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Abstract

This four-part study critically examines World Bank lending policy behaviour
in historical, theoretical and empirical perspectives. Its main arguments, each
substantiated separately, are three-fold. Firstly, Bank lending policies have been
heavily influenced by western development discourses (e.g., modernization
theory), which have been mostly neo-liberal but, at times, challenged by counter-
worldviews stemming from the harmful impacts of neo-liberalism as policy
(e.g., Structural Adjustment Programs) in dependent countries. As a result,
although neo-liberalism, is at the core of Bank ideology, it does not always,
and single-handedly, determine Bank policy. Where the World Bank is
concerned, ideology is expressed in an organizational context and the larger
environment of North-South relations, which require the balancing of all three.
Thus the study develops a theoretical model of World Bank policy behaviour
in Part II based on open systems theory, bureaucratic politics theory (as
developed by Allison and Hallerin) and, to a lesser extent, rational choice theory.
Much of the gap, between Bank rhetoric and policy reality, is explained
theoretically in this section. In Part III the study presents empirical evidence in
support of the contention that lending policy continues to follow a familiar
pattern, namely, in spite of rhetorical commitment to poverty reduction
worldwide, Bank funds do not always go to the world’s poorest countries, nor
are they used to finance projects that most directly affect the poor in borrowing
countries. Finally, in Part IV the study ponders whether the World Bank should
be reformed or rethought (i.e., eliminated).



Introduction

Assailed constantly by critics, respected, if not admired, by the western esta-
blishment, coveted by mainstream development specialists (especially young
economists) eager to make their mark on the world, seen as indispensable by
borrowing countries, especially the poorest ones, and imbued with nearly a
messianic sense of correctness in purpose, the World Bank is undoubtedly one
of the most storied international financial institutions (IFls) in the world. Like
its sister institution (International Monetary Fund), the World Bank leaves no
student of the political economy of development indifferent; any conference in
which it comes up as a subject is certain to generate very strong feelings —and
why not?

The World Bank is the world’s largest multilateral development lending
institution; its aim, Bank literature claims, is poverty reduction in the Third
World.1 Governments look to the World Bank as they grapple with the most
basic, yet daunting, challenges of our time: poverty, malnutrition, access to
clean water, environmental degradation, infectious disease and ignorance. It is
scarcely an exaggeration to assert that whether millions live or die every year
hinges on decisions made by the World Bank, among other actors.

Further, a good portion of World Bank funds comes from unsuspecting
taxpayers in rich and poor countries alike who do not have a direct say in how
unelected, and therefore not popularly accountable, Bank officials dispose of
those funds. And, even if they did, they may have neither the time nor the
interest nor, frankly, the technical fortitude to investigate how the Bank works.
In this environment, it behoves academics and concerned citizens to play a
fiduciary role vis-a-vis larger publics. Progressives, in particular, have an im-
portant role to play here, inasmuch as Bank lending is not value neutral. For
lending, through the conditionalities normally attached thereto, are the means
by which the World Bank reorders the economic priorities of borrowing
countries, in the process homogenizing the world economy under free-market
(or neo-liberal) aegis.
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Those who cling, still, to an alternative mode of social organizations (for
that’s what economies are), and may even hold different philosophical views
of what constitute ‘development” and “progress’, must challenge neo-liberal
hegemony, by bringing evidence to bear on its most pernicious effect: the
‘economic horror’ it is creating in the Third World.? Rather than take the World
Bank and other pro-free market international financial institutions at face va-
lue, they must question their operating assumptions and subject their data to
rigorous analysis. Out of this process of deconstruction, or what sociologists
used to call debunking, will hopefully emerge alternative worldviews, which
will spur new political struggles, or reinvigorate dormant ones, for greater
social justice worldwide. This effort at deconstruction must incorporate three
things: history, theory and policy (i.e., empirical) analysis, with the first two
providing the framework for understanding the last.

By the same token, critics of the World Bank must avoid caricatures,
oversimplifications and polemics. Borrowing governments are not completely
at the mercy of the World Bank and do not always do its bidding. Their
repertoire of resistance to Bank lending conditionalities may range from outright
rejection (e.g., Tanzania under Nyerere in the 1970s) to selective compliance
(Russia in the 1990s) to dissimulation and dilatory tactics (much of
contemporary Africa). The Bank may be powerful, but its power is neither
absolute nor omnipotent. Nor is the World Bank completely oblivious to poverty
reduction, improving access to health and education, raising agricultural
productivity and the like. As the study will demonstrate, past Bank funding of
projects in these areas in the Third World, especially in agriculture, is not tri-
vial. The Bank plays (or can play) a more positive role in the Third World than
what might normally be expected, even as it pursues its primary objective of
neo-liberal expansion. The challenge is to understand (a) what makes the
Bank tilt this way or that (hence the importance of historicizing policy), (b)
the limits of Bank actions and (c) variations among borrowing countries in
response to Bank policies.

This study is a modest attempt at participating in the endeavour of placing
policy in the service of history and theory, so that all three may be better
understood. It does so in three ways, each corresponding to the three separate
parts making up the study. Firstly, the senior author (who will be referred to,
albeit sparsely, in the first personal I) develops in section one an intellectual
and policy history of the World Bank from its founding on the ashes of World
War II to the present. The main argument, based on the evidence provided by
policy history, is that even though the World Bank was committed to free-
market ideology (or neo-liberalism) from the beginning, Bank lending policies
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are not shaped by ideology alone. Secondly, and as a result of the argument in
Part I, in Part II I develop a theoretical framework for understanding Bank
policy behaviour, including apparent inconsistencies and gaps between rhetoric
and reality, that incorporates systems theory, especially, open systems theory,
bureaucratic politics and, to a much lesser extent, rational choice theory.

Ideology does not exist in a social vacuum. For an organization like the
World Bank, free-market ideology has to compete against the reality of
bureaucratic politics and the complexity of the external environment, which is
composed in part of sovereign governments whose leaders are in the business,
first and foremost, of survival, rather than in the service of the World Bank.
Thirdly, Part III, which is a joint effort between the senior author and Ms. Olga
Prokopovych, a former research assistant, examines Bank lending in empirical
perspective. Much of its novelty lies in the use of Bank, and other establish-
ment organizations, data sets to shed light on this critical question: Does World
Bank lending go to the world’s poorest countries, and does World Bank lending
support projects that, arguably, most directly affect the poor in borrowing
countries, namely: health, education, agriculture, water, sanitation and flood
protection? We tackled the question because, in its latest (re)imaging the Bank
claims to be committed to poverty reduction. We tested this proposition against
the evidence of the 1980s, 1990s and from 2000 through 2002, and found that it
may well be another instance of plus ¢a change, plus c’est la méme chose. Thus the
conclusion asks: reforming or rethinking the World Bank??
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The World Bank: Institutional Setting,
Policy and Intellectual History

The World Bank is actually two organizations: the International Bank for Re-
construction and Development (IBRD), which, was established in the aftermath
of World War II to help rebuild war-torn western Europe and Japan, and the
International Development Association (IDA), which was established in 1960
to help address what some considered serious flaws with World Bank, then
consisting only of IBRD, lending practices.* (In this study, I use World Bank, or
simply Bank, as a generic term for either IBRD and IDA-related lending
activities, unless otherwise indicated.) In addition to the World Bank, there is
the World Bank Group. It consists of IBRD and IDA, in other words, the World
Bank proper, the International Finance Corporation (IFC), which finances
private sector investment, the Multilateral Investment Guarantee Agency
(MIGA), which provides insurance against risks, and the International Center
for the Settlement of Investment Disputes (ICSID), which helps to settle dispu-
tes between foreign investors and host governments. In 2002 the World Bank
disbursed 19.6 billion USD for 229 projects in nearly 100 countries, making it
the largest multilateral, development lending agency in the world.?

The World Bank has two types of lending instruments, one dealing with
what Bank documents refer to as investment and the other adjustment.
Investment loans finance physical and social development projects, such as
roads, ports and water treatment plants, and health care and education,
respectively. Investment loans generally have a 5-10-year focus. Adjustment
loans, which here include IBRD loans proper and IDA credits, are aimed “to
promote competitive market structures (for example, legal and regulatory
reform), correct distortions in incentives regimes [Bankspeak for trade
liberalization], establish appropriate monitoring and safeguards [this was one
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of the lessons of the Asian Financial Crisis of 1998], create an environment
conducive to private sector investment... encourage private sector
activity...promote good governance (civil service reform), and mitigate short-
term adverse effects of adjustment (establishing social protection funds)’.®

In other words, adjustment loans support reform regimes aimed at
‘correcting macroeconomic distortions’, rather than specific projects.
Adjustment loans have a one to three-year focus. Since the publication of the
Berg Report in 1981, which set the stage for the implementation of Structural
Adjustment Programs (SAPs) in many countries, adjustment loans have been

Table 1: World Bank Lending Programs

Conditions IBRD loans IDA credits
FSL* VSCL**
Commitment 0.85% annually on  0.75% annually on  0.0-0.5% on un-
fee undisbursed loans  undisbursed loans  disbursed credits
for the first four (rate set annu-
years and 0.75% ally)
thereafter
Front-end fee 1,0 % of loan amount, payable upon None

loan starting date

Lending rate or Lending rates are product

) .. i 0.75%
service charge  specific and currency specific
Maturity Up to 25 years, including a 0 years (35 years for coun-
grace period. tries that receive a blend of
IDA credits and IBRD
loans), with 10-year grace

period

* FSL stands for Fixed-Spread Loans

** VSCL stands for Variable-Rate Single Currency Loan, also known as Varia-
ble-Spread Loan (VSL).

Source: IBRD, “‘Major Terms and Conditions of IBRD Loans’, Washington, D.C,,
World Bank, February, 2001.
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growing in stature, accounting for at least 25 percent of Bank lending. With
mounting criticism of the effects of SAPs on the poor, adjustment loans routinely
include activities (e.g., health care) that belong to the investment loans category.
Table 1 highlights the lending programs administered by IBRD and IDA,
including the interest rates charged for, and the duration of, these programs.

The two agencies of the World Bank raise and lend money differently. IBRD
raises money on the international financial markets through the issuance of
bonds and other transactions; IDA funds come from contributions by individual
member states, which, for all intent and purposes, means richer member states.
On the lending side, IBRD lends money to support projects while IDA
underwrites credits and grants for the same purpose at very low interest rates.
Further, IBRD tends to lend money to middle income, resource-rich countries
(i-e., those that can pay repay their debt quickly), while IDA focuses on the
poorest ones. However, there is more that unites IBRD and IDA than divides
them. For example, there is one World Bank president and one board of
executive directors, thus making for a unified chain of command.

The governance structure of the World Bank leaves little doubt that it is an
instrument of domination by rich countries of poor countries. In theory the
World Bank is owned by 184 member countries, in practice a small number of
countries exert considerable influence over the Bank. This is because regular
operations at the Bank devolve to a 24-member board of executive directors, of
whom 5 come from the countries with the largest Bank ‘shares” — US, UK, France,
Germany and Japan—and represent these countries, even though none has
borrowed from the Bank since World War I1.7 Saudi Arabia, China and Russia
are also represented by one director each. The remaining 16 members are shared
by 176 countries, which necessarily means that they represent groups of
countries (formally called constituencies) rather than individual countries. The
constituencies represented by these 16 members are not necessarily
geographically contiguous, culturally homogeneous, and socio-economically
compatible blocs; they are rather arbitrary. Thus, six African countries are
represented by Kuwait and Pakistan on the board of executive directors while
44 (African) countries are represented by two people.® This raises the question
as to how much some of the 16 members of the executive directors board know
about the countries they ‘represent’. Can they really be effective, given the
number of countries for which they are responsible and differences in their
socio-economic, political and cultural profiles?

The USis, unquestionably, the most influential member country of the World
Bank. By informal agreement, Bank presidents have always been American
while managing directors of the International Monetary Fund have always been
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European, even though, once again, the World Bank has not lent to the US
once. The strength of the US is explained by the fact that each member country
of the Bank is allocated 250 “basic votes’ (so every country would have a voice)
and additional votes based on the size of their economy. Thus, as countries
become more prosperous they get (or should get) additional votes. Since the
US has by far the largest economy in the world (1/4 of world GDP), it gets
more votes than any country. In fact, “The US is the only country with votes in
excess of 15 per cent (of total votes)—the threshold at which any policy or
programme can be blocked, making it the only country that has power of veto.
The US can, therefore, obstruct any policy it doesn’t like.”” In other words, the
US can prevent any country with which it disagrees (e.g., Iraq under Saddam
Hussein after 1990) from borrowing from the Bank; it can also reward countries
friendly to Washington with access to Bank lending. The World Bank, in other
words, is politicized and is not, therefore, strictly a Bank, as the reader is about
to realize.

The history of World Bank lending can be divided into four distinct phases,
but no matter the phase, one single ideology has driven Bank policy since its
founding: neo-classical, free-market ideology. In the period immediately after
World War II (1945-48), phase one, the World Bank was in the reconstruction
business in the major combatant countries.'® The goal then was to help Europe
and Japan repair their private capital stock and public infrastructure, and free
market means were privileged from the get-go:

The leaders of the Bank had tremendous faith in private enterprise and
private investment as the real engines of growth. Not only did they consider
the absorptive capacity of the less developed countries for foreign capital
extremely limited, but even the Bank’s relatively small contribution to that
flow could, in their view, be justified only if borrowing countries followed
‘sound’ policies. In general, ‘sound” policies meant settling outstanding obli-
gations on defaulted pre-World War II bonds, pursuing conservative
monetary and fiscal policies, generating sufficient public savings to cover
the local currency costs of capital infrastructure projects, and providing a
hospitable climate for foreign and domestic private investment. It meant
recognizing that oil refineries, steel mills, fertilizer plants, national
development banks, and virtually everything but major public utilities ought
to be privately owned."

When the Marshall Plan took over the Bank’s reconstruction function in 1947,
‘development’ became its new mantra. However, unlike reconstruction,
development was a nebulous, ‘slippery’ concept; as such, its attainment would
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be more difficult. In addition, with the focus switched to development, the
locus of Bank activities changed. To varying degrees, the western European
combatants (and Japan) were geographically compact, industrialized,
urbanized, literate, democratic, nascent welfare states, some (e.g., France) with
a long tradition of competent public administration. By contrast, the new
customers of the Bank, beginning with independent India in 1947, were anything
but. In the new environment of industrial development in the Third World, as
opposed to reconstruction in parts of the First World, private capital stock,
physical infrastructure, political and economic institutions and even human
capital had to be built, rather than merely repaired, a challenge made all the
more difficult by the legacies bequeathed by colonialism and imperialism,
especially in sub-Saharan Africa, namely: artificial states with little anchorage
in society, narrow economic bases and the subsequent dependence on one or
two cash crops for foreign exchange earnings, authoritarianism, lack of
indigenous administrative capacity, etc., all superimposed on the cultural,
linguistic, religious and historical differences that may have predated the colo-
nial onslaught. Nevertheless, in the 1950s the World Bank continued to behave
as though (re)constructing power plants, steel mills and the like was still its
vocation, with due allowance for a change in venue (e.g., from the Rhine to
Punjab) and label (from reconstruction to development). So the Bank in the
1950s did not change its taste for gargantuanism and pro-free-market ideology
at all, it merely shifted the site for the implementation of its preference.

The practice of lending to big, capital-intensive, industrial projects (what I
call here gargantuanism) did not take place in an intellectual vacuum. It
coincided with the rise of what would soon become the dominant intellectual
thought in the social sciences in the West, especially the United States:
modernization theory. According to some of the prominent theorists of that
school, the First World had essentially shown the way to the Third World;
developing countries were little more than their pre-industrial western
counterparts waiting to be propelled toward take off by the engine of technology
transfer.”? In fact, they had certain advantages; their latecomer status allows
them to avoid the mistakes of their forebears and adopt, even skip, technolo-
gies already developed.” Modernization theory generally was, to put it mildly,
cool to anything that smacked of tradition, which it saw as inhibiting. The chal-
lenge of development was how to overcome the ‘obstacles’ of tradition and
usher in modernity.** One of these (i.e., obstacles) was the small, peasant farmer,
who was thought to be ‘backward” and irrational,'® in contrast, to the “progres-
sive’ farmer, typically a large landowner and cash crop producer allegedly
ready to embrace new technologies.
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The extent to which modernization theory (and theorists) influenced World
Bank lending practices is beyond dispute. Rita Abrahamsen has argued
convincingly that the discourse on development and democracy since World
War II, and even before, has been essentially framed by the North and reflects
asymmetries in power relations between it and the South.* If knowledge is
power, as the cliché goes, power is often used to define what is knowledge,
and from there it is a short walk to policy ‘wisdom’.”” Too many mainstream
American academics moonlighted as consultants to the emerging governments
of the Third World, the World Bank and major research organizations (e.g.,
SSRC), or had their former students reach the highest echelons of state power
in their respective countries (e.g., the Berkeley Boys in Indonesia), for the
coincidence between modernization theory and Bank policy to have been just
that (a coincidence). In any event, there was a confluence of ideas about the
meaning and nature of “development’ between the Bank and the intellectual
climate of the 1950s and early 1960s, which was reflected in Bank lending.
Modernization theory’s positive outlook toward the Third World, its equation
of development with industrialization, all but provided the theoretical, and
yes ideological, backdrop to Bank policy. Modernization theory was in line
with neo-classical, free-market ideology, inasmuch as it equated
industrialization with ‘development” and mainstream modernization theorists
(e.g., W.W. Rostow) were unabashedly pro-free-market.’®

From the mid-1960s through the first half of the 1970s, a shift took place at
the Bank, which was certainly not tectonic ideologically speaking, but
nonetheless significant in policy terms (ideologies can accommodate challen-
ges without losing their core essence), so much so that it marked the beginning
of phase three in Bank lending history, which I shall refrain from labelling just
yet. Its most visible manifestation was the creation of International Development
Association (or IDA). Whereas in the 1950s Bank funding went to capital inten-
sive and infrastructure, or so-called brick-and-mortar, projects, in the 1960s
more attention was paid to ‘softer’ projects, such as technology transfer in agri-
culture, public health campaigns, population growth control and mass
education. At least two factors accounted for this (apparent) volte face.

More countries joined the United Nations as independent states between
1960 and 1975 than any period of equal length in the 20th century. Many were
some of the world’s poorest, and the poor inside these countries were illiterate,
small, in many cases landless, farmers living in extended families. For this newly
discovered group — the majority in many countries — the construction of more
power plants would have been, at best, of indirect benefit; in fact, many stood
to be harmed, to the extent that electricity generation in those days meant buil-
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ding dams for hydroelectric power, which flooded valuable farmland. In sub-
Saharan Africa, where the World Bank would emerge as the pre-eminent lender,
nationalists had sold decolonization to the masses by promising them social
services in the new (post-colonial) dispensation.'” The legitimacy of the post-
colonial order came to depend on its ability to deliver education, health servi-
ces, clean water, rural roads, and the like. Thus, the ‘customer’ base of the
World Bank around 1960 was far different from that of 1945-1948 and even
1955 at the country and sector levels. If it wanted to remain relevant, the World
Bank had to at least pretend to be sensitive to the needs of its new clients, and
if they wanted to maintain legitimacy, Third Word state elites had to seek
funding from the Bank to deliver on their promises, since many lacked the
local resources to do so on their own.

The second factor responsible for the shift was the Vietnam War and, more
generally, the Cold War. Without falling into the trap of conspiracy theory, it
shall be enough to say that many, especially in the United States, thought that
the World Bank could do for the Third World what the Marshall Plan had
done for western Europe, which was to prevent further gain by the former
Soviet Union. As one scholar noted:

The underlying political rationale behind the bank’s poverty focus is the
pursuit of political stability through what might be called defensive
modernization. This strategy rests on an assumption that reform can forestall
or pre-empt the accumulation of social and political pressures if people are
given a stake in the system. Reform thus prevents the occurrence of full-
fledged revolutions.”

‘Defensive modernization’, to borrow from Ayres, is phase three in the history
of Bank lending, and who better to lead the charge than former U.S. Secretary
of Defense Robert McNamara, who had by then undergone something of a
conversion from Cold War hardliner to practical humanitarian? McNamara
may just be the most influential Bank president to date, judging by the resilience
of his signature idea—i.e., poverty reduction —which remains the rhetorical
stock of the World Bank more than 20 years after McNamara’'s retirement.
McNamara saw poverty in developing countries as a ‘blight’ and a ‘cancer’
(interestingly, two of the adjectives American cold warriors often used to
describe communism) that posed a threat to “progressive” governments around
the world.”!

For McNamara also, ever the accountant, poverty could be quantified, in
ways all too reminiscent of his tenure at the Pentagon and before that Ford.
Thus, the “absolute poor” were people whose income was 50 USD per annum
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or below at 1971 prices in the poorest countries, while the ‘relative poor” were
those with income greater than 50 USD but one-third below the per capita
income of the country in which they happened to live. McNamara brought to
the Bank like-minded technocrats, mostly development economists (e.g., Hollis
Chenery), committed to his vision of poverty reduction.”? Partly as a result of
McNamara’s personal commitment, and partly in response to the larger geo-
political factors mentioned earlier, Bank lending to agriculture-related projects,
which were also described as poverty-related, increased from 28 to 63 percent,
according to one study.?

I'would be greatly remiss if I did not discuss the shift that took place in the
social sciences nearly at the same time as the one that took place at the Bank
under McNamara, for, once again, I think the timing of their occurrence to be
more than happenstance. Modernization theory was seriously challenged in
the 1960s and was nearly run out of the halls of academe by the mid-1970s. Its
fall was precipitated, first of all, by the abysmal results of economic development
efforts in the Third World. The countries that became independent in the late
1950s did not reach El Dorado a decade or so later, and this includes even
those that were rich in natural resources and therefore looked poised for
industrial take off following colonial rule. Some descended into anarchy soon
after independence (e.g., the former Belgium Congo), while others, perhaps
most, experienced some economic growth but with virtually no decline in
poverty rates. McNamara’s admission could not be more blunt at the board of
governors meeting in Nairobi in 1973:

The basic problem of poverty and growth in the developing world can be
stated very simply. The growth is not equitably reaching the poor. The data
suggest that the decade of rapid economic growth has been accompanied
by greater maldistribution of income in many developing countries, and
that the problem is most severe in the countryside.*

The root causes of this unwelcome turn of events were the source of much
debate between modernization theorists, who tended to attribute Third World
rut to endogenous factors, and those who looked outside of this area of the
world economy. Modernization theory was on the defensive, for even if one
wanted to accept its explanation, it still had to explain its unbounded optimism
of only 10 years earlier. The least modernization theorists could say was that
they underestimated the resilience of tradition in spite of its lack of rationality,
but, for the hordes of idealistic young scholars who went to the Third World to
study modernization in action as part of their dissertation requirements, there
was more.” Tradition did not seem “irrational” to them at all. On the contrary,

12
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the small, peasant farmer, the incarnation of tradition, was a calculating socio-
economic agent capable of responding to incentives (or the reverse) and quite
knowledgeable of and adaptable to the physical environment,* while the “pro-
gressive’ farmer, upon whom so much attention and money had been bestowed,
turned out to be little more than a rent-seeking interloper, whose interest in
farming did not outlive the withdrawal of foreign technology transfer and
government and Bank credit.

Having experienced this rude awakening in the course of their field re-
search, many returning young scholars, rejected modernization theory, and
joined forces with older Left theorists (e.g., Paul Baran, André Gunder Frank,
Fernand Braudel, etc.) to create alternative schools, among them dependency
theory and world-system theory. Both of these schools rejected the internal
dynamic explanation of Third World woes and instead attributed them to the
position of poor countries in the international division of labour (i.e., in the
periphery instead of at the core).” The specialization of poor countries in the
periphery in the production of primary commodities, whose prices were gen-
erally on the decline, and that of rich countries in the core in the production of
finished goods, whose prices were generally on the rise, meant that there was
a transfer of wealth from the former to the latter, thanks, once again, to “un-
equal exchange’. Third World poverty was the outcome of power relations
between core and periphery, which are reproduced in the capitalist world-
system. Thus, dependency theory, according to Thandika Mkandawire, “tended
to negate local politics, since the decisive determinant of the policies pursued
was the global logic of capitalist expansion, and local politics were an inconse-
quential sideshow of “petty bourgeois” or “comprador” forces’.”

The implication of the dependency school’s diagnosis of what was ailing
the Third World, or periphery, barely needs spelling out: ending Third World
poverty requires countries so classified to break out of the international sys-
tem. Their continued participation therein could, at best, land them a ticket to
dependent development, or intermediary status, not quite among the world’s
poorest but not quite among the richest either (e.g., Brazil). One of the biggest
problems of dependency theory was that the solution proffered ‘involved radical
“ruptures” which were formulated in such a way as to render them immobiliz-
ing by the sheer weight of their implausibility’.”” In addition, the failure of the
Third World to develop was not universal, and development success among
the late industrializers (concentrated in Southeast Asia) did not necessarily
correlate with size —small countries, like Singapore, were as likely to develop
as large ones, e.g., Japan. Finally, there was greater differentiation among coun-
tries of the Third World than dependency let on. A theory that captures every-
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thing essentially captures nothing. It is a hard to see what Brazil and Gambia
have in common other than they are both in the “Third World’, and are there-
fore structurally ‘dependent’.

For the World Bank, the Left successors to modernization theory were
completely unsuitable partners. The Left solution precluded even the beginning
of a useful dialogue, for its implementation meant the end of the capitalist
world-system and the institutions sworn to its upholding (not least the World
Bank itself). Nevertheless, the World Bank could not ignore the evidence: the
gap between rich and poor countries was increasing virtually worldwide (with
the exception of pockets of southeast Asia, and, after 1975, the cash-rich oil
states), as was that between rich and poor inside countries. If dependency and
world-system theorists did not make the suitable partners that modernization
theorists made in the 1950s and early 1960s, they may have had, nevertheless,
an impact on Bank behaviour in the 1970s, not because of the acceptability of
their remedy but, rather, because of the unassailability of their diagnosis.
Furthermore, dependency theorists were not alone in attributing Third World
rut to external forces (i.e., core countries and multinational corporations). Other
significant voices in the 1970s included the Club of Rome, which raised alarm
bells about excessive consumption in the core (or North) and the exhaustibility
of Earth’s resources, rich but progressive countries sympathetic to the plight of
the South (e.g., the Scandinavian countries), environmentalists, the Non-Aligned
countries and even some agencies within the UN, all of which were in basic
agreement that underdevelopment was not entirely caused by endogenous
factors and supported calls for a New International Economic Order (NIEO).

The thrust of NIEO’s policy posture was at least three-fold: intensification
in the transfer of resources from the North to the South, including technology
transfer, so as to level the production and consumption playing field and allow
the South to eventually achieve self-reliance, improvement in the terms of trade
between North and South and growth with equity, between and within
countries. Added to the aforementioned were the conclusion of the Vietnam
War, which ended badly for the United States and created the impression that
the U.S. was on the decline, and impeachment of American president Richard
Nixon. The status quo could not hold, or turn a deaf ear to calls for reform in
North-South relations, when East-West relations were thawing. The World Bank
would embrace some of the reform proposals but implement them on its own
terms, thus undermining more radical policy prescriptions.

In a landmark publication in 1974 edited by one of the economists brought
to the Bank by McNamara, the Bank embraced growth with equity as its new
mantra, acting, once again, in the larger context of poverty reduction.® In its
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strategic embrace of populism the World Bank was less concerned with the
root causes of poverty, least those alleged by Left scholars and activists, than
the alleviation of its most visible manifestations. The poor were said to lack
‘basic needs’, namely, food, shelter, clean water, health care and education;*
satisfying these needs, therefore, meant reducing poverty. With the help of the
Food and Agriculture Organization (FAO), the World Health Organization
(WHO) and the International Labor Organization (ILO), various indices of
poverty were designed with a view of devising solutions to correct them. For
example, nutrition was measured in terms of the calorie intake of individuals.
Thus, an adult was said to need so many calories per day in order to be
considered properly fed.

Once poverty was quantified, the task then was to turn the abysmal numbers
around, thereby reducing poverty itself. Never mind that poverty in any society
reflects, first and foremost, asymmetry in the ownership of the means produc-
tion and lack of popular control over the state, and that what the Bank saw as
poverty were rather symptoms thereof. Since poverty is a social condition
underpinned by powerlessness at two levels (the economic and political),
reducing it requires a fundamental shift in the distribution of productive assets,
from haves to have nots, and a redrawing of the boundaries of political power,
whereby previously excluded and (or) marginalized groups (e.g., small farmers
and women) are given a meaningful, rather than merely symbolic, voice in the
affairs of state.

Still, Bank interest in the poor in the 1970s was not all window dressing; the
Bank did put significant resources in the rural sector. Through the Rural
Integrated Development Project (RIDP), the Bank supported various schemes,
often of a multi-sectoral nature. Aid was ‘bundled” such that agricultural (seeds
and fertilizers), financial (credit to small farmers), infrastructural (feeder roads,
abattoirs, water wells) and health (prenatal care, child nutrition, mass vaccina-
tion) projects received greater financial support than before. These progres-
sive steps by the Bank must be explained, for they underscore a reality about
the institution that critics might be tempted to overlook or dismiss: the World
Bank does not always embrace reactionary policies in its relations with Third
World countries. Nor are these countries entirely at the mercy of the Bank, as I
stated at the outset.

Power is never static in politics, be it domestic or international. At key
historical junctures in international relations, power shifts, sometimes in favour
of one protagonist sometimes against. Power shifts may sometimes be so subtle
as to constitute little more than a window of opportunity for policy change to
take place, which then quickly closes until the next swing or cycle. Because the
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World Bank has something (money) that its clients need, power may be on its
side most of the time, thus the ability of the Bank to negotiate from a position
of strength —once again, most of the time As a general proposition, the more
desperate the economic situation of a borrowing country, the more vulnerable
it is to Bank lending conditionalities (hence the widespread adoption of struc-
tural adjustment programs, SAPs, throughout Africa in the 1980s). Conversely,
the greater the intensity of external pressure on the Bank, especially if it emanates
from core countries, for more borrower-friendly policies, the more
accommodating the World Bank will be, at least overtly, to borrower demands
(or, perhaps more accurately, pleas).

The early to mid-1970s may have been one of those rare moments when the
proverbial stars were in alignment: the World Bank was keen to lend money in
support of projects that benefited the poor and Third World countries had
gathered enough external support for that to occur. The Keynesian consensus,
the ideological underpinning of post-World War II economic reconstruction,
which allowed massive public sector participation in the economy to stimulate
demand and in the Third World facilitate capital formation, was still holding —
albeit barely; developed countries, led by the United States, were still in favour
of lending to the Third World, if only to maintain a positive balance of trade by
finding new markets for surplus products and prevent debtor countries from
going Red;* finally, western institutions (banks) were about to become awash
in oil money from the oil-producing states, which would render certain
countries, hitherto considered poor credit risks, credit-worthy.* Finally,
commodity prices were generally on the rise between 1970 and 1980; this made
Third World commodity producers good credit risks. The ‘generosity” on the
part of the World Bank and other financial institutions, including commercial
banks, would become the bane of the Third World, as they were saddled less
than a decade later with crippling debt, the interest payments on which would
exert considerable pressure on their foreign exchange earnings and national
budgets, thus forcing many to adopt Bank-imposed structural adjustment
programs (SAPs).** Given the permissive environment for lending in the 1970s
by officials from institutions who should have known better, one is almost
tempted to conjecture that Third World countries were deliberately lured into
borrowing first so their economies could be structurally adjusted later.

In spite of the investment made in poverty reduction, there was a certain
banality to Bank lending practices toward this end. In the dispensation of the
1970s the rural poor were no longer “irrational’, but, from the Bank’s point of
view, continued to be inhibited by ‘subsistence” agriculture, low productivity
and ‘backward’ technologies.*® The rural poor still needed to be ‘modernized’,
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but this time around the Bank would bring ‘modernization” directly, rather
than leave the process to local elites (e.g., “progressive’ farmers), or as a by-
product of trickle-down industrialization. Rural development was seen as a
matter of raising peasant productivity through better (i.e.,‘modern’) technolo-
gies; rising productivity would, in turn, raise rural income, provided that prices
were right. The Bank did not altogether abandon financing big, capital inten-
sive, industrial projects; gargantuanism was evident in Brazil, Turkey, Indonesia
and Philippines.

There was absolutely no contradiction between Bank interest in poverty
reduction in the 1970s and neo-classical, free-market ideology, for the methods
by which the former was to be brought about were supplied by the latter:
productivity was the engine of growth, which, in turn, drove development. All
three —i.e., productivity, economic growth and development —emanate from
changes in relative prices, or market conditions. What had changed, once again,
was the locus of Bank lending, from heavy industry to agriculture in some
countries and from large, “progressive’ farmers to small, ‘subsistence” farmers.
In addition, of course, the Bank became a more visible foot soldier in ‘defensive
modernization’, fighting to check the spread of popular and anti-western
governments around the world.

There were very few instances in which Bank involvement in the rural sector
went to the roots of rural poverty, which in many countries, once again, has to
do with the inequitable ownership of land or access thereto, the powerlessness
of poor farmers vis-a-vis wealthy local landlords and their lack of voice in the
national political process, government corruption by which aid for the poor,
such as fertilizers, seeds and credit, is intercepted, customary laws and religious
practices that marginalize women as rural producers and protectionist policies
in core countries, which limit their markets to commodities from the Third
World while at the same time ‘“dumping’ theirs unto the Third World. Since the
Bank misconstrued the symptoms of poverty for poverty itself, it ended up
trying to deal with the symptoms with no discernible change in the cause. The
net result was that rural development projects had very high failure rates,
according to the Bank’s own admission, and financing of them would virtually
disappear from the Bank’s ledger from the 1980s onward.

Once again, a policy that emphasized poverty reduction did not necessarily
contravene Bank ideology, inasmuch as such a policy relied mainly on market
methods and continued to equate economic growth, especially in the
agricultural sector, with development. The Bank could claim poverty reduction
as its own without abandoning free market ideology; from its point of view,
the two were not incompatible. This type of behaviour has been repeated
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throughout the Bank’s history. The World Bank often embraces popular cau-
ses, but typically uses (neo-liberal) instruments that undermine their
achievement, and eventually abandon these causes altogether once the wind
has died down or failure becomes evident. The Bank also has a tendency to be
top-heavy (i.e., authoritarian), even in the pursuit of policies that require local
participation or democracy, and, worse, even while Bank rhetoric so proffers.
Finally, the Bank never takes responsibility for the failure of policies it advocates.
Such an outcome is always the fault of governments that did not follow Bank
advice to the letter, or the misdeeds of rent-seeking local elites who stood to
lose from ‘reform’.* To the extent that the Bank accepts responsibility for past
mistakes, it is always oblique, Nixonesque (as in mistakes were made). In this
way, Bank officials escape blame for poorly conceived policies, as do the self-
serving (protectionist) actions of countries of the North. Bank interest in the
rural poor in the 1970s reflected McNamara’'s personal interest in limiting the
fallout from the Vietnam War and pressure for a New International Economic
Order. Improving the lot of the rural poor worldwide, McNamara thought,
would decrease their attraction to communism.¥”

The 1970s ended very much as it had begun for most countries: in an
atmosphere of economic uncertainty connected in part to the same factor that
had shocked the world economy earlier in the decade: oil. The Iranian
Revolution of 1979 triggered another round of oil price increases, which
aggravated the balance of payment problems of oil importing countries (in
other words, most of the Third World). At the same time, the first oil crisis of
1974 had been such a boon to oil producers that it was, almost literally, the
lubricant of the world financial system; petro-dollars repatriated from the oil
producing countries led commercial banks into a lending binge and since the
Bank, as stated earlier, raises money on international financial markets, it too
was flushed with money. The deregulation of financial markets from the late
1970s forward also meant that capital could flow in and out of countries with
barely a whimper from monetary authorities of ostensibly sovereign
governments,® a development whose negative repercussions would be felt 20
years later with the Asian financial crisis. The combination of balance of
payment deficits, due to deterioration in the terms of trade, the mobility of
capital and its concomitant, easy credit, led to a steep rise in borrowing by
countries, just at a time when real interest rates on external loans were going
up, which further increased the cost of debt servicing. The debt crisis was about
to hit oil-importing, Third World countries hard, nay, very hard.

If oil-exporting countries were largely spared the shocks of the 1970s—in
some ways they administered them —they were not so fortunate during the
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recession of the early 1980s. They too suffered as the volume of their (oil) exports
fell, due to decreased demand in the core countries, and as the price of oil itself
would fall by the middle of the decade, due to excess capacity created in part
by the unwillingness of certain OPEC countries to respect production quotas.
In Nigeria, for example, oil revenue fell by 80 percent between 1980 and 1985.
By the early 1980s all countries in the capitalist world-system —and I mean
all —were in varying states of economic difficulties, and so too were the creditors
to the most heavily indebted countries. This was especially true of American
commercial banks (e.g., Citibank of New York), which had lent huge sums of
money to Latin American countries, whose possible default would threaten
the financial health of the U.S. banking system at a time when other sectors of
the economy (e.g., manufacturing) were meeting stiff competition from abroad,
particularly Japan.

Where Africa was concerned, the debt crisis clearly reflected the ills of its
economies, hamstrung as they are by overdependence on commodities whose
prices are determined outside of the continent, but, as Olukoshi argues, it was
also symptomatic of a larger crisis of systemic proportion: that of monopoly
capitalism.” In particular, and to repeat, the debt crisis was due in part to the
lending promiscuity of an earlier era, which was driven by the desire of core
capitalist countries, especially the U.S., to maintain positive balances in their
trade account. These core countries were exporting their way into prosperity,
by encouraging lending to peripheral countries that, in reality, could not afford
to borrow and were, in fact, borrowing to import things (e.g., rice in West Africa)
deleterious to their own producers. Sooner or later, the chickens (Third World
debt) were bound to come home to roost; the problem was, in so doing, they
might just destroy the entire barn (finance capital). Once the debt problem
surfaced in the Third World, its containment became paramount; it could not
be allowed to become contagious.

It was in this context of global recession and anomie that structural
adjustment programs (SAPs), which are discussed extensively below, were
crafted by the World Bank and IMF. Like modernization theory 30 years earlier,
SAPs had their academic inspiration in the West, in particular, the United Sta-
tes. Once again, the work of Rita Abrahamsen is of utility here: the West is the
epicentre of the global system and gets to dictate what is development (not to
mention democracy) and how to reach it. Karl Marx is also instructive: at any
given time the idea of the ruling class is the ruling idea —so it is with countries
and geo-economic and cultural blocs. But SAPs were even more dangerous,
because, unlike modernization theory, which gained prominence in an era of
ideological fermentation and pluralism, SAPs achieved Gramscian hegemony
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in a world on the verge of unipolarity, ideologically and politically speaking,
in which alternatives to market economies would be considered heretic.
Dependent countries would have no choice but to agree to SAPs or face collapse,
whereas previously they could depend on the former Soviet Union or China.*

Like all dominant ideas SAPs had to (re) present reality, for, as Edward
Said points out in Orientalism, ‘there is no such thing as a delivered presence;
there is only re-presence, or a representation.”*! There is no need to mince words
here: SAPs recasted the economic vicissitudes of the Third World in a way that
put the blame squarely on the Third World. The architects of SAPs at the World
Bank saw recession and depression in poor countries as prima facie evidence
of inherent structural, local pathologies that must be exorcised if sustainable
growth is to be experienced. What are these so-called pathologies? In nearly all
the cases in which SAPs have been implemented, they are identified as
‘profligate” government spending (including on social programs that benefit
the poor), ‘bloated’ bureaucracies, ‘distorted” pricing, ‘irrational trade policies,
‘overvalued’ currencies and ‘inefficient’ and financially “burdensome” state-
owned enterprises (SOEs) that interfere with normal business activities.*> (The
reader should notice the negative adjectives that pointedly precede each alleged
pathology. Curiously, some of these adjectives are often used in reference to
the female gender. Thus, neo-liberalism is associated with a more masculine
political economy apt at generating growth and “progress” while the welfare
state is given an effeminate spin tending to decline). One must remember, while
those who were not yet born should be informed: this was the era of Ronald
Reagan, when machismo, honed in in Hollywood movie westerns,* held sway
in popular culture, diplomacy and economic policy, a posture to which the
U.S. may, unfortunately, be returning, but this time with the admixture of
religious zeal bordering on crusade in the name of fighting terrorism.

Once the ostensible causes of economic malaise in poor countries are
identified, the idea, then, is to help them uproot these causes through a
combination of the carrot of financial aid (disbursed in tranches to monitor
compliance) and the stick of conditionalities. In Bankspeak, ‘Structural
adjustment loans (SALs) have generally supported programs designed to
increase efficiency economy-wide through changes in pricing and trade policies,
in the size and structure of government expenditure and in the extent of the
government’s controls on productive activities.”** In plain language, SAPs
involve: reduction in government spending — a non sequitur, since in hard times
public sector spending can have stimulating effects on the economy —
privatization of state-owned enterprises, deregulation of financial markets,
which entails currency devaluation and relaxation of currency controls,
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liberalization of trade policies, cost recovery of government provided services
and overall withdrawal of the state.

All of the aforementioned components of SAPs, directly or indirectly, would
have the effect of freeing up resources that so-called structurally adjusted
countries could then use to make interest payments on their debt, and, with
some luck, draw down principals as well. Meeting their debt obligations would
make debtor countries eligible to incur further debt, while insuring hefty
transfers of resources (in the form of interest payments) from North to South
and profit for the Bank. Eighty-three percent of sub-Saharan Africa’s debt is
owed to western governments and international financial institutions, such as
the World Bank. Between 1982 and 1992, the first decade of SAPs, Africa scraped
together 1 billion dollars to service its debt every month —this at a time when
drought, famine, civil wars, and the scourge of HIV/ AIDS were bearing down
on the continent.” So who is fleecing Africa?

The 1980s represent phase 4 in the history of Bank lending: whereas in an
earlier era Bank funding went to so-called investment, both “hard” and “soft’,
especially ‘hard’ (i.e., projects), in the 1980s priority was given to adjustment,
that is to say, addressing the macroeconomic imbalances ostensibly created by
poor government policies, which threatened the success of investment lending.*
In Bankspeak, ‘Structural adjustment loans (SALs) have generally supported
programs designed to increase efficiency economy-wide through changes in
pricing and trade policies, in the size and structure of government expenditure
and in the extent of the government’s controls on productive activities.””” The
World Bank still has investment lending, but ‘Both the level and type of the
Bank’s investment lending may be significantly influenced by the introduction
of an adjustment program. The level of investment lending to a country depends,
among other things, on the overall policy environment.”*® In other words, the
ability of countries to attract Bank funding for investment, including investment
in human development or poverty reduction, depends on their willingness to
implement adjustment programs, which in some cases militate against the for-
mer. Indeed, structural adjustment programs have been found to exacerbate
social inequities, in addition to failing to put countries that have adopted them
on the path of sustainable growth.*

Gone in SAPs was any demand for a New International Economic Order.
This was unnecessary, for the wounds of the Third World were basically self-
inflicted; they had nothing to do with quaint issues, such as unequal exchange,
worsening terms of trade, exploitation, militarism and imperialism. These were
the stuff of politics, and the Bank only dealt in the ‘scientific’ objectivity of
economics. The Bank and its sister institution (IMF) would help borrowing
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countries achieve the “discipline’ necessary to return to economic rationality.
There was almost a religious dimension to SAPs: countries had sinned by
pursuing egalitarian and nationalistic policies. Now they were paying for their
sins in the forms of staggering debt, recession and even economic collapse.
However, all was not lost: they could get back on the road to salvation by
adopting SAPs, whose short-term effects might be painful at first but are the
necessary price to pay for past indiscretion and future success. SAPs, as Mihevc
points out, met every creed of Judeo-Christian theology: sin of excess,
propitiatory sacrifice (represented in the bloodletting of SAPs), salvation (return
to economic growth). The World Bank was the high priest of this pro-free mar-
ket, secular theology.

The ubiquity of SAPs at the heart of Bank lending policy in the 1980s is
rooted in practical politics on one hand as well as a shift in ideology.
Conservative governments swept to power in Great Britain in 1979 and the
United States in early 1981. Both Thatcher and Reagan were ideologues, who
came to office with a view that ‘government was not part of the solution but
part of the problem.” For them the welfare state, with its ostensibly cumbersome
regulations of business and extensive social benefits, had sapped, respectively,
the creativity of entrepreneurs and energy of “hard working’ people, resulting
in economic decline on both sides of the Atlantic. What was needed was for
government to ‘get off the back of the people’, and a return to prosperity would
be assured. In specific policy terms, this meant business deregulation, cutting
taxes and social expenditures, and ‘free’ trade —in sum, bringing market for-
ces back in.*® Where Keynesianism, which had hitherto been the consensus on
economic policy in the West, saw markets as vulnerable to failures (i.e., recession
and depression), and government intervention as necessary to correct these
failures, neo-liberalism thought markets to be self-regulating, and government
intervention unnecessary, even harmful.

Just as Reagan and his supporters were getting ready to roll back government
in the United States, a number of prominent, right-wing magazines (i.e., Forbes,
Fortune, Barrons) and one think tank (The Heritage Foundation) launched what
amounted to full-scale attacks on the World Bank for its pro-'big government’
policies in the Third World. Reagan even ordered the U.S. Treasury Department
(the American equivalent of a ministry of finance) to investigate the utility of
continued U.S. participation in the World Bank. The ensuing review largely
vindicated the World Bank, which had in fact always acted to protect US interest;
but that the new administration would go to such length to humiliate old friends
had to have been unsettling to Bank officials, who were accustomed to thinking
that the Bank had bi-partisan support in Washington. U.S. presidents had
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appointed every Bank president, and the U.S. was (is) the Bank’s largest
shareholder. As any good Chief Executive Officer (CEO) knows, the
unhappiness of the largest shareholder of any company is never to be taken
lightly. Reagan and his supporters had put the World Bank on notice. Only a
major policy change would silence the critics, who were not in some distant
and insignificant Third World capital, but literally within a stone throw of the
World Bank.

One must not neglect the importance of ideas to the emergence of SAPs as
standard Bank policy. Just as modernization theory and dependency theory
were harnessed in the halls of academe first and became the basis (especially
modernization theory) for policy later, SAPs had an intellectual history as well;
furthermore, SAPs have to be seen as the programmatic arm of a larger
ideological shift toward (or more accurately, return to) what would later be
called neo-liberalism. The intellectual inspiration to SAPs may be found in the
works of conservative economists, such as Milton Friedman, and the school of
thought known as monetarism, according to which the money supply is the
primary determinant of economic activity.

The thrust of monetarism is adduced in the equation: MV = PQ, where M is
the money supply and V its velocity. P is the average price level and Q is the
quantity of goods and services produced during a given period, say, one year.
According to monetarists, as the money supply increases with a constant V,
one can expect a corresponding increase in Q, with P remaining constant or
going upward only if there is no increase in the quantity of goods and services
produced. In other words, a change in the money supply directly affects pro-
duction, employment and inflation levels. One need not be an economist to
uncover the policy implication of monetarism: counter-cyclical fiscal policy, as
advocated by Keynesianism, was wrong. The economy could be managed by
monetary authorities, i.e., central banks, according to monetary rule, rather
than the political instruments of deficits spending in times of contraction to
stimulate the economy and fiscal restraints in times of expansion. Besides,
argued Friedman in A Monetary Policy of the United States by the time fiscal
measures are put in place any way, they are usually too late.® They had no
impact on business cycles.

Monetarism was an important shot across the bow of the post-War
(Keynesian) consensus on economic policy, but it was not the only one. In the
mid-1970s there developed at the University of Chicago, where Friedman once
taught, a strongly pro-free market school in the economics department, some
of whose foreign graduates would go on to occupy important positions in their
country of origin. Just as Berkeley produced its “boys’ in the 1950s and 1960s,
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Chicago did the same in the 1970s, but the latter were of a somewhat different
ideological bent than their counterparts on the West coast of the United States.
The Chicago Boys were strong advocates of free trade, government
deregulation, pro-business and anti-labour. Their political view was more
worrisome: they believed in strong, i.e., authoritarian, government that could
implement economic reform unpopular with the masses. Chile under military
dictator Augusto Pinochet would become the laboratory for the Chicago Boys.

In sum, a number of factors came together in the early 1980s to effect a
change in economic development thinking: as stated earlier, the abysmal per-
formance of economies throughout the capitalist world system which called
into question the utility of Keynesianism, the rise of monetarism and the Chi-
cago school of free market economics as an alternative paradigm, the election
of Ronald Reagan in the United States and Margaret Thatcher in the United
Kingdom. In time, neo-liberal ideas would not only gain prominence in the UK
and the US, they would spread to such bastions of welfarism as Germany and
Sweden, as conservatives ascend to power in these and other countries. Too,
pro-free market ideas in core countries would be incorporated in their foreign
aid policies, where they had never completely disappeared, thereby allowing
for further spread of the gospel.

The World Bank had to respond to the change in political wind if it was to
avoid being swept by it. The Bank’s ability to do so was probably facilitated by
McNamara'’s decision to step down in 1981 and the choice for his replacement:
A.W. Clausen, formerly of Bank of America. I do not want to overestimate the
power of Bank presidents, nor, however, do I wish to understate it. (Again, to
properly understand the World Bank, it is necessary to synthesize the external
environment with the bureaucratic [internal] environment.) The presidency of
the World Bank is, undoubtedly, one of the most visible positions in the world.
Bank presidents deal with heads of states, key cabinet ministers and politicians,
give interviews to journalists all over the world, meet with international bankers
and other financiers, and chair the board of executive directors meetings of the
World Bank, where policy decisions are made. The ability of any Bank president
to handle key constituencies goes a long way toward public perception of the
organization, which is important in securing fund. Like him or not, McNamara
was a very effective Bank spokesperson. His connection to key lawmakers,
especially Democrats, in the United States was solid, even after the imbroglio
of Vietnam. By the late 1970s he had generally sold much of the world, and
maybe even his colleagues at the Bank, on the idea that the World Bank was in
the business of poverty reduction.
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Clausen brought to the job a different, and I daresay limited, perspective
(he also brought a new corps of neo-liberal, free-trade economists to replace
McNamara loyalists, among them Ann Krueger, the original thinker behind
the idea of ‘rent seeking’ behaviour by Third World elites to explain the failure
of development, and Deepak Lal, economic advisor to the Research Department
of the World Bank and author of the anti-Keynesian The Poverty of Development
Economics). Clausen had no direct experience in development,® and no
demonstrated knowledge of sub-Saharan Africa, where the Bank was the
primary creditor to most countries.® Clausen’s approach to Bank lending was
that of a typical banker: In order for the Bank to maintain the confidence of
bondholders, projects had to show the promise of solid return on investment,
and those that could not (among which were a good many rural projects) would
not receive funding.

Rhetorically, Clausen did share McNamara’s official commitment to poverty
reduction, but “The key to that poverty reduction lies in raising the productivity
of the poor themselves. Welfare programs aimed at the poor without
corresponding increases in the productivity of the recipients can only be short-
lived and even counterproductive.”*In his major addresses as Bank president,
Clausen took particular aim at government decisions that, in his view, inhibited
growth; presumably, they included the ‘welfare programs’ (a curious labelling
of the development efforts under McNamara) that ‘can only be short-lived and
counterproductive.” In Clausen’s worldview, the key to alleviating poverty was
to maintain the flow of international capital to the Third World, reduce barriers
to trade and increase industrial productivity (the World Bank had by this time
lost interest in rural development). This was nearly a perfect echo of the neo-
liberal refrain being heard in parts of the First World.

Under Clausen, the Bank would continue to lend to projects, but more at-
tention would be paid to their return on investment (i.e., profitability) and, just
as important, the degree to which they fit the logic of correcting the
macroeconomic policies that ostensibly stifled growth and free trade. As the
reader will see shortly, these ideas would be incorporated in structural
adjustment programs (SAPs). I am not suggesting that, with McNamara at the
helm, adjustment lending would not have been embraced by the Bank; on the
contrary, I suspect that the pressures in favour of adjustment in the early 1980s
were probably too great for anyone to resist. All I am saying is that the passage
from McNamara to Clausen facilitated the adoption of SAPs as standard Bank
policy and, more generally, it matters who heads the World Bank. McNamara
may not have been able to stop the juggernaut of adjustment, but, because of
his experience, might have been more in tune to its politics than Clausen was.
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Such a sensitivity might have led to the early incorporation into SAPs of ‘safety
nets’ for the poor, which might have avoided the charges levelled at the Bank
as the 1980s wore on. Indeed, in sub-Saharan Africa social gains made by the
masses in education, health and other areas, as part of the alliance with the
African elite against colonialism, were (mis)labelled “‘wasteful’, and would come
in for radical restructuring.

At this point, I should endeavour to bring greater specificity to the analysis
by focusing on sub-Saharan Africa, for it was there that SAPs were widely
implemented throughout the 1980s and 1990s, and it was there, not surprisingly,
that they had their greatest failure. The focus on Africa is important for another
reason: even though, by the late 1980, 37 out of 50 countries in sub-Saharan
Africa would implement Bank-imposed SAPs—others would implement
variants on their own—they were by no means the object of consensus in the
region. Development discourse may have been framed and dominated by
countries of the North, but dominance does not connote monopoly. Some
Africans fought valiantly against SAPs, as they did against other antecedents
of domination, such as slavery and colonialism. In particular, African
intellectuals and institutions in the 1980s would produce a powerful alterna-
tive to SAPs, which would have at least marginal effects on Bank behaviour, if
only primarily at the level of rhetoric. Returning to Edward Said, the
(re)presentation of reality seldom goes unchallenged. Hegemony produces
counter-hegemony, at least temporarily.

SAPs as Alchemy in Africa

In sub-Saharan Africa, the widespread adoption of SAPs in the 1980s as a
lending conditionality was intellectually inspired by the publication of
Accelerated Development in Sub-Saharan Africa, otherwise known as the Berg
Report,® in 1981. This report was straightforward in the simplicity of its
components: it contained a laundry list of what was ailing Africa and proposed
remedies. According to the Berg Report, Africa suffered from slow, to negative,
growth rates, reduced exports and increased imports. But these problems were
not caused by worsening terms of trade, overdependence on a limited range of
commodities wrought by colonialism or the policy pursued by developed
countries decades earlier that encouraged lending to developing countries by
the multilateral institutions and commercial banks; rather, they were caused
by overvalued exchange rates maintained by African governments.

One can see from this partial dissecting of the Berg Report, how it
‘indigenized” the African development problematic. In addition, argued the
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report, there was an urban bias in the agricultural policies of African countries,
which resulted in low prices to African farmers, especially cash crop producers
but also food producers. The prices for food were being kept low, through
subsidies and price controls, so urbanites, close as they were to state houses,
legislatures, universities and army bases, would have access to cheap staple
food and not riot. Peasant farmers, far removed from the centres of power,
were less likely to pose an immediate threat to it. On the other hand, low prices
to cash crop farmers by government marketing boards were directly responsible
for the fall in export revenues. The Berg Report was not entirely original in this
diagnosis. Robert Bates had made the same argument at about the same time,
as had Michael Lipton in 1977.%

The Berg Report also adduced the African crisis to government policy
behaviour in the post-colonial era, namely: import-substitution industrialization
in which parastatal enterprises loomed ‘large’, an expansive civil service which
also created an expensive public payroll and a ‘generous’ array of government
(what Clausen called welfare) services for which cost recovery was not generally
pursued. All of this meant that African governments were living beyond their
means. To the extent that the Berg Report made references to the role of external
factors in Africa’s predicament, it was quickly to reject them in favour of internal
ones. The plummeting of commodity prices, high interest rates, protectionism,
the decline in the value of the dollar, the unofficial currency of word trade, the
burden of debt servicing and the decline, in real terms, of Official Development
Assistance (ODA) were peppered over.”

The remedies advocated by the Berg Report, which would later be
incorporated into SAPs, flowed directly from the diagnosis. Firstly, Berg
supported the reinvigoration of the export sector so as to stimulate economic
growth and, in the long term, bring about industrialization. The report was
clear on this point: “The agriculture-based and export-oriented development
strategy for the development strategy suggested for the 1980s is an essential
beginning to a process of long-term transformation, a prelude to
industrialization.’58 African cash crop farmers would be given higher prices
for their crops, which would give them the incentive to produce more for export.
A major plank of the Berg Report was ‘Getting Prices Right’. Secondly, to make
African goods attractive on the international market, countries should devalue
their currency. Also, subsidies should be removed on imported items, which
distorted the optimal allocation of resources; restrictions on imports should
also be lifted, which would make African producers more competition-
conscious and reduce prices for consumers.
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The report advocated a wholesale withdrawal of the state from productive
activities: state-owned enterprises were to be privatized, and cuts in the size of
the civil were be instituted. Users were to be made to pay for government-
provided services (cost recovery), such as education and health, and wherever
possible private operators were to be encouraged to take over these services.
Thus in Cameroon the World Bank would even come to support the
privatization of veterinary services; not even animals were to be spared the
forces of the market.”

There is no doubt that SAPs marked a turning point in Bank history, namely,
a return to economic orthodoxy at a time when the capacity of borrowing
governments to resist Bank free-market ideology was at low ebb. The forces
within the Bank that advocated greater control of Third World economies really
won a major battle in the early 1980s, by getting the Bank to move away from
funding projects to funding, in reality, policies that the Bank preferred. There
was a finality to projects, which limited the Bank’s influence in borrowing
countries. In concrete terms, once the Bank agreed to finance a hydro-electric
dam, a steel mill or an agro-processing plant, it had little say over anything
else that borrowers did. But the story was entirely different if Bank funding
was made conditional on the implementation of (pro-free market) macro-
economic policies. Bank influence, in theory, could increase greatly if lending
was tied to policies rather than projects, a fact not lost upon the Berg Report,
especially in an era when agreement to Bank-imposed SAPs was being used by
other lenders (IMF, London Club, Paris Club, etc.) as a sine qua non for making
new loans to, or alleviating the burden imposed by old loans on Third World
countries. To be sure, policy-based lending was also risky for the Bank, inasmuch
as it gave the Bank paternity over economic reform in countries where such
reform was unlikely to bear fruit, But, as always, the Bank had a scapegoat: it
could, and did, claim that the failure of SAPs was not due to SAPs themselves
but their incomplete implementation by governments that were not committed
to reform, or whose officials did not understand rudimentary economics.

The strictures of SAPs were deeply unpopular. They imposed real hardships
on Africa’s poor, many of whom could not afford the user fees mandated by
SAPs on services hitherto provided by the state for ‘free’. As a result,
consumption dropped, which may have had severe consequences on health,
education and the like. In Nigeria, Deji Popoola found that “ailments that had
been declared completely eradicated, such as smallpox and guinea worm in-
festation, have reappeared in recent years. Recorded cases of malaria increased
from 1.2 million in 1984 to 1.8 million in 1988, and most other notifiable diseases
have shown yearly increases as well..."® T.O. Fadayomi reported similar findings
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in education: primary school enrolment stood at 90 percent in Nigeria before
SAPs in 1980, by 1987 it had dropped to 64 percent (to be fair, this may have
been due not only to the adoption of SAPs but also the drop in the price of oil,
which reduced the federal government’s revenue).® Still in Nigeria, Adebayo
Olukoshi wrote that ‘During 1980-83, about one million workers were estimated
to have been retrenched from the industrial sector.”®* In Tanzania, according to
Haroub Othman and Ernest Maganya: ‘the toll on the Tanzanian working peo-
ple has been clearly evident. Despite slight improvements to the minimum
wage, the living conditions of the people have deteriorated even further, and
the inflation rate has persisted at its high level.”®® Zambia abandoned its
adjustment program (with the IMF, not the World Bank) in May of 1987
following riots in Lusaka.

The African middle class was not spared. Privatization of state-owned
enterprises and cuts in the size of the civil service threw many out of work. For
those who were lucky enough to be retained, currency devaluation reduced
their real income. In Cameroon civil servants not only experienced this wage
cut in disguise, following the devaluation of the Central Africa CFA Franc in
January 1994, they also had to agree to nominal cuts in wages, sometimes as
much as 40 percent, to reduce government spending as mandated by the World
Bank.*

To be fair, some aspects of SAPs were positive. The emphasis on increasing
producer prices was overdue. African governments (e.g., that of Ghana) had
long paid cash crops farmers well below international market prices for their
commodities. This would not have been an issue if the gain thus made were
ploughed back into agricultural research, infrastructure improvement and
replenishment of the price stabilization funds, which state marketing boards
were created to manage during the colonial era.®® But what was taking place in
many African countries was the outright appropriation of agricultural surplus
value by state officials for occult purposes. The result in countries like Ghana
was widespread smuggling (across the border into Cote d’Ivoire) or the exiting
of cash crop farming for that of food crops. As a consequence, the Bank rightly
concluded, African countries were exporting less and earning less in foreign
exchange.

The attempt by SAPs to increase producer prices not only made sense from
the standpoint of social justice, it also made economic sense. The problem was,
an increase in producer prices, while necessary, was a temporary palliative; it
did not, in fact, touch the structure of African economies but, rather, perpetuated
their dependence on a handful of commodities for export and foreign exchange
earnings. African countries were to export their way out of recession and
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depression, not by diversifying their production base, but by increasing the
volume of the cash crops that had been “assigned’ them by colonialism.

Another problem with SAPs was that by relying almost exclusively on
increasing their production of cash crops to earn foreign exchange, African
countries risk saturating the world market, thus further depressing the prices
of these crops. (Of course, the prices for Africa’s exports are decided in Lon-
don, New York and Chicago, not Cairo, Lagos or Nairobi.) Given that SAPs
often required countries to devalue their currency in order to be competitive,
one shudders to think at the implication for borrowing countries not only to
engage in race to the bottom, in terms of the value of their currency, but also in
terms of trying to ‘outproduce’ one another.

It does not take an economist to figure out that the combination of devalued
currencies and commodity saturation is the quintessence of an international
buyer’s market. Thus, SAPs, even under the best of circumstances, undermined
their own success. Besides, devaluation does not only make the goods of the
country whose currency has been devalued more attractive on the internatio-
nal market, it also makes import more expensive, therefore, devaluation is often
inflationary.66 Africa does not only import luxury cars and other items
consumed by urbanites, and true the continent could do without many of these
(e.g., second-hand clothes that destroy African textile and garment makers).
But it also imports fertilizers, tractors and water pumps, in other words, nearly
every input that is needed to increase agricultural output. Currency devaluation
is always a mixed blessing and a gamble: whether its effects are beneficial (or
harmful) depends on whether the gains from increased sales abroad outweigh
the higher prices that must be paid for imported items, assuming that the
demand for such items remains constant.

Given the narrowness of Africa’s production base, which results in the im-
portation of even the most basic consumer items (flash lights, kerosene lamps,
bicycles and even toilet paper), it was more than likely that currency devaluation
would negatively affect groups other than the intended target: ostensibly,
parasitic middle class and upper class urbanites who lived off the sweat of the
African peasantry. Where saturation was concerned, African countries could
try to withhold production to bid up prices, but the demand inelasticity of cash
crops, unlike that of oil, made the success of that strategy highly implausible,
as Félix Houphouét Boigny found out in the case of cocoa in Cote d'Ivoire. In
the final analysis, under SAPs African countries would neither be really
(re)Structured nor (re)Adjusted; the only letter in the acronym that deserved
to be there was the last: countries would be (re) Programmed, lest they would
not receive Bank funding, or, for that matter, debt relief from any source. SAPs
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were the wrong means by which to transform the African crisis into success,
hence the analogy to alchemy.

As stated earlier, Africans did not take SAPs lying down. Even the state
elites who needed Bank funding (or felt that they did) were sometimes reluctant
to be seen as enthusiastic supporters of SAPs. Some sought cover in dissimula-
tion wrapped in pseudo-populism. General Ibrahim Babangida of Nigeria, the
sure-footed political Diego Maradona of Africa, called a referendum in 1985
over a proposed IMF loan (the Bank’s twin). Nigerians were overwhelmingly
against the loan, but the military regime, in an act of apparent self-flagellation,
soon implemented, ostensibly on its own, a homegrown SAP. This pas de deux
would be repeated throughout the 1980s: dependent countries embraced
economic orthodoxy one day (to please lenders) and populism the next (to
appease their public) as they were hemmed in by opposite forces. There were
some genuine dissenters. As seen earlier, Zambia broke with the IMF in 1987.
Before that Julius Nyerere, rather than capitulate to Bank and IMF demands,
resigned from office, but this only ended one man’s illustrious career, not Bank
involvement in an African country. Tanzania became a faithful implementer
of SAPs under Ali Hassan Mwinyi, and Zambia did return to the IMF/World
Bank straightjacket less than one year after freeing itself from it.*

In the realm of ideas, the biggest challenge to SAPs was by African
intellectuals working through the UN Economic Commission for Africa (ECA)
under its director, Adebayo Adedeji. In 1986 the United Nations launched the
Program of Action for African Economic Recovery and Development
(UNPAAERD). This was a five-year program aimed at putting Africa back on
the path of economic recovery, and it was separate from the other programs
(including SAPs) being pursued by other multilateral institutions. (For readers
who may not know: the World Bank is formally a UN agency but has long
achieved de facto independence from the UN. Except for when it thinks asso-
ciation with the UN is likely to be to its benefit, the World Bank almost never
mentions its relationship to the UN.) In 1988 the United Nations Development
Program (UNDP) and the World Bank issued a joint report meant to coincide
with the mid-term report of the UNPAAERD. The UNDP/World Bank report,
Africa’s Adjustment and Growth in the 1980s, asserted that Africa was on its
way to economic recovery, and that countries that had implemented SAPs were
growing faster than those that had not. This finding flatly contradicted the
mid-term review of the UNPAAERD, as well as the finding of a major study,
edited by the ECA director, which ‘came to the conclusion that the stabilization
and structural adjustment programmes proposed to Africa by IMF and World
Bank have had and are likely to continue to have very limited success.”®
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The ECA became a major rhetorical thorn on the side of the World Bank,
especially after it published African Alternative Framework to Structural
Adjustment Programmes (AAF-SAP). This study scored a direct hit on SAPs
and Bank and UNDP assertion that SAPs were helping Africa to achieve macro-
economic stability. It found that ‘in many cases sustained economic growth
has not materialized, the rate of investment rather than improve has tended to
decrease, budget and balance of payments deficits have tended to widen after
some temporary relief and debt service obligations have become unbearable’.®
Worse (for the World Bank), AAF-SAP questioned the research methods and
statistics used by the World Bank that informed its conclusion about the success
of SAPs in Africa. The intellectual honesty of the Bank was being called into
question.

AAF-SAP advocated a more comprehensive approach to development in
Africa, for, in its view, as well as that of many other Africans and Africanists,
SAPs dealt with the symptoms of the African crisis, not the root causes.
Furthermore, SAPs continued the fallacy of the post-World War II paradigm
in development thinking that economic growth equalled development. That,
according to AAF-SAP, led the World Bank to overlook the social costs of
adjustment, especially on the poor. AAF-SAP’s critique amounted to a fusillade
from a double-barrelled gun: not only was Africa not returning on a path to
prosperity thanks to SAPs, it was actually regressing, because of the enormous
social costs of SAPs on the poor.

AAF-SAP advocated a number of policies that were anathema to the World
Bank. It stressed the reinvigoration of the food-producing sector, as well as the
cash crop sector. The aim of this was to make Africa more self-reliant in food
production. AAF-SAP supported African industrialization, but one linked to
the continent’s primary sector (agriculture). AAF-SAP saw SAPs’ emphasis on
cash crop exports as shortsighted and limiting. An industrialization strategy
that was based on using Africa’s raw materials as inputs would allow for the
capture of the value added benefits by African countries; in addition, it would
reduce the enclave nature of African economies, wherein a small industrial
sector, usually controlled by comprador elements and multinational corpora-
tions (MNCs) operates independently from the other sectors (agriculture and
services). Above all, AAF-SAP called for a development that was human-
centred, for development, at the end of day, was about people, not dry statistical
indices pointing upward. In this connection, AAF-SAP called for structural
adjustment programs that actually improved the lives of the poor, or at least
spared them of further misery. In sum, AAF-SAP advocated transformation
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rather than adjustment.” In addition, AAF-SAP was a philosophical affirma-
tion that Africans knew best how to solve Africa’s problems.

However, two things must be said about AAF-SAP. Firstly, it was not the
first critique of SAPs and, by association, the Berg Report. African intellectuals
had studied both and publicized their nefariousness independently of AAF-
SAP. Some of their works are cited in this study (e.g., Onimode 1989; Olukoshi
1989; Ndegwa 1985, etc.). Nor was AAF-SAP the only time Africans had tried
to develop African-inspired solutions to the continent’s problems. The last major
effort in this direction was the OAU-sponsored Lagos Plan of Action (LAP),
which, like AAF-SAP, had called for greater African self-reliance, especially in
food production and other essentials of life, and preceded the Berg Report at
least by one full year.

I shall not say much about LAP, for the focus of this part of the work is
ultimately on Bank lending policy history, but that LAP came before the Berg
Report is very significant. It means, once again, that Africans in the early 1980s
were seriously attempting to address Africa’s woes well before they became a
cause célebre in the ‘donor’ community. But why African ministers of finance,
who also act, on paper, as governors of the World Bank, felt it necessary to
request that the Bank undertake a study of Africa’s development crisis (hence
the Berg Report), when they had one (LAP) produced by their own organization
(OAU) underscores the dependency of African countries vis-a-vis the interna-
tional financial institutions (IFIs) and the West in general. For, in spite of its
stated goal of moving Africa toward self-reliance, LAP itself expected ‘donors’
to finance at least one third of its budget.

Secondly, and this is rather unfortunate, in spite of the publicity it received,
AAF-SAP, like LAP, had little effect on Bank policy behaviour. Structural
Adjustment Programs remained at the heart of Bank lending policy in sub-
Saharan Africa throughout the 1990s. However, AAF-SAP may have forced a
change in Bank rhetoric. In From Crisis to Sustainable Growth, the Bank ‘strongly
supports the call for a human-centred development strategy made by the ECA
and UNICEF'.”* The World Bank, once again, often does this: it seeks to remain
above the fray, even if this means incorporating the views of its critics in its
rhetoric while pursuing its own policies. Its posture toward alternative
worldviews is to, first, reject, and if those persist, co-opt. The rhetorical demi-
tours (not U-turns) of the Bank are facilitated by the passing of the baton from
one Bank president to another. Each Bank president essentially tries to leave
his mark on the organization. The recalibration of SAPs with a ‘human face’”
befell Barber Conable, the affable successor to the austere and market-oriented
Clausen (a theory of Bank behaviour is offered in the next section).
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By the end of the decade (1980s), the wisdom of neo-liberalism would seem
to be confirmed by economic recovery in the United States and Britain and the
impending collapse of Stalinist political economies in Eastern Europe in 1989
and soon thereafter (1991) the Soviet Union. But in Africa, two decades of SAPs
have made conditions worse, not better, which leads to the easy conclusion
that SAPs are more albatross than elixir.” For the Third World as a whole, the
1990s have been dubbed the ‘lost decade’, just as the 1980s were so designated
for sub-Saharan Africa.” True, the percentage of people living on less than one
dollar a day dropped from 30 percent to 23 percent in the 1990s, but much of
the reason for the apparent gain is due to improvement in the economic per-
formance of China and India, two of the world’s most populous countries, and
China’s development efforts have been more dirigiste than laissez faire.”
Overall, poverty continues unabated, HIV/AIDS is reducing life expectancy
in scores of countries,” states are on the brink of collapse while others have
seen their sovereignty eroded (thus making them proto-states), and the rich,
taking advantage of increased opportunities for private accumulation in a
globalized political economy, are getting richer.”

It was, perhaps, in partial recognition of the limited success of SAPs that
the Bank adopted a ‘kinder, gentler’ approach in the 1990s. Current Bank
president James Wolfensohn has worked hard to articulate this approach and
dispel the notion that the Bank is blindly pro-free markets, viscerally anti-states
and insensitive to poverty. In 1997 Wolfensohn stressed that: ‘Far from
supporting a minimalist approach to the state, development requires an effec-
tive state, one that plays a catalytic, facilitating role, encouraging and
complementing the activities of private business and individuals. Certainly,
state-dominated development has failed. But so has stateless development—a
message that comes through all too clearly in the agonies of people in collapsed
states such as Liberia and Somalia.””®

On the surface, Wolfenshon’s utterance is strong stuff. The rhetoric suggests
that the Bank now recognizes the importance of states to sound economies, but
nowhere in the aforementioned quote and in other Bank publications is it
suggested that states should go beyond encouraging and complementing
private sector activities. As it always has, the Bank discourages direct public
ownership of productive assets, strong regulatory regimes and public goods
delivery that cannot be potentially undertaken by private actors. In spite of
rhetoric of building “institutional capacity’, the Bank has done little to rescue
failed states or strengthen those that are in danger of failing. This task usually
devolves to the United Nations, typically after much diplomatic wrangling
and when it is too late, and humanitarian organizations. The 1980s were the
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decade of dismantling the ‘meddlesome’, interventionist, industrial asset-
owning state; the 1990s were the decade of constructing the minimalist, pro-
free-market state.

At the same time, the last decade of the 20th century also saw a return to the
populist rhetoric of the 1970s about poverty reduction, while in the 1980s (the
era of SAPs) Bank lending policy was couched much more in technocratic terms.
In 1999 the World Bank (and IMF) launched the Poverty Reduction Strategy
Papers (PRSPs) approach to poverty reduction, which may well have been the
Bank’s (and IMF’s) answer to accusations of heavy handedness in lending.
PRSPs are basically documents prepared by borrowing governments that are
intended to demonstrate widespread participation by stakeholders
(governments, entrepreneurs, non-governmental organizations, academics, etc)
in the design of projects aimed at poverty reduction over several years for
which external (e.g., Bank) support is to be sought.” Five principles are said to
underpin the PRSP approach. PRSPs must be country-driven, meaning that
countries should take collective ownership of PRSPs. For this to happen, there
must be a spirit of partnership among all stakeholders: government, the private
sector, civil society and donors. The Bank also stresses that PRSPs be result-
oriented: they must show that their outcomes will benefit the poor. They should
be comprehensive, thus underscoring the multidimensional character of
poverty. Finally, PRSPs should have a long-term perspective, perhaps an obli-
que admission by the Bank, at long last, that it does not have an answer to
poverty reduction.*” The World Bank sees PRSPs as the means by which to
bring together governments, civil society and donors to attain the UN’s
Millennium Development Goals, which include cutting world poverty in half
by 2015.

Asis customary with the World Bank, the rhetoric of PRSPs is so unassailable
that it should elicit no objection. The policy reality of PRSPs, however, is
different. According to Christian Aid, ‘the World Bank and IMF have linked
their financing to poverty reduction strategy papers (PRSPs). These are
ostensibly a country’s own plans to cut poverty, but they have also become
gateways to loans and debt relief. In order to access the money they need,
recipient countries have to fulfil a complex set of conditions.”™ Interestingly,
these are the same conditions that were routinely attached to structural
adjustment lending and have nothing to do with poverty reduction (and indeed,
if the experience of the 1980s is any guide, are likely to exacerbate poverty):
trade liberalization, privatization of hitherto publicly provided services, cost
recovery, etc. In sum, in spite of the lofty rhetoric, PRSPs are, in fact, a back
door way of (re) imposing the conditionalities of the 1980s on borrowing
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countries, thus keeping them in the march toward a neo-liberal world economy.
One should not be surprised if the Millennium Development Goals are not met
in 2015, as they seem unlikely to be at the moment (2005).

The Bank underwent another (rhetorical) makeover in the last decade of
the century that cannot be passed over, for it, too, fits a familiar pattern in Bank
behaviour. Beginning in 1990, specifically in Benin, African countries began to
liberalize their political system(s). This took many forms, of which national
conferences, or calls for their occurrence, leading to multiparty elections
(following the legalization of opposition parties) were the most common in
Francophone Africa. Benin, Togo, Congo-Brazzaville, Congo, Gabon and
Cameroon held these gatherings, with varying degrees of seriousness and
success.

In virtually all African countries pressure for democratization came, in no
small part, from groups that had been hurt by SAPs and ‘the anthropology of
anger’ created by government mismanagement, repression and lies.®> Among
other things, these groups wanted an end to spiralling prices for basic services,
such as health care, education and everyday utilities (water, electricity, etc.).
Recent college graduates also wanted jobs, many eliminated by the SAPs
imposed on African governments, which mandated retrenchment in the size
of the civil service. In other words, pro-democracy forces in Africa were fighting
as much for social democracy as they were for the imprimaturs of liberal
democracy (legalization of opposition parties, free and fair elections, political
freedoms, etc.), however important these were. This period of great political
effervescence has evoked comparisons with Prague Spring and revolutionary
France.® Nevertheless, in spite of the social democratic character of Africa’s
second political revolution (the first being the fight for decolonization), or
perhaps because of it, the Bank saw an opening for co-optation.

Before 1990 one would be hard pressed to find any Bank publication in
which the words democracy and good governance were mentioned, except as
an afterthought. Indeed, until then the attitude of the World Bank toward
democracy could be characterized as either indifferent or hostile. The Bank
often claimed it did not meddle in politics, and that its activities in borrowing
countries were of a technical (read: apolitical) nature; the same applied to the
IMF. There was even latent hostility toward democracy, inasmuch as the
prevailing view in the 1960s and 1970s, expounded most strongly by Samuel
Huntington, was that what the Third World needed were governments strong
enough to maintain order, not democracy.* Democracy in developing countries
was likely to cause rising expectations among newly empowered groups, which
could create frustration as such expectations were unlikely to be met. This, in
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turn, was a recipe for de-legitimacy and instability, and unstable regimes could
not implement difficult macro-economic policies and negotiate the financing
of complex projects in the face of popular opposition. Organizations like the
World Bank acquiesced in the emasculation of formal opposition and the spread
of one-party states throughout Africa, on the (false) premise that democracy,
even in its limited, liberal form, was too messy and potentially destabilizing to
countries that needed, first and foremost, development.®

After 1990 there was an about-face. The Bank began to emphasize good
governance, which it conflated with democracy, and eventually this would
become one item on the laundry list of conditionalities associated with SAPs,
although good governance would never enjoy the same cachet as the other
items (discussed earlier). Indeed, as Part Il suggests, where Bank lending is
concerned, there is no democracy bonus: countries that have democratized (i.e.,
‘free’ according to Freedom House ranking) are no more likely to be the recipient
of Bank lending than those that have not (‘less free”). What then explains the
adjustment (pun intended) in Bank rhetoric?

Firstly, as a concept democracy connotes such positive values that it is
virtually impossible for any respectable person (or institution) to actively op-
pose it. Democracy may be de-prioritized as a goal of government, in favour
of, say, ‘development’, but not rejected outright, which explains why the most
repressive of countries have found it necessary to add democratic to their official
name. Secondly, in the context of sub-Saharan Africa in the early 1990s
democracy, as a political reality in the making, had seemed such an unstoppable
force that it was definitely easier, even for those who had helped to undermine
it, to join the bandwagon and from within divert its trajectory. Finally, from
the Bank’s point of view, liberal democracy could be useful, inasmuch as
democratically elected governments could help legitimize SAPs in a way that
Bank promises of economic recovery never could —hence the emphasis in
country after country in Africa on elections as sui generis evidence of transi-
tion to democratic rule.® In rural Africa, in particular, multiparty elections have
been known to favour well-financed candidates and parties backed by foreign
interests; they tend to create either new patronage networks or reinforce old
ones. Thus, multiparty elections in sub-Saharan Africa posed no great threat to
continuity in economic policy; incumbents and challengers were expected to
sing from the same page book of SAPs, no matter who won.*” The Bank,
therefore, was taking no risk by seeming to support democracy, even though,
once again, such a support was often more rhetorical than a harbinger of real
change in policy.
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Conclusion

Part I has shown that throughout its history the World Bank has been committed
to a (neo-liberal) vision of the Third World, with Bank lending and the
conditionalities attached thereto in the 1980s and 1990s as the primary vehicle
for implementing that vision. It has also shown that the World Bank does not
operate in a vacuum; the Bank is a visible international financial institution
(IFI) that deals with sovereign governments under the glare of friends and foes
alike. Thus, the World Bank has had to jettison its position periodically, to co-
opt worldviews that are contrary to its own, for the purpose of seeming to
accommodate critics. It is safe to state that, in its nearly 60-year history, the
Bank has often shifted rhetoric, occasionally changed the reality of policy but
never ideology. In the new millennium the Bank (re)defines its mission as
poverty reduction when the very policies pursued by the Bank (SAPs) in the
last two decades have, in fact, helped to increase poverty in Africa. The
dissonance raises at least one question: How can the gap between Bank rhetoric
and practice be theoretically explained? The reader is urged to read the next
section.

38



Part I1

Theory Building and the World Bank

With thousands of employees scattered around the world, annual lending in
the tens of billions USD and “shareholders’ that are countries rather than
individual investors, the World Bank is a large, complex organization.
Furthermore, the Bank’s task is complex: promoting a neo-liberal economic
order that causes havoc on the world’s poor while pretending to pursue poverty
reduction worldwide through ‘development’. The Bank’s problem is simply
this: how to achieve market penetration of Third World economies in the name
of economic growth and development, while market-oriented policies typically
result in exactly the opposite of what is explicitly stated or intended and are
often resisted by the very elites (and populace) whose support is needed for
their implementation.

Any serious study of the World Bank has got to start with this reality, that
is, the bureaucratic and task complexity of the World Bank. Simple theorizing
will not do; one does not analyze the World Bank the way neoclassical
microeconomic theory treats the firm. A better perspective, I believe, is provided
by organization theory, in particular, systems theory. But even this can only
offer partial explanation of the disconnect between Bank rhetoric and lending
policy behaviour, for systems theory does not address the dynamic processes
that go on inside organizations; its thrust, as I will argue later, is how
organizations adapt and adjust to the external environment in order to sur-
vive.

A complete theory of the World Bank would have to take into account how
the structure of the organization, divided as it is among various divisions or
units; headquarters, regional and in-country missions; specialists from various
academic disciplines (although neo-liberal economists are probably
overrepresented in the lot) and a board of executives directors, whose
membership is comprised of representatives from various countries, creates
cleavages that can potentially be consequential for policy or at least cannot be
ignored by the leadership of the Bank. In this connection, the bureaucratic
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politics model developed by Graham T. Allison and Morton Halperin to explain
the handling of the Cuban Missile Crisis, although somewhat dated and
seemingly unrelated to the topic at hand, may be a basis for understanding
Bank behaviour.

Finally, if one assumes, not unreasonably, that the World Bank’s primary
concern is to survive as an organization and not be put out of business, and if
one further assumes that the professionals who work at the Bank are concerned,
first and foremost, about advancing their career, either within the Bank or in
the (under)development industry, rational choice theory may then prove very
useful in explaining Bank lending policy and rhetoric. Thus, the approach that
I'take here shall include macro-level theorizing (systems theory), intermediary
level theorizing (bureaucratic politics) and, to a much lesser extent, micro-level
theorizing (rational choice).

I argue that the World Bank is an open systems organization that often
behaves as though it were a closed, or rational, system one. Even when it is at
its best, the Bank must jettison the requirements of a closed system with those
of an open systems organization —not an easy act. Three questions immediately
arise: what is a system, what makes the Bank an open, as opposed to a closed,
system, and why does the Bank not always behave the way it should (i.e., as an
open systems organization)?

A system is an assemblage of parts, which are meant to work together toward
the achievement of a common goal. A system is thus characterized by
complexity, interdependency and purpose. Modern organizations are social
systems, according to March and Simon:

Organizations are assemblages of interacting human beings and they are
the largest assemblages in our society that have anything resembling a cen-
tral coordinative system...The high specificity of structure and coordination
within organizations —as contrasted with the diffuse and variable relations
among organizations and among unorganized individuals —marks off the
individual organization as a sociological unit comparable in significance to
the individual organism in biology.%

Not all systems are the same; some are closed, or rational, while others are
open. Rationality here means technical rationality, that is to say, in the case of
organizations, that ‘a series of actions is organized in such a way as to lead to
predetermined goals with maximum efficiency.”® In other words, in the closed
system organization knowledge is complete, and, more broadly, the means are
internally available to accomplish the ends. The closed system organization is
self-propelling and needs little external support; it is, in other words, a ma-
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chine.” Closed system theorists are concerned mainly with internal design.
Decisions in this type of organization flow from top to bottom; they are specific
directives (or commands) from super-ordinates (management) to sub-ordinates
(workers), which the latter “merely” need to follow to the letter. Closed system
organizations do not dismiss the external environment entirely, nor, however,
do they assume that are they dependent upon it for survival.

By contrast, an open system is ‘capable of self-maintenance based on a
throughput of resources from its environment, such as a living cell.”* An open
system organization cannot survive without the external environment, which
it uses to garner the ‘ingredients’ it needs for survival. These may include
financial resources, intelligence (in other words, information) and political sup-
port. Implicit in the open systems model is that the organization is not an isolated
entity; itis part of a larger system (i.e., society or, in the case of the World Bank,
international society) upon which it feeds and which it must feed. Here
organization should be designed with the environment in mind.”*> A major,
somewhat contradictory, goal of the open systems organization is boundary
maintenance or buffering (so it can fulfil the tasks for which it was designed)
and boundary spanning (so it can take on new tasks and acquire what it needs
from the external environment to perform existing tasks and ultimately sur-
vive).

The World Bank is objectively an open systems organization. It cannot sur-
vive without the external environment, which it depends on for financing,
staffing, political support, or at least tolerance, and task assignment.
Furthermore, the external environment of the World Bank, as stated earlier, is
complex. It includes borrowing governments, donor governments (those that
contribute to the replenishment of IDA), other multilateral development insti-
tutions (IMF, UN, WTO, regional development banks), Non-Governmental
Organizations (NGOs), universities, etc. The reality of the open systems nature
of the World Bank means that it cannot really ignore the external environment,
or seems to do so. This explains the rhetorical behaviour of the Bank, which is
subject to change as external pressures come and go. Subjectively, reflexively
and programmatically, however, the Bank tends to behave more like a closed
system, or rational, organization, because of the ideology of development.”
This explains its policy behaviour, which is more stable and consistent but not
necessarily rigid or totally impervious to change. The dissonance between
rhetoric and policy, I contend, explains much of the Bank’s malfunction.

It will be recalled that in the closed system organization there is a
presumption of a connection between means and ends and that both are known.
Furthermore, relations between super-ordinates and sub-ordinates involve
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commands from the former, which the latter are expected to faithfully execute.
Closed system organizations pay great attention to organizational design. The
organization here is a machine, whose parts can be made to work perfectly so
as to achieve optimality in performance (measured in terms of effectiveness
and, especially, efficiency). The World Bank very much sees development in
this way, namely: (a) it knows what development is and (b) it knows how to
bring development about. All Third World countries have to do is listen and
implement. If they do, they are ‘rewarded” with Bank funding (the way scientific
management advocated higher wages to motivate workers at the turn of the
20th century). And what happens when countries do not develop after following
Bank advice? It must be they were not really listening!

The entire history of the Bank suggests a mechanistic approach bordering
on hubris. Development is presented as the inevitable end-result of following
the ‘right’ policies, which almost invariably are biased toward markets. In the
1950s the trick was to invest in power plants, steel plants and roads (a direct
outgrowth of the reconstruction efforts in Western Europe and Japan after World
War II). In the 1960s and 1970s, the emphasis was on technology transfer, easy
lending and some investment in agriculture. The 1980s and 1990s brought
Getting Prices Right (a throwback from the 1970s) and policy-based lending
(SAPs). Each time, once again, policies are (re)presented with the certainty of
astronomical movements that cannot fail. Yet neither development as an end
nor the means to achieve it connotes the universality in agreement that is
presumed to exist for both.

What is development? In its epistemology, development is a biological con-
cept attesting to changes (typically growth) in a living organism (such as a
cell). Transposed to the social realm, development becomes a metaphor, and
metaphors never help to completely explain reality, only to make sense of it
with the use of imageries from other domains. In the West development is
generally understood to mean (falsely) economic growth, which will translate
(again falsely) into material prosperity for all; however, different cultural
meanings attend the concept in other parts of the world. In fact, early
Christianity, the one leg upon which western civilization stands (the other being
Judaism), had a very different notion of what it means to be ‘rich’, and Jesus
Christ himself did not hold out much hope that the materially rich could enter
his kingdom in large numbers (he bet, instead, on the ability of a camel to
squeeze through the eye of a needle).

Even if it is agreed that development essentially entails increased wealth,
and with that freedom from basic wants, as Amartya Sen suggests,* there is
probably less agreement on the means to bring it about. Does anyone really
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know what causes poverty, much less how to reduce it? In circumstances where
there is agreement on goals but disagreement on means, policy must necessarily
be the result ‘informed judgment’. For problems that occasion agreement on
ends but disagreement on means, according to Thompson and Tuden, suggest
that there is ‘lack of acceptable proof of the merits of alternatives’.”® In such
cases, since alternatives cannot be objectively weighed for their efficacy, then
decisions should be based on majority rule. In the context of development in
the Third World, the World Bank has shown that it knows no more about
development than the countries that use its funds. A sensible approach would
be to let these countries take the lead in designing their own programs; this, at
least, would be democratic. In circumstances such as the one depicted in this
paragraph (where there may be agreement on ends but disagreements on
means) policy must also be experimental, inasmuch as decision makers do not
really know what will work a priori. The paucity of knowledge must give way
to pragmatism, the latter unimpeded by ideology or dogma. And the most
appropriate organization for this task environment is the flexible, open systems,
organization.

For the World Bank, however, experimental policy-making poses serious
problems. Such an approach entails that failure is a possibility, because
knowledge is incomplete —i.e., knowledge about the task itself and the means
for its accomplishment. But, as I have tried to show, from the beginning in the
woods of chilly New Hampshire development was put in the same imaginaire
as reconstruction. President Harry Truman’s ‘Four Points’ speech did not leave
any doubt that the West, led by the US, knew what development was and how
to bring it to the Third World. Development meant building industrial plants,
huge dams for electricity generation and roads. After all, these were the activities
for which the Bank’s services were retained after World War 1I, which it
delivered with some success in Europe. The US, with its money and know-
how, would now lead the way in the Third World to eradicate diseases, fight
poverty, etc. The only note of caution was this: at Bretton Woods, the partici-
pants were reluctant to continue the practice, common before World War Il in
Latin America, of government-to-government lending. It was thought that this
approach was responsible for the ‘gun-boat’” diplomacy of that era, wherein
creditor countries felt that they had no choice but to threaten, and in some
cases occupy, borrowing countries on the verge of bankruptcy or civil war, in
order to safeguard and recoup their ‘investment’ (Haiti, Dominican Republic,
Nicaragua, etc.).

By creating a lending institution, in which all governments were nominal
owners while real ownership was in the hands of the advanced industrial

43



Theory Building and the World Bank

countries (especially the US), with everyday operation devolved to technocrats,
the founders felt that future imperialist wars could be avoided. Borrowing
countries were more apt to listen to the advice of ostensibly apolitical specialists
well-versed in economic ‘science” and backed by the threat of sanctions (i.e.,
denial of access to Bank funds). Furthermore, in a world in which international
relations were about to become bi-polar, the US was loath to give its adversary,
the former Soviet Union, any ammunition, any chance to gain greater influence.
Pro-US allies in the Third World could be found more easily if, rather than
being occupied militarily, promises of development ‘aid” were made to them,
provided that, in return, their economic policies, diplomacy, but not necessarily
political system (this would come much later, i.e., after 1990), were consonant
with those of the West. To show the Third World how to develop, the US was
even willing to dispatch its experts and modernization theorists and give its
blessing to new multilateral institutions. In the new dispensation of the post-
War the World Bank (and IMF) would become major players in the development
discourse and North-South relations.

The (con)fusion of reconstruction with development means that the World
Bank must pretend it knows what development is and how to bring it about,
lest it stands to lose not only credibility but even raison d’étre. After all, the
West looks to the Bank to solve the problems of the ‘rest’. How would it look if
Bank officials threw up their hands, in recognition that development is not a
sure thing and that they do not have all the answers to poverty reduction?
Such an admission might indeed be a first in the history of modern organizations
and would be heroic; but it would probably spell the death of the World Bank
as we know it. The Bank’s demise would no doubt be welcome in many quarters
around the world but not inside its walls. Organizations seek to survive, not
die by their own hands. Where would the Bank be if poverty were really
eliminated?

From the beginning the Bank also presumed that it had the means to bring
about development, and these were essentially market-based, except for pu-
blic utilities, which too would fall prey to privatization in the 1980s. The World
Bank’s bias toward markets or private interests stems from two sources, one
organizational and the other ideological. In the pursuit of internal economy
(i.e., efficiency) organizations have a tendency to develop standard operating
procedures in response to tasks with which they are familiar, and when new
tasks arise, rather than developing new procedures, they tend to construe them
as old ones, thereby maintaining business as usual. Overtime, these procedures
may become so embedded in the organization’s culture that they are practically
impossible to uproot, unless, that is, cataclysmic events occur, charismatic lea-
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ders emerge, or both. Beyond the rigidity of their operating methods,
bureaucratic organizations, in order to survive, also tend to take on tasks for
which they are maladapted.

Stiglitz (cited earlier) reported how development was added to the Bank’s
official name — the International Bank for Reconstruction and Development —
‘almost as an afterthought” when it should have been separately and carefully
calibrated. To rebuild is not develop: the former entails (re)erecting that which
previously existed, and therefore that with which people are familiar, the lat-
ter connotes creation, newness, unfamiliarity, uncertainty. In the aftermath of
World War II there should have been an International Bank for Development
tout court, perhaps with some connection to the various regional development
banks that sprang in the post-war era.

These regional Banks—i.e., the African Development Bank, the Asian
Development Bank and the Inter-American Development Bank —whose record
in fostering development, alas, is not much better than that of the World Bank,
could have exhibited the kind of flexibility and willingness to experiment that
the development process requires. Thus, instead of lending strictly to national
governments, they could have lent to regional ones and non-state actors (e.g.,
peasant cooperatives, for-profit firms, etc.). They also could have been designed
to be under popular control, thus fostering economic democracy (how many
Africans own shares of the ADB?). Last but not least, they could have acted as
gatekeepers to Third World currency markets, thereby protecting their
economies from predation by currency traders.

The World Bank’s preference for markets as the means to bring about
development is also guided by ideology. This is a critique of Bank policy
behaviour that is common among students of the institution. I have delayed
discussing ideology in Part II until now, because I wanted to bring a fresh (i.e.,
organization theory) perspective to the debate on the World Bank. However,
there is no question that it plays a major part in the modus operandi of the
Bank (as I tried to show in Part I). Ideology is hereby defined as ‘an economizing
device by which individuals [and organizations] come to terms with their
environment and are provided with a ‘worldview’ so that the decision-making
process is simplified.”” The World Bank’s worldview is that of the neo-classical
economic theorist for whom seemingly voluntary transactions, or markets, are
the best means of resource allocation. It is committed to a world economy free
of government control, or with as little of it as possible. The syllogism underlying
this commitment is simple: because they are superior to hierarchies in allocating
resources, markets drive economic growth, which is a condition for
development, therefore, development, more or less, requires markets.” One
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cannot understand Bank policy without understanding this postulate; neo-
classical economic ideology thus underpins Bank policy.

However, it is worth noting that the centrality of the choice-theoretic
approach embedded in neo-classical economics does not confine the Bank to
an asphyxiating straightjacket, for the free market ideology which has arisen
from the neo-classical model, as North points out, “has not developed within a
comprehensive framework of social, political, and philosophical (not to men-
tion metaphysical) theory.”” The world of the neo-classical economic theorist
is much more limited; basically, it is a world of what ifs: what if there were
multiple buyers and sellers, what if information were perfect and could be
costlessly obtained, what if there were no barriers to market entry and exit?
Knowing these conditions seldom obtain in the real world, neo-classical
economists are often willing to settle for less, until such time as they may obtain
more (i.e,, move to the pure market model).

Furthermore, neo-classical economic theory and its handmaiden (neo-
liberalism), even in its moment of triumph (from the 1980s onward) is far from
a consensus, even among mainstream economists. In order words, precisely
because it is incomplete as a worldview (certainly not as complete as Marxism),
neo-classical economic theory has shown surprising resilience, even in the face
of overwhelming evidence to the contrary. And precisely because neo-classical
economic theory has always been contested, real world practitioners have had
to make grudging concessions to critics. Perhaps no international agency has
been more successful than the World Bank in jettisoning free market ideology
to fit the political (and other) realities of the moment.

Contrary to popular notions, ideology is not always dogma; it is sometimes —
indeed often —malleable at the margins, capable, as it were, of accommodating
challenges. Any ideology, if it is to survive in an ever-changing environment,
is open to mutations while preserving its core essence. When ideology becomes
dogma, inflexibility obtains. Atany given time, an ideology may be confronted
with certain socio-political, economic and other imperatives (realities), which
limit the purity of its application.” Unless it is able to co-opt these imperatives,
or develop stronger counter imperatives in maintenance of the status quo, the
ideology may even die.

The World Bank is, without question, the night watchman of neo-liberalism
in our time, but, at the same time, has shown incomparable dexterity in the
exercise of this function. Neo-liberal ideology provides the overall parameter
to Bank action, but within that a number of factors may influence Bank policy
in the immediate term including geo-politics, the resource base of countries
and their size, Bank presidents, Bank fund-raising methods, popular pressure
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and, as I argue below, bureaucratic politics inside the Bank. Thus it is not enough
to identify neo-liberalism as the only basis for Bank action; such an approach
reduces ideology to an idée fixe that does not take into account the complex
and dynamic world in which the Bank operates. It cannot explain, for example,
why the World Bank invested heavily in agriculture and in the poor in the
1970s and supported, at least rhetorically, democracy in the 1990s after decades
of foreswearing politics. It cannot explain why the World Bank has taken on
debt relief as its new mantra and now supports (again rhetorically)
strengthening the state,'™ after years of ignoring debt as a factor in the African
crisis and reducing the state to its simplest expression, in spite of repeated
warnings from African scholars and Africanists (Olukoshi and Olusanya 1989;
Onimode 1992; Olukoshi and Laako 1996; Simon, Spengen, Dixon and Narman
1995). In sum, a non-nuanced focus on ideology adduces inflexibility to an
institution that is simply betrayed by the record of the last 60 years. I have
underscored the Bank’s ability to adapt throughout this study, not only in
rhetoric but also in policy. The World Bank has been consistent but not rigid or
dogmatic; it has shown stability in its commitment to a particular worldview,
or ideology, but its policies, and especially rhetoric, have been malleable enough
to make for organizational survival in a turbulent environment. This is why
Part II has sought to put ideology in an organizational context, rather than
viewing it as all-determining.

The World Bank, as stated earlier, has thousands of employees scattered
throughout the world (to be exact: 9,300), a board of governors composed of
representatives from every member country (184), a board of 24 executive
governors, scores of bureaux responsible for every minutia of Bank activities
and a multi-billion lending budget. In addition, World Bank presidents are
among the most visible public figures in the World. Any theory of the World
Bank would have to consider bureaucratic politics as a factor in Bank lending
policy behaviour. Here I must concede that the model I am about to present is
not actually descriptive of the Bank. Rather, it is a way, perhaps a new way, of
getting readers to think about the World Bank and, for the ambitious and
courageous ones, undertake research in this direction. At the end of the day, a
theory need not be descriptive of reality; it only needs to provide a logical
explanation of its occurrence, which then should be tested for validation or
rejection.™ Here goes.'*?

Firstly, given the size of the bank, the complexity of its tasks, as well as that
of its environment, it is safe to posit that what passes for Bank “policy’, be it in
lending or anywhere else, is not the work of some super-ordinate policy maker,
such as Bank presidents, but rather the composite result of the preferences of
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various Bank officials (henceforth to be referred to as players), including
obviously Bank presidents but also the directors of specialized units (e.g., the
economic analysis unit), members of the board of executive directors, who
technically oversee the Bank’s daily operations, regional directors and even in-
country resident directors.'® If the above is true, as I suspect it is, then intra-
bureaucratic politics is an important factor to consider when analyzing Bank
lending and the conditionalities attached thereto (henceforth to be referred as
the game); after all, lending money is the most important activity in which the
Bank is engaged on a daily basis. One would expect every important player to
want to take part in the game. This may have been especially true since the
early 1980s, when lending became the instrument by which the World Bank
has sought to influence (some would say control) the macro-economic policies
of borrowing countries.

Secondly, given that some of the rules of the game have contradictory effects
(viz. devaluation stimulates exports but it is also inflationary, as it makes
imported goods more expensive; cost recovery may lead to an increase in the
supply of government services but may also price the poor out of the “market’
for such services), one would expect a good deal of bargaining among players
as to what rules should or should not be included in the game. Thus, Bank
lending policy and the concomitant conditionalities are made “not by a single
rational choice, but by pulling and hauling’.’* What players are interested in
are the outcomes of the game, not in regards to the effects that Bank policy has
on borrowing countries, although it would be too cynical to conjecture that no
one inside the Bank cares about the Third World, but outcomes in regard to the
content of policy. Simply put, players are interested in whether their preferences
are included in the package of conditionalities that are attached to Bank lending.

A bureaucratic theory of the World Bank would have to pay attention to
incentives. In the schemata being sketched here the incentives are at least two-
fold: players may feel so strongly about a rule that, from their point of view, it
has to be part of the game (monetarists, for example, may feel that a tight
monetary policy must be included in adjustment lending while free traders
may prefer to focus on lifting trade restrictions); furthermore, they may feel
that playing is the only way to advance their career within the bank and enhance
their reputation in the larger community. Players may also have an incentive
to play not because of the gains they expect to accrue to them personally but to
their divisions or units. Hence, as Allison and Hallerin put it, where players
stand on a policy issue depends on where they sit.
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On the other hand, one would also expect players to limit the number of
their colleagues eligible to play, unless they thought that enlargement would
be of benefit to them. The rational choice notion of winning coalitions is useful
here: players may reach out to other players outside of their bureaux (or
constituents) to create alliances to strengthen their position. In particularly im-
portant games, top players would insist that they take the field, relegating lesser
players to the bench. Also, top players need not be formally associated with
the World Bank. Players might also include high-level officials within the US
Department of the Treasury. It is not even far-fetched to conjecture that dissi-
dent players inside the Bank might sometimes encourage players in borrowing
governments to stand firm in defence of policies that they support but that the
Bank as an institution does not.  am suggesting here that uniformity inside the
Bank is not a foregone conclusion or static; rather, it may be conditional or
situational and dynamic.

Finally, Bank lending policy may be assumed to follow action channels,
that is to say, the regularized sets of procedures that are intended to produce
Bank actions, which are defined as the various acts by the Bank that can be
perceived by outsiders as representative of the organization’s official policies.
Where lending to individual countries is concerned, the in-country resident of
the World Bank and its regional director usually play an important role, as do
the site visit teams that are dispatched by headquarters to negotiate with a
prospective borrower. Major Bank actions of the type theorized in this section
typically involve the production of a report by a well-known expert, or team of
experts (the Berg Report), or a public address of the president of the World,
either at the annual meeting of the Board of Governors (McNamara in Nairobi
in 1974) or during the passing of the baton from one outgoing president of the
Bank to an incoming one (Clausen in 1981). In sum, policy decisions are not
made on whim, nor are they made by a single individual.

The question is, given the multiciplicity of actors and channels that are
probably involved in its decision making, how is it that that the World Bank
has managed to make policies at all, and how is it that these have been fairly
consistent (i.e., pro- free markets or neo-liberal) over a long period of time?
And what explains the policies that, on the surface at least, appear to deviate
from the norm?

Propositions

a) Even though the World Bank has many sub-systems (i.e., multiple units
with specialized functions), the number of players involved in Bank games
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expands or contracts, depending on the nature of the games being played.
The bigger the game, i.e., the more important the policy being considered,
the higher the calibre of the players, meaning that decisions that signal im-
portant shifts in lending and priorities by the Bank will likely involve a
limited number of top officials, even though the action channels that produce
such decisions may initially include a large number of sub-ordinates. The
following super-ordinates participate in Bank games, especially big ones:
Bank presidents, members of the executive directors board, especially those
from the countries with the largest number of shares (i.e., US, France, Japan,
Germany and the UK), top officials within the specialized units (e.g., the
economic analysis unit) and regional directors. Decision making here is
facilitated by the small number of players who actually play.

b) Consistency in Bank policy is explained not only by ideology but also by the

fact that Bank presidents have the power to appoint top officials to various
units, including the economic research unit. In fact, Bank presidents have
used their appointees to this unit to signal important shifts in Bank lending
orientation. Thus, consistency in Bank games stems from the fact that top
players are generally on the same team. Furthermore, one Bank president
(McNamara) served for nearly 13 years and the outgoing president has
served for 10 years. Thus in its 60-year history two Bank presidents have
accounted for over 1/3 of the institution’s existence. That’s consistency in
personnel at the highest level, which begets consistency in policy.

c) Ceteris paribus, policy shifts will occur at the Bank when there is a changing

of the guard from one Bank president to another, which also results in per-
sonnel changes in the important bureaux or units.

d) Official, generally populist, rhetoric, by the Bank that contradicts reality

(policy) is intended not only to silence opposition from the external
environment but also neutralize that of players left on the sidelines. In other
words, Bank rhetoric is aimed as much at mitigating the effects of
bureaucratic politics as it does extra-bureaucratic politics.

Populist policies that appear to contradict Bank ideological discourse are
likely to be embraced if support for them ‘bubble up” from within the Bank
and from without (i.e., the external environment of borrowing governments,
other multilateral lenders, donor governments, social activists, progressive
academics and think tanks, etc.). External pressure and the in-country
residents and regional experts of the Bank, especially in Africa, played an
important role in the relatively enlightened policies of the 1970s, which were
then embraced by McNamara.
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f) Bank presidents are definitely players but they are also referees (were it not
for the imagery presented earlier, which requires consistency in terminolo-
gies, brokers might be a better term). They play, mediate between players
within the Bank and monitor (and sometimes listen to) the audience (the
external environment).

Other Policy-Influencing Factors

An important aspect of Bank operations that has not received sufficient atten-
tion from students has to do with Bank capital formation. Yet it is absolutely
essential for understanding how the external environment affects Bank policy.
The World Bank, IBRD in particular, raises some of its money in capital mar-
kets through the issuance of bonds (valued at $19 billion in 2003), which are
purchased by both individual and institutional investors mainly in the wealthy
countries, and interest payments on existing loans. This modus operandi has
enormous implications for the Bank’s oft-stated objective, which is to reduce
poverty worldwide. The value of existing Bank bonds, as well as the Bank’s
ability to issue such securities in the future, depend on the return on investment
of projects funded by the Bank. Bank bonds typically have AAA status, the
highest possible rating, as Bank literature proudly proclaims.'®

Were the Bank to be seen to fund projects with low return on investment, or
lend to countries that do not make at least interest payments on their debt, its
bonds would probably be downgraded, and with it its ability to raise capital.
This may well explain why even the poorest of countries are made to pay off
their arrears to the Bank, before they are eligible for new Bank loans.'® There is
almost a built-in incentive for the Bank to fund some projects, but not others,
and to lend money to some countries, but not others. Fundable projects will
tend to be those with high visibility, large economies of scale, and sizable return
on investment, in other words, gargantuanism; they will also tend to be projects
that make heavy use of local (natural) resources. These characteristics favour
middle-income countries well endowed in natural resources with relatively
stable and technically competent government, as well as brick-and-mortar
projects (as confirmed by our data). But the Bank is also officially committed to
poverty reduction. This cannot be achieved, unless the Bank lends to poor
countries, which have different needs, and where the return on investment
may prove problematic for the value of Bank bonds.’”” The only way for the
Bank to lend to poor countries and maintain its AAA bond rating is by insisting
that the latter maintain fiscal discipline and not fall behind in servicing their
debt. This may well explain why attempts at debt cancellation have thus far
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gone nowhere, for as long as countries are servicing their debt, or, more
accurately, made to do so, the Bank, which has never lost money in its history,
remains in the black and attractive to investors.

At the same time, the buyers of Bank securities, as stated earlier, include
institutional investors who manage the funds of individuals and (or) collective
entities (e.g., pension funds). In recent years, some indirect investors have taken
an active role in influencing where their funds go. For example, in the 1980s
pension fund managers for state and local governments in the U.S., under pu-
blic pressure, were forced to divest in South Africa (e.g., Michigan State Uni-
versity). As far as I know, this tactic has not been employed to the World Bank,
as perhaps it should be, but my point is a more general one: Because of the way
it raises some of its capital, the World Bank is not immune from public pres-
sure, and hence political struggles.'®

If the Bank does not want to be seen to fund projects with low return on
investment, neither does it want to be seen to support those that defile the
environment, make the poor poorer and cause states to collapse, even if its
lending policy results in precisely these outcomes. For the Bank maintaining a
good public image —or at least steering clear of controversies—is also tied to
capital formation. It is not an improbable conjecture that Bank rhetoric about
poverty reduction is based in part on this reality. The Bank has to pay attention
to the external environment, even while it pretends it has all the answers and
has no programmatic need for outside input.

The World Bank is also funded by contributions from individual countries.
The United States, European Union countries, such as Germany, France and
Britain, and Japan are the Bank’s largest contributors. These shareholders have
an important voice in how the Bank is run and by whom. As the largest
contributor to the World Bank, the United States has had a strong influence on
the organization. U.S. officials can apply pressure on the Bank to deny or avail
Bank funding to countries, and the decision as to which countries receive Bank
support does not always depend on their needs, in spite of official Bank
commitment to poverty reduction. The politicization of the World Bank has
long been recognized by students of the institution.'” Countries that need Bank
assistance do not always get it, while others, provided they are well connected
to important Bank shareholders (e.g., the United States and France), often receive
generous loan packages.

Haiti was unable to borrow from the Bank from 1997 to 2004, in large part
because of pressure from the United States, which was at loggerheads with the
Lavalas (Flood) government of Jean-Bertrand Aristide over election results.
But Egypt and Jordan, hardly democracies, not as poor as Haiti, but key allies
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of the United States in the Middle East, have received funding. Cameroon was
able to keep World Bank (and IMF) aid flowing in the 1990s, because of sup-
port for the regime of President Paul Biya by France, although this came at a
price that Paris initially resisted —1i.e., the drastic devaluation of the CFA Franc
in 1994, which sent the Cameroonian middle class reeling. Any serious analysis
of Bank policy has to take into account the relative weight of countries in the
international system, whether weight is measured in economic, demographic
(i.e., population), geo-strategic and, yes, nuclear terms.

The World Bank is not always able to buffer itself against an ‘intrusive’
external environment. Chalmers Johnson may not be exaggerating when he
calls the World Bank the informal arm of the U.S. Department of the Treasury."
But the United States is not always able to impose its will on countries through
the Bank, and perhaps not even always on the Bank itself. As I have tried to
show in this study, it matters who heads the World Bank. For Bank orientation
is strongly shaped by Bank presidents. Robert McNamara, for example, was
able to sell poverty reduction through rural development as the core mission
of the World Bank. The Bank invested billions in the rural sector in the 1970s,
although the logic underlying the effort, flawed as it was, did not alleviate
poverty in the Third World.""! Likewise, McNamara’s successors —A.W.
Clausen, Barber Conable, Lewis Preston and James Wolfensohn —brought
different orientations to the Bank, shaped, no doubt, by their personal bac-
kground and the changed international environment of the 1980s (i.e., the rise
of neo-liberal ideology, the collapse of Marxist-Leninist regimes and ideology
in Eastern Europe and the former Soviet Union, etc.).

In addition to the main contributors, the Bank of course deals with borrowing
countries. This, too, is part of the external environment that informs Bank policy.
State elites from borrowing countries have their own agendas, which may
conflict with the Bank’s. These may include limiting foreign control of strategic
sectors of their economy, maintaining currency boards (to protect their currency
from predation by international currency traders) and keeping food prices and
those of essentials low through government subsidies, all of which are anathema
to Bank neo-liberal efforts. Above all, state elites from borrowing countries are
concerned about their own survival. In their calculus they have to weigh the
potential costs (in social, economic and political terms) of erasing certain
nationalist items from their policy agendas versus the benefits of receiving the
next tranche of a Bank Stand-By Loan.

The orthodoxy of Bank (neo-liberal) policy toward borrowing countries
depends on their size, the intensity of their needs, the availability of alterna-
tive sources of borrowing and the willingness of state elites to embrace (or
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reject) Bank strictures, among other factors. Russia was able to defy the World
Bank and the IMF in the 1990s in a way that Bangladesh probably could not,
and billions borrowed to support the falling rubble ‘evaporated” practically
overnight. Nevertheless, the collapse of Russia was deemed unthinkable in
terms of the impact it would have on the world economy, not to mention the
security of the nuclear stockpile, so the World Bank remained engaged in Russia.
Even in its moment of weakness, Russia dealt with the Bretton Woods institu-
tions from a position of strength. Neither Boris Yeltsin nor Vladimir Putin
applied the ‘shock therapies’ that were so readily embraced in Eastern Europe
(e.g., Poland), and the United States concurred. Until now, China has resisted
Bank ‘recommendation’ to allow the yuan to free float; instead, Beijing has
been steadfast in keeping its currency non-convertible, in spite of the impact
this is having on world trade because of the falling dollar (to which the yuan is
fixed).

In sum, Bank policy typically reflects not only neo-liberal ideology, but also
realpolitik, that is, power asymmetry between the Bank and borrowing
countries, which varies in magnitude. Large developing countries, such as
China, or developed ones, such as Russia, have greater clout in negotiating
with the Bank than small, underdeveloped countries, but even the latter may
stand up to the Bank (to a point), if their elites feel that Bank-imposed policies
are likely to cause them to lose power. And since the World Bank is ultimately
in the business of lending to earn money (not poverty reduction, as the rhetoric
goes), it cannot be entirely oblivious to borrowers, especially if they can make
payments on their debt.

Conclusion

Part II of the study has tried to develop a theoretical framework of the World
Bank that brings together organization theory, especially systems theory and
bureaucratic politics, rational choice theory and ideology. It has tried to show
that ideology does not exist in a social vacuum; where the Bank is concerned, it
operates within an organizational environment and a larger environment that,
at any time, serve to constrain its application. Organizations like the external
environment when they can use it as a source of support— political, financial,
whatever. This leads them to engage in boundary spanning, that is to say,
reaching out, in rhizome-like fashion, to borrow from Jean-Francois Bayart, to
find the ‘nutrients’ needed for survival.'*?

Boundary spanning often leads organizations to take on tasks for which
they are not particularly well suited (the expansion of the Bank from recons-
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truction to development). At the same time, organizations loathe the external
environment when it threatens their internal operations, thus their tendency to
engage in buffering, which is their defence against ‘intrusion’. The limits
imposed by bureaucratic politics on one hand and extra-bureaucratic politics
on the other explain gaps between Bank rhetoric and policy, and, at times, may
even contribute to policy shifts that, on the surface, contravene Bank ideology.
It devolves to Bank presidents, as it does any chief executive officer (CEO) of a
large corporation, to play the crucial role of balancing interests within the Bank
on one hand and pressure from the external environment on the other. Thus
the zigzagging of Bank lending policy over the decades since its founding can
be seen as an attempt to jettison neo-liberal ideology, bureaucratic politics, a
preference for gargantuanism inside the Bank (which is also a result of the way
the Bank raises private funds) with the realities of the external environment,
which is complex and volatile.

This means that neo-liberalism can sometimes be temporarily sidelined in
favour of populist policies, until a “policy window” makes its return possible.
While Bank ideology has been consistently neo-liberal, the Bank has had to
evince flexibility in (neo-liberal) policy, because of the external environment
and, once again, bureaucratic politics. The World Bank has to be all things to
all people: it must keep its largest contributors satisfied, if not happy; it must
maintain private investor confidence in its (AAA) bonds; it must pay some
attention to its customers (though not as much to those that cannot raise funds
on private capital markets, attract direct foreign investment or are otherwise
in deep economic crisis); it must be sensitive to how it is perceived by other
multilateral organizations and social activists; and its policies must be anchored
in an intellectual framework that is consonant with its real mission but at the
same time do not seem overly dogmatic. To do all of the above, the World
Bank must remain above fray, or constantly reinvent itself, at least in rhetoric.
Its renewal is a necessary condition for its survival.

In the 1950s modernization theory and free-market ideology coincided; as
aresult, Bank lending policy was characterized by orthodoxy. The intellectual
ferment of the 1960s and 1970s, not to mention international politics (i.e.,
decolonization, the Vietnam War, the environmental movement, etc.), was less
favourable to neo-liberalism. In response, the Bank co-opted some of the
demands of the time and even reorganized itself internally. Specifically, its
atomization in 1960, into IBRD and IDA, was a classic organizational attempt
at adaptation to an external environment that was changing from colonies to
independent states and in which the line in the sand between West and East
had moved from Berlin to Saigon (hence ‘defensive modernization’). Through
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IBRD the Bank remained true to its original mission: raising funds on capital
markets and lending them to ‘credit worthy” countries to finance capital inten-
sive projects with high returns on investment, which it had always preferred;
through IDA the Bank looked like a development institution, lending money
for ‘softer’ projects, thereby placating critics and allowing Third World state
elites to deliver on the promises of decolonization. This latter side of “defensive
modernization” resulted in significant investments in the poor, especially in
agriculture, through the 1970s. Its real aim, however, was not more equitable
distribution of wealth within and between countries, but rather to pre-empt
the implementation of rising demands in this direction and maintain neo-liberal
hegemony.

Not surprisingly, Bank investment in the Third World poor failed, nowhere
more so than in agriculture, where technology transfer did not increase rural
productivity, then widely touted as the way out of poverty. The return to overt
economic orthodoxy in the 1980s was undergirded by this bitter experience in
the Third World, rightist political victories in the First World (USA, UK), and
the disintegration of Soviet-style political economies later in the decade in the
Second World, which made it safe, once again, for the Bank to rediscover its
(neo-liberal) roots and reject adumbrated forms of market economies. Structu-
ral adjustment programs (SAPs) were the means by which the World Bank
sought first to recast the Third World (and then the Second World) so as to
realize the goal for which it was created, and to which it was committed all
along: a free-market-based global economic order.

The disappointing results of neo-liberal policies in the 1990s, the AIDS
pandemic, the collapse of peripheral capitalist states, the emergence of articulate
publics, especially in Africa, and, perhaps, the events of 91101 may have forced
a retreat to a less doctrinaire posture in which states play a more prominent,
but still subservient, role, in Bank worldview. This latest shift can clearly be
discerned, once more, in Bank rhetoric, which professes deep interest in the
amelioration of negative social conditions (i.e., poverty reduction) in borrowing
countries. However, as the next (co-written) section shows, the rhetoric is, once
more, betrayed by the reality of lending policy. It will demonstrate that (a)
most Bank funds do not go to the world’s poorest countries and (b) those that
do do not support projects that most directly affect the poor inside these
countries.
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Part II1

World Bank Lending in Empirical Perspective
(co-authored with Olga Prokopovych)

All of the data used in this study were extracted from documents, including
web sites, of these international institutions: the World Bank, United Nations,
Freedom House and Transparency International. The advantage of using these
sources should be obvious: access. We have not had to reinvent the wheel; the
reader can easily check for herself the authenticity of our data. We chose to
scrutinize data produced by the very institution under study, a necessary step,
in our view, to the deconstruction effort in which we are engaged in this inves-
tigation. We examined data from 1984 to 2002. This has at least one major
advantage: the period is sufficiently lengthy (18 years) to detect variations and
justify generalizations. Bank behaviour here cannot be said to be spasmodic
and ‘unrepresentative’ of what the Bank says it is about (poverty reduction).
Our first task was to answer the following part of the research question:
Does World Bank lending go to the world’s poorest countries?
Methodologically, this is a straightforward exercise. We examined Bank lending
worldwide to see who its recipients were from 1984 to 2002. We used a modified
version of the 2002 United Nations Human Development Index (UN-HDI) to
classify some recipient countries. Here is how we did so and why. Officially,
poor countries are those listed in the UN-HDI as having a Low Human
Development index. They are at and below 138 on a list of 173 countries.
Unofficially, however, we think that the number of poor countries is much
larger than 35. Thus, we decided to divide countries in the Medium Human
Development category, which precedes the Low Human Development category,
into High Medium Human Development and Low Medium Human
Development countries. We did this because countries in the Medium Human
Development category show wide income and other variations, from Mexico
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(54), with a GDP per capita of 9,023 USD, to Congo (136), with a GDP per
capita of 825 USD. We split this category into the sub-categories of High Me-
dium Human Development and Low Medium Human Development, while
keeping the Low Development and High Human Development categories of
the UN intact. For a country that is in the Low Medium Human Development
sub-category may, in fact, be closer to one in the Low Human Development
category than one in the High Medium Human Development sub-category.
For example, the per capita income difference between Zambia — Low Human
Development —and Congo — Low-Medium Human Development —is only 45
USD, whereas that between Congo and Mexico—High Medium Human
Development—is a whopping 8,198 USD. The split between the two sub-
categories (i.e., High Medium and Low Medium) occurs very near the median
of 54 and 137, which is the 96th country on the list. Below are total Bank lending
disbursements per annum by categories of countries (according to our modified
version of United Nations Human Development Index) in nominal and
percentage terms, as well as averages over the 18-year period.

Table 2 shows that, from 1984 to 2002, the poorest countries in the world,
i.e., those in the Low Human Development category (from Pakistan at 138 to
Sierra Leone at 173), as defined by the UN, received, on average, 16 percent of
Bank (IBRD and IDA) lending. More than 60 percent of Bank lending during
this period, in fact, goes to countries in the Medium Human Development In-
dex category, with those in the High Medium Human Development sub-
category (our classification) receiving as much in percentage terms as those in
the Low Medium Human Development sub-category (each received 36 per-
cent of Bank lending). Even if one were to collapse countries in the Low Me-
dium Human Development sub-category (our classification) with those in the
Low Human Development category (UN), the combined average would only
represent 52 percent of Bank lending to countries containing at least 80 percent
of the world’s people. Furthermore, Bank lending also went to High Human
Development countries from 1984 to 2002. In fact, there is a only a 4 percent
difference in average Bank lending to High Human Development countries
(12 percent) and Low Human Development countries (16 percent). Does World
Bank lending support projects that most directly affect the poor in poor
countries, namely: health, education, agriculture, water, sanitation and flood
protection?™® Answering this part of the question is not as straightforward as
the first. Extensive explanations are in order.

Time and resources limited our sample size to 25 countries.'* Therefore, it
was crucial that we had a sample ‘representative” of poor countries. This meant,
once again, reconfiguring the UN’s Human Development Index in such a way
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that countries that are alike the Low Human Development countries (138 and
up) are represented. They happen to be the countries that are on the low end of
the Medium Human Development category. Thus, from now on Low Human
Development countries in this study mean those that are at 96th and up on the
UN’s HDI 2002 report, rather than at 138th and up. We readily acknowledge,
here and now, that ours is not a randomized sample, with all of the scientific
limitations that this entails.

As always in statistical research, we were interested not in the items (i.e.,
individual countries) of the sample but the population (in the statistical sense).
In choosing the countries we were sensitive to including those that have the
same characteristics as the ‘average’ characteristics in the population (again, in
the statistical sense) of poor countries. The universe of poor countries is of
course very wide; as a result, we made sure that we accounted for as many of
the variations that exist among them as possible in our sample. We were sensi-
tive to geography, size (as determined by population), resource endowments
(i.e., whether countries are natural resource-rich or natural resource-poor),
economic profile (whether countries have economies that are overwhelmingly
agrarian, industrial or service-based), ‘stateness’ (whether countries have
functioning states or failed ones), political regimes (whether countries are
democratic or authoritarian) and corruption perception (as classified by
Transparency International).'

We examined IBRD and IDA lending in 10 areas (14 if one decouples the 4
clusters): law and administration, industry and trade, education, health, fi-
nance, agriculture, water sanitation and flood protection, transportation, energy
and mining, and telecommunications. Why these? Because together they com-
prise over 90 percent of World Bank lending to developing countries. Hence,
what we are talking about here is not lending to marginal projects, but rather
the core projects upon which the Bank has staked its legitimacy. Health,
education, agriculture, water sanitation and flood protection are assumed to
directly affect the poor and deemed crucial indicators of ‘human development’,
not by us but the World Bank and major donors. Their inclusion in a major
study of World Bank lending allows for an assessment of whether rhetoric on
the Potomac matches financial commitment in the Sahel or Andes, among other
regions. We were fortunate enough to find data on Bank lending divided
between IDA and IBRD. This is not a trivial occurrence, for IDA is specifically
mandated to assist the world’s poor.

Tables 3 and 4 show average IDA and IBRD financing to the 10 project
areas mentioned above during the period under study (1984-2002) for all 25
countries.
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Tables 3 and 4 show that two sectors—energy and mining and
transportation —account for much of IDA and IBRD-financed projects in the
countries in the study. Specifically, energy and mining represent a combined
average of 50 percent of the projects financed by IBRD and IDA. Transportation
took, on average, a further 32 percent of combined IBRD and IDA-financed
projects. (Yes, gargantuanism is alive and well.) Telecommunications received
the least financing from either agency, probably because the Bank has preferred
the privatization of state-owned telecommunications companies to their
restructuring. But the most revealing finding is that, in spite of their oft-stated
commitment to poverty reduction in the Third World, IBRD and IDA financing
of projects that most directly benefit the poor is relatively modest.'

Tables 3 and 4 show combined IDA and IBRD financing of education, health,
agriculture, water sanitation and flood protection to be, respectively: 14,19, 19
and 11 percent. Again, this was the period (1984-2002) when the World Bank
made poverty reduction its mantra; but rhetorical commitment in Bank
literature does not seem to match financial support on the ground, even by the
Bank’s own data."” IBRD, in particular, continues to have a preference for large-
scale, capital-intensive infrastructure projects (i.e., energy and mining and
transportation), possibly at the expense of those connected to poverty reduction
or human development (i.e., education, health and agriculture).

Tables 3 and 4 also show some differences in lending patterns not only across
sector projects but also among borrowing countries. Specifically, the lower the
standing of countries on the Human Development Index (HDI), the lower the
level of lending to poverty-related projects (this observation will be brought in
sharper relief in the correlation and regression tables and discussions below).
Thus, Chad (ranked 166) received no IBRD funding for education, health, agri-
culture, water sanitation and flood protection; it received IDA funding for
projects in these sectors at the following percentages: 3 (education), 18 (health),
9 (agriculture), and 4 (water sanitation and flood protection). This is significant
because IDA was initially created to deal with abjectly poor countries such as
Chad.

By contrast, energy and mining and transportation (i.e., road construction
and maintenance) accounted for 96 percent of IBRD lending to Chad during
the period, while these sectors accounted for 46 percent of IDA financing.118
In China (ranked 96), education, health, agriculture, water sanitation and flood
protection accounted for 14, 14, 37 and 12 percent of IDA-financed projects
from 1984-2002, in other words, more than 3 times above the average for agri-
culture for the countries in the study, 4 percentage points higher than the ave-
rage for education, 2 percentage points less than the average for health, and 5
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percentage points higher than the average for water sanitation and flood pro-
tection, yet China has the best HDI ranking among countries in the study. As
for IBRD, its financing of projects in the aforementioned sectors in China is
stingy, compared to that of IDA, but IBRD is generally more generous toward
China than it is Chad (in fact, considerably more so where agriculture and
water sanitation and flood protection are concerned).

Lest we stand accused of singling out cases that support our contention,
namely, that the World Bank continues to show preference for capital-inten-
sive infrastructure projects (gargantuanism) over poverty reduction and to the
extent that it is interested in the latter, it is only for certain (not-so-poor)
countries, we shall take two more pairs of countries. In Bolivia (ranked 114),
education, health, agriculture and water sanitation and flood protection
accounted for, respectively, 10, 15, 6 and 8 percent of IDA financing, while
there is no reported IBRD support to projects in these areas. In Pakistan (ranked
138), education, health, agriculture and water sanitation and flood protection
accounted for, respectively, 23, 9, 23 and 14 percent of IDA financing, while
IBRD lending was limited to one project area (agriculture at 6 percent of total
average lending). Thus, in Pakistan the World Bank—specifically IDA —
provided greater and more even support for poverty reduction projects than it
did in Bolivia; in fact, only in one area, health, is average Bank funding in
Bolivia greater than in Pakistan.

The last pair consists of Egypt (115) and India (124), although these two
countries are much closer to each other on the HDI ranking than the first two
pairs. In Egypt, IDA funding for education, health, agriculture, water sanitation
and flood protection is 17, 23, 25, and 1 percent of total financing on average
from 1984 to 2002. IBRD funding for projects in these areas was 6, 0, 35 and 3
percent during the same period. In India (124), IDA funding for education,
health, agriculture, water sanitation and flood protection was 20, 25, 21 and 10
percent of total financing on average from 1984 to 2002. IBRD funding for
projects in these areas in India was, on average, 0,1,5 and 7 percent of total
financing from 1984 to 2004. In sum, the World Bank, especially IDA, was more
generous toward India in the financing of poverty reduction projects than it
was toward Egypt, but, once again, the two countries are so close on the HDI
ranking that it cannot be said their position made a difference to their funding
levels. In fact, we think that there are other, more compelling, factors in the
disbursement of World Bank funds than HDI ranking (more on these in the
next tables).

To assess the importance of variables, including HDI ranking, to Bank
funding, we performed correlation and regression analyses. Once again, the
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variables we accounted for were: resources, ‘stateness’, HID ranking, size, cor-
ruption and regime type. Tables 5 and 6 contain the results of our findings;
they shall be examined in turn.

As Table 5 shows, some variables are more strongly correlated to World
Bank (IDA and IBRD) funding than others; we shall examine the variables that
are positively correlated first and those that are negatively correlated second.

Resources and IDA/IBRD Funding

Table 5 shows a strong positive correlation between resources and IDA and
IBRD funding at 0.50 and 0.53 respectively. In other words, the richer the country
in natural resources, the higher the likelihood of its receiving Bank support;
this is especially the case for IBRD. There could be two reasons for this. As
asserted earlier, the World Bank may be inclined to lend money to countries
that can repay their debt; thus, the more they are endowed in resources, the
higher their credit worthiness and the more attractive they are to the Bank as
borrowers. In addition, the World Bank, especially IBRD, may be more
interested, for lack of a more elegant English term, in “valorizing’ the physical
assets of countries than in directly helping them to achieve human development
or reduce poverty. We infer this from IBRD’s tendency to fund capital-inten-
sive, infrastructure projects. No matter the reason, countries that are well
endowed in natural resources will, ceteris paribus, attract Bank funding more
easily than those that are not.

‘Stateness” and IDA/IBRD Funding

Table 5 shows a strong correlation between IDA and IBRD funding and stateness
at coefficient levels of 0.72 and 0.77 respectively. These were the strongest
correlation coefficients between two different variables. They suggest that the
World Bank tends to lend money to countries with working states, that is, states
with political leaders and civil servants who can, among other things, prepare
proposals and serve as interlocuteurs de poids (valuable interlocutors) before
the Bank. In Bankspeak, institutional capacity; how much in financial terms
will be assessed in the regression table.

TICP Index and HDI Ranking

Table 5 shows a positive correlation (0.62) between the TICP index and HID
ranking. In other words, the higher the Corruption Perception Index (i.e., the
more corrupt the country), the higher the score on the HDI ranking (i.e., the
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poorer the country). Although one should refrain from drawing firm causal
inferences from correlations, one may, nevertheless, in this case conjecture that
extreme corruption may have corrosive effects on poverty reduction as the
latter relates to education, health, agriculture (in other words, food produc-
tion) and water. This is not an unreasonable hypothesis; funds that are
‘intercepted” by elites for private use do not reach their intended targets, who
are then left to wallow in ignorance, disease, hunger and thirst.

Size and IDA/IBRD Funding

Table 5 shows a positive correlation between size and IDA and IBRD funding —
higher for IDA —and size. Large countries, as determined by the size of their
population, tend to receive more funding from the World Bank than medium-
sized and small countries, although we suspect that factors other than size
may be at play (such as, for example, the fact that large countries like China
and India have working states and rank among the least corrupt in the sample).

HDI Ranking and IDA/IBRD Funding

On the other hand, Table 5 shows a negative correlation between HDI ranking
and IDA and IBRD funding at -0.40 and -0.46 respectively." In other words,
the higher a country’s HDI ranking (i.e., the poorer it is), the lower is IDA and,
especially, IBRD funding. (We discussed the significance of this finding earlier
in this article and will return to it later.)

Freedom House Ranking (i.e., political regimes) and IDA/IBRD
Funding

In the 1990s a democratic ‘third wave” engulfed the world, beginning with the
fall of the Berlin Wall and the eventual collapse of the former Soviet Union. In
some of the world’s most vulnerable, or dependent, countries, the rush to
democratize was based on expectations of a so-called democracy bonus, that
is, countries whose democratization efforts met with approval from the ‘donor’
community thought that they would receive new aid or have past debt cancelled.
The World Bank probably contributed to the environment when it added good
governance to its wish list of what poor countries needed to do to jumpstart
their economies, and former French president Francois Mitterrand explicitly
linked French aid to democratic reform. Table 5 shows no correlation between
regime type and IDA /IBRD funding. In fact, the World Bank does not appear
to allocate resources for democracy enhancement, although it is possible that
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Bank funding for this purpose may be embedded in other projects (e.g., Law
and Administration). Simply put, poor democratizing countries received neither
bonus nor dividend, at least not directly and not from the World Bank.

Regression

Because correlation does not necessarily beget causation, and because we
wanted to measure more precisely the relationship between variables, we
decided to run some bi-variate regression analyses. Table 6 shows the findings.

Table 6: Results of Bi-Variate Regressions

Dependent DA financing IBRD financing
Independenwles Coefficients Coefficients (t-score in
variables (t-score in parenthesis)  parenthesis)
Resources 2,550,000,000 2,950,000,000

(2.75)* (3.01)**
Number of Central 4,855 5,815
Government Civil Servants (4.49)** (5.47)**
Number of Government 3,498 4,619
Employees in Education (8.84)** (19.34)**
Number of Government 6,527 7,012
Employees in Health (11.14)** (10.05)**
HDI Ranking -71,400,000 -89,200,000

(-2.10)* (-2.51)*
Transparency International -73,300,000 -89,400,000
Corruption Perception Index  (-1.69) (-1.94)
Freedom House Ranking -539,000,000 -743,000,000

(-0.44) (-0.56)
Number of Observations 25 25
* Significant at .05 level
** Significant at .01 level
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Resources and IDA/IBRD Funding

Table 6 suggests that the more resources a country has, the more likely it will
receive World Bank funding. Specifically, as countries move from being
‘resource poor’ to ‘resource rich’, they can expect IDA financing to increase by
more than 2.5 billion USD and IBRD financing to nearly 3 billion USD, with
respective t-scores of 2.75 and 3.01 (row 1).

‘Stateness’ and IDA/IBRD Funding

As stated earlier, how much state a country has matters for Bank funding.
Specifically, Table 6 suggests that each additional civil servant in the central
government results in 4,760 USD in IDA aid and 5,545 USD in IBRD aid (row
2). Thus, the larger the number of civil servants in borrowing countries, the
bigger the aid from IDA and IBRD. Further, given the relative weight of the
coefficients, each additional civil servant has a greater impact on IBRD funding
than IDA funding. This is consistent with the rest of the data and our knowledge
of the two entities, which show IBRD to be more ‘business like” than IDA.

In Table 6 we decided to examine state capacity in two specific sectors for
which data were available: education and health (respectively, rows 3 and 4).
The table suggests that with each additional civil servant in the education sector,
IDA funding would increase by 1,905 USD and IBRD funding by 2,041 USD.
Again, there is a difference in the relative weight of the coefficients with
increased capacity having a greater impact on IBRD funding than IDA funding.
Where health is concerned, each additional health worker results in 6,620 USD
in IDA funding and 7,071 USD in IBRD funding. These results all but confirm
one of the key assertions made earlier: ‘stateness” matter in the financial
relationship between countries and the World Bank. (The reader should be
made aware that numerical data on ‘stateness’ cover the period between 1991-
2000, rather than the entire time period of the study, 1984-2002. If we had
complete data, we probably would have had slightly different results, but the
high t-scores and coefficients give us confidence that this would not have
changed the main finding.)

HDI Ranking and IDA/IBRD Funding

The finding we are about to discuss is, for the purposes of the study, perhaps
the most important or revealing. As stated earlier, HDI ranking tends to be
inversely related to IDA and IBRD funding (this is consistent with Table 5).
The regression results show that funding from IDA and IBRD decreases (or
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increases), respectively, by 71,400,000 USD and 89, 200,000 USD each time a
country’s human development index (HDI) worsens (or improves) (row 5).
Thus, the poorest countries — those with the highest scores on the HDI ranking —
received less funding from either agency than the not-so-poor countries. The
implication of this finding cannot be overstated. Simply put, in spite of official
claims, the World Bank cannot be counted upon to reduce poverty or bring
about human development in the world’s poorest countries —or at least in the
poorest countries included in the study — for these are not the countries to which
Bank funding typically goes. The policy reversal that would be necessary to
address this anomaly would imply (a) channelling the flow of aid to the
countries that need it most—i.e., those with a high score on the HDI ranking —
and (b) recalibrating the flow of aid to human development or poverty-related
projects, even if countries suffer from a lack of civil service capacity in these
areas.

TICP Index and IDA/IBRD Funding

Table 6 shows that the perception of corruption in a country, as listed in the
Transparency International Corruption Perception (TICP) Index, has a negative
impact on IDA and IBRD funding.'” Each increase in a country’s corruption
perception ranking can be expected to result in a loss of 73,300,000 USD in IDA
funding and 89,400,000 USD in IBRD funding (row 6). In sum, where countries
are concerned, corruption—nay, crime —does not pay.

Freedom House Ranking (i.e., political regimes) and IDA/IBRD
Funding

Finally, as with Table 5, Table 6 shows that regime type has no impact on Bank
funding.
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Conclusion

Reforming or Rethinking the World Bank?

I will be parsimonious in summarizing the conclusion of the joint foray into
World Bank lending in Part III: World Bank rhetoric regarding poverty reduction
does not match the reality of World Bank lending. The world’s poorest countries
received only 16 percent of Bank lending on average between 1984 and 2002.
Instead, I will focus on the following questions: What is to be done, so that
poor countries and projects that benefit the Third World poor are funded? What
is to be done about the World Bank? Here I admit that the conclsuion is intended
to provoke thoughts, rather than propose fully developed solutions. I believe,
however, that empirical evidence already exists for radical changes in Bank
lending policy to be considered, and perhaps for alternatives to the Bank itself
to be developed.

There has to be a major shift in the way projects that directly benefit the
poor are conceived. Neo-liberalism assumes that every good, save perhaps
national defence, policing and justice, is a private good, which means that they
must be produced and delivered by private actors on a for-profit basis. Thus,
health care, education and extension services have been ‘privatized’, as part of
the requirements of adjustment lending. In fact, these are mostly public goods
that require state participation, if their delivery is to approach optimality and
if standards and safety are not to be called into question. In Cameroon, primary
and secondary school enrolment went down after cost recovery was introduced
in the 1990s, so did child immunity.'* Poor parents could not afford the fees to
send their children to school or health clinics. The social character of public
goods, such as education, health care, extension services and environmental
protection must be rediscovered, so that adequate funding for their delivery
may be forthcoming.
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As long as the World Bank thinks that nearly everything can be somehow
privatized, the gap in funding between social goods that directly benefit the
poor and large infrastructure projects can be expected to endure, perhaps even
widen. This is not to say that there is no role for private actors in education,
health care and the like. There is. In 1991 I witnessed first-hand the willingness
of livestock farmers to purchase drugs for their herds in northern Cameroon.
As a result, veterinary drug supply improved, when drugs had nearly
disappeared from the shelves of the government parastatal (Office Pharma-
ceutique Vétérinaire, OPV) in charge of their distribution.’” Private universities
have mushroomed throughout Africa in recent years, and may be playing an
important role in opening higher education to groups previously excluded from
university (e.g., women and older workers).

But it has to be recognized that the benefits of education do not accrue only
to individual ‘consumers’; there is also a high value to society of an educated
citizenry. The same applies, perhaps even more so, to health care and
reforestation. A market approach insures neither that these things will be
provided at all, nor that significant numbers of individuals will not be excluded
from their benefits. Markets are great at producing some goods but notoriously
lousy in insuring equitable distribution. Once the limits of markets are
recognized in the public goods sector, it is not difficult, even for the World
Bank, to accept that the state must play a key role in this sector in levelling the
playing field and in monitoring standards. This prise de conscience should
then open the way for the (re)financing of projects in the aforementioned areas
and in countries that need them the most.

In sum, there has to be an ideological paradigm shift at the Bank (not just
rhetoric to that effect), one that is genuinely committed to reducing the poverty
that market reforms tend to create. A pro-poor World Bank is possible only if
poor countries have a greater voice inside the Bank. The current governance
structure of the World Bank is clearly more suited for the realities of the
immediate post-World War II era than those of the new millennium. To its
credit, the World Bank has continually adjusted its rhetoric, and sometime even
its policies, but has yet to seriously consider internal restructuring so as to
become more democratic.'” This would involve either enlarging the size of the
board of executive directors, so Newly Industrialized Countries (NICs) and
developing countries are individually represented, or changing the terms upon
which current executive directors serve at the World Bank. Since practically all
World Bank lending activities take place in the Third World, the president of
the World Bank ought to be someone familiar with the Third World. The practice
of appointing an American to head the Bank should be ended forthwith. Instead,
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the presidency of the World Bank, like the UN general secretariat, should be
rotated among the major geographic regions of the world, so each continent
gets to have one of its nationals serves as Bank presidents (and IMF managing
directors).

The World Bank has been able to hide behind the veil of lofty rhetoric to
conceal the ugly realities of its lending policy, which have wreaked havoc on
the Third World poor. It has been able to do this in part because of the secrecy
under which the Bank operates. Few people have access to the minutes of the
board of executive directors’” meetings, where decisions are made. Such
decisions are reported collectively; thus, it is not possible to know how specific
directors vote on policy issues. Bank lending policy may be made in Washing-
ton D.C. but the ripple effects are felt throughout the Third World. Yet most
citizens there have no idea how (and what) ‘their’ governments negotiate with
the World Bank; indeed, in some countries the in-country resident of the World
Bank (and IMF) has virtual veto power over decisions taken by national lea-
ders and institutions.* In Ghana, a decision by the government, approved by
Parliament, to provide modest protection to local industry was quietly shelved
in 2003, after the local representative of the IMF apparently objected.
Interestingly, this decision complied with the rules of the World Trade
Organization (WTO), but not those of the IMF.

Third World people need to know what deals are being struck on their behalf
behind closed doors — deals for which they will have to pay for generations to
come. Greater transparency in negotiations between the Bank and Third World
governments may make the Bank live up to its commitment to poverty
reduction. In addition, executive directors should routinely inform their
constituencies on how they vote on policy proposals;'® they may even be called
to publicly testify before the legislature of individual countries they represent.
They should also pay regular visits to these countries and consult with their
finance and monetary authorities on matters of common interest.

The World Bank’s embrace of PRSPs is, in theory, laudable. The emphasis
on participation in and ownership of programs by stakeholders in borrowing
countries should elicit no objection. But one has to wonder: Does the
democratization of projects for which donor support is to be sought have a
more sinister purpose (i.e., to legitimize the lending conditionalities that are
increasingly attached to PRSPs)? And what happens when civil society groups
that are called to participate in PRSPs do not sing the tune of the World Bank?
Democracy at any level always connotes uncertainty. Is the World Bank
prepared to support poverty alleviation projects that genuinely relieve poverty,
or reject market-based reforms?
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Let there be no doubt: reform of the World Bank is unlikely to occur in the
absence of political struggles by the grassroots. The Bank’s commitment to neo-
liberalism is long-standing, and given the current hegemony of that ideology,
it would be naive in the extreme to think that a change of heart will occur at the
summit of world financial power. But change is possible —always. At the start
of the 1980s Apartheid South Africa was one of the safest places for multina-
tional corporations and pension funds to invest. By the middle of the decade
social activists had forced many an investor to ‘divest’ from South Africa, in
1989 Nelson Mandela was freed and in 1994 South Africa was under majority
rule for the first time in 300 years.

The increasing vocality of international civil society, as reflected in massive
demonstrations at the annual meetings of the World Bank and its sister
organizations (IMF and WTO), could yet force a major shift in lending policies.
Such a shift should entail the cancellation, outright and without preconditions,
of past debt, the interest on which, not the repayment of principals, is preventing
debtor countries from investing in the poor. There is a direct connection among
Bank lending, Third World debt and reduced social expenditures: ceteris
paribus, the more countries owe (as a percentage of their Gross Domestic
Product, GDP) the more they pay in debt servicing (also as a percentage of
their Gross Domestic Product, GDP) and the fewer the resources available for
social investment aimed at poverty reduction.

Too, there are alternatives to Bank lending, and more, still, can be imagined.
The world’s poor need not remain confined to the chicaneries of the World
Bank. Regional development banks still exist. They can lend more to the poorest
countries and support projects that benefit the poor inside these countries. Before
these alternatives are seriously considered, however, further research is needed,
to ascertain whether their lending preferences are any different from those of
the World Bank. Future research should aim at a comparative analysis of lending
policies by the major development institutions, with due allowance for their
stated mission, geographic coverage, the size of their budget and nature
(whether they are multilateral or governmental —e.g., respectively, the World
Bank and USAID).

In addition, not-for-profit, and even for-profit, lending organizations,
committed to helping the poor, can be created. They could come into being if
rich countries like the United States would agree to devote a portion of their
GDP or national budget (say, 1 to 3 percent) to development aid. Along the
same line, the French proposal for a world tax for development ought to be
explored. These organizations could operate either on a regional or in-country
basis. Grameen banks were started in Bangladesh, and their success in lending
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to the poor has been so overwhelming that equivalent institutions are springing
up elsewhere (Latin America).”® The World Bank’s preference, as I stated at
the beginning, has been for gargantuanism: mega-projects with high visibility,
prestige and solid return to investment. Yet it is widely acknowledged that the
Third World poor is especially active in micro-enterprises, even though paved
roads may facilitate the taking of goods to market.

Micro-enterprise lending at very low interest rates may be one of the most
effective ways of reducing poverty in the Third World, for, unlike some
governments, not only does the Third World poor pay back her debt, thereby
insuring the availability of funds for future borrowers, she is only showing an
adumbration (e.g., hawking) of the entrepreneurial spirit. Under the
circumstances, not even “primitive’ accumulation of capital is possible; with
micro-lending, along with training in management and accounting, the sky
may be the only limit.

From the beginning the commitment of the World Bank to lending only to
elites, may have severely limited its ability to reach the masses. Having served
elites for all of its history, the World Bank may now be ill-equipped to serve
ordinary citizens, especially the poorest. The creation of alternative lending
organizations may thus be a sine qua non for reaching the Third World poor
and alleviating her lot.
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