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Chapter 1

The SAPRI/CASA Experience

In the mid-1990s, before the Seattle, Prague, Washington and other
demonstrations in the North against the World Trade Organization (WTO), the World
Bank and the International Monetary Fund (IMF), the world had aready witnessed
almost two decades of strikes, mobilizations and other forms of popular protest across the
countries of the South in reaction to the economic policies of these ingtitutions. The
people most affected by those policies were seen by the internationa financia institutions
(IFls) as having neither the wisdom nor the right, and certainly not the leverage, to
contribute to the economic-policy debates in their own countries. Their continued
exclusion from the economic-decisionmaking process both at the national and global
levels guaranteed that economic-policy programs would not be changed to reflect their
growing needs and priorities.

It was within this context that a number of nongovernmental organizations
(NGOs) engaged in the “50 Years Is Enough” campaign chalenged the new Bank
president, Jm Wolfensohn, to involve his staff in an exercise with civil-society
organizations in the South in order to bring critically important knowledge, perspectives
and analysis into the formulation of Bank economic advice and policymaking.
Wolfensohn accepted the challenge and requested that a mechanism be proposed by these
and other organizations for carrying out such an initiative.

In aletter dated 9 April 1996 to the global civil-society network organized for this
purpose, he noted that, “Policy reform has had a mixed track record... Adjustment has
been a much slower, more difficult and more painful process than the Bank recognized at
the outset.” He went on to address the proposed initiative: “What | am looking for -- and
inviting your help in -- is a different way of doing businessin the future. My objectiveis
to ensure that economic reform programs make maximum contribution to poverty
reduction, that we fully appreciate the impact of reform on disparate population groups,
that we promote measures which narrow income differentials, and that we encourage
governments to consult and debate with civil society on policy reforms.”

Thus was born the Structural Adjustment Participatory Review Initiative
(SAPRI), ajoint four-year, multi-country participatory investigation into the effects of
specific structural adjustment policies on a broad range of economic and social sectors




and population groups. Financed by generous contributions from five European
governments, the European Union, the United Nations Development Programme (UNDP)
and various foundations and NGOs, SAPRI sought to add local knowledge to the
economic-policymaking process and to legitimize a voice for organized civil society in
such decisionmaking processes at both the national and global levels. The Initiative was
a tripartite arrangement involving national governments, World Bank teams and national
networks of hundreds of civil-society organizations that mobilized around the opportunity
to influence the economic course of their respective countries. These networks form the
national chapters of the three-tiered Structural Adjustment Participatory Review
International Network (SAPRIN) that was built originally around this engagement with
the Bank and that coordinated civil-society’s participation in SAPRI.

The country exercises followed guidelines negotiated by the SAPRIN global civil-
society Steering Committee and its World Bank counterpart. These national assessments
of the impact of specific adjustment measures were structured in four stages. The first
stage caled for extensive and highly inclusive and participatory outreach to, and
mobilization of, a broad cross-section of local populations affected by the country’s
adjustment program, particularly those who had been most marginalized by the
economic-decisionmaking process to date. The second step in the process involved the
convening of national public fora, organized by local civil-society steering committeesin
conjunction with Bank and government officials, to discuss key adjustment measures and
issues prioritized by citizens organizations. The fora were designed to bring local
knowledge and analysis related to the impact of adjustment programs to the doorstep of
World Bank country and Washington officials. They were followed in each country by
participatory research into the selected issues in order to deepen this analysis. Designed
and carried out jointly by World Bank and SAPRIN teams and research consultants, this
research congtituted the third and longest phase of the program. The joint results were
then reviewed publicly by dozens of civil-society organizations and Bank and
government representatives at a second national forum in each country at which
modifications were suggested for the final national report.

This document synthesizes the various national reports and the rich and diverse
learning that has been gleaned from the country exercises. It draws on the findings from
the SAPRI investigations in Bangladesh, Ecuador, El Salvador, Ghana, Hungary, Uganda
and Zimbabwe, as well as from independent civil-society initiatives undertaken with the
same program methodology in Mexico and the Philippines. The paper is organized
around the seven adjustment policies that were most commonly identified and explored in
the nine countries, namely trade and financial-sector liberalization, privatization labor-
market reform, agricultural- and mining-sector reforms, and public-expenditure policy.
A common denominator across all the analysis -- whether it be of the policy impact on
the productive sector or on social services, on employment or women's access to
resources -- is the relationship between adjustment programs and poverty and inequality.
Given the almost total absence of an analysis of this relationship in current Bank-
supported poverty assessments, these findings take on added significance.




This report was prepared by SAPRIN representatives from ten countries. While
the World Bank insisted upon, and fully participated in, collaborative efforts throughout
all phases of the SAPRI process, it choose to leave it to SAPRIN to synthesize the joint
national reports into a final global report. SAPRIN presented a draft synthesis to Bank
officials at a meeting in Washington in July 2001 in accordance with the latter's
agreement and commitment to discuss, at the highest levels of the institution, concrete
changes in macroeconomic policy and policymaking based on field findings and
conclusions. SAPRIN recelved no such feedback from Bank management at that meeting
and has yet to receive any subsequent response from the Bank, including President
Wolfensohn and his office. In fact, the Bank officialy withdrew from SAPRI as the
report was delivered and has yet to explain to the thousands of organizations that
participated in the SAPRI exercises or to the donors that financed them what followup
actions it is taking.

There has been a great deal learned from this Initiative, not only with regard to the
impact of structural adjustment programs, but also about the mobilization, organization
and participation of civil society in matters related to international economic
policymaking, as well as about the Bank itself and its much vaunted but highly
problematic relationship with civil society. Below, two principal characteristics that
made SAPRI unique -- the joint, if difficult, nature of the exercise with the Bank and the
highly participatory and inclusive nature of the methods employed by civil society
independently and with their Bank and government counterparts -- are emphasized in a
description of the evolution, implementation and methodologies of the SAPRI
experience.

|. Forging a Joint Initiative with the World Bank while Maintaining Civil Society
I ndependence

While President Wolfensohn's acceptance of the NGO challenge to carry out a
collaborative grassroots assessment of structural adjustment programs led to the
development of a concrete NGO action proposal, that step was but the first in a rather
lengthy process o establishing a truly joint initiative. The proposal, which was the
product of a collaboration among some 30 NGOs and NGO coalitions around the world --
including Third World Network-Africa, DAWN, Equipo Pueblo (Mexico), Oxfam
America and The Development GAP as its coordinator in Washington -- was sent to
Wolfensohn in December 1995. It placed program emphasis on public and highly
inclusive national consultations in 10-12 countries, including emerging- market
economies, across four continents in order to yield representative results. A smaller
meeting with Wolfensohn in March 1996, required to cut through bureaucratic delay at
the Bank, generated a personal commitment from him to engage his ingtitution seriously
in a collaborative endeavor and a mutual acknowledgment that both parties were taking a
risk by engaging in the Initiative and hence had to trust each other for it to work. With
Wolfensohn's blessing, the NGO proposal became the basis of negotiations that were
consummated with an agreement in July 1996.




The Bank’s Development Economics Vice Presidency (DEC), led by the
ingtitution’s Chief Economist, took responsibility for the Initiative and insisted on adding
a research component to the exercise. It was a proposa that promised to extend the
length of the endeavor considerably but one acceptable to the civil-society negotiators as
long as the field investigations were participatory in nature and studied the “political
economy” of the selection and implementation of the adjustment measures being
assessed.  The core of the exercise was till to be consultative, however, in order to
ensure that affected populations, their knowledge and experience would be at the center
of the process and that a unique contribution would be made to the knowledge base and
decisionmaking processes related to economic-policy programs. Toward that end, the
field research would be bracketed by two public fora, one (as originally proposed by the
NGOs) at which citizens' organizations would present their experience with, and analysis
of, specific adjustment policies that had directly affected their lives, and the other to
assess the research undertaken to deepen the understanding of the issues that these groups
had raised.

These and other elements of the program were hammered out at a two-day joint
Bank-SAPRIN steering committee meeting in July 1996. The SAPRIN negotiating team
included representatives from the Africa Women's Economic Policy Network, Focus on
the Global South, FUNDE (El Salvador), ALOP (Latin America), Rede Brasil, Public
Services International, Oxfam International, the Halifax Initiative, Friends of the Earth
and The Development GAP. The Bank team was drawn from the Policy Research
Department of DEC and the Poverty and Social Policy Department, although the Bank’s
SAPRI committee also included officials from Vice Presidents' and Managing Directors
offices. Agreements were made to proceed jointly with the final selection of SAPRI
countries, the establishment of a system of effective civil-society access to official
adjustment-related documents needed for the national exercises, the development of a
globa methodologica framework to guide country research designs, the completion of a
SAPRI budget covering both SAPRIN and Bank projected expenses, SAPRI fundraising
from European government sources, and the planning of the first of two Global SAPRI
Fora to officialy launch the Initiative. A Second Global Forum would subsequently
complete the assessment phase of SAPRI by providing a venue for senior Bank
management to review the findings drawn from the various participatory field exercises
and discuss follow-up measures.

Asfar as country selection was concerned, it was agreed that Mexico and, ideally,
the Philippines would represent the experience of emerging markets, an understanding
previoudy reached with Wolfensohn. Two other Latin American and one other Asian
nation would be included, as well as four countries in Africa and one in Central Europe.
Taking a variety of criteria into account, including country size, level of development and
the presence of an organized civil-society sector, the fina list included Ecuador, El
Salvador, Bangladesh, Ghana, Mali, Uganda, Zimbabwe and Hungary among the ten
countries. The Bank asserted its role as liaison with member governments within the
SAPRI tripartite arrangement, but then failed to obtain the participation of the
governments of Mexico, the Philippines and Hungary. Working locally, SAPRIN




eventually secured the involvement of Hungary but did not receive the help it needed
from the Bank to add larger emerging- market economies to ensure a representative cross-
section of countries in SAPRI. For that reason, SAPRIN eventually supported country
exercises in Mexico and the Philippines under the rubric of *“Citizens' Assessments of
Structural Adjustment” (CASA) and aso lent support to less ambitious exercises in
Argentina and Brazil, as well asin Central America

Parallel to the country-selection and -approval processes, Standard Operating
Procedures were established and a joint global research methodology team began its work
to create the framework for the country field-investigation processes. The rules of
engagement, which were first drafted by SAPRIN and subsequently approved by the
Bank, were designed first and foremost to level the playing field and to establish the
Bank and civil society as equal partners. While assuring inclusiveness in the
participation of civil society in each country, SAPRIN insisted that civil-society outreach,
mobilization and organization be carried out under the auspices of local groups without
interference on the part of the Bank or government. While there would be tripartite
steering and technical committees in each country, there would also be local, independent
SAPRIN teams and committees with their own decisionmaking processes. And, while
the exercises would be joint in every way, SAPRIN and the Bank would control their
own respective financing. In fact, in order to further strengthen the position of the
national civil-society teams vis-avis their stronger Bank and government counterparts,
the local SAPRIN committees were given the responsibility for managing the funds for
the national fora while, as co-financiers and co-managers of the research teams, they
shared with these counterparts a de facto veto over decisions related to the research
process and design.

In determining the SAPRI budget, it was clear that, aside from the cost of the
research consultants employed jointly by the Bank and SAPRIN, the bulk of the
financing would be needed to cover civil-society activities, including outreach functions,
local-level workshops, travel to fora, and loca management. By budgeting, and
subsequently maintaining, modest costs for travel and hotel, and by heavily subsidizing
personnel costs at al levels of SAPRI operations, SAPRIN was able to reduce its draw on
donor resources, with the result that the Bank was allocated approximately one third of
the jointly raised funds. Most of the participating local SAPRIN network members,
beyond the Lead Organizations and technical-team staff, were not reimbursed for their
time, Northern global Steering Committee members contributed work and time gratis,
and the SAPRIN Secretariat drew less than half of its funds from the SAPRIN budget,
utilizing its own organizational resources for the other 55 percent. Secretariat tasks
included network and steering-committee coordination, communications with and the
provision of support to SAPRIN’s twelve national chapters and three Regional Centers,
materials development, relations with the Bank, program and financial management, and
fundraising.

After separately approaching the Norwegian government for funding, SAPRIN
and the Bank submitted a joint SAPRI proposal and received a grant through a World




Bank trust fund in the spring of 1997. Similar proposals subsequently generated support
from the governments of Sweden and the Netherlands, and SAPRIN, with the help of
Belgian trade unions, secured a grant from the Belgian government in early 2000. As
negotiated and agreed, SAPRIN’s share of these funds was directly earmarked by donors
for, and independently managed by, SAPRIN. To ensure this arrangement and
subsequent independence of action, the SAPRIN Secretariat reworked World Bank
standard trust-fund agreements to this end and negotiated the final details with the Bank’s
Lega Department. When the SAPRI timeline was extended, SAPRIN engaged in a new
round of independent fundraising, securing additional resources from the European
Union, the UNDP, quasi-governmental institutions in Germany and the United States,
and other sources. In dl, SAPRIN at the global level raised more than US$4 million for
its local, national, regional and global activities over a five-year period, and all levels of
the Network contributed extensive counterpart resources. These funds and contributions
and the refusal of SAPRIN to take World Bank or local- government funding provided
SAPRIN with a critical source of independence that proved invaluable in its relationship
with the Bank.

The first test of this independence came early in the development of the field
exercises, when the government of El Salvador withdrew from its officia involvement in
SAPRI and the Bank followed suit, ignoring procedures established at both the national
and global levels to resolve such disputes. Unwilling to abandon its civil-society
colleagues in El Salvador after their mult-month investment in mobilization and
organizing to ensure full citizen participation in SAPRI, the SAPRIN global Seering
Committee subsequently allocated non-trust-fund resources to the completion of that
country exercise. A similar situation evolved in Zimbabwe, although the Bank, and a
number of government ministries, remained informally involved in that process. Norn-
trust-fund resources also allowed SAPRIN to support the CASA exercisesin Mexico and
the Philippines and hence include large, emerging-market countries in the overal
investigation, as originally agreed with Wolfensohn.

The find two steps in the preparatory phase of SAPRI also proved problematic,
but in the end they yielded two important, joint instruments that permitted the national
field exercises to proceed effectively, albeit after extensive delays. For the devel opment
of a global research methodology, SAPRIN secured the participation of top professionals
from three major NGOs that served as the Network’s Regional Centers -- Focus on the
Global South in Thailland, FUNDE in El Salvador and Third World Network in Ghana --
and the coordinator of the technical team from Oxfam America. After a solid start with
the Bank’s research team, the process bogged down, as the Bank’s day-to-day work on
the development of the research framework was left to a consultant who was unfamiliar
with the institution and with the type of participatory, “political economy” design that
had been agreed upon. With the Bank’s top participatory researchers excluded from
participation in SAPRI and the negotiations thus lacking balance between the two parties,
afinal design was completed only when a more senior Bank researcher joined the process
after a frustrating year of onragain, off-again work.




The global research methodology that emerged, though not as comprehensive as
would be needed to give clear guidance to complicated tripartite national research-design
processes, did have a number of important and defining characteristics. First, the pair of
public national fora that would bracket the field research would give affected populations
an opportunity to present their experience under adjustment and take ownership over the
results of that research. Second, the research was designed to be highly participatory, as
well as gender-sensitive, with the “subjects’ helping to define its questions and
parameters. Third, qualitative information, including that presented at the fora, would be
as valued as quantitative information. Finally, the political-economy approach agreed
upon would focus anaysis on those factors in the economic and political systems
(national and global) thet had determined the selection and design of adjustment policies
and their impact when implemented.

The second important instrument required for effective field exercises was a more
open World Bank informationdisclosure policy with regard to structural adjustment
documents. During the negotiations to establish SAPRI procedures, the SAPRIN global
Steering Committee held to the position that the Initiative could not succeed unless all
parties were working from the same set of information. That is, it would be unacceptable
for the Bank to have various documents that were not available to civil-society
participants. In March 1996, President Wolfensohn agreed to make the necessary
documents available, and this commitment was reiterated by staff in July, bu the
proposed disclosure arrangement forthcoming from the Bank eight months later was
woefully inadequate. Information teams from the Bank and SAPRIN subsequently spent
months negotiating an informationdisclosure policy for the Initiative. Taking into
account that the Bank had classified various documents as confidential, SAPRIN
compromised to break the impasse by agreeing to have joint information teams
established in each country responsible for reviewing al documents relevant to
adjustment programs and for writing a detailed summary to be disseminated widely to
civil society. While this compromise was at the heart of the ultimate agreement between
the two parties, it took the better part of a year to obtain the approval of the Bank’s Legal
Department, senior management and Board.

Nevertheless, the SAPRI Information Disclosure Policy Agreement was
groundbreaking at the time that it was jointly announced by the Bank and SAPRI in
March 1998. It gave civil-society teams access to Policy Framework Papers, Letters of
Development Policy, Country Assistance Strategies, President’'s Reports, Mission
Appraisal Reports, Tranche Release Memoranda, Completion Reports and equivalent
reports on sectoral operations for all adjustment loans already extended by the Bank
(though not for those under negotiation). Detailed information was made available from
the Bank and governments on overal national economic frameworks, general and
sectoral lending, expected outcomes of macroeconomic and sectoral adjustment policies,
what governments agreed to do within adjustment programs, the conditionality attached
to specific tranche releases, the adjustment policies the Bank felt that governments did
and did not implement, and views on policy outcomes. This arrangement worked well,
and without controversy, in al the countries in which it was utilized, but its lengthy




approval process delayed the progress of some of the country exercises by as much as a
year.

SAPRI’s Public Launch and Opening Global Forum in Washington in July 1997
captured and projected the significance of the joint Initiative at the time. It featured
keynote speeches by Wolfensohn and Argentinean humantrights and political leader
Graciela Fernandez Meijide, as well as civil-society and Bank panels on adjustment
policies and their effects on labor and agriculture. Workshops were also held on the
methodologies to be utilized and the issues to be explored in the country exercises.
While few expected that the introduction of local knowledge about the ways adjustment
programs impacted local populations and sectors would by itself shift the Bank off its
adjustment paradigm, SAPRI was helping to establish economic policy as a public issue
requiring grassroots knowledge and input. It also embodied the essence of a true
tripartite collaboration on alevel playing field in which civil society had a legitimate and
equal voice. And it set in motion highly participatory and extensive processes of citizen
mobilization around global economic decisionmaking and generated kroad-based civil-
society networks and structured capacity to carry on this work in the future.

I. Civil Society M obilization and Participation

SAPRIN set out from the beginning to maximize the levels of inclusiveness,
participation, decentralization, communication and collective decisionmaking within the
SAPRI/CASA Initiative. Two-thirds of the original SAPRIN global Steering Committee
members were from the South, and that percentage was maintained or increased as the
Initiative evolved. Regional Centers were established in Accra at Third World Network-
Africa, San Salvador at FUNDE, and in Bangkok at Focus on the Global South. Lead
Organizations in each of the countries developed their own programs in conjunction with
broad-based nationa civil-society steering committees within the framework of the
global guidelines developed by SAPRIN and the Bank. Represented on the global
Steering Committee, these organizations brought their own needs and ideas to bear on the
evolution of global program design, financing priorities, and relationships with
government and the Bank. A multi-layered communications system evolved that ensured
continual communication among and between the national teams, the Regiona Centers,
the Executive Committee and the SAPRIN global Secretariat.

Of equal importance, participation and inclusiveness were the hallmarks of the
national exercises, along with the joint nature of these Bank/civil-society exercises in the
SAPRI countries. To ensure meaningful participation, clear and firm steps were taken to
distance the Bank and governments from the process of local outreach to, and selection
of, civil-society organizations that would participate in SAPRI. This placed pressure on
the local teams to live up to SAPRIN’s commitment -- to the Bank and government, as
well as to local populations -- to ensure inclusion of a broad crosssection of
organizations in the respective exercises. Other guidelines were established to level the
playing field in program decisionmaking by giving civil society the power to select the
major issues to be investigated and to organize the national public fora.  Such




mechanisms and other vehicles of participation were built into al the stages of the
country exercises, as reflected in the large diverse turnouts and the broad array of
citizens presentations at the national fora, the participatory nature of the field research,
and the broad-based feedback received on the interim and final research reports at
economic-literacy workshops utilized for that purpose and at the Second National Fora,
respectively.

While the problems encountered with the Bank in the country-approval,
methodol ogy-design and information-disclosure processes unfortunately delayed progress
in some of the national exercises, they were also fortuitous in one way. During the
course of 1997, they permitted additional and necessary time for the civil-society
mobilization and organizing processes to be carried out effectively. And these process
turned out to be among the most interesting, important and successful aspects of the
SAPRI/CASA exercises. Adhering to global guidelines designed to ensure inclusiveness,
balance and comprehensiveness, they covered the respective countries major geographic
sub-regions, economic and social sectors and population groups. Some details on the
various national organizing processes follow. For more information, visit SAPRIN’s web
Site at www.saprin.org

Bangladesh

Following an agreement by the government of Bangladesh in April 1997 to
participate in the tripartite initiative, two civil-society outreach meetings were held in
Dhaka for the purpose of mobilizing civil-society organizations and NGOs to participate
in the nationa SAPRI exercise. A subsequent series of broader meetings led to the
formation of a civil-society steering committee and to five regional organizing meetings,
the last of which was held in January 1998. They successfully expanded the civil-society
network nationwide and provided a forum for the discussion of issues that were of
primary importance to people at the grassroots level. This broad-based consultative
process continued in 1998 as part of the preparatory process leading up the Opening
National Forum. Over 500 people participated in three additional day-long regional
consultative meetings and five sectoral-based focus-group discussions, in which they
voiced their concerns about the impact of structural adjustment policies and suggested
areas of priority for further research. An additional focus-group discussion was held in
early 1999 after the October National Forum.

As a result of this outreach and mobilization, led by the well-established NGO,
PROSHIKA, the local SAPRIN civil-society network in Bangladesh grew to more than
300 organizations. These included development NGOs, trade unions and associations of
farmers, agricultural workers, small-scale producers, women, teachers, poor people and
businessmen. The 15-member civil-society steering committee, which worked together
with its counterparts from the government and the World Bank in the National Steering
Committee, has included representatives of PROSHIKA, the Bangladesh Rural
Advancement Committee (BRAC), the National Association of Small and Cottage
Industries of Bangladesh, the Federation of Bangladesh Chambers of Commerce and




Industry, the Coalition of Environmental NGOs, the Bangladesh Road Transport
Workers Federation and other trade unions, women's organizations, agricultural
workers and farmers associations, as well as members of parliament and the media. A
seven-member civil-society technical committee was also formed to design and monitor
the research process, in coordination with the government and the World Bank.

Ecuador

After overcoming initial problems with civil-society organizing and outreach, an
extensive process began in Ecuador in late 1997 under the leadership of the Institute for
the Ecology and Development of Andean Communities (IEDECA). The intent was to
reach out to and involve those sectors and broadly representative organizations normally
excluded from national and international processes. Between October 1997 and March
1998, over 450 organizations from 20 of the country’s 22 provinces participated in seven
regional workshops. These workshops explained the objectives of SAPRI and included
roundtable discussions with local representatives from different sectors on specific
structural adjustment policies in Ecuador and their impacts, as well as smaller group
sessions designed to explore more deeply people’s personal experiences with adjustmert
policies and suggestions for alternatives. A summary of the results from these workshops
was used to prepare for the presentations and discussions at the Opening National SAPRI
Forum.

Delegates from each regional workshop later met in Quito at a national citizens
workshop to further discuss regional priority issues raised and to elect a national SAPRIN
civil-society steering committee.  That committee, which has coordinated the
involvement of more than 750 organizations in the Ecuador exercise, has consisted of a
wide range of population groups and representatives of geographical areas. Peasants and
rural workers, small-scale enterprise organizations, women’s groups, organized workers
and unions, low-income community groups, indigenous peoples, afro-ecuadoran
communities and human-rights activists are represented, as are organizing committees
that have been active in six magjor regions of the country. In addition to organizing the
Opening National Forum, the steering committee subsequently formed a technica team
that worked with the government’s and Bank’s technical experts to design and oversee
the research process under the auspices of the tripartite National Steering Committee.

El Salvador

FUNDE, the lead organization in El Salvador (and SAPRIN’s Latin America
Regional Center) launched an outreach processin its country in late 1996, but momentum
stalled when the government, in the person of the Finance Minister, backed out of its
prior commitment to SAPRI. By the second half of 1997, SAPRIN had decided to move
ahead with the exercise on its own in the void left by the withdrawal of the government
and the Bank. Ten permanent roundtables, or mesas, were organized around the various
economic and socia sectors in the country, each of which held a workshop between
November 1997 and February 1998. The objectives of these workshops were to discuss
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the specific problems and priorities of each sector, inform the organizations and their
members about adjustment policies and the SAPRI process, and obtain input as to the
impacts people had felt from those policies and the perceived causes of the problems they
identified. The results were presented as contributions to the discussions at the Opening
National Forum. At the same time, several hundred people from a broad range of
organizations across the country participated in an array of activities through mid-1998
designed to educate groups on the overall economic situation and to address specific
problems in different sectors, such as poor health-care services and child poverty.

This organizing work led to the establishment of a 14-organization steering
committee representing 13 different sectors and to the expansion of the SAPRIN network
to include 70 magor networks and organizations representing more than 500 grassroots
groups. Included in this coalition are organizations representing rural-sector
cooperatives, a union federation representing urban workers, an association of small and
medium-size enterprises, a network of organizations focused on the problems of children,
the National Council of Churches, a national women's organization, and networks
representing environmental, human rights and media organizations, as well as NGOs and
universities.

Ghana

The Integrated Social Development Centre (ISODEC), which has acted as the
Lead Organization in Ghana with the support of Third World Network-Africa, began a
national outreach drive after SAPRI was formally launched in November 1997 following
Cabinet approval of the Initiative. By August of the next year, workshops had been held
in al ten of the country’s regiona capitals. Organized through six regional SAPRIN
structures and involving approximately 300 civil-society organizations, as well as civil
servants and district officias, these sessions provided information on SAPRI, identified
issues of concern to civil society to serve as a basis for discussion at the First Nationa
Forum and selected representatives from the regions to attend the Forum. The broader
SAPRIN network has encompassed virtually all of the mgjor NGOs, churches and trade-
union umbrella organizations in the country.

The Civil Society Coordinating Council (CivisoC) -- which is composed of 21
members representing organizations of workers, women, students, Muslims, farmers,
fishermen and small and medium-scale industries, as well as environmentalists and other
NGOs -- was formed to manage the network’s participation in the SAPRI exercise in
Ghana. CivisoC formed four sub-committees to work in the areas of organization, media,
finance and management and chose seven of its members to participate in the tripartite
National Steering Committee with government and World Bank representatives, as well
as eight civil-society experts to participate in the Tripartite Technica Committee that
designed and oversaw the research process.

11



Hungary

In mid-1997, Hungarian trade unions and NGOs engaged their government in
discussions about joining SAPRI after World Bank overtures proved unsuccessful. As a
result, the Office of the Prime Minister, in conjunction with the Ministries of Labor,
Industry and Finance, committed the government to participate in a national exercise.
With this success, a group of socialy concerned economists began an extensive outreach
effort by first enlisting the participation of the largest trade-union aliances. Three large
farmers organizations, the national aliance of small industries, and other key
constituency groups, such as national organizations of romas (gypsies), women,
pensioners and the disabled, as well as organizations representing environmentalists,
engineers and economists, were aso brought on board. The Alliance of Social
Associations, which coordinates a nationwide network of civic organizations, was then
asked to reach out to the different regions of the country to broaden public knowledge of,
and participation in, the SAPRI exercise. There were 11 well-publicized meetings, with
media coverage and the involvement of local officials, organized for this purpose in ten
of the nation’s 19 counties in late 1997 and early 1998, in which approximately 725
peopl e participated.

A total of 1,600 organizations have been represented directly or indirectly through
the various coadlitions that are actively involved in the network, and organizing centers
have been established in 16 of the 19 counties across the country. They are coordinated
by a 22- member steering committee. An information committee was established to access
and review World Bank and government documents on structural adjustment programs
and policiesin Hungary, and atechnical committee of civil-society experts was formed to
help design and oversee the research process.

Uganda

The Ugandan SAPRI process began in January 1997 with a meeting convened by
the African Women's Economic Policy Network (AWEPON) and attended by some 20
NGOs. The participants decided that the Uganda National NGO Forum, an umbrella
group with nearly 100 members, should organize the initial stages of the local SAPRI
exercise. NGO Forum subsequently convened an outreach meeting that was attended by
representatives of more than 70 organizations. The outreach effort was assisted by the
public launch of the tripartite initiative at a national conference held in Kampala in
August, which was attended by a broad array of civil-society organizations, as well as
government officials. It served to introduce SAPRI to the participants, which took the
occasion to form a civil-society steering committee and begin the process of selecting
issues to be addressed during the exercise.

NGO Forum expanded its outreach efforts by making specia, ultimately
successful overtures to the nation’s labor-union umbrella organization and by undertaking
organizing efforts in all parts of the country. Regional outreach peaked in early 1998
when SAPRI civil-society teams visited 20 of Uganda's 45 districts to explain the
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exercise, solicit participation in the SAPRI process and gather views on
adjustment-related issues. The teams specificaly worked to include farmers, traders,
artisans, housewives, civil servants, civic leaders, trade-union and cooperative members,
middlemen, laborers and district officials. Two-day workshops were held in each district,
in which approximately 1,000 people participated and contributed their ideas and
experiences. These events were, in essence, hearings on citizens perceptions of
government policy, in general, and structural adjustment policies, in particular. Regional
structures were formed and have included associations of small-scale farmers, educators,
health-care workers, women, youth and the disabled, as well as environmental, human
rights and religious-based groups and development-related NGOs. They are coordinated
by a 16-member civil-society steering committee, delegates from which formed the
tripartite SAPR National Steering Committee along with representatives of the Ministry
of Finance, the Ministry of Planning and the World Bank.

Zimbabwe

The SAPRI exercise in Zimbabwe began with a series of meetings involving
national and international NGOs, labor unions, church groups, farmers associations and
the Chamber of Commerce. Because of the rural, dispersed nature of much of
Zimbabwe, radio time was purchased and severa programs explaining the SAPRI
exercise were produced and broadcast, while numerous televised panel discussions with
representatives of the government and the World Bank were aso used to spread the word
about the Initiative. In addition, a series of six regional workshops were organized in
late 1997 and early 1998 by the national networks of the Zimbabwe Council of Trade
Unions (ZCTU) and the Zimbabwe Council of Churches. To extend the outreach further,
the 50 or so participants from grassroots organizations in each of these regional events
agreed to fan out into rural areas and replicate the workshops at the village level. There
were 45 local workshops held in early 1998, in which atotal of 2,000 people participated,
thus facilitating the formation of district committees. These regional and district-level
workshops were used to explain and solicit participation in SAPRI and to discuss
thoroughly those aspects of the national adjustment program that were of the greatest
concern to participants. Loca participation was extremely broad and even included
soldiers and police in their roles as concerned civil servants.

Although there had been participation by government representatives in SAPRI
activities in 1997 and early 1998, as political tension increased and the economic
situation worsened the government disengaged from SAPRI. Following a two-day
national meeting, in which it refined the issues raised at the local level for discussion at
the Opening National Forum, the SAPRIN civil-society steering committee spent the
second half of 1998 and the first half of 1999 focused on re-involving the government.
When these efforts failed, a series of civil-society meetings with representatives from the
six regional and 45 district committees that constitute the SAPRIN network led to the
decision to move forward with the exercise regardless of the government’s role. These
local committees, along with the 100 or so national civil-society organizations that have
been active members of SAPRIN/Zimbabwe, became the backbone of the network
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decisionmaking structure, while the steering committee established various sub-
committees to carry out the necessary technical and outreach. The steering committee,
which includes the above- mentioned organizations, as well as women’ s organizations, the
Confederation of Zimbabwe Industries and other constituency groups, has been
coordinated by SAPRIN’s Lead Organization, the Poverty Reduction Forum at the
Ingtitute of Development Studies, with the support of the ZCTU.

Mexico

During the first half of 1998, Equipo Pueblo, acting as the lead civil-society
organization in Mexico, organized a series of regional meetings and sectoral workshops
in different parts of the country. These outreach meetings were designed to involve, in
particular, marginalized groups -- including women, children, indigenous people and
others among the rural and urban poor -- in the CASA process and discussions on
national economic policy. A regional workshop brought together dozens of community
groups and NGOs from the southern provinces of Chiapas and Oaxaca. Seminars were
held with Mayan children on the outskirts of the city of Meridain Y ucatan province, with
youth in the poor neighborhoods of Mexico City, with mothers involved in community
child-care centers in the capital, and with a range of community groups in Guadalgjara.
In addition, a national workshop designed to address conditions in rural areas was
organized with the participation of nearly 100 representatives of a broad range of rural-
based socia organizations from around the country.

Nearly 50 organizations became actively involved in the CASA exercise,
including local and regional groups and many national organizations and networks. The
Mexican network includes organizations working in the Mexico City metropolitan area,
as well asin the four regions of the country where CASA focused its efforts: the northern
border region; the central region (Queritaro, Guanguato, Michoacan, Sierra de Hidgalgo,
Tlaxcala and Puebla); the southeast (Chiapas, Oaxaca and the southern part of Veracruz);
and the western region (Jalisco, Colima, Nayarit and Guadalgjara). They represent groups
working in the maquila sector, small-business and producers associations, rural
organizations, associations of farmers and indigenous peoples, credit unions and
microfinance ingtitutions, trade unions, development organizations, neighborhood groups,
health-care organizations and youth groups. A General Council was organized, with
general coordination and the organization of specific activities delegated to a six- member
Coordinating Committee.

The Philippines

When initial efforts to bring the government and the Bank on board to carry out a
SAPRI exercise failed in 1997, civil-society organizations in the Philippines began a
CASA initigtive. In early 1998, the Freedom from Debt Coadlition took the lead in
carying out an extensive process of outreach with an economic-literacy program
designed to actively involve a wide-range of organizations representative of different
national sectors. Specia efforts were made to include people and their organizations in
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the poorest and most disadvantaged regions of the country, particularly northern Luzon,
Visayas and Mindanao. A nationa assembly was held in March 1998, followed by a
general organizing meeting in August. Thematic working groups were constituted, with
the participation of awide range of organizations involved in the network in order to help
elucidate issues of concern to civil society, outline possible questions for research and
prepare background materials.

Over 150 national and locally based organizations, including many coalitions
representing hundreds of grassroots groups, affiliated themselves with SAPRIN and the
CASA exercise in the Philippines. Among those groups that participated in a range of
activities organized by SAPRIN were eight peasant associations, seven peace and human
rights organizations, ten poor-people’s associations, seven development organizations,
six environmental groups, five health organizations, 15 labor unions, 12 church and other
religious organizations, five educational asociations, 28 women's organizations, five
youth groups, three indigenous peoples organizations, six political movements, five
political parties, 13 debt-relief advocacy groups, and four migrant-support associations.
Of the 15 members selected to form the local SAPRIN steering committee, six were
convenors of thematic working groups, three were regional representatives and six were
members at large. The committee decided in 1999 to continue with the process as a
CASA exercise when a newly elected government opted to remain officially outside the
initiative.

[I1. National Public Fora: Infusing the Economic Policy Debate with Local
Knowledge

The SAPRI consultative fora lay at the heart of the national exercises. It was the
omission, civil-society groups hed long claimed, of alocal-level, “real world” perspective
on the design, implementation and impact of adjustment measures that doomed those
programs to failure. In hisfirst months at the reins of the Bank, Wolfensohn had already
established consultation with civil society as part of his new approach at the institution,
and SAPRIN set out to ensure that SAPRI would be a broad-based, highly decentralized,
and effectively organized consultation on the critical issue of economic policy.

The approval by the Bank’s Board in February 1998 of the SAPRI Information
Disclosure Policy Agreement unfroze some of the country exercises by allowing
SAPRIN information teams to study adjustment-related documents in preparation for
Opening National Fora. Within four months, a series of seven national fora -- organized
by SAPRIN committees in conjunction with the Bank and government -- were launched,
beginning in Hungary and Uganda in June and ending in Ecuador in January. Ghana,
where the momentum in civil-society organizing and government/civil-society relations
was broken by the 18 months it took the Bank to establish a policy for public review of
adjustment agreements, did not hold its forum until November. The Zimbabwe exercise,
with its highly successful civil-society mobilization, was another, unfortunate victim of
the delay, with the government, in a changing political climate, walking away from the
table by the time the SAPRIN committee had prepared itself for the forum in that

15



country. After more than a year of informal discussions with various ministries, SAPRIN
finally proceeded unilaterally with aforum in that country in September 1999, an event in
which the Bank participated. Likewise, SAPRIN in the Philippines convened its forum in
July 1999 with members of Congress after failing to engage its government in the
exercise. A forum in Mali was also not held until the third quarter of 1999, but, in that
case, organizationa issues were the problem, issues that would eventually lead to the
premature termination of that national exercise.

The Opening National Fora were designed for the presentation and discussion of
local populations experience with, and perspectives on, specific economic adjustment
measures and their respective impacts. In al the fora except those in El Salvador and
Mexico, Bank and government officials were present to learn from, and respond to, the
information and analysis presented, while parliamentary representatives participated in
the other three. The respective local SAPRIN steering committees selected presenters
who could represent the points of view of a broad range of economic and socia groups.
The issues were chosen in accordance with global SAPRI guidelines, which empowered
the local SAPRIN technical teams to engage civil-society organizations across the
country in the generation of along list of priority economic-policy issues. The list was
then narrowed before the final selection of three or four issues was made in each country
with the Bank and government in the respective national tripartite Steering Committees.
While the selection of the same issues for al the exercises would have made subsequent
cross-country comparisons and synthesis much easier, the preservation of local choice
was at the heart of the participatory nature of SAPRI.

The impact of trade liberalization policies was selected by local organizations as
one of the three or four most problematic issues for discussion in nine of the ten
countries, including Mali. Trade policies were often chosen in conjunction with other
adjustment measures -- price liberdization, financia-sector liberalization, industrial-
policy reforms, removal of agricultural-input subsidies, investment liberalization, labor
flexibilization -- and related to a broad range of impacts, including their effects on local
industries, small enterprises, rural producers, the agricultural sector, domestic production,
employment and workers. Privatization -- of public utilities and services and the mining
and industrial sectors -- was another prioritized problem area identified by citizens
groups, arising in six countries. The focus varied from the impact on consumers,
workers, the poor and vulnerable groups to effects on the environment, employment and
the concentration of wealth.

Agricultural-sector reform policies were also on the agenda in six countries, while
the impact on workers of labor-market reforms was discussed in four, and the
liberalization of the financial sector and the problems of credit access for local producers
in four. Public-expenditure reform issues — including user fees, the elimination of
subsidies, and the impact of reform on health care and education, socia services, family
economic security and social development — also emerged as a priority in eight of the
national exercises.  Overall, however, the greatest emphasis was placed in all the
countries on the problems, dislocations and increased poverty and inequities generated by

16



economic adjustment policies through the destruction of domestic productive capacity
and through the failure to generate sufficient employment at a living wage.

The Opening National Fora themselves were well-attended, highly publicized
events. Typically held over two days and organized around plenary sessions and work
groups, these fora each brought together over 100 representatives of civil-society
organizations from around the country (SAPRIN budgets covered local transportation and
lodging) and usually between 200 and 300 people in all. Presentations were made by
civil-society representatives on three or four specific adjustment-related issues, drawing
on the local knowledge, experience and analysis of local congtituency groups. These
were followed by discussion with World Bank and government officials and the broader
group of participants. The information and anaysis presented by these representatives
from different sectors and population groups constitute some of the qualitative
information synthesized in this volume. Summaries of the country fora can be found on
the SAPRIN web site.

Participating government officials usually included Ministers, state secretaries,
department heads and/or other representatives from the Ministry of Finance, as well as
from other economic and socia ministries, although participation was uneven from
country to country. In those countries in which governments were not officialy
participating, ministry staff sometimes informally attended the proceedings. The Fora
also attracted parliamentarians, former cabinet ministers, members of local councils and
other politicians. Washington and country World Bank representatives (including the
Resident Representative in Zimbabwe) participated actively in the sessions. The loca
SAPRIN steering committees and technical teams were joined by representatives of the
Network’s global Steering Committee, Secretariat and/or Regional Centers, who took
note of the information and analysis presented.

While civil-society representatives often stressed the nonparticipatory, non
transparent and externally imposed design of adjustment programs, as well as their
overal negative effects, the focus of their presentations and discussion was on specific
consequences of particular policy reforms. The Fora were designed as a learning
experience for the Bank and governments, but the sessions invariably turned into debates,
with the Bank defending its record and disputing citizen analysis. However, the Fora did
help generate good local media coverage and clearly laid out the problematic areas that
civil society felt required further investigation and a fundamental change in policy.

In Ecuador, where the Forum was held in an environment of widespread street
protests against adjustment policies and amidst a serious financia crisis, SAPRIN
representatives urged the government and the Bank to extend the SAPRI dialogue and be
responsive to the broader society on the issue of economic policy. In Bangladesh,
Professor Rehman Sobhan, former Presidentiad Advisor and Char of the joint
Bank/SAPRIN national SAPRI Steering Committee, issued a similar chalenge to the
Bank and government at the end of proceedings in that country. He reminded them that
public expectations had been raised as a result of the Forum and the Initiative and urged
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them to take the output from the exercise serioudy or face a further loss of credibility and
integrity amongst civil society and the local electorate.

IV. Joint Research to Deepen Local Civil Society Assessments of Adjustment
Policies

Immediately after the Opening National Forum in each of the SAPRI countries,
local World Bank and SAPRIN teams sat down to begin determining the specific areas of
field research in which to deepen the knowledge gleaned from the participatory events.
In amost al cases, including those in which the Bank was not officialy involved, the
research issues selected were more narrowly focused versions of the questions explored
in the fora. The collaboration between the local Bank and SAPRIN teams intensified at
this point, with their respective technical teams working jointly to develop local research
designs within the framework of the global SAPRI methodology, as well as terms of
reference (TORs) for jointly selected research consultants.

This process extended over several months, taking longer than expected in most
countries. In an effort to ensure tripartite ownership of the research design and the TORs,
much time was required for all parties to work together and reach agreement. Delays in
finalizing TORs were in some cases due to political crises and events that diverted the
government’s attention from the technical process, causing the technical team to have to
wait for the government’s input before proceeding. In the case of Ecuador, for example,
aworsening economic situation erupted into a major political crisisin early 1999, making
government participation in the process inconsistent. With five different presidents and
more than twice as many finance ministers in power during the period in which SAPRI
was carried out, it was particularly difficult and time-consuming to keep the government
actively involved. In Ghana, the government tasked representatives to the tripartite
Technical Team without compensating them for their time, causing a multi- month delay
before a solution was found.

Once terms of reference were agreed upon by the tripartite teams, the joint
selection of researchers began. In most countries, SAPRIN civil-society technical teams
found that the Bank intended to proceed with its usual method of hiring consultants,
using a bidding process that drew from the same pool of ingtitutions and researchers that
are used by the Bank for its range of projects in each country. The civil-society teams,
however, made sure that this would not occur with the SAPRI research.

In Bangladesh, for example, the process began with civil society, on the one
hand, and the Bank and government, on the other, putting forward suggestions for
researchers for each policy area, with the intention of selecting candidates by mutual
agreement. The Bank, however, continued to insist on including certain researchers it
had worked with consistently in the past, who, for that reason, were not acceptable to
civil society. It took several months and the involvement of the Bank and SAPRIN
Secretariats in Washington to resolve this conflict and ensure that independent
researchers were chosen.
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In Ghana, recruitment of researchers took about two months to complete.
Advertisements were placed in the country’s major newspapers and followed by special
radio announcements. The publicity yielded an overwhelming response, as over 320
applications were received. The local joint SAPRI Secretariat did the first screening,
ensuring that applicants had complied with the minimum qualifications stipulated in the
advertisement. Civil-society' s technical committee then took over and did a second
screening that led to the short-listing of 37 applicants. Thereafter, the tripartite Technical
Committee became involved, as interviews were held to select the final list of
researchers. A similar process occurred in Ecuador, where ads were placed in severa
newspapers. More than a month was given for proposals to be received, and it took two
months to review and formally agree on the final selection.

In Hungary, a different approach was taken, as the SAPRIN civil-society
technical team could not agree with the Bank and government on a joint process to hire
researchers. For that reason, the parties agreed that civil society would choose its own
research team, while the Bank and government would hire a separate team to cover the
same subjects, an option stipulated in the global Standard Operating Procedures.  Upon
completion of their work, the results of each team had to be compared and integrated by
the tripartite Technical Team.

Following the selection of researchers, several countries held national
methodology workshops for the researchers and the civil-society and tripartite technical
teams in order to ensure that the researchers clearly understood the SAPRI methodology
and to review their plars for carrying out the research process. Such workshops --
organized in Bangladesh, Ghana, Uganda and Zimbabwe -- emphasized the key aspects
of the methodology and helped to link researchers with civil-society organizations to
ensure that fieldwork would be participatory and involve grassroots groups and affected
populations around the country.

These methodology workshops emphasized the gender-sensitive, political-
economy approach that was to characterize the research. The studies were to be based on
an understanding of the structures and relations in society that have determined the
selection and design of adjustment policies and through which these policies have
impacted people's lives. This meant looking at the effects as a whole of a package of
interrelated policies, rather than a search for a unilateral causal relationship. Thus, the
research process needed to take into account the institutions, power structures and
interests that affect economic behavior and sought a multidimensional analysis that
considered factors such as gender, ethnic, cultural and age differences, as well as
variations in the political, social and environmental context. At the same time, the
participatory field research was to utilize workshops and a range of techniques through
which various sectors of civil society could share their knowledge and perceptions of the
impact of adjustment policies. Qualitative information, including that presented at the
fora, was to be as valued as quantitative information in the studies.
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Following the selection of researchers and the methodology workshops, specific
research plans were developed. Given the different experiences and conditions at the
country level and the range of actors involved, nationa teams developed a variety of
means they deemed best suited to their local context for applying this non-traditional
methodology. The country studies were conducted using three basic tools of
investigation:

= Desk Reviews. Each research team compiled and reviewed existing literature,
including previous research, official documents and statistics, as well as reports
by international institutions. In most cases, this aso involved analyzing data
derived from various secondary sources.

* Primary Surveys. Loca stakeholder surveys were undertaken by some of the
research teams, either using quantitative techniques or employing a mix of both
guantitative and qualitative methods.

= Participatory Reviews and Fieldwork. A key strength of the whole exercise was
the use of participatory methods, including a range of participatory appraisa
techniques, semi-structured interviews, workshops and focus-group discussions
with a wide array of social actors whereby the experiences and views of various
stakeholders were collected and analyzed.

It was in the use of participatory methods that country teams were most
innovative. Severa different approaches were adopted.

In Bangladesh, one research team was contracted to carry out an extensive
participatory study addressing all the selected adjustment policies together using PRA
(Participatory Rural Appraisa) methodology. The study complemented the work of
separate teams contracted to carry out four policy-focused and four issue-oriented studies.
In addition, a series of focus-group discussions and regional consultative meetings were
held with a wide range of local and national civil-society groups and sector-specific
organizations to gather input for each of the research teams, both at the beginning and the
end of the research process. The results of al the research teams were integrated to
produce the final country report.

In Ecuador, the two research teams that were contracted to carry out studies on
the three selected policy areas worked together to ensure their research would be
participatory. A series of workshops and in-depth interviews were conducted with social
actors from a range of sectors, selected according to the policy areas being studied and
the productive characteristics of each geographical zone. Causality diagrams were drawn
to identify perceptions of the causes and effects of these policies, as well as their impact
on the participants communities. Information gleaned from these processes was then
systematized by the research teams and used to identify the variables and indicators,
along with their respective interrelations, that were the focus of the research. Thus, the
workshops were the starting point for identifying the policies and themes to be analyzed,
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as well as for the study of causal relationships as indicated by the participants. Once the
first results from the research were obtained, another series of workshops was held to
obtain more input and validate the results.

In Hungary, parallel research processes were carried out by civil society and the
World Bank and their results integrated in order to produce the final country report. Four
civil-society research teams involving 20 researchers from Budapest and ten regions of
the country carried out investigations in the four policy areas selected. At the same time,
nearly a hundred civil-society representatives presented short case studies addressing
these policy areas, using their own organizational resources. Thelocal SAPRIN technical
team then synthesized the four civil-society research reports and the various NGO papers
into a draft summary, which was taken to a process of consultation in a series of
workshops held around the country with civil-society representatives and experts. Input
from these meetings was incorporated into the final country report together with the
results from the four World Bank research reports that had been done separately.

In M exico, adifferent approach was taken to ensure the participatory and integral
nature of the research process. Fieldwork utilized the PAR (Participatory-Action
Research) methodology, which comes from the tradition of Paolo Freire and is used to
enhance participation in research while giving citizens ownership over the process itself.
Because PAR uses popular education as a means for achieving local empowerment,
economic literacy was integrally linked with the research process. Workshops were
conducted in two modules, each of which was utilized in three regions of the country.
The modules began with a training of trainers, involving representatives of more than 40
community groups and NGOs, that was followed by a series of workshops carried out in
the respective regions by the participating trainers. In the workshops, participants
described the socioeconomic transformations experienced in their communities, as well
as the reasons for such changes and their reactions to them, and identified possible
relationships between these changes and the application of structural adjustment policies.
The workshop results were synthesized and integrated with the work of researchers who
carried out three thematic studies that also drew information from household surveys and
interviews with civic leaders.

In Zimbabwe, where political violence made it difficult to carry out the extensive
participatory fieldwork that had been foreseen, a series of workshops was organized
utilizing participatory methodologies to facilitate discussions of the policies selected for
study and their impacts. Some 15 full-day workshops, each with over 50 participants
from a wide cross-section of socia classes and age groups, were conducted in the
country’s eight provinces to dicit information from communal, resettlement,
commercial-farming, mining and urban settlements. The results of these workshops were
integrated into the overall findings by the researchers carrying out five thematic studies.

In Uganda, the national SAPRIN civil-society network developed some 20
district-based structures that helped to mobilize local communities and organizations
throughout the SAPRI exercise, as well as ensure the participatory character of the
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research. Using these structures, workshops were organized to gather input from many
groups around the country that helped to define, orient and validate the research process.
The research teams that were contracted to carry out the three policy-focused studies and
one issue-oriented study also worked with these local structures to elicit stakeholder
involvement in the research. A similar process was followed in Ghana, where six
regionally based civil-society structures ensured stakeholder involvement and input in the
four policy-focused studies carried out by researchers.

In El Salvador, the participatory nature of the research process was ensured
through a series of workshops and focus-group discussions that were held with
stakeholders. In the first phase of the research on the three policy areas selected,
thematic working groups were formed and consultations were organized in order to help
orient each of the studies and provide a qualitative analysis based on the input and ideas
of a broad range of civil-society groups. Another series of workshops was held in the
final phase of the research process at which initial findings were presented to the different
sectors affected by the policies under study to seek feedback and outline the primary
conclusions and recommendations. The results of these workshops were integrated into
the final country report.

The participatory process in the Philippines was carried out in a similar manner.
Thematic working groups were established for each of the four study areas to help guide
the research and ensure its participatory nature. These thematic groups organized
workshops at the local and regional levels with the affected population. In addition,
researchers carried out key-informant interviews and utilized other participatory
techniques to gather information on the impact of the policies under investigation.

The research process extended over a two-year period -- three years including the
development of the country research designs and TORs -- and averaged 9-12 months per
country. Foreseeing this eventuality, the SAPRIN Secretariat continued to raise
additional funds to support the completion of the country exercises. At an April 1999
meeting of the SAPRIN global Steering Committee in Bonn, the Lead Organizations in
the SAPRI/CASA countries decided that some of these resources would be applied to
further grassroots work that would deepen and dynamize the research process. The
Committee thus allocated funds to programs of economic literacy and, in afew countries,
the local-level exploration of economic aternatives. As a result, economic-literacy
workshops became an integral part of iterative processes of citizen review of interim
research findings, with loca-level groups being further informed on the subject while
either validating or suggesting modifications in these results. Meanwhile, the alternatives
work gave a forward-looking edge to some of the exercises, and, in countries like
Ecuador, has provided the basis for the ongoing development of more appropriate
economic policies.

After working with some of the researchers in the SAPRI countries to improve the
quality of their respective draft papers, the national and SAPRIN technical teams
recommended approva of joint Bank/civil-society reports. Only in Hungary, where two
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distinct sets of papers had to be merged into a fina product, was agreement on the reports
difficult to reach, as elsewhere the research processes had been fully collaborative
endeavors. The reports were sent to the national SAPRI Steering Committees, which
delivered them to the Second National Fora.

The Fora brought together similar numbers of participants as attended the opening
national events and also attracted significant media coverage. Civil-society
representatives typicaly suggested improvements, additions and modifications to the
reports, but accepted them as imperfect compromises with their Bank partners. Many
said that, left to carry out their own research and write their own reports, citizens
networks would have produced papers more sharp-edged and critical of the adjustment
programs in their respective countries, but that the SAPRI reports did capture for them
the essence and many of the particulars of the problems faced by affected populatiors.
Government officials, including those from finance ministries, were also accepting of the
fina SAPRI outputs and often supportive of civil-society positions.

The Bank, too, publicly accepted the reports at the SAPRI Fora after expressing
disagreements on particular points in some of the sessions. In fact, al the submitted
reports were approved, at least in principle, by all the parties at the Fora, though often
with instructions to the technical teams to integrate as much as possible the Fora inpu
into the final documents, and, in a couple of cases, to have the researchers carry out
additional work. In the case of Bangladesh, the independent SAPRI Secretariat in that
country was |eft the task after the Forum of incorporating some of the Bank’s critiques of
the joint report before its publication. Overall, however, there was general approval of, if
not total agreement on, the assessments at the Fora, but the Bank did not commit itself as
to what it was prepared to do with the country findings or to any concrete action.

V. TheWorld Bank Distances Itself from the Joint SAPRI Findings

From the earliest stages of SAPRI it was clear that the commitment by President
Wolfensohn to engage civil society in an equal and constructive partnership would not
trandate into an easy relationship with the Bank. The civil-society negotiators
understood that the president, in engaging some of the strongest critics of his ingtitution,
was involving them in a potentially long, drawn-out initiative, possibly withou clear
resolution. This belief received some confirmation in the negotiating process when the
Bank attempted to convert SAPRI from the consultative exercise proposed by NGOs to a
longer-term research program. But it was felt by those organizations that, not only would
SAPRI legitimize a voice for civil society in economic policymaking and enable the
mobilization of local organizations around the issue, it would also, if professionaly and
objectively carried out in a truly participatory manner, yield findings that reflected the
experiences and perspectives of people struggling under adjustment programs.

While a mutually respectful relationship developed between the SAPRIN
Secretariat and the Bank counterpart in its Policy Research Department that allowed the
professional organization of the Initiative during the project-preparation stage, problems
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started to emerge, particularly in the Latin America Vice Presidency, when it became
clear that SAPRI would be a serious endeavor in which the Bank could be held
accountable to findings. Governments, too, began to understand the risk of involvement,
caught as they would be between the popular expectations that would be raised by such
an assessment and the unlikelihood that the Bank and the IMF would alow them to
change economic course in response to citizen pressure. El Salvador bailed out. Latin
American emerging- market countries, buoyed by support from the Bank’s Regional Vice
President, kept their distance. And the Bank’s Managing Director acting for Wolfensohn
reflected the institution’s ambiguous commitment to the Initiative by failing to resolve
these disputes, end Bank bureaucratic delays, and ensure broad-based government
involvement, beyond finance ministries, in the field exercises.

Regardless, on the strength of the global guidelines and the country local-level
organizing, the field exercises moved effectively to the Opening National Fora before it
became clear that the “new” Bank’s commitment to meaningful consultation was also in
guestion. Refusing to seriously consider as important knowledge the persona and
ingtitutional testimony to the real-life impact of adjustment policies presented at the fora,
Washington World Bank staff made no effort, that it could report on to SAPRIN, to
integrate this vast amount of potential learning into internal decisionmaking processes at
headquarters.

During the subsequent country research processes, the Bank changed its SAPRI
leadership within DEC. With that change, SAPRIN’ s relationship with the Bank became
increasingly untenable. For six months, as the country investigations began to yield draft
findings, the Bank persisted in an attempt to move the Second SAPRI Global Forum out
of Washington and away from the high-profile, public format previously agreed upon.
Roundtable discussions with Bank staff would, in this scenario, replace a public
consideration of findings and follow-up action with Wolfensohn and Bank management.
Attempts by SAPRIN to reach a compromise that retained the essence of the original
agreement failed, and the Bank moved to block the release of European government
funds destined for SAPRIN and the completion of the country exercises. After
extraordinary means were used, successfully, by SAPRIN to obtain the release of the
funds, the Bank announced that it would soon be terminating its involvement in SAPRI.

Recognizing both its obligations to SAPRI participants, who expected that their
articulated experience with structural adjustment policies would be given due
consideration in Washington, and the lack of Bank seriousness in meaningful engagement
with populations affected by its policies, SAPRIN’s global Steering Committee decided
to participate in a roundtable meeting at Bank headquarters before the institution’s
imposed deadline but also to organize a public global forum, or fora, at which it would
release the fina results of the joint Initiative. Left by the Bank to carry out the global
synthesis, SAPRIN’s multi-country team sorted through mounds of completed and semi-
completed national reports and rapidly summarized four years of work from nine
countries. In the end, senior Bank management failed to participate in discussions of the
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report’s findings with the twenty SAPRIN representatives who had traveled to
Washington for the meeting.

The following eight chapters constitute a more fully elaborated, updated and
edited version of the findings presented to the World Bank last July and on which the
Bank has remained totally silent. With more time to process completed country
materials, SAPRIN has been able to draw more extensively on the enormously rich body
of work that emanated from this massive exercise, which was carried out for the most
part collaboratively with the Bank. Still, this report, while a synthesis of the results of
nine sets of country studies in seven policy areas, does not pretend to be exhaustive in
presenting the work undertaken, as it was not possible to include all that was produced in
each country or to do justice to some issues that were extensively covered in a particular
investigation. Neither is this report meant to be a standard cross-country analysis, as not
every study contained the same depth of information or addressed the same set of issues.
Furthermore, given the different experiences and corditions at the country level and the
range of actors involved in the SAPRI and CASA processes, as well as the fact that the
national teams developed a variety of means they deemed best suited to their local
context for carrying out broad consultations and applying the nontraditional SAPRI
methodology, each national investigation had a richness uniquely its own that was not
easily comparable across countries.

Most researchers will agree that there is no single best way of examining complex
realities and interdependent relationships. The SAPRI endeavor undertaken with the
Bank was designed methodologically to shed a different light on the impacts of
adjustment by, for the most part, leaving aside a traditional macroeconomic analysis that
relies on aggregate averages and, instead, basing its analysis on the perspectives and
assessments of the stakeholders and social actors themselves. It draws its validity, not
from statistical or econometric anaysis, although such methods were used for aspects of
the country studies, but rather from the valuable information gleaned through a broad-
based and highly participatory process of public consultations and research designed to
highlight the differentiated nature of policy impacts, particularly with regard to those
sectors and populations at the margin. It is intended to be a unique complement to the
increasing number of studies on structural adjustment, many of which have raised serious
guestions about these programs.

The report is organized around the adjustment policies prioritized by local
populations for examination as to their impact on particular sectors and groups. Chapter
2 presents an assessment of trade-liberalization measures and focuses on their impact on
the manufacturing sector, particularly the differentiated effects on various sub-sectors and
population groups. Chapter 3 discusses liberalization measures in the financial sector,
assessing their distributional impact and their effect on a country’s productive apparatus,
particularly small and medium-size enterprises. Chapter 4 looks at how adjustment
policies overal have affected employment and assesses, in particular, the impact of labor-
market reform and “flexibilitation” policies on working people. The privatization of both
public utilities and publicly owned industries is examined in Chapter 5 which looks at
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the varied economic outcomes of this measure, as well as its differentiated effects on

employment, access to essentia utilities and the distribution of wedth. Chapter 6
focuses on the agricultural sector, assessing the impact of a range of adjustment measures
on farmers incomes and production, as well as on food security, with an emphasis on

how the effects vary depending on socioeconomic group. Reforms carried out in the
mining sector are addressed in Chapter 7, which examines both the net economic
outcome, as well as the social and environmental impacts on local and indigenous
communities. Chapter 8 assesses public-expenditure reform and discusses trends in
public spending on services, particularly education and health care, with a focus on
access to quality services by low-income groups and effects on poverty and inequality.

Finally, Chapter 9, drawing on the previous chapters, reviews four basic ways in which
adjustment policies have contributed to the further impoverishment and marginalization

of local populations, while increasing economic inequality.

The World Bank claims that it seeks constructive engagement with civil society,
that it is committed to consultation with populations affected by its projects and policies,
and that it is working to reduce poverty. This report, the findings that follow, and the
SAPRI initiative itself congtitute a chalenge to those claims. The findings not only
represent the perspectives of the people themselves in the South, but they are also the
result of a process in which the Bank was directly and intimately involved. It is a
challenge that the Bank has so far failed to meet. It is a test, as well, of those member
governments and officia institutions that invested or participated in SAPRI and of those
that have heretofore chosen to ignore the adjustment-related causes of poverty and
inequality. Thousands of organizations and hard-working people have invested their
time, their insights and their trust in this lengthy process. They have explained how
policy interventions from afar have affected the world in which they live and work. They
have helped to present the evidence, as reflected in this report. They have every right to
expect a meaningful response.
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Chapter 2

Trade Liberalization Policies and
Their Impact on the M anufacturing Sector

|. Introduction

Trade liberalization, an integral element of the structural adjustment package
espoused by the Bretton Woods institutions, is based on the neo-classical notion of high
relative supply elasticities that elicit speedy and sizeable responses in investment and
output under improved price incentives and free markets. The neo-liberals justify
liberalization of trade on the premise that competition from imports leads to
specidization and efficient allocation of resources while cleansing the economy of
inefficient producers, thus removing the burden on society of sustaining such entities.
With greater openness, small economies, it is argued, tend to have higher shares of trade
in their gross nationa product (GNP) than do large countries and gain more than those
nations that restrict trade. Furthermore, it is said, trade liberalization enhances the
welfare of consumers and reduces poverty as consumers find opportunities to choose
from awide variety of quality goods and cheaper imports.

The trade-welfare nexus, however, is not automatic; rather it depends on factors
such as the sequencing and phasing of liberalization, as well as built-in mechanisms for
distributing such benefits. Critics of conventional wisdom contend that the world trading
environment is grossly uneven and characterized by unequal exchange, transfer-pricing
practices, manipulation of prices by monopolies, imperfect competition, etc. Under such
circumstances trade liberalization, in the absence of policies and institutions to ensure
equitable distribution, results in hardships and an increase in poverty.

It is with this backdrop of ongoing policy discourse that the World Bank adopted
its trade- and industrial-policy reforms, derived from the neo-classica critique of import-
competing industrialization.

This chapter seeks to summarize the information and analyses on the impact of
trade liberalization contained in seven of the country assessments prepared under SAPRI
and CASA. The seven SAPRI countries are Bangladesh, Ecuador, Ghana, Zimbabwe
and Hungary, while M exico and the Philippines are the CASA countries.
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Trade-liberalization measures were launched in most of these countries during the
mid- or late 1980s and continued through the early 1990s. In this context, the maor
analytical approach deployed in the country studies is “before and after” or “pre- and
post-" comparison. Given the fundamental mandate of SAPRI, however, the studies have
highlighted the concerns of the disadvantaged segments of society in these countries,
whose voices are not usually heard at the policy level. All country research utilized a
range of participatory techniques, including focus-group discussions and interviews to
collect data from business and labor leaders, as well as workers and communities most
affected by trade liberalization. In addition, a primary survey was carried out in Ghana
to assess survival strategies of firms. In Zimbabwe, case studies were done in four
different industrial sectors. woodwork and furniture; textile and clothing; crafts, and
metal works.

This section provides a brief overview of key characteristics of the sample
countries. Section 11 presents the design of the reforms, including the policy instruments
utilized at the country level. Analyses of impacts of trade-policy reforms at the aggregate
and sectora levels are presented in Section 111, Section 1V contains discussions on the
distributional impacts of these reforms. The paper ends with a few concluding
observationsin Section V.

The countries under study are diverse, ranging from upper- middle income to low
income, posing a challenge to reaching general conclusions. Three countries --
Bangladesh, Ghana and Zimbabwe -- fal in the “low income’ category, as classified by
the World Bank, while the Philippines and Ecuador are “lower-middie income
countries’, and M exico and Hungary are “upper-middle income” (Table 1). Asregards
population, Bangladesh is the nost populous nation and has the lowest per capita gross
domestic product (GDP) amongst the seven sample countries. Mexico has the highest
per capita income and merchandise exports and imports in absolute terms.

All the countries have one thing in common -- merchandise imports as a
percentage of GDP are above their levels of exports With regard to degree of openness
(the ratio of the sum of exports and imports to GDP), a one extreme is Hungary (106.5
percent), as that country’s total volume of exports and imports was greater than the
corresponding GDP in 1998. On the other end lies Bangladesh, where exports and
imports together account for a quarter of its GDP.

Such a diverse set of sample countries implies that the initial conditions in the
context of which trade liberalization was carried out were also significantly different. For
example, in the case of Hungary, trade-liberalization measures were part of systemic
changes, whereas in most of the other countries they were part of a package to address
external disequilibrium (and partly internal crisis). It may be also noted that in some
cases trade liberalization took place in connection with the concerned country -- the
Philippines, Mexico and Zimbabwe, respectively -- joining the World Trade
Organization (WTO), its predecessor, the General Agreement on Trade and Tariffs
(GATT), or aregiona trading bloc.
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Tablel
SAPRI/CASA Countries: Profile by Selected Indicators

Country Population | GDP GDP Merchandise Merchandise Degree of
Classification by min. min. per Exports Imports Openness
Level of Income 1999 uss capita min Exports min Imports

1999 Uss US$ | as%of | US$ | as%of
1998 | GDP 1998 GDP

A.LowIncome | gangladesh 128 45779 358 | 3831 8.96 6974 16.30 25.26

Ghana 19 7606 400 | 1700 22,66 1850 24.66 47.33

Zimbabwe 12 5716 476 | 2111 35.73 2772 46.92 82.65

B.Lower Middle | phjjippines 77 75350 979 | 8068 1239 | 3149 48.38 60.78

Income Ecuador 12 18712 | 1550 | 4208 21.26 5576 28.21 49.47

C. Upper Middle | yngay 10 48355 | 4836 | 22995 5029 | 25705 56.22 106,51

Income Mexico 97 474951 | 4896 | 40711 1035 | 130811 3327 4362
Note: Bangladesh isthe only Least Developed Country.

Source: World Devel opment Report 2001, World Bank

II. Design of Trade Policy Reforms

2.1 Objectivesof the Reforms

The major objectives presented at the outset of the process of trade- and
industrial-policy reform in the SAPRI/CASA countries, in general, were: achievement of
efficiency in the traded-goods sector; facilitation of the import of industrial inputs to
encourage industrial production; provision of export credit; and encouragement of growth
and diversification of nontraditional exports (Table 2). These objectives were to be
achieved through pursuing strategies such as. rationaization of the import regime;
reduction of customs duty rates and levels of effective protection; simplification of the
tariff structure and removal of special tariff concessions and exemptions; liberalization of
imports; and elimination of export subsidies.

Table2

General Objectives of the Trade and Industrial Policy Reforms as

Outlined in the Policy Framework Papers

Areas of Reform

Policy Objectives

Tariff Structure

domestic production

= Improvement of efficiency in trade and enhancement of gainsfrom trade
= Reduction of disparities of effective protection to enhance efficiency in

Import Restrictions =

to stimulate domestic industrial production

Facilitation of import of raw materials, intermediate goods and capital goods

Export Promotion

= |mprovement in export finance
= Promotion of backward linkages

= Stimulation of growth and diversification of non-traditional exports

Exchange Rate Management =

Strengthening of the balance-of-paymentsposition
= Unification of dual exchange marketsto reduce distortions

Investment Sanctioning =

greater flow of foreign investment

Liberalization and simplification of investment procedures to encourage

Source: Bhattacharya, D. and Titumir, RAM (2001)
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2.2 Policy Design

The policies pursued to liberalize trade were not new, but the bundling of such
policies in a package resulted from the adoption by developing countries of structural
adjustment, a new macroeconomic approach of the 1980s that relied completely on
market forces and private enterprise. The principal instrument of trade liberalization
was and istherationalization of the import regime, which contains measures such as the
elimination of import quotas, the reduction and unification of tariffs, and removal of
specia tariff concessions and exemptions. The World Bank reasons that tariff structures
in developing countries require a massive restructuring with a view to removing an anti-
export bias that, according to these institutions, discourages the development of an
export-oriented economy. It is argued that the elimination of quotas and the reduction of
the level of protection are intended to make the domestic economy and surviving firms
more competitive in export markets, though the drastic lowering of protection has real
costs in exposing local producers to fierce competition. The implementation of a
flexible exchange-rate policy is another integral and complementary part of trade
liberalization, as frequent downward adjustments of national currencies maintain the
competitive advantage of exports and discourage excessive imports.

Table 3 provides a summary of instruments that have been utilized to liberaize
the trade regimes of the seven sample countries. The rest of this sub-section reviews
these policy instruments and their pace of implementation at the country level.

2.2.1 Bangladesh

The government of Bangladesh adopted trade-policy reforms in 1986-87 under a
three-year, medium-term adjustment program, though elements of the reform agenda
started to appear in the World Bank-sponsored Import Programme Credits of the mid-
1970s. Trade-policy reforms have included the elimination of quantitative restrictions,
rationalization of the tariff structure, smplification of import procedures, exchange-rate
liberalization and various measures to stimulate export growth.

The speed of liberalization in Bangladesh has appeared to be fast by South Asian
standards. The numbers of the four-digit Harmonized System Codes subject to
guantitative restrictions have been reduced from 478 in 1985 to 124 in 2000. There were
24 tariff dabs in the early 1980s, which were brought down to five. The number of
banned items has been reduced from 135 in 1990 to only five at present. The maximum
tariff rate has been dropped from 350 percent in 1991 to 37.5 percent in 2000. The tariff
structure has been further compressed by reducing the number of end-user-based tariff
concessions. The share of zero-rated items in total imports (excluding export-processing
zones and the system of back-to-back Letters of Credit) has risen from 11 percent in 1992
to 33 percent in 1999, although it declined to 25 percent in 2000.
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Table3

SAPRI/CASA Countries: Scenario of Trade Liberalization

Country Period Instruments
Bangladesh During 1972-86, the government contracted 13 = Rationalization of the import regime (e.g.,
Import Programme Credits with the World elimination of quantitative restrictions)
Bank. = Reduction of duty rates of customs
In 1986-87 the government adopted amedium- = Reduction of levels of effective protection
term adjustment program administered undera | = Simplification of thetariff structure
three-year arrangement of the Fund's Structural = Removal of special tariff concessions and
Adjustment Facility (SAF). exemptions
An Extended Structural Adjustment Faculty = Liberalization of imports
(ESAF) wasin force during 1990-93. = Elimination of export subsidies
Ghana Economic Recovery Programme (ERP), 1983 = Tariff adjustments
= Liberalization of imports
= Liberalization of the exchangerate
= Deregulationof controls on domestic
market prices
= |nstitutional reforms of revenue-generating
bodies, such as Customs and Excise
Philippines In the 1980s, the Philippine government = Phased abolition of quantitative
embarked on structural adjustment. restrictions on import items and reduction
A five-year Tariff Reform Program (TRP1) of tariffs, from 100 percent to 50 percent
began in 1981. = Abolition of export tax
Another trade-liberalization program was = Reduction of import restrictions, removal
implemented during 1986-89. of import licensing requirements or
Tariff Reform Program (TRP2) was launched in outright import bans
1991 for five years. = |ntroduction of anti-dumping and
Thethird phase of the Tariff Reform Program countervailing duty mechanisms
began in 1996.
Hungary TheHungarian Socialist Workers Party decided | = Import liberalization
to begin rapid import liberalization in July 1988 | = Releasing state authority ontrade activities
with the launch of afouryear program (January to enable any competent enterprise to
1989 through 1992) to liberalize the nation’s engage in foreign trade
trading regime. = Transition from rubleto dollar accounting
Zimbabwe Three phases of trade liberalization started in = Removal of export incentives
1991 within the context of the Economic = Phasing out of theimport -licensing regime
Structural Adjustment Programme (ESAP) of = Elimination of foreign-currency controls
the Bretton Woods institutions. = Reduction of tariffsto aband ranging from
Further liberalization followed within the 0to 30 percent
contexts of WTO, regional blocs and bilateral = Removal of surtax and raising of the
agreements. minimum duty to 10 percent
ESAP was succeeded by the Zimbabwe
Programme for Economic and Social
Transformation (ZIMPREST) from 1998-2000.
Ecuador In 1980 trade-liberalization policies were = Devaluation of exchangeratesin favor of
introduced. export- related enterprises
From 1990 to 1995, financial-liberalization = Reduction of tariff ratesto eliminate the
policieswere adopted through a package of protection given to domestic enterprises
economic, legal and ingtitutional reformsaimed | = Expanding the capital-account
at either weakening or dismantling prior public liberalization program
regulations and controls. = Liberalization of labor policy
In 1990, labor-reform policy was undertaken.
Mexico The onset of unraveling of the state'sfunctions | = Import liberalization of basic goods

asadirect producer and regulator of the
economy took placein 1982.

Entry into the GATT in 1987 and NAFTA in
1994 required implementation of aseries of
trade-liberalization measures.

Reduction of protectionist barriers
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During the 1990s, direct export incentives were further strengthened. The Special
Bonded Warehouse facility has been extended to all exporters and deemed exporters.
The duty drawback facility allows exporters to get refunds of duties/taxes paid on
imported inputs. The import of raw materials and capital machinery has been made duty-
free for 100-percent export-oriented industries. Cash compensation of 25 percent of the
freight-on-board value of exports is provided in lieu of the duty drawback and bonded
warehouse facility. Exporters aso enjoy income-tax rebates, tax holidays of five-to-
seven years or accelerated depreciation allowances at the rate of 80-100 percent. The
ceilling for foreign-currency retention by exporters has been increased to 40 percent.
Export procedures have been simplified by allowing export without a letter of credit but
on the basis of a purchase contract, agreement, purchase order or advance payment.

Trade liberalization has increased economic openness and reduced the anti-export
bias. The economic openness index has risen from 19 percent in 1991 to about 35 percent
in 1999. The un-weighted average customs-duty rate has been reduced from 88.6 percent
in 1991 to 16.7 percent in 2000. The un-weighted average nominal-protection rate for all
tradables has declined from about 87 percent to 24.7 percent during the above period.
The average effective protection rate has come down from 75.7 percent in 1993 to 24.5
percent in 2000. The sharpest reduction in the un-weighted average tariff has occurred
for capital goods (69 percent), followed by that for intermediate inputs (52 percent),
consumer goods (48 percent) and primary commodities (48 percent). A similar trend is
observed for weighted average tariffs.

2.2.2 The Philippines

Reversing its previous import-substitution strategy, the Philippine government
moved to liberalize its trading regime in the 1980s. Trade liberaization was
progressively pushed through in three phases

The Marcos administration in 1981 began a mgjor trade-reform program, known
as the Tariff Reform Program (TRP1), with a five-year import-liberalization plan to
reduce import restrictions and an indirect tax realignment scheme. All tariff rates were
reduced to a range from 0-50 percent, which significantly brought down both the average
nominal tariff and tariff dispersion acrossindustries. The average nominal tariff fell from
42 percent in 1981 to 28 percent at the end of TRP1. This was part of the government’s
first structural adjustment program under the World Bank’s structural adjustment loans
SAL | and I1, and a standby credit from the IMF.

The Aquino Administration undertook extensive import liberalization that
continued and intensified the trade-reform process during 1986-89. The export tax on all
products except logs was abolished. Import restrictions, mainly in the form of import-
licensing requirements or an outright import ban, were reduced. The number of restricted
import items as a percentage of the total number of lines in the Philippine Standard
Commodity Classification was reduced from around 35 percent in 1985 to 7.5 percent in
1989. Tariff restrictions on 1,471 items were lifted during that period.
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In 1990, the government attempted to carry out a new Trade Reform Program
through Executive Order 413. A new tariff system was conceived that included the
narrowing of the tariff range to 3-30 percent, elimination of specific duties and the
simplification of the tariff nomenclature. However, an order was signed on 30 August
1990 suspending the implementation of EO 413.

Subsequently, the government launched a tariff-reform program in 1991 with the
issuance of Executive Order 470, also called Trade Reform Program 2 (TRP2). Tariff
rates were realigned over a five-year period. The restructuring involved narrowing the
range of the tariff rate structure through a series of reductions in the number of
commodity lines with high tariffs and an increase in the commodity lines with low tariffs,
within the range of 10-30 percent, by 1995. Outside this range, there were 43 lines
coming in at zero rate and 208 lines with 50-percent tariff. The duty-free items were
mainly capital goods. Those with 50-percent tariff were mainly agricultural and
industrial products covered by the Board of Investments local-content programs.

The Ramos Administration continued the trade-liberalization program consistent
with its policy thrust of global competitiveness. The third phase of the Trade Reform
Program was implemented with Executive Order 264. In 1993, several executive orders
were issued to further liberalize the trade regime.

With the ratification in 1995 of the Uruguay Round of GATT, the Philippines
committed itself to bind 2800 industrial and 744 agricultural tariff lines.

2.2.3 Zimbabwe

Since 1991, Zimbabwe has undertaken unilateral measures to liberdize its trade
regime within the context of the Economic Structural Adjustment Programme (ESAP)
with assistance from the World Bank and IMF. These measures were followed by further
liberalization within the multilateral context (WTO) and the regional framework
(Southern African Development Community, SADC, and the Common Market for
Eastern and Southern Africa, COMESA), as well as at a bilateral level. Currently,
Zimbabwe is in its second phase of trade liberalization within the Zimbabwe Programme
for Economic and Socia Transformation (ZIMPREST), the successor to ESAP, as well
as the new WTO trade negotiations, the Lome Convertion, SADC and COMESA.

The main objective of ESAP in the area of trade was liberalization, including the
abolition of quantitative controls and the reduction and harmonization of tariffs and
duties. Specific objectives of the trade-liberalization program have included: removal of
export incentives;, phasing out of the import-licensing regime; elimination of foreign
currency controls; reduction of tariffs to create atariff band ranging from 0 to 30 percent;
removal of surtaxes; raising the minimum duty to 10 percent; and achieving an export
growth rate of nine percent a year over five years beginning in 1991.
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The first phase, spanning 1991-93, began with the devaluation of the
Zimbabwean dollar in August 1991, followed by continued depreciation of the currency.
The second phase (1993-95) started with the placing of most goods on an Open General
Import License (OGIL) and the removal of export incentives. All imports were placed on
the OGIL except those that are regarded as strategic, such as fuels. The third phase in
1995 coincided with the implementation of commitments Zimbabwe had made within the
framework of the WTO -- tariffs were significantly reduced and non-tariff barriers were
converted into tariff equivalents, alowing the controls to move toward using only tariffs
for protection. The foreign-exchange regime was further liberalized, leading to currency
convertibility. Important export incentives that served as lifelines for some firms were
removed, with the exception of the duty draw-back and export-financing schemes. The
final phase of trade liberalization saw the implementation of the Export Processing Zones
(EPZs) program. ZIMPREST sought to further deepen trade-liberalization measures
adopted under ESAP.

During the ESAP period, Zimbabwe fully implemented the trade-policy
liberalization component of the economic program. Since 1998, however, there has been
a divergence between official policy and practice. Within ZIMPREST (1998-2000) and
even the Millennium Economic Recovery Programme (MERP), the official position on
trade has been further liberalization, yet in practice the government has taken several
measures that indicate trade-policy reversals. These include the tariff-rationalization
program of 1998, Zimbabwe's mid-loading of tariffs within the SADC trade protocol, the
removal of several tariff exemptions, and the proposed re-introduction of price controls.

2.2.4 Ghana

In Ghana, trade-policy reform has been central to the adjustment process, which
was activated in the context of economic crisis in the late 1970s and early 1980s. The
reforms have included tariff adjustments, the liberalization of imports and foreign
exchange, deregulation of domestic market prices, and controls and institutional reforms
that particularly affected revenue- generating bodies such as Customs and Excise. Trade
liberalization in Ghana was carried out in two phases. The first phase was effected under
the Economic Recovery Programme | (ERP |, 1983-86), which was aimed at economic
stabilization, while the second was implemented as part of the Economic Recovery
Programme Il (ERP 11, 1986-91), which was geared toward consolidation and expansion.

2.2.5 Ecuador

Trade-liberalization policies were introduced in Ecuador at the beginning of the
1980s. Acting in response to global economic circumstances, as well as to domestic
crisis, the government used exchange-rate policy through various devaluations to control
imports and foster exports, particularly primary products from the agrarian sector. The
sucre-dollar exchange rate increased 899 times from 1980 to 2000, at which time the
economy was dollarized. Beginning in 1986, the government implemented measures to
open the country’s trade regime by lowering and partially unifying tariffs in order to




eliminate protection for some domestic economic activities and reducing the list of
banned imports from 600 to 200.

Trade liberalization was accelerated in the first half of the 1990s. Measures were
adopted to eliminate quantitative restrictions and dramatically reduce tariffs, decreasing
the range of effective protection from a maximum of 75 percent to 35 percent, as well as
to eliminate all existing surcharges. By 1994, a 0-20 percent tariff range was in effect
(except for autos, which maintained a 37-percent tariff), with an average tariff rate of 11
percent.

At the same time as tariff reforms were implemented, measures aimed at
deregulation dismantled non-tariff barriers in order to further open the trading system in
preparation for the country’s entry into the WTO. Various administrative procedures
were smplified, lists of import exceptions were phased out and administrative
requirements were eliminated for the import of agricultural products, machinery and
other inputs. Export taxes on traditional products were eliminated, and port taxes were
reduced by 25 percent, with each port then given the freedom to independently establish
itsrates.

In summary, by 1995, extensive reforms had been successfully put in place to
liberalize the trade regime in Ecuador. Prior to 1990, average tariffs were greater than 40
percent, while nontariff barriers were estimated to be more than 55 percent of products
value. Following the reforms, Ecuador was considered to have one of the most open
trade regimes in Latin America.

2.2.6 Mexico

Trade liberaization began in Mexico in the mid-1980s with the reduction of
protectionist barriers, particularly on basic goods, as a means of increasing supply and
putting downward pressure on prices to control inflation. The process accelerated with
the country’s entry into GATT in 1987, when a series of measures were implemented that
unleashed a flood of imports, which led to a trade deficit that reached nearly US$4.7
billion in late 2000. The increase in imports displaced national production for the
domestic market, as liberalization policies were not accompanied by industrial or credit
policies to modernize production, level the playing field or otherwise provide support for
the large number of micro, small and medium-scale enterprises that had made up a large
part of the country’s productive apparatus. The implementation of the North American
Free Trade Agreement (NAFTA) the United States and Canada in 1994 has exacerbated
this situation. The myth of Mexico as a growing exporter is unmasked by the fact that the
vast mgjority of manufacturing inputs are imported, while only 15 percent of exports (oil
and agrarian products) have a high level of nationa content.
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2.2.7 Hungary

In Hungary, preliminary steps toward market orientation were taken before the
political change that began in the late 1970s. Economic change accelerated with the
reformist government that assumed power at the end of the 1980s, and rapid deregulation
and liberalization took place during 1988-90. The trade-liberalization program in
Hungary was undertaken as a part of the 1989-92 Four Y ear Program.

Hungary embarked upon the liberalization process with such speed that the World
Bank itsdlf, in its evaluation of the adjustment loan, SAL I, in June 1993, stated: “... in
the area of trade liberalization, Hungary’s speed of adjustment was comparable to that of
countries which applied shock therapy (Czechoslovakia and Poland).”  Hungary
embarked on something unprecedented, both in the transition economies and in a wider
international context, i.e., the exceptionally rapid elimination of quantitative restrictions
on imports without the temporary enhancement of customs protection amidst a declining
level of tariffs.

2.3 Summary

The foregoing review of the policy designs of trade liberalization in the seven
sample countries clearly brings forth their standard features. Irrespective of their
contextual diversities, a “one size fits all” type of reform program was implemented in
all the countries. Secondly, although trade-liberalization measures were designed as a
part of an overal policy package, they were the part of the package that was most
expeditiously implemented in all the sample countries. Thirdly, none of the liberalization
programs had any built-in provisions for compensation, i.e., they neither had any safety-
net schemes nor any support mechanisms for the people who would potentially be
affected by reform-induced policy shocks.

[11. Macro and Sectoral Outcomes of Trade Policy Reforms

Keeping in mind the stated objectives of trade liberalization under Bank/Fund
sponsored adjustment programs, the present section traces the outcomes of the reforms at
the aggregate level in the following areas. (i) export growth and diversification; and (ii)
growth in industrial capacity and competitiveness.

3.1 External Trade

The origina stated goal of the trade-policy reforms had been to integrate
developing economies into the world economy through pursuance of an export-led
development strategy as opposed to the inward-looking one of the post-World War era.
The policy reforms were carried out on the promise that the economies would benefit
from dynamic efficiencies generated by free trade.
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Although the studies showed that exports grew in most of the countries following
trade liberalization, this export growth was very narrowly based on a few national
resources and items produced with lowskill labor. Moreover, export growth was
underpinned by continued import growth and falling terms of trade. Asa result, trade
deficits as well as current-account deficits increased with a consequent adver se impact
on the external debt situation. Furthermore, trade liberaization was paralleled by a
proliferation of informal trade, as well as by an increase in cross-border illegal tade.
Finally, in many countries the benefits of export growth went primarily to the
multinational corporations at the cost of domestic producers.

A number of congtraints have been identified to explain the lack of export
competitiveness of domestic manufacturing firms. They include: poor infrastructure; high
transaction costs of entering the international market; lack of technical experience in
competitive marketing; difficulties in obtaining export finance;, restrictive policies
occasioned by the business environment; and lack of capacity to take advantage of the
trade regime of the WTO.

3.1.1 Export growth and GDP share

Trade-liberalization policies were supposedly aimed at expanding the growth
rates of exports. In most of the sample countries, export growth accelerated during the
post-liberalization period. Y et, while the share of total exports of the sample countriesin
GDP rose when compared to the pre-adjustment period, the rate of increase was far
from satisfactory and has not been able to put any dent in the trade deficits of these
countries.

In Ecuador, for example, the share of exports in GDP rose from 21.5 percent in
1980 to 25.8 percent in 1990. Yet, at the same time, the total value of exports fell from
US$2.52 billion in 1980 to US$2.35 hillion at the end of the decade, failing to meet an
anticipated export growth. Theincrease in exports share of GDP can be accounted for
more by an absolute fall of GDP rather than by a better performance of the exporting
sector in the 1980s. Participants at the SAPRI Opening National Forum explained that,
while large exporters have depended on devaluation rather than improved productive
capacity to enhance their competitiveness, much of this competitiveness has been lost to
the taking of large profits

Bangladesh had only limited integration with the world economy prior to
adjustment, and exports accounted for just 7.4 percent of GDP. The period following
adjustment reforms saw a modest increase in exports, with their overall contribution to
GDP reaching only 9.7 percent.

As the Zimbabwe Opening National Forum participants stressed, domestic
businesses have often been insufficiently prepared to compete in global markets when
liberaization measures have been taken. The result in Zimbabwe has been the failure to
generate the foreign currency anticipated and to stimulate the economy. Real GDP
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growth during 1992-97, the period following trade liberalization, was 3.2 percent as
compared with arate of 5.3 percent in the period 1985-91, prior to the implementation of
the structural adjustment program.

While overall performance of manufacturing exports has not been strong, some
countries experienced a modest export growth in the post-adjustment period. In the
Philippines, the share of exportsin GDP was 23 percent in 1982 and grew to 52 percent
in 1997, recording a much better supply response than other countries in the study.

3.1.2 Diversification

The disaggregated data on trade performance of the sample countries show either
a high degree of concentration of a sub-sector or growth emanating from sub-sectors that
aready had established markets. It is, however, evident that traditional sectors have not
performed well at all. More importantly, a large segment of the leading manufacturing
activities suffered significantly, provoking output contraction, retrenchment of
employees and bankruptcy of enterprises.

In Ecuador, a marked differentiation was observed in the exports of primary and
manufactured products. In the 1980s, exports of manufactured goods declined more than
40 percent, from US$626 million in 1980 to US$367 million in 1990. This drop in
Ecuadoran manufactured exports an important impact stemming from adjustment
policies during the decade, occurred within a period in which the world trade of
manufactured goods was growing at three times the pace of trade in primary products
At the same time, Ecuadoran exports of primary commodities (i.e., bananas, cacao, etc.)
grew at an annual average rate of 2.7 percent, increasing from US$1.85 hillion in 1980 to
US$2.34 billion in 1990. While other countries, including neighbors such as Colombia,
were developing and strengthening their industry, Ecuador was concentrating on
increasingly intensive exploitation of its natural resources. Instead of relieving the
country’s external debt burden, this pattern of trade had the opposite effect, as theratio
of external debt to total exportsrose from 183 percent in 1980 to 490 percent in 1990.

In Zimbabwe, three maor outcomes relating to manufacturing export
performance emerged during the ESAP period. First, agro-processing emerged as a high
growth sub-sector from 1990-95, with dairy products recording 18.5 percent average
growth, meat products 21 percent, grain foodstuffs 40.2 percent, other foodstuffs 11
percent and beverages 86.2 percent. This indicates the potential of Zimbabwe's
agricultural base to generate export competitiveness in an open market economy and in
the absence of serious externalities. Second, traditional and high-technology industries
emerged as low-growth sub-sectors. The worst performers among traditional exports
were: iron and steel, with 21 percent negative growth ferro aloys, with 6.7 percent
growth; textiles, with 7.3 percent growth; and clothing, with 11.2 percent growth. High-
technology exports, such as machinery, electrical machinery and transport equipment,
experienced slow growth, revealing the country’s technological weaknesses. Finaly,
resource-based manufactured exports such as metal products, leather, hides, wood and
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furniture responded positively to economic liberalization. Exceptional growth of 130
percent for jewelry exportsis aresult of the very low initia base.

In Bangladesh, the share of ready- made garments (woven, as well as knit) in total
manufactured exports climbed from 54.6 percent in 1990/91 to 75.8 percent in 1997/98,
indicating that export-oriented manufacturing activity over time was highly concentrated
in the clothing-assembly sector. Thus, Bangladesh’s apparent success in export
promotion remains a “single activity wonder” underpinned by the peculiar global
textile trade regime (i.e., because of the quota system of the Multi-Fiber Arrangement,
due to expire in 2005).

Ghana's manufactured exports earned US$3.5 million in 1986 and increased to
US$14.7 million in 1991. This tends to suggest that there was dynamic growth of
manufacturing in a more competitive environment in which, as expected, there was a
shift of resources from inefficient to efficient enterprises. However, disaggregated data
show that the growth came mainly from domestic resource-based firms that already had
established markets (the leading performers were the wood and aluminium companies
that aready had long experience in international trade). Available information from the
Ghana Export Promotion Council relating to nontraditional exports shows that the
absolute value of the exports involved were extremely small.

In the Philippines, the mgjor winners in terms of growth rates and export share
were electronic and electrical equipment and parts, as well as the machinery and transport
equipment sector, which has a very high import content. Among the losers were
garments, footwear, wood manufactures, baby carriages, toys, games and sporting goods,
basketwork, wickerwork and other articles of plaiting materials, and miscellaneous
manufactured articles. Garment exports dropped drastically, their share of exports falling
from 21.7 percent of the total in 1990 to just eight percent in 1998, thus being replaced by
machinery and equipment as the second top export earner. Meanwhile, the garments
sector saw intensified competition from imported products from China and South and
Southeast Asia in the domestic market.

3.1.3 Import growth and trade deficit

Imports have been robust during and after adjustment. There has been a general
trend of higher growth in imports vis-a-vis exports in the sample countries. In Ecuador,
for example, imports grew impressively from US$1.6 billion in 1990 to US$5.1 hillion in
1998. In other words, imports grew at an annual average rate of 15 percent, which was
significantly higher than the annual average rate of growth of exports (5.6 percent). The
resulting deterioration in the trade balance emanating from trade liberalization, it was
pointed out at the Opening National Forum in Quito, has intensified with the flood of
Asian exports into the country.

Consequently, there were causes for concern due to the mismatched export-
import growth that negatively impacted the trade balance and created pressure on
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foreign-exchange reserves. Inthe Philippines, for example, the share of importsin GDP
was 28 percent in 1982 and grew to 64 percent in 1997. The share of the trade deficit in
GDP rose from nine percent to 12 percent in 1994. In Bangladesh, imports were 19
percent of the GDP for the entire two decades. In recent times, import levels have been
rising and have been drawing down the country's foreign-exchange reserves.

3.1.4 Composition of imports

Regarding the composition of imports, it is worth highlighting that imports of
final goods and consumer goods are on the rise, while there has been a deceleration in
the growth of imports of intermediate inputs and capital goods. This result indicates a
decline in domestic manufacturing sectors that tend to have a greater value added.

In Ecuador, imports of consumer goods increased from US$229 million in 1990
to US$1.3 hillion in 1998, i.e, a six-fold increase. Imports of nondurable goods
increased from US$97 million in 1990 to US$660 million in 1998. These trendsin
imports are contrary to what the trade-liberalization program meant to bring about,
namely, an improvement in the trade balance. The data provided by the Superintendent
of Companies of Ecuador show that firms increased their imports of final goods --
excluding raw materials. Thus, the total value of these goods, which could easily have
been produced locally if there were adequate conditionsin support of domestic industry
to do so, reached US$2 hillion in 1998. For example, the total expenditure on imported
consumer goods increased from US$160 million in 1990 to US$738 million in 1995
aone. In other words, while the growth of exports hardly doubled between 1990 and
1995, imports of consumer goods quintupled.

In Bangladesh, the drop in imports of capital goods and intermediate inputs
relative to finished products indicates a reduced capacity and lack of investment in the
industrial sector, particularly in medium and large-scale industry, given that the country
is still dependent on imported machinery and equipment. The growth rate of capital
goods imports in 1989/90 was 55.9 percent, while the average annua growth rate
between 1990/91 and 1997/98 dropped to about 11 percent. Although the average annual
growth rate of imports of intermediate inputs between 1990/91 and 1997/98 was nearly
eight percent compared to 4.8 percent in 1989/90, this can be explained by an increase in
capacity utilization in the export-enclave sector, primarily ready-made garment (RMG)
producers. Thus, the deceleration in the growth of imports of capital goods and decline
in the share of imports of intermediate inputsin total importsindicate a drop in growth
of domestic manufacturing, with the exception of garment-industry assembly plants
that produce little value added.

3.1.5 Balance of payments

In the sample countries, export growth was outweighed by the expansion of
imports, generating pressure on the balance-of-payments situation.
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In the Philippines, current-account deficits shot up during the 1993-96 period,
approaching seven percent of GDP in 1997. Only the remittances of Filipino overseas
workers and decreased foreign-debt interest payments stopped it from going higher. In
Mexico, there was a deterioration in the trade deficit, which amounted to about US$6
billion in 2000. During the mid-1980s, the current-account deficit of Bangladesh moved
to nearly 10 percent of GDP, and, athough it has since been declining on the average
largely due to remittances by migrant workers, no clear patterns in the current-account
bal ance can be observed.

3.1.6 Termsof trade

The am of any trade dtrategy is to achieve terms of trade in favor of domestic
producers. During the 1990s, Bangladesh’ sterms of trade declined compared to that of the
pre-adjustment period. In fact in Ecuador, the terms of trade were faling steadily during
most of the 1980s, shifting from 100 in 1980 to 15.7 in 1988. Afterwards, the terms-of-trade
index improved dightly, increasing to 16.9 in 1989 and 17.8 in 1990. As a consequence of
the deterioration of the terms of trade, Ecuador was compelled in 1990 to export five times
the value of 1980 exports so as to obtain just as much revenue as that needed to cover the
total volume of 1980 imports

3.2 Manufacturing Sector

The trade-policy reforms were based on the assumption that a regular supply of
imported inputs at cheaper prices, together with competition from imports of finished
products, would goad the manufacturing sector to move at a faster pace. The reforms
were carried out on the premise that exposure of local firms to international competition
would improve their efficiency and the quality of their products, al to the benefit of the
consumer. To a large degree, trade-policy reforms, therefore, would be successful in
placing the reforming countries and their firms on a path to global competitiveness. The
Bretton Woods institutions claim that these reforms have contributed positively to export
performance and enhancement of technology transfer.

It has been observed, however, in the SAPRI/CASA country experiences that,
across the board, liberalization and the lack of sequencing of the trade reforms resulted
in unnecessary damage to the local manufacturing sector. Fast and radical import
liberalization was implemented at a time when loca manufacturers were faced with
severe supply-side constraints characterized by resource and management limitations.
When these factors are combined with the exchange-rate losses suffered by many
firms, together with the high cost of credit, local firms were unable to adjust to fierce
external competition. Asaresult, it is observed that many local firms -- especially small
and medium-size enterprises -- went out of business.

Thus, against a backdrop of narrowly based export growth, the industrialization
process has faltered in all the sample countries. Fluctuating and fractured industrial
growth led to either a fall in, or stagnation of, the share of the sector in GDP. More
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importantly, in most countries the phenomenon of de-industrialization was highly
evident in the small and cottage sub-sector. Furthermore, a withering away of the
import-competing industries was observed, while very few new areas for local
manufacturing firms were visible Exchangerate depreciation was unable to
contribute effectively to the export competitiveness of the industrial sector.

3.2.1 Manufacturing growth and sharein GDP

Reflecting an indifferent manufacturing growth observed in the seven countries
under review, the performance of the manufacturing sector has not been impressive in
terms of its contribution to the respective national output.

In Zimbabwe, manufactured value added, which peaked in 1991, fell by 12
percent in the next seven years and was forecasted to decline further. The high interest
rates and cost of breign currency have penalized manufacturing. The manufacturing
production index (1990 = 100) indicates a decline in output of more than 20 percent
since trade liberalization commenced. Manufacturing production has been the main
victim of liberalization policies introduced in 1991. During the 1990s manufacturing’'s
share in GDP fell to less than 16 percent for the first time since 1960, compared to an
average of 25 percent in the 1970s and 1980s. The sector has stagnated since the
introduction of ESAP and the relaxation of import controls.

In contrast, in Bangladesh the average growth rate of the manufacturing sector
between 1993 and 2000 has been 6.8 percent, compared to three percent during the
1980s. Yet the country’s manufacturing growth rates experienced high fluctuation during
the 1990s. For example, for the manufacturing sector as a whole, the growth rate fell
from 8.6 percent in 1993 to 8.2 percent the following year, but then rose to 10.5 percent
in 1995. Subsequently, the growth rate shows a declining trend, except for 1998 when it
was 8.5 percent. Of particular concern are the low growth rates of 3.2 percent in 1999 and
4.3 percent (provisional) in 2000.

At the same time, the share of total manufacturing output in GDP in
Bangladesh increased only marginally, from 13.8 percent in 1993 to 15.4 percent in
2000, at the average annual rate of only 0.2 percent. From the point of view of
structural transformation of the economy, this can hardly be considered as healthy or
satisfactory. When looking at large and medium-scale industries, it is found that their
share in GDP has risen from 9.8 percent to 11.1 percent between 1993 and 2000,
implying an average annual rate of increase of 0.18 percent. This can likewise hardly be
viewed as dynamic performance. The share of small and cottage industriesin GDP has
virtually stagnated, rising from four percent in 1993 to 4.3 percent in 2000.

In Ghana, after the launch of the Economic Recovery Programme in 1983, the
performance of the domestic manufacturing sector improved due to the availability of
imported inputs. The real annual growth rate of manufacturing value added rose from
12.9 percent in 1984 to 24.3 percent in 1985, but then fell back to 11.0 percent in 1986
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and 10.0 percent in 1987. Since 1987, when domestic manufacturing accounted for 9.4
percent of real GDP, the domestic sector's performance has been rather unimpressive
in terms of growth, share of real GDP and industrial output.

3.2.2 Sectoral composition and scale of firms

Disaggregation of the manufacturing sector by activity category points to several
fluctuating patterns in terms of size, spatial distribution and market orientation. Overal,
import liberalization reduced or wiped out certain domestic manufacturing activities
and forced many small and medium-scale enterprises out of business.

In Zimbabwe, the lowdown in manufacturing output was largely attributable to
the weak performance of textiles, clothing, footwear, wood and furniture, paper, printing
and publishing, and transport and equipment. The textile industry has been particularly
hard hit by the liberalization of trade and the consequent influx of cheap imports that
have forced many small and medium-sized enterprises to reduce production, go out of
business or switch from manufacturing to importing in order to survive. Imported
second- hand clothing flooded the local market at a time when wages were faling and
consumers were forced to seek the cheapest products available, Opening National Forum
participants explained. As locally manufactured textiles were pushed out of the domestic
market, several clothing and textiles firms went under and employment and wages fell
significantly. The Zimbabwe Congress of Trade Unions estimates that over 15,000
people lost their jobs in this sub-sector from 1992 to 1997. Electronics manufacturers
and workers suffered similar fates. The Forum participants stressed that there should
have been a serious assessment of the ability of Zimbabwean industry to compete before
trade barriers were dropped, as well as a recognition of the crippling effect that the high-
cost of borrowing would have on those firms that did try to upgrade their competitive

capacity.

At the Opening National Forum in Mexico in 1998, it was estimated that 17,000
to 20,000 small businesses had been forced into bankruptcy as a result of trade and
financial-sector liberalization, deadling a severe blow to the country’s productive
apparatus. The precipitous removal of trade and investment barriers has caused many
such Mexican enterprises to be displaced by foreign companies and the domestic content
of finished goods to be reduced.

In Hungary, tens of thousands of small shops have lost their viability as
suppliers, it was explained at the SAPRI Opening Forum in that country, with the demise
of much of the medium and small-sized enterprise sector at the hands of the country's
rapidly paced open-trade policy. Employing about 70 percent of all Hungarian workers,
this sector has not had the time or support needed to develop the capacity to compete with
the flood of cheap, high-quality imports.

In Bangladesh, the average growth of large and medium-scale industries during
the 1990s has been seven percent, while the growth rate of small and cottage industries
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has been 6.4 percent. These average growth rates may be somewhat misleading,
however, as a pattern of uneven and inconsistent growth is observed for large and
medium-scale industries, aswell asfor small and cottage industries. The growth rate of
large and medium-scale industries declined from nine percent in 1993 to 8.3 percent in
1994, but then rose to 11.4 percent in 1995. Growth in the following years showed a
somewhat declining trend, except for 1998; the growth rates in 1997, 1999 and 2000 were
less than half that registered in 1993. For small and cottage industries, the growth rate
increased consistently from 7.7 percent in 1993 to 8.3 percent in 1996, but then declined
equally consistently to four percent in 2000, athough it had plummeted to 0.8 percent in
1999 (due to floods).

At the same time, in Bangladesh the share of import-substituting manufacturing
output in total manufacturing output has rapidly declined over time, as seen when this
ratio is compared with the ratio of total manufacturing output to GDP -- since
manufactured exports to GDP have risen from 5.2 per cent in 1990/91 to 11.7 per cent in
1997/98. Some major import-substituting industries -- such as cotton textiles, sugar and
paper -- have experienced aregression in the 1990s. During the period 1991/92-1997/98,
production of cotton textiles, sugar and paper shrank by 24.2 percent, 14.8 percent and
48.0 percent, respectively. The participants in the Opening National Forum pointed to
the country’ s rapid reduction of tariffs, which has opened a floodgate of imports from
better-financed transnational corporations, as a principal reason for the country's
inability to develop its indigenous industries. At the same time, export-oriented
manufacturing activity has become concentrated in the assembly of ready-made
garments, whose share in total manufactured exports climbed from 54.6 percent in
FY 1991 to 75.8 percent in FY 1998.

In Ghana, the firms that fared well were those with a strong local resource base
(wood and beverages), cheap input sources (aluminum) and high, "natural” protection
from transport costs (cement). Also included in this group were firms that the
government considered core industries, which thereby benefited from public investment
in upgrading equipment (the petroleum refinery).

3.2.3 Capacity utilization

The modest industrial (export) growth experienced by the SAPRI/CASA
countries in the face of low investment flows to the sector has been largely achieved
through improvement in the capacity utilization rate. Yet increases in the capacity
utilization rate have been marginal.

In Ghana, capacity utilization in the manufacturing sector increased from alow
level of 18 percent in 1984 to 40 percent in 1988 and then fell to 38 percent in 1989.
These levels, however, are still deemed unacceptably low. Further growth in
manufacturing activity requires more investment to refurbish and modernize run-down
facilities. A significant proportion of production capacity had been run down to such an
extent that it could no longer be used. Yet the fiscal and monetary policies put in place




have not been able to encourage the investment needed to revamp existing capacity, let
alone fuel an expansion of capacity. Since such investment was slow to materialize, the
rate of growth of manufacturing value added fell to 5.1 percent in 1988, 3.1 percent in
1989 and 2.5 percent in 1990.

In Bangladesh, the average annual growth rate of imports of capital machinery
and parts during the period 1990/91 - 1997/98 was 11.2 percent, compared to a growth
rate of 51.5 percent in 1989/90. The share of capita goods imports in total imports has
dropped from 18.8 percent in 1992 to 14.9 percent in 2000. These figures seem to
indicate that while an increase in industrial capacity has occurred in the 1990s, this
increase has not taken place in a sustained manner, with the result that the share of
capital goods imports in total imports has declined.

Concurrently, the average annual growth rate of imports of intermediate inputs in
Bangladesh between 1990/91 and 1997/98 was nearly eight percent, compared to 4.8
percent in 1989/90. This indicates an increase in capacity utilization during the 1990s.
On the other hand, the observed decline in the share of imports of intermediate inputs in
total imports between 1991/92 and 1999/2000 seems to indicate that either (i) the rate of
increase in manufacturing capacity utilization outside the export enclave (basically
producing ready-made garments) has been lower than within the enclave, or (ii)
intermediate goods produced by local industries have to some extent replaced their
import. The first inference is in fact supported by the rapid increase in bonded imports of
fabric by the RMG industry under the back-to-back Letters of Credit system and a large
increase in imports by industries located in export-processing zones. The average annual
growth rate of fabric imports within the export enclave between 1990/91 and 1997/98 has
been 19.6 percent, with a clearly discernible upward trend.

3.2.4 Structural transformation

Trade liberalization seems to have unleashed a structural shift away from
manufacturing in favor of the service sector. At the same time, local enterprises have
found it difficult to enter new areas of specialization.

In Ecuador, the service sector is in the process of replacing the production of
goods at the margin. The share of industrial firms in the total number of companies
registered in the country decreased from 20.4 percent in 1985 to 11.6 percent in 1998.
The share of construction companies decreased from 6.8 percent to 5 percent in the same
period. On the other hand, the share of commercial, transport and communications, and
service companies increased from 61.6 percent to 73.3 percent. The reduction in the
share of industria firms in the total number of companies does not imply per se a
proportional drop in overal industrial production. Yet a decline in the sector's
importance can be observed through its share in total national assets and sales. While the
industrial sector owned 40 percent of total assetsin 1985, it controlled only 24 percent in
1998. Industrial sales as a part of total sales declined from 40.4 percent to 31.4 percent in
the same period, thus showing that overall industrial production has in fact shrunk
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following liberalization. Opening National Forum participants said the country had
suffered a dramatic de-industralization as a result of trade liberalization, which
spurred cheap imports, and related adjustment measures (see chapter on Financia
Sector Liberalization).

In Ghana there is hardly any sign of local enterprises entering new areas, even
within the category of local resource-based manufacturing for export. It had been
anticipated that the natural cost advantage would stimulate local entrepreneurs to invest
in this export sub-sector.

| mpact of Trade Liberalization:

“It is necessary to prepare the economy and the society before making any policy change. By preparation |
mean to make necessary changes in social conditions, working culture, technological preparedness, skilled
workforce, access to capital markets, administrative and judicial reform, etc. Bangladesh has liberalized its
trade regime without such preparation.”

-- An Entrepreneur

“Due to liberalization without preparing the industrial base in the country, many finished products are
now coming into the local markets that our entrepreneurs can produce as well. As a result, many small
industries (e.g., khadi of Comilla) are being wiped out from the market. Our producers can produce good
quality biscuits. However, biscuits are being imported. Consequently, many of the local biscuit-producing
industries are being forced to close down.”

-- An Entrepreneur

“As a small country, we should have been able to expand our export-oriented industries. But the
government has not been able to provide necessary support for investment. The Ministry of Industry is not
doing anything substantial for industrial development in the country. Government should have taken the
initiative to popularize our indigenous products (e.g., organic food product like khoi-muri-chira-gur, etc.)
in the international market, which didn’t happen. As aresult we are falling behind in export.”

-- An Entrepreneur

“Qurs is the country of khoi-muri-chira. We can produce them cheaply and easily and have them fresh.
However, we are importing corn flakes, which is not necessary at all.”
-- An Entrepreneur

“We are now unemployed. We have tried hard but nobody iswilling to provide us with employment at this
age. Even when they come to know that we were workers of a closed industry, then they think that we are
not good workers. We also do not find any self-emp loyment opportunity that we can carry on.”

-- AWorker of AB Biscuit Factory of Tongi

“My salary was Taka 2,000. | was able to bear the necessary expenditures of my children. In fact, | was
able to manage two private tutors for my children. One of my daughters is a student of class ten and the
other one is the student of class five. | have lost my job. Now | find it very difficult to send my daughters
to school. | don’t know what | should do now. | have tried my best to find another job but couldn’t find
any. | will probably have to stop sending my daughters to school. My husband is a low-paid worker. The
wage he gets is not sufficient to maintain our family. So, I am now in a crisis after | have lost the job.
Some of my old colleagues are even working as maidservant. Some of them are facing torture from their
husbands. Families of some of them have also been broken down dueto losing their jobs.”

-- A Female Worker
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3.2.5 Ownership of the emerging sectors

A wide range of incentives is being provided to attract foreign investment in the
sample countries, as a result of which the relatively developed countries are witnessing a
shift of ownership in the production sector in favor of multinational corporations.

In Hungary, industrial output is recovering quickly due to the activity of
multinationals, which are mainly in operation in the customs-free zones. The Hungarian
economy can well be characterized by performance differences between the customs-free

Voices of the People of Bangladesh

“| was a laborer of AB Biscuit Industries of Tongi. The factory is now closed for last eight years. | am
unemployed. | am not getting any other job and | do not find any self-employment opportunity to carry
on. Now | cannot support educational expenses of my children. My elder daughter is a student of class
VIl. Her admission fee is Tk. 500 but | am unable to pay the fee. | could not send my only son to
school. He is 11. He is now sent to a workshop to do something for the family. I am now in a sea of
problems.”

-- A Female Worker of AB Biscuit Factory

“My husband tortured me physically after | had lost my job. He is unemployed. | have one child. | am
now living in my brother’s house. | have invested the money that | received but the return isinsufficient
to maintain my family.”

-- A Female Worker of a Textile of Tongi

“In the competitive market, the entrepreneurs are less careful about the environment of the work place.
There is no proper system of discharging industrial effluents in many industries. Workers have no voice
inthisregard asthey are concerned to keep their employment sustained.”

-- A Labor Leader

“Hundreds and thousands of workers are now becoming unemployed due to closing down of both state-
owned and private industries, but the government is virtually not doing anything for them. The workers
who have lost their jobs are now living a sub-standard life. Many of them have been compelled to
withdraw their children from schools. Their children have now become child labor, sex labor. They
have become maidservants. They are now breaking the bricks on the streets. Should the government do
anything for them?”

-- A Female Worker

“We can now have many foreign goods cheaply. But government should take care of our own industries
aswell.”
-- A Rural Consumer

“Female workers are also in worse situation with respect to using the money that they got at the time of
retrenchment as compared with their male counterparts. Male workers could spend or invest that money
on their own but the female workers had to give that money to their husbands. Many of them can’t even
ask where and how that money was spent or invested. Some of their husbands have also fled away with
that money, deserted them and married again with that money. Some of their husbands have left them
saying that ‘1 married her only because of her job, now she has lost her job, | don’t need her anymore'.
How awful the situation can be for those who are the victims of such desertion.”
-- A Female Worker
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and customs-zone enterprises. Companies in customs-free zones, which employ only two
percent of the 2.1 million workers in the manufacturing sector, produce two fifths (43
percent in 1999) of the total exports.

In Mexico there has been displacement of domestic producers by the
multinationals in export activities, as 70 percent of exporting enterprises are foreign
owned corporations.

3.2.6 Exchange-rate depreciation and competitiveness

Trade liberalization is expected to promote export growth by reducing policy-
induced anti-export bias. An overvalued exchange rate discourages exports, however,
and can frustrate the achievement of the goal of trade liberalization. In other words, an
“appropriate’” exchange-rate policy complements trade liberalization by enhancing export
competitiveness, and at the same time it helps to contain import growth in the face of
ongoing import liberalization.

Whether export growth is likely to be significantly stimulated by devaluation
depends on the price elasticity of supply at home and the price elasticity of demand
abroad for the export commodities. An estimation of the export-supply function linking
export value with relative price and capacity output of the tradable sector as determinant
variables in Bangladesh found statistically insignificant sensitivity of export supply to
price, but significant strong sensitivity to capacity output. The estimate revealed a high
sensitivity of demand of Bangladesh’s exports to the income growth of trade partners.
The price elasticity of export demand was, however, found to be low, with a 10-percent
decrease in export prices likely to raise demand abroad for Bangladesh’s exports by about
five percent. Studies by other investigators report similar general findings about the
supply-side constraints and relatively low price elasticity of demand for Bangladesh's
exports. Another recent study, however, found consistently high values of price elasticity
of demand for Bangladesh’s exports. Overdl, available evidence indicates that
devaluation can increase exports of Bangladesh to some extent, provided supply-side
constraints are addressed. The SAPRI study argues that devaluation should not, however,
be relied upon to ensure competitiveness, as compensatory measures against
inefficiencies elsewhere in the economy only delay removal of the inherent problem.

Meanwhile, Ghana's substantial realignment of nominal exchange rates, a critical
component of the structural adjustment program, has not had a significant impact on
export volume. The export response of Ghanas manufacturing sector apparently
depended on factors additional to exchange rates.

V. Distributional Impacts of Trade Policy Reforms
It is well known that all reform programs have their “winners’ and “losers’. A

political -economy analysis of the impact of trade-liberalization measures under
adjustment reveals that the most disadvantaged segments of society had to

48



disproportionately share the burden of adjustment. It was evident that the employment
growth occurring subsequent to trade liberalization was no match for the volumes of
new entrants to the labor market. The marginal increase in employment was highly
concentrated in the non-manufacturing sector, and within the manufacturing sector it
largely flowed into the export-oriented industries, much of which depended on low-skill
assembly plants. The loss of employment occurred mostly in the domestic market-
oriented sector. Real wage rates declined as a rule, and informalization of labor
became more pervasive.

4.1 Effectson Employment
4.1.1 General employment scenario

In the Philippines, the combined effect of the liberalized trade climate, an
overvalued peso and capital liberalization has proven to work against labor. Overal, the
number of employed persons in the formal sector has increased by less than six million
per decade between 1980 and 2000, the period covering the process of trade
liberalization. Thisaverage of barely more than half a million jobs generated annually
is way bel ow what the economy must generate, i.e., over a million jobs per year, to
absorb an average of 700,000 new entrants to the labor force, over and above the existing
jobless individuals. The Asian crisis reduced employment growth drastically in 1997 and
1998. Employment growth in the Philippines was a mere 112,000 in 1997, reaching
27.53 million from 27.42 million in 1996, followed by a further diminutive growth of
325,000 in 1998. It only bounced back again above the one million mark in 1999, adding
1.636 million workers for atotal of 29.49 million in a country with a population of about
77 million. In 2000, however, the total number of employed persons plunged downward
again, dropping by 1.314 million to 28.198 million.

The trends in employment and tnemployment in Bangladesh indicate that the
labor force has grown at a faster rate than the creation of job opportunities following
trade liberalization. According to the Labor Force Survey (LFS), overal employment
increased from 50.1 million in 1989 to 54.6 million in 1995/96, while the number of
unemployed persons increased from 0.6 million to 1.4 million during the same period.
Previoudy, in the post-independence period between 1974 and 1989, open
unemployment had declined consistently from 8.68 to 118 percent. The observed
increase in open unemployment, from 1.96 percent in 1990/91 and 2.50 percent in
1995/96, has occurred during the period when the process of import liberalization was
accelerated. Furthermore, tnemployment of women has increased at a faster rate than
that of men.

In Zimbabwe, the rate of growth in employment decelerated from an annual
average of 2.4 percent during the period 1985-90 to 1.5 percent during the period 1996-
99. The average rate of formal-sector employment growth under adjustment is half the
rate of growth of the labor force, implying that new jobs are not being created fast
enough to absorb new entrants into the labor market. According to Sandard Chartered
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Bank Business Trends (September 1998), a total of 140,000 new jobs were created from
1990 through 1997, certainly far behind the level of new entrants into the labor market
estimated under ZIMPREST to be 183,000 annually. Another data source, Gemini
Technical Reports (1991 and 1994), indicates that some 196,000 jobs were created in the
micro- and small-enterprise sector between 1991 and 1993 in both the formal and
informal sectors. Without dwelling on the definitional overlaps of the above-mentioned
two sets of figures, it may be concluded that the incremental new jobs were basically
“low quality” jobs created largely in the informal sector.

Apart from the pressure from new entrants, liberalization has had casualties
among those who are already employed. In Zimbabwe, the first of these casualties were
those engaged in firms that supplied the domestic market and were unprepared to face
competition from abroad. Removal of protection saw the exit of such firms during the
early phase of the economicreform program. Particularly affected, as mentioned
earlier, were the textile and clothing sectors, in which several large companies (e.g., Cone
Textiles, Julie White), as well as small firms, were closed and over 20,000 employees
laid off. The second category of the labor force that suffered was employees in firms that
supplied overseas markets but were unable to do so when export-incentive schemes were
eliminated by the reforms. The last casualties included workers retrenched as a result of
privatization and civil-service rationalization. This final group received some
compensation through the so-called social dimension fund that enabled a number of
unemployed workers to start their own informal business operations.

In Ecuador, open unemployment in urban areas hasincreased. The jobless rate
was six percent in 1990, nine percent in 1992, 10 percent in 1996, and 14.4 percent in
1999. The greatest increases in unemployment rates took place in the lower-income
population groups. At the bottom quintile, which comprises the poorest population,
unemployment rates shifted from 10 percent in 1989 to 15 percent in 1992 and from 17.7
percent in 1996 to 24 percent in 1999. At the higher end of the income-distribution scale,
which comprises the top quintile, the average unemployment rate remained below five
percent during the 1990s. Furthermore, with respect to the total number of unemployed
people, the share of those who permanently lost their job is higher than the share of those
who were unemployed for the first time. This pattern was particularly notable from 1991
onwards, which marked the beginning of “labor-market flexibilization” under Ecuador’s
adjustment program.

Hungary remains an extreme case. The number of employed fell from 5.5
million to 4.0 million between 1989 and 1995, i.e., by 1.5 million, and stabilized at about
37 percent of the total population and 52 percent of people of working age. In the
observed history of Hungary, including the years of crises, world wars and revolutions, at
no time was the workforce reduced to such an extent. While in the previous 40 years
unemployment was unknown, under liberalization formal unemployment increased at the
national level to 13 percent and, in some regions, it reached about 17 percent.
Employment opportunities are especially difficult to find for young people seeking their
first job and for those over 40 or 50 years of age.
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Experiences in other countries also show that there is a demographic attribute of
the newly employed that favors young workers. As a result, retrenched workers have
had great difficulty obtaining new jobs. In genera, although there were some routine
increases in job creation in most of the SAPRI/CASA countries in the post-trade-
liberalization period, the level of employment growth remained susceptible to both
external and internal shocks. It isalso significant to note that this employment increase
bypassed the manufacturing sector.

4.1.2 Sectoral distribution of employment: Lossin the manufacturing sector

In the Philippines, the rise in the share of employment of the commercia and
service sectors is consistent with the course of the inflow of investment into real estate,
financial ingtitutions, wholesale and retail trade, and private services. Even though
agricultural employment has increased in absolute terms, there has been a declining
share of agriculture in employment throughout the 1990s, dropping from 45 to 40
percent of total employment. At the same time, there have been only incremental and
marginal increases in manufacturing’s share even during the relatively higher
employment years of 1995, 1996 and 1999. It is apparent that the liberalized trade
climate did not have any significant impact on job creation. Rather, with the increased
competition from cheaper imports, local industries that have been forced to shut down,
streamline or cost-cut have added to the level of unemployment and underemployment.
Furthermore, as pointed out at the Opening National Forum in Manila, increased foreign
control and freer mobility of industries have facilitated the movement of factories to other
Asian countries where wages are lower. This, said the Forum participants, has helped
fuel the growth of the informal sector and forced many skilled workers to migrate
oversess.

The sectora distribution of employment in Bangladesh shows that the absolute
level of employment has fallen sharply in the industrial sector between 1989 and
1995/96. For industry as a whole, employment has declined from 7.8 million to 5.2
million, i.e., afal of 33 percent. The contraction in employment has been sharper in the
manufacturing sector, where employment shrunk from 7.0 million in 1989 to 4.1 million
in 1995/96. As a result, the manufacturing sector’s share of total employment was
reduced from 14 percent to 7.5 percent during the above period. This sharp reduction in
employment in the manufacturing sector as a whole has occurred primarily in the
small and cottage industries, much of it in informal-sector industries in both urban and
rural aress.

In Zimbabwe, most of the jobs created in the period 1990-97 were in large-scale
agriculture (40 percent), followed by education (29 percent) and other service sectors (23
percent), reflecting a lack of industrial development. These statistics indicate that
liberalization brought some gains to workers in non-traditional agriculture, such as
agro-processing and large-scale horticulture, as well as in the financial sector, at the
expense of the industrial labor force.
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Out of the entire sample of the empirical survey conducted in Ghana, a margina
majority (51 percent) of the firms experienced an increase in job creation since the
inception of the structural adjustment program. This increase in employment, however,
occurred mostly in large-scale manufacturing firms. Nearly two thirds of medium-sized
firms experienced a decline in employment generation. While these figures indicate the
location of the new jobs, they do not say anything about the magnitude of the
employment increase.

4.1.3 Informalization of Employment

In Zimbabwe, the forma sector has shown limited capacity to absorb new
entrants who, unlike in the past, have good forma training and education. Market-
oriented economic reforms introduced in 1991 have been responsible for shrinking
demand for labor, retrenchments and a fall in real wages for those who remained in
the formal sector, according to the UNDP's Zimbabwe Human Development Report
1998. Contraction in formal-sector employment has resulted in the growth of an
informal sector to absorb retrenched workers and new entrants into the job market, as
well as to provide supplementary incomes for those who remain in formal employment,
as their real incomes have been on a downward trend for a long period. Women are
supplementing declining real wages by selling food products and second- hand clothing
through informal cross-border trade and by making clothes and crotchet handicrafts.

Although the importance of the informa sector in creating employment in
Bangladesh has declined dlightly since the mid-1980s, the sector is estimated to have
accounted for about 88 percent of total employment in the country in 1995/96. In sharp
contrast, the share of the informal manufacturing sector in total manufacturing
employment has fallen dramatically from nearly 82 percent in 1983/84 to only 4.6
percent in 1995/96. Goods produced by informal industry have faced competition from
imports as a result of liberalization, and many of these small enterprises -- including
small engineering workshops, rural industries, bakeries and biscuit factories -- have been
forced to close down due to the easy inflow of foreign goods.

4.2 Effectson Consumers

I n some cases, a positive feature of trade liberalization has been theincreasein
the availability of a wide variety of quality goods and services on the domestic market.
In such a stuation, the removal of restrictions to accessing consumer goods has meant
that real prices of basic goods have remained relatively low due to intense competition
between wholesalers and retailers, as well as between informal and formal firms and
operators.

In other cases, however, import liberalization, coupled with the devaluation of
national currencies, has led to higher prices in the face of stagnating purchasing
power. For countries whose productive sectors are highly import-dependent, such as
Ecuador, this has meant a rise in production costs, as well as an increase in inflation
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levels, al of which leads in the long run to a loss of competitiveness. In Ghana, trade
liberalization and devaluation have, according to the Opening National Forum
participants, combined to raise food prices. In an environment of increasing layoffs and
stagnating wages, this has hit the poor particularly hard. Food security among the poor
has simultaneously been undermined by a decline in domestic food production caused by
the increased devotion of land to export crops in response to devaluation and related
measures. At the Forum in Hungary, it was pointed out that the entry of foreign
supermarkets with their cheap imported goods has reduced the national consumption
of local products such as milk, that are of high quality in Hungary.

4.3 Gender Implications

Trade liberalization has also had a gender bias. The study in Zimbabwe found
that women have been the main victims of retrenchments in the formal sector and, as a
result, have been forced to stay home or engage in informal businesses in which incomes
and other benefits are at a minimum. According to a survey conducted in Ghana, over
50 percent of the female-owned firms suffered a contraction of production during the
period under review, significantly more than their male counterparts It could be said
that femae-owned firms were more sensitive and vulnerable to the forces that brought
about change in employment, production output and market size. In the agricultural
sector, Ghanaian women, who produce 60 percent of the country’s food, have suffered
disproportionately from the flood of cheap imports and from other liberalization
measures, according to the Opening Forum participants. They also expressed concern
about the fate of rural manufacturing, particularly small-scale food processing, much of
which is aso done by women.

While the incremental employment gains observed in the export-oriented
industries are usually highly feminized -- women hold 90 percent of the 1.7 million
assembly-plant jobs in the apparel sector, for example, in Bangladesh -- the vagaries of
the market and adjustment-related labor-market reforms make employment in such
industries extremely precarious. A case in point is the Philippines, where the 1980s
export boon in the garment sector, in which women comprise 75 percent of the
workforce, gave way by the mid-1990s to a precipitous decline in foreign sales. By then,
“labor flexibilization” measures allowing greater subcontracting of workers had reduced
job security, as well as wages, benefits and working conditions, from the already low
levels that have characterized this sector. A similar situation exists with the maquila
sector in M exico, which employs mostly women in lowpaying, unskilled jobs with poor
working conditions and no benefits or job security.

4.4 Income I nequality

Income inequality has been accentuated in almost all the sample countries in
the post-adjustment period. The increase is possibly most stark in the case of Hungary,
where the economic transformation that involved the liberalization of trade polarized
society. A broader middle class did not develop, and important segments of middie-
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income sectors that in the past enjoyed stable living conditions suffered setbacks. A
large part of the population can be regarded as the losers in this transformation.

The proportion of the population living on less than the minimum necessary for
subsistence in Hungary was about 15 percent in 1991, 22 percent in 1992, 25 percent in
1993, 32 percent in 1994, 30-35 percent in 1995 (based on a downwardly amended
minimum level) and 35-40 percent in 1996. A complete readjustment of income levels
followed the political change in the country. The difference in per capita income
between the lowest and highest income brackets (the 10 percent of the population at each
end of the scale) increased from 4-4.5 times before 1990 to 8-9 timesin 1999. The steep
growth of income in the highest 10-20 percent category was accompanied by the tragic
impoverishment of the low-income sectors.

Ecuador is another case in which income inequality has worsened
dramatically. The Gini coefficient (which measures the extent to which the distribution
of income among individuals or households deviates from a perfectly equal distribution --
0 being perfect equality and 1 being complete inequality) increased from 0.44, where it
stood from the mid-1970s until 1988, to 0.57 in 2000. This indicator would be much
worse if it were also able to take into account the mncentration of assets and property
rather than simply reported income.

V. Conclusion

The seven countries in which SAPRI and CASA assessments were done on the
impact of trade liberalization, athough diverse with regard to their income levels and
economic conditions, have all experienced greater growth of imports, in terms of value of
merchandise, than of exports. As a result, trade and current-account deficits have
increased, causing higher levels of foreign debt. This situation has been exacerbated by
declining terms of trade, which has meant that more exports have been required to
purchase the same amount of imports. Furthermore, most export growth has been highly
concentrated and typically based on ajust a few resources and items produced with [ow-
skilled labor.

Import liberalization has led to the failure of local enterprises and the destruction
of domestic productive capacity. This has resulted in an employment loss in important
sectors of local economies, thereby reducing the purchasing power of large segments of
society and overriding presumed consumer benefits from the opening up of trade.
Export-led growth has not become a driving force in the countries reviewed, while those
gains registered from what growth there has been in exports have tended to be
concentrated in few hands, exacerbating existing inequalities.

The failure to recognize the negative impacts of trade liberalization programs on
significant sectors of society has made these programs economically inadequate, socially
unacceptable and politically unviable, as well as technically inefficient. This failure is
due in good part to a lack of meaningful participation of nationa stakeholders in the




articulation, design and implementation of economic policies, a point that was driven
home at the Opening National Fora. Furthermore, absence of any feedback mechanism
involving the affected constituencies largely deprived the programs of the ability to make
any mid-course corrections and reduce their economic and social cost.

In sum, trade liberaization has had the following consequences in the countries

studied:

Trade liberalization, having been pushed through indiscriminately, has allowed
import growth to surpass that of exports and destroyed the conditions necessary
for the sustainable growth of domestic firms. At the same time, greater import
growth and falling terms of trade have resulted in trade and current-account
deficits that have worsened the external debt situation.

Many local manufacturing firms, particularly innovative, small and medium-
Size ones that generate a great deal of employment, have been forced out of
business. Leading manufacturing activities have suffered from indiscriminate
import liberalization, provoking a reduction in output, bankruptcy of enterprises
and loss of employment. While import-competing industries have tended to
disappear, very few new areas for local manufacturing firms have replaced them.
The decline in domestic manufacturing has followed the flooding of local
markets with cheap imports that have displaced local production and goods.
The situation has been exacerbated by the absence of an industrial policy to
support domestic firms in dealing with new conditions or with shocks in
international markets.

Exchangerate depreciation, unable to contribute effectively to the export
competitiveness of domestic industries for which it was intended, has increased
the price of imported inputs and raised production costs, which particularly
hurt manufacturing firms producing for the domestic market. Lack of accessto
affordable credit and to technology transfer, as well as depressed demand
resulting from loss of employment and a fal in wages, have aso contributed to
the devastation of local industry.

Export growth has been concentrated in a few activities that do not create links
to the local economy and has typically been very narrowly based on a few
resources and items produced with low-skilled labor. Many traditional
manufacturing sectors have been unable to compete in a liberalized market.
Furthermore, in many countries the benefits of export growth have gone primarily
to transnational corporations at the expense of domestic producers.

The most disadvantaged segments of society have had to disproportionately
share the burden of adjustment. Employment growth occurring subsequent to
trade liberalization has been no match for the volumes of new entrants to the labor
market. The limited employment that has been generated is highly concentrated
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in export enclaves or in similarly low-wage services. Employment losses have
occurred mostly in the domestic market-oriented sector. Overal, real wage rates
have tended to decline, income inequality has increased, and job insecurity and
“informalization” have become more pervasive.

= Lack of meaningful participation of national stakeholders in the articulation,
design and implementation of trade policies has rendered these measures
technically inefficient and socially costly.

In light of these findings, severa initidl recommendations can be made. An
industrial policy should be in place to address the structural constraints causing
inefficiency and enhance the competitiveness of domestic enterprises before undertaking
any further opening of a country’s trade regime. Trade-reform measures should take into
account the conditions of domestic producers and should be paced and sequenced in
order to create alevel playing field that will help to stimulate local production and ensure
that domestic enterprises can face competition from foreign goods.  Industrial
inefficiency should not be solved by killing industries through imports. Rather,
efficiency-enhancing measures should be adopted to enable industries to confront import
competition successfully.

In each country, certain industries and sectors of the economy are an important
source of employment and play a key role in domestic development, particularly for poor
and middle-income segments of society. Trade policy should support a country’s
strategic sectors and employment-generating industries, serving to build a strong
industrial sector that can provide the base for economic development. Trade reform
should be nuanced rather than indiscriminate. Finally, future reform processes should be
designed by governments with the participation of a wide range of sectors and population
groups to ensure that policies are consistent with national devel opment aspirations.
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Chapter 3

Financial Sector Liberalization,
Effects on Production and
the Small Enterprise Sector

|. Introduction

Financid-sector liberdization wasan integra part of the sructura adjustment and economic
dabilization programsin four of the SAPRI countries under sudy, namely, Bangladesh, Ecuador,
El Salvador and Zimbabwe. Thereareanumber of amilaritiesamong these countriesin termsof
both their rationde for embarking on the reforms and the processes and instruments utilized to
achieve adjusment gods. Although the magnitude of the impact of the reforms has varied, there
has dso been much amilarity in the nature of that impact.

Concerns about financid-sector inefficiencies, the fallure of some of the sectora policies
that had beenin place, and the desire of internationa and nationd financia intereststo wrest control
of the sector from the state were major motivations behind the shift toward a more market- based
approach to management of the sector in these countries. In Bangladesh and El Salvador, where
therole of the state was very extensive prior to reforms, banks were reported to be near collapse
and reforms were implemented in an effort to rescue the system from bankruptcy. In Zimbabwe,
on the other hand, state control of the sector was more limited, but government policies had
nonetheless created problems of inefficiency in the alocation of resources. In Ecuador,
liberaization was expected to increase savings and foreign investment in order to reectivate the
€conomy.

In terms of reaching out to the economically disadvantaged, pre-reform financia sysems
were not achieving this god. In dl four countries, however, the evidence indicates that
subsequent financial reformshave also failed to work for the poor and other economically
disadvantaged groups and that, on the contrary, these groups have been further
marginalized from the credit and financial system through market forces of excluson.
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Il. Background and Process of Financial Sector Liberalization

Fnandal- sector liberdization, part of the package of economic stabilization and adjustment
measures, was in many ways smilar in the four cases sudied. All the country programs were
characterized by a shift from state control of the sector toward a market-driven system. I nterest
rateswereliberalized, entry barriersand ceilingson credit wereremoved, and measuresto
improve supervision of the sector were partially adopted.

In Bangladesh, financid-sector reform was a core eement of the structural adjustment
package. The sector reforms were backed by a number of adjustment creditsand alarge-
scde technicd assstance program.  With the nation’s independence, the government had
nationalized and reorganized dl financid inditutions with the exception of a few foreign bank
branches. After 1976, as policy related to the role of the private sector changed, the government
decided to denationdize and privatize its banking ingtitutions in order to generate competition and
improvethe level of operationa efficiency of the sector.

The finandd- sector reform measuresin Bangladesh were much more comprehensivethan
in the other three countries. Notably influenced by an overriding concern to improve the
performance of banks that were experiencing difficuties, these measures included: (i) market
determination of interest rates; (ii) an end to directed lending to priority sectors; (iii) Srategiesto
improve performance by setting overal recovery targets for sate banks; (iv) introduction of lega
and adminigrative changesto hel p enforce action againg defaulters; (v) strengthening of rura credit
inditutions; (vi) strengthening of bank supervision; and (vii) improvement in the loandassfication
system to identify non-performing assets and provide adequate provisoning for bank lending
operations.

Prior to the introduction of structurd reforms in El Salvador in the 1990s, the financia
sector was heavily controlled by the sate. The banks had been nationalized in 1980 in the context
of acivil war in order to avoid atotal collapse of thefinancia system. Interest rateswerefixed by
the government, credit cellings were established to ensure that certain levels of resources were
channeled to specific sectors, and there were redirictions as to who could carry out banking
busness. The sector was segmented, with the different forms of financid ingtitutions being confined
to providing specific types of banking services.

Despite government support to the financid sector, the economy’s poor performance
deepened the lack of confidence in the Salvadoran banking system, resulting in capitd flight out of
the country. Thissituation provided judtification for there-privatization of the banksin 1990-1991,
asit wasargued that private intermediarieswould guarantee greater efficiency and competitiveness.

To the contrary, however, the country’s most conservative businessmen used their
political influence and economic power to manipulate thefinancial -sector reform process
to serve their own interests, taking particular advantage of the deficienciesin the legal
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and regulatory mechanisms. For example, in order to privatize the banks, the government was
forced to assume financid respongbility for dl bad debts through the creation of the Fund for
Financia Restructuring and Strengthening (FOSAFI). The privatization process was supposed to
democratize the ownership of assets through the sde of bank stocks to a large quantity of new
stockholders, including bank workersand small investors. Y etthe process was manipulated by
the country’ s elite to regain control of the majority of financial assets, while taxpayers
footed the bill for the bad debt.

Other modifications undertakenin the sector during thefirst haf of the 1990sin El Salvador
included the redefinition of the role played by the state devel opment banks and the creation of the
Multisectord Investment Bank (BMI) -- asecond-tier stateingtitution whose stated misson wasto
promote growth in dl the productive sectors, foment the development of smdl and medium-scale
enterprises and generate employment.

InZimbabwe, financial -sector liberalization wasan integral part of the Economic
Structural Adjustment Programme, which was introduced by the government in 1991 to
restructure the economy along more market-oriented lines. A set of lawswas established to create
new money-market instruments and financid services, st effective prudentid normsfor financid
inditutions and iminate credit- market segmentation supervisory mechanisms. A gradud goproach
was adopted to increase thelevel sof competitivenessand efficiency by alowing alimited number of
new domestic and foreign entrants into the financial sector. The development of a stock-market
exchange was accompanied by the creation of aSecurity Exchange Commission, aregulatory body
that was intended to monitor trading operations. Deposit and lending rates were deregulated and
credit controlswereremoved. The capital market was opened to foreign participation, barriersto
entry into the money and financia markets were diminated and foreign-exchange controls were
relaxed to alow banks greater freedom in the control and use of foreign currency. Findly, there
wasareduction in the prescribed asset ratios of insurance companiesand penson fundsfrom 60to
55 percent.

In Ecuador, between 1990 and 1995, the government implemented financid-liberdization
policies through a package of economic, legd and inditutiond reforms. The sructure of the
financia system was recast and itsregulations and oversight mechanismswere modified according
to the economic wisdom prevailing & that time, with the am of alowing market forcesto dlocate
the country’ s scarce resources. Among other measures, the government proceeded to expand
capital-account liberdization gradudly, which was expected to both foster capitd inflowsand help
nationa businesses obtain higher profits from their offshore investments.

From the beginning of the liberalization process, depositsin the Ecuadoran finandd system
were increasngly short-term and madein dollars. By the time the extraordinary growth of short-
term deposits ended in 1996, there had been a severe process of divestment from productive
activities.  Ecuadoran society’s scarce capital was diverted from productive
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sectors, such as agriculture and industry, in search of higher rates of return achievable
through interest rates. Theseresources could have been used for enhancing nationa production
and, thereby, for generating more and better quality employment opportunities.

With symptomsof financia crissevident by 1996, anew seriesof reformswas undertaken
to bolster the earlier measures. Theseincluded the creetion of adeposit insurance agency in 1998,
which, with the collgpse of the banking system beginningin 1999, channeled public fundsto bail out
the private banks that failed as a result of irresponsible and corrupt lending practices under
liberdization.

[11. Impact of Financial Sector Reforms
3.1. Changein the Role of the State

In dl the countries studied, financial -sector liberalization has been understood asa
process of weakening or dismantling prior public regulations and controls The
implementation of measures amed at ether authorizing interet-rate liberdization or expanding
capital-account liberdization has led to severd negetive, lasting consequences.

The reformed institutional framework created through structural adjustment
policies to regulate the sector has been shown to be incapable of effective oversight of
private financial intermediaries. Following deregulation, governments have not succeeded in
ingtituting a minimum set of adequate regulatory procedures amed at ether correcting market
faluresor curbing private speculative behavior. Besidesfogtering different sorts of financid crises,
the lack of adequate public controls has enhanced the financial sector’sinefficiencies.

At the same time, the removal of government controls has further weakened the
state as an institution, while srengthening, both paliticaly and economicdly, asmal group of
private interests in the countries reviewed that are not prone to comply with the authority of the
date. After two decades of structural adjustment, governments do not have enough authority and
legitimacy to even pursue complementary and corrective reforms.

Financial deregulation hasallowed private elitesto consolidatefinancial assetsin
a few private hands. As a result, banking systems show no interest in promoting the
development of a country’ s diverse productive sectors, much less satisfying the needs of
small and medium-scale enterprises (SMESs). Dueto itslack of resources, the state cannot
attend to these producers either. Asaresult, development banking practically doesnot exist
in the sample countries.
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El Salvador is aclear case of a smdl group of private interests benefiting from nor+
competitive practicesthat were enabled asaresult of financid- sector reform. After theprivatization
of the banking system was completed, the financial system came under clear oligopolistic
control. Currently, only five banks control the lion’s share of the financia market. Furthermore,
thedismantling of the development banks has occurred without alternatives being created
for those sectors they served. The Multisectora Investment Bank was established in 1994 to
promote the growth of productive sectors, but it has functioned with highly questionable lending
criteriathat sgnificantly favor commercid banksand their limited group of large clients. Rural and
small-scale businesses, in particular, have been particularly hurt by this situation.
Participants at the SAPRI Opening National Forum thus called for the resumption of devel opment
banking, as well as specid government programs, to bster the growth of smal and micro
enterprises, including start-up and womenowned companies, and to ensure diversification of the
€conomy.

In Bangladesh, the large amounts of non-performing assets and the continued non-
compliance of provisoning and capitd requirements of the banks indicate the Central Bank’s
inability to enforce effective supervision. The new legd system dso has not proved to be
effective in recovering money from loan defaulters. In Zimbabwe, the absence of an effective
regulatory and supervisory framework allowed for influence peddling and inefficiencyin
the newly deregulated banking sector. New banks appeared to be licensed on the basis of
politicd patronage, and there was wide specul ation that the collapse of the United Merchant Bank
in 1996 was dueto “ connected” lending practices and mismanagement that led to massve defaults.
This undermined confidence in the banking system.

In Ecuador, the legd framework crested as a part of financiad-sector liberdization in the
period 1990-95 led to a full-scde financid criss in 1999, the consequences of which the
government was unable to control. Instead of promoting a more stable macroeconomic
environment, liberalization policies pushed the Ecuadoran economy into a severerecession.
In 1996, within ayear of the completion of the reforms, one of the country’ slargest banksfolded.
Sincethen, the Ecuadoran financia sector hasbeen moving from one crisisto another. Assessedin
terms of the initid objectives of the dtructurd adjusment policies, the results of financid
liberdization have been negative. The Ecuadoran state has been unable to regulate the
financial sector effectively and wasforced to assumethe costs of the 1999 financial crisis
that resulted. When taking into account both explicit and implicit financid costs, over US$7
billion in public funds had been spent by early 2001 to bail out the banking system, 75
percent of which had to be put under state control. 1n July 2001, the Ecuadoran financia system
was once again on the verge of collapse after one of the largest banks taken over by the state
following the most recent criss folded and another was teetering down the same peath.
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3.2 Efficiency

Structural adjustment reformswere supposedly designed tolower the cost of credit
by enhancing the financial system’s efficiency. The evidence, however, shows that this
has not been the case.

In Bangladesh, with the spread between lending and deposit rates being an indicator of
financid efficiency, SAPRI researchers found that the margin of financial intermediarieshas
widened in the post-reform period. The efficiency of credit dlocation in terms of the advance-
deposit ratio of al banks was reported to have declined from 0.91 in 1990 to 0.82 in 1998; the
advance-deposit ratio after adjusting for reservesindicates the sametrend. Theloan-output ratio,
which is another indicator of the efficiency of credit alocation, further substantiates the argument
that there has been inefficient allocation of resources. From 1987 to 1998, thisratio corresponding
only to agriculturd lending fell from 0.677 to 0.428.

In theLatin American cases, the spread between interest ratesfor borrowing and
savings has also been widening. InEl Salvador, during the yearsfollowing the privatization of
the state-owned banks, the reference borrowing rates corresponding to short-term loans
experienced monthly increases and reached a high of 20.2 percent in 1996. In recent years, the
goread has abilized, showing an average margn differentiad of 4.5 percentage points.
Nevertheless, the interest rates avalable in El Sdvador remain sgnificantly higher than those
prevailing in the U.S. market. Thisindicates that the Salvadoran state has favored speculative
over productive investment.

In Ecuador, the high marginsof financia intermediaries have been quite evident. Asoneof
the consequences of these spreads, 17,352 legdly registered firms transferred nearly US$722
million to the private financid system in 1996. This amount, which was paid in interest and
commissions for previous loans, was greeter than al the labor costs that these companies had
incurred during the same period and more than five times the income-tax revenuethey paidtothe
Ecuadoran state. Infact,the amount of fundstransferred from productive enterprisestothe
financial system over thelast decade plusthe amount of public fundsused to bail out the
banking system is approximately equal to the country’ stotal foreign-debt burden.

3.3 Concentration of Credit: Pattern of Allocation

As indicated earlier, financid-sector reforms have been based in part on the idea that
liberdization of financid systems would increese efficiency within nationd economies. More
specificaly, it was assumed by some thet the introduction of market forceswould creete financia
marketscapable of efficently alocating capita by mobilizing savingswithaminimumwagte of socid
resources. In redlity, however, the processes observed in the sample countries depict a quite
different Stuation.
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Broadly spesking, financial liberalization has reinforced patterns of economic
growth that are based on strengthening non-competitive practices. Oligopolistic practices
have not only been preserved but also enhanced by the side effects of financial
liberalization, the most important of which are speculative behavior and non-productive
borrowing.

Thishasbeen accompanied by theincreasing concentration of financial and non-
financial assets, both sectorally aswell asregionally. Ingead of heping those producerswho
redly need capitdl for maintaining or expanding their operations, financid intermediaries have
preferred to work with the largest firms -- those usudly located in wedthy urban aress. In
particular, the type of resource allocation fostered by financial liberalization has
exacerbated the structural conditions for the reproduction of rural economies.

During the pogt-reform period in Bangladesh, for example, morethan 70 percent of the
total availablefundsin the banking sector wasdirected toward one percent of borrowers.
The bottom 95 percent of borrowers received only one-seventh of the totd available funds. In
Ecuador, 63 percent of loans have been monopolized by only one percent of thefinancial
system’s clients since 1995. In El Salvador, where one of the stated purposes of the bank
privati zation process was the democratization of participation by stakeholders, privatizationin fact
permitted greater concentration of banking assets in the traditionaly most powerful families.

Financial -sector liberalization has made a major contribution to the growth of
non-productive activities. In Ecuador between 1987 and 1999, nearly 34 percent of loans
granted by the banking system was extended to the commerce and service sectors. Another 28
percent of total loans was destined for consumption. With regard to the placement of credit in El
Salvador, between 1992 and 1997 the sectors that showed the greatest growth were commerce
(253 percent) and services (739 percent). InBangladesh, anandyssof the sectord distribution
of credit advancesfrom 1990 to 1998 indicatesthat noimproved alocation of resourcesin favor of
productive sectors has occurred in the post-reform period.

Inaddition to increasing the concertration of loansin few economic agents, liberalization
policies have encouraged a regional concentration of credit, a processwhich particularly
affects small and medium-size farming economies located in a country’ s less devel oped
regions. In Ecuador, about 90 percent of loans have been made to clients in two geographic
regions where the most wedthy and powerful diteresde. Small and medium-scaefirmslocated
outside these regions had little or no red opportunity to access loans. While the share of rurd
depogitsin Bangladeshincreased sincethe 1980s, the net flow of agriculturd credit was negative,
indicating that rura capita was actudly transferred to urban aress. In El Salvador, the regiond
concentration of credit was indirectly ascertained through an andyss of the structure of deposts.
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The research showed that four of the 14 departments of the country held 91 percent of the total
checking accounts. Furthermore, credit lines provided by the Multisectora Investment Bank are
directed in large part toward the development of free-trade zones.

3.4 Distributive Effects: Lack of Accessto Affordable Credit by SMEs

Asaconsequence of financid- sector liberalization and the resulting concentration of loans,
access to affordable credit by small and medium-scale enterpriseshasworsened. Thishas
weakened the conditionsfor the surviva and development of SMES, which are an important source
of employment generation in the countries sudied. The high cost and short repayment period of
loans and asaries of obgtaclesto qudify for financing, in addition to the relative paucity of financia
assets directed to meet the needs of this sector, were found to have limited access by SMEs to
much needed funds,

The difficulties faced by small and medium-scale producers are related to the
entirefunctioning of theformal financial system, whichisbased on standard procedures not
capable of coping with thediversity of economic Stuationsand agents. With interest rates high,
with the lending policiesof privatefinancial intermediaries characterized by short-term
preferences, and with the largest share of the credits provided by these institutions
concentrated among few, powerful economic agents, SMEs have experienced increasing
difficultiesin obtaining credit, particularly long-term loans. The packageof liberdization
policies has restructured nationa productive systems in such away that long-term, non-export-
oriented activities are becoming increasingly unfeasible.

Since the financid-sector liberaization process began in Ecuador, SMEs have been
forced to pay such high interest rates that their profits have been wiped out. At the
workshops carried out with small and medium-scae business owners from different culturd and
economic backgrounds, most producers indicated that they were afraid of acquiring debts within
theformd financid system. Inaddition, withinterest rates ashigh as 70 percent engendering agreat
ded of speculation, thereislittle credit available to SMEs for productiveinvestment. The
lack of credit for SVIEs can be seen by the fact that after financia- sector reformswere introduced
not only did the number of loans grester than US$8,000 increase the mogt, but the average amount
of such loans rose from US$17,600 in 1994 to US$90,000in 1999. Furthermore, 95 percent of
loans between 1995 and 1999 had amaturity of less than one year, while only five percent of the
total loans provided by the financid system had maturities ranging from one to five years, making
business development virtudly impossble. As aresult, almost 4,600 firms were dissolved or
liquidated from 1990 to 1996. This pattern has continued, and over 2,000 small-scale
producerswent out of businessin 1999 alone, contributing to the devastation of national
production and the de-industrialization of the country.




InEl Salvador, thestuaionisquitesmilar. For severd yearsfollowing theprivetizationof
the banking system, the reference interest rate on loans of up to a one-year term experienced a
monthly increase, rising by nearly 50 percent to 20.2 percent in 1996, before declining somewhat
and gtabilizing, dthough 4ill at a higher rate than prior to reforms.  Furthermore, the Opening
National Forum participants pointed out, banks are charging higher commissons when they
approveloans, specid rateson overdueloans, and interest ontop of interest. 1n addition to high
interest rates, and these attendant charges, according to an analyss of the experiences of
community-based groupsin ng credit, the primary obstacl e to accessing formal -sector
creditistheimposition of restrictive requirementsthat arenot intunewith the particularities of
the diverse sectors that need credit (e.g., type of ownership, working capital needs, means of
commercidization). Since structura adjustment policies were introduced, it was explained at the
Forum, more collatera has been required to receive credit and some assets are no longer accepted
by banksascollaterd. Suchisthe casewith the purchase contractsof artisans. Overdl, only 23.3
percent of the total loan portfolio of the banking system was directed toward micro, smal and
medium-scale enterprises.

In asurvey carried out by researchersin Bangladesh, 76.9 percent of rural producers
pointed to the bankers' rent-seeking behavior, expressed through high interest rates, as
themajor reason why they, the producers, do not seek loans. 1n speaking of other causesfor
not pursuing credit, 53.7 percent of nonborrowers mentioned their inability to fulfill loan
requirements, 44.05 percent mentioned the time- consuming process of borrowing asan important
reason, and 32.74 percent of respondents complained of complex loan procedures. Specific
difficulties include excessive collaterd requirements, ddays in processing loan gpplications,
expectations of bribes and even harassment by bank officids. Asaresult, producers have been
forced to obtain financia resources through norntforma means, such as moneylenders, a even
higher interest rates.

Smadl businesses are numerous in Bangladesh and form a large mgority of firmsin the
domegtic market. It isestimated that there are 523,000 small industrial enterprisesin the country
employing about 2.3 million people, or about 82 percent of the total industrid labor force. Asa
result of financid-sector reforms, directed lending to the smdl- and cottage-industry sector, which
accounted for about seven percent of the banks' total demand and staff time, was eliminated. Of
the 59.6 percent of these small businesses that now regularly seek finance for their
working-capital needs from banks, only half actually succeed in obtaining loans. Many
rely on trade credit, avalable a a much higher rate of interest than that provided by banks.
Between 1987 and 1998, the loan-output ratio for smal industry declined from 0.859 to 0.398.

InZimbabwe, interest rates rose following theimplementation of adjustment policiesand
remained high throughout the 1990s, increasing fivefold to nearly 50 percent by thelate 1990sand
diverting investment from productive to speculative activitieswherereturnshave been 33-37
percent. Thehigh interest ratesincreased systemicrisk in thefinancial sector and created
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the greatest difficultiesfor SMEs and the poor generally in accessing credit. Whileeven
larger businesses cannot afford these rates, Opening National Forum participants explained that
they can at least re-invest earnings from previousyears. It issmal businesses, especidly thosein
the informal sector that desperately need start-up capitd, that are most affected.

According to a1993 survey, the proportion of SMEsin Zimbabwe s manufacturing sector
had declined from a high of dmost 70 percent in 1991, as the number of enterprisesinvolved in
commerceincreased. At the sametime, only 0.7 percent of these producerswere receiving credit
from aformd lending inditution. Thosein rurd areas have been the most disadvantaged, in part
because of the cogt of travel to the inditution where loans must be processed. Although afew
banks set up small- business units designed to serve those producerswho were previoudy excluded
from access to the formd financia system, their operationa procedures replicate standards that
perpetuate the margindization of poor customers.

3.5 Gender

The gender impact of financid reforms was examined in Bangladesh and El Sdvador.
While it is clear tha women have more limited access to the financid sector than do men in
Zimbabwe, it was difficult to assess more definitively what thefull impact of thereforms have been
since reports of the forma financid indtitutions do not disaggregete their Satistics according to
gender.

In Bangladesh, women' saccessto banking serviceswas measured intermsof their share
of the tota number of accounts, of tota deposts and of total credit provided by financid
intermediaries.  Although women were contributing 26.26 percent of the total deposit
amount, their share in credit was only 1.79 percent. Stated differently, irrespective of the
typesof bank branches (women'’ sbranch, branch headed by afemale manager, or branch headed
by amae manager), women have been contributing much more than they have been receiving in
terms of credit access. Even in women's branches, femae customers are getting only 21.52
percent of the total loanable funds. On a relaed point, the share of femae employees in the
banking sector, though increasing from 4.74 to 6.23 percent, is till far lower then it is in the
government sector.

In El Salvador, despite the proliferation of gender-related credit programs promoted by
NGOs and governmenta agencies, most women are not able to satisfy loan requirements
Either they are not property ownersor they lack documentation and businessrecords. 1naddition,
access to credit by women in the informal sector continues to be rather low. Only 23 percent of
women surveyed reported having received loans, whiletherest indicated alack of accessto crediit.
Women are caught in avicious circle. Unable to guarantee loan repayment in accordance with
criteria established in the forma banking systemn, women do not receive loans to invest in thelr
businesses, thus reducing their ability to continue their busness activities a levelsthat would alow
them to move from subs stence to accumulation.
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[V. Conclusion

The non-participatory manner inwhich financia- sector liberdization policieswere designed

and implemented has not only alowed, but aso fostered, areform processthat hasbeen biased in
two senses. Firg, in practice, these reforms have been amed primarily at achieving interest-rate
and capita-account liberdization, weskening or dismantling existing regulations and controls.
Second, as aconsequence of this shortsighted view of financia-sector reform, the reform process
has been captured by a few private dites, foreign and domestic, who act as profit-seeking,
monopolistic agents.

A major consequence of these biases has been asectora reform that preserves economic

inefficiencies, produces political destabilization and promotes socid excluson. These generd
features and outcomes of financial-sector liberalization emerge from severd concrete findings:

Liberalization has not improved the level of economic efficiency within the
financial sector. As can be clearly seen in the four countries where studies were
undertaken, the spread between borrowing and savings rates has increased. This
demondtratesthat banking systems are either incapable of lowering their operational costs
or are regping exceptiona profits.  Furthermore, corruption and bribery have
undeniably blossomed under liberalization, affecting both public and privatefinancid
intermediaries.

Financial -sector liberalization has, in practice, promoted short-term speculation
and investment in non-productive activities, aswell asborrowing for the purpose
of consumption. Reforms have facilitated the search for quick profits and havehel ped
channel resources away from productive sectors. Rather than promoting
meacroeconomic stability, the liberdization of interest ratesand capital accounts hasalowed
cgpita to become increasingly volatile, flowing eedly off-shore, and has contributed to
economic crises and increased vulnerability to external shocks. The nationa and
regiond crisesthat have at times resulted have crippled financid systems and productive
capacity. Consequently, the structurd wesknesses of nationa economic sysemshave been
reinforced.

The weakening of the state and its regulatory role has left it incapable of
addressing inefficiencies, abusesand exclusionary practicesin the sector. Frnendd
liberdization has strengthened smadl, private-interest groups vis-avis the state and has
reinforced patterns of economic growth based on non-competitive practices. In the
absence of effective regulation, oligopolies have been preserved and in many cases
enhanced. Theinstitutional framework created through the reform process has
failed to provide effective oversight of private financial intermediaries. Yet,
governments have been left without the authority and legitimacy to pursue complementary
and corrective measures to regulate private-sector control over financia resources or to
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curb speculative behavior. At the same time, state support for development banking has
practicaly ceased to exid.

Reforms have allowed financial assetsto become more concentrated in few private
hands, rather than fostering broad-based productive investment that would
stimulate national economies. Ingead of helping producers that need capita to
maintain or expand their operaions, financid intermediaries have directed financing toward
large (usudly urban) firms and extended the largest share of loans to a few, powerful
economic agents. This has hindered the development of small and medium-size
enterprises, an important source of employment generation inthe countries sudied,
as well as rurd economies as a whole, thereby exacerbating existing inequdities. In
concentrating lending activities in geographic regions where upper-income groupsreside,
banking systems have dso discriminated againgt producers in low-income regions, thus
further reinforcing patterns of unequa devel opment.

I mportant sectors of the economy and population groups have been unable to
access affordable credit. Small and medium-size firms, rural and indigenous
producers and women have very limited access to the formal financial system, as
high interest rates resulting from liberalization and obstacles to qualifying for
financing have prevented them from borrowing. Access to long-term loans has
become particularly difficult for these sectors, as liberaization policies have reoriented
nationa productive systems away from long-term, non-export-oriented activities and
dimulated short-term investment. Furthermore, reforms have not taken into account the
fact that standard procedures established by privatefinancid ingtitutions are not capable of
dedling with the diversity of economic Stuations and borrower needs. As aresult, many
amadl- scd e enterprises have goneinto bankr