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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.
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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

13



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
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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
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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
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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.

56



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 bankruptcy or been forced to seek credit from non-
formal sources, such asmoneylenders, which can assure nelther asufficient volume of credit
nor affordable interest rates.

Thefailure of these adjustment policiesand their negativeimpact on the poor have

been due to a number of factors, notably:

theinherent limitations of the market processin addressing the needs of the poor
and other disadvantaged groups;

poor sequencing of sector policies, whereby theregulatory environment haslagged
behind the market reforms, thusalowing profit- seeking, non-competitive priveteditesto
capture and turn the reform process to their benefit;

inadequate legal and regulatory frameworks that neither curb the dominant
influence of these elites nor allow for the entry and participation of smaller and
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informal institutions that are more geared toward serving the poor; and

= |ack of ownership and participation in the design of the sector-reform programsby
theintended beneficiariesand undueinfluence exercised by foreign and national
elites and international financial institutions.

On the bags of these findings semming from the sample countries, some basc
recommendations can be made to ensure that financid systems serve the interests of nationa
development above those of small, private groups. Financid-sector policies should promote
investment in production, particularly for the domestic market where smdl and medium-scae
enterprises that account for much of a country’s employment generation goerate. They should
fecilitate lower interest rates, reduce the gap between savings and borrowing rates, and include
support for employment- generating enterprises through the establishment of devel opment banking
mechanisms.

Alternatives to financid-sector liberaization must address specific conditions in each
country and should be developed with broad participation by affected population groups and
economic sectors. It isnecessary to create conditions to enhance financia servicesthat reach not
only formd, large- scale economi ¢ entities and the urban and export- oriented sectors, but dso small,
informal ones, many of which servethedomestic market. Thisrequiresregulatory and supervisory
frameworks that prevent financiad ingruments from being captured by profit-seeking dites, dem
speculative practices, and dlow financid indtitutions cagpable of serving the poor to enter into, and
aurvivein, the formd financid system.

Any finanad- sector reform should be carried out within abroader development framework
that has at its center the criterion of equity. The market by itsalf does not ensure opportunities for
the poor to escape poverty. Accordingly, it will be necessary to design policy packagesthat can
specificaly address the needs of those who are unable to gain access to, or take advantage of,
market opportunities.
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Chapter 4

Employment under Adjustment and the Effects of
Labor Market Reform on Working People

|. Introduction

Wedth is generated by human labor. Without it thereis no income, whether in cash or in
kind, no consumer goods, no technology, capita or organization. Without |abor therewould beno
production or distribution of wealth nor would markets exist. In other words, it is not the market
that determinesthe existence of thislabor; on the contrary, without labor there cannot exist markets.

Labor can be employed in many different ways. In “developed” economies, where the
rel ationships between supply and demand are clearly articulated, work isusudly saaried. Suchis
not the case everywhere, however. Thelabor market can co-exig with many typesof workersand
employment, incdluding smdl-scalerura producers, independent merchants, self-employed workers
and non-paid family workers. Paradoxicaly, within the logic of the market, some basic activities
necessary for the reproduction of society remain outside al economic consderations. Nork
remunerated housework underpins work performed outsde the home by other household
members. Such work, however, isconsidered to be “ non-economic”, and whoever performsitis
amos dways classfied as part of the economicaly inactive population.

That isto say that, from amarket point of view, labor isreduced to asmple relationship of
supply and demand. The economic policies that have predominated since the beginning of the
1980s have placed emphasis on the labor market rather than on the value of work itsdf. Within
gructurd adjustment programs, labor has been defined in terms of individua productivity and
competitiveness, with little regard for socia and labor rights or socid equity and collective well-
being. Theisolated, competitive individua supplants the collective and cooperative effort.

The national investigations into the impact of a broad range of adjustment
policies, including privatization, deregulation, trade and financial -sector liberalization
indicatethat structural adjustment hassignificantly affected labor and living conditions
in dl of the countries participating in the SAPRI and CASA exercises. Thisimpact has been
deepened by specific labor-market reforms undertaken as part of structural adjustment
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programs in numerous countries. These policies and ther effects on employment, wages and
working conditions have been examined in Ecuador, El Salvador, M exico and Zimbabwe. The
dudies areillugrative of the internationd trend toward reducing the concept of work to that of the
labor market and reorganizing the latter through the concept of “flexibilization”.

This chepter fird presents a brief description of the differing, as wdl as damilar,
characteristics of the four countries. It then discussestwo types of impactsthat adjustment has
had on employment: those caused by general economic adjustment strategies; and those
derived from specific labor-market reforms. Fndly, it summearizesthefindings and recommends
achangein course.

II. Country Characteristics

The countriesunder condderation have very different pointsof departure. Their geographic
and population sizes, aswel asthat of their markets, are contrasted in Table 1 below.

Tablel
Population Territory GDP GDP per capita
(millions) (thousandsof | (millionsUS$, 1987)
k)
198 | 1997 1980 1997 1980 1997 Average
0 annual
growth

Ecuador 80 119 256,370 11,733 19,768 1,467 1,661 0.7%
El Salvador 46 59 21,041 3574 11,264 77 1,909 54%
Mexico 67.6 A3 1,958,201 223505 402,963 3,306 4,273 15%
Zimbabwe 70 115 390,580 6,679 8,906 94 774 (1.2)%

Source: The World Bank, World Devel opment Indicators, 1999.

Mexico, which possesses over three quarters of the total population of the four countries
studied, also generates 91 percent of the combined GDP. It isclassified by the World Bank asa
high-middle-income country, while Ecuador and El Sdvador are listed as lower-midde-income
nations and Zimbabwe as a low-income country.

Macroeconomic evolution, expressed in GDP per capita, shows not only very different
initid structurd characteristics but aso different types of development. Under an orthodox
adjustment regime since its Economic Reform Programme was launched in 1991, Zimbabwe’s
growth has dowed sgnificantly. Likewise, Ecuador’s GDP per capita gppearsto havefalenin
red terms during the past two decades of economic liberalization and has particularly deteriorated
during the recent period of economic criss. In contrast, El Salvador hasgrown sgnificantly inthe
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1990ssincethe Peace Accordsweresignedinearly 1992. 1ts GDP per capitawas scarcely half of
Ecuador’sin 1980, but by 1997 surpassed it by 15 percent. M exico’ sdynamic can be located
somewherein between Ecuador’ sand El Salvador’ s-- awesk leve of growth per capitathat does
not keep up with the growth rate of the economically active population.

Because of these differing conditions, each country’ sspecific characterigicsweretakeninto

account in the participatory consultative exercises. But, in spite of such differences, dl of the
countries where employment and the labor market were studied have shared a number of basic
Sructural characterigtics,

Al four countries have had an extremely heterogeneous' market structure (Zimbabwe’ s
reached dudism and enclave formation), with economic control exercised by a handful of
businesses and the mgority of work performed outside the forma hiring schemes usudly
found in developed economies. For example, in M exico, out of an economicaly active
population of 40 million, fewer than 18 million were enrolled in the socid- security system.
(Thelaw requiresthat dl labor contractsenroll workersin this system; therefore, those not
enrolled either work in the informa sector, are self-employed or are unpaid.)

At the sametime, dl the countries have showed ahigh concentration of income, wedth and
factors of production. Above and beyond the countries studied here, Latin Americaand
Africa are higoricdly the two regions with the highest concentrations of wedth. In

Zimbabwe, 70 percent of theland belonged to fewer than one percent of producers, who
have aso controlled 85 percent of thewater resources. It should be pointed out that racia
and |abor discrimination againg indigenous peoplesin someareas of Latin America, aswell

as agang blacks in parts of Africa (e.g., Zimbabwe, given the enduring effects of its
colonid inheritance), is trandaed into conditions of tota disparity in economic
development. In Zimbabwe, the white population comprisestwo percent of the population
while receiving 37 percent of nationd income.

Thefour countries studied here are among those with thehighest concentration of incomein
the world. Out of 96 countries gppearing in the World Bank’s World Devel opment

! In economic development theory, heterogeneity refers to disparities in development within a country’s
economy. A heterogeneous economy tends to include the following: a sector producing raw materials or
primary goods—whether for export, domestic markets or direct consumption—with low levels of technology
and poor working conditions; a modern industrial sector that is generally linked to transnational firms; an
urban informal sector involved in small-scale production, commerce and services; and amaquila or
assembly -plant sector that produces goods for export using mostly imported inputs. Adjustment policies
applied in a heterogeneous economy tend to increase competition on an unequal playing field and thus will
have differentiated impacts, benefiting most those sectors that are better off and further exacerbating
inequality.
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Report 1999, Zimbabwe has the eighth-poorest distribution of wedth, Mexico isin
fourteenth place, El Salvador is number twenty-one and Ecuador is number thirty --
athough, with the breakdown of thefinancid and monetary sysemsat the end of the 1990s
in Ecuador, this Situation has clearly worsened.

Latin Americaexperienced astuation of massive externd debt, which led to the debt crises
of the 1980s in Ecuador and Mexico. This was one of the factors that spurred the
adoption of structura adjustment policies. During that same period, El Salvador’ swar
economy enjoyed sgnificant asssance from the U.S. government. Sincethen, itsforeign-
exchange needs have been largely met by migrant workers, especidly those living in the
United States, who send money home.

Associated with the debt during the 1980swas agrowing fiscal imbaance frequently linked
to cases of public-sector corruption and inefficiency. To giveanideaof theextent of fiscd
crigs in these countries, Zimbabwe’s deficit was 9.6 percent of GDP in 1980 and
Mexico’ swas 16.5 percent in 1981 (in 2001, an estimate of 0.65 percent for Mexico is
considered “too high”).

Ontop of this, the 1980s showed a profound deterioration in the terms of trade for raw
materias, which particularly affected Ecuador and M exico in the area of oil.

In the case of Zimbabwe, afundamenta dement to congder isthat of HIV/AIDS. Life
expectancy at birth has dropped from 61 to 48 years. One fourth of the population is
infected. Thelack of concern shown by many, including the World Bank, with regard to
the spread of the disease in sub-Saharan Africa during the 1980s should be noted.?

In sImmary, these are highly indebted countries that are finding it difficult to meet their

financid commitments. They have had growing fiscd imbaances, highly concentrated income-
distribution structures and markets controlled by oligopolies. Such werethelr characterigicsin the
early 1980s, and it was obvious that substantial modifications to their economic organizationd
structures were necessary. However, the types of changes implemented have not reduced
labor disparities existing before adjustment. On the contrary, the heterogeneity of these
economies has substantially increased. It would dmost seem that the main common
denominator among these countries istheir interna sructural heterogeneity.

2 AIDS has had an immediate impact on employment due to reduction of the healthy working-age
population and the growing rate of dependency. In addition, HIV/AIDS presents an ethical problem in terms
of market criteria: how can you invest in human capital in an HIV-infected population when you know
beforehand that the investment’s profitability will be less than in the case of non-infected persons?
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[11. TheProcessof Adjustment and ItsImpact on Employment and Labor Conditions

Employment and the labor market have been significantly affected by a broad
range of structural adjustment policiesthat directly impact the productive sectors of the
economy. Theimpact of these polices on employment isareflection of their effect onthe country’s
productive apparatus. Furthermore, decisions made by governmentsunder adjustment to liberdize
the labor market are often carried out through specific labor-market reforms, i.e., legal
changes regulating labor relations. Among the “active’ policies designed to adjust the labor
supply to the needs of the market are those that increase the flexibility of the labor market.
They address hiring and firing practices, aswell asworking conditions, including union
organizing. Greater labor flexibilization can be effected by relaxing regulationsin labor
codes or as aresult of negligence on the part of authorities and businesseswith regard to
the prevalling norms of forma employment. These issues and how they have played out in the
SAPRI/CASA countries, are analyzed in the following sub-sections.

3.1 Economic Activity, Restructuring of the Productive Appar atus, and Employment

Employment is afunction of thelevel and structure of economic activity and productivity.
Thet isto say:

= Anincrease in demand for goods and services tends to increase a sector’s economic
activity. With congtant levels of productivity, if this demand is not met by imports,
employment rises. In effect, in order to produce more, additiond labor is needed, whether
by increasing time worked by those aready employed or by adding new workers.

= |If demand increases asaresult of anet increase in those productive sectors requiring little
[abor per unit of capital, accompanied by decreasesin highly labor-intensive sectors, then,
even when production increases, employment declines.

= Increased productivity has a double-edged effect: it directly results in technologica
unemployment (substitution of workersby technologica modernization), but dsoindirectly
generatesemployment linked to the new technol ogiesand providesastimulusto production
that will, in turn, generate new jobs.

Just as production and productivity depend on an economy’s overdl functioning and its
relaionship to the rest of the world, employment’s behavior is linked to the entire economy’s
performance and the primary economic strategies promoted by public policy. As areault, the
effects of structural adjustment on employment cannot be determined by specific labor-
mar ket policiesalone but al so depend on the economy’ sevolution, therestructuring of its
productive apparatus and the effects this generates in terms of overall changes in
employment patterns.
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3.1.1 Economic activity

In the countries sudied, economic restructuring hasnot led to greater modernization
and competitiveness even after 20 yearsof adjustment. Not only hasthegrowth of GDPbeen
irregular and insufficient, it has been concentrated in the development of the leading
businesses, sectors and regions. This has exacerbated the gap between these and the
sectors left behind, aswel asthe heterogeneity dready existing before adjustment. In addition,
the concentration in the distribution of generated wedlth hastended to increase, and, asaresult, the
consumption capacity of growing segments of society is deteriorating even further. In the face of
such imbaances within the rea economy, financid equilibrium has been given precedence.
Nevertheless, even in this domain, Ecuador and M exico have experienced mgor problems,
including disastrous banking crises.

Ecuador’s GDP grew a an average annud rate of 2.5 percent from 1980 to 1997;
however, population growth was 2.4 percent, and, thus, growth per capita was practicdly at a
ganddtill. For the following two years, through 1999, GDP per capitadecreased at an average of
6.2 percent annually and only rose two percent in 2000.

M exico’ seconomic performance under adjustment has aso been inadequate. The mean
rate of yearly GDP growth from 1980 to 1997 was barely 1.3 percent, while the average rate of
population growth was two percent. Recovery began in 1997, indicated by an annua GDP per
capitaof 2.7 percent from 1997 to 1999. However, these cycles of recovery have been short and
ungtable, and a process of deceleration, rooted in the U.S. economic downturn, began during the
last third of 2000.

El Salvador experienced profound economic stagnation during the 1980s because of the
civil war. Recovery during the 1990sfollowing the Peace Accordswas accel erated, with GDP per
capita growing at 2.9 percent per year, with the help of a lower population growth rate (1.5
percent). However, the Situation has reversed since 1997, with GDP per capita increasing by
barely 0.9 percent over the last three years. On top of this, the country experienced the adverse
impacts of Hurricane Mitch at the end of 1998 and, in particular, of the earthquakes in 2001.

Fndly, Zimbabwe was the country that grew mogst rapidly over the last 20 years (2.9
percent annualy). However, strong growthin the 1980s, before structural adjustment policieswere
applied, was followed by a weskening during the 1990s, when growth reached only 1.6 percent
annudly. Also, Zimbabwe had a higher population growth rate (2.96 percent) than the other
countriesstudied, and by the end of the twentieth century itsSituation wasSmilar to that of 1980in
terms of economic activity, as GDP per capita had stagnated. When the effect of the HIV
pandemic and the recent political crigsare added to thismix, the panoramabecomes more critica.
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3.1.2 Restructuring of the productive apparatus

Given that the primary determinant of employment isproduction, and that much productive
activity is concentrated in micro, smal and medium-sized businesses, it isimportant to examine the
restructuring of the productive gpparatus resulting from adjustment policies.

In Ecuador, theimpacts on employment of restructuring both production and the
financial sector have been significant. A re-orientation of policy to foster an export-bassd
economy produced constraints on the domestic market, particularly small and medium-
scale businesses, and strengthened large enterprises. From 1992 to 1998, several thousand
workers were shed by the country’ s thousand largest firms (in terms of economic activity), which
accounted for 75 percent of GDP while employing 35 percent of workersin formally registered
enterprises, even as the amount of these firms investment per worker increased by 50 percent.
Thus, large firmsin the export sector were further concentrating capital whilefailing to
generate employment.

At the same time, the SAPRI investigation in Ecuador notes the massive number of
closuresof micro, small and medium-sized businesses, which make up the vast mgority of the
country’ s registered enterprises and employ the mgority of their workforce. From 1990 t01996,
4,600 busi nesses went bankrupt (1,675 of them closed in 1995 aone), leaving atotd of 17,352
formally registered enterprises.  As a result, thousands of workers joined the ranks of the
unemployed, as 96 percent of registered firms account for 65 percent of employment in al firms,
athough they produce lessthan 25 percent of GDP. Participants at the SAPRI Opening National
Forum blamed this massive loss of jobsin part on the flood of importsthat has emanated
from Ecuador’s trade liberalization.

The Forum participants al o pointed to the country’ s credit policy and to interest ratesthat
have reached as high as 70 percent. The concentration of capital has contributed to the
weakening and/or failure of businesses that were unable to compete in the new internationa
context by directing credit toward monopolistic productive structures. Since 1992, one
percent of borrowersin Ecuador hasreceived 68 percent of the available credit, andthe country’s
banking system has constrained lending that would have preserved and created jobsin the
most labor-intensive sectors. To add insult to worker injury, the subsequent bailout of the
banking system then channeled public resources away from employment creetion to protect a
financid system that did not generate employment in such sectors.

Smilaly, in Mexico, only 25-to-30 percent of indudtries exising in 1982 are ill in
operation. Between the economic crises of 1982 and 1995, micro, small and medium-sized
businesses stagnated, despite an apparent economic upturn, duein part to high interest
rates and the dismantling of the country’'s development banking system. Trade
liberalization, with the influx of imports that it has brought, and the reorientation of
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economic strategy toward exports have considerably weakened these firms, as only one
percent of Mexican companies participatesin internationd trade, with 700 companies contralling 75
percent of al exports. Working conditionsinthesmaler busnessesare particularly precarious, and
their possibilities of modernizing and becoming successful in the export sector are practicdly
nonexistent. National Forum participants aso pointed to themassive loss of jobs caused by the
privatization of state-run enterprises.

TheMexicanrurd sector hasfdt the effects of sructurd adjusment policiesthrough Article
27 of the country’s Condtitution, which now allows the sale of gidos, i.e., collective farms.
This change has bolstered the profitability of agriculture, especidly for export, while neglecting the
domestic market, community organizationd structures and effortsto attain domestic food security.
This Stuaion has resulted in a new dynamic of renting and potentia sdlling of land and the
disolacement of smdl-scaefarmers. Because of technological breskthroughs and crop subgtitution,
a growing percentage of farmers find it necessary to migrate for economic reasons,
whether: (i) asagricutura day laborersunder conditions of monopsony for export companies, (i) to
the country’ surban-industrial centerswheretheir knowledge and culture do not coincidewith labor
demand; or (iii) to the United States as undocumented workers under precarious working
conditions after risking their livesto crossthe border. Rural women migrating to the cities usudly
become domestic workers. In short, from having been owners of their own land, small farmers
have become day laborers or sweatshop workers in maquiladoras,® with the resulting
deterioration in wages and working conditions.

In 1991, the Economic Reform Programme, financed by the World Bank, was
implemented in Zimbabwe, with the usud adjusment policies, incuding privatization and trade
liberdization. As in the Latin American countries, liberalization brought about massive
closings of companies. The SAPRI study drew out the analysis and perspectives of the
Zimbabwean people on these changes through a series of consultations and found that, as
businesses closed, theformal sector shrank and theinformal sector expanded, there were
fewer opportunitiesto obtain employment and poverty increased, whiletherewasagrowing
phenomenon of people holding multiple jobs. An oversupply of overqudified workers was a so
observed. Paradoxicaly, in spite of the closings and greater vulnerability of micro, smdl and
medium-sized businesses due to economic restructuring, this sector has experienced the most
growth, giventhe smal amounts of capita such businesses need to operate and how easily they can
enter the informa sector. This phenomenon aso indicates the high birth and deeth rates of these
businesses and the fact that, while they are vulnerable to criss, they aso serve asarefuge fromiit.

3 Magquiladorasare assembly plants in which most of the inputs areimported (in Mexico, about 98.5
percent). They enjoy an especially favorable tax environment, and production is focused on exports.
Enclaves are formed to utilize “ comparative advantages’ offered by the host countries: low salaries; fiscal
breaks; lax controls on pollution (whether tacitly or implicitly defined); possible donations of electricity; and
locations that may be conveniently close to consumersin the large international markets.
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Employment in Zimbabwe was aso affected by actions taken to correct public-finance
problems. In order to diminate an existing fisca deficit, 25 percent of public workerswerelaid
off. While the Stuation before adjustment was in some ways untenable, given the accumulation of
the deficit and low job creetion within ahighly regulated structure, theadjustment programfailed
to meet the challenge of modifying economic policy so asto generate fiscal equilibrium
and employment.

Furthermore, there has been a“ maquiladorization” of industry, particularly inMexico
and El Salvador, whileasimilar process hastaken placein Zimbabwe since 1996. Asbusinesses
in this sector do not generate either forward or backward productive linkages within the
country’ seconomy, they become enclaves and generate employment only in the production of the
find product. They can also destroy existing businesses and the jobs of those providing
inputsfor the now-displaced firms, while dampening domesticinvestment. A caseinpointisEl
Sdvador, where adjustment has brought about stagnant production, particularly in regard to
manufacturing for the domestic market. Thus, gross employment generated by themaquiladoras
can produce a negative sum in the net generation of employment and increasing underemployment
and informdity.

Thistype of industrialization is also linked to the depression of wages and, with
labor markets deregulated, to a high level of vulnerability of its predominantly female
employees to arbitrary byoffs, harassment and poor working conditions. Participants in the
nationa forain these three countries zeroed in on this exploitation. Due to the removal of |abor
regulations and, with it, the disappearance of afunctiona grievance system, women in Zimbabwe,
for example, who are sexualy harassed at work are far lesslikely to report an incident for fear of
being fired, it was explained at that country’s SAPRI Forum. At the Mexican National Forum and
at other consultative workshops in Mexico, attendeestold of how the relaxation of regulations on
hiring and firing has enabled employersto require acertification of non-pregnancy, for example, for
employment and to refuse to provide maternity leave. They expressed concern that the
maquiladoras, as s gnificant sources of job creation in Mexico and asprincipal employers
of women, are exploitative workplaces, asreflected in their low pay, paucity of benefits, poor
working conditions and failure to respect basic labor rights.

In sum, there hasbeen a concentration in production for export, much of which is
not labor intensive or employs mostly unskilled workersin low-paying jobs, a breakdown
in the integration of industrial sectors, employment dislocation, and, with a policy of
reducing public expenditures paralleling business closings and layoffs, a further
concentration of employment in the service and informal sectors.

3.1.3 Unemployment and poverty

Theincreasing movement toward the service sector in all the countriesstudied has
paralleled a sharp fall in agricultural employment for both men and women and the
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inability of theindustrial sector to absorb theseworkers. Only in El Salvador hastherebeen
anincreasein industria employment and that has been minima (and mostly in themaquila sector)
compared to the loss of agriculturad work. Furthermore, there has been an increase not only in
femae employment among those gtill employed, but in child labor and ederly workers, dl in a
gtuation of deteriorating working conditions and income levels.

Unemployment levels are not specifically dedt with in this chapter since the operdive
defining criteria for unemployment are sgnificantly different for each country.  While open
unemployment stood at about 2.3 percent in M exico in 2000, in El Salvador it was 7.3 percent,
14.4 percent in Ecuador in 1999, and 22.3 percent in Zimbabwe in1993. Thisdoesnot mean that
there was nearly full employment in M exico, as only attive full-time job-seekers are counted,
leaving out laid- off workerswho haveimmediatdly joined theinformal sector, taken unstable jobs,
or are not actively seeking work. In Zimbabwe, labor-force surveys are not undertaken on a
regular basis, and, when they are, methodol ogies and types of data collected are so different that
they defy comparative andyss. The Zimbabwe Congress of Trade Unions estimated
unemployment at between 35 and 50 percent in 1997. The government’ s Centrd Statigtical Office
concedesitsown estimates arelow, as neither discouraged job seekerswho have not beenactivdy
looking for ajob nor those who have worked even one hour in the previous week areincluded in
thefigures. Unemployment in Ecuador wasfound to be much higher for the poorest 20 percent of
the population than for the richest 20 percent, standing at 24 percent and less than five percent,
respectively, in 1999. At the same time, underemployment was estimated at 50 percent.

Table?2

Proportion (%) of Men and Women in Agriculture, 1980 and 1990/1997
(most recent data)

Agriculture Industry Services

1980 1990/1997 1980 1990/1997 1980 1990/1997
Men
Ecuador 4 39 2 20 A 41
El Salvador 56 50 20 22 24 29
M éxico 43 35 30 25 28 40
Zimbabwe 63 58 19 13 18 29
Women
Ecuador 22 16 16 16 63 63
El Salvador 9 7 18 19 73 74
M éxico 19 12 28 20 53 69
Zimbabwe 85 81 4 2 12 17

Source: World Bank, World Development Indicators, 1999
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At the end of the 1990sin Ecuador, about two thirds of workers were either un- or
underemployed, with 66 percent of the population living on less than two dollarsaday. Those
employed areworking longer hours, but new jobsare not being created. Asaconsequence,
the informa sector grew by five percent between 1998 and 2000. Meanwhile, the country’s
thousand largest companies (in terms of economic activity) employed fewer workersin 1998 than
they had six years earlier (147,147 compared with 150,000). Yet, given the trend toward
monopolization resulting from the impact of liberalization on competition, these
companies have played agrowing rolein the country’ seconomy. Asaresult, the formal sector
hasbecomeincreasingly powerful while generating less employment and producing ever-
greater exclusion.

Many references are madein the Ecuadoran study to thewidening breach between the
formal, export sector and the traditional sector linked to the domestic market that has
occurred asaresult of privatization and trade and financial -sector liberalization, apoint
driven home by Nationa Forum participants, aswell. Theimpact on the margindized communities
participating in the study has been significant. Through a series of consultations and case Sudies,
the SAPRI study found that, in the case of urban margind populations (Bastion Popular and
Itchimbia), instability in the residents’ employment situation has increased perceptibly.
Many people have gone from having a steady job to underemployment or unemployment. This
hasresulted in the modification of family survival strategies, withasgnificantincreaseinthe
number of household members (especidly children) participating in economic activities. Whilethe
per centage of women employed nationally with respect to men grew from 38 percent at the
end of the 1980sto 48.6 percent in 1992 and 50.1 percent in 1999, open unemployment of
women increased from 9 percent to 13.2 percent to 19.6 percent during the same time
period. Thewomen' sgroups consulted as part of the SAPRI research explained that thisincrease
of women in the labor force does not indicate an improvement in gender equity, but rather a
tendency for employersto seek women for jobsthat arelow-paying and lacking in benefits
and job security.

InEl Salvador, astrong relationshipwas al so detected between the deterioration of
the employment situation and an increase in poverty. 1n 1998, open unemployment had
risen to 7.3 percent, urban underemployment was 17.4 percent and informal-sector
employment reached 26 percent. For the country as awhole, two thirds of the economically
active population earned less than the minimum wage, and haf of those employed worked
45 or more hours aweek. Thesefiguresfor informal and precarious employment explain
how very high levels of poverty can co-exist with relatively low levels of official
unemployment. Nearly 19 percent of the population was deemed to beliving in extreme poverty
and 25.7 percent in relative poverty, meaning that 44.6 percent of the Salvadoran population lived
in poverty conditions.
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Thesocial impact isexacerbated by thedifferential treatment of women. Of the83
percent of maquiladora workersin El Savador who are women, 42 percent receive lessthan the
minimum wage, 67 percent recelve no severance pay, 53 percent suffer from abugve treatment and
only three percent of pregnant women are given paid maternity leave. The socid fabric has
deteriorated through a process of excluson, and the combination of policy-induced labor
instability, marginalization and poverty is seen as a determining factor in theincreased
migration out of the country. Family structures have suffered, said Nationd Forum
participants, asaresult of thisingability, low salariesand long workdays. So have hedth, nutrition
and the ability to find affordable and adequate housing. Moreand more children, they reported,
are entering the work force in an effort to supplement declining family incomes. These
children are usudly forced to drop out of school to take jobs that pay “apprentice” sdaries far
below the minimum weage, athough their duties are smilar to those of adult employees.

The population in M exico has been affected in a smilar manner, epecidly the most
vulnerable groups, with smilar consequences in terms of employment ingtability, poverty and
migration. Furthermore, the wave of privatization of state enterprisesand public servicestret
began in the 1980s (in 1992 alone, more than 1,000 state-owned enterprises in the indudtrid,
financial and communi cation sectorswere sold, merged or transferred) gener ated massvefirings
of over 500,000 state employees. Theselayoffswere not accompanied by job-creation programs
in the newly privatized enterprises, nor were incentives or aid given to the fired workers.

Although unemployment in Mexico was officidly at 2.3 percent in 2000, employment for
nine million members of the economicaly active population was precarious, and 50 percent of
those able to work were making their living from the informal economy. Forty percent of
Mexicans get by on less than two dollars a day, and in the poorest regions labor ingtability has
aggravated socid conditions. Forum and workshop participants spoke of the increasing difficulty
that heads of households havein maintaining steady jobs dueto flexibilization measuresin thelabor
market, and they asserted that those who are able to do so generdly find that their incomesare
insufficient to cover the basic needs of their families. Many are forced to seek a second
job, which isdifficult to find given the unemployment problem, or to revert to situations
of underemployment or employment in the informal sector. Thesewould-be solutionsoften
involve a significant expansion of the working day, aswell as greater job instability and
income insecurity.

Other dternatives sought, particularly by low-incomefamilies, include theincorporation of
additiond family members, often children, into the labor market and migration to urban centersor to
the United States. These survival mechaniams, said the Mexican Forum participants, provoke
changes in the socid and family dructures that, in turn, generate additiona hardship for large
segments of the population, with women and children often bearing the brunt of the burden.
Familiesoften cannot afford to keep children in school , dueto both thedirect costs of school
materialsand the opportunity cost of education. Children areincreasingly neededto bringin
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additional income or, particularly in the case of girls, to take responsibility for household chores
for which their mothers no longer have time, including the care of younger sblings. Longer
working daysfor both parents, Forum atendees explained, often leave children with inadequate
parenta guidance and, when combined with intra- household tensions from added responsbilities
and reduced purchasing power needed to cover basic needs, fuel social problems such as
domestic violence and juvenile delinquency. The CASA study documented anincreasein
child malnourishment and infant mortality ratesin the southern sates (Oaxaca, Guareaoand
Chigpas), while child labor ison therise. By theageof 12, or upon entering secondary schooal,
the school desertion rate increases consderably, especidly for girls, while a the sametime, out of
3.6 million day laborers, 1.2 million are 18 years of age or less.

Smilaly, in Zimbabwe, after a decade of adjustment, employment creation has
stagnated before the current political crisistook hold. Averageannua employment growth
ratesfell from 2.9 percent between 1991 and 1995 to only 0.3 percent from 1996 to 1999. By the
end of the 1990s, 68 percent of the population was surviving on less than two dollars a day, as
even those workers who do find full-time jobs are no longer guaranteed a living wage, said
participants in the Opening National Forum. The collapse of wages has meant that many
workers live far below the poverty line, they reported.

3.2 Labor Market Reforms and Flexibilization

Under adjustment programs, labor-market policy is being adapted to the free-market
modd. In some countries, such asEcuador and Zimbabwe, this has occurred through new laws
regulating relationships between business owners and workers. In others, such as El
Salvador and M exico, practices are changing ahead of the law.

Economic- policy reforms have accompanied both thetechnol ogical revolution of the 1980s,
aswdl astheshiftsin formsof work organization and indudtrid relations. That isto say, adjustment
policies have facilitated technological change and changes in the organization of work; these
changes, in turn, have generated incompatibilities between the new economic policies and pre-
existing labor legidation. Labor codes were based on the wefare state modd, and in Latin
America, dthough this often meant a corporative type of state, labor relations involved aspects
usudly found inindustridized countries: the Taylor principle of Soecidization of taskswith sandard
procedures and times, production of homogenous, identical goods; and the expansion of society’s
capacity to consume.  With the implementation of adjustment, the technologica revolution and
changesinindugtrid relations, however, such legidation has become obsoletefor the new groupsin
power.

The changes in labor law and practice have been judified usang the free-market
argument that greater investment and employment will be attracted by: (i) fewer regulations
concerning labor sability (limited or temporary contracts) and firing practices, (i) greeter flexibility
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in labor conditions (hourly contracts, workers performing numerous functions); (iii) lower labor
costs (reducing socia-security payments, bonuses, vacations, minimum wage, cods of firing
workers); and (iv) lessability for workersto organize. Whilethese conditions might produce short-
term competitivenessfor countries undergoing adjustment because of thelow cogtsthey can offer to
attract investment, wor ker s experience a deterioration in working and living conditionsand
a loss of collective capacity to defend their rights, eroding their stake in the companies
futures. Theresultisgreater poverty and social problems, which can lead to socid unrest and
limit the attractiveness for investors. Furthermore, these practices have also hindered the
development of a quality-based competitivenessthat would produce greeter [abor stability and
directly improve the living sandards of workers.

In order to reinforce the market- based economic program in Ecuador, beginning in 1991
thelabor codein that country was reformed to increase labor flexibilization and remove
regulations governing employer-employee relaions. Among the elements introduced, which
further weakened labor unions, werethe use of temporary, part-time, seasonal and hourly
contracts, aswell asthe contracting out of work through anintermediary so that the employee
establishesno | abor rel ationship with the company. These hiring schemesavoid adding personnd to
the company’s permanent payrall, thereby freeing it from paying benefits or having to adhere to
regulations governing regular, full-time personne. The SAPRI study in Ecuador shows that 72
percent of large and medium-sized businesses and 16 percent of smal businesses have turned to
employing temporary workers, and 38 percent of them laid off permanent staff in response to the
economic conditionsduring the last haf of the 1990s. Fixed-term contracts were also introduced,
renewable a the company’ sdiscretion, thustending to replace the use of indefinite contracts. At the
sametime, labor reformincreased restrictionson theright tostrike, collective bargaining
and the organization of workers. Employersareno longer required to bargain collectively with
workers, only one union is permitted in public-sector workplaces, and the number of workers
necessary to form a union has been doubled.

In El Salvador, modificationsto legislation annulled clauses containing positive
discrimination toward women, such asthose outlining specia conditions for pregnant women.
Under the principle of “equality” and based on Agreement 111 of the Labor code, protection for
women and for future Savadorans (unborn children of pregnant women) was withdrawn. All
regul ations making distinctions between the sexes when hiring workers were diminated, including
those regulaions protecting women from being hired for dangerous or unheathful work. The
Second Nationa Forum in El Salvador spotlighted the degrading Situation faced by women (Smilar
to Mexico), now having to prove that they are not pregnant in order to be hired in the
maquiladoras or being forced to Sgnillegd contracts in which the employee must agree to being
laid off if she becomes pregnant.

Within the context of the adjustment program in El Salvador, the country’ swesk |abor laws
concerning al workers have aso been exploited by employers. Theeffectshave been anincreased




absence of employment contracts, greater work ingtability, sdaries below minimum wage, work
weeks of over 40 hours, informalization of work done mostly by women, who endure double and
triple workloads (as mother, wife and employee), reduced access to socid-security benefits, and
failureto respect theright to organize or to uphold therights of union members. There hasbeen a
negative impact not only on worker rights, but also on the ability of unionsto fight for
thoserights.

Those atending the Opening National Forum in San Sdvador addressed this troubling
pattern. They pointed to the increased use of temporary, part-time workers, to longer
working dayswith no overtime pay, to the replacement of unionized employeeswith non-
union workers, to the exploitation of women as maquiladora and domestic workers, and
to an increasing reliance in the countryside on temporary day laborers.

Therehave asyet been no sgnificant legal changes madein labor legidationin M exico, but
the country’s corporative union structure served the interests of the government and the political
party in power from 1929 through 2000, including the process of economic liberaization that they
have promoted since 1982. It has permitted constant violations of existing rights, especially
those of women, as documented in the Mexican study. The Internationa Labour Organization
notesthat Mexico isone of itsmember countrieswith the most accusations of violations of theright
to free association for workers(i.e., labor unions), discrimination againgt thefema eworkforce, and
non-compliance in the payment of sociad and economic benefits.

Nationa Forum and workshop participantsin Mexico expressed strong bitternessover the
impact of those labor-market reformsthat have been made. Measuresintended to createflexibility
inthelabor market have modified employer-labor relaionsby giving theformer grester discretionin
determining employment conditions.  This has meant greater use of part-time labor and
temporary contracts and the absence of benefit packages. As a result, according the
participants, there has been an increase in job ingtability. Flexibilization has also meant a
relaxation of labor-market regulation, oversight and enforcement mechanisms. Thishas
led to a failureto recognize unions, respect collective-bargaining contracts, and enforce
labor rights, causing a serious deterioration in working conditions. Experiences were
recounted of refusasto grant pregnancy or sSck leave, falureto pay minimum sdary or overtime,
employment requirements that women not become pregnant and dismissal if they do.

Forum participants in Zimbabwe noted thet the government, upon signing its first
stabilization agreement with the IMF in 1983, abandoned the rdaively high minimum wage thet it
had established, dong with laws supporting collective bargaining, shortly after independence three
years ealier. By the end of the decade and the indtitution of an adjustment program, the
government had begun to look at the labor market as any other market in need of deregulation.
Wage flexibility was introduced, some regtrictions on worker layoffs were abolished, and
competitionin theareaof |abor organizing was promoted. In 1991, Zimbaowe began to resructure
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ahighly protectivelega framework establishedin 1985. The Labor Rdations Act wasreformed so
that salaries would be determined by the market and defined in individual contracts, aswell asto
fecilitate employers &hility to fire workers. Meanwhile, requirements that employers inform
authorities before firing workers disappeared, as did mechanisms for conciliation and arbitration
between workers and management and recognition of collective-bargaining contracts.

3.3 Wages and Working Conditions
3.3.1 Impact on wages

Since stabilization and adjustment policies werefirst implemented, the reduction of wages
and sdlary costs has condtituted an important Strategy for containing inflation and production costs.
It has aso served as a mechanism dlowing acountry to achieve competitivenessvis-avistherest
of theworld by controlling labor codts.

As early asthe mid-1980s, the Inter- American Development Bank noted that it hasbeen
working people, through their sgnificant sacrifice in labor gability and the standard of living asa
result of the reduction of red wages, who have borne the burden of policies to improve Létin
America s current account. While corrections made to the externa deficit in most countries have
been flegting andfinancid crises have abounded, M exico and Ecuador being prime examples, wage
deterioration has not reversed itself under adjustment regimesin the countries studied.

The M exican minimum wage haslost 69 percent of its purchasing power sincethe
beginning of adjustment in 1982, and the number of people living in extreme poverty
(those unableto obtain the basic food basket) rose from 6 million to 30 million between
1994 and 2000. Salarieswererestricted in order to maintain competitivenessand reduce
demand. Meanwhile, corporativig (officid) unions have defended business and government
projectsthat maintain low salaries and replace collective with individua labor contracts, leaving the
unions without any real power or independence. According to the leader of Mexico’'s Business
Coordinating Council and presidentia advisor from 1988 to 1994, “The day our country pays
sdariesaboveacompstitiveleve, nationd industry will be priced out of the market and any hope of
creating new jobs will disappear.”

Table3

Ecuador: Average Monthly Salaries (in 1998 US$) in Urban Areas
by Economic Sector and Gender

1987 1997
National Informal Formal National Informal Formal
Average Sector Sector Average Sector Sector
Total 242 191 293 199 136 279
Men 282 218 315 231 165 301
Women 175 149 243 147 R 238

Sources: Banco Central del Ecuador, Informacién Estadistica Mensual No. 1776, April 1999

INEM, Encuesta Permanente de Hogares, 1987
INEC, Encuesta de Empleo, Desempleo y Subempleo en el Sector Urbano, November 1997
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In Ecuador, average red income of those employed in urban areas dropped by 18 percent
between 1987 and 1997, from US$242 to US$199. The decrease was much more dramatic for
those employed intheinforma sector. Overall, it was pointed out at the Opening National Forum,
adjustment took away more than one half of workers incomes over the course of the
1980s and 1990s and substantially increased unemployment and underemployment. The
increasing instability of employment and deterioration of wagesasaresult of adjustment,
andflexibilization measuresin particular, have also been facilitated by dollarization and
inflation. When the nationd currency -- the sucre-- wasdiminated, the minimum wage, drictly
speaking, fell to about six dollars per month, and take-home wages, when dl non-taxable benefits
were included, did not exceed US$75. This represented, in red terms, a 19-percent lossin
purchasing power between 1998 and 2000 alone. During two decades of sructurd
adjustment, Forum participants stressed, poverty and inequaity have increased subgtantialy in
Ecuador.

National Forum participantsin Zimbabwe reported that flexibilization had decressed redl
wagesto such apoint that even those who have managed to find full-time jobsare no longer
guaranteed a living wage. This collgpsein wages has meant that many workerslive far below
the poverty line. The deterioration of salaries has been worst among the least skilled
workers. Theratio comparing salaries of unskilled European workerswith thosein Zimbaowe is
25to 1, for example, while it is4 to 1 for skilled workers. Zimbabwe is experiencing growing
inequdity, the Forum attendees said, with the burden of adjustment fdling largely on workers and
peasants.

3.3.2 Declining working conditions and job security and protection

In Ecuador, violations of theright of free association and discrimination against
women’ slabor were cited in research consultationsasimpacts of adjustment policiesand
the accompanying preferentid treetment given to business owners by government and its sanctioned
unions. Only two percent of workers enjoy socid protection or have signed collective contracts.
In the participatory workshops, workers talked of the fear of losing their jobs now that labor
reforms have rendered their Stuation in the workplace more precarious a atime when the greeat
mass of unemployed had rendered them dl fully “interchangeable’. In addition to the
limitations on labor organizing and the right to strike that were a direct result of labor
reform, the precariousness of employment (in termsof stability and security) unleashed a
“permanent fear” of job loss and the resulting willingness of workersto renounce their
labor rights and accept whatever conditions they were offered while refraining from
joining unions. Depending on the sector (public, private or informd), 45-66 percent of workers
in Ecuador arewilling to give up labor rightsin return for keeping their jobs. In addition, aprocess
of polarization throughout the workforce can be seen intermsof the length of the work week, with
the hoursworked by those in the lowest- income decilesrising and the hours worked by
thosein the highest-income brackets having dropped. Those attending the Opening Nationd

87



Forum emphasized that the weakened respect for the rights of workers has eft them increasingly
unprotected and open to abusesby employers. They pointed, aswell, to the precipitousfal in redl
wages and the concomitant and explosive risein poverty that have ensued.

Deterioration in working conditions and a decrease in union activity due to labor-market
reformswere dso noted in Zimbabwe, where, in spite of wage deterioration, the number of strikes
radically dropped after 1997 (from 230 in that year to 130 in 2000). Hexibilization has dso
increased in M exi co through such mechanismsas subcontracting (formerly illegd) by largeindustry
and dueto industrial devel opment concentrated in maquilador as, rendering employment conditions
more precarious for sgnificant numbers of workers. El Salvador follows the same mode as
Ecuador and Mexico: fewer collective contracts, |abor-flexibilization practices (beyond those that
have been legdly defined) and gradud liberdization of the economy to alow the market to set
sdaries asif they were just one more price.

V. Concluson

Structurd adjustment has had an impact on workersin the countries studied on two levels.
Onthefirg level thereisthe generd impact of policy packages-- induding Sabilization policiesand
the reduction of public spending, privatization, deregulation and trade liberdization -- on
employment. Atasecond level, specificlabor-market reforms have had adirect impact on wages,
job security and protection, working conditions and the strength of Iabor organizing through the
flexibilization of the labor market. These sector reforms often concretize dready existing
governmenta permissveness that alows practices that violate labor rights.  Furthermore, ad
contrary to what their proponents had claimed, they have not been shown to have had apositive net
impact on overal employment generation. While the extent to which the countries studied have
implemented and been affected by these policies is not identica, in al cases the trend has been
toward exacerbating, rather than correcting, imba ances existing before adjustment programswere
put in place.

In summary, the country assessments have reveaed the following:

= Employment levels have worsened. New jobs have not been generated to keep pace
with new job seekers, and there has been acriticd |oss of employment in economic sectors
on which lon- and middle-income groups depend. The concentration of growth in
export-oriented production -- such as assembly-plant industrialization via
maquiladorasor export-processing zones-- has contributed to the low level s of net
job creation, as this sector tends to have weak links with the domestic economy,
and to keeping wages down.

88



Real wages have deteriorated and i ncomedistribution islessequitabletoday than

before adjustment policies were implemented. Theinvestigationsshow that the share
of wagesin gross domestic income has declined, while the share of profits has increased
markedly during the reform period. More workers have been employed without job

Security or benefits, and underemployment has increased. The lowest-income groups
have tended to experience the largest increase in unemployment and the greatest
deterioration in their wages. A reduction in purchasng power and the further

concentration of incomeis evident in dl the countries sudied.

Employment has become more precarious. Hexibilization has been applied on anor+
level playing field in the labor market. Employers have been given the meansto hire and
fire workers at the least possible cost and with minimal socia responshbility. Workers,
paticularly in low-skill and labor-intensve sectors, are in oversupply, face depressed
wages, and areinaweak positionin salary and contract negotiations. Therewere no cases
observed in which steps have been taken to improve working conditions, include workers
in decisonmaking processes, or link the purchasing power of wages to increases in

productivity. Thus, workers worry increesngly about losing ther jobs and, as a
consequence, are now more likely to renounce their |abor rights or refrain from joining

unions.

Reforms have also allowed employers greater flexibility in establishing
employment conditions. Thisgreater employer flexibility hasbeen reflected, for example,
in the increased use of hourly labor, temporary and part-time contracts, as well asin
contracts permitting numerousworker functions. At the sametime, workers’ rightshave
been weakened because there are fewer protections of their right to organizeand
bargain collectively. Lower direct labor costs have aso been achieved through reduced
wages and benefits.

Women have suffered the most asa result of labor-market reforms. Women tend to
be the mgority of those employed in low-skill jobs and have been disproportionately
affected by job insecurity and policiesthat have made employment conditionsmoreflexible.
In some cases, such policies have eiminated specia protections for women, such as
protection againg layoffs due to pregnancy, and such benefits as maternity leave.

Therehasbeen an increasein work by children and senior citizensas a response
to the decline in household income by primary wage earners. Anincreasein the
number of hours worked per week has also been documented, for example, in Ecuador.
Thesefamily survivd drategies have had negativeimpactson levels of education and hedth
and have led to deterioration in the qudity of life.
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=  Productivity and competitiveness, sought through labor-market flexibility and
related adjustment policies, have not been achieved overall. Althoughexport sectors
may have experienced growth through the use of new technology or lower-cost labor, any
such productivity increases have tended to be confined to specific economic sectors or
regions. Any benefits of growth in these limited areas have been offset by deteriorating
Iabor conditions associated with an expansion of theinforma economy, underemployment,
and the shift of labor to low-productivity sectors.

In order to address these problems, an employment-intensve growth strategy should be
pursued that stimulates job creation by supporting those labor-intensive productive sectors,
particularly smdl and medium-scale enterprises, that serve the domestic market and fuel theloca
economy. Tripartite commissonsinvolving workers, employersand government can be established
to seek consensus on an adequate regulatory framework for labor and employment practices, as
well as wage policies. Reforms should protect and enhance labor rights, induding the right to
unionize, and ban discrimination aganst women and minority groups, as wel as strengthen
protections for workers with regard to job security and employment conditions.
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Chapter 5

The Economic and Social | mpact
of Privatization Programs

|. Introduction

Privatization has been one of the most important components of the structura adjustment
programsimplemented in developing and trangtion countries. Loan agreementswith theIMF and
the World Bank have very often involved conditions requiring the privatization of state property
regardless of the extent or effectiveness of public ownership. State enterprises and services were
taken to be inherently inefficient undertakings thet, in order to improve performance, should be
privatized.

Privatization asacondition for loans has been part of the Bretton Woodsingtitutions policy
prescriptions since the second haf of the 1980s. In Hungary, for example, an adjustment loan
sgned with the Bank in 1988 included an expectation that legidation would be enacted to enable
state enterprises to be converted into joint-venture companies. Smilarly, inBangladeshathree-
year arangement with the IMF's Structurd Adjustment Facility in 1987 included a policy
prescription for privatization, while privati zation a so became a pre- condition for World Bank loans.

These are two of the countries, which, within the framework of the SAPRI exercise, opted to
review the outcome of privatization measures, the others being El Salvador and Uganda.

In mogt of the country assessments, surveys of privatized firms were carried out through
persond interviews and questionnaires. 1n Uganda, for example, a structured questionnaire was
given to 150 heads of household, identified using a purposive and randomsampling method, that
included workers in various firms, both in the public and private sectors, as well as NGOs and
academics. In addition, 20 focus-group discuss onswere held with workersretrenched asaresult
of the ongoing privatization process and with those employed by the new owners. In Hungary,
representatives of trade unions and other civil-society organizations, usng 26 case studies,
examined the concrete conditionsinindividua enterprisesfollowing privatization. Theinvestigation
in Bangladesh relied on more limited surveys carried out previoudy in the jute sector. In El
Salvador, the study focused on one public-utility sector and relied on interviews and focus-group
discussonsfor primary data collection.
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1. Reasonsfor Privatization

In the 1950s and 1960s, governments dl over the world played an important role in
directing and exerciang control over their economies. This involved the establishment and
adminidration of large enterprises -- particularly in the areas of energy supply, transport,
communications, basc metd indudtries, and so forth. Themost important factorsinthegenesisand
development of state-owned enterprises included:

= the need to maintain control over strategic sectors and to ensure the ddivery of essentid
SENViCes,

= theinability of the private sector to undertake certain large investments that were essentia
to the economy; and

= the need for the promotion and development of indigenous entrepreneurs to strengthen
domestic growth and diversfication.

It was natural during this period for governments and state entitiesto play asignificant role
in fostering economic growth and assuming socid responsibility to moderate inequdities. In the
case of trangtion countries such asHungary, the public sector devel oped and grew with the process
of nationdization at the beginning of the socidig era following World War 1l and from the
investments made by the socidist dates.

When the ail-price shock triggered economic problems of high inflation and economic
Stagnation that were not resolved with conventiona Keynesian policies, the neo-libera paradigm--
supported earlier by only alimited group of economists and paliticians-- became more and more
dominant. A number of sudieswere published criticizing the Sate srolein the economy, some of
which pointed to the supposedly inherent non-viability of state-owned indudrid firms on the
premise that state ownership inhibited the efficient functioning of any such enterprise. Initidly,
emphasis was placed on the digtortion in prices and quantities derived from state action, but the
critique later centered on the supposed “inefficiencies’ in the public alocation of resources
compared with the “dwaysefficient privatealocation.” Privatization was advocated asthe answer
to improve both microeconomic (the individuad enterprise) and macroeconomic performance.
Given thedeficiencies of public enterprises, the difficulties they seemed to be causing the economy,
and adesireto increase accessto assets by private interests, privatization of these enterpriseswas
seen by internationd financid inditutions as the ided choice for governments,

The primary stated goal of all privatization efforts was to promote the private
sector asan enginefor growth and to increase efficiency and productivity in the economy.
In generd, it was claimed that privatization policies would improve efficiency of resource use,
foster competition, enhance the role of the private sector, obtain higher rates of domestic savings
and investment and, last but not leadt, attract and provide opportunities for foreign investors. In
addition, privatization would, it was said, reduce the sze of the State, reduce the fiscal deficit,
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provide better servicesand givethe stateimmediate resources that would be used to reduce short-
term debt and invest in socid infrastructure or reduce other socia expenditures.

The stated objectives of the privatization process can be broadly categorized inthreemain
groups:

= Economic objectives:
() improvethe overdl efficiency of the economy;
(i) improve the efficiency, productivity and profitability of firms
(i) improve the quaity of products and services, and
(iv) attract foregn invesment.

= Fiscal objectives:
() reduce government subsidies to public enterprises;
(i) raise money from the sale of public enterprises; and
(i) increase tax revenue from private enterprises.

= Social and political objectives:
() improvethe welfare of society;
(i) promote the ownership of private enterprises by nationds,
(i) create a property-owning middle class,
(iv) increasetota employment in the economy; and
(v) reduce corruption and the abuse of public office.

[11. Privatization Programsand Processes

Although sporadiic privatization activities could be seen in some countriesin thelate 1970s,
the process has accelerated since the second half of the 1980s. In Bangladesh, while the
government began to de- nationalize the state- owned enterprisesfollowing independenceand alarge
number of units were divested during 1975-81, the average size and vaue of divested units was
much grester during 1983-90. In Uganda, following the launching of the Economic Recovery
Programme (ERP) in 1987, the government published a policy statement on Public Enterprise
Reform and Divedtiture (PERD) in November 1991 that outlined its privatization strategy. In
Hungary, the privatization process began during the years of systemic change (1989-90) and
continued in several waves over nearly a decade.

Privatization programs and processes, as well as their economic and socia impacts, have
varied according to the specific features of the given sector of the economy. In the SAPRI
exercise, sudies exploring the effects of privatization in the public- utility, manufacturing and bank
sectors were carried out.  The performance of privatized and deregulated banking systems is
addressed in the Chapter 3, “ Trade Liberalization, Effects on Production and the Small
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Enterprise Sector” . This chapter focuses on the privatization of public utilities (El Savador and
Hungary) and indudtrid enterprises (Bangladesh, Hungary and Uganda), while also assessing the
privatization of smal businesses and the nationd penson sysem in Hungary.

Privatization has usudly been carried out in severd phases. In Hungary, for example,
where aimost 90 percent of production and the service sectors was under state ownership,
privatization began with smdl-scale, state-owned firms, followed by larger companies. Some
10,000 retail shopsand restaurantswere auctioned off and bought mainly by their former
managers, and approximately 500 enterprises-- whose assetswere valued at lessthan US4
million and whose receipts from annud sdestotaed less than US$1 million -- were sold to the
private sector. Following the privatization of productive sectors, public utilities and the
banking sector were privatized and purchased mainly by foreign investors.

In El Salvador, on the other hand, the process was initiated with the privatization of the
banks. The second generation of reformsthat followed began with the sale of Sate enterprisesthat
did not provide strictly public services, such as cement factories, sugar refineriesand hotels. Steps
werethen takento prepare thelegd framework for theimplementation of thethird generation of
reforms, which aimed at privatizing services such as electricity distribution, water
utilities, telecommunications and the pension system.

V. Methods of Privatization

Various methods of privatization have been used in the countries reviewed. Among the
primary means have been the sde of assets, the sale of government shares, auctions, management
contracts and repossession. In some countries, there has been some attempt to use various
employment-preference schemes. 1n no case, however, did employment-preference schemes
result in awider strata of small owners.

InHungary, therewas aperiod (1993-94) in the course of privatization inwhich would-be
Hungarian owners were given priority in the purchase of assets, and preference schemes, such as
concessiond loans, specid guarantees, pre-emptiverights, and soforth, wereintroduced. Duringa
subsequent period, a new government placed emphasis on obtaining higher revenue from
privatization and, as a result, the preference schemes faded. In this period, the role of the stock
market in the privatization process increased subgtantidly. In generd, the Hungarian privatization
process was built on cash transfers, and the voucher form used in neighboring trangtion countries
was not gpplied.

In El Salvador, in the course of an open-bidding process, 20 percent of each of the
electricity-distribution companies was reserved for purchase by the workers or for “priority
investors’. In Uganda, onethird of the enterprises were privatized through the sale of assetsand
another third through the sde of government shares The methods of auction and
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repossession were used to some extent. While there were no employee- preference schemes,
workers did participate in the process in the case of three companies and eventually purchased
those formerly public enterprises.

V. Economic Results of Privatization

Theeffects of privatization vary, depending on thetype of enterprise. Furthermore,
there are differences when assessng impacts from a microeconomic and macroeconomic

perspective.
5.1 Experience of Small Businesses

Probably the most positive experience can be found in the privatization of small
businesses. This phase of the privatization process in Hungary created a rather viable
entrepreneur drata, and these firms are very important in loca employment generation and in
meseting local needs. The efficiency of these smal shops has increased because management has
been trandferred from aremote centrd officeto theloca level, where dl the necessary information
is available for decisonmaking. However, these small businesses have had to compete on an
uneven playing field with the arrivd of large, foreign-owned shopping centers.

5.2 Privatization of Industrial Enterprises

The privatization of industrid enterprises was the backbone of the process of dismantling
gtate ownershipin anumber of countries. Both micro- and macroeconomic impacts, aswell asthe
socid effects, of privatization are well illusirated by the results of the SAPRI exercise. One of the
most serious arguments in favor of privatization was that it would increase the efficiency,
productivity and profitability of firms and that, as aresult, it would contribute to the overdl
efficiency of the economy and accel erate economic growth. At the microeconomic leve, severd
SAPRI studies address the issue of the relative performance of public and private industries,
dthough it is quite difficult to ascertain the exact performance change that could be attributed
exclusvdy to the change in the form of ownership.

InBangladesh, an earlier World Bank study analyzing the performance beforeand
after privatization of 13 enterprisesthat were privatized in thefirst haf of the 1990sshowed very
mixed results Some firmsincreased their profits after privatization, others continued to sustain
and even increase their losses, and some went out of business or were shut down. When
assessing the experience of privatization in the jute sector, it is evident that the main
problem lies not in the ownership form but in the policy regime and management. Inthe
case of the jute mills, both the private and the public sectors have been equaly sustaining losses,
which have generally been attributed to thefact that production costs have tended to be higher than
the export price of jute because of the out-dated equipment inthemills. Industry-wide data shows
that labor productivity does not depend on ownership; rether, it depends on managerid efficiency.
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At the Opening Nationad Forum, before the field research, civil-society representatives
delivered a amilar andyds to the Bank, attributing the falure to increase efficiency through
privatization to inefficient management, the scarcity and misuse of credit, and the virtua absence of
technological and marketing support. They had noted that newly privatized firms had experienced
anincreasein nonperforming loans and defaults and that many had closed, were struggling or were
grosdy exploiting labor. There was ds0 a focused discussion on the failure of the jute-sector
privatization to Stimulate Bangladesh' sindustry. Indeed, the precipitous declinein jute production
following its privatization hed negetive ramifications throughout the entire economy. Many jute
factories closed and, according to Forum participants, as many as 39,000 workers were laid off.
Participants blamed the World Bank, in part, because of the faulty advice that it provided. They
argued that workers should be incorporated in the policy-design process so as to enhance its

qudity.

InUganda, the past performance of public enterprises had been poor dueto the country’s
violent palitical history and depressed economic Stuation. Morerecently, the reasonsfor their poor
economic performance are multiple and complex. Key factors have been a scarcity of foreign
exchange, thus preventing importation of raw materids to support production, and a shortage of
spare parts, not to mention the need for replacement of obsolete plants and machinery. Another
fundamenta problem has been politica interference that has led to poor management practices.

Asfor the results of privatization, the findings of the Uganda investigation reved that
capacity utilization, sales revenue, tax contributions to government, profitability, and
product quality and diversification have all increased when compared with the period prior
to the privatization process. The surveyed firms showed a pogtive trend in salesrevenue over the
period 1997-1999, when capacity utilization increased from 47 to 57 percent. All respondentsin
the field research were of the view that there has been an increased supply of goods and services
on the market following privatization, as a number of enterprises have been established to
satisfy local demand. Previoudy, there had been widespread shortages of most goods --
including sugar, sogp and sdt -- and much of what was available was imported.

InHungary, privatization becametheengine of moder nization becauseit brought a
large wave of foreign direct investment into the country. At the same time, production
and employment levelsin the privatized Hungarian firmsfell to between onethird and one
haf of origind levds. While productivity beganto increaserapidly a an averageannud rate of 10-
15 percent, thisimproved performance was due to the multinational firms established in
the country and not to the Hungarian ones. Furthermore, privatization wasaccompanied by a
substantial reduction in research and development (R&D) activities. A number of research
ingtitutes disappeared or shrank significantly. Theratio of R& D to GDP dropped from 1.4 percent
in the 1980sto 0.7 percent in recent years.
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5.3 Privatization of Public Utilities

Public utilities play a specid role in a country’s economy. They are “public’ in that they
serve the common interest of society and provide basic services that are essentid to thelives and
livelihoods of families and communities. Energy, water and, to some extent, mass transport
and telecommunications are services on which modern societies are built. Becausethese
are basic sarvices, societieshave generally assumed the responsibility for providing them, et least at
aminimum leve, to dl of its members regardless of their income or geographica location. And,
because public utilities are largely natura monopoalies, the questions of availability, access and
affordability are of even greater importance. For these reasons public services have been -- with
occasiona exceptions -- under public ownership. With the emergence and predominance of neo-
liberdism, however, the supposed inherently greater efficiency of private property hasbeen used as
ajudtification for privatizing public utilities.

In SAPRI there were two countries -- El Sdvador and Hungary -- in which assessments
were carried out of the privatization of public utilities.

InEl Salvador, the privatization of public services, such asdectricity distribution, waspart
of the third generation of reformsthat began in 1996. By privatizing eectricity services, the Sate
intended to increase its savings by reducing public spending that had previoudy been directed
towardsmaintaining certain low ratesand providing subsidiesfor low-incomeusers. It wasargued
that privatization would increase economic efficiency, asmeasured by thelowering of costsand the
generation of higher revenue. As a result of the privatization process, the four regional
electricity-distribution companiesthat had been under state ownership were acquired by
firmsfrom Venezuela, Chile and the United States.

Two years dfter the sde of these dectricity-distribution companies, and in spite of the
gradud upgrading of technology and equipment by the four foreign firms, there were no
significant improvements in terms of service quality or coverage. Furthermore, rural
areaswere seriously affected both directly, by increasesin electricity rates, and indirectly,
dueto priceincreasesin other servicesthat depend on electricity, such asdeep-wdl pumps
for potable water that are used in many communities. In addition, users with low levels of
consumption, who constitute the majority of the population, have been the most affected
by theincreasesin electricity rates. Low-end userssaw their ratesincrease by 47 percent on
the average, while users with the highest consumption levels experienced an average of a 24-
percent increase in rates. Participants at the Opening National Forum aso explained that higher
electricity bills have contributed to the closing of many micro and small enterprises.

The public savings that were supposed to have been achieved by privatizing
electricity services in El Salvador are questionable. Subsidies continued to be necessary,
through the use of socid-investment funds, to ensure that services were provided to rurd
communities and other areas not deemed profitable by the private companies. The creation of a
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new regulatory entity to cover privatized services aso generated new costs.  Furthermore, the
processof privatization did not succeed in opening the market to free competition and full
consumer choice. Thefour privatized distribution companies now competefor only a20-percent
share of consumers in the market -- mogtly large indudtrid, commercid and service companies.
Theremaining 80 percent of consumershave no possbility of switching providers, even though they
may be dissatisfied with the service they receive. This redity undermines the sysem d free
competition, which has been said to be a centrd purpose of privatization.

In Hungary, most of the process of privatization of public utilities was prepared and
executed in the early to mid-1990s. By theend of 1995, around 42 percent of the property of the
public-utility sector was under foreign ownership. Hungary is now second only to Greet Britainin
Europe in terms of the proportion of private ownership in the utility sector, but it is unique in that
the country’ sfundamental utilities havebecomethe property of state utility companies of
foreign countries. As a consequence of privatization, the quality of services -- except
telecommunications-- barely changed at all, while pricesincreased at amuch higher rate
than did wages. Large segments of society now have severe difficultiesin paying their
electricity, gas, and water bills.

Privatization of the energy sector and of the gas and oil industry was put on the
country’s agendain 1990. The Hungarian Electric Works and the Nationa Oil and GasIndustry
Trust were each divided into separate companies, which were then sold off in 1994-95. Foreign
investors were permitted to purchase up to 50 percent of company shares while, a the sametime
and in accordance with the privati zation contracts, they received the mgority of voting sharesinthe
principa organsof the companies. Therefore, the control over these privatized companieswas
put directly into the hands of foreign investors, mostly European, who subsequently used
their pogtion to gain mgority ownership. Electricity ratesfor householdsrose precipitously
and were ten times greater in 1998 than in 1989, causing seriousdifficultiesfor low-income
groups. Public water-supply and sewage-disposal enterpriseswerealso transformed inthe
1990s. Only inthelarger citiesand municipditieswere these utility companies privatized, and they
are now mostly under foreign ownership; companies serving other regions remained as autonomous
indtitutions under municipa ownership.

The communications sector was reorganized and partially privatized at the
beginning of the 1990s and isone of thereal successstoriesof the Hungarian transition.
Telecommunications were separated from postd  services, and shares in the new
telecommunications company were sold on the New York Stock Exchange, with mgority
ownership under a consortium of European and American telecom firms.  Although the company
holds a monopoly position, it invested in and carried out a comprehensive modernization of the
country’ s telecommunications system during the 1990s.
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The results of the research in El Salvador and Hungary illudtrate that -- with only some
exception, asin the case of tdecommunicationsin Hungary -- privaization of public utilitieshasnot
achieved its arigind gods. In most cases, the increase in efficiency (theratio of revenueto
expenses) resulted only fromtheincreasein pricesfollowing privatization. State subsidies
weremaintainedin order to ensure supply to the poor and to thoseliving in remoteareas.

With the market opening and the reform in rate structures, large consumers benefited most,
whilerateincreasesfor those who consumetheleast were much higher than theaverage.
For these reasons, the overall impact of the privatization of public utilities has been an
exacerbation of inequality and a failure to contribute to macroeconomic efficiency.

5.4 Privatization of Penson Systems

Theinvedtigationin Hungary reviewed the experience with the privatization of thenation’s
pension. A three-pillar pension schemethat was proposed by the World Bank was pushed through
the Hungarian parliament in 1997. The firg pillar of this scheme conssted of a pay-as-you-go,
compulsory public pension, financed with contributions paid by employees. The second pillar was
acompulsory private penson collected in individual capita accounts. Thethird pillar conssted of
voluntary insurance and could be contracted through private insurance companies.

According to the law, every person entering the labor market for thefirst timehad tojoin
this three-pillar system, while those dready employed had the right to choose within a certain
period. Thelaw provided substantia benefits to those who were dready employed and opted to
changeto the private pillar. Asaresult, morethan haf of the country’ s employees changed to the
private penson system, which led to an increase in the budget deficit of one percent of GDP.

From the perspective of civil-society organizations, the new pension system primarily
benefited higher-income groups. The minimum benefit in the firgt pillar was so low that it was,
for many, more like a smdl grant than a basic penson benefit. In the second pillar, future
pensioners would pay a higher percentage of their income as a pension premium but, except inthe
case of those in high-income groups, might well receive lower benefits than before. And the
voluntary insuranceinthethird pillar was, for dl practica purposes, available only to thosewith high
and gable incomes. Aware of these problems, the new government that took office in 1998
changed the system, giving much more emphasis to the compulsory public pillar.

5.5 Efficiency, Ownership and Macroeconomic Consider ations

Summing up the experiences of individua countries, a the microeconomic level thereisno
evidencethat theform of ownership determinesthelevel of efficiency or that privatization
itself leadsto greater efficiency. Insome cases, increasesin productivity after privetization can
be attributed to the performance of multinationa firms that have located in a country as a
consequence of the privatization process and the liberaization of capita flows.
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At the macroeconomic levd, a which the rate of economic growth can be taken as an
indicator of efficiency, areview of the red rate of GDP growth in the countries sudied showsno
sign of any general acceleration of growth following the period of privatization thet began
in the 1980s. The experience of individua countries may differ, indeed, depending on their
particular political or economic circumstances. For example, privatization in Hungary was
accompanied by a steep drop in production, athough this can be attributed not so much to
privatization asto theimpact of the collapse of COMECON cooperation. Furthermore, theupturn
in subsequent years was due to the activity of multinationa firms rather than to the privatized
Hungarian ones. Y, only alimited group of people benefited from this accelerated economic
growth, while income and living conditions remained unchanged and even deteriorated for many
sectorsof society. The conclusion can thus be drawn that efficiency, evenin caseswhere economic
growth has accel erated, does not necessarily lead to animprovement in thewell-being of thewhole
of society.

Intermsof thefiscal objectivesof privatization, in some casesthereisevidencethat
privatization reduced government subsidiesto public enterprises, dthough thisdid not occur
in the case of privaetization of certain utilities. At the sametime, in several casesit appearsthat
governments did not realize their objective of raising funds from the sale of public
enterprises because a number of these companies were undervalued when sold. In
Uganda, the mgjority (83 percent) of those consulted noted such undervauation in declaring that
the government did not meet its financid objectives in the sde of public companies. In fact, the
government had also injected substantia capitd into these enterprisesprior to their privatization. In
Hungary, atotal of US$9 hillion was generated in revenue from the US$17 hillion of assets (in
1990 prices) that were privatized. The remainder, approximately half of the origind amount,
disappeared or was wiped out during the privatization process, or was |ost because assets were
undervaued when sold. In El Salvador, the sde of public assets, together with the income from
the re-privatization of the banks, only generated two million colons (less than US$230,000) or .002
percent of the country’s GDP.

Privatization involves the reallocation of property and property rightsin acountry. Loca
populations, however, often possess only limited capitd that can be invested in newly privatized
firms. Where there are not redigtic possihilities to establish broad-based nationa ownership, or
perhagpsalack of politica interest in doing S0, thereisadanger of “sdlling off” the entire economy
and polarizing the country between powerful capita holders-- oftenforeignersor ethnic minorities-
- and destitute wage earners.

InUganda, asin many other countries, the principal beneficiariesof the privatization
program have been foreigners, who obtained 75 percent of thetota divestiture proceeds, while
the loca population gained only a 16-percent share. This point was driven home at the Opening
Nationd Forum in Kampda. Participants reported that privatization has enriched a few
transnationals and other large companies a the expense of the Ugandan people and is seen by
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many as “legalized robbery”, portending magor problems down the road. In El Salvador, the
privatized electricity-distribution companieswereacquired by foreign firms. InHungary,
privtizetion -- together with new plants built by foreigners -- resulted in a level of foreign
ownership that is exceptionally high by international standards. According to a study
published by UNCTAD in 1999, the nation with the largest share of its exports produced by
transnationd firms is Hungary, a 65 percent. In countries of amilar Sze that are much more
integrated in the European Union (e.g., Sweden and Finland), the percentageis only in the 10-20
percent range. The shareof foreign capita exceeds 50 percent inamogt al branchesof industry in
Hungary, and foreign owners dominate the banking sector, aswel. Asaresult,a dual economy
has emerged inwhich dl theimportant branches of industry arein foreign hands. Whilethe short-
term gods of privatization in Hungary included the rapid liquidation of state property and an
increase in government revenue from its sae, there was no long-range concept of aneed to ensure
trangparent regulation and maintain control over nationa economic managemen.

While certain amounts of foreign ownership in the industrid and service sectors may be
advantageousfor adeveloping or trangition country becauseit might bring in advanced technol ogy,
knowledge and new products, the overwhelming effects of foreign influence may cause much
uncertainty and difficulties. The dominance of foreign capital often obstructs the devel opment of
local industries or crowds out existing ones. Foreign firms are voldtile, seeking higher profitsfrom
lower [abor costs, and might decideto relocate, laying off employeesand causing serious problems
a the locd levd. At the macroeconomic leve, the repatriation of profits or the withdrawa of
capita can cause current-account problems and, in the worst of cases, destabilize the locdl
currency. The generd problem with the dominance of foreign ownership is that the decisons
affecting thelivesof loca populationsaretaken out of the control of local societiesand are made by
those who are not responsible for the well-being and security of local people.

V1. Social Results of Privatization

While the record of privatization is mixed in regard to achieving its economic
objectives, its consequences are quite disappointing in social terms.

6.1 Employment Effects

Oneof themgor stated objectives of privatization wasto increase employment, but in most
cases the privatization of public enterprises has failed to meet the anticipated goal of
creating more jobs. In nearly dl the public enterprisesthat have been privatized, the laying of f
of employees has been a major aspect of thereform. Privatization hasledto anincreaseinthe
demand for specidized skills but has lowered employment levels for the unskilled. In
particular, privatization haswor sened the employment situation of women who havelacked
specialized skills.
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InBangladesh, about 89,000 workerswere retrenched during the period 1995-1997, ad
another szable number of employees were awaiting dismissal as aresult of further privatizations.
Studies of the employment situation based on a survey of 205 privatized enterprisesindicate thet,
among the firms 4ill in operation, their workforces have been reduced by about a quarter.
When taking into account those privatized firmsthat folded, nearly 40 percent of workersemployed
in the previoudy dtate-owned enterprises lost their jobs. Furthermore, there has been a
tendency to replace permanent wor kerswith temporary labor, thereby reducing the overall
job security of the employees who remain. Many of the latter, SAPRI Forum participants
reported, are not receiving benefits.

InHungary, privization, asarule, reduced the number of employeesin the affected firms.
Foreign direct investment, being capitd-intensive, barely contributed to employment generation,
creeting jobs for only two-to-three percent of the labor force. Thus, privatization did not resultin
higher employment levels nationdly. In the public-utility sector, Nationa Forum participants
charged, the nationd government faled to live up to its commitments to the labor unions, and
extensve layoffs ensued. Maintenance people were particularly hard hit, and this has led to
declining services. Furthermore, the Forum participants sad, the very real threat of
unemployment hasled workersto compromisetheir rights. It hasbecome common practice,
they reported, for newly privatized companiesto contract employeesfor only one-to-threemonths
a atime, leaving workersin ahighly vulnerable Stuation. 1n thisenvironment, employershave
proceeded to ignore safety regulations, aswell asto sweep aside or obstruct theformation
of trade unions. This practice, they added has been facilitated by the country’s Employment
Code, which came into effect in 1992.

Only in Uganda did a survey (of 39 privatized enterprises) show an overall average
increase in employment, although the study concluded that the employment level wasincreasing
at adecreasngrate. A breskdown of thefirms surveyed showed, however, that approximately one
third actudly expanded employment levels, while a smilar number experienced no change in
employment and nearly as many firms actualy saw declining employment levels. Indeed, those
attending the Opening National Forum reported that the inadequate expansion of the private
sector has enabled a sharp increase in unemployment. Thosewho have been retrenched by
privatization havereceived little or no saeverance pay or training, leaving themto seek surviva inthe
informal sector. The Forum participants added that the newly privatized enter prises have not
provided job security or followed labor regulations. They have defied the Congtitution by not
recognizing trade unions and by firing union organizers. Government regulatory mechanisms and
laws have been weakened.

In generd, while neo-libera theory predicted an increase in national employment after
privatization as a consequence of attracting foreign direct investment and improvement in overal
efficiency, SAPRI evidence shows no such tendency. Whilethere might have been a positive
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employment impact in particular enterprises, there hasbeen no such impact at themacro
level. Privatizaion has only redlocated income a the nationd levd, failing to contribute to
macroeconomic efficiency.

At theenterpriselevel, while privatization has often increased the wages of some
of thosewho were ableto keep their jobs, not all employees have benefited. InUganda, for
example, employees who retained jobs in privatized firms recelved improved earnings, better
benefits (e.g., medica insurance coverage and loan facilities) and grester opportunities for career
enhancement. Theseimprovements have been primarily due to increased productivity and output,
aswdl asto the growing number of foreign-owned companies, which tend to pay higher sdaries
than doloca ones. SAPRI Forum participants noted, however, that expatriates have received the
higher-levd jobs, leaving Ugandans with the low-leve posts. Indeed, they complained of new
private owners underpaying their Ugandan employees. At the same time, the move toward
rationalization of privatized firms worsened income distribution, since the most
vulnerable groups (i.e, those with low levels of education and low wages, most of whom are
women) werein fact retrenched in the process of privatization. Furthermore, privatizetion hes
ggnificantly increased discontent among workers in the sense that improved pay has come with
increased workloads and other performance criteriathat can be detrimentd to the workers.

6.2 Impact on Women

In most cases, privatization was costly for women, as they tended to be the ones
with little or no specialized skills and, thus, formed the highest percentage of those laid
off by thenew owners. InBangladesh, for example, privatization policies haveled to widespread
labor retrenchment, and the women who lost their jobs in this processwere likely to be unskilled.
Very few training programs for dternative employment opportunities have been arranged for
retrenched workers, and women found even fewer alternative job opportunities after losing
their forma- sector jobsin millsand factories. Women havedso beenindirectly affected by theloss
of jobs by mae household members and the consequent reduction in family earnings.

In Hungary, women have often had to face discrimination by the new owners of
privatized firms, who tended to rid their workforces of pregnant women and motherswith small
children. Inthe case of privatization of public utilities, as was seen in El Salvador, women have
tended to bear the brunt of rate increases following privetization of eectricity digribution. They
have been forced to increase their domestic workload in order to compensate for reduced
family consumption of electricity.
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6.3 Family Welfare

While those who have retained their jobs and maintained an adequate income
stream wer e provided with awider range of consumer choiceasaresult of privatization, a
broad range of households were adversely affected by this process due to layoffs and
higher utility rates and service fees.

InBangladesh, manyjute-mill employeeswho had enjoyed reasonablygood living
conditions lost their jobs and have suffered hardships as a result of privatization. They
have been unableto feed their children properly, let alone send them to school and attend
to their other necessities. Some former jute-mill workers resorted to sdlling their persona assets,
including land passed down through their families for generations and whatever they accumulated
over thar years working at the mills.

Meanwhile, the privatization of public utilitiesand servicesvery oftenincreasad the pricesof
these services at an exceptiond rate. In Hungary, where the prices for privatized services
have risen twice as much as wages, paying for electricity, water, remote-heating service
and gas caused nearly or, in some cases, entirely unsolvable problems for poor families
and especially for pensioners. According to Nationa Forum participants, the rates have been
increased to guaranteereturnsto privateinvestors. 1n addition, the privatization of the public dental
sarvice in 1995 resulted in dentists without patients, on the one hand, and patients without good
teeth, on the other, obligating the following government was to re-establish the origind state of
dentdl care.

InEIl Salvador, as mentioned earlier, electricity rates increased by 47 percent for low-
end consumersin the two years following privatization of distribution services, twice as much as
the rate increase for high-end consumers. In some cases, in fact, rates for the highest levels of
consumption, primarily the indudrid sectors, dropped dightly during this period. Thus,
privatization has both increased hardships for the poor and exacerbated inequalities.
Those attending the SAPRI Opening Nationa Forum from around the country explained that the
higher rates have forced poor families to ration electricity use or resort to traditional
energy sources, such asfirewood, significantly increasing the demands of housework, as
well asenvironmental damage. Thesedemands, and the need to reducefamily costswhile
adding to family income, have forced many children to leave school in order to work.
UNICEF cdlculated that the number of working children in El Salvador doubled during a recent
three-year period. At the same time, Forum participants reported, accessto electricity and the
quality of service have declined. Low-incomecommunitiesinrural aress, they said, have been
hardest hit. The newly privatized dectricity-distribution companies do not see most rura areasas
aufficiently profitable and therefore prefer to export power to neighboring countries. There are
regular and prolonged blackoutsin some areas, overcharging is common and customer complaints
arerarely addressed.
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6.4 Digtribution of Wealth

The objective of creating a strong property-owning middle class through the
privatization processwas not achieved inthe countriesexamined. Programsthat were destined
to support the purchase of state property by employees and small businesses were weak, and
governments, seemingly uncommitted to thisgod, did little morethan pay lip servicetoit in order to
weeken the oppogtion to privatization from these socid groups. There were dso technica
problems, such asthe lack of viable capita markets.

InUganda, the mgjority of respondents (82 percent) in the survey carried out aspart of the
SAPRI research believed that the objective of creating a property-owning middle class had not
been achieved. Very few Ugandans participated in the privatization of public enterprises,
and the process has had a negligible impact on the well-being of most of the population. In
Hungary, the dtudion is smilar. Only very limited segments of society were able to
participate in the privatization process and acquire state property. The heads of state-
owned enterprisesfrequently became owners, Nationa Forum participants pointed out, when these
firms were converted into private partnerships. The relatively large middle class that developed
during the period of rapid growth under socidism in the 1960s and 1970s has not been
strengthened but, rather, has eroded. The preference given to foreign investors diminished
opportunitiesfor local entrepreneursto acquire privatized firms.

VII. Transparency

It was a generd perception of civil-society organizations consulted during the SAPRI
invedtigations that privatization had been accompanied by corruption and a lack of
transparency.

In Uganda, the mgority (93 percent) of those interviewed were of the view that the
privatization program was generdly poorly managed and lacked transparency. Therewasaso a
widespread beief that privatization processes had not been free from politica interference,
corruption and underhanded dedings in which foreigners and date officids were the only
beneficiaries. Public demondrations have ensued. The bidding processwasrevealed, in fact,
to have been unfair and biased in favor of certain entities. Although the government
documented the way in which the divedtiture proceeds were utilized, there remains suspicion
that the proceeds have been mismanaged.

In Bangladesh, the process of privatization also showed signsof corruption. There
was no open tender, and vauation of the jute mills that were privatized was not done in a
transparent manner. Just prior to privatization, profitable state-owned enterprises became losing
concerns, and millswere sold at a very low price through an unholy alliance between the
owner and policymakers. Furthermore, corruption took place in managing the mills even after
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they had been privatized. It very often happened that the owner himself overvaued the price of the
purchased jute or other raw materids, aswell asthe machinery, and showed aloss on the balance
shest.

Civil-society representatives a the Opening Nationd Forumin Hungary complaned of the
corruption and cronyism that plagued that country’ s privatization process, aswell. They pointedto
the insde deding that enabled the transfer of public assats to the hands of a few influentid
individuas and to the decline in the vaue of affected firms.

InEl Salvador, wherethere was atwo-phased privatization process, thefirst generation
of reforms was widely criticized for the lack of transparency in its management and
implementation. While there was more public debate during the second phase, the generd
perception of the consulted population isthat the program implemented -- including theregulatory
framework, the functioning of the privatization agency, the criteriafor supervison, and theregulation
of tariffs-- was not informed by, nor wasit sufficiently known to, thepublic. Accordingto Opening
Nationa Forum participants, thelack of trangparency hasled to alow leve of public confidencein
the supervison of the program and in the alocation of the revenues generated by the privatization
sdes, epecidly in the case of dectricity didtribution.

VI1II. Conclusion

The SAPRI investigations found that the effects of privatization varied, depending on the
type of enterprise and the management of the process. Y et, overdl, economiesdid not benefit asa
whole, while Sgnificant sectors of country populations were adversdly affected.

In some cases, limited economic benefitswerefound at the enterpriselevel, dthough not all
privatized companies have increased productivity. For thosethat did, the gainsdid not trandate
into improvements at the macroeconomic level. Governmentswere found to have poorly managed
the privatization processes, which lacked transparency, and the methods adopted for privatizing
firms typicdly involved a top-down approach to setting rules. Not surprisingly, the benefits of
privatization have tended to flow dmogt entirely to those managing the process, thereby worsening
the digtribution of wedth. Retrenchments, which usualy accompany the privatization process,
exacerbated nationd employment Stuations, inequditiesincreased, and the poor wereleft generadly
worse off. The process has aso led to the displacement of domestic owners by foreigners.

When ng the impact of privaizaion, a diginction must be made between the
privatization of industria enterprisesinvolved in production and those enterprisesthat deliver basic
services, such aswater and dectricity. Inthe country reviews of the privatization of public utilities,
it was found thet rates tended to increase without any improvement in service quality or coverage,
thereby worsening access to essential services, with serious consequences for poor communities
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and families The spedific findings regarding privatization of public utilities can be summarized as

follows

Utility-rate increases following privatization created further hardships for the
poor and low-income segments of society. Insome cases, thisled to anincreaseinthe
burden on women and to further environmenta degradation.

Fiscal benefits from privatization have been at least in part derived from
eliminating subsidies that allowed the poor to access services. Infact, where state
subsdiesremained in place to ensure the supply of servicesto the poor and those livingin
remote aress, the presumed fisca benefits from privatizing government ownership and
management functions were diminated.

The anticipated increase in efficiency of utility companies, when it did occur, in
most cases did not result from improved operations. Rather, theratio of revenueto
expenses rose as a result of price increases facilitated by virtud monopoly Stuations and
week government regulatory mechanisms.

Privatization has placed strategic services under foreign control. Most of the
privatized assetsin the countries studied have been purchased by foreign companies, some
of them public enterprises. Asaresult, the provision of services such as eectricity, water
and telecommunications in these countries now responds to the interests of foreign capita
rather than to loca needs.

The privatization of industria enterprises was found to have had mixed results, depending

onarange of pre-existing conditions. Somefirmssaw agrowthin profits, others sustained or even
increased losses, and some have gone out of busness or have been shut down following
privatizetion. Conclusons from the review of the privaization of indudtrid enterprises in the
countries studied can be summarized as follows:

Thereisno evidence that the formof ownership determinesthelevel of efficiency
of a particular enterprise. Overdl, theincreased profitability of privatized enterprises
observed isdueto circumstancesthat can exist under elther private or public ownership. In
some cases, increases in productivity at the microeconomic level can be attributed to the
liberdization of capitd flows and to the fact that transnationd firms with ready access to
capital had become the new private owners.

At the macroeconomic level, the real rate of growth in grossdomestic product in
the countries studied has revealed no trend toward acceleration resulting from
privatization. Even though the experience of individua countries varies depending on
politica or economic circumstances, privatization initsdf hasshownno sgnof leadingtoan
increase in overal macroeconomic efficiency.
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Foreign ownership has increased as a result of privatization, potentially
threatening national economic sovereignty. While foreign ownership may bring

advanced technology and new knowledge and products, the dominance of foreign capita
tends to obgtruct the development of local industries or crowd out existing ones. At the
macroeconomic leve, the repatriation of profitsand thewithdrawa of capital have caused
current-account problems and, in the worst of cases, destabilized the local currency.

Furthermore, foreign firms, seeking higher profits from lower labor cogts, have in some
cases suddenly decided to rel ocate and lay off employees, causing serious problemslocdly
and illugtrating the dangersof dlowing decisonsaffecting thelivesof loca populationsto be
made by those who are not responsible for loca well-being and security.

The effects of privatization programs on the digtribution of wedth are a central concern

rased in the country studies. Privatization has not improved the socioeconomic welfare of the
mgority population in these societies, as the main benefits have flowed instead to asmadl group of
the dready privileged. In the privatization of both utilities and indudtrid enterprises, the following
problems were observed a the nationd leve:

Unemployment and job insecurity have increased overall. Layoffs accompanied
privatization across the board, and new employment generation did not always compensate
for jobslogt. Privatization hasfostered discontent among those workerswho did not lose
their jobs, because workloads have increased, employment has become less secure, and
the power to organize and negotiate with employers has been weakened.

Privatization has contributed to increasing inequality. Income distribution has
worsened aslarge numbers of low-skilled, low-wage workers have been thefirst to belaid
off. This has been particularly detrimental to minority groups and women, who
tend to lack specialized skills Job-training or other smilar programs, wherethey have
existed, have been ether ineffective or insufficient to address the problems of the newly

unemployed. While new employment generated in privatized firmshastended to be better
paid, thesejobshaverequired higher skill levels. Furthermore, the anticipated creation of a
strong property-owning middle class through privatization has not occurred. Overdl,

wesdlth has become more concentrated.

Privatization processes have lacked transparency. Governments have often poorly
managed privatization programs and failed to involve workersand citizens groupsinthese
processes, while regulatory mechanisms have proven ineffective in ensuring adequate
oversight. In SAPRI countries, taxpayers have felt robbed of their public assets, and
governments have been unable to raise the levels of revenue anticipated from
enterprise sales because many were undervalued when sold.
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State enterprises often serve important socid or nationd objectives, sotheutility of agiven
public company cannot be measured soldy by the profitability of the firm itsdf. While the
privatization of such enterprises may increasetheir profitability in anarrow economic sense, it may
destroy important externa socid and nationa benefits, thereby reducing efficiency in the broader
sense. Furthermore, the desired role of state-owned firms should depend on the devel opment leve
of the particular country. In capita-poor devel oping countries, state-owned enterprises may help
technologica development, strengthen local industries and improve employment levels.

Given these cons derations, thefollowing bas ¢ recommendati ons emanate from the SAPRI
gudies. A decision on privatization should involve consderations of the srategic socid and nationd
functionsthat the enterprise serves; it should not be based solely on narrowly defined measures of
efficiency or profitability. A mix of different ownership forms, based on each country’ s unique set
of socid, economic, political and cultural circumstances, can best serve the devel opment needs of
that country. Experiencesin SAPRI and other countries with the privatization of essentid public
sarvices, however, suggest that these should remain under state or local government control in order
to best ensure the provision of affordable qudity servicesto al segments of the population. Inany
event, decisons regarding ownership structure should be made locdly, and foreign loans and ad
should not be tied to any pre-conditionsin this regard.

Although the benefits of foreign investment and ownership are recognized, measures should
betaken so that transnationa companiesdo not displacelocd firmsthrough privatization processes.
Priority should be given to support the development of domestic industries to meet loca needs.
FHndly, mechanismsof citizen participation should be devel oped and supported in order to facilitate
atrangparent flow of information, which would in turn diminish corruption and give citizens greeter
influence over decis onmaking processes.
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Chapter 6

The Impact of Agricultural Sector Adjustment
Policies on Small Farmers and Food Security

|. Introduction

This chapter summarizes the socid and economic impacts of agricultura-reform policies
drawn from three SAPRI assessments carried out in Bangladesh, Uganda and Zimbabwe, as
well asfrom CASA exercisesin thePhilippinesand M exico. Thereweresomedifferencesinthe
focus of each of theseinvestigations. Theresearch in Ugandaand Zimbabwe looked at the effects
of aseriesof policiesintheagricultura sector, whilethe Philippines study adopted an gpproach that
andyzed theimpact of aparticular policy on aspecific agricultura sub-sector. In Bangladesh there
were two separate studies carried out, one focusing on the sectora reforms’ impact on crop-sector
profitability and the other addressing the issue of food security.

The agricultural sector is regarded as the backbone of the Zimbabwean and Ugandan
economies, providing employment for about 70 percent of their respective populations. It
contributes about 40 percent of total export earningsin the case of Zimbabwe and 43 percent of
GDP in the case of Uganda. In Bangladesh, the sector represents one third of GDP. In the
Philippines, rice is the main source of income in the rural economy and congtitutes the staple food
for about 85 percent of the population.

The performance of the sector prior to the reforms in these countries had been deemed
inadequate by the internationa financid inditutionsfor anumber of reasons. In Uganda, agriculture
was said to have stagnated because of an overva ued exchange rate and theinefficient operations of
the parastata agricultura marketing boards, which had discouraged production. In Bangladesh,
production inefficiency, inequity in food-grain distribution, and inadequiate foreign exchangefor the
importation of farming supplies was seen to be undermining the potentid of the agricultura sector.
In Zimbabwe, the government’s direct involvement in production, distribution and marketing of
agricultura inputs and commodities was congdered an obstacle to the devel opment of the sector.
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II. Objectives, Policiesand Strategies of Agricultural Reform

The agriculturd-reform policiesin the various countries sudied wereimplemented withinthe
framework of structura adjustment programs supported by the World Bank and IMF. The
principal stated objectives of the reforms in the various countries were to increase agricultura
productivity and production, boost agricultural exports as a bass for national economic growth,
improve farmers incomes and ensure food security.

The policies pursued reflected the devel opment strategy favored by the Bank and Fund. At
the macro levd, the drategy includes: a reduction in the role of the state in order to reduce
government expenditure; restrictive monetary aswell asfiscd policies; an expanson of therole of
the private sector to promote economic growth; and liberdized interna and externd tradeintended
to alow the market, rather than the government, to direct resource dlocation and determine prices
of inputs and outputs. While countries implemented similar restrictive macroeconomic programs,
which had their own impact on the agricultural sector, there were differences in emphasis when it
came to the specific sector policies pursued in each nation. These depended in large part on the
diagnosis of the principa reasons deemed to have been holding back the respective agricultura
sectors.

Bdow is a summary of specific policies amed at reforming the agriculturd sector in the
countries studied.

In Zimbabwe, the main policies were:

(i) reduction of direct state involvement in the production, distribution and marketing of
agricultura inputs and commodities;

(i) removd of subsidies on agriculturd inputs and credit;

(iii) liberdization of export and import trade; and

(iv) privatization of agriculturd marketing.

In Uganda, the reforms emphasized:

(i) liberdization of the exchange rate (to eiminate currency overvauetion);

(i) contral of inflation;

(iii) liberdization of trade in agricultura inputs and outputs,

(iv) provison of export incentives to the private sector (remova of export tax); and
(v) remova of government subsdiesin the agricultural sector.

In the Philippines, the principa policies were:

(i) foreign-exchange liberdization and currency devaudtion;
(i) price and market liberdization;

(iii) pearagtata reform and privatization;

(iv) export promotion; and

(v) remova of subsdies.
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In M exico, the measures adopted included:

(i) conditutiond reformsfacilitating the privatization and concentration of land and naturd
resources,

(i) reduction of Sate participation in agricultural production;

(iii) privatization of the production and distribution of agriculturd inputs and services, and

(iv) liberdization of tradein agriculturd commodities.

In Bangladesh, emphasis was placed on:

(i) increased private-sector involvement in irrigation and fertilizer distribution;
(i) reduction in subsdies on agriculturd inputs;

(iii) - introduction of floor prices for some agricultura products, and

(iv) liberdization of food-grain exports and imports.

[11. Processof Policy Design

Thelack of participation inthe design of these policiesby the people most affected by them
was an issue of concern right from the outset of SAPRI. Policy design has been the preserve of
technica expertsin the Minigtries of Planning, Finance and Agriculture and the World Bank and
IMF. In Zimbabwe, interviewswith stakeholdersin the agricultura sector reveaed thet there had
been no consultation with farmers: groups representing either large-scale producersor samdlholders

In Bangladesh, congstent with the criticism of dl adjustment programs, agricultura policieswere
seen as* coming from above’ from the powerful donors, with inadequate consultation and no effort
to take into condderation the concerns of the poor. In Uganda, interviews carried out under the
SAPRI study, aswell asearlier sudies, indicate that, while the rura poor are ableto articulate the
impects of economic policies that they experience in thar dally lives, they have been given little
information about the specific policies negatiated with the Bank. Civil-society representatives
attending the Opening Nationa Forum in Kampaastressed that the government had not consulted
local producersin the process of policy formulation and had instead imposed policiesthat did not
take into account micro-leve dynamics.

V. Impact of the Reform Policies
4.1 Economic Impact
4.1.1 Production

One of the basic principles behind market liberdization isthat the removd of distortionsin
the market will eventualy increase the red producer prices for specific commodities, benefiting
individua farmers and giving them a direct incentive to increase production of those goods.
According to the country assessments, however, instead of benefiting farmers acrossthe board, the
impact of thereform policieson agricultural production hasbeen mixed. Theseresultsare
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not surprising in that they reflect differences in the structure of the economies in the different
countries, aswedl astheir internd inequdities. In Uganda, for instance, agricultureisdominated by
gmdl-scde producers, while, in Zimbabwe, a smdl group of commercid farmers dominates
agriculturd production. In some countries -- such as Uganda, Bangladesh and Zimbabwe --
sudiesindicated that overal agricultura production increased, while in othersit declined. Just as
importantly, withinindividua countriesthe production of some cropsincreased whilethet of others
fel.

Export promotion has been an important element of the agricultural-reform
programs designed to simulate agricultura-led growth in dl of these countries. Yet, in several
casesthisemphasishasled to heightened inequalities, asmany farmershavelacked equal
opportunities to enter and benefit within a liberalized market. In addition, constraints
such as lack of rural infrastructure were inadequately addressed, and export earnings
wer e subject to world pricefluctuations. In some countries, such asZimbabwe, the expected
market divergfication did not occur, whilein others, likethePhilippines, anincreasein agricultura-
export earnings in one sub-sector occurred at the expense of others. Furthermore, production
for export hasoften occurred at the expense of production for thelocal market, ashasbeen
the casein M exico.

In Zimbabwe, the production of maize increased margindly from 1.42 million tons in
1997/98 to 1.54 million tons in 1998/99 -- a level of production that remained below the
gpproximately 2.5 million tons required for human consumption and livestock feed, representing a
change from the persstent surplus in production experienced years earlier. This shortfall in
production isattributed to liberalization, which hasresulted in the shift to tradables such
ashorticultura products. Furthermore, therising cost of inputs, such asseedsand fertilizer,
reached such heights that the communities were forced to drastically reduce acreage
under cultivation. Following the removal of subsidies on fertilizers and other agro-
chemicals, their prices shot up by over 300 percent in five years. In addition, the more
stringent repayment procedures of the Agricultura Finance Corporation that were established under
the adjustment program made this traditiona source of assstance to small farmersinaccessible.

Rurd-sector representatives a the Opening National Forum in Harare explained that
farmers competitiveness has been hurt by cuts in government spending on roads and
transport systems, aswell as processing, storage and distribution systems. Farmershave
also been negatively affected by the loss of information once provided by state marketing
boards, by an insufficiency of technical servicesand by high interest rates, aswell ashy a
lack of accessto land.

The case of cotton in Zimbabwe illustrates the problem of market monopolization by
large companiesafter liberalization. Prior toreforms, anumber of firmscompeted to purchase
farmers produce. However, deregulation of the cotton industry in 1993 created the context for
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the Cotton Company of Zimbabwe (Cottco) to dominate the industry and thereby to establish
monopoaligtic control of cotton prices, set qudity standards that smal farmers are unable to meet
and, a the same time, cut back its input credit scheme fom which many smdl farmers had
benefited. Asaresult, most small farmersarenolonger ableto sell their produceat prices
that cover their costs and still meet the quality requirements demanded by Cottco.

In the livestock sector of Zimbabwe, the significant decline in the cattle population
was attributed to severa economic and environmenta problems. Currency devaluation that was
intended to promote exports served to increasethe price of imported feed, Sgnificantly rasng
costs to farmers. Market liberaization of the beef sector induced private-sector involvement in
livestock purchases and in the daughtering and marketing of beef. 1t also removed government
price supports, which led to a drop in commodity prices to farmers, asthe state-run Cold
Storage Commission of Zimbabwe was no longer able to compete.

In Uganda, the area under cultivation of coffee, the country’s main crop, increased from
250,000 hectares in 1992/93 to 300,000 hectares in 1999/2000 while production rose from 2.8
million (60-kilogram) bags to 3.2 million bags. This increase resulted from a government
program to expand coffee plantationsthrough an export-promotion drive, which included
the removal of export constraints and the improvement of physical infrastructure.
However, this occurred as world coffee prices plummeted during the second half of the 1990s, so
that the value of coffee exports fell from a pesk of US$432.5 million in 1994 to US$164.8
million at the end of the decade.

Fish productionin Ugandaaso increased with the advent of export tradein the sub- sector,
but it later started to decline asaresult of liberaization. Overexploitation of lakes by fishermen
seeking to take advantage of market opportunities and make quick profits led to
environmental probl ems, depleting fish stock and endangering future production. Furthermore,
priceson thelocal market increased and rendered fish unaffordableto local communities
that had previoudy relied on this inexpengve and nutritious food product.

The decline of production in thelivestock sector in Ugandaresulted from anumber of
factors, some of which are aresult of liberadization, such asthe increase in the price of veterinary
inputs. In addition, demand for meat has decreased as a result of increased poverty due to
retrenchments and the restructuring of the labor market, as well as of currency devauation that
reduced the red vaue of the shilling. There has been a dramatic shift toward poultry rearing and
consumption, as both fish and meet are no longer affordable for many households.

In the Philippines, government support for rice production has not kept pacewith therisng
needs of the growing population. This has been due in part to the quantitative ceilings on
budget deficits imposed by the IMF that have prevented adequate and necessary
investmentsin therice industry, thusleading to a declinein production of rice.
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On the other hand, in the case of shrimp farming in the Philippines, the policy
reformsled to a conducive environment that stimulated investment in shrimp production
for export. Thisresulted intheadoption of intensve shrimp-farming methodsthat wereintended to
shorten the loan-repayment period and increase profits. A direct socioeconomic impact of this
experience, however, has been the loss of common property rights in favor of private
ownership of land and water resourcesthrough permitsor titles. Furthermore, thisintensive
production has had quite negative environmental consequences.

In Bangladesh, policy reforms that dramatically lowered input costs, together with
the spread of irrigation, fertilizer use and adoption of improved seeds, led to an increase of about
40 percent in food-grain production in the 1980s. With the deepening of adjustment
reformsin the 1990s, however, agricultural growth wasdriven by production in thenon-
crop sectors -- i.e., forestry, fisheries and livestock -- as a result of growing demand
constraint, lack of export markets and declining real prices.

4.1.2 Farmers incomes

Agan, oneof theimportant principles of liberdization isthat when prices are determined by
the market there will be a more efficient alocation of resources within the productive sector.
Farmers are expected to respond rationdly by alocating more of their productive resources to
those commodities that fetch higher prices and hence increase their household incomes. Although
this was one of the mgor objectives of agricultura reforms, it did not occur in practice in the
countries studied. Contrary to the assumptionsunderlying thereforms, production in the
sector isnot homogenous and farmers do not have equal opportunitiesto enter and gain
in an open market system.

In Zimbabwe, the udy found that liberalization did not necessarily result in higher
pricestofarmersoverall. Large-scalefarmers, who enjoyed economiesof scale, aswell as
export producers, who benefited from currency devaluation, may have enjoyed increased
incomes. Smallholders and communal farmers and those who produce for the domestic
market, however, have not. The situation of smallholders was most affected by the
removal of subsidies on agricultural inputs, a reduction of public expenditure on
extension servicesand the high cost of credit, which increased the cost of production and aso
reduced the returns to most farming activities. Furthermore, as aresult of liberdization, private
middlemen replaced the state in the marketing of farm inputs and produce for the
smallholder sector. Thisplaced thesefarmersat adisadvantage asfar asdetermining the price of
their produce was concerned. ll-informed about market conditions and facing transportation and
infragtructure congtraints, they have been forced to sdll at low prices, sometimeseven below market
prices, such as during the 1995/96 season.
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In participatory surveys carried out as part of the SAPRI research, Zimbabwean farmers
complained that, prior to the reforms, they were buying agricultura inputs such as seeds, fertilizer
and farming equipment at relatively chegp prices, but theliberalization of tradeintroduced by
the adjustment program had allowed tradersto charge exorbitant pricesfor theseinputs
Farmers further argued that, forced to reduce their purchases of inputs, they suffered low yidds,
particularly in areas with low rainfal or characterized by poor soils. They said the phase-out of
subsidies on agricultural inputs should have been more gradual. Highinterest ratesand
the difficulty of obtaining loans due to the banks demand for substantia property as collaterd
security were dso generd complaints. Lack of an adequate land-redistribution program was
another reason cited by commund farmersfor their plight.

In Uganda, the picture was quite smilar. The assessment there concluded that
agricultural reform and liberalization had not improved the real incomes of farmers,
particularly the small-scale ones. Althoughproducer pricesfor somecropsrose, therewas
also a general rise in the cost of production, and only those farmers who aready had the
resources were able to benefit.

Asaresult of inadeguateinvestment in thericeindustry in thePhilippines, productivity has
remained low, and this has trandated into low levels of income for rice farmers. In the case of
shrimp farming, export-oriented production fostered by thepolicy reformsled to theapplication
of commercial methods of intensive shrimp production. Theresulting overexploitation of
natural resources in the search for quick profits generated both environmental
deterioration and a reduction in areas for cultivation of traditional crops, which, inturn,
limited the capacity of loca communitiesto engage in traditiona economic activities. Thisled to
increased income erosion and growing inequality.

In Bangladesh, findings on crop-sector profitability indicate a decline in the 1990s.
Liberalization measures, it was agreed at the Opening Nationd Forum, have resulted in a
disproportionately large increase in the price of productive inputs induding import-
dependent fertilizers, seedsandirrigation equipment. Thewithdrawal of subsidiesfor the poor,
theprivatization of theagricultural -input distribution system, the oligopolistic behavior
of private input traders, theinadequate provision of food-purchase and storage facilities
by the government, the declinein theregulation of fertilizer, seed and pesticide standards,
and reduced access to formal credit institutions and affordable micro-credit have hurt
small farmersin particular. Atthesametime, the pricesof most crop-sector producehaveonly
marginaly increased. With cost increases outweighing the impact of price rises, farmers
overall failed to benefit from the reforms.

In M exico, a series of participatory workshops in four different regions of the country
revedled as gnificant deterioration in conditionsfor small-scale producersand peasantsin
rurd aress. Participantsindicated that the dismantling of state servicesand thewithdrawal of
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subsidies for rural production created an unequal playing field in which large-scale
producers and foreign companies gained at the expense of small farmers, who could not
afford the increasing costs of production and did not have access to affordable credit.
Under the adjustment program, placing priority on modernized and large-scale agriculture has
created new problems, such as contraction and segmentation of the domestic market, dependency
on imports and reduction in consumption. The result has been a growing number of people
living in extreme poverty.

4.1.3 Food security

In most of the sample countries, ensuring food security was a specific objective of the
reform policies. Inthiscontext, food security has been understood to mean accessto adequate and
nutritious food by dl people at dl times. Adjustment measures have been designed based on the
assumption that loca supply is not important, as access to food could be obtained through the
market.

All the country studies, with the exception of the one in Bangladesh, concluded that there
had been a worsening food-security situation as a result of the agricultural reforms. In
light of theleve of vulnerahility of therurd poor and the declinein theincomelevelsof farmers, as
evidenced above, agricultura-reform policies should have been oriented to address both overdl
food supply as well as access to adequate, quality food by al population groups.

In Zimbabwe, where food production during the 1990s did not keep up with population
growth, the food-security situation worsened at the end of the decade, with 30 percent of
children under agefive chronicadly manourished. The SAPRI investigation found that thereform
policiesled to areduction in the capacity of rural communitiesto producetheir own food
due to the rising cost of agricultural inputs Policy interventions promoted the
commercidization of smallholder agriculture, emphasizing production for cash rather than for home
consumption. Smadl-scae farmers were unable, however, to afford expensive hybrid seeds and
fertilizers. Farmers were forced to reduce acreage under cultivation, while land fertility dropped
owing to limited use of fertilizers and inadequate extenson services, and yields decreased.

A policy focuson shifting nationa production toward horticulture, which becamethe second
largest agriculturd foreign-exchange earner after tobacco, aso did not benefit small-scale farmers.
Zimbabwe's export push, SAPRI Forum participants said, aso shifted land from the
cultivation of maize and other food cropsto that of other high-revenue-generating export
crops, such as paprika and cotton. This has created shortages of basic staple foods and
further raised consumer prices. Hence, in order to meet household needs, such as school fees
for children, poor farmers resorted to the sale of stored grain, which caused families to suffer
shortages before their next harvest, or of other assets, such as livestock, which embodied any
limited savingsthey might have had. Theincreasein basicfood priceshasfurther exacerbated
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household food insecurity of the por. At the nationd levd, Zimbabwe, since the
privatization of its marketing boards and the liberalization and deregulation of the
agricultural sector, has been transformed, Forum participants said, from a country that
met all its domestic food needs and still had enough maize and wheat to export, to one
that must import food from South Africa, Kenya and Mozambique.

In the case of Uganda, the study concluded that theemphasis on exports including non
traditiona exports, in a context in which food production was not keeping up with population
growth, had led to higher food insecurity and, in particular, to reduced food reserves
among poor households. Increasesin coffee production, a mgjor Ugandan export, appear to
have been achieved at the expense of food-crop productionin someregions. In Masakadidrict,
for instance, an expangion of coffee production was paraleed by a decline in the production of
maize and beans. Furthermore, whiletheliberalization of agricultural marketsresultedin
higher prices for agricultural produce, only the better-off farmers were able to respond
and increase their production. The Situation of poor households was further worsened by the
pressing need to meet the higher cost of socid services, such as health care and education, under
the adjustment program. Participantsat the SAPRI Opening Nationa Forum reported anincrease
in malnutrition in the country.

In thePhilippines, food security has suffered because, dueto IMF-imposed conditions, the
production of rice has not been able to keep pace with increasing demand resulting from population
growth. Asaresult of thisgrowing food deficit, there hasbeen a growing dependency on rice
imports, which have been subject to the volatility of world prices. At the same time, the
stimulation of intensive export-oriented shrimp farming was accompanied not only by
negative environmental effects, but also by the displacement of cultivation of food staples
by local communities.

Theinvedigationin M exico pointed to the growing deficit in the nation’ sfood supply, the
increase in the amount of grain imports, and risng manutrition indices under the country’s
adjusment program. The country’sper capita production of basic grainsfell by nearly 10
percent from 1980 to 2000 as a result of adjustment policiesthat liberalized importsand
reduced government support for small-scale farmers. Food dependence went from an
average of 18 percent in the early 1980s to 43 percent at the end of the 1990s. In 1996 aone,
nearly haf of domestic consumption of basic grainswas met through imports, whose cost surpassed
by 50 percent the government’ sentire budget for therura sector. At thesametime, poverty levels
increased, as reform policies served to benefit asmall group of large-scale enterprisesengagedin
production for export markets rather than smulate investment in domestic food production that
would benefit small-sca e producers, generate employment in rurd areas, and thereby improvefood
security. Infact, the further concentration of land brought about by thereforms, together
with the promotion of large-scale production for export, left many rural communities
unableto producetheir own food and forced them to buy their required foodstuffson the
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market at pricesthey could not afford. Compensatory programs proved insufficient to address
the problems of much of the rura population and, a best, only resolved issues of immediate
survival.

In the case of Bangladesh, the study’ s conclusion was that theconsumption of cereals
had reached a level higher than the minimum requirement for achieving balanced
nutrition. Therewas, however, amargind deficit for tubers and vegetables and substantia deficits
for livestock products, pulsesand oilseeds. Overdl, the observed trend toward improved food
security was attributed largely to the results of Green Revolution technology that, it was
pointed out, did not take into account the substantial negative impacts on the environment,
especidly on soil and surface and ground water.

4.2 Social Impacts
4.2.1 Socioeconomic differentiation

A magor concern of civil society has been the fact that adjustment policies have not taken
into account existing socioeconomic differentiation in each nation.  Consequently, little or no
congderaion has been given to how policy impacts might reinforce differentiated access to
economic opportunities and exacerbate inequaities. The studies indicate that the reforms did, in
fact, generate differentiated impacts on arange of socioeconomic groups. For example, theeffects
of adjustment policiesoften differed for large-scale as opposed to small-scalefarmers, rich
farmersand poor farmers, export-crop producersversusthose producing primarily for the
domestic market.

In Zimbabwe, theoverall impact of the reform measures proved rather negativefor
small-scale farmers, in particular, as they were more affected by marketing constraints
than were large-scale producers, who enjoyed economies of scale. Poorly developed market
information systemsto link farmers and buyers, theinaccessihbility of some marketing channdls, and
alack of guaranteed markets for their produce made smallholders more beholden to middiemen
once the government’s role was reduced under liberdization. In practice, this resulted in higher
input costsand lower produce pricesfor small-scaefarmers. Asaresult, total acreage under crop
production declined in the communa and resettlement areas. Y et, more and more peoplein these
areas became dependent on agyriculture dueto the natura growth of the population and adjustment-
induced retrenchments in other sectors of the economy. Under these circumstances, the lack of
land redistribution proved to beamgjor congtraint to smalholder production. Other congtraintson
agricultura production, such asthe high cost and reduced avail ability of credit and declining public
investment in research and extension services, dso bore more heavily on smdl-scae farmers.

In Uganda, SAPRI Forum participants reported, reduced profitability for small
producersis contributing in large part to the very high poverty level in villages. Inthe
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absence of government programs and adequate infrastructure, petty traders and transport owners
are profiting from a retail- price markup in Kampala thet can reach ten times the farm-gate price.

Differentid access to productive resources, roads and markets for different groups of
Ugandan farmers conditioned their response to the price incentives created by agriculturd
liberdization. For instance,increased producer pricesfor coffee benefited only thosefarmers
with the land and other resources to expand coffee production. Small farmers with
limited land were unable to take advantage of such opportunities, and they fared worse
sincethey faced the sameincreasesaslarge-scalefarmersin the cost of inputs Differences
in regiona development within the country were another important factor that led to differentiated
impacts and tended to exacerbate existing inequdities. World Bank and Finance Minidry
representatives a the Opening Nationa Forum acknowledged that poor rurd physica andfinanciad
infrastructure has contributed to the negetive effects of liberdization a thelocd, or household, leve.

The participatory survey in Uganda reveded that citizens’ views on the agricultural
reforms differed from one community to another and according to the socioeconomic
position of the respondents. In Kabarole digtrict, for instance, people were of the view that
liberdization of tradein agricultura products had produced positiveresults, sncefarmerswere now
freeto sdl to any buyer of their choice instead of having prices dictated to them by the marketing
boards, aswasthe casein the past. This same sentiment was expressed by the wedthy farmersin
Kaangala digtrict, who were impressed with the prompt payment for their produce that the new
system had introduced. In the same didtrict, however, the poor farmers complained that farming
was not remunerative enough. Only traders and not farmers could afford to buy cars, for example.

In other digtricts across the country, farmers associated liberalization with exploitative traders.
Poor roads and the high cost of transportation made it difficult to explore markets outsde their
immediate locdity, putting farmers a the mercy of the middlemen. The barrier that poor
infrastructure posed to effective marketing of farm produce was a recurrent theme in
many of the responses given by farmers.

The study in M exico showsthat existing economic and social inequalitiesin rural
areaswer e also exacerbated in that country asaresult of thereforms. Intherura economy,
avery smal percentage of producers have accessto good quality land, infrastructure and modern
technology, with which they have developed production for export. At the same time, severd
million amal- scale producers, with few resources and little accessto infrastructure and technol ogy,
are engaged in amdl-scale production for subsistence and for the domestic market. This dual
nature of the economy has created a situation in which only large-scale producerswith
access to resources have been able to take advantage of agricultural-policy shifts and
increase production of exports Withdrawal of government support for production and
credit provision particularly hurt small and medium-scale producerswho cultivate basic
grains. Fundschanneedtotherura sector by the state-run devel opment bank fell precipitoudy in
the 1990s, Opening Forum participants reported, and financing generdly for any farmersproducing
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for the domestic market became difficult to find. Public programs that were later put in place to
compensate for such negative effects were too limited in scope, were not sustained, and ultimately
benefited primarily large-scae producers. The study concluded that the reforms had increased
economic concentration and social exclusion.

Thedisplacement of rurd communitiesand the consegquent massive urban migration thet has
resulted from the further impoverishment and margindization of smdl-scde farmers in the
Philippines, as well as the disproportionate burden on women of aloss of food security, were
important socid impacts emphasized at the Opening Nationd Forumin Manila | nsufficient state
support for infrastructure services, such asirrigation, post-harvest facilitiesand farm-to-
market roads, has meant that small-scale farmers are unable to improve productivity
levelsor get their productsto market at pricesthat cover their costs. Liberdization of prices
following privatization of the marketing board also negatively impacted farmers. Cultivation of rice
and other staples was said to be on the decline, and small-scale farmers who cultivate food
crops have found themselves further marginalized. Participants aso spoke of the lack of
access to formd credit as a key problem for farmers, whose only option is the informa market,
which offers short-term loans at exorbitant rates.

In Bangladesh, a participatory well-being analyss was carried out in three villages with
different levels of irrigation to assess the impact on poverty of agriculturd policiesthat liberaized
provison of irrigation sysems. It showed that poverty declined over timein dl thevillages studied
regardiess of the intendty of irrigation coverage, but the rate of reduction had been lowest in the
village where the irrigation development had been the highest. Furthermore, the condition of the
very poor worsened over timein al three villages, while those who were dreedy better off gained
the mogt from the irrigation services. Thus, inequdity worsened in dl three villages over time,
dthough at varying rates.

4.2.2 Gender-differentiated impact

Thedesign of reforms did not take into consideration gender issues, and thiswasa
particular concern of civil society. The country studies indicate that the policy reforms had
subgtantiad differentia impact on men and women that depended on a number of factors. The
existing gender-based division of labor, relative access to and control of resources (e.g.,
land and credit) by women, and the position of women in different cultures were
important factors determining how women were affected differently than men as a result of
agriculturd-policy reforms.

In Zimbabwe, women (and children) arethe mgor operatorsin farming, particularly inthe
communal aress. Y et, the particular conditions faced by women in the sector were not taken into
account in the design of reforms. Women's participation in agriculturd activity in Zimbabwe is
handicapped due to their limited access to land and credit. Land-ownership rights are vested in
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heads of households, who are usually men, and female heads of household have difficulty acquiring
land. The Condtitution of Zimbabwe reinforcesthistraditiond pattern of land ownership and does
not guarantee the rights of women to own land or acquire property. Asland usually serves as
collateral for accessto agricultural credit, women have very limited accessto bank loans
lessthan 10 percent of credit for smallholder farmerswas granted to women, who received
an even amdller share of extenson services. There are only afew programs specificaly amed at
femdefamers

InUganda, men generdly cultivate cash or export cropswhilewomen grow food for home
consumption. Intensification of production for cash or export as part of the adjustment
program has tended to increase the responsibilities of women, who are often required to
contribute to the cultivation of cash cropsin addition to their food crops, which are not
consistently the focus of adjustment policies. Thisis particularly true in cases where the
families are unable to hire [abor.

Theinvedigaion dso foundregional variationsin the power relations between men
and women that tend to be reinforced by the reforms. Thus, in some places when the
agricultura reforms are accompanied by higher incomes, men acquire more wives, who then have
to compete moreintensdly for thefavorsof themen. In such circumstances, women may even hand
over the money they earn for the men to spend. In other places, such asKabae, women carry out
agricultura production without the help of men and even take respongbility for paying taxes. In
such cases, women make the decisions asto how to spend their money, and the reformsgenerdly
tend to strengthen their podtion. Women in Bushenyi didrict, for instance, welcomed the
commercidization of traditional food crops, which enabled them to get and control some monetary
income. Indigrictsravaged by HIV/AIDS, women' sinvolvement in cultivation for cash or export
tends to be higher, as widows have to take responsihility for activities previoudy undertaken by
their husbands.

In Mexico, the participation of women in agricultural production grew in the
course of the reforms -- from 12 percent of the workforcein 1991 to 17 percent in 1997. The
increased femaeinvolvement in the sector was due to two main factors. First, some women took
the place of their husbands who migrated abroad to find work. The absentee husbands,
however, ill remained thelega owners of theland, and much of thewomen’ swork wasregarded
as unpaid family labor. The proportion of women in agriculture who received no remuneration
increased from 51 percent in 1991 to 64 percent in 1997. Therewasalso an increasein paid
female labor in the agricultural sector, however, due to the relative increase in agro-
export production that is labor-intensive. Yet these jobs tended to be low-paying with poor
working conditions, and women they employ often carry the additiona burdens of domestic work
and unpaid family labor.
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4.2.3 Environmental impact

Agriculturd production often has consderable environmentd effects, yet these, too, are
not taken into account in the design of reform policies.

Asnoted earlier, thereform policiesin the Philippinesencouraged intensive shrimp
farming for export, which produced substantial negative environmental effects, such as
the degradation and pollution of the mangrove and coastal ecosystem, aswell asof adjacent
lad and water resources. This was confirmed by case studies conducted in a number of
municipdities, including Hinatuan and Mindanao, on intensve and semi-intengveshrimpfarms. The
Study documented negative effects that included: the destruction of mangroves through their
converson into fishponds; the pollution of water systems through the use of chemicals, pesticides
and antibiotics, the accumulation and discharge of untrested resdues (e.g, prawn wastes and un-
egten feeds); and sdinization and depletion of local water resources.

Agricultural reforms have also caused considerable soil degradation and loss of
bio-diversity in the Philippines. Aswasrelaed at the Opening Nationd Forum in Manila, the
expanded alocation of public resources and services, such as irrigation, to the production of
bananas and other export crops has engendered a large increase in their cultivation, large-scae
mono-cropping, and the extensive use of chemicas.

In Bangladesh, there has been concern about environmental degradation resulting
fromfertilizer usewithout proper controlsand compliance with standards, aproduct of market
liberdization and deregulation. In addition, intensive irrigation schemes also fostered by
market liberalization have caused excessive extraction of ground water that isbdieved to
have led to the drying up of aguifers during the dry season, as well as to arsenic poisoning of the
water.

The dimination of government extensgon programs in Uganda, it was explained & the
country’ s Opening Nationa Forum, has|eft private traders to advise on farming methods, such as
the use of chemicals, and this has had disastrous consequences. Thereis evidence, as well, that,
although liberalization has helped expand production in the fish sector, it has also
caused various environmental problems. The European Union, for example, placed aban on
fish from Uganda due to poor sanitary conditions in the sector. The study aso indicates that
commercidization hasled to depletion of thefish stock in most of the country’ swater bodiesdueto
overexploitation resulting from unregulated competition between traditiona artisan fishing and
sophisticated commercid fishing trawlers.

The assessment in M exico indicates that the reform policies that havefavored large-
scale monocultureand haveled to afurther concentration of resourceshave also servedto
accentuatetheloss of bio-diversity and promotethe overuse of poor quality land, whichis
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accelerating the process of soil erosion. In the southwestern states of Michoacan and
Guerrero, for example, large-scde horticulture, with its indiscriminate use of agrochemicas, has
accelerated soil degradation. In the more arid northern and centra regions, the diverson of scare
water resources to large- scale producers-- made possible by legidative changesthat have served
to privatize certain aspects of water distribution -- isacce erating deterioration of water tables, with
potentidly catastrophic socia and environmenta consequences. At the same time, small-scale
farmers and the poor have been pushed onto more marginal quality land, which they use
more intensively asthey are faced with alack of dternatives for employment and income, causing
further soil erosion and other environmenta degradation.

V. Concluson

Theinvestigations show that the agricultural- sector reforms have not, on thewhole, improved
the wdll-being of those living in the rurd sector in the SAPRI and CASA countries. Agriculturd
production has increased in some countries but not in others, while some crops have gained asthe
production of others declined. Where exports have expanded, this often has occurred a the
expense of production for the domestic market. Furthermore, these adjustment policies have had
differentiated impacts along socioeconomic lines, and, as aresult, rurd inequality has worsened.
Thosewho previoudy had accessto productive resources have tended to be those who benefited,
while the poor have often been further marginaized.

The red income of farmers, particularly small-scale ones, have not improved, principaly
becausethe prices of agricultura inputshaverisen everywhere. Evenwheretherewereincreasesin
produce prices, the rise in the cost of production has generdly been higher. With reduced or
inadequate cultivation of food cropsfor the domestic market, dong with alack of improvement in
earnings by many low-income sectors and a rise in the cost of living, there has been a generd
deterioration in food security nearly everywhere. In severd aress, the new patternsof agricultura
production resulting from the reforms have led to negetive environmenta impacts. At the same
time, women have tended to bear a greater burden under the reform process.

More specificdly, the following findings emerged from the exercises in Bangladesh,
Uganda, Zimbabwe, the Philippines and Mexico.

= Agricultural reforms have exacerbated inequalities. Export promotion, import
liberalization and thewithdrawal of government support in theagricultural sector
have served to reinforce differentiated access to resources for production. Where
exports have expanded and earnings increased despite being subject to world price
fluctuations, much of the economic benefits has accrued only to large-scale producers, as
small farmers have lacked equal opportunities to enter and gain within a
liberalized market. Condraints such aslack of rurd infrastructure, particularly in more
remote areaswherethe poor are concentrated, wereinadequately addressed inthereform
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process. Inaddition, the concentration of land usefor large-scal e production of export
cropshasreplaced cultivation of food cropsfor local consumption and hastendedto
push smdl farmersto overexploit margind-qudity land.

The income of farmers overall has not improved as a result of reforms. Thishas
primarily been dueto cost increases associated with agricultural production (i.e,
seeds, fertilizer, irrigation and equipment), as production coststended to increase more than
any growthinincomefrom sales. Small-scalefarmershave been particularly affected
because, as a result of the reforms, production subsidies were removed, public
expenditure on extension services declined, and obtaining credit became more
costly. In addition, liberdization has increased the reliance of these producers on

middlemen who market both farming supplies and produce. This has increased the costs
and lowered the income of these farmers, whose marketing options have become more
limited as aresult of the withdrawa of the state from this function.

Food security has declined in most countries. Theimpact of adjusment policieson
food supply and accessibility has varied depending on socioeconomic conditions, with the
rurd poor tending to be the most affected. Reformswere undertaken with theassumption
that local supply is not important, as access to food can be obtained through the market.
However, thereduction of local food supplieshasnot been paralleled by increased
market access by the rural poor, who lack the means to purchase food, with the
result that many rura residents have suffered from inadequate food intake and increasing
malnourishment. 1n some countries, amgor cause of food insecurity has been low yields,
which have been linked to reform policies that have reduced state support for extension
services and production inputs.

Agricultural adjustment policies have led to further environmental problems.
Sector-reform policies have favored large-scde monoculture and led to a further
concentration of resources. These new patterns of agricultura production have polluted
land and water with chemicasfrom intensve and uncontrolled fertilizer use, depleted water
tables through irrationa use of irrigation, caused soil eroson and exhausted vitd natura
resources. They haveaso served to accentuate theloss of bio-diversty. Atthesametime,
amdl-scalefarmers and the poor have been pushed onto more margind- qudity land, which
they use more intensively asthey are faced with alack of dternativesfor employment and
income. This has caused further soil erasion and other environmental degradation.

With policy design failing to take into consideration gender issues, agricultural
adjustment measures have had substantial differentiated impacts on men and
women, with women tending to bear the greater burden. Theexigting gender-based
divison of labor, the level of women's access to and control of resources (e.g., land and
credit), and the position of women in different cultures were found to be important factors
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determining how women have been affected differently than men asaresult of agricultura-
policy reforms. The problemsfaced by smallholdersdueto thesereforms, especially
those measuresthat have promoted production for export, have placed particularly
heavy burdens on women in countriesin which they are primary producers.

Inlight of thesefindings, someinitia recommendations can be made. The policy approach
in countries in which agriculture is an important sector should be reoriented to give priority to
production geared toward supplying the domestic market and ensuring food security. While
agriculturd exports are an important dement of most countries development srategies, policy
choices and investment decisions must takeinto account the differentiated ability of certain groups-
- paticularly women and smdlholders -- to access new market opportunities and improve their
accessto land and other critical resources. Likewise, trade policy inthe sector should be nuanced,
alowing countriesto pursue some degree of sdf-rdianceand stimulating production by margindized
farmers, including women, in order to support the rura poor in accessing affordable food.

Theimplementation of effective stepsto support small producersand achievefood security
should precede, and then be integrated with, the opening of the sector and the promotion of
exports. Aspart of such arura development policy, the state should provide the support needed
to ensure these farmers access o affordable agriculturd supplies and extenson services,
improvements in rura roads and trangportation, further development and regulation of irrigation
systems, and promotion of land-tenurereforms. Furthermore, formd inditutionsshould beinplace,
with state support, to provide equa accessfor al producersto information and markets, aswell as
to ensure environmental oversight and address negative impacts.

In generd terms, agriculturd policies should be designed to reduce existing inequditiesby
boosting the capacity of smdl and medium-scale producersand hel ping subs encefarmersto build
sugtainable livelihoods in the rural sector. Toward this end, policies should emerge from a
participatory process involving al stakeholders, and environmenta and socioeconomic factors,
including gender congderations, should be integrated into policy design.
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Chapter 7

The Socioeconomic and Environmental | mpact of
Mining Sector Reform

|. Introduction

The principa objective of this chapter is to assess the socioeconomic and environmenta
effects of the mining-sector reforms implemented under structura adjustment programs, with
particular reference to affected mining communities in Ghana and the Philippines. It considers
whether the World Bank’s economic adjustment and investment strategy for countries with a
sgnificant resource-extraction sector has been successful from an overal economic, socia and
environmenta perspective. Both countrieshave ahigtory of implementing adjustment policiesdating
back to the early 1980s and have received numerous loans in support of their respective mining
sectors. They are currently in what could be called a “third phase” of adjustment, focusing on
deregulation, privetization and investment liberdization. It isin this context that the resurgencein
mining and resource extraction, not only in the Philippines and Ghana, but globaly, should be
Stuated.

Thisandysis is based on SAPRI research undertaken in Ghana and information gleaned
from a CASA dudy in the Philippines. Both studies were conducted at the community level, but
were also scaed up with secondary information from the didtrict, regiona and nationd levels to
address micro and macro aspects of the assessment. Primary- data collection involved viststo
selected communities and the use of focus-group discussions and interviews with stakeholders,
including communities impacted by mining operaions, mining companies, government-support
agencies, and non-governmental and community-based organizations. The desk studies consisted
of literature reviews of exigting reports and previous field investigations.

Il. Background

Withitsemphasis on private- sector-led devel opment asthe engine of growth, the structura
adjustment paradigm was vigoroudy applied to the resource-extraction sector in a number of
Southern economies. Countries with important mining sectors were obliged to shift their policy
emphasis toward maximizing tax revenue and away from such previous gods as employment and
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control of nationd resources. Thisshift wasto be achieved through anew divison of labor inwhich
governments restricted their roleto industrial- and mining-sector regulation and promotion, leaving
the ownership, operation and management of enterprises to the private sector.

Along with their support for adjustment policies, theinternationd financid inditutions have
aso dgnificantly increased their lending, investments and guarantees in support of the resource-
extraction sector. These indtitutions allocated around US$51 hillion to projectsin the oil, mining
and gas sectors from 1995 through 1999. In addition, their actions are a significant leverage of
other sources of capitd, as Table 1 illugtrates.

Tablel
International Institution Credit Provided to the Resour ce Extractive Sector, 1995-1999
Institution Estimated Fossil Fuel & Mining Totals
World Bank Group® Total US$ 5,950,000,000
World Bank (IBRD and IDA)? 3,681,500,000
International Finance Corporation (IFC)3 1,458,300,000
Multilateral Investment Guarantee Agency (MIGA)* 807,200,000
European Bank for Reconstruction & Development® 946,000,000°
Asian Development Bank (ADB)’ 2,025,000,000
Inter -American Development Bank (IDB)® 1,073,000,000
Export Credit Agency Financing of Upstream Oil 40,500,000,000

and Gas Development (Not Mining)°1994-1999'°

! Itisestimated that US$1 of World Bank financing leverages USS$5 of additional capital from other sources.

> SeeWorld Bank Annual Reports, 1995-1999

¥ See“Lending By Sector FY 95- FY99,”1999 IFC Annual Report Annex. Based on year of commitment by IFC.
Loans and equity only are not the total commitment. 1f commitments were made in multiple years, including
years prior to 1995, so long as a FY 95-FY 99 commitment is made, the entire loan or equity issued to dateis
included. Thisincludes projectsinvolving oil refineries.

See “Guarantees By Sector FY 95- FY 99", MIGA Annual Reports 1995-1999. Includesloansto oil, mining and
gas (OMG) initiatives and on-lending activities to banks where the annual report description notes that money
from theloan is expected to go toward OMG projectsin that particular country (of courseit could be less than
the total amount of the on-lend guarantee that goesto OMG, but thereis no transparency, so the burden should
be on MIGA to prove otherwise), and privatization of OMG services.

The US$-euro ratio fluctuated between 1995 and 1999; therefore, we assume a 1:1 ratio.

This figure includes gas distribution and power market assistance projects.

See ADB Annual Reports 1995-1999. Thisincludesloans and technical grant assistance. Power distribution
and transmission is included in countries that rely heavily on fossil fuels but not in countries that have a
hydropower focus. In may cases, the ADB does not distinguish whether these services are provided for
various fuel sources, so Friends of the Earth took arather conservative approach in this respect.

See IDB Annual Report, 1995-1999. Includes e ectricity-sector “reform” programs.

Due to the lack of transparency of Export Credit Agencies, the authors do not have comp lete ECA mining
figures.

Crescencia Maurer with Ruchi Bhandari, “The Climate of Export Credit Agencies,” World Resources I nstitute
Climate Notes, May 2000 at page 4. According to WRI, every dollar of ECA financing leverages and drawsin
more than 2 dollars of private capital. Id.

Source: “Phasing Out Public Financing For Fossil Fuel And Mining Projects’ Friends of the Earth
International Position Paper, September 25, 2000: 2.
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1. Adjustment Policies, Legidation and Actions Affecting the Sector

In response to a global push for national policy changesto attract international
mining investment, both Ghana and the Philippines shifted their focusfrom direct state
investment in the mining sector to promotion and regulation of private companies. Within
the framework of their structurd adjustment programs, the mining sector was a mgor target for
reformsto address the concerns of investors and financiers, to arrest and reverse the decline of the
industry, and to achieve greater growth.

Theadjustment policiesand initiatives promoted by the World Bank that relateto
the mining sector in the countries under consideration include privatization of state
mining interests, enactment of laws affecting the mining sector and the environment, and
measures that lifted almost all fiscal burdens from mining companies. In order to attract
exploration and investment in the sector, efforts have been made to create a more favorable
investment climatefor foreign investorsto expand foreign participation. Legislation hasaimedto
reduce risk for investors, ensure access to mining permits and concessions, and protect
investors from government interference.

Thefirg years of Ghana’s adjustment program focused on increasing the worth of
existing mines through rehabilitation. Funding was made available from multilatera and
bilatera sources and guaranteed by the government. This enabled the move to the next stage,
which involved massive privatization of minesdther through the sdling off of sharesor through
completedivedtiture. The main purposes of the privatization program have been to reducetherole
of the state in the economy and improve business competitiveness and efficiency, reduce thefiscd
deficit by using the proceeds from the sdesto retire externa and domestic debt, and generate new
cash flows through investment and tax revenues.

The push to privatize and deregulate the mining sector and creste a more favorable
investment dimate for foreign investors has often entailed legidation to put both macro-leve and
sector-specific policy reformsinto effect. In both Ghana and the Philippines, this hasincluded
changesin fiscal policy to grant concessions to investors in the form of:

= exemptionsfrom duties,

= exemptions from payment of income tax;

= tax-free remittances for employees,

= scaled-down corporate income-tax lighility,

= increased capital dlowance;

= reduced royalty fees,

= gorgpping duties;, and

= retention of foreign-exchange earningsin externa accounts.

These changes have been put in place in Ghana through the promul gation of anumber of
pieces of legidation since 1983. The following chart shows the amount of foreign exchange that
foreign mining firms investing in the country are now permitted to retain off-shore.
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Table2
Ghana: Percentage of Export Value Retained Off-shore

Company Minimum Maximum
Ghana Augtrdia Goldfields 55% 80%
Abosso Goldfields Ltd. 55% 80%
Associated Goldfields 25% 45%
Takoradi Goldfields 25% 45%
Goldfields (Gh.) Ltd. 60% 95%
Ghana Gold Mines Ltd. 60% 69%

Source: Thomas Akabzaa, 2000. Boom and Dislocation: Environmental Impacts of Mining in the
Wassa West District of Ghana. Published by Third World Network, June 2000

In the case of the Philippines, many of the above-mentioned changes were effected
through the promul getion of the Philippine Mining Act (RA7942) in 1995. TheAct providesahost
of incentives through which the government expectsto enticeforeign investorsto infuse capita into,
and thus revive, the industry. These include the removd of the restriction on a maximum of 40-
percent foreign equity and a shift from a leasehold system to shared or joint-venture production
agreements.

The liberalization of the Philippine mining industry through these legislative
changes has permitted total private ownership of equity and control of mining projects,
thus opening up the mining industry to control by foreign companies. Asaresult, vast tracts of
land and other natural resources are being opened up, and communities are made more
vulnerable to exploitation. Large foreign mining companies are now alowed to explore and
mine amaximum areaof 81,000 hectaresfor aperiod of 25 to 50 yearsin exchangefor aminimum
investment of US$50 million in the country’s mining industry.® Auxiliary rights and incentives are
granted, thus alowing unhampered mining operaions and ensuring increased profitability. Asa
result of the 1995 Mining Act, the number of gpplications for permits, known as Financid and
Technicd Assstance Agreements (FTAAS), in the mining sector had grown to 115 by October
1997. By mid-1999, there were 408 pending applications. The FTAA applicants have been
predominantly Audtralian, Canadian and American corporations, and in 1998 approximately 71 of
the pending applications, including those that were gpproved, covered indigenous peoples
ancedtrd lands and in some cases ecologicaly critical aress.

'In March 1996, the Philippine Congress approved legislation that eliminated the Negative List C and
reduced the minimum paid-in capital requirement for foreign companies from US$500,000 to US$200,000.
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I'V. Economiclmpads Foragn Exchange, Gover nment Revenue Gener ation and Employment

InGhana, the policy changes succeeded both in creating a favorable perception of
theinvestment environment and in raising the volume and value of mineral output. The
country fast became a citadel of commerce and mining in West Africa Internationdly, Ghanais
now known to be among afew sdected African countries with the most attractive geologica and
invesment environments. Therenewed investor confidencein Ghand sminerdsindustry isreflected

in the balooning volume and vaue of minerals produced (see Table 3 and Figure 1 below).
Table3

Performance of Ghana' s Mineral Industry under the Structural Adjustment Program
(1987-1998)

Y ear Gold (ounces) Diamond (carats) Bauxite (M/t) Manganese (M/t)
1987 328 926 440 681 201483 242 410
1988 373937 259 358 299 939 284911
1989 429 476 285 636 374 646 273993
1990 541 400 636 503 368 659 246 869
1991 845908 687 736 324 313 311824
1992 998 195 656 421 399 155 276019
1993 1261424 590 842 364 641 295 296
1994 1430845 757 91 451 802 238429
1995 1708531 631 708 530 389 186 901
1996 1606 880 271493 383370 300 000
1997 1788 961 714341 504 401 436 903
1998 2481635 808 967 442514 536 871
Figurel
MINERAL PRODUCTION IN GHANA (1987 - 1998)
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Ghanais now Africa’ s second most important producer of gold, surpassed only by South
Africa, and gold accounts for more than 90 percent of the tota value of minerds output in the
country. Gold production, which had followed a downward trend in the post-colonia period
ater mining was nationdized in 1961 and had dropped to itslowest point in 1984, reached an all-
time record high in 1995 and has since exceeded that record by 45 percent. At the sametime,
foreign ownership now accountsfor 70 to 85 percent of thelarge-scale mining industry, a
reversa of thestuation prior to reformswhen the Ghanaan government controlled 55 percent of dl
mining companies.

Among the presumed and mogt publicized benefits of the increased mining-sector
investmentsresulting from Ghand seconomic reformsaretha mining istheleading earner of foregn
exchange in the country, provides subgtantia revenue to the government, as well as capital and
socid infrastructure to the public, generates direct and indirect employment, and contributestolocd
community development. Y et, on closer examination, many of these assumed benefits do not bear
out. The SAPRI study puts the issue in perspective by comparing the actud benefits accruing to
Ghana and its people to the post-reform level of performance in the sector.

Gold in particular has assumed a leading role in Ghand s foreign-exchange earnings. In
1994, gold exports amounted to US$549 million, representing 45 percent of total export revenue
(US$1,215 million), pushing cocoa (25 percent of total exports) down to second placefor thethird
year running. But, while, in grossterms, mining isthe country’ sleading foreign-exchange earner, its
net foreign-exchange contribution to Ghana's national economy has been minimal
thanks to generous incentives and tax breaks given to investors and the fact that mining
companiesretain onthe average about 75 percent of their export earningsin off-shore accountsfor
Various purposes.

Smilaly, the mining sector’s contribution to Ghana’'s government revenue has
been relatively small, given that mining attracted over 70 percent of tota foreign direct investment
during the Economic Recovery Programme.  While roydties and the income taxes of locd
employeesincreased this contribution from 8.4 percent of total revenuein 1990to 14.4 percentin
1995, mogt of the companies in the study area, and more broadly in the country, do not pay
corporate income taxes due to the virtual tax holiday they enjoy asaresult of the generous capita
alowances granted them.

At the same time, the sector today has a relatively limited capacity to generate
employment. This is because surface-mining operations are capital -intensive, with
relatively low labor requirements, and all post-adjustment mining ventures have been
surface operations. With the investment in, and rehabilitation of, the minesin order to get them
reedy for privatization during the late 1980s and early 1990s, employment in the sector surged.
The sector’s totd, full-time labor force rose from 15,069 in 1987 to 22,500 in 1995. The
divestiture of formerly state-owned minesresulted, however, in significant restructuring
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and cost-cutting by their new private-sector ownersto ensure efficiency. Inaddition, the
persstent decline in commodity prices -- especidly gold -- hasresulted in radical restructuring to
reduce costs. Many mineshavereduced their labor force substantially, especially between
1997 and 2000. According to those participating in the Opening National Forumin Accra, these
same pressures, combined with ineffectud regulatory mechanisms, have aso engendered extremely
poor working conditions.

In addition, in both Ghana and the Philippines, the mining industry has been
responsiblefor the high rate of unemployment found in surrounding communitiesindret
and indirect ways. Large-scale surface mining has taken large tracts of land away from
farmers, and mining activities do not provide enough jobsto match the total number of peoplelad
off from agriculture. Many families who made their livelihoods in artisan-style mining activities it
was explained at SAPRI Forum in Ghana, were forced off the land they worked when private
mining companies staked their dams to newly privatized, minerd-rich land. In the Philippines,
within four years of the passage of the 1985 Mining Act liberdizing the industry, there were
gpplicationsfor mining rights pending for nearly aquarter of the country’ stotal land area. Opening
Forum participants reported that 70 percent of those lands bordered on, or were located within,
areas occupied by indigenous peoples, who condtituted a significant portion of the smal-scae
mining populaion. Their didocation hasled to aserious|loss of livelihood and to increased family
indebtedness, the Forum participants said.

V. Social and Community Impacts

The socid organization of every community is guided and directed by certain principles.
The concentration of mining operations in both the Philippines and Ghana has had a
seriously adverse impact on the social organization and cultural values of the peoplein
the affected regions. Concerns have been expressed about housing, unemployment, family
disorganization, socia didocation and polarization, school-dropout rates, prostitution and drug
abuse. While these problems are not new, they haverisen to alevel that the population perceives
to be particularly threatening, and the main cause has been attributed to the concentration of mining
activitiesin the area.

In both Ghana and the Philippines, case studies were undertaken to assess the impact of
mining activitieson loca communities. In Ghana, the sudy areawas Tarkwaand itsenvironsin the
WassaWest Didtrict of the country’ sWestern Region. Inthe Philippines, the study focused ontwo
communities, Didipio, Kasbu in Nueva Vizcaya and Quirino provinces, and Manicani 1dand,
Eagtern Samar.
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5.1 Background
5.1.1 Tarkwa, Ghana

Tarkwahas nearly acentury of gold-mining history and thelargest concentration of minesin
asngledidrict on the continent of Africa. Half of Ghana's 16 large-scdemines, including thesix
new surface-mining operations, arelocated in the Tarkwaareaand produce asignificant proportion
of the country’s gold output. The only manganese mine in the country is dso located there. In
addition, there are over 100 registered, small-scae gold- and diamond- mining companiesin the
areaand more than 600 unregistered miners popularly known as* galamsey” operators. Thearea
contains a ggnificant proportion of the last vestiges of the country’s tropica rain forest, which
declined in areafrom 8.2 million hectaresin 1992 to 750,000 hectares by 1997.

All eight companies operaing in Tarkwa employ the openpit method of mining and use
cyanide hegp leach operations, as shown in Table 4. These methods have far-reaching
consequences for human hedlth and environmenta safety. The use of heavy machinery to exploit
low-grade ore has a destructive effect on the vegetation of the area and generates both dust and
noise pollution. These environmental issues are considered in Section VI.

Table4

Mining Companies Operating in Tarkwa Mining District, Ghana
COMPANY LOCATION START PROCESSING METHOD
GFL Tarkwa 1993 Underground/open cast/heap leach
TGL Teberebie (Tarkwa) 1990 Open cast/heap leach
BGL Tarkwa 1990 Open cast/CIL
GAG I duapriem (Tarkwa) 1992 Open cast/CIL/heap leach
Barnex (Prestea) Ltd. | Prestea 1997 Underground/Open pit/CIL
Sankofa Gold Ltd. Prestea 1995 Tailings treatment/CIL
Abosso Goldfields Abosso 1997 Open pit/CIL
SGL Tarkwa 1999 Open pit/CIL

Source: Boom and Dislocation

The heavy concentration of mining activities has generated environmental
problems, social difficultiesrelated to resettlement and relocation, and negotiation and
compensation questions. The persstence of these problemsaccountsfor frequent resstance by
the affected communities and clashes between them and the mining companies. The destruction
of sources of livelihood and the spate of conflicts have given riseto an environmentally
conscious population from which local social movements are emerging.
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5.1.2 Didipio and Manicani Island, the Philippines

Climax- Arimco Mining Corporation (CAMC) isfully owned by an Austrdlian company that
obtained apermit in thePhilippinesin 1994 to build an opent pit mineand rdaed infrastructurefor
gold and copper mining in Didipio. The permit covers about 37,000 hectares|ocated in Kasbuin
Nueva Vizcaya and Quirino provinces, part of which is home to the Ifugaos and Bugkdots, the
indigenous peoplesin the area, and to others considered part of the Ilocano, Tagalog and Visaya
ethnic groups.

Hinatuan Mining Corporation (HMC) operates on Manicani Idand and isowned by the
Zamora brothers, who have maintained significant political and economic influence snce their
ascendanceintheMarcosyears. They arewidedly believed to exercise control over the Philippine
nickd industry. The company stopped operationsin 1994 due to the depressed price of nickel
ontheinternational market, but resumed again two years|ater despite maor concerns expressed
by loca communities regarding negative socid, economic and ecologica impacts of the mining
operations. After succeeding in sdestepping environmental- protection measures and social-
accountability mechanisms, HMC again restarted its mining operation in March 2001 amidst
popular opposition and despite not having settled questions related to socia acceptability, prior
informed consent, and other matters.

5.2 Displacement and Relocation

Between 1990 and 1998, mining investment in Tarkwa, Ghana led to the
displacement of atotal of 14 communitieswith a population of over 30,000. Some people
had to migrate in search of farmland, while others were relocated or resettled by the mining
companies. The growing displacement of communities and people has dso resulted in increased
migration of young people-- who were not considered for compensation -- to thetowns, especidly
Tarkwa, in search of jobs.

The rel ocation and compensation measures of the various mining companiesinthe Tarkwa
areahave had serious consequences for the family asaclose-knit socid unit. The compensation
schemes, in particular, have contributed to the break-up of families. Inthe Tarkwa area,
maefamily heads have opted for cash compensation instead of resettlement and have subsequently
abandoned their families. This has degpened the plight of affected rural women and children.

5.3 Impact on Women

Mining generdly tends to offer women fewer job opportunities. In both Ghana and the
Philippines, the direct involvement of women in formd, large-scde mining is generdly limited to
support activities, such as adminigrative, clerica, catering and related jobs. In the case of smdl-
scale mining and quarrying, women usually play subsidiary roles, such as salling cooked food and
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assorted goods to mae miners. At the same time, on Manicani Idand in the Philippines, the
bulldozing and burning of the mountainsrelated to open pit mining deprived theresidents, especidly
women, of their sources of raw materids -- tikog and bariw -- used for weaving mats and hence
of a source of supplementa income.

Theloss of nearby sources of potable water and firewood has dso madethe lives of
community residents more difficult. \WWomen now spend more time fetching water and gethering
firewood, timewhich could have been devoted to other important livelihood activities. Asthey tend
to be the primary caregivers, responsible for household and child-rearing activities, women are
also the ones who carry the burden of caring for the sick. Thiswas the case observed in
Manicani in the Philippines during theoutbreak of respiratory diseases, which isattributed to
the mining operation of Hinatuan Mining Corporation. On the other hand, women have dso
tended to take on more leadership roles in community organizing around the problems related to
mining.

As men have lost sources of income, however, due to transformations in the mining
industry, an increased production burden has falen on women, Opening Forum participantsin the
Philippinessaid. Furthermore, thedifferentiated gender impact of mining was observed at the
community level, wherewomen complained of unfair treatment when it cameto compensation
for people to be resettled or relocated. Compensation was given to heads of household, who
were traditiondly men, with subsequent cases of family abandonment.

5.4 Progtitution and Drug Abuse

One of the mgor socid problems that has emerged from the concentration of mining
activitiesin Tarkwa, Ghana is progtitution. Some women who had migrated into Tarkwawith the
intention of trading or finding other jobs were compelled to resort to progtitution asthe last option
for surviva when they failed to attain their origina objectives. Over 70 percent of the communities
contacted complained of theincreasein progtitution and cited it asone of thefactorsresponsiblefor
the eroson of socid valuesinthe area. Reported cases of HIV in the Wassa West didtrict have
aso been ontheincrease since 1992, growing incremental ly from six casesin 1992 to 100in 1996.

Smilaly, frustrations associated with unemployment have pushed some of the
youth in Tarkwa toward drug abuse, and an addictive drug sub- culturewasfound to betaking
root. In addition, drug use is rampant among illegd smdl-scae miners, who believe that drugs
gimulate minersto work harder.
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5.5 High Cost of Living

One of the well-known negdive effects of mining is the high cost of living within
communities near mine locations. All the basic needs-- e.g., food, accommodation, health, water
-- required for a dignified sandard of living gain a price tag beyond the reach of the average

person.

Two mainfactorsareresponsblefor the high cost of living in Tarkwa, Ghana. Firg, there
isthe digparity inincomesin favor of mining company staff, whose sdariesareindexed to the dollar
and drive up prices. Secondly, the mining industry hasboth pushed and pulled a significant
percentage of thelabor force out of agricultureand other income-generating activitiesby
eliminating farmland and holding out the often fase promise of gainful employment. The
consequent fall in food production in an areathat is dready densdy populated accounts for
high food prices. The harsh economic conditionsfaced by many families have pushed school-age
childreninto menid jobsat theexpense of their education. Child labor and high rates of school
dropout are notablein communitiesin the sudy area

V1. Environmental Impacts

Thedgtructurad adjustment policies pursued by the government had asignificant influenceon
the mining boom in Ghana and within the Tarkwa areg, in particular. Transnationd companies
operating in Tarkwaand itsenvirons, taking advantage of these palicies, gained grester control over
resources and peoplée slivelihoods. National environmental policies have not been able to
adequately guard and protect local communities from the adverse impact of mining
operations, however. This has led, not only to environmental degradation, but to a
deepening of poverty levels among the loca population.

While the mining-sector reforms were underway, very little was done to reform
existing environmental laws to deal with the destruction that was certain to arise from
accelerated growth in the sector. Even beforethe boom, in 1988, aconservetive estimate of the
anticipated ecologica damage that would be caused by the mining industry each year was about
four percent of GDP. Asaresult of this growth and lack of regulatory action, the environment in
mogt parts of Tarkwa has been undergoing further rapid degradation and its immense economic
vaue has been diminishing from yeer to year. The heavy concentration of mining activitiesin
theareahasnot only generally degraded farmland, but the decreasein land availablefor
agricultural production hasalso led to a shortening of thefallow period from 10-15 years
to 2-3years. Thetraditiond bush fdlow system, which adequately recycled substantial amounts of
nutrients and made the next cycle productive, can no longer be utilized due to this inadequacy of
land. Large-scale mining activities have continued to reducethe vegetation of theareato
levelsthat are destructive to biological diversity.
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Smilarly, in the Philippines, the entry of |arge-scale corporate mining activityinthe
areas studied has destroyed or dtered thetraditional and often ecologically compatible systems of
shifting cultivation. Those utilizing these systems have been confined to smdll areas, and thefallow
periods have been reduced or even eliminated, leading to soil exhaustion, accelerated
erosion, food insecurity and worsening poverty. Ontheidand of Manicani, mining activities,
which have entailed bulldozing mountains, have resulted in the loss of topsoil and have thus
affected the fertility of agricultura land. The farmers on Manicani expressthat agricultural work is
usdless and awadte of their time since they have seen that their fields will be bulldozed anyway.
Moreover, the mining operations are feared by the residents to have contributed to the idand's
vulnerahility to landdides, flashfloods and other accidents, aparticularly serious problem given that
the areais in the typhoon belt.

Furthermore, the principa eements of the environment -- land, water and air -- have been
severely impacted by operationsthat employ methods, such as open-pit mining, banned in countries
likethe United Statesand Canada. Consequently, thecontinued ability of theenvironment to
support the well-being and devel opment of therural populationsin the case-study areas
in both Ghana and the Philippinesis currently in doubt.

Inthe Tarkwaareain Ghana, for example, thetallingsdam, plant Ste and feed stockpile of
Ghana Audrdia Goldfields Ltd. donewill affect atota of about 315 farmers currently cultivating
around thearea. Thishassgnificant implicationsfor thefarmers' incomes and the food security of
ther families. In both countries, deforestation that has resulted from surface mining has
long-term effectseven whenthe soil isreplaced and trees are planted after mine decommissioning.
The new species that might be introduced have the potentid to influence the compostion of the
topsoil and subsequently determine soil fertility and falow duration for certain crops. Inadditionto
erosion when surface vegetation isdestroyed, thereisdeterioration in theviability of theland
for agricultural purposesandlossof habitat for birdsand other animas. Thishasculminated in
the destruction of the luxuriant vegetation, bio-diversity, cultura stes and water bodies.

In the case of Manicani 1dand in the Philippines, the nicke mining operation of HMC is
believed to have caused environmenta problems, such as adverse effects to the soil geochemigtry
and thefloraand faunain the area. Residents on the idand, considered one of the main breeding
grounds in the region for numerous varieties of fish, noticed a tremendous decrease in the
volume and varieties of marine life in the area after HMC operations began.

6.1 Environmental Impact Assessments

In both Ghanaand the Philippines, Environmenta Impact Assessment (EIA) mechanisms
have been put in place. Proponents of mining view this as a pogtive step that guarantees loca
community input into the decisonmaking process while helping to ensure adherence to
environmenta sustainability principles. In Ghana, amgor requirement of the EIA process, which
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was introduced in 1989 as an environmentd management tool and a pre-requisite for al

development projects, isthat the project proponent must give notice and advertise the proposal in
the national pressto enable the public to expressitsinterest or concernsor in other ways comment
ontheproject. Smilarly, the new PhilippinesMining Act (RA 7942) isconsidered by sometobea
step forward because of its provisionsrequiring socid acceptability and prior informed consent by
the affected communities as part of the EIA process. In practice, however, there are many

shortcomings in the process, as the case sudiesilludtrate.

Thefollowing weaknesses of the EI A process were identified in both countries:

= EIA reportsare presented in technica language, and the affected communities do not have
the capacity to study and understand the issuesthey raise. Other sources of information,
which are primarily the nationa pressand the Didtrict Assemblies, areinaccessbleto these
communities.

= Environmental Audit Reportsaretreated as confidential documents, thuslimiting public
access to the information required to promote and ensure environmental
compliance by mining companies, which can refuse to accept a report’'s
recommendations to minimize the negative impact of mining activities on the environment.

= Prior-consent rules mandating community consultations have been routinely
flouted by redtricting attendance a meetings, reflecting a divide-and- conquer Strategy by
the mining companies that favor their supporters, as well as through bribery.

=  Thepromise of socid-service provison by mining companiesin return for acommunity’s
consent in support of mining operations hasled to the polarization of communities between
pro- and anti-mining groups.

=  The mining companies have been wesk on the delivery of their promises, but have
rewarded the residents who have demonstrated pro-mining sympathies by dispensing
benefits such as employment, skills training and liveihood projects.

= Thesocial impact of mining projects has been inadequately addressed, with action
usudly limited, a best, to payments of compensation and royaties.

= Thereareno provisions by which communities can reject or terminate a mining
permit, thereby rendering them limited in their ability to sop from moving forward a
project that would be serioudy detrimenta to their land and livelihood.

= Affected communities have had little or no say in determining basic issues, such as the
location of the various components of the mining project.
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=  There has been little or no follow-up in cases in which hearings have raised serious
objectionsto an EIA.

In addition, at least in the case of Ghana, local authoritieshavelacked the necessary
legal backing to enforcetherequirement that an EI A be completed for all industrial and
other development projects, as well as the personnel and financial capacity to ensure
compliance with environmental quality standards. These weaknessesin the EIA process
have provided the leeway for mining operations to take actions that have a severe impact on the
environment, degpening the plight and poverty of locd populations and affecting their overal
livelihoods. Mining companies and their sympathizers argue tha community concerns are
addressed adequately during environmenta impact hearings, which are supposed to be organized to
hear the concerns of the community regarding the project in question. Experience has shown,
however, that such public hearings are nothing more than public-reations forums in which
companieslargely dwell on the expected positive economic benefits of the project to both the state
and the locd population, while downplaying the project’ s negative impacts.

6.2 Water and Chemical Pollution

Theconcentration of mining operationsin Ghana hasbeen a major source of both
surface and groundwater pollution. Four sgnificant water-pollution problems have been
noticed in Tarkwamining areas. Thesearechemicd pollution of groundwater and streams, siltation
through increased sediment load, increased presence of feca matter and dewatering effects.

Various chemicass, such as cyanide and mercury, are used during ore processing. These
chemicas condtitute the mgor pollutants of surface and groundwater. In addition to chemicd
pollution, heavy metalsfrom mining operations contributeto water pollution. The presence of such
heavy metds above a certain threshold can be injurious to human hedth and the environment,
particularly aguatic life. The main concern of the communities has been potentia cyanide pollution
of surface and groundwater resources by large-scae surface-mining operations and mercury
contamination from smal-scde and illegd galamsey mining activities

Mining in Ghana aso has active dewatering effects that lower the water table or divert
mgor watercourses awvay from the mines, with damaging consequences for the qudity and
availability of surface and groundwater. Apart from consuming a huge amount of water, the
extendve excavaion of large tracts of land and the piling of large mounds of earth dong
watercourses remove the source of water recharge for groundweter and ultimately reverse the
direction of flow of groundwater, causing active dewatering. A number of boreholes, hand-dug
wells and streams in the area have either become unproductive or now provide less water.
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On the Philippine idand of Manicani, farmers complained that their fields have been
exposed to laterite, thereby limiting crop growth. At the same time, the dwindling fish catch
resulting from overfishing and laterite pollution hasfurther pushed peopleto engagein
ecol ogically destructive fi shing methods, such asdynamite and cyanidefishing. Findly, water
pollution has deprived resdents of bodies of water that werethesitesfor their leisure and recreation
activities.

6.3 Air and Noise Pallution and Health Effects

Mining activities and mining-support companies release particulate matter into
theambient air. Airborne particulates of mgor concern within the Tarkwaareain Ghana indude
respirable dust, sulphur dioxide, nitrogen dioxide, carbon monoxide and black smoke. The
concerns of the affected communities dso include noise and vibration, the sources of whichin the
area include mobile equipment, air blasts and vibration from blasting and other machinery. The
effect of high- pitched and other noisesisknown to include damage to the auditory system, cracksin
buildings, stress and discomfort.

Adverse environmental and health impacts of mining operations have dso included the
generation of diseases due to pollutants. The effects of some of these pollutants manifest
themsdlves immediately (cyanide, for example), but others (such as mercury) teke along time to
appear. In Ghana, theextraction and processing of gold have givenriseto various environmentaly
related diseases and accidents. According to Tarkwa s District Medical Officer, the common,
mining-related diseases observed in the area over the yearsinclude, but are not limited to:

= vector-borne diseases, such as malaria, schisomiasis and onchocerciass,
= respiratory tract diseases, especidly pulmonary tuberculosis and slicoss
= kindiseases,

= gyediseases, especidly acute conjunctivitis,

= accidents resulting from galamsey activities, and

= mentd illness,

National Forum participantsin the Philippinestestified to Smilar hedth problemsin areas
of open-pit mining, especidly amongwomen and children. There hasbeen aggnificant increasein
the incidence of skin disorders, for example, and deaths from poisoning have been reported. On
theidand of Manicani, the mining operationsand the attendant pollution were perceived ascausing
the sudden rise in the incidence of coughs and colds, as well as other respiratory diseases,
especially among the young population. Attheheght of the mining operations, whichinvolved
massve earth movement -- open pit diggings, hauling and shipment of soil, and the traffic of truck
and heavy-equipment vehicles-- dmog dl the children in the communities suffered from respiratory
alments
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VI1Il. Concluson

Theinvedtigationsin Ghanaand the Philippinesfound that the restructuring exercisein those
countries respective mining sectors and the accompanying mining-policy reforms provided
investors with generous incentive packages. These incentives have contributed to an enormous
increase in mining investment, significant expandon of the sector, a greet increase in minera
production, and the generation of sgnificant foregn-exchange earnings. The wedth produced,
however, has brought few benefits to nationa economies and has been generated by draining
resources from communities located near the mines. With these operations destroying both the
local environment and sources of livelihood, the consequences have been a deegpened crisis of
hedlth and environmentd sustainability, socid upheavas and economic deprivation. In net terms,
the expected economic benefits have accrued largdly to the mining companies, which are mostly
foredgn-owned and which have taken advantage of these attractive investment and profit-
repatriation policies and of the effective weskening of environmentd regulations.

Thefindings point to thefollowing condusions, whichindicatethe overdl detrimenta impact
of theWorld Bank’ ssupport for large- scae mining through the goplication of economic adjustment
MeasUres.

= Liberalization, deregulation and privatization of the mining sector have enabled
transnational corporationsto remove resources and profits from countries while
failing to generate sustainable economic growth that is of net benefit to national
or local economies. These reforms and the legidative changesthrough which they have
been put into effect have granted generous incentives and tax breaks to investors and
dlowed them to retain the bulk of their export earnings in foreign accounts. Therefore,
growth in the mining sector has contributed very little to national economies in terms of
government revenue and net foreign-exchange earnings. Nor have the privatization,
deregulation and liberalization of the mining sector generated significant new
employment, because surface-mining operations have rdaively low labor requirements.
At thesametime, the privatization of formerly state-owned mines and the perastent decline
of commodity prices have resulted in cost-cutting, which has often meant massive layoffs.
In addition, mining has taken away largetracts of land from farmersbut has not
provided enough jobs to offset subsequent employment lossesin agriculture.

= Sector reforms have allowed large-scale mining to expand without effective
environmental controls, thereby polluting local and regional environments and
degrading sensitive, biologically rich zones. Mechanismsto conduct environmental
impact assessments exist in both Ghanaand the Philippines, but adjustment measureshhave
left the governments of those countries with little capacity to enforce this requirement
effectively or to ensure compliance with environmenta quaity sandards. Asaresult, mines
have often lowered water tables, diverted watercourses, and caused water pollution
through the use of chemicas and the unleashing of heavy metals. Thewidespread removal
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of trees and vegetation has dso resulted in soil erosion and decreased soil fertility, which
have made land unsuitable for agricultural purposes. In addition, mining operations have
destroyed traditiond, ecologicaly sound systems of shifting cultivation by reducing falow
periods as a result of the reduction in land available for cultivation. Furthermore, mining
and related activities have contributed to ar pollution through the release of particulate
meatter and emissions of black smoke,

Reforms have allowed the expansion of large-scale mining without safeguards,
causing adverse effects on the health of local populations. Vector-borne diseases,
such asmaaria, and respiratory-tract illnesses, such astuberculoss, aswel asskinand eye
diseases, have been documented over the years as common mining-related problemsin
Ghana. Mercury and cyanide poisoning have aso been observed. Congtant high-pitched
noise and vibration from mining machinery and ar blasts havedamaged hearing and caused
sressand discomfort. 1n addition, accidentsand injuries havefrequently occurredin mining
areas without safeguards.

The unregulated expansion of large-scale mining has also had negative social

impacts. Such mining operations haveforced many loca residentsto migratein search of
new farmland or be resettled by the mining companies, both of which have weakened the
family asasodid unit. The growing displacement of communitieshas pushed youth
into towns, where frustration over unemployment has often resulted in problems,
such as drug abuse and progtitution. When ma e heads of households have opted for cash
compensation instead of resettlement, they have sometimes abandoned their families,

deepening the plight of rurd women and children. Another problem has been the
increased cost of living in communities near mines, which has compounded the
loss of traditional sources of livelihood. Harsh economic conditions have pushed
school-age childreninto menid jobs, with theresult that child labor and school -dropout
rates are notably high in mining communities

The structural adjustment policy framework has allowed large-scale mining to
expand unabated, threatening the traditional land rights of indigenous peoples
and weakening community control over land and resources. Margindized fromthe
decisonmaking processes that determine the location and operation of mines, loca

popul ations have been displaced from their traditiona landsand communities. Information
on environmenta and socid impacts hasbeen largely inaccessibleto them because of alack
of effective dissemination in rurd areas, the compilaion of impact-assessment reportsin
technical language, and the confidentidity of audit reports that measure a company’s
compliance with established standards. Mining companies have often promised socia

servicesin return for acommunity’ s consent to locate, pitting pro- and anti-mining groups
againg one another, and they have tended to dispense favors to their supporters while
leaving generd promises unfulfilled.
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In light of this evidence, it is recommended that the World Bank cease lending for large-
scade mining activities and end its support for the wholessle deregulation, privatization and
liberdization of the mining sector pending a full review of the impact of these policies and a full
consderation of aternative development strategiesfor nationa and loca economies, ingenerd, and
the mining sector, in particular. A thorough cost- benefit analysis of the mining sector and therole of
the Bank and dgter indtitutions in promoting it should take into account the net effect of these
policies on the nationd and local economy, factoring in the environmenta and hedlth damages, as
well asthe socid crises arisng from mining activities

Furthermore, the nationd inditutions and regulatory mechanisms, weskened under
adjusment, that serve to limit or reduce the negative impacts of large-scde mining, must be
refortified. Legd and policy frameworks, for example, should be overhauled so that mining
companies have greater respongbility and accountability with regard to environmenta and socid
issues. Environmenta legidation should be strengthened and appropriate pendties applied for
violations, and environmenta impact assessments should be fully implemented and their results
made public. Clear and fair guidelines should be established for obtai ning community consent prior
to undertaking mining activities, and communities should be empowered to recommend thergedion
or termination of mining agreements where negative impacts have been ascertained.  Findly,
internationally accepted “best practices’ should be gpplied in the mining industry in developing
countries, including an end to open-pit mining practices in popul ated aress.
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Chapter 8

The Effects of Public Expenditure Policies
on Education and Health Care under
Structural Adjustment

[. Introduction

Structurd adjustment policies have had aprofound effect on al agpects of palitica, socia
and economic life in developing and trangtion countries. That impact has been fet quite deeply in
the socid sector.  Civil-society organizations, often joined by United Nations agencies like
UNICEF, have been particularly critica of the impact on the poor of large budgetary cutsinsuch
aress as hedth care and education carried out under adjustment programs over the past two
decades. The socid sector is dso one of the areas in which the World Bank has found itself
vulnerable to the charge that its policies are disproportionately hurting the poor.

In response, measures have been taken by the Bank in the second generation of adjustment
to address what the ingtitution has called the Socid Dimengons of Adjusment (SDA). The Bank
programs have been designed to amdiorate the socia costs of what the Bank has regarded as
painful but necessary macroeconomic measures. Morerecently, through the Heavily Indebted Poor
Country (HIPC) initiative and Poverty Reduction Strategy Paper (PRSP) process, the Bank has
been involved in effortswith the internationa donor community to seetheat government spendingin
the critica areas of hedlth care and education is protected and enhanced. The Uganda experience
ispointed to by the Bank asasuccessful example of itslearning from mistakes and correcting them.

Y e, asthis chapter demonstrates, the Bank’ s prescriptionsfor the social sector have
gone far beyond what were said to be regrettable but necessary cutbacks in health-care
and education spending. Such cuts have in many respects been avehiclefor acomprenensve
transformation in most of the countries undergoing adjustment, whereby the social sector hasalso
been subjected in significant ways to free-market forces. These changes have entailed a
redefinition of the problem of poverty and of the sate’ sredigtributiverole. According to the Bank,
poverty isno longer to be addressed through state intervention in the socid sector but by diminating
what are consdered to be the condtraints to wealth generation by the private sector.
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Education and hedth care have been areas of particular concern in the seven
SAPRI/CASA countriesthat carried out studies on theimpact of public-expenditure reform under
adjustment programsimplemented in the 1980sand 1990s. Investigationsin Ghana, Zimbabwe,
M exico and Hungary focused primarily ontheimpact of reformson accessto, and the qudity of,
education and hedlth care, whiletheUganda and Philippines assessments|ooked a theimpact on
gpending for these services. The review in Ecuador focused on socid subsidies, addressing the
more overarching issue of the role of the state in the socia sector and the question of state support
for universd vis-avis targeted coverage. This last issue was dso addressed in the study in
Hungary, which made the “trandtion” from a socidist to capitdist economy. Both Hungary and
Zimbabwe are interesting examples of nations in which adjusment programs were implemented
following along period of extengve gateinvolvement in the economy that includedthe provision of
state- subsidized and/or state-owned and - managed public services.

Tablel
Timeline of Structural Adjustment Programsin SAPRI/CASA Countries

Country ‘82| ‘83 | ‘84 | ‘85 | ‘86 ‘87| ‘88 | ‘89 [ ‘90 [ 91 | ‘92 | ‘93 | ‘94 | ‘95 | ‘96 | ‘97 | ‘98 | ‘99
Uganda X | X | X [ x [ x| X | X | X[x]|XxX]Xx]Xx|X
Zimbabwe X | X [ X[ X[ X | X ] X ]| X |[X
Ghana X | X[ x [ x| x| x| X[ xX|xX]|XxX]|X|[x]|[x]X
Ecuador X X | X[ x [ x| X | X | X [xX|X]|X]|X]|[XxX]|[Xx]X
M éxico X | X | X | X [ X | X | X[ X|[X]|X]|X]|Xx]|[Xx]X
Philippines X | X[ x [ x| x| x| xX[x|xX]|x|xX|[x]|x]X
Hungary X | X X | X [ X X | X | X X | X [ X X

Therefollowsacross-country synthesisof the mgor results of theserelated sudies. By no
means, however, doesit cover al the critical information, knowledge and learning thet the studies
generated. Section |l considersadjustment policiesasthey relateto the public sector and reviews
some of the assumptions behind these Bank policies. Section |11 assesses how the policies have
impacted public spending for education and hedlth care, while Section IV focuses on the effects of
the policies on accessto, and the quality of, these services, including gender-differentiated effects.
In Section V, theimpact on the poor of the dimination of basic subsidiesisdiscussed. Section VI
presentsan overall concluson regarding theimpact of public-expenditure reforms under adjusment
and puts forward a set of basic recommendations.

Il. Adjustment Policies Addressed

Thestructural adjustment policiesaddressed in the country studieswerein part an
outgrowth of IMF -supported stabilization programs implemented to put theeconomy ontrack
toward recovery from severe bal ance- of- payments deficits, inflation and rel ated problems. Fiscd,
as well as monetary, policies were centrd to these stabilization packages. They emphasized
revenue increases and expenditure controlsin the following forms:
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= acaling on budget deficits;

= afreezeon, or reduction in, spending levels,

= theremovd of subsdies,

= ardiondization/streamlining of government bureaucracy;

= anincreasein ceartain types of taxes and/or introduction of new taxes, and
= currency devaudtion.

In some cases, IMF and World Bank conditiondities did not explicitly specify measuresto
control spending on socid services. But in the interest of achieving the bottom-line objectives of
curbing deficits and reining in inflation, reductions in spending on public services were
considered inevitable, acceptable and even necessary consequences of adjustment. The
maintenance of debt servicing and stabilization were non negotiable dements of al the adjustment
programs studied.

The fiscd and public-sector reforms that were designed and implemented as part of
adjustment programs, while an extension of those carried out under stabilization programs, were of
amore comprehensve nature, asthey were pursued in combination with privatization, liberdizeation
and deregulation policies. Thestructural reformsin the social sector werenot only geared to
the immediate objectives of curbing deficits and increasing revenues, they aimed at
achieving large-scale changes in the role of the statein the economy. At their core they
involved aradical shift away fromtherole of the state asone of provider and guarantor of
universally accessible social servicesto one of providing essential servicesin atargeted
manner only to those on the margins whom the market has failed to reach.

Thisshift in concept isrooted in the beief that dl forms of government spending, including
socia spending, condtitute subsidies, with the assumption that subsidiesrepresent sateintervention
that interferesin market functioning and leads to economic inefficiency. Such economic arguments
have marked the rationae for a compl ete transformation of the social sector that hasincluded
thefollowing eements in most of the countries implementing adjustment programs.

= thedradtic reduction of government spending, with afocus on basic functions that include
only essentia aspectsof socia-service provision, asgovernmentsarerequired to sreamline
their role in the provision and financing of these services;

= theimplementation of cost-recovery and cost-sharing measures, and

= the ceding of control and management of socid services to the private sector wherever
possible.

Civil-society groups consulted in the countries studied rejected, however, the notion that
market forces, rather than the state, should determine the nature and extent of serviceprovisonand
asserted that education and hedlth care have important socid vauethat isleft out of the economic-
efficiency equation. They argue that the long-term cost to society of the state failing to provide
universa accessto qudlity education and hedlth-care servicesis greater than any short-term fisca
savings achieved through socid spending cuts or cost-recovery schemes.
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[11. Impact of Adjusment Reformson Public Spending for Education and Health Care

The implementation of spending controls and cost-sharing schemes were
undertaken in the SAPRI/CASA countries during periods of economic decline and
growing poverty, when social assistance and social servicesfor the poor werein greatest
demand. While the reduction in government revenues during periods of economic deterioration
served asjudtification for controlson public expenditure, thelogica and expected responseinthese
gtuations, from ahuman-devel opment perspective, would beto seek and implement dternativesto
cutsin socid spending and socia assistance and to give high priority to these itemsin government
budgets. Thiswas not the case, however, for the countries covered by the studies.

This section looks at how adjustment policies have affected public gpending on education
and health-care services. The analysis addresses:

= trendsinthedlocation of public spending for education and hedlth care;
= the priority given to debt servicing compared with socid-sector spending;
= the effects of devauation on the cost of service ddivery;

= theintroduction of cost-recovery and revenue-generaing schemes,; and

» theeffects of decentrdization.

3.1 Trendsin Allocation of Public Spending

All but one of the studies conducted in the saeven countries show thet stabilization and
structural adjustment programshaveled, at best, to alack of improvement and, at worst, a
sharp decline in public spending for social services, specifically education and health
care. Both generd expenditure controlsand other non-budgetary policieswereresponsblefor this
gtuation. In severd ingtances, adjustment programs directly and explicitly caled for a freeze or
cutbacks in socia spending.

Box 1
Indicatorsof Trendsin Budget Allocation and Spending

Theindicators used in the country studies to determine and demonstrate the patterns of social-
sector budget allocations and spending are the following:

Allocation and spending as a percentage of GDP

Allocation and spending as a percentage of total expenditures

Rate of increase in spending compared to the rate of increase in the total budget
Allocation and spending per capita

Comparative spending in nominal and real terms

Allocation and spending in the social sector compared to other items in the budget

ASANENENENEN
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During the periods covered by the studies, a declinein both education and health-care
spending occurred in Zimbabwe, Hungary and Mexico.

In Zimbabwe, public expenditures on health and education fell inthe 1990s. Hedth-care
spending dropped to 2.1 percent of GDP in 1996 from 3.1 percent in 1990. Government
dlocationsto the Ministry of Hedlth decreased from six percent of total government expenditureto
about four percent. The per capita budget for hedth care fell from US$22in 1990 to US$11in
1996. As the Zimbabwe report notes, “The public health budget is not enough to meet hedlth
needs. The per capita budget has fallen since 1991 to a level where it does not even pay for
prevention, clinics and district hospital costs per capita.”

Table?2
Annual Earnings per Employee (in US$) in Health Care and Education in Zimbabwe
1990 1991 1992 1993 1994 1995 1996
Health Care 4,321 3,641 2,742 2,330 2,183 2,546 2,408
Education 4,934 4,415 3,259 2,725 2,386 2,516 2,249

Source: Central Statistical Office, 1985-1996 National Accounts

Similarly, total education spending in Zimbabwe declined from 6.29 percent of GDP in
1986-87 to 4.82 percent in 1999. Allocations to education as a percentage of totd recurrent
expenditurefell from 39 percent in 1999 to 21 percent in 2000. Per capitaspending for education
aso declined in redl terms from Z$37.83 in 1990 to Z$30.44 in 2000.

InHungary, sate expenditures on education, health care and socia provisonsdiminished
by 25 percent in red termsin the seven years following 1989. Hedth-care expenditure fell from
5.5 percent of GDPin 1991 to 4.3 percent in 1999. Recent budget estimates have projected a
further decline to 4.2 percent in 2002. Spending on education fdl from 5.6 percent of GDPin
1991 to 4.4 percent in 1999, with primary and secondary education experiencing the most
precipitous declines. Overdl, the red value of education expenditure dropped by one third
between 1990 and 1998.

In M exico, social spending fell drastically during the 1980s, both in proportion to GDP
and inred terms, and did not regain its pre-adjustment levelsuntil ten yearslater. 1n 1983,
federal spending on education was reduced in red terms by 40.8 percent with respect to the
previousyear, and the budgetsfor hedth care and educationin thelate 1980swerethelowest in 20
years. Cutsin socid spending fell again by 13.5 percent in the period following the economic criss
in 1994 and did not regain previous levels until 1998. In 2000, public resources devoted to
reducing poverty were equivaent to one quarter of theannua cost to the Treasury of bailing out the
private banks following the 1994 financid criss and less than one third of military spending.

151




Table3
Hungary: Spending on Education as a Per centage of GDP (1991-2002)

1991 1993 1995 1998 1999 2000 2002
modified | proposal | prognosis

target
Total welfare'expenditures 38.2 37.1 312 28.1 27.0 275 25.8
Education 5.6 5.7 5.2 4.8 4.4 4.8 4.5

TIncludes spending for education, health care, social-insurance and welfare services, housing, cultural activities
and environmental protection

Source: Ministry of Finance, AHIR Database, consolidated data

In Ecuador and Ghana, stagnation and a decline in spending for education were
observed. Increasesin spending for health care were noted, but theseincreaseswereat timesonly
nomina, while at other timesthey were a very low ratesor not on pacewith therates of increasein

overdl spending.

Educeation spending in Ecuador fdl from 4.3 percent of GDP in 1980 to 2.1 percent in
1983 after adjustment policieswerefirst introduced and then gradually increased to 3.8 percent in
1999. Hedlth-sector expenditure fdl to its lowest leves, in both dosolute and rdlative terms, in
1983 when spending represented 0.6 percent of GDP. It then increased dightly, averaging just
over one percent of GDP throughout the 1980s and 1990s, and reached 1.2 percent in 1999.
Much of this public expenditure on hedlth-care services has benefited urban residents, asnearly 46
percent of spending is directed toward 32 large hospitasin urban aress.

In Ghana, government expenditure on tertiary education declined dragticaly from themid-
1980s through the 1990s, dropping from 15 percent of the education budget to 12 percent during
the period 1988- 98 despite an 80- percent increasein student enrollment. Spending on hedlth care
in red terms has remained relatively the same since 1987.

InthePhilippines, there have been reductionsin health-care spending and low net
increases in education spending, with the education sector also suffering cutbacks in certain
years. Spending for the health sector increased dightly from 1986 to 1991, but declined n
succeeding years, particularly in 1993, 1995 and 1998-2000. The percentage share of spending
on hedth carein the Philippine government’ s annua appropriations declined from 3.71 percent in
1991 to 1.78 percent in 2000. The biggest cut was madein 1993 when the health budget dropped
from P11.3 hillion in 1992 to P6.2 hillion the following yesr.
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As a percentage of the Philippine nationa budget, education spending ranged from nine
percent to 12 percent in the 1970s, then from 11 to 15 percent in the 1980s and the early 1990s.
Thelowest budget sharewasregisteredin 1987 a only 10.7 percent. With the partia recovery of
the economy after 1986, increases were registered, reaching 15.4 percent in 1989. A reversal of
this trend was again observed in the 1990s, however, when the budget share dropped to an
average of 12 percent. The share of education expenditurein GDPwaslimited to arange of 2.4 to
3.7 percent.

It was only in Uganda that increases were observed in both health-care and
education spending during the period that adjustment policies have been in place,
although health-care spending has been experiencing a declinein recent years. Infact,
gpending on hedth care hasfluctuated consderably under structura adjustment in Uganda, at first
declining from 2.6 percent of government expendituresin 1987/88 to 0.8 percent in 1992/93, then
increasing to 5.7 percent in 1995/96, only to fal again to 4.3 percent in 1997/98. The share of
education spending in totd expenditure declined sharply from 10 percent to 2.3 percent between
1988/89 and 1992/93 and then increased to 16.6 percent by 1997/98. Most of the spending
increasesin the education sector have been directed to the primary leve, which began receiving 70
percent of recurrent expenditure for education following implementation of the Universa Primary
Education (UPE) program in 1997. However, as the Uganda study notes, “this [increase] was
possible following increase in resources made available by the concerted efforts of donors and
increase in domestic revenue’ as aresult of the debt relief conceded through the HIPC initiative.

Table4

Uganda: Shareof Total Government Expenditures Allocated to Health Careand Education
(1988-1998)

1988/89  1989/90  1990/91  1991/92  1992/93  1993/94  1994/95  1995/96  1996/97  1997/98

Education 100 84 80 23 64 58 120 115 146 166
expenditures
Hedlth-care 26 26 26 08 23 23 47 57 42 43
expenditures

3.2 Spending Priorities

One of dvil-society groups strongest criticisms of public-expenditure policies under
adjusgment isthat foreign-debt servicing takespriority over al other areas of spending, especidly in
the socia sector. In the Philippines, for insance, the largest Sngle item in the government’'s
nationa budget continues to be interest payments on public-sector debt, which participants at the
Opening Nationa Forum pointed to as an obstacle to increasing budget alocations for hedth and
education.
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The Ecuador study notesthat the Ecuadoran government’s* ... .budget and its components
are permanently congtrained by the ever-increasing amounts devoted to payment of the public
externd and internd debts. The implementation of structural adjustment policies, which was
supposedly aimed at improving the balance of payments, hasonly reinforced thistrend.” Instead of
decreasing over time, public externa debt rose from 49 percent of GDPin 1982 to 115 percent of
GDPin 1999, tripling in absolute terms to US$16.4 billion. Debt service in Ecuador reached 52
percent of government expenditure in 2000, decreasing to 43 percent in 2001 as aresult of debt
restructuring, while the budget dedicated to al socid spending remained a 20 percent of tota
expenditures. Furthermore, said those attending the Opening National Forum in Quito, theforeign
debt has provided a mechanism by which the internationd financid inditutions can apply externd
pressure for the adoption of their policy prescriptions.

3.3 Effectsof Devaluation

Public-expenditure reform hastaken placein the context of massve devduationsin most of
the countries studied that further increased the cost of socid services. And acontinued growthin
the cogt of service ddivery further reduced that which could be provided within declining budgets
for hedlth care and education.

The devaluation of local currencies against the dollar had a particularly strong
impact on health care, as most medicines and medical equipment must be imported by
these countries. Inthe Philippines, for example, amgor devauation of the peso intensified the
economic hardship resulting from the Adan financid crigs that erupted in 1997, which itsdf was
caused in large part by capita-account and financia-sector liberdization under adjustment.
According to the Pharmaceuticds and Hedth Care Association of the Philippines, thisdeva uation
has resulted in a 25-30 percent increase in the price of drugs and a 40-60 percent increasein the
cogt of smdl medica equipment.

From 1991 to 2000 in Zimbabwe, the medicare priceindex rose by 2106.3 percent and
the education price index rose by 857.2 percent as aresult of extensve devauations and inflation.
Evenin Uganda, where there have been increases in spending for education and hedlth care, the
negetive effect of therisein relative pricesin these sectors has outweighed the positive effect of the
gpoending increases. This observation was validated by numerous complaints reported during the
fieldwork regarding the excessive cost of education and heath-care services a dl levels.

3.4 Cost Recovery and Revenue Gener ation Schemes

Controlson spending were accompanied in most casesby revenue-generating schemes
that required the users to share in the cost of services. In Zimbabwe, for example, the
government beganto systematicaly enforce asystem of user feesfor health-care servicesin 1991.
Those earning more than Z$150 per month were madeto pay for servicesrendered for health care,
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whilethe unemployed and those earning lessthan Z$150 were entitled to freetreestment. Thiscost-
recovery measurewas put in place just astheworst drought of the century hit the country in 1991-
1992. After abrief respitein the application of feesthe following year, the system of user feesfor
hedlth-care services was revised in 1994 and substantia fee increases were established for dl

savices. In the education sector, dthough primary-school fees had been abolished at
independencein 1980, feeswerere-introduced in urban primary schoolsand al secondary schools
in 1992, with exemptionsfor children from households earning less than Z$400 per month. While
the Z$400 limit corresponded to the threshol d for payment of personal incometax, it wasfar below
the poverty line of Z$593 for afamily of six in 1991.

I n certain cases, the application of user fees offset possible gainsto the population
from increased spending for health-care services. In Ghana, the Economic Recovery
Programme of 1983-86 initiated the remova of generd subsidies, which led in the hedlth sector to
an intensification of fee collection for services and enforcement of the Hospital FeesAct. Froma
system of charging token feesfor consultations under this Act, the user-fee regime changed in 1985
to oneinwhich fixed feeswere charged for consultations, examinations and laboratory and related
diagnostic procedures, and drugs were priced at full cost. Separate charges were established for
outpatients, medica and surgica trestment, hospital accommodation and catering. The price
schedule moved from lesser charges at lower levels of service (dinicsand health centers) to higher
charges at hospitals, with the highest fees charged at the teaching hospitds.

Revenue-generating programs also included the transformation of service
institutions into public corporations mandated to ensure cost recovery and even profit
generation. In the Philippines, there has been an ongoing process of transforming public-hedth
inditutions -- regiond and naiond hospitals -- into public corporations. The*corporatization” of
these public-service inditutions involves fiscd and management autonomy to achieve financid
gability and viability. They are dlowed to collect, retain and alocate revenues from the user fees
they generate. At the sametime, direct subsidiesfrom both the nationd and loca governmentsfor
hospitals are being reduced.

3.5 Effects of Decentralization

Many of the country assessments indicate that a key feature of reformsin the social
sector has been the decentralization of services and their administration to theregional
and local levels Whilethisgod hashad some merit, ithas proved to be disastrousin practice
in many contexts because it has often been little more than a downloading exercise without
adequate funding to support it. The M exico study indicates that decentrdization hasinvolved a
deconcentration of adminigration, with greater responsibilities and fewer resources at the
local level. State governments were assigned the adminigration of hedth services -- previoudy
the responsibility of the Department of Hedlth and the Mexican Ingtitute of Socia Security -- and
basic education programs. Y&, in the context of afisca crigsin which states were receiving less
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income from the federa government, decentrdization left insufficient resourcesto adequately fulfill
the new respongbilities for service ddivery at thelocd leve.

In the Philippines, the decentrdization of hedth-care services has been beset with
economic and adminigrative problems. The investigation there found that local governments
have lacked the knowledge and skills needed to assumetheir additional functions. They
have al so lacked the necessary resourcesto be ableto effectively deliver basic health-care
services and expand the coverage of these services due to the mismatch between the cost of
devolved functions and the corresponding revenues alocated. A key problem resdes in the
regressive nature of the distribution formulaby which centra government fundsare alocated to the
locd leve for these purposes. The formula assgns more financing to locdities with higher per
capitaincome and does not take into account the burden imposed on the local governments to
support the devolved functions, particularly hospita operations. Consequently many municipaities
and provinces have experienced financing shortfalls aggravated by the fact that some towns have
diverted funds from health care to other priorities.

According to the Philippines study, provincid and didtrict hospitals that were performing
poorly prior to decentralization havein fact deteriorated dueto theinability of local governmentsto
maintain previous expenditure levels. This has exacerbated the lack of supplies, drugs and
allowancesfor repairsand maintenance of the medi cal equipment of these hospitals mos
of which are aready in a deplorable state. As a result, health services have become more
inadequate and inaccessibleto many, particularly the poor. Participantsat thefirst Nationa
Forum testified that this redlity has forced NGOs increasingly to carry the burden of service
provision that should be the responghility of the state.

In Hungary, the trandformation of the educational system in the 1990s devolved the
respongbility for education to the loca level, with basic per capita funding provided by the state
while financing for school development has been Ieft to the municipdity. Although this has had
some positive impactsin terms of the reationship between schools and communities, it has meant
that poor municipalities have more difficulty maintaining and developing schools. This
dtuation has ds0 led to the appearance of private schools, which has segmented the
education system and increased inequalities of opportunity. The study found that children
from poorer regions of the country and from unskilled, unemployed, poor or romany (gypsy)
familieswerelesslikey to be ableto continue their education in order to acquire askill, aproblem
compounded by the fact that a higher local dropout rate induces a decrease in funding from the
central government, National Forum attendeessaid. Thisstuationwill only perpetuatethe cycle of
poverty from generation to generation.
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V. Impact of Reformson Accessto, and Quality of, Education and Heglth Care Services

The previous section highlighted the effects of adjustment measures on the dlocation of
public spending toward education and hedlth carein the countries sudied. This section consders
the consequences of thesetrendsfor service accessand quality, particularly for thelow-incomeand
poor segments of society. The analys's addresses the following issues:

= the impact of user fees on access to services by the poor and low-income segments of
society;

= theimpact of user fees on the quadity of education and hedlth-care services; and

= gender-differentiated impacts.

4.1 Impact of User Feeson Acoessto Sarvicesby thePoor and L ow Income Ssgmentsaof Sodety

Theintroduction of user feesunder cost-recovery and revenue-generation schemes
has presented serious constraints to access by the poor to education and health-care
services. Thiswas found to be true in all the countries studied, athough the impacts varied
according to the way the policies were gpplied and the extent of the spending cuts made.

4.1.1 Accessto education

After adecade of free education following independencein Zimbabwe, school feeswere
re-introduced and led to adramatic increasein dropout rates. Primary-school dropout rates
continued to be significantly higher throughout the 1990s, particularly in thefirst grade; inthe grades
with the greatest dropout rates, the numbers were higher for girlsthan for boys. Furthermore, by
the end of the decade, only 70 percent of the children finishing primary school were continuing onto
secondary schoal, whilein thefourth and find year of lower secondary school therewas an average
dropout rate of 92 percent for males and 93.4 percent for females over the period 1990-97.

The imposition of user fees has led to reduced enrollment ratesin Ghana, particularly in
rurd aress, said Opening Nationd Forum participants. With children being pulled out of school,
they added, to help support their families, the primary-school dropout rate had reached 40 percent.

Feesrise sharply at the secondary level and yet again a thetertiary level, where now only one out

of every 400 Ghanaiansis enrolled. User feeshaveledtoincreasing inequalities, the Forum
attendees stressed, both between and within communities, as the poor are left behind.
Indeed, the Ghana study found, income levels are the most important determinant of
enrollment at institutions of higher education.

The same was found to be true in M exico, where, for every 100 children who enter
primary school, 64 graduate while only 40 go onto complete the secondary leve, 14 finish the
equivdent of high school and seven graduate from university. Primary education was sad by
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Nationa Forum participants to be free only in theory due to expenses-- that families often cannot
afford -- for uniforms, books and transportation. Secondary education was cited as being even
more restricted due in large part to the common need for children to help increase family income.
Overdl, funding cutbacks have adver sely affected a range of educational services, Forum
participants said, leading to high repetition and dropout rates.

In Uganda, where a Universa Primary Education program was introduced in 1997 and
funded through a debt-reduction agreement under the HIPC initiative, access to primary
education improved. Accessto secondary and tertiary education, however, wasfound to
be skewed against the poor, as the burden of school costs at these levels must now be borne
primarily by parents. There has also been a marked drop in the number of girlsfinishing
primary school who are enrolling in secondary school.

Increased school cogts were cited in other countries, as well, as a reason for declining
school atendance. Book fees, in particular, were cited at the first National Forum in Hungary.
Forum participants in the Philippines said that charges for materids, vaccinations and meals
amount to user fees that the poor cannot afford.

4.1.2 Accessto health care

Various country studies found that the establishment of user fees for health-care
services hasled an increasing number of people and familiesto resort to self-medication
and home care indead of vigting dinics and hospitas. This has especially been the case for
women. There has been an increase in the number of persons reducing ther length of say in
hospitas, aswell as of those who cannot complete the full course of their treestment because they
cannot afford to buy medication. More people now seek medicd atention only when ther ilinessis
aready severe, causing an increase in the number of people who diein their homesfrom
curable diseases and often creating public-health hazards by spreading disease in their
communities. The persgstence of such infectious but preventable and curable diseases as
bronchitis, pneumonia and tubercul os's has been observed in most countries.

With the establishment of user fees for health carein Zimbabwe, cost increases for
patients were dramatic, in some cases exceeding 1,000 percent. Thishashad aserious negative
impact on the utilization of health-care servicesin both rural and urban aress, particularly for
the poor. According to the Zimbabwe study, “...immediately after feeswereraised in 1991 and
again in 1993/94, declines were noted in outpatient and prenatal care sought, prescriptions
dispensed, admissions, and X ray, lab and dental services. Most people sought early discharge or
absconded to save money.”

In Ghana, the introduction of user feesagaingt abackdrop of continuousdeclineinthe
red wages or earnings of many workers, coupled with increasing poverty, has been largely
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responsible for poor access to health services. It was found that high hospital fees
prevented patients from using health-care facilities and forced them to resort to self-
medication. It was noted at the first National Forum that user fees had reduced out-patient
attendance by as much as a third, particularly in rura areas. Many poor people, the Forum
participants said, are turned away for lack of funds. Furthermore, the payment arrangements are
cumbersome and too much gaff time is devoted to collecting fees. The poor are Smply being
priced out of hospital care, they added, and ade facto two-tiered hedth syslem for rich and poor
has been created.

According to the SAPRI/Ghanastudy, proximity and cost of servicesarekey determinants
in the utilization of hedth fadilities. The study found thet the dispersed location of hedth facilities
and their disance from settlements, particularly in the northern region of the country, imposed
additiona costs on those seeking treatment, most of whom are poor. Furthermore, long-distance
travel was found to involve risks and inconveniences that can often result in health complications
and sometimes even death. Andysis of household expenditure for hedlth services during afamily
illness showed that some spent more on hedlth carethan on al other items combined. Studieshave
shown that the contribution of households to the financing of hedth is dmogt three times that of
government funding in per capitaterms.

The user-fee system established in Ghana provides for differentid charges for adults and
children, aswell as exemptionsfor various categories of patients, such asthose unableto pay and,
more recently, children under five. Some services have aso been mede free of charge, including
immunization, pre- and post-natal services and trestment at child-wefare dinics. One of the
objectives of the Ghana study was to determine the extent to which people a the community level
were aware of the exemption policy. Thefidd study reveded inthe main that “...the exemption
policy has not been as effective as it was meant to be. There seemed to be some ignorance
about the exemption policy among women with children under five yearsin the rural
communities, who evertudly paid for everything anytime they visted the hedth fecility. Only a
few peoplethereforeenjoy freemedical care.” Only 65 percent of the population has accessto
the modern hedlth system, dthough thisfigure disguises grass geographica inequality. Health-datus
indicators show little change in the marked inequalities in the mortality rates between different
regions of the country and between rura and urban aress.

Cost-sharing has made hospital care too costly for the poor in Uganda, as well.
People at the Opening Nationa Forum testified that those who cannot pay for critica hedth care
amply die. Hospitds, they said, have administered the program poorly and have been closed down
in areas where too many people have been unable to pay.

InthePhilippines, profit-generation schemesof “corporatized” health institutions
have particularly affected access by the poor to curative health-care services. Measures
adopted under such schemesinclude: stricter screening of indigent patients, imposngacelingonthe
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amount of assgtance for indigent or charity patients; requiring a depost from indigent patients
before trestment is administered; and requiring dl types of patientsto buy dl the medica supplies
needed for their trestment or operation, such as cotton, bandages, sutures, plaster, intravenous
fluids, syringes and needles. Further measures include increasing the casdoads of hospita
personne and the imination of some of their economic benefits, such ashazard pay. The overal
risein the cost of health-care servicesand medicinesisthe primary reason that most poor
households engage in self-medication and delay seeking appropriate medical treatment.
This situation has aggravated the spread of communicable diseases, such as tuberculosis.

Dueto alack of consensuson hedth-carereformin Hungary, only partial reformswere
implemented in the public-health system in the 1990s. “The public-hedth srategy of the
World Bank,” the country study explained, “was built around three dements. cogt efficiency;
access, and qudity. Yetin practice, the first dement proved much weightier than the other two.”
The report goeson to notethat “ .. .the requirement of universa accessto hedth careis mentioned
asapriority but is regarded feasble only if the redization of thisam does not exceed the limits of
economic performance or collidewith theinterests of economic sustainability and the labor market.
These conditions could be met if the State were to provide only a‘basic package' of hedth care,
meaning that hedth serviceswould fal victim to the reduction of theredigtributive role of the sate.”
In spite of reductions in resources for hedth care throughout the 1990s, the system has
continued to function and provide universal accessto nearly all, aredity atributedin large
part to the sense of vocation inthe medica and nursing professon. Still, the poor have been the
primary victims of the liberalized pharmaceutical market, reduced subsidies on
therapeutic equipment, and the growing costs of medical care, asthey can ill afford to pay

the higher cost of medicine and specialized care.

4.2 Impact on the Quality of Education and Health Care Services

The poor and, in many cases, deteriorating quality of education and health-care
servicesis a central finding of the country investigations. The combination of cutsin education
and health-care spending and reformsto rationalize resource use and reduce therole of the satein
service provison has had anegative impact on the qudity of these servicesavailableto themgority
of the population, particularly the poor.

4.2.1 Education quality

In every country studied, inadequate infrastructure and lack of educational
materialsand supplies, aswell asdeclining salariesand insufficient training for teachers,
have negatively affected the quality of education provided. Thiswasfound to betrue of the
different levels of education that were the focus of the various country studies.
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In Hungary, low teacher sdaries and high student-teacher ratios were found to have
placed obstaclesto theimprovement of the quality of education following the reforms of the 1990s.
In 1998, the real value of net wagesin education was 20-percent lower than it had been
five years earlier. Sdaries of primary-school teachers were 68 percent of per capita GDP in
1993, while that of secondary-school teacherswas 72 percent. The Stuation worsened as GDP
increased while the redl value of teachers sdlaries declined. It is estimated thet teachersearn less
than haf of other professonds with amilar educationd levels. In addition, layoffs of teachers
increased the student-teacher ratio and created higher unemployment in the early part of the
decade, dthough an increase in enrollment led to new hiring of teachersin later years.

In Zimbabwe, the decrease in real, per capita spending on education under
adjustment in the 1990s has led to afdl in the real wages of teachers. Y et, 90 percent of public
gpending on primary educationgoesto sdaries, leaving only 10 percent for maintenance and repair
of schooal infrastructure, the acquisition of furniture, textbooks and didactic materids, and ongoing
teacher training. This Stuation has adversaly affected the qudity of education in the country.

Even where public spending has increased, as in the case of Uganda where the
Universd Primary Education program was implemented in 1997, the qudity of education has
auffered. Although resources have been provided to increase the numbersof teachers, textbooks
and classrooms in the country, these increases have been overwhelmed by the dramatic
upsurgein enrollment, which doubled & the primary leve to over fivemillion compared with the
previous ten years. As a result, the ability to ensure adequate quality of education has
become strained, and thereareindications, particularly in rura aress, that the mgority of students
are not able to read and write even after six years of primary school.

The Nationa Forum participants in Ghana lamented that the qudity of their country’s
education system has declined since the onset of structurd adjustment and that the results of more
than US$H400 million in World Bank lending since the early 1980s have been extremely poor.
Civil-service layoffs and a decline in the real wages of teachers have led to higher
student-teacher ratios, and the 1991 education reforms failed to address the difficult working
conditions that teachers face. Furthermore, there is a widespread shortage of textbooks,
despite the imposition of user fees. These factors have led to declining teacher morde, sad the
Forum participants, aswell as an erosion of confidence in public schoals.

A general lack of adequate infrastructure and human resources was found to be
affecting the quality of Ghanaian tertiary education, in particular, following thereforms.
The squeeze in financing has been felt in the area of recruitment and devel opment of personnel, as
well asin research. This has occurred at atime in which enrollment has increased tremendoudy,
despite the fact that many more quaified students, numbering in the thousands, have been denied
enrollment due to lack of facilities and their inability to pay.
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Againg a backdrop of growing enrollment in the Philippines (18.8 percent growth in
primary- and 15.9 percent growth in secondary-school participation from 1992/93 through
1999/2000), the study found severe and chronic shortages of schools, classrooms, teachers
and textbooks, whileteacher sdariesand benefitsfdll asclass sze and workloadsincreased. The
teacher-student ratio was 1:44 at the primary-school level and 1:34 at the secondary-schod levd in
1999, the year in which the government imposed a hiring freeze for teachers (the internationaly
accepted standard is 1:25). At the sametime, asurvey of primary- and secondary-school teechers
found that one quarter teach in dlassroomswithout roofs, and nearly haf their schoolslack sufficient
furniture and dectricity. The textbook-student ratio for the 2000 school year was estimated at
1:37, making learning much more difficult.

These problems, which haveled to a poor quality of education, werefound to be more
pronounced in rura aress, particularly in the poorer regions of the country. A secondary-school
teacher inwestern Mindanao, for example, testified a the Opening Nationa Forumin Manilatothe
deplorable conditionsin schools: 50 classroomsfor astudent popul ation of 11,000 and the need for
sudents to share the relatively few textbooks available. Dropout rates in Mindanao primary
schools reach as high as 50 percent, literacy rates remain low and young people have ever greater
difficulties finding gainful employment.

4.2.2 Health-care quality

Deteriorating conditions in health-care facilities, lack of medicines and
inadequate staffing were consgstently found to have resulted from reforms under adjustment,
paticularly in rurd areas and poorer regionsin the countries studied. Thisdedinein the qudity of
hedlth-care servicesfor large segments of the population was of serious concernto the civil-society
groups consulted.

Reductions in public spending on health care in the 1990s in Zimbabwe were
foundto haveresulted in reduced maintenance, delayed upgrades of deteriorating health
facilities, shortages of equipment and essential drugs, and a high rate of staff attrition and
loss to the private sector and abroad. The study reported an estimated 30-percent drop in the
quality of health-care services in the country in 1993 when compared with the gansin the
post-independence period. Twice as many women wer e found to be dying in childbirth in
Harare hospitalsin 1993 than before 1990. 1n 1998, high levels of wasting and stunting
in children under five were found, particularly in rural areas, a situation that had
worsened since the 1980s. At the sametime, infant- and child-mortality rates have been
increasing after having shown a steady improvement prior to the implementation of adjustment
policies. Severd didrict hogpitals and government clinics have been closed since 1995, andthere
hasbeen a declinein pre-natal servicesand in immunization coverage. Rurd fadilitiestend
to offer poor qudity or insufficient care, often forcing the sck to pay the cost of trave and
admission to higher-leve or urban facilities.
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Table5

Zimbabwe Infant Mortality Rate (IMR)
and Child and Mortality Rate (CMR) per 1,000 live births

1978-1997
Infant Mortality Rate (IMR) Child Mortdity Rate (CMR)
Rural Urban Tota Rural Urban Tota

1978 88 64 83 40 25 57
1981 85 59 79 38 22 34
1984 77 50 69 33 17 28
1986 72 47 64 30 15 25
1988 69 46 61 28 15 23
1990 71 55 66 30 20 26
1997 89 63 80 N/A N/A 36

Source: MOHCW National Health Strategy for Zimbabwe, 1997-2007

The HIV/AIDS pandemic has added to the hedlth crisisin Zimbabwe, where hospitalsare
having problems keeping up with the demand for services, as estimates indicate that as many as
3,000 victims of the disease may be dying every week. “Because we operate on aspecific budget
we can no longer admit more patients than we can afford to,” stated astaff member of the Harare
Centrd Hospitd. “It amply doesn't make economic sense” The following passage from a
Zimbabwean newspaper sums up even more dramatically the condition of the country’ shedth-care
system resulting from the implementation of adjustment policies

Not only do these hospitalsface critical drug, equipment and staff shortages, they
are becoming extremely expengvefor the ordinary worker who isbettling to make
ends meet due to the high cost of basc commodities. Consultation and
admission fees are pegged at Z$169 for adults and Z$84 for children and are
now demanded upfront. The exemption certificate from the Social
Development Officefor low-income earnersisnow only worth the paper it
iswritten on. In the context where the HIV/AIDS pandemic is claiming
1,700 people a week over and above a host of many other fatal diseases, the
deplorable state of the health delivery system could be seen asa bombshell
of seismic proportions. (Daily News, Harare, 8 November 2000:16; emphasis
added)

In the Philippines, the study reported on deteriorating conditionsin primary health-
carefacilities, such asrurd hedth unitsandbarangay hedth sations, duetolack of funds. These
basic, non-hospitd hedth-carefacilities are commonly housed in dilgpidated and lesking Sructures
and have chronicaly experienced shortages of medical supplies, medicinesand basic medical
instruments and equipment, such as stethoscopes, weighing scaes and microscopes.
Moreover, many of these public-hedth units, particularly those in rurd areass, do not have
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competent medical staff due to the uneven distribution of hedth-care workers and
professonas. Nearly two-thirds of physicians were found to be concentrated in the country’s
urban centers, leaving many rural health units “doctorless’. It was found that large
numbers of women and children in therural areasdiewithout having seen a doctor, with
only about 40 percent of deaths in the country reported as having been medicaly attended.

Participants at the Opening National Forum in Manila spoke to these issues and to the
effects of two decades of dructurd adjustment. They pointed in particular to the
deregulation of pharmaceuticals, the increase in hospital and doctor fees and the
contracting out of hospital servicesas part of theliberalizing reforms of the 1980sand to
the consequently reduced access by the poor to health care and drugs. They added that
public dlinics often lack medicines and that public services provide more curative than preventive
care.

Decentralization of health functionsto the local level in the Philippines, part of
therestructuring of the health sector, was found to have contributed to an exacerbation
of theinefficient and inequitable national health-delivery system. Many hospital workers
and employees have been retrenched or displaced from their jobs. Those who have been
transferred to thelocally administrated hedlth care system have had their |abor contracts breached.
Their wages have declined, and economic benefitslike hazard pay and overtime are no longer paid
in cash, but rather transformed into non-monetary compensation. Health-care personne have dso
experienced an increase in the number of working hours and in the volume of casdoads.

Meanwhile, in Ghana, low and unacceptable ratios of health-care personnel to
patients and poor remuneration of staff were found to negatively affect the quality of
public-health services. Thoseatending thefirst Nationa Forum pointed in particular to public-
sector layoffs and to poor working conditions for hedlth providers as reasons for the departure
overseas by many young doctors once they qualify to practice.

In M exico, according to the Mexican Foundation for Hedlth, 44 percent of citizens cite
poor qudity asthe primary problem with hedthcare services. General health-care provision
has been restricted to the most basi ¢ services, such asvaccinations, it was noted at the Opering
National Forum. Minoritiesand rura populations have even less access to adequate care than do
otherss.  Women in rurd aress, paticularly indigenous women, have, for example, a
disproportionately high incidence of problems related to childbirth.

Evenin Uganda, where there was an increase in the number of health facilities, the
utilization of these unitsremainslimited asaresult of alack of medicineand insufficient
staffing. It was found that those facilities serving poor areas of the country, in particular,
experience long periods without drugs in stock, which serves as a disincentive to seek trestment.
Furthermore, recruitment of specidized hedth workers, such aslaboratory technicians and dental
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assigtants, as required at lower-leve hedth facilities, has proved to be problematic due to low
sdary levels. Quadlified personne often opt to work in urban areas where they have access to
private clinics in which they can obtain additiond income by taking on a second shift. Although
there have been minima wage hikesfor hedth personnd asaresult of budget increasesin the mid-
1990s, salaries continue to fall short of a living wage, leading to low morale and poor
guality of servicesasemployeesengagein other activitiesto supplement their low income. Thus,
the study concluded that, despite improvements in social spending, social indicators
continue to reflect poorly on the health sector.

4.3 Gender Differentiated Effects

In many countries implementing adjusment programs, women and girls in order to
compensate for the lack of access to publicly provided services and the means to acquire these
services through the market from the private sector, have had to take on greater responsibility
for the education and health-care needsof the extended family, including caring for thesick
and elderly. Caremust be provided in the householdeven for severeillnesses, whichtrandatesto
ayet greater burden onwomenintheir traditional roleascaregivers. Thisredity has compounded
the impact of adjustment policies on women. The studies point to two key areasin which girlsand
women have been the most adversdly affected by policy shifts.

4.3.1 Cutbacksin budgetary allocationsto the health and education sectorsand
in public-sector management

Asthe Ugandastudy points out, thereisalack of aclear understanding of gender issuesin
theareaof public-expenditure management. WWomen have long bornethe* double burden” of
both production -- engaging in income-earning activities to support ther families -- and
reproduction -- bearing, nurturing and taking care of children, doing household chores, preparing
food and caring for the sck. Many of the country assessments have shown that it isthe women
at the household level who have had to cope with the need to compensate for the
reduction in provision of public services and the inability to access through the market
what the government no longer provides.

Drastic government cuts in health-care spending have affected maternal -health
services, afactor of pivotal importancefor thewelfare of children. In1995in M exico, for
example, trained personnel attended only 88.5 percent of births, and the number wasevenlower in
rurd aress. In that same year, 6.8 percent of pregnant woman received no pre-natal care, and
those that did recaive care averaged only 3.9 consultations -- below the minimum of five per
pregnancy recommended by the World Hedlth Organization. Gender differencesin educationa
achievement are dso notablein Mexico. Women who participated in workshops during the study
noted that girlsarethefirst to leave school to take care of domestic responsibilitiesso their
motherscan expand their income-earning activities. Datafrom 1995 show that girlshavean

165



average of 6.9 years of education whileboysaverage 7.5 years. Of the population between 6 and
14 years of age, 8.5 percent of girls do not attend school while 7.1 percent of boys do not. The
literacy rate of males over 15 yearsis 91.4 percent, while for women it is 87.2 percent.

4.3.2 Cost recovery and the imposition of user fees

The Zimbabwe study shows that large increases in school fees resulting from cost-
recovery measures in education have impacted negatively on girls Primary-school data
demongtrate that, in grades with the highest dropout rates, these rates are highest among girls. The
results of abroad monitoring survey found that, among the reasons given for not being at schoal,
“becauseit wastoo expendve’ wasmorefrequently cited indl agegroupsby girlsthanboys This
indicates that, dthough parents prefer to send both mae and femae children to schodl, if they are
forced to withdraw a child, the girl will usudly lose out.

Cost-recovery mechanismswere also found to have an inherent gender bias agang
women and girlsintheUganda study. When afamily isfaced with financid difficulties, cost sharing
tends to affect women to a greater extent than men. In the case of education, it was found that
preferenceis often given to boys when it comes to payment of feesat post-primary levels
with participation rates of girls declining a higher levels of schooling. In the area of hedth,
maternal -care services were reported to be inadequate by women in rural areas, and what
access there was has been further constrained as aresult of cost-sharing measures. Among the
poor who are unable to afford hedlth-care services under the cost-sharing arrangements it
was observed that women are more likely to either forego medical services or resort to
home-care treatment. The impact of HIVV/AIDS on women as care givers was aso noted.
Thoseparticipating inthefirst SAPRI Nationd Forumin Ghana pointed to Smilarly severeimpacts
of such policies on women and girlsin that country, as well.

V. Thelmpact of the Elimination of Basic Subsidies on the Poor

Thestudy in Ecuador assessed theimpact of aparticular, common and important aspect of
public-expenditure reforms under adjustment programs, namely, subsidy policy. The first issue
encountered was the different understanding that the parties involved in this investigation had of
subsdies. Civil-society actors perceived subsidies as away in which government could help to
reduce the gap between the production cost of a good or service and the market price paid by
consumersor producers. The World Bank and the government, however, concelved of subsidies
asthe difference between the nationd price of agood or service and its opportunity cost, whichis
implicitly understood asitsinternationd price. In addition, they tend to think of public spending on
basic education and hedth care as subsidies, while socid actors distinguish between subsidiesand
socid spending, the latter of which they believe to be the responshility of the state. Furthermore,
avil-society groups were clear that subsidiesinclude those public transfers made in support of the
corporate and financid sectors, aswell.
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These differencesin conceptudization reved adifferencein belief asto what rolethe sate
should play in poverty reduction. “Due to structura adjustment policies,” explained the study’s
authors, who were selected jointly by SAPRIN and the Bank, “the meaning of poverty was
redefined in Ecuador. Instead of being understood as a problem that requires sate intervention,
poverty is currently seen as an economic issue that should be resolved by market forces” This
has meant an end to universal subsidiesand theintroduction of targeting of beneficiaries
asthe preferred means of dlocating government resources to the socia sector and compensating
the poor for any negative impacts from the new policy regime.

Aspart of public-expenditure reform in Ecuador, the elimination beginning in 1996 of
subsidies for cooking gas and electricity has dramatically increased their price to
consumers. To mitigate the impact of this measure, the government creeted a targeted socia-
protection program in 1998 that provides cash transfers to the poor and the elderly through the
“Bono Solidario” program. Y et the annua cash transfers made through this program amount to
only US$180 million annudly, far below the US$390 million thet was saved by dimineting the
cooking-gas and dectricity subsidies. Civil-society participants a the Opening National Forum
called thetargeted subsidiesunjust, noting that they reach, at best, 17 percent of themore
than seven million Ecuadorans living in poverty.

The SAPRI assessment found that the “Bono Solidario” program was not well designed.
Initia targeting procedures were conceived of as very short-term measures, and, due to the
eigibility criteria for receiving the “Bono”, a ggnificant number of applications made by poor
citizens were regjected by the government. While the criteria were later improved, discontent
remains about the overdl characterigics of the program. It merely providesfor the minimum leve
of cdoricintake necessary for subsstence and dlowsfor no improvement in the conditions of the
poor, as the transfer is withdrawn if a person acquires any additiona income or assets. The
“Bono” was dso found to be inaccessible by much of the rurd poor, asthe cost of trangportation
necessary to collect the subsidy would cancel out most of the benefit. Assessed from the
perspective of both beneficiaries and non-beneficiaries, the “Bono Solidario”, as the
government’ s targeted subsidy program, was ineffective.

The results of the Ecuador study indicate that the removal or reduction of universal
subsidies for essential services, such as electricity, affects those with the lowest income
the most. When this policy was combined with a reduction in government spending for
education and health care, therewasa severeincreasein the number of poor, aswell asa
deepening of poverty in the country. Theseimpactswerefound to be more pronouncedin
rural areas and female-headed households. The subsequent targeting of subsidies
through direct transfers was found to be ineffective in reaching many of those most in
need, though the transfers did help those able to access them maintain basic nutritionlevels. The
Ecuador investigation concluded that the policy of targeting isrendered unviable when
the majority of the population is poor and becoming poorer and that it does not
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compensate for thefailure of macroeconomic policiesto reactivate national production,
generate employment opportunities and increase incomes. Both the research study and
National Forum participants made clear, as well, that, while the poor have been increasingly
deprived, powerful economic groups have continued to receive de facto subsidiesin the
form of financial bailouts, currency devaluations, credit guarantees, tax incentives and
other such measures.

Meanwhile, according to the participants at the Opening National Forumin M exico, the
targeting of social programs has served to deny many segments of the population needed
benefits The nationa poverty-dleviation programs, including PRONASOL and PROGRESA,
were designed to provide limited support in atargeted manner only to thosein extreme conditions
of poverty, rather than to improve conditionsfor the society asawhole. Participants charged that
thispalicy of targeting resources has been used for palitical- electord ends, created conflictswithin
communities and even within families, and faled to provide for the nost basic needs of large
segments of the poor. Furthermore, fiscal policiesunder adjustment that haveincluded the
removal of subsidies on basic food items (such as milk and tortillas), as well as price
increases for basic goods and services and new taxes on food and medicine, have caused
additional hardship for low-income sector s of the population. Participants emphasized that
women, children, and the indigenous population have been those most negatively
affected.

V1. Conclusion

The review of the impact of public-expenditure reform under structurd adjustment
programs hasinevitably addressed the issue of therole of the state in the socia sector. The policy
design of adjustment programs has had as a clear god the reduction of the state’ srole, on the one
hand, and, on the other, the strengthening and expansion of the role of the market and the private
sector inthe provison of education and hedth care. Theinvestigations have shown that, in practice,
reforms have usudly led to a systematic reduction in the role and capacity of the state to provide
socia services to the mgority of the population, alowing service access to be increasingly
subjected to the rules and forces of the market. Education and hedth care have become less
service functions of the state and more goods to be bought in the market by those who can afford
them.

Civil-society organizations have strongly criticized these policy shiftsunder adjustment for,
in effect, trandferring resources from the poor to therich. Low-income groups have been asked to
sacrifice and suffer the consequences of cutsin subsidies and socid spending and the imposition of
cost-sharing and codt-recovery measures.  Yet, subsidies continue to be extended to private
corporations through credit guarantees, tax incentives and even bailout packages and loans to
rescueailing banksand corporations. At the sametime, the pers stent externa- debt problem faced
by many countries hasbeen amgor factor behind the congtraints applied to public spending. Sixd
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the seven countries reviewed in this chapter are saddled with huge external debt, and interest and
principa paymentson their public- sector debts havereceived the highest priority inthedlocation of
government resources.

In the face of low wages and high unemployment levels, theimposition of user feesand the
risng cost of servicesto loca populations have increased hardships on the poor. Thetargeting of
date subsdies to those in extreme poverty has falled to be an effective policy instrument for
addressing poverty and has only perpetuated inequality. The deterioration in hedth conditions
among low-income groups and their inadequate access to qudity education trandate into an
underdeveloped potentia and the erosion of the cagpabilities of individuas and their communitiesto
build sustainadle livelihoods. These long-term human costs have been the outcome of policies
premised on adistorted cal culusthat congdersinvestmentsin the socid sector assubsidiesthat can
be diminated, with the assumption that this would lead to greater economic growth. Yet, as
evidenced by the country assessments, the result has been an expans on and deepening of poverty
and greater socia exclusion.

Specific conclusions drawn from the country investigations are as follows:

= Structural adjustment programs have led, in the worst of cases, to a sharp
deterioration in public spending for health care and education, while, evenin the
best of cases, there has been inadequate improvement in spending levels. In
Hungary and Zimbabwe, where the state had been extensvely involved in the universal
provison of socid services, public spending for education and hedlth care has dropped
precipitoudy as a result of expenditure controls under adjustment. Spending for these
sarvicesin Ghana has stagnated in red terms, dthough population growth and the nation’s
demographic sructureindicate that higher spending levelsare needed to maintainthe same
level, much lessimprove the qudity, of services. In these and other countries, servicing
theforeign debt hasbeen given priority over spending for social -service provision.
In Uganda, the only sample country that has seen anincreasein spending on education and
hedlth care, in large part due to debt reduction under HIPC, the review showed alack of
improvement in the alocation of resources to ensure service qudity.

= The imposition of cost-sharing and revenue-generating schemes has created
additional constraintsto access by the poor to quality services. Asaresult of an
increase in fees, school -dropout rates have risen in most countries, particularly
among girls, exacerbating a disturbing gender gap that increases a higher leves of
education. Access to secondary and tertiary education, in particular, was found to be
skewed againgt the poor. Feesfor health services were found to limit access by the poor
to timely care, particularly in rurd areas, and exemptions for certain groups and services
have not been effective due to lack of information about such programs on the part of
potentid beneficiaries. Asaresult, an increasing number of people have resorted to
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self-medication and home care, particularly women. Many seek medicd atention
only when therr illnessis aready severe, often creeting public- hedlth hazards by spreading
disease in communities.

= Educational quality hasworsened asaresult of budget constraints. Ingenerd, the
quality of education, particularly in rura areas and poorer regions of the countries studied,
was found to be woefully inadequate. In many places, school infrastructure has
deteriorated or is entirdy lacking due to insufficient investment, while shortages of
educational supplies, such astextbooksand didactic materials, arewidespread. Although
recurrent spending on salaries tends to make up the vast majority of education
budgets, real wages for teachers have dropped while student-teacher ratios have
increased. Teacher training, important for improving educationd quality as wel as for
keeping experienced teachers, has been inadequate and underfunded.

= Thequality of available health care has not improved and has worsened in some
regions, and large disparities persist between rural and urban areas. Deteriorating
conditions in hedth-care fadilities lack of medicines and inadequate staffing were
cons stently found to have resulted from reforms. 1n some countries, physicianstend to be
concentrated in urban centers, whilemany rurd hedth unitsremain“doctorless’. In severd
cases, hedth facilities serving poor areas, n particular, have experienced long periods
without drugs in stock.

= Theelimination of universally provided subsidiesfor essential goodsand services
has negatively affected the quality of life of the poorest. Theremova or reduction of
subsidiesfor essentid services, such aseectricity, wasfound to affect those with thelowest
income the mogt. The policy of targeting subsidiesisrendered unviable when the
majority of the population is poor and becoming poorer, and it does not
compensate for the failure of macroeconomic policies to reactivate national
production, generate employment opportunities or increase incomes.

The country assessments coincide in concluding that thereisanimportant redigtributiverole
for the state, exercised through budgetary formulation and public palicy, to provide universa access
to affordable quality services. To thisend, a series of basic recommendations are suggested.

User fees and other cost-recovery schemes for primary and preventive hedth care and
basic education should be abolished. Increases are required, in red terms, in budgets for hedlth
care and education. An emphasis should be placed on improving dlocation to ensure the efficient
use of resources, as well as the quality of services and equitable service ddivery. Overdl, more
spending isrequired for supplies and maintenance, aswell asfor improvement in infrastructure and
personnd salaries and training, that will improve the quality of hedth care and education. An
emphasis on primary and preventative hedlth care and basic education is key, but this should not
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occur at theexpense of curative hedth facilitiesor secondary and tertiary education, whicharedso
of prime importance for human and economic development.

The expansion of socia-service coverage should not lead to adecline in service qudlity.
When greater access trandates into a significant growth in the number of students and/or patients,
and that growth threstens adeclinein service qudity, financing must be found to ensureboth qudity
and expanded coverage. At the same time, where universa subsidies have been in place for
essential services, these should not be diminated and replaced with targeted programs of direct
transfers. Resources can be generated for these purposesin anumber of ways, including through
reductionsin debt payments and military expenditures, the termination of corporate subsidies, and
the application of higher taxes or tariffs on luxury and other goods consumed by more well-to-do
citizens

There 5 ds0 an immediate and massive need for greater invesment to ded with the
problem of communicable diseases, which requires making available the medicines that exist for
their treetment and prevention. Inthisregard, the HIV/AIDS pandemic must be given utmost and
urgent priority, especidly in the Africa region. More resources should be channeled toward
HIV/AIDS campaigns, and there must be democratic access to drugs and treatment being
developed for this disease. Increased attention and importance should aso be given to maternd
hedlth-care services.

Findly, socid expenditures should be protected from cuts during times of fiscd criss.
Toward this end, the budget-formulation process should be democratized to dlow for the
meaningful participationof civil society. Trangparency and accountability should be strictly upheld
in the whole process of policy formulation and implementation and in the monitoring of public
expenditures. Inthisregard, apolicy of full public disclosure of information, including aprocessfor
easy access to all such data, should be observed.
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Chapter 9

Structural Adjustment, Poverty and | nequality

When Jm Wolfensohn agreed to engage civil society in an on-the-ground analysis of the
effects of structurd adjustment policies soon after he assumed the presidency of the World Bank,
he said that he wanted to find out what the effects of economic reform were on poverty reduction,
income differentials and disparate population groups. The preceding seven chapters havein large
part focused on that impact. This concluding chapter brings together those findings, summarizes
them and reorganizes and presents them in amanner intended to facilitate an understanding of the
consequences of the adjustment policies studied in the SAPRI and CASA countries and the
dynamics that account for the extensive poverty and inequdlity that they have generated.

The conclusion of this unprecedented policy review istimely, for it comes a a moment
when poverty isagain afocus of theinternational community and poverty assessmentsarein vogue.
What SAPRI/CASA and thisreport contribute to those endeavors, and what the Bank itself does
not address in the assessments that it promotes, is an andyss of the rdationship between
economic-policy reforms and the generation of poverty, without which an understanding of poverty
creetion and reduction isimpossible. Indeed, an understanding of the relationship between trade
and financid-sector liberdization, labor-market reforms, privatization and agricultura and other
sectord reforms, on the one hand, and the productive sectors of the economy, onthe other, and--
inturn -- an gppreciaion of the sgnificance of productive-sector dynamics for the well-being or
impoverishment of various population groups are indispensible to addressing the af orementioned
problems congructively.

The SAPRI/CASA investigations have identified four basic ways in which adjusment
policies have contributed to the further impoverishment and margindization of loca populations,
while increasing economic inequdity. The fird is through the demise of domestic manufacturing
sectors and the loss of gainful employment by laid-off workers and smal producers due to the
nature of trade and financial- sector reforms. The second reatesto the contribution that agriculturd,
trade and mining reforms have made to the declining viability and incomes of smdl farmsand poor
rurd communities, as well as to declining food security, particularly in rurd aress. Third, the
retrenchment of workers through privatizations and budget cuts, in conj unction with |abor-market
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flexibilization measures, hasresulted in less secure employment, lower wages, fewer benefitsand an
eroson of workers' rights and bargaining power. Findly, poverty has been increased through
privatization programs, the gpplication of user fees, budget cutsand other adjustment measuresthat
have reduced the role of the statein providing or guaranteeing affordable accessto essentia qudity
sarvices. These four issues are reviewed in sequence below.

I. Thelmpact of Trade and Financial Sector Reforms on Manufacturing, Employment
and Small and Poor Producers

Liberdizing reforms in trade policy and in the financid sector have combined to destroy
domestic productive capacity, particularly among the small and medium-szed enterprisesthat areat
the core of nationd economies and that employ the large mgority of their workforces. The
orientationin bank lending and government policy has been toward financing and facilitating export
production, but there has been limited linkage in much of thisproduction to theloca economy and
locd producers. At the same time, the latter have been by and large unprepared to compete
againg theinflux of importsthat has comewith thelowering of tradebarriers. Theresult hasbeena
largeincreasein unemployment and aloss of income, most notably among poor, unskilled workers,
particularly women and those living in low-income rural aress.

1.1 Domestic manufacturing sectors and employment have been hit hard by
indiscriminate import liberalization and financial-sector policiesthat have attracted
investment away from productive activities.

The remova of import bariers, judified on the bass of enhancing competition and
efficiency, hastaken place before, and in many caseswithout, the complementary stepsrequired to
help local enterprises become competitive. This has engendered a reduction in output and
bankruptcies of a great number of enterprises, leaving workers to search for employment in the
informal sector and in other less remunerative activities. The loss of forma-sector manufacturing
jobshasmade amgjor contribution to the growing gap between nationa employment opportunities
and the volumes of new entrants to the labor market.

While, the indudtriaization process has fatered in dl the countries studied, nowhereisthe
phenomenon of de-indudridization and concomitant retrenchment and impoverishment more
evident than in Ecuador. Industry’s share in the nationa economy is now gpproximeately half of
what it was in the mid-1980s when the liberdization process began, and the jobless rate in urban
aress is more than twice what it was at the start of the 1990s, with the greatest increases in
unemployment found among lower-incomegroups. Smilarly, in Bangladesh, where the precipitous
reduction of tariffs opened afloodgate of importsfrom well-financed transnationd corporationsand
hel ped undermine the devel opment of indigenousindustries, the number of manufacturing jobs has
nearly halved sincereformswereingituted. Zimbabwe has a so experienced aserious contraction
in forma-sector employment under adjustment, especidly among women, to the point where the
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rate of growth of forma-sector employment is now one haf the rate of growth of the labor force
and where, as in many other countries, most new employment isin the form of low-qudity jobsin
the informal sector. For its part, Hungary experienced a workforce reduction unmatched in any
period of its recorded history.

1.2 Coupled with trade liberalization measur es, financial-sector reforms have had a
particularly devastating impact on small and medium-sized firms and the large
number of jobsthey provide.

Highinterest ratesand other obstacl esto borrowing by some sectors have been particularly
dehilitating for smal firms that do not generate sufficient internd savings to satisfy their need for
long-termworking capita. Most lending hasbeen directed to larger companiesin the export sector
and to non-productive activitiesinstead of to broad- based production needed to stimulate nationa
economies and especialy economic activities in poor rurd areas. During the second half of the
1990s, for example, after financial-sector reforms had been introduced in Ecuador, averageloan
szeincreased nearly five-fold and 95 percent of theloanshad amaturity of lessthanayear. Long-
term, non-export-oriented activities, in Ecuador and esewhere, have become increasingly
unfeasible. Precipitous import liberdization and the failure to sequence trade reforms have aso
been particularly painful for this sub-sector. As many as 20,000 Mexican smal businesses had
been forced into bankruptcy by 1998 as a result of trade and financia-sector liberdization. In
Hungary, tens of thousands of small shops have logt ther viability as suppliers because of the
country’ s rapidly paced open-trade policy. Though this sector has employed some 70 percent of
al Hungarian workers, it has not been given the time or support needed to devel op the capacity to
competewith theflood of chegp, high-quality imports. In Bangladesh, aswell, asharp reductionin
employment in the manufacturing sector has occurred primarily in small and cottage industries.

1.3 Women and indigenous producers, especially in rural areas, have had difficulties
accessing affordable credit, or credit at any price, from formal lending ingtitutions.

The high interest rates resulting from liberdization, dong with the goplication of stringent
collaterd and other loan requirements, have effectively discriminated against poorer and more
geographicaly remote producersin favor of wedthier, urban clientde. InEl Savador, for example,
where women are often not property owners, satisfying the banks collaterd requirements has
proven to be impossible for female producers, thereby catching the latter in a vicious circle of
poverty. In Bangladesh, where more than 70 percent of bank financing in the post-reform period
was directed towards one percent of borrowers, women, who contribute morethan aquarter of al
bank deposits, receive lessthan two percent of al available credit. They and other small producers
are further handicapped in their search for capital by the difficulties faced by smaler and more
informad lending ingtitutionsin gaining entry to the sector and by the declining support for and rolein
development banking on the part of the government.
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1.4 Increasesin exportshave failed to generate significant domestic economic activity
and employment.

Whatever employment increases have taken place in the manufacturing sector have
occurred largely in the export-oriented indudtries, particularly in assembly plants in export-
processing zones. The employment generated by these plants is limited, however, in that they
operate in essentidly forelgn-owned enclaves without forward or backward production linkages,
representing abreakdown in the integration of economic sectors. Whilethesefactorieshiremainly
women, they are employed in low-paying, unskilled jolbs with poor working conditions and few
benefits or job security. In Bl Savedor, for example, 83 percent of assembly-plant or
maquiladora workers are women, and large percentages of them receive less than the minimum
wage, suffer abusivetrestment and are denied paid maternity leave and severance pay. Overdl the
benefits of the increases in export growth have gone primarily to foreign corporations and are not
fdt agnificantly in thelocal economy.

II. Thelmpact of Agricultural, Trade and Mining Reforms on Agricultural Production,
Small Farms, Food Security and Poor Communities

Trade liberdization, agriculturd reforms and other sectord and dructurd adjustment
measures have served to marginaizethe poor inrurd aress, to reduce the availability of productive
farmland for cultivation for the local market and to undermine food security. The design and
implementation of the agricultura- sector reformsfailed to takeinto account existing socioeconomic
differentiations, and, asaresult, poverty and rurd inequdity haveworsened. The morewel-to-do,
large-scale producerswith accessto productive resources, particularly those producing for export,
have generdly benefited from the liberdizing reforms. Small farmers, particularly those producing
food for the domestic population, have seen their costs skyrocket and their accessto credit, land
and markets become more problematic. These policy effects have been felt strongly, in particular,
by women, who are bearing a heavier burden under the reforms. The cost of living inrura areas
hasrisen whileincomes havefdlen. These problemshave been compounded by theimpact that the
privatization, liberalization and deregulaion of the mining sector and other extraextractiveindudtries
have had on land use and the environment.

2.1 Theliberalization of economic activity in rural areasand a reduction of the
development role of gover nment, along with trade liberalization and currency
devaluations, have favored exportsover production for the domestic market and
have increased inequalities.

Theagriculturad-reform policiesimplemented inthe SAPRI/CASA countrieswere designed
toincrease agriculturd exportsasaprincipa basisfor economic growth and asameansto improve
farmers incomes. Attheir coreistheliberdization of interna and externa trade, intended to alow
the market, rather than government, to direct resource alocation and determine the prices of inputs
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and outputs, enabling the reduction of government expenditures in the process. However,
adjusment programs have provided incentives and attractive policies for investment in foreign-
exchange-earning activities, induding large-scale mining, thus helping to concentrate the benefits of
the reformsin rdatively few hands.

Meanwhile, theremova or reduction of barriersto theinflux of cheap agricuturd goods, of
controls on interest rates, of regulations on financid inditutions, of subsdies on agriculturd inputs,
and of government involvement in the production, digribution and marketing of inputs and
commodities has greatly increased the costs and accessbility of productive resources for most
farmers. Thisincreasein costs of inputs and marketing has outstripped the increase in the prices of
the goods produced, causing adecline in incomes. Without government regulation and services,
farmers are operating, without adequate information, in a market that is neither competitive nor
efficient.

2.2 Small farmers and women have been affected mor e negatively by the
differentiated accessto resourcesfor production that has been reinforced by the
reforms and the market.

The disgppearance of development banks, of subsidized credit and of the regulation of
interegt rates, dong with the difficulty of entry for smdler lending indtitutions into the deregulated
financid sectors, has made it particularly difficult for smal producersto obtain credit from formd
inditutions. Although women in many countries, such as Zimbabwe, do most of thefarmwork, they
often face the additiona problem of lacking collatera for bank |oans because land-ownership rights
are generdly vested in mae heads of household. Without land as collatera, women receive, for
example, lessthan ten percent of credit for smallholder farmersin Zimbabwe. There hasthusbeen
acondderableincreasein reliancein most countrieson informa sourcesfor credit and-- for smilar
reasons -- for marketing services, seeds, pesticides and other inputs. The consequences of this
dependence arewdll illustrated by the case of Uganda, where the absence of government programs
and adequate infrastructure has enabled petty traders and transport ownersto profit from aretail-
price markup in the capita that can reach ten timesthe farm-gate price. Thisreduced profitability
for samal producersis contributing sgnificantly to the very high poverty levesin the villages

2.3 Agricultural and mining reforms have directly and indirectly affected the
owner ship, control and use of productive land, further skewing the distribution of
wealth and incomesin rural areas.

The rigng cogt of inputs following the liberdizing reforms has reached the point in some
countries where farmers have been forced either to reduce their application per acre, reduce
acreage under cultivation or convert to the production of non-food crops. Many haveleft farming
atogether, asin Mexico, where reduced government support for small farmers, increased codts, a
surge of chegp food imports and a liberdizing of the rura land market through a congtitutional
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reform has made thousand of farmersinto day |aborers, maquiladora workersand migrants. Asin
Mexico, many smdl producers have been effectively, or literaly, pushed off ther land by large-
scale export venturesin agriculture, mining and other aress. |n Ghana, for example, private mining
companies, daking their clams to newly privatized, minerd-rich land, forced farmers and families
engaged in artisan-style mining off their land and destroyed farmland with open pit mining methods

Ghana, like other countries, is seeing community control over land and other resources lost to
magor mining interests.

Indeed, agreat ded of productive, smalholder farmland isd so being lost to environmenta
degradation caused by the intense exploitation of resources for export. In the Philippines, for
example, policy reforms have led to the converson of common property rights to the private
ownership of land and water resources and to the overexplaitation of those resources through the
goplication of commercid methodsto intensive shrimp production. This has reduced the acreage
available for the cultivation of traditiona crops and has increased income erosion and inequdity.
Smilarly, theliberdization of the Philippines mining industry in 1985 led to the opening up of large
tracts of land for large-scale corporate surface-mining activity that has destroyed farmlands
belonging in large part to indigenous peoples, cresting a serious loss of livelihood and increased
family indebtedness. Little has been done in the liberdizing climate of adjusment to reform
environmenta laws to protect locd communities from the mining operations.

2.4 The concentration of landholdingsfor export production, engender ed by economic
reforms, and the resulting environmental damage exacer bated by theliberalization
of agriculture and mining, have raised the cost of living, especially food prices, and
reduced food security.

The necessary cutbacks in production by struggling smal food producers and the
disolacement of many of them by large agriculturad and mining interests producing principaly for
export have serioudy affected consumers. Virtudly dl of the SAPRI/CASA countries have
experienced deteriorating food-security Stuations as a result of amilar liberdizing reforms. In
Zimbabwe, for example, reform policies haveled to areductionin the capacity of rurd communities
to produce their own food due to therising cost of agriculturad inputs. The country’ s export push,
which has shifted land from the cultivation of food crops to the production of paprika and cotton,
has increased the shortage and prices of staple foods and thus exacerbated the food insecurity of
the poor. Thirty percent of children under the age of five are chronicaly manourished. Zimbabwe
has been transformed from a country that produced enough maize and wheat to mest dl its
domestic food needsto onethat must import food-- goproximately onemillion tonsannudly by the
late 1990s.

In Mexico, adjustment measures that concentrated land for large-scal e export promotion,
reduced government and financia support for smal farmers, and liberdized imports have left many
rura communities unableto produce their own food and forced them to buy thefood they need on
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the market at pricesthey cannot afford. A smilar pattern hasexisted in Uganda, whereincreasesin
coffee production have been parallded by a decline in the production of maize and beans,

contributing to thefailure of food production to keegp up with population growth. Inthe Philippines,
the displacement of the cultivation of rice and other staplesby shrimp farming and theimposition by
the IMF of budget-deficit ceilingsthat have reduced necessary investmentsinthericeindustry have
created a growing dependency on rice imports and a vulnerability to the volatility of internationa

prices.

In the Philippines and Ghana, the loss of famland to mining and the sgnificant
environmenta impact that mining has had on hedth, energy sources and other loca conditionshave
pushed up the cogt of living in the communities near the mines, compounding the destruction and
loss of traditiond sources of livelihood.

Virtudly dl the principa adjustment measures have had profound effects on smdl-farm
food production and on the cost of food. Thisincludes currency devauations, which have raised
the prices of imported food, on which countries and regions are increasingly dependent, and the
cost of imported inputsfor production. Rising food priceshave hit the poor in Ghana, for example,
very hard in an environment marked by increasing layoffs and sagnating wages. Reformsin the
rura sector were promoted on the premise that loca food supply is not important, as food access
and security, it was claimed, can be attained through the market. The redity isthat the poor often
lack the means to pay for the imported food, on which of necessity they must often now rely, and
consequently have suffered from inadequate food intake and increasing ma nourishment.

Beyond the destruction of farmland, livelihoods and food security, open-pit mining hes
created other serious problems for neighboring communities. Production and the relaxation of
environmenta controls have generated extensive hedth problems, particularly respiratory-tract
illnesses, and increased the burdens on women of finding drinkable water and firewood and caring
for theill. Thedestruction of family incomesand mining’ sinability to provide sgnificant gainful and
safe employment to compensate have increased child labor and school dropout rates, generated
increased migration and contributed to family and socid disintegration, as marked by increased drug
use and progtitution, and to arisng incidence of HIV/AIDS.

[1l. Thelmpact of Labor Market Reform and Privatization on Wages, Employment,
and Poverty

While employment levelsand wages have been affected by arange of adjusment measures,
employment has become more precarious and generdly less remunerative with the increase of
privatization and the introduction of |abor-market reforms in a growing number of countries.
Greater discretion in the determination of wage and job levels has been placed in the hands of
private employers with the sdling off of dtate enterprises and public utilities and with the
liberdization of labor laws and regulations. Employees have lost much of their bargaining power
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and protections. Family incomes have fdlen as a result, and more members must work longer
hours to sustain the household.

3.1 Real wages have deteriorated asa result of labor-market reformsand other
adjustment measures, particularly among the lowest income groups.

Since adjustment measures have beenimplemented, the SAPRI/CASA investigationsfound
that wages have declined, worker purchasing power has been reduced, and income ditribution is
now lessequitable. There hasbeen no effort to link the purchasing power of wagestoincreasesin
productivity. The share of wagesin gross domesticincome hasfdlen whilethe share of profits has
risen markedly where adjustment has beenimplemented. Wageflexibility, intheform, for example,
of temporary, individua employment contracts, has helped suppress incomes o that they now
frequently do not cover a family’s basic needs. This problem is exacerbated by the common
absence of benefit packages in these contracts and by a loss, as a result of the reforms, of
protections of the right to organize and bargain collectively. The rdaxation of hiring and firing
congraints and of labor-market regulation generdly has given employers added leverage in
determining wages.

The combined effects of labor-market flexibilization and other adjusment policiesin the
SAPRI/CASA countriesis gtriking. Red wages have declined in Zimbabwe, for example, to the
point where many workers now live below the poverty line and two thirds of the population are
aurviving on lessthan two dollarsaday. 1n Mexico, where the minimum wage haslost closeto 70
percent of its purchasing power since adjustment measures were first introduced in 1982, the
number of peopleliving in extreme poverty and unableto purchase the basic food basket rosefrom
sx to 30 million between 1994 and 2000. Two thirds of economicaly active Sdvadorans now
earn less than the minimum wage, and, after adjustment reduced workers incomes by more than
onehalf over the past 20 years, the average red income of those employed in urban Ecuador today
isless than $200 amonth.

3.2 Unemployment and job insecurity have increased and working conditions have
often deteriorated with the increase in privatizations and the introduction of
flexibilization measures.

Layoffs have accompanied privatization across the board, and there has often been
insufficient new employment generated to compensate for jobs lost. While adjustment advocates
predicted an increasein nationa employment from the privati zation of state-run enterprisesthrough
the attraction of investment and the achievement of greater efficiencies, the evidence from
SAPRI/CASA shows no such tendency. From Ecuador to Bangladesh, the forma sector isnow
generating less employment and producing ever-greater socid excluson. In Bangladesh, where
nearly 40 percent of workers employed in previoudy state-owned companies havelost their jobs,
there has been a tendency to replace permanent workers with temporary labor. Smilarly, in
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Hungary, newly privatized firms commonly contract employees for only one to three months at a
time. While privatization has diminated amassive number of jobs, it hasbeen particularly costly for
women. In most countries, women have congdtituted a large percentage of those workers without
specidized kills, and they arethusamong thefirst to belaid off. 1n countries such asHungary, this
problem has been exacerbated by the tendency of the owners of the privatized businessesto rid
their workforces of pregnant women and mothers with smal children

Similar discrimination isoften found in export- process ng zones, which manifest many of the
problems created by flexibilization messures. Without effective bargaining power or sufficiently
strong laws and regulationsto protect them, many workers are exploited with low pay, few benefits
and poor working conditions. Women, who are typicaly the mgority of the workforce, are
vulnerableto harassment and unilateral and arbitrary decisionmaking regarding, for example, laydfs
and the granting of pregnancy or sck leave, due to the pervasive fallure of employers to respect
basc labor rights. In this case, the increase of women in the labor force reflects not an
improvement in gender equity but rather opportunities for employersto hire workers at the least
possible cost and with minima socid respongibility.

Flexibilization has been gpplied on an unlevd playing fiddin thelabor market. Labor laws
have been shgped to provide employers with maximum leverage in their relationswith workers, as
reflected in the increased use of hourly labor and temporary, fixed-term and part-time contracts.
Workers, particularly in low-skill and labor-intensive sectors, are in oversupply and in a wesk
position in sdary and contract negotiations. There were no cases observed in the SAPRI/CASA
countries in which steps have been taken to improve working conditions or to include workersin
decisonmaking processes. Asaresult, workersworry increasingly about losing their jobsand thus
are now more likely to renounce ther labor rights or refrain from forming unions.

3.3 Labor-market reformsand privatization have increased inequality and decr eased
family incomes, generating an increasein child labor, other survival strategies
and social didocations and problems.

Income distribution has worsened as large numbers of low-skilled, low-wage workers,
especidly minorities and women, have been thefirgt to belaid off by privatized firms. Job training
has not adequately addressed the problems of the newly unemployed. Thenew jobscreatedinthe
private companies are generaly well-paying, but have required higher kill levels. At the family
level, the loss of wages and gainful and secure employment has resulted in the modification of
survival drategies wherever these reforms and related adjustment measures have been adopted.
Many heads of household have had to take second and third jobs, usudly in the informal sector
where they are available, and additiona family members have often hed to join the workforce.
Increasingly, children have had to drop out of school to supplement declining family incomes by
taking jobs that pay sdaries that are usualy far below the minimum wage. A third of Mexico's
agriculturd day laborers, for example, are below the age of 18. Girls frequently leave schoal to
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take on respongbility for household choresin the aosence of their mothers. Longer working days
for both parents in Mexico and other countries often leave children with inadequate parenta
guidance. Juvenile ddinquency hasincreased, as has domestic violence, fueled by the household
tensions caused by reduced capacitiesto cover basic needs. Hedlth, nutrition and the ability tofind
adequate housing have suffered. Migration has increased, and many family dructures have
fractured as aresult.

V. Thelmpact of the Privatization of Public Utilitiesand Public Expenditure Reform
on the Availability of Affordable Servicesand on Poverty

The privatization of public utilities, including such essentid servicesasthe provison of weter
and dectricity, hasled to significant rate hikesand hasincreased financid pressure on poor families.
Such privatizations aso tend to discriminate againgt the poor with regard to price, access and
consumer choice, thus exacerbating existing economic inequdities. Where government public-
welfare functions have not been transferred to the private sector they have undergone a
comprehengve transformation that has entailed a redefinition of the problem of poverty and the
state'sroleinaddressingit. Atitscore, itinvolvesaradicd shift for government from providing and
guaranteeing universally accessible socid services, such as education and hedlth care, to targeting
only those on the marginswhom the market hasfalled to reach with those essentia services. Within
this context, governments have dragtically reduced funding in the socid sectors, implemented cost-
recovery, cost-sharing and revenue- generating schemes and often decentraized service provison to
locd authorities.

4.1 Theprivatization of public utilities and services has usually resulted in significant
priceincreasesfor the general public, paralleled by little improvement or
reductionsin access and service quality.

In Hungary, for example, rates for dectricity, heat, water and gas increased on average
twice asmuch aswagesin order to guaranteereturnsto privateinvestors. Foreign companiestook
over the ol and gasindustry and raised electricity ratesuntil they wereten timeshigher in 1998 than
in 1989. Poor familiesand especidly pensoners now have severe difficultiesin paying thelr utility
bills, whilethe quality of service hasbarely changed. Indeed, the privatized socid- security system,
according to those Hungarians consulted in the SAPRI exercise, provideslower benefitsfor higher
premiums except to high-income groups. In El Sdvador, eectricity ratesincreased by nearly 50
percent for low-end consumersin the two yearsfollowing the privatization of distribution services,
double therate increasefor high-end customers. Furthermore, accessto eectricity and the quality
of sarvice have declined, especidly for poor communities in rurd areas, which the private
companiesdo not see as sufficiently profitable. Thus privatization has exacerbatedinequdities and
increased hardshipsfor the poor, forcing many familiesto resort to traditiona energy sources, such
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asfirewood, and many micro enterprisesto closedown. Asin Hungary, the privatization of public
utilities has falled to achieve its efficiency gods. Whatever increases there have been in theratio
between revenues and expenses have been achieved a the expense of the poorer consumers.

4.2 Theeimination of universal subsidiesfor essential goods and services has
negatively affected the poor and their quality of life.

L ower-income groups are affected most when subsidies on such essentidsasdectricity and
cooking gas are reduced or diminated, as they were sarting in 1996 in Ecuador. While this
measure conformed with the country’ s public-expenditurereform program, it dramaticaly increesed
pricesfor consumers. Thetargeted social-protection program that replaced theuniversa subsdies
has reached less than 20 percent of those living in poverty. Similarly, in Mexico, the removd of
subsidies on basic food items has caused hardship for low-income sectors of the population,
especidly women, children and indigenous groups. The targeting of the benefits has dso failed to
assist the many segments of the population in need, reinforcing the contention that the policy of
targeting is not viable when the mgority of the population is poor. While the poor have been
increasingly deprived, subsidies have been extended to private corporations in various forms,
including credit guarantees, tax incentives and financid bailouts.

4.3 Stabilization and structural adjustment programs have generally led to a sharp
deterioration in public spending on social services, often during economic
downturns, while debt obligations continue to be paid.

In Hungary, for example, Sate expenditures on hedlth care, education and socid-welfare
provisions decreased by 25 percent in red terms during the first seven years of the 1990s. Along
with related policy reforms, these cuts have contributed to the expans on and degpening of poverty
and to the dramatic increase in socid inequdity and served to dismantle, dmogt irreversbly, the
country’ sintegrated socid systems. Reductionsin public spending have not been gpplied, however,
to debt servicing, which has become an unquestioned and key function of governments. In fact,
controls on socia spending, related policies and the theoretica framework in which they fit have
been implemented precisdy o that debt obligations could be met. The experiences of the SAPRI
and CASA countriesillustrate how the poor pay theexterna debt severd times over despite having
had little or no role in creating it, especidly private-sector debts that have often been assumed by
governments. Beyond their tax contributions to debt servicing, the poor pay for it through the
sacrifices and suffering they bear as aresult of the reduction in public spending and the coststhey
now must pay for basc services and for the now more expensve, privatized public utilities.
Furthermore, as civil-society participants in Ecuador have emphasized, the foreign debt has
provided amechanism by which theinternationa financia ingtitutions have gpplied externd pressure
for the adoption of ther often poverty-inducing policy prescriptions.
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In severd of the countries sudied, public resources have been used not just to service
public debt, but aso to rescue private corporations and banksthat have not been ableto meet their
obligations. These spending priorities are evident in Mexico, for example, where socia
expenditures havefalen dramaticaly since adjusment measureswerefirst applied to the economy
in 1983. Asof 2000, public resources devoted to reducing poverty were equivaent to just one
quarter of theannual cost to the Mexican Treasury of rescuing the private banksamidgt thefinancid
and economic crisgs of 1994. Indeed, spending controls and cost-sharing schemes have been
implemented in the SAPRI/CASA and many other countries during periods of economic decline
and growing poverty, when socid assstance and services for the poor have been in greatest
demand.

4.4 The quality of education and health care has generally declined asaresult of
pressuresto reduce public expenditures.

Inmogt places, particularly inrurd areas and poorer regions, educationd quaity wasfound
to bewoefully inadequate by the SAPRI/CASA researchers. The decentrdization of servicesand
their management to theregional and local levels, akey feature of reformsin thissector, has proven
to be disastrous because it has often been accompanied by inadequate funding.  School
infrastructure is often lacking, shortages of educationd supplies are widespread and teachers
incomes have declined, as have teacher-student ratios. Reductions in public spending on hedlth
care haveleft countrieswith public- hedth budgetsinsufficient to meet hedth needs. A deterioration
of conditionsin hedth-carefacilities, inadequate saffing and alack of medicines, especidly inrurd
and other poor areas, have had serious consequences. Many rura hedth unitsare without doctors
and adequate staffing and have lacked drugs for long periods. The devauation of locd currencies
has contributed to these problems, as most medicines and medica equipment must be imported.
Materna- and child-care servicesare commonly inadequate. TheHIV/AIDS crisishas overloaded
hogpitals in many countries, and many patients have been sent avay. In most cases it has been
women and girls who have out of necessity had to take on greater responsibility for the education
and health-care needs in poorer families.

4.5 Theimposition of cost-sharing schemes has presented serious constraintsto
access by poor peopleto health care and education.

Thiswasfound to betruein al the countries studied. School dropout rates haverisen in
most of the countries, particularly among girls, where user fees have been charged. Fees have
increased inequalities in Ghana, for example, both between and within communities, as income
levels are the most important determinant of enrollment at higher-education inditutions. When
school feeswerereintroduced in Zimbabwe after adecade of free education, therewasadramatic
increasein dropout rates. Feesfor hedth serviceswerefound to limit access by the poor to timely
care, paticularly in poor, rurd areas. An increasing number of people are resorting to sef-
medication and home care. More people now seek medicd attention only when their illnessis
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aready severe, causing an increase in unattended home desths and creeting public-hedth hazards.
Theintroduction of user feesin Zimbabwe rai sed trestment costs for patients by as much as 1,000
percent. In Ghana, high hospita fees and a continuous decline in the earnings of many workers
have prevented patients from using hedth-care facilities.

V. Weak Macroeconomic Performance under Adjustment

The World Bank and other advocates of adjustment policies have increasingly
acknowledged that many of these adjustment measures have generated lossesamong the poor. In
fact, it was concern about the connection between adjustment programs and growing poverty and
inequdity that led President Wolfensohn to accept the NGO challenge and undertake the SAPRI
investigation. The Bank clams, however, that the macroeconomic gainsfrom theimplementation of
adjustment policies offset any short-term losses among certain population groups and sectors by
Setting countries on the path toward sustainable growth. Thisis part of itsimplicit argument for its
lack of atention to the adjustment-poverty connection in the PRSPs and for ingsting that the
Bank/Fund economic framework provide the parameters of any poverty-reduction program.

Civil-society actors have not accepted these arguments for severd reasons. Fird, the
losses to the poor and working people around the globe -- induding those within the SAPRI and
CASA countries -- have not been short-term. Infact, because of the certain differentiated impact
that they would have on disparate popul ation groups and sectors, it was predictable that many of
these policieswould have an immediate and long-time negative effect, and the predictionsbased on
thisanalysisturned out to be correct. Second, after two decades of adjustment, it isclear that there
isnothing intringc to the policies assessed in thisreport that would lead oneto believe that they will
eventudly work their magic in the market and reduce poverty and inequality, rather than continueto
increase both of these negative phenomena.  Third, the evidence, including that found in the
SAPRI/CASA countries, does not indicate that the macroeconomic benefits claimed to be derived
from adjustment policiesand programs have been achieved a anywhere closeto thelevelsassumed
by their advocates. Thus, the trade-off -- short-term pain for long-term gain -- haslittle basisin
empiricd fact.

More to the point, the economic policies that comprise the core of structura adjustment
programs have failed to engender the hedlthy economies promised by their architects. To the
contrary, asjudged by the experience of the countries profiled in this report, the overdl impact of
adjustment policieshasincluded: the generation of increased current- account and trade deficitsand
debt; disgppointing levels of economic growth, efficiency and competitiveness; the misalocation of
financid and other productive resources, the“ disarticulation” of nationa economies; the destruction
of nationa productive capacity; and extensive environmental damage. Poverty and inequdity are
now far more intense and pervasve than they were 20 years ago, wedth is more highly
concentrated, and opportunities are far fewer for the many who have been left behind by
adjustment.
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Despite extensive export promotion, export revenues have for the most part been outpaced
by the risng cost of imports. The large import content of many exports and the increasing
importation of consumer goodsfacilitated by tradeliberaization have contributed to thisimba ance.
Ecuador, for example, experienced, amidst an economic criss, an exploson in consumer importsin
the 1990s that far outstripped export growth. A high dependence on exports has dso made
economiesvulnerableto deteriorating terms of trade, as Uganda discovered during the second half
of the past decade. These growing imbalances have created pressures on foreign-exchange

reserves, leading to more foreign borrowing and increased debt burdens.

Macroeconomic indicators attest to the vaidity of the SAPRI/CASA participatory studies
Astheratio of foreign tradeto GDPin the SAPRI/CASA countriesgrew on average by two thirds
over the past two decades as a consequence of trade liberdization and a growing surplus of
imports, negativetrade ba ances dso sharply increased. By the end of the century, they had settled
at about 56 percent of GDP, more than double the level of the 1960s. As a resullt, the total
externa debt of the original ten SAPRI/CASA countries doubled between 1984 and 1999.

Nor has foreign investment proven to bethe panaceainthisarea. 1nthemining sector, for
example, policy and financid support from the I Fl's hasincreased investments by foreign companies
and foreign-exchange earnings, but the net impact has been smdl. Most of Ghana' s large-scae
gold-mining industry, which is now foregn-owned, receives generous incentives, tax breaks and
offshore accounts for export earningsthat have minimized returnsto the government. With foreign
firms often the beneficiaries of privatizations of date holdings in this and other sectors, dud
economies have emerged or become more pronounced and the development of locd industries
threatened. Theincreased ease of profit repatriation, capital withdrawa and, in many sectors, plant
relocation has had a strong destabilizing effect. At the same time, key economic and socid
decisions have been removed from nationa hands.

The privatization of public utilities has dso faled to achieve the gods et for it. At the
microeconomic level, there is no evidence that privatization itself leads to greater efficiency and
productivity. Where there have been higher profit margins, they have usudly resulted from price
hikes that have made services inaccessible to the poor. At the macro level there hasbeen no sign
of any generd acceeration of growth in the SAPRI/CASA countries following the period of
privatization. The change in ownership has only redlocated income at the nationd level. Oftena
public monopoly has been replaced by aprivate one. In El Savador, for example, when eectricity
services were privatized, the market was not opened to free competition, and full choice was not
avaladle.

Overdl, economic restructuring, after two decades of adjustment, has not led to greater
modernization and competitiveness. The growth of GDP hasbeen irregular and insufficient-- snce
the mid-1980s, growth performancein the SAPRI/CASA countries has fallen far short of 1960s
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levels-- and has been concentrated in exportsand in other favored sectors, businessesand regions
to the detriment of large, important and increasingly impoverished economic sectors. Productionfor
the domestic market, especidly in agriculture, has often suffered, as has food security.

New patterns of agricultura production, particuarly for export, have, in an environment of
liberdization and deregulation, polluted land and water with chemicasfrom intensve fertilizer use,
depleted water tablesthrough theirrationa use of irrigation, caused soil eroson and exhausted vitd
natural resources. Reforms favoring large- scae monoculture have led to theloss of bio-diversty.
Small farmers and the poor have been pushed in the process onto marginal lands, which they have
had to overexploit in order to survive; they and the loca environment have dso suffered from the
eimination of most government advisory services.  Intengive shrimp farming in places like the
Philippines has degraded and polluted coastal ecosystems and adjacent land and water resources.
The commercidizaion of fish production in Uganda and the advent of an export trade has, asa
result of liberdization and unregulated competition, caused an overexploitation of lakes and
depleted fish stock, thereby endangering the future of the sector. And, as the Ghana and
Philippines experiences have demondtrated, the chemicals, machinery and methods employed in
liberdized openpit mining have far-reaching and destructive consequences for human hedlth,
farmland, vegetation generdly, bio-diversity and water bodies.

Perhaps the reforms that have had the most damaging and far- reaching impact have been
thosemadeinthefinancid sector. Theliberdization of interest rates, credit dlocation, capitd flows,
and the entry into, and regulation of, the sector, among other measures, has enabled the
consolidation of financia assets in a few private hands, a surge in financia speculation a the
expense of productive investment, the loss of financing for development, capitd flight and banking
and financid crises. Since the early 1990s, as a consequence of stabilization and adjustment
policies, thered interest rate, on average, in the SAPRI/CASA countries has hovered around ten
percent, which, being considerably higher than the rate of rea economic growth, has helped to
attract potentia production capita to local money markets. Thecreation of oligopolistic Sructures
and non-competitive practicesin the private sector in the absence of effective public oversght and
supervision has led to inefficiencies, corruption, destabilization and socid exclusion.

The Ecuador and El Salvador experiencesareingdructive. Inthelatter, the privatization of
the banks was manipulated by the country’ sditeto gain control of the mgority of financial assets,
while taxpayers were lft to foot the bill for al outstanding bad debts. From the beginning of the
liberdization processin Ecuador, scarce capitd was diverted from agricultureand industry to higher
rates of return provided by risng interest rates. Inefficienciesin the form of the increasing soread
between these rates and those charged borrowers have condtituted amassvetransfer of fundsfrom
productive enterprises to the financia system. Irresponsible bank lending and the volatility of
foreign and domestic capital under capital-account liberdization have contributed to disastrous
banking crisesthat prompted amassive balout of the private sysemwith public funds, exacerbating
the country’ s dready dire debt Stuation.
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V1. Shaping a Different Future

For the dozens of countries that have traveled down the adjustment road, the problem is
not that the reform process has failed to generate economic benefits. It isthat these benefits have
tended to be concentrated in areatively few hands, both domestic and foreign, while millions of
other people have increasingly been deprived of the resources and opportunities they require to
move out of poverty. To understand the dynamics that make such resultsavirtud certainty, one
hastofiguratively or literdly change one€ slocationinlife. A mgor policy shift taken by acountry of
the South to meet aWorld Bank or IMF loan condition may look benign and, in fact, universaly
beneficia to a banker dtting in London, but to a poor Third World farmer who has come to
understand how locd, nationd and even globa systems, structures and ingtitutionswork to reward
the more powerful and influentid, expectations may be much lower.

This shift in location was &t the core of the SAPRI/CASA design and experience. The
voicesthat were sought, and heard, were those of local populations often living and working at the
marginsof their respective societies. Theissuesthat were selected for investigation were those that
they had prioritized. And their anadyss was based on an intimate knowledge of their own
circumstances and on an understanding of the “politica economy” of their respective countries.
Unlike the current PRSP processes, SAPRI/CASA encouraged and supported the broad-based
mobilization of civil society and peoples’ effortsto explain the connection between certain economic
policies and their own respective economic and socia Stuations. Their assessments condtitute the
body of thisreport. Their hopesfor abetter future depend in good part on policymakers creating
gpace for their ideas and actions.

Some of their explicit and implicit recommendations are captured briefly a theend of each
chapter. SAPRIN has chosen not to extrapolate from them to design a globa proposd. The
primary responsibility for developing new gpproaches belongs with those who are close to, and
who understand best, their loca and nationd redlities. Asit shifts gearsinto asecond phase of its
work, it is SAPRIN’s intent to continue to help build the structures and processes needed to
support thiswork and to give voice to a more democratic -- and more just -- vison of thefuture.
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