic policy. 

As shown by the controversy that surrounded the World Bank report on the ‘East Asian miracle’ (1993) and the disagreements of the Japanese government
, paths of development may be linked to various types of policies and flexible choices between the poles of market forces and state intervention. Furthermore, the ‘developmental’ dimension of public policies does not seem to be dissociable from political motives and the search for legitimacy, e.g. the benefits of social cohesion or the support of key interest groups, as shown by the example of Korea
.

The ‘post-Washington consensus’, the new paradigm of poverty reduction and the unresolved difficulties of aid mechanisms

The failure of reform has contributed to an evolution of theories of economic development and appropriate policies, from the ‘Washington consensus’ to the ‘post-Washington consensus’
. The multilateral financial institutions’ theoretical frameworks are currently affected by uncertainties as to the nature of the relevant policies, due to decades of external and internal criticism from global civil society (‘the IFIs should do more or better’), as from certain US political groups, as shown by the well-known Meltzer report (‘the IFIs should do less and re-focus’
). The Bank’s theoretical assessments do not necessarily reflect the positions of its major stakeholders and may well diverge from them, e.g., the US, on issues like poverty, aid, human development (fertility), and trade openness. These uncertainties have been intensified by the internal evolution of academic thought within development economics
. 

Among well-known examples, there has been the shift to a ‘market failure’ and regulatory view of the state with the World Development Report 1997 under the influence of Joseph Stiglitz. In academic research, the information asymmetry theory tempered the neoclassical theories of the minimal state and highlighted some necessary functions of states, i.e. provision of public goods that the markets have no incentive to supply, stability of the economic environment and rules, and hence stable individual anticipations, correction of market failures and information asymmetries
. The concept of a regulating state, referred to as the “post-Washington consensus”, has gradually inspired the World Bank activities
. It has been accompanied by a shift to poverty reduction as a core mission of the Bank in the 1990s, with the recent shift to inequality under chief economist François Bourguignon, or a proactive stance in the reforms of the international financial architecture (e.g. the SDRM
 proposal). When uncertainties affect the choice of relevant theoretical paradigms, IFI policies may be influenced by political and organisational determinants, as the IFIs are primarily financial institutions. The private sector’s views and market solutions often have the final word, e.g., on the solving of global financial crises and severe indebtness, or managing risks related to commodities. Consensus emerges ex post via exchanges between academia, experts and policy makers, which consolidates reform ‘paradigms’ and creates lag effects in their adaptation, even if they prove inaccurate when implemented.

Poverty reduction has replaced ‘development’ as the main mission of multilateral and bilateral aid agencies. At the end of the 1990s the focus of reform programmes on poverty - with the World Bank’s PRSPs and the associated IMF’s PRGFs and the HIPC initiative
 - has been a response to theoretical uncertainties and policy failure. The PRSPs are, however, not likely to bring about rapid or significant improvements in terms of instruments and effectiveness, as noted even by the US General Accounting Office
 - not to mention the many criticisms by NGOs. These programmes aim at escaping the impasses of conditionality, which the IMF decided to address in the late 1990s with the ideas of governments’ ownership and ‘participative processes’. The PRSPs and HIPC initiative still rely, however, on mechanisms such as common pool resources and aid selectivity, which include in practice many unexpected effects and face the traditional constraints of aid as a dimension of foreign policy
. They still face difficulties in solving the detrimental aspects of aid, in particular aid volatility and the problems of donor coherence and aid bureaucracy
. The failure of previous devices has shifted old-style conditionality to selectivity and ownership. However, aid still relies on devices that are based on conditional lending, with the associated contradictions between state ownership and conditionality.

3. economic consequences of reform: fiscal policies and privatisation

Economic reforms - trade openness, liberalisation, privatisation – have been criticised because they did not improve the ability of developing countries to capture gains from globalisation, and did not reduce primary commodities dependence and vulnerability vis-à-vis external shocks. Reforms are said to address symptoms rather than causes of stagnant growth and poverty traps, i.e. the volatility and decline of primary commodities prices, the lack of export diversification
, and the subsequent perpetuation of unsustainable indebtness.

Consequences of fiscal reforms

The structure of revenues and budgets in SSA has remained typically post-colonial, relying on volatile international prices of primary commodities - which makes fiscal management difficult - and on external trade taxation. While taxes on international trade represented 9% of total current revenue in 2000 in low and middle-income countries, they still represented 32% in Senegal, 48% in Uganda, 40% in Côte d’Ivoire (more than in 1990, when it was 29%), 26% in Ethiopia (15% in 1990), 28% in Cameroon (14% in 1990), 77% in Guinea (47% in 1990)
. Initial IMF stabilisation programmes aimed at filling the gaps (balance of payments and fiscal gaps). Lending was short-term, contingent on the acceptance of IMF reforms (the conditionalities). Over time, however, growth remained disappointing, lending was prolonged, and programmes were repeated year after year. There was an increasing understanding within the IFIs that the ‘short term’ was indeed ‘structural’ and that the ‘returns to reforms’, i.e. growth, were indeed weaker than expected
. Some SSA countries have now more than two decades of SAPs behind them – admittedly including reversals and interruptions - but no structural changes have occurred and economies have hardly diversified their export structure. E.g., in 1990 oil represented 90% of Nigerian exports; in 1999 it represented 97%. In 1990 agricultural primary commodities represented 62% of the exports of Mali; it was 94% in 1999. In Gabon, in 2001, oil revenues represented 60% of the national budget.

The underlying theories of stabilisation were the monetary approach to the balance of payments and financial programming (Polak’s model, theory of absorption). A typical Fund program is mainly a set of macroeconomic accounting identities that link growth, inflation, money supply, current account, and budget deficit, with intermediate policy targets (e.g., domestic credit to the private sector, reserve accumulation) that are consistent with macroeconomic targets (e.g., growth, current account adjustment, inflation)
. IMF stabilisation programmes - and then the joint programmes of the IMF-World Bank, the ESAFs - focused on the reduction of domestic demand, the stabilisation of public spending (reduction of the fiscal deficit, the wage bill, the number of civil servants, public subsidies and transfers, e.g. to state-owned enterprises with other quantitative macroeconomic benchmarks on investment, equipment, international reserves, debt, and so on) and on the increase of public revenues (broadening the tax base, export growth). Structural benchmarks targeted institutional reforms regarding public enterprises, the financial sector, structural fiscal policy, tax and expenditure management, the dismantling of the marketing boards, privatisation and liberalisation, and so on
.

As one knows, it is difficult to differentiate the effects of IMF and World Bank programmes from the outcomes of other processes. Bad performances may be induced by many other factors: inept political regimes, corruption, international economic slowdown, and unexpected shocks and poor performance might have been worse without the programmes. In some cases, IFIs programmes had positive effects, e.g. in countries that were previously suffering civil wars or economic collapse (e.g., Ghana, Uganda). A series of studies show that stabilisation programmes and SAPs had no significant effects on growth, however. Some quantitative studies have even demonstrated that there was a negative correlation between IMF programmes and growth
. They likewise had no impact on poverty reduction
. According to William Easterly, the median per capita growth for 12 countries having borrowed more than 15 times adjustment loans between 1980-94 has been zero, as compared to 2.5% in 1960-79. These were the ‘lost decades’ for SSA, ‘in spite of policy reform’
.

As analysed by several IMF studies, the effects of programmes on the fiscal balance in the 1990s in countries with structural conditions were a sharp compression of expenditure, and in all countries under IMF programmes, a decline of both revenues and expenditure
. In a sample of low-income countries, the IMF has shown that there was no positive relationship between fiscal consolidation and growth, and that most fiscal consolidation episodes did not last more than one year
. In 2003 the IMF Evaluation Office recognised that fiscal adjustment lacked a ‘qualitative dimension’, as well as ‘efficiency, sustainability and equity’, and that adjustment may have been ‘excessive’ and affected by ‘over-optimism’, ‘inappropriate sequencing and policies on the revenue and expenditure side’, and ‘inappropriate matching of the short-term frame and long-term frame’ (i.e. institutions)
. The burden of indebtness was shifted to the IMF and the World Bank, now the major lenders and creditors in SSA, as they are privileged creditors and international private capital flows had dried up. Effects of programmes on the domestic industrial sectors have been mixed – they were often supported by the state, and for the import-substitution sector, weakly competitive. Another criticism of the IFIs programmes is that they had no effect on the dependence on natural resources and therefore did not focus on the causes of poverty traps, in particular via the diversification from primary commodities towards manufactured exports
.

Reducing state intervention and privatisation

The reforms recommending the retreat of the state from the economy have been one of the best-known motives for the frustration vis-à-vis multilateralism. In many developing countries, the context of post-colonial states has not been encouraging for private enterprises and investment. For well-known reasons – constraints on state formation, the ‘big push’ paradigm of the 1960s, weak political legitimacy, and so on -, post-independence political regimes were often ambivalent towards domestic private sectors, especially the industrial sector, more than vis-à-vis foreign investors
, maintaining a dualistic structure of widespread informal activities and a small number of traders coexisting with a formal sector of limited size and mainly made up of a few foreign firms and state-owned enterprises (SOEs) that dominated economies (e.g., the SOEs’ share of GDP at factor cost in Zambia in 1979-80 was 37.8%; in Senegal, 19.9% in 1974; in Cote d’Ivoire,  10,5% in 1979
). For the IFIs, SOE deficits and inefficiencies were a drag on growth. Privatisation has a direct positive fiscal effect - e.g. on the stabilisation of public finances - and it increases revenues or reduces budget deficits - e.g., in cutting subsidies. Regulatory reforms are said to promote competition (e.g., rationalising tax and customs administration). For the World Bank, ‘strong rule of law’ attracts foreign investors.

The failure of the previous ‘statist’ strategies were an obvious justification for liberalisation and a shifting of economic activities toward the private sector. Moreover, IFIs were viewing the reforms as reducing the inequities of the rentier and clientelist use of SOEs by political regimes. SOEs enjoyed preferential treatment, tax exonerations, and subsidies that represented heavy burdens for governments. Governments were also responsible for their poor performances because of pricing policies and controlled prices (sometimes below cost of production), inadequate planning, under-utilised capacity, and so on. For the World Bank, SOEs were maintained mostly for non-economic and rent-seeking motives. Public enterprises and public management lead to ‘leakages’ of public funds (as is analysed in the World Development Report 2004 on services).

Privatisations have been a key determinant of private capital flows to LDCs, mainly FDI. There have been different periods and focuses of privatisation: in the 1980s and early 1990s the state abandoned commerce but maintained large-scale enterprises in strategic sectors, which were privatised in the 1990s and with a significant impact on infrastructure: power, telecommunications, transport, and water opened to private participation and competition. Privatisation has had different outcomes according to the sectors and the type of contracts (concession, leasing, and so on): e.g. telecommunications, new technologies, or services of general interest. Flows remain limited, however, as the LDCs face a nexus where capital flight, debt, and aid are fuelling each other
. There were cases of successful privatisations, which have improved firms’ performances (e.g. the well-known case of Ashanti Goldfields in Ghana, privatised in 1994
, or Kenya Airways between 1993 and 1996 with KLM). Privatisation led to an increase in profitability, efficiency, investment and output
. Results, however, have been more mixed in SSA, where a survey shows no significant profitability improvements; efficiency and output measured by real sales decreased, but not significantly, and capital expenditures rose
.
The IFIs are aware that the efficiency of the private sector depends on the state and its institutions, and in its capacity for the provision of public goods, in the context of unstable and uncertain macroeconomic environments arising from the imperfect credibility of policy reforms, potential policy reversals, investment risk, weak legal and regulatory frameworks, adverse structure and administration of taxes, poor infrastructure (high factor costs), weak financial systems, and low levels of financial intermediation. As is well-known, uncertainty is a key negative factor for private investment
. A particularly detrimental effect in SSA is that investors require large returns to compensate for the possibility of non-recovered costs in case of policy reversal. Most countries in SSA receive very modest amounts of FDI, although rates of return on FDI have generally been much higher in SSA than in other developing regions. According to an IMF study, during 1990-94, rates of return on FDI averaged 24-30% in SSA, compared with 16-18% for all developing countries, which shows that risks are perceived to be higher in SSA than in other regions
. One of the justifications for IFI reforms is that they may be a sort of locking-in device for government policies, providing them with international credibility and thus attracting foreign investors. IFIs function here as ‘international public goods’
. Since the Johannesburg summit (2002) debate within the IFIs and the UN system the IFIs focuses on “public-private partnerships”. 

Privatisation reforms have been confronted with several difficulties, however. One difficulty has stemmed from the specificities of local market structures: The historical weakness of domestic private sectors has impeded the effectiveness of reform. The new opportunities offered by the domestic liberalisation of commodities have been seized by intermediaries, e.g., traders, and the market power has often shifted from producers to a small number of concentrated private actors. This has been shown in the case of the coffee market: before liberalisation, producers had market power through export quotas and state controlled marketing channels, and afterwards, private actors became concentrated at processing and retailing levels. Far from having improved price transmission, liberalisation may have worsened it
. The dismantling or privatisation of marketing boards has often given rise to oligopolies
. Likewise, it is well-known that some SOEs have been acquired by political clients - often the only local entrepreneurs who had enough capital (the ‘politics of patronage’) 
 - or individuals linked to the ruling party. Governments often balance demands of the IFIs that international capital should be provided with an attractive environment for investment and those in the ruling party's domestic constituency who regard privatisation as an opportunity for personal accumulation
.

Privatisation has also been viewed as having mixed welfare effects, as well as employment and wage effects (lay-offs of redundant and inefficient workers, possibly higher wages in privatised firms). Privatisations also have an impact on wealth and income distribution: privatisation makes ‘winners’ and ‘losers’. As shown in a recent review by Birdsall and Nellis, it seems that privatisation has enhanced efficiency more than equity. Increase in access has often been accompanied by increases in prices
. Another line of criticisms has highlighted that the ‘post-Washington consensus’ did not differ from the previous one and its structural adjustment and stabilisation programmes, as it focuses on market structure, i.e. on imperfect competition; between the extremes of pure competition and pure monopoly, policies must maximise competition within imperfectly competitive markets, with regulatory oversight mechanisms and anti-trust competition policies: state subsidies and protection are still to be removed
. It is excessive to equate public enterprises with inefficiency.

4. Consequences of trade liberalisation

Positive effects of trade liberalisation?

Trade liberalisation has been a central reform of the programmes of the 1980s. The trade liberalisation process has been compounded by the adoption of international trade agreements – WTO rules – and regional agreements. It is well-known that the LDCs and SSA have a multiplicity of multilateral and regional agreements of various types and scope: FTAs, customs unions and so on
. A vast economic literature associates trade openness with growth and productivity, which provides the basis for the IFIs’ reform policies
. SSA growth is said to be impeded by its high tariffs and its policies are said to suffer from general anti-export biases
. Theory views the costs of openness as the costs of transitional adjustment preceding a more efficient re-allocation of resources, capital and labour, and moving away from protected and ineffective economic sectors into more efficient ones. Trade openness benefits may, however, have been affirmed in an excessive way
 and as it is said - by Dani Rodrik, among others - reforms are instruments towards development, not objectives per se. Some studies disagree with this direct causality, highlighting the weakness of the methods and the importance of specific economic trajectories and institutions
. The vulnerability and small size of SSA markets has led to the refinement of these hypotheses. The IFIs now recognise that globalisation creates not only “winners” but also “losers”
, and, e.g., the existence of a non-monotonic, Laffer-type relationship between trade and poverty, with the former, at low levels of development, hurting the poor, and reducing poverty only beyond a certain threshold
.

In poor countries - and especially in SSA since the colonial period - collecting taxes on international trade is easier than collecting internal taxes and there are few alternatives. Government revenues in most SSA countries depend heavily on taxes levied on exports and imports. As part of the package of IFI conditionalities, trade liberalisation has had fiscal consequences and has not reinforced states’ fiscal capacities, which in turn have been made more complicated by WTO rules. As noted by UNCTAD, quoting a study of 19 SSA countries, trade taxes as a percentage of GDP declined from an average of 6% in 1975 to about 5.5% in 1995 (to be compared to 3% of GDP for other developing-countries, and less than 0.5% for OECD). Likewise, the Economic Commission for Africa has shown that over the period 1991–2001, import duties represented 34% and 22% of government revenues respectively in SSA least developed and non-least developed countries, compared to an average of 15% for developing countries
. The fiscal effects are recognised by most studies: trade liberalisation is beneficial for growth: but it is a costly process, especially on the fiscal balance in SSA countries. As shown by Bevan
, trade liberalisation may exacerbate fiscal difficulties, increase deficits, accelerate inflation, create political difficulties, and erode the credibility of the positive aspects of the reforms. 

Experience with trade reforms has been mixed, with evidence of growth enhancement in some programmes but of stagnation in many others. The World Bank conclusions on the positive relationship between globalization and poverty reduction can be criticised as ‘openness is not enough’: as noted by Birdsall and Hamoudi, the problems of commodity producing countries are distinct from the question of openness vs. closedness
. The relationship between trade liberalisation and growth is not straightforward: e.g., a study has shown that over the last three decades and with two groups of trade openness measures, contrary to the conventional view trade barriers are positively and significantly associated with growth, especially for developing countries
. In particular, policies’ effectiveness may face strong structural constraints, such as lower labour productivity than in competitors (e.g. emerging economies) and very high transaction costs and over-costs, because of poor infrastructure, lack of human capital. Transportation costs are said to be much higher in SSA than any other region of the world
.
Commodities dependence as a constraint on reform effectiveness

Decline and volatility

The key problem in least developed countries is commodities dependence. This has long been recognised with the famous Prebisch-Singer theses (1950) and is currently reactivated by UNCTAD. As shown by the World Bank, there is some relatively good news: in the 1980s, developing countries derived 70% of merchandise export revenue from sales of primary commodities - agriculture and energy. Now 80% of revenues come from exports of manufactures. Even SSA exports are no longer primarily resource-based: the share of manufactures in SSA exports has risen from 25% during the late 1970s to 56% in 2003, almost all of the increase realised during the last decade
. But according to the WTO World Trade Report 2003, only 6 out of 53 SSA countries achieved a sustained expansion of their exports in the 1999-2002 period. SSA dependence has decreased during the 1980s, the ratio of primary commodity exports to total merchandise exports moving from 64% in 1980 to 53% in 1991
. 

There has been an upturn in SSA terms of trade during the commodity price booms of the 1970s, but the trend from the early 1980s has been downward. The levels of terms of trade at the end of the 1990s were 24 and 21% below those attained in the early 1970s for North Africa and SSA respectively. Real commodity prices declined from 1980 to 2001: according to the World Bank’s index of agricultural prices, they were down by 53%, crude oil prices were down by 46%, metals and mineral prices were down by 35%. As recognised by the World Bank, cotton prices were 50% higher in 1996-97 than in 2000-01, while in some LDC cotton producing countries it may represent between 5% and 10% of GDP – which provides the livelihood for 10 million people in West Africa
. The explanation for the long-run behaviour of prices is traditionally focused on differences in demand elasticities for manufactures and commodities, as well as on the market power enjoyed by developed countries in manufactured goods. Other explanations are based on technical progress and secular improvements in agricultural productivity. In the short to medium term, policies also constitute important factors, i.e. trade policies (particularly agricultural subsidies and tariff escalation) in developed countries, as well as the structure of the international market for commodities. The secular decline of terms of trade and commodity prices is a hotly debated issue, and economists do not find clear evidence of the decline
.

The agreement is total on another crucial dimension of commodity dependence, which is real export price volatility. The declining terms of trade for SSA commodity-dependent countries have been aggravated by the high price volatility of their major exports - coffee, cocoa, gold, tea and cotton. SSA exports experienced roughly twice the volatility in their terms of trade as East Asia’s exports did in the 1970s, 1980s and 1990s, and nearly four times the volatility as the industrialised countries experienced
. These countries are also constrained by low productivity, low value added, and high competitiveness in their main sectors of activity. Commodity prices follow cycles: price slumps last longer than booms
.There have been some answers by the IFIs but these have proven unsatisfactory
, e.g., insurance mechanisms, or ‘commodity currencies’, as real exchange rates of commodity exporting countries move together with real prices of commodity exports
. The institutional arrangements aiming at reducing price volatility or decline have been unsuccessful - domestic schemes, e.g., marketing boards or stabilisation funds, international schemes (Commodities Agreements for coffee, cocoa, etc.) or the EU Stabex were unable to adapt to changes in the market and solve the problems of free riding. This is also the case for the IMF mechanisms for compensatory financing, i.e. the Compensatory and Contingency Financing Facility (CCFF) (1963) and the Buffer Stock Financing Facility (BSFF). The CCFF contingency element was not used between 1992 and 2000. The facility of the BSFF was not used between 1986 and 2000, and the CCFF has not been used since 2000. The IFIs currently advocate market solutions, e.g., risk management, hedging, derivatives, futures. A key issue is that they are all temporary and limited responses to structural problems
.

Volatility may be compounded by poor domestic policies, which were unable to mitigate the negative effects of the ‘Dutch disease’ that results from commodity booms and busts, i.e. a significant appreciation of the currency in the event of large, unanticipated foreign exchange inflows, which adversely impacts non-booming export and import-substitution sectors. When the boom ends, the country is worse-off than it was before, because it ends up with much weaker tradable industries that did not boom, whereas the once-booming industry has gone bust. It is important to note that volatility (as well as decline) is also compounded by inappropriate IFI policies, as shown by the well-known ‘adding-up problem’ (or ‘fallacy of composition’), i.e. what may be true for one country is false for many countries, when growth in demand remains slow despite low prices. In inciting several countries to export the same commodities (e. g. coffee in Vietnam), IFIs may have pushed international prices downwards. There are thresholds beyond which an expansion of exports leads to a drop in prices, because of low price elasticity of demand for commodities and low income elasticity of demand. The additional supply causes prices to fall proportionately more than the increase in supply
.

SSA access to developed countries markets is relatively open, but as is well-known Northern protectionism remains a serious impediment
. External market structures have impeded the effectiveness of reforms, in particular the dramatic international concentration of key global players and transnational corporations. International trade takes place along global supply networks or value chains. Developed country supermarkets may dictate standards, quality, production criteria and employment conditions to suppliers, and include or not small producers in global trade networks
. E. g., in the South African fruit industry, the growing dependence on value chains has increased insecurity and vulnerability of workers through the use of seasonal and contract labour
. The global commodity chain approach shows the deep transformation of the global coffee marketing chain in the last two decades, in particular the distribution of income along the chain
. Equally, transnational corporations may impose over-costs, via anticompetitive practices and price cartels. As shown by Levenstein et al.
 on the effects of private international cartels, in 1997, developing countries imported $54.7 billion of goods from a sub-sample of 19 industries that contained a price-fixing conspiracy during the 1990s. These imports represented 5.2% of total imports and 1.2% of GDP in developing countries.

Poverty traps

The question as to whether commodity dependent countries can or should try to move towards industrialisation is a matter of controversy. Some studies have argued that poor countries, especially in SSA, cannot diversify and industrialise apart from the base provided by their natural endowments, which constitute their comparative advantage, i.e. commodities and a low labour-land ratio
. SSA endowments are relatively abundant natural resources and relatively scarce human skills, so there is little hope of developing manufacturing for export, except in unskilled-labour-intensive primary processing activities. Other studies recommend industrialisation and the export of manufactured products
. As UNCTAD has revealed in several reports
, however, the most dynamic determinants of international trade and growth are concentrated in a few product categories, which are the most skill-intensive and have a high technology content in sectors with high productivity growth - the three fastest growing product groups being transistors and semiconductors, computers, and computer parts and office machines. But shifting away from commodity exports to manufactures will not be a panacea: developing countries have achieved a rising ratio of manufactured exports/GDP, but without a rising ratio of manufacturing value added/GDP. As highlighted by the UNCTAD Trade and Development Report 2002, since the early 1980s developed countries have a lower share in world manufacturing exports but a higher share in manufacturing value added
.

Slow export growth constitutes genuine poverty traps, due to the decrease of the real price of products, diminution of market share, and concentration of exports in a few products for which global demand is declining: lower international prices of commodities, lower domestic agricultural income, lower agricultural wages, lower public revenues, deterioration of the terms of trade and of the balance of payments. Depending on the countries and products, there are significant differences with respect to the income elasticities of world demand for different products. This leads to disparities in their growth rates in world trade. The link between unsustainable debt and commodity dependence in LDCs is one of UNCTAD’s recurrent theses. Poor and commodity-dependent countries are caught in a poverty trap, which is also a debt trap. Some studies fear that declining commodity prices undermine the debt sustainability of the HIPC group of countries, despite the (over)optimism of IFI projections of commodity prices
. Indeed, as analysed by Angus Deaton
, the IFIs have been constantly overoptimistic in the studies accompanying their programmes and conditional lending. Regarding the commodity-poverty-debt trap, liberalisation reforms may be ineffective, as they do not reorient economic structure towards diversification and industrialisation. It may so happen that policies will contribute to the transformation of this economic structure when supported by political will, as it has been shown on the example of Mozambique’s cashew nuts sector
. 

5. Consequences of reforms on states: institutional and political capacity

The consequences of reforms at the political and institutional level are analysed here with a focus on state capacity. During the period of adjustment, states and their rentier structures were considered to be at fault, with their ineffective economic policies being held responsible for under-development. Political science has participated in this process of disqualifying SSA states by putting forward concepts such as kleptocracy or neo-patrimonialism (among many other descriptions). The theme of ‘governance’ also emerged in the 1990s within the IFIs, more for political reasons – e.g., weariness of public opinion vis-à-vis aid (‘aid fatigue’), its ineffectiveness and its ending up in the bank accounts of local politicians. The corruption of governments and civil services, encompassed in the notion of “bad governance”, has been put forward as an important factor to explain bad economic performances and the failure of reforms in SSA. Institutional economics also had some influence within the IFIs, yet their analyses often remain confined to integrating so-called ‘institutional’ variables in econometric regressions. Taking institutions into consideration has led to the theory of “agencies of restraint” or “discipline”, i.e. independent institutions limiting the powers and arbitrary nature of politics (central banks, and so on). SSA has been viewed as having fewer of these ‘agencies’ than other regions
, which would be one of the factors of the lack of credibility of many of its institutions, both at local and at international levels.

Impact of reforms on state capacity

The boom in primary commodity prices during the 1970s brought in unexpected gains for the budgets of SSA states. This made it possible to introduce a series of infrastructure investments to meet economic needs (roads, ports, state-owned enterprises covering all economic sectors, etc.), to express their sovereignty, as well as for the massive recruitment into the public sector. Such expenditures corresponded to state-building. In the aftermath of independence, the local political regimes used recruitments in the civil service in order to consolidate fragile states and legitimacy that were threatened by centrifugal forces (ethnic, regional, political), in terms of numbers and geographical origin, which has been detrimental to competence and work incentives. The status of the civil servant was marked by prestige. Originating from a rural background, civil servants served as bridge between town and the countryside and aroused anticipations of ‘returns’ from those remaining in the villages. The political economy of civil services was not primarily centred on the construction of an efficient public sector. With economic crisis, some leaders even neglected to remunerate their civil servants, and because of limited public resources favoured their personal enrichment and over a short-term time frame. Officials have consequently ‘privatised’ the civil service
. The civil services furthermore had a high percentage of Western expatriates long after independence, with all the associated effects in terms of consumption habits, lack of training and transfer of competencies. The commodity shocks and decline of exports revenues led to a fiscal squeeze in the 1980s, which in many countries induced an erosion of the real wages of the civil servants.

In SSA, during the two decades of adjustments starting in the early 1980s, civil services were the object of two waves of reforms. The first stabilisation programmes of the 1980s - the so-called first generation reforms - focused on macroeconomic fiscal imbalances, and concentrated on controlling the wage bill and staff. They entailed freezing salaries and downsizing staff, especially through early and voluntary retirement in return for compensation
. Compared to their costs – the costs for donors or governments in compensatory allowances, financing of early retirement and expatriate consultants, and the costs for the targeted groups who did not always find new jobs because of the small size of the private labour markets – these reforms often did not yield the expected benefits. The first generation of public sector reforms reduced staff and froze wage bills, as well as privatised SOEs. French-speaking countries civil servants, thanks to the Franc Zone arrangement, enjoyed a higher standard of living, in contrast to English-speaking countries where recurrent depreciations of the exchange rates had sometimes led to very low purchasing power. In the latter cases, the reforms on the contrary raised salaries
. The devaluation of the CFA Franc in 1994, under the pressure of the IFIs, significantly reduced civil servants’ relative income. For the IFIs, adjusting the exchange rates was also a way of re-balancing what was, in theory, perceived as an “urban bias”
, and of changing the relative prices, i.e. increasing the incomes and incentives of agricultural producers and reducing the relative living standards of urban employees. In practice, however, it has often been the producers of cash crops (coffee, cocoa, etc), and not those of the food-producing sector, that benefited from price adjustments. 

The economic consensus in the 1980s was that SSA countries had bloated states and bureaucracies, which were the causes of fiscal deficits at the macroeconomic level, and the causes of civil service inefficiency at the microeconomic level. Most studies, however, even within the Bank, show that the low-income developing countries were characterised by low capacity of the state and public institutions – and especially SSA in the context of international comparisons
. For a relatively low tax/GDP ratio – 26% of the GDP excluding grants in 2000
 - in the early 1990s, certain calculations showed that in SSA public employment accounted for 2% of the entire population, and 6.6% of total employment, to be compared with 2.6% and 6.3% in Asia, and 7.7% and 17.2% in OECD countries respectively. Wages in the public sector represented 6.7% of the GDP (4.7% in Asia and 4.5% for OECD countries, but 9.8% in the Middle East and North Africa). However, SSA had the highest wage bill/public expenditure ratio (35.3% as against 12.2% for the OECD). The same applies to the average public wage/GDP per capita ratio (5.7% compared to 1.6% for the OECD), this being a downward trend
. Operational and investment expenditures shrank under the combined impact of the crisis of the 1980s and the reforms. It is obviously more difficult to reduce staff and wages than investment and operational expenditures, for this has led to demoralising civil servants who were often deprived of even the minimum level of equipment. Social expenditures have been affected and the percentage of public expenditure on health represented 1.6% of the GDP in SSA for the period 1990-97 excluding South Africa (2.3% with the latter)
. They now constitute a core dimension of the PRSPs.

Though rational from a fiscal sustainability perspective, in this context wage cuts and lay-offs of civil servants have contributed to the weakening of state capacity at the internal level – and consequently at the international level and within the multilateral system, through the vicious cycle of aid dependence. The decades of adjustments are associated with a greater dependence of states on donors’ financing, although the aid/GDP ratio in SSA has declined to 6.8% in 1998, excluding South Africa (8.1% by adding Nigeria), the ratio was much higher in certain countries (9.3% in Benin, 11.6% in Tanzania, 13.2% in Madagascar, 26.8% in Mozambique, and in Sao Tome, as high as 69.3% of the GDP
). The aid sector has become an important source of employment, especially for the skilled individuals it attracts through wages based on international scales and other incentives. Under adjustment programmes, states are no longer the ‘recruiters of last resort’ of educated individuals. Over the years, donors have penetrated deeply into the organisation of the public sector, but primarily in accordance with their own needs (e.g. in setting up statistics units and autonomous agencies that may have increased disorganisation). As aid flows are unpredictable and even more volatile than fiscal revenues, particularly in highly aid-dependent countries, aid dependence has itself become an additional source of uncertainty for governments
.

Given the mitigated success of the first generation of reforms, a ‘second generation’, less determined by macroeconomic targets, has been implemented in the 1990s, introducing incentives to boost the productivity of civil servants, and a recruitment and remuneration based on merit and performance
. The paradigm of the “guilty” state was replaced by incentives as the foundation for the successful reforms of civil services
. These incentives, however, came up against obstacles created by the political and social environments. The dereliction of some civil services has been accentuated by the departure of staff and a brake on new recruitment. The IFIs realised the need to rehabilitate at least the financial, customs, taxation and statistics services as they were vital for the implementation of the reforms and for the global integration of SSA economies.

Political economy effects of reforms: governments and IFIs’ credibility

At the domestic level, reform failure may have eroded the legitimacy of states that were already weakly institutionalised – and sometimes subjected to genuine ‘anti-development’ agendas by local political entrepreneurs. From the 1980s onwards, stabilisation and structural adjustment programmes did not help to reinforce state credibility, nor did they help the states of developing countries to exploit globalisation, e.g. in supporting industrial policies (as manufactured products are the first components of trade dynamics). Likewise, these programmes did not focus on improving social cohesion, reducing inequality within countries, or addressing the increasing numbers of ‘losers’ from lack of growth-cum-inequality. 

SSA governments’ room for manoeuvre has become increasingly tenuous vis-à-vis IFI conditionalities: resistance and reversals are therefore ‘rational’, especially if combined with neo-patrimonialism, personal rule, weak institutionalisation and political instability. Corruption and clientelism are recurrently invoked to explain the weak performances of the public sector in SSA. However, contrary to conventional wisdom, it is not sure that corruption in SSA is more frequent than elsewhere, for South East Asia and developed countries, including France and Japan, are far from being exempt from this phenomenon
. The negative effects of corruption are more visible in SSA because of the small size of its economies. There are numerous factors underlying the corruption of the public sector, which is not caused directly by poverty, such as the absence of a legitimate and credible power capable of sending strong signals that could upset corruption ‘equilibria’, or a lack of sanctions - deliberate or due to the incapacity of leaders captured by interest groups
. The crisis of public wages during the SAPs, lower anticipations vis-à-vis the prestigious status of civil servants after independence, and the lack of incentives, progressively generated a view of the wage as an initial due, with any start of a task or effort requiring additional remuneration (corruption). This has been often the case in financial administration (customs, statistics, these civil services being de facto already ‘privatised’). Yet civil servants are not among the worst paid social categories. Other rationalities are at work, and IFIs reforms (remuneration based on merit, project of tax ‘affermage’) may be not effective solutions
. Aid agencies policies may have contributed to this state of affairs by paying the officials selected for their projects very high wages that are out of line with the levels of other officials and are based on international levels, on the rational justification of attracting the best candidates. However, they had negative effects because they may have created unacceptable inequalities in countries where the GDP per capita is sometimes 50 times lower and wages 10 times below the levels of rich countries.

After independence, political leaders were confronted with problems of legitimacy and instability. These historical determinants led to political processes, such as the recruitment of allies as pre-eminent criteria in civil services, systems of allegiances based on rewards, rents, and opportunities for corruption, arbitrary sanctions and promotions, recruitment without the required competence. Political systems time frames tended to be short. At the extreme, long time-frames – the only objective of holding on to power – can correspond to anti-developmental strategies seeking to destroy the institutions that could allow an independent accumulation of resources beyond the control of political leaders (as in the ex-Zaire)
. In the 1990s, IFI policies may have destabilised fragile legitimacies, in simultaneously promoting economic and political conditionalities (democratisation), or technocrats as politicians, as noted by Williamson
. However, there is no indisputable relationship between the type of political regime, or of institutions, and growth
. More than the nature of the political regime, differences in terms of economic performance are grounded on the presence or absence of the credibility and legitimacy of leaders and their economic policies (and their policy reversals)
. The same applies to institutions and patronage systems, where the public sphere may be looked upon as more illegitimate than the ‘other’ public sphere, the one based on shared and accepted norms
.

The IFIs’ credibility has been eroded by two decades of conditionalities, reversals, and resistance, and may have been questioned by decisions perceived as influenced by global geopolitics (e.g., vis-à-vis Kenya, ex-Zaire and Indonesia, even though they were fully aware of the prevailing corruption). The weak credibility of the reforms, and hence the few incentives to implement them, have been accentuated by their limited economic results in terms of growth. IFIs became as much part of the problem as the solution, because of the constraint of their mandates, according to which they lend to states. Their justification relies on technical reforms that claim to breaking up local rents and patronage, and their legitimacy is grounded on the fact that they are driven by technical expertise and do not interfere in local politics. However, in practice, by lending to governments in difficulty, they may contribute to maintaining leaders in power and the status quo. They may support from the outside states that sometimes are pure fictions (e.g., states plagued by secessions or long-lasting civil wars). Conversely, the IFIs’ reforms and conditionalities may be counter-cyclical in relation to political cycles, and fragilise democratic regimes through unpopular reforms, such as privatisations and lay-offs, even if they are economically justified.

Conclusion: failed, reforms, enhanced multilateralism?

The paper has shown that if multilateralism may have created frustrations and reforms may have failed, economic stagnation has many other determinants than reforms and policies. Reforms are more or less effective on these other determinants, which are often of a structural nature, and effectiveness depends on the expected time frame, short or long term. The disagreements focus on the diagnosis of the root causes, and therefore on the types of relevant policies as well as the respective roles of markets and states (e.g. industrial policies). Two types of multilateralisms are now at the forefront, the Bretton Woods institutions and the WTO. From the point of view of developing countries, and especially the poorest ones, the criticisms against the IFIs’ reforms have been compounded by the fact that IFIs reforms and WTO rules ‘accumulate’ and focus on the same economic issues, e.g., trade openness, foreign investment or the role of the private sector and property rights. 

However, reform failure, criticisms of the IFIs’ credibility by powerful bilateral countries such as the US, as well as by the emerging and the poor countries, do not necessarily lead to a rejection of globalisation and multilateralism. The erosion of the certainties of the ‘Washington consensus’ that underlay the first wave of reform programmes, reinforced by the heterodox strategies of the few states that have escaped the poverty trap (e.g., the Asian ‘developmental’ states) may indeed be a welcome event. It may induce a renewal of thinking on the several problems at stake: on the conditions of a more equitable and efficient multilateralism, and of a more balanced and appropriate mode of organisation between developed and developing countries. Some sixty years after Bretton Woods, it may be the appropriate time for an improvement of multilateral instruments that really address the needs and the causes of the problems of developing countries, in particular those attached to reforms of financial and trade liberalisation. 

This is still more urgent for the LDCs, as they are caught in poverty traps stemming from primary commodities dependence and price volatility. The IFIs may be more effective if they were to better take into account the links between all dimensions (income poverty, commodity and aid dependence, and indebtness) in their theoretical analyses, as well as their reforms and instruments (e.g. innovative lending instruments and sources of development finance). They would thus genuinely support developmental states and strategies.
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