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Asarepublic founded on ideals the US is keenly aware of the impact
of ideas on actions. Its foreign economic policy since the Second World
War has sought to convince the world of the truth of liberal free market
ideology—all will benefit in the longer run from a political economy
characterized by (1) competition in free markets for goods, services and
capital, (2) corporations managed so as to maximize shareholder value, (3)
stock markets used for buying and selling corporate control, (4) government
intervention only in cases of obvious market failure (roads, defence,
minimal socia security safety nets). If the US can get this ideology
embraced around the world to the point where powerful segments of
national elites want these same things for themsalves, it can achieveits
foreign economic policy objectives at much less cost than relying on more
meateridly-based negotiation or coercion. In particular, the idea of the
mutual benefits of free markets, if widely accepted, allows free market
criticsto be easily discredited as defenders of special interests at the
expense of the general good.

During the Cold War, opening the rest of the world's markets had to
be balanced against containing communism. With the end of the Cold War
“The successor to a doctrine of containment must be a strategy of
enlargement, enlargement of the world' s free community of market
democracies’, declared US national security advisor Anthony Lake.
“During the Cold War, even children understood America s security
mission: as they looked at those maps on their schoolroom walls, they knew
we were trying to contain the creeping expansion of that big, red blob.
Today...we might visualize our security mission as promoting the
enlargement of the ‘blue areas’ of market democracies.”

The multilateral economic organizations, above al the IMF and the
World Bank, are important vehicles of the enlargement strategy. But here

! National Security Affairs Presidential Assistant Anthony Lake, speech of September 21, 1993, emphasis
added.



the US faces a dilemma. On the one hand, it wishes to control these
organizations so that they promote US foreign policy objectives. Therefore
it has to ensure that appointment procedures yield people at the top of the
organizations who will in turn ensure that the organizations explain to the
world why all benefit from free markets in the longer run and why
dternative ingtitutional arrangements are not viable. Or at least that people
in prominent positions within them who say contrary things can be silenced
or got rid of. On the other hand, the more overtly the US controls the
organizations and the more it is seen to intervene in ways that violate the
rules of multilateral decision-making, the more they loose the legitimacy of
multilateralism and the less effectively they can achieve certain kinds of US
objectives. The US has to structure and operate within the organizationsin a
way that looks as though the organizations act in accordance with rules
decided by the collective of member governments rather than according to
US discretionary judgments. 2

The point can be made more generdly. “The supremacy of a social
group manifestsitsalf in two ways’, Antonio Gramsci proposed, “as
‘domination’ and as ‘intellectual and moral leadership’.... A socia group
dominates antagonistic groups, which it tends to ‘liquidate’, or subjugate
perhaps even by armed force; it leads kindred or alied groups’.®
Hegemony, Gramsci said, is the additional power, beyond domination, that
accrues to a dominant group by it convincing subordinate groups that its
rule serves not only its own interests but also those of the subordinate
groups. In other words, hegemony is soft power, the ability to make others
want the same thing as yourself, as distinct from hard power, the ability to
force others to give you what you want.

The convincing takes place through some combination of (1) belief
that the system of rule created by the dominant group brings material and
other benefitsto all or most participants, and that the feasible dternatives
areworse, and (2) belief that the processes and procedures of the dominant
system of rule are fair, and will be enforced on the dominant group as well
as on the subordinate group. Hegemony, in other words, has two pillars, one
substantive, the other procedural.

2 See Ngaire Woods, “The challenges of multilateralism and governance”, in Chris Gilbert and David
Vines (eds), The World Bank: Policies and Structure, Cambridge University Press, forthcoming; “The
challengeto international institutions’, in Ngaire Woods (ed.), The Political Economy of Globalization,
Basingstoke: Macmillan, 2000. On the US' sinfluence in the Fund see Strom Thacker, “The high politics
of IMF lending”, World Palitics, 52, October 1999, 38-75, p.64.

3 Quoted in Giovanni Arrighi and Beverley Silver, “Hegemonic transitions: past and present”, Political
Power and Social Theory, 13, 1999, 239-75, at 254.



The US dilemmain multilateral organizations, then, isthat US
intervention to strengthen the substantive pillar—the idea of mutual benefits
from free markets--may come at the expense of the procedural pillar, by
breaking collectively legitimated rules of, for example, personndl selection;
and viceversa.

USLevers

Asitsown bilateral aid program has shrunk the US has found the
World Bank an especialy useful instrument for projecting itsinfluencein
developing countries. The Bank is a source of funds to be offered to US
friends or denied to US enemies, and a source of Anglo-American ideas
about effective ways to organize an economy--and increasingly, a polity.
The USin effect chooses the president of the Bank. It has by far the largest
share of votes (17.0 percent as compared to number 2 Japan’s 6 percent and
number 3 Germany’s 4.7 percent at end of fiscal 1997). On some
constitutional issuesit can exercise aveto, the only member state able to do
s0. The US aso makes the single biggest contribution to IDA, the Bank’s
soft-loan affiliate dedicated to lending to the poorest countries. The US
Congress has to approve the normally three-yearly pledgesto IDA; and adso
has to approve the release of pledged money every year (something done by
no other legidature amongst the Bank’s members). The annua release
decision and the tri-annual pledge decision give the Congress and those
who can influence it abundant opportunities to impose conditions on the
US's contribution to IDA and thereby on the Bank as awhole. All these
give the US levers of direct or pro-active influence over the Bank.*

In addition, American thinking about the roles of governments and
markets sets the conceptua center of gravity of Bank thinking, not
European, Japanese, or developing country thinking.” The large majority of
Bank economists have a post-graduate qualification from a North American
university, whatever their nationality (asis indeed true of large numbers of
the world’ s elite opinion leaders). The Bank’s location in the heart of
Washington DC, just afew blocks from the White House, the Treasury, and
the Washington think-tanks, plus the fact that its staff read US newspapers
and watch American TV, plus the fact that English isits only language of

4 Catherine Gwin, “U.S. relations with the World Bank”, chapter 6 in The World Bank: Its First Half
Century, val. 2, Perspetives, Brookings Institution, Washington DC, 1997, 195-274.

® On the differences in the thinking of US economists compared to European (especially French)
economists see Bruno Frey et al., “Consensus and dissensus among economists: an empirical enquiry”.
American Economic Review, 74 (5), 1984, 986-94.



business, mean that American premises structure the very mindset with
which most Bank staff approach development.

However, to remain within the zone of effectiveness—the zone where
the Bank is reliably responsive to US foreign policy aims and US domestic
constituency groups but is still seen as having enough independence to
induce weaker states to participate--the US often limits its direct
interventions to negative power, to ensuring that the Bank does not do or
say things contrary to US objectives as distinct from instructing it more pro-
actively. With the result that, as one observer noted, “Any signal of
displeasure by the U.S. executive director has an almost pal pable impact on
the Bank leadership and staff, whether the signal is an explicit complaint or
simply the executive director’s request for information on aproblem.” °
Negative power requires, above al, the capacity to ensure that senior Bank
people who do or say things contrary to US objectives can be silenced or
fired. The ways of doing so must be hidden, of coursg, if the rule-based
character of multilateralism is to be maintained and the procedura pillar of
hegemony protected.

Positions and Ideas

From this point of view the chief economist at the World Bank isa
critical position, because the incumbent can shape the content of what the
Bank tells the world about how countries should develop and about how
countries are developing. The Bank’s legitimacy rests on the claim that its
development advice reflects the best technical research, a claim which
borrowing governments can cite as the publicly acceptable justification for
following its advice even if, in fact, they do so because they are too wesak to
do otherwise or too dominated by an oligarchy that benefits from the
Bank’s policies. The chief economist has much influence over what
research is done and by whom, what evidence is accepted, what conclusions
are drawn, how the conclusions are advertised; hence much influence over
what constitutes “the best technical research” and what does not.

The US Treasury has therefore always been keenly interested in the
appointment, exercising a de facto veto. While other nationalities have been

& William Ascher, “The World Bank and U.S. control”, in M. Karns and K. Mingst (eds), The United States
and Multilateral Institutions: Patterns of Changing Instrumentality and Influence, London: Routledge,
1992, 115-140, at 124. Seedso Kapur et al., The World Bank, op.cit.



well represented in most other top-level posts, the chief economist has
aways been an American, with only two recent exceptions.”

Another important ideas-controlling position is director of the World
Development Report. The World Development Report (WDR), published
annualy, isthe Bank’s flagship publication. Each number takes atheme
and presents the Bank’ s conclusions on it, running to 200-300 pages. The
recent WDRs have been about such subjects as Attacking Poverty
(2000/01), Entering the 21* Century (1999/2000), Knowledge for
Development (1998/99), and The State in a Changing World (1997). The
core budget ranges from $3.5 million to $5 million, handsomely
supplemented from trust funds and foundations. Each WDR has aprint run
of at least 50,000 in English, some have gone to over 100,000, and smaller
numbers are trandated into seven languages.® Free copies are given to
individuals or organizations from developing countries.”

The director of each WDR is chosen by the chief economist with the
approval of the president. The director and chief economist together choose
ateam of 5-10 Bank full-time authorial staff plus consultants plus
administrators. They normally have about 18 months to prepare the report.
Then they disband, while a new team is dready well under way with the
WDR for the following year. The Bank is careful to project an image of
WDR independence, since the message is meant to be based on empirica
evidence and the best technical research.'® The drafts are circulated for
internal comment, and member governments also get to comment. More
recently consultation exercises have been held with non-governmental
organizations.

" Michael Bruno, chief economist in the mid 1990s, was the first exception; he was an Israeli who had
lived in the US and taught at US universities. The current chief economist, Nicholas Stern, appointed in
2000, isthe second exception; heis British.

8 In addition the Bank produces about 50,000 copies of the WDR summary across seven languages
(Chinese, German, French, Spanish, Japanese, Russian and Vietnamese). UNCTAD’ sannual Trade and
Development Report, the only multilateral development report to provide serious economic challenges to
heartland World Bank views in favor of the free market and the neoliberal state, has a print run of only
about 12,000 in English, plus another 7-8,000 copies split between the other five official languages of the
UN (Chinese, Russian, French, Spanish, Arabic). Itis produced on a shoestring budget of lessthan
$700,000. UNDP sHuman Development Report has a print run of 100,000 in 12 languages, with a budget
of roughly $1.5 million.

° The Bank is now thinking of ways to achieve broader distribution in developing countries, perhaps by
compact disc.

10 The contrast between the image of the WDR as areport by independent social scientists and its reality as
an advocacy document is caught in a statement by Wolfensohn, intended, ironically, to assert the
independence of the Bank from the US Treasury. “1’m out there with the CDF [ Comprehensive

Development Framework], and every speech | make saysit. Y ou think I’ m going to let aWDR go out that
doesn’t say it [doesn’t promote the CDF]?" Deepak Gopinath, “Wolfensohn agonistes”, Institutional
Investor, September 2000.



This essay describes two recent cases where a senior person in the
Bank said things contrary to what the US Treasury wanted to hear the Bank
saying, and ended up leaving the Bank in a blaze of publicity. Thefirst case
concerns the resignation of Joseph Stiglitz, chief economist from 1996 to
1999, and then hisfiring as specia advisor to the president. The second case
concerns the resignation of Ravi Kanbur, director of the World Devel opment
Report 2000, caled Attacking Poverty. For dl the media attention at the time
these are minor events in the wider scheme of things. But often it isthe
minor events that show the texture of power. Or as Sherlock Holmes said to
Watson, “It has long been an axiom of mine that the little things are

infinitely the most important”. **

Wolfensohn and the US Treasury

James Wolfensohn was appointed president of the Bank in 1995,
coming in from Wall Street. He had long been interested in the job, but it
was his close relationship to top members of the Clinton administration and
the Democratic Party that clinched his nomination. His relationship with the
US Treasury, in particular with Lawrence Summers, Deputy Treasury
Secretary when Wolfensohn was appointed and Treasury Secretary by
1999, has been stormy. The assertive Summers, himself a former chief
economist of the Bank, made no secret that Wolfensohn was not his choice
as president. From the beginning he had little compunction about telling
him what to do. Staff around Wolfensohn learned that a Summers telephone
call was likely to plunge their boss into a foul mood—especialy becausein
the end Wolfensohn, no less strong-minded, has not often felt able to tell
Summers when to go to hell.*

1 For another fine-grained study of the Bank in interaction with the US and Japan see Robert Wade,
“Japan, the World Bank, and the art of paradigm maintenance: The East Asian Miracle in political
perspective”, New Left Review, 217, May/June 1996, .

12 Summers even blew Wolfensohn up for the Bank having invited Jeffrey Sachs to be a keynote speaker at
the Annual Bank Conference on Development Economicsin April 2000. Summers did not care for Sachs,
who had made highly publicized criticisms of the IMF s and the Treasury’ s handling of the Asian crisis and
who, as amember of the International Financial Institutions Advisory (Meltzer) Commission, had broken
ranks with the Democrats and sided with the Republicans, allowing the Republicans to claim that the report
was a bipartisan majority report. Sachs had put his name to the majority report’s call for the World Bank to
be reduced to aglorified grant-making body, like UNDP. How, Summerswondered, could the Bank give a
hostile critic a keynote address right after the anti-Bank demonstrations at the Spring Meetings of the Bank
and the Fund? When Summers came to the Bank during the Spring Meetings and saw the posters
advertising the forthcoming conference with Sachs' name prominently displayed he complained loudly, and
the instruction went out from the economics vice president’ s office to take them down. Sachs was invited to
be a keynote speaker by conference organizer and Bank staff member Boris Pleskovic. Pleskovic was close
to Sachs, having in the early 1990s brought Sachs to his native country of Sloveniato propose an
aternative to the draft privatization law emphasizing employee ownership then sailing through parliament.



Siglitz s Resignation and Firing

Wolfensohn appointed Joseph Stiglitz as chief economist in late 1996.
Stiglitz had become one of the most prestigious among American
economists for his seminal contributions to the economics of information,
for which he was widely seen as a Nobel prize winner-in-waiting. He was
also close to certain Democratic Party leaders. During the first Clinton
administration he had been athorn in Treasury’ s side as chairman of the
Council of Economic Advisors. Treasury endorsed his move to the Bank to
get him further away. But in his new position Stiglitz began to criticize the
IMF, especidly its handling of the Asian crisisin 1997 and 1998, at first
privately, then publicly. He even advised the Ethiopian government how to
resist IMF demands that it open up its financial system. Since the IMF
strategy was being decided in close consort with the US Treasury, Stiglitz
was also criticizing the Treasury. Summers tried to get Wolfensohn to rein
him in. But Wolfensohn was hesitant to do so, not only because of Stiglitz's
prestige in the outside world and his reputation as an unshutupable enfant
terribl el,sbut also because he had sympathy for much of what Stiglitz was
saying.

The situation changed as the decision-time for Wolfensohn's second
presidential term drew near in 1999. Wolfensohn badly wanted a second
term, not least to consolidate his claim to the al-important Nobel Peace
Prize. By then Summers was Treasury Secretary, the most powerful figure
in the Clinton Cabinet by far. Summers had the main voice in the decision
about Wolfensohn's second term. In essence, Summers made his support
conditional on Stiglitz's non-renewa. Wolfensohn agreed. Stiglitz resigned
amonth before his term expired so as to go out standing rather than in
effect be thrown out.

But Stiglitz aso had many opponents insde the Bank, including some
of his own staff of researchers, even some of hisimmediate managers.
Some shared the ideological disposition of the IMF and the Treasury.

And Stiglitz had a non-aggression pact with Sachs, on grounds of common enmity to the IMF. Plescovic
and Stiglitz together invited Sachs before Stiglitz resigned as chief economist.

13 See the common themes in James Wolfensohn, “ The challenge of inclusion: 1997 Annual Meetings
address’, World Bank, September 23, 1997; “The other crisis: 1998 Annual Meetings address”, World
Bank, October 6, 1998; “Coalitions for change: 1999 Annual Meetings address’, World Bank, September
28, 1999. Joseph Stiglitz, “Towards anew paradigm for development: strategies, policies and processes’,
World Bank, October 19, 1998; Stiglitz, “Participation and development: perspectives from the
Comprehensive Development Paradigm”, World Bank, February 27, 1999.



Riding high in the Bank before Stiglitz, they did not take kindly to his
criticisms. Even those who did not object to his views on the limitations of
free markets said he was treating the Bank like atravel agency, neglecting
hisinterna roles of mentoring his staff, debating economic strategy
internally, and making strategic decisions about the research complex. He
often forgot to thank those whom he left carrying the can. The staff
reciprocated, giving him amongst the lowest evaluations of all senior Bank
staff in the Staff Attitude Survey of 1999; he was the “caboose’. At his
farewe | Wolfensohn paid barbed tribute to him, declaring himself to be a
great admirer...of “someone | understand | have met in the past few
years—when he wasn't traveling”.**

The president announced Stiglitz's resignation in November 1999.
But the president also announced that Stiglitz would stay on as “ special
advisor to the president”, and would chair the search committee for a

14 Quoted in Avenue, Financial Times, June 27, 2000, p.15. Wolfensohn went on to tell a story about what
happened to Joe on arecent trip to Nepal. Joe met a shepherd, and asked him, “Will you give me a sheep if

| guess the exact number of sheep?’ The shepherd said “Yes’, Joesaid “437”. The shepherd said, “That’s
amazing”. AsJoe grabbed his prize the shepherd said, “Will you giveit back if | guess your occupation.”
Joe said “Yes’ and the shepherd said, “Economist”. Joesaid, “ That's amazing, how did you know?’ The
shepherd said, “1f you put down my sheepdog | will tell you”. Another speaker at the farewell read out
“The top ten reasons why Joe left the chief economist job” , or “How Joe came to appreciate the Korean
workers' slogan that IMF stands for I'M Fired”.

1. He had just seen one too many "hot Summers" in Washington.

2. To write--as guest expert--the new travel guide for IMF staff called: "First-Rate Hotels in Third-Rate
Countries."

3. He thought that after convincing the IMF on the need for capital controls as a prophylactic against hot
money, it would be relatively easy to go on to reform the Vatican's views on birth control.

4. To become new co-author of the next edition of the Fischer-Dornbusch macro-text--to be entitled "First-
Rate Macro for Third-Rate Economists®.

5. So that he could speak more freely as Special Advisor to President Wolfensohn.

6. Tojoin Jeffrey "Russia’ Sachsand Larry "Pollution” Summers on the WHO's new "Economists
Taskforceto Find aVaccine for Foot-in-Mouth Disease."

7. To be ableto take naps at home instead of in Bank committees. ( Joe could never last as atop Bank
manager because he couldn't take naps with his eyes open.)

8. He knew it would be afull-time job trying to teach his new Palm Pilot to read his handwriting. (When
Joe read K eynes on the power of "academi ¢ scribblers' he took the scribbling part seriously.)

9. To write "whatever comesinto hismind" in the afterword to the new edition of Anders Aslund's classic
book "How Russia Became a Market Economy." [ Stiglitz had said in one of his better known papers,
“Whither reform?’—or the advisor who wrote the paper under Stiglitz’s name had said—that Aslund's
complaining about shock therapy not working in Russiawas like recommending that the old house paint be
removed with aflamethrower and then complaining that the paint job was not completed because the house
burned down.]

10. To become economic advisor to the April 16 protesters so that, at last, he wouldn't have to wear shoes
to work.



successor. This enabled Stiglitz to keep his well-appointed office and two
Secretaries.

Stiglitz explained his departure, saying “it became very clear to me
that working from the inside was not leading to responses at the speed at
which responses were needed. And when dealing with policies as
misguided as | believe these policies were, you have to either speak out or
resign...Rather than muzzle myself, or be muzzled, | decided to leave.”™

Then in April 2000 Stiglitz published an article in the New Republic,
caled “What | learned at the world crisis’. It appeared not coincidentally
one week before the Spring Mesetings of the Bank and the Fund, at which
campaigners were planning anti-Bank-Fund demonstrations. In best Stiglitz
knock-about style it said,

“Next week's meeting of the International Monetary Fund will bring to Washington,
D.C., many of the same demonstrators who trashed the World Trade Organization in
Seditle lagt fdl. They'll say the IMF isarrogant. They'll say the IMF doesnt redlly listen
to the developing countries it is supposed to help. They'll say the IMF is secretive and
insulated from democratic accountability. They'll say the IMF's economic "remedies’
often make things worse--turning dowdowns into recessons and recessons into
depressions.

And they'll have a point. | was chief economigt a the World Bank from 1996 until last
November, during the gravest globa economic crissin a haf-century. | saw how the
IMF, in tandem with the U.S. Treasury Department, responded. And | was appalled.”
[Stiglitz went on to explain why, see annex ]

Larry Summers was appalled, furious and close to apoplexy. He rang
Wolfensohn and spoke to him in away that Wolfensohn was spoken to by
few others. He told him that al connections between Stiglitz and the Bank
had to be severed. Wolfensohn called Stiglitz to his office for a tense and
testy meeting. Wolfensohn told him he was no longer a specia advisor and
no longer welcome in the Bank. Stiglitz pointed out that the “optics’ would
not be good if he were fired so soon after the New Republic article.
Wolfensohn threatened that if the story leaked he would call a press
conference and denounce him. Stiglitz took this as black-mail. Meanwhile,
Stanley Fisher, deputy managing director of the Fund, Summers aly and
passionate Stiglitz opponent, called a specia staff meeting to discuss how
the Fund was going to respond to Stiglitz's article. He informed the
gathering that Wolfensohn had agreed to fire Stiglitz, to the delight of al.

15 |ouis Uchitelle, “World Bank economist felt he had to silence his criticism or quit”, New York Times, 2
December, 1999, C1.
16 Joseph Stiglitz,” What | learned at the world economic crisis’, New Republic, April 17, 2000.
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Meanwhile again, the Bank’s External Affairs department told the press and
anyone in the Bank who would listen that Stiglitz had not been fired, his post
had merely been abolished.

Kanbur’s Resignation: Abridge Too Far

Ravi Kanbur, a distinguished professor of development economics,
was brought in by Stiglitz to lead the team writing the World Devel opment
Report 2000 on “Attacking Poverty”. This was dways going to be a
sensitive subject, because poverty reduction is the very core of the Bank’s
mission and because it is the focus of the most passionate debates in the
whole of development studies. Kanbur was chosen for several reasons. He
had been a Bank insder (chief economist of the Africaregion), but was now
a Cornéll University professor—this plus his identity as a developing
country national helped secure the reputation of the WDR as independent.
More importantly, he was known to be broadly sympathetic to the views
about development sketched by Wolfensohn in the Comprehensive
Development Framework and elaborated by Stiglitz and his advisorsin
severa papers (referred to earlier). These were not mainstream economics
views. They had been severdly criticized by severa academic development
economists, including Jagdish Bhagwati and T.N. Srinivasan, who argued
that Wolfensohn's and Stiglitz' s views, if trandated into Bank policy, would
encourage countries to adopt ostensibly “anti-poverty” measures that would
dow growth and in turn slow poverty reduction, asin Indiain the 1950sto
the 1970s.

The January 2000 (“red cover”) WDR draft began with the
proposition that economic growth is indeed important. “ Growth is the engine
of poverty reduction”. But, it continued, we know this. In this report we
want to show what is less well understood--that other things are aso, with
growth, on center stage as the key ingredients of a poverty reduction
strategy. How do we know? Because we see awide range of resultsin terms
of poverty reduction when we hold growth performance constant. What el se
matters? We call them empowerment, security, and opportunity. The red
cover draft discussed them in that order, with the more growth-oriented
“opportunity” discussed last in order to highlight the less familiar first two.

The report draws extensively on the “ Consultations with the Poor”
exercise that the Bank has been running since 1998, a combination of new
and existing participatory studies involving some 60,000 people in 60
countries. Drafts were reviewed via an intensive and independently
moderated electronic consultation exercise involving 1,523 subscribersin 80
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countries, afar bigger scale than for any other World Development Report.
The Bank has been widely praised for having engaged dternative
perspectives. Some non-governmental organisations (NGOs) saw Kanbur's
approach as promising evidence of the Bank's growing openness to
alternative perspectives on development issues.

The most controversia part of the argument was the section on
empowerment of the poor—on how to create or scale up organizations of the
poor, including networks, cooperatives, unions and the like so as to
articulate their interests in the political and market realms, and how to make
state organizations more responsive to citizens. Initialy the critics said,
“Why isthis stuff being given priority over growth?’, but later (especialy
once the US Treasury weighed in) the cry grew to “get rid of this stuff”,
“these chapters pander to noisy and nosy NGOs’, and best of al, “the Bank
should not be in the business of empowerment”. The security/safety-nets
material was also controversid for its argument that in the context of freeing
up markets by privatizing, removing trade protection, and the like, the first
thing to do is to create effective safety nets, then do the market reforms.
Without safety nets market reforms will create losers who have nothing to
fal back on. Many critics said, “Of course we need social safety-nets, but
they have to be built smultaneoudly with market reforms, not madea
condition of market reforms”.

From Yale, T. N. Srinvasan launched a critique of the report’s
conceptual foundations. “ Security, opportunity and empowerment could at
best be termed as diagnostics and at worst as three symptoms of the disease
or syndrome of poverty, but they certainly do not provide an anaytical
engine’, he said. He also said that the report lacked causal analysis, taking
cross-country regressions too literally as the basis for policy judgments.
From Princeton Angus Deaton sent in scathing comments. Some of the
Bank’ s leading macro economists agreed with Srinivasan and other externa
critics that the draft short-changed economic growth, despite the opening
declaration of growth being the engine of poverty reduction.”’

1" David Dollar, ametric of Bank economists, had earlier co-authored a paper setting out the “growth first”
argument. David Dollar and Aart Kraay, “ Growthis good for the poor”, Devel opment Research Group, The
World Bank, March 2000. (The paper was written and discussed in the Bank before the red cover draft of
the WDR and not aresponse to it.) The paper showed that high growth isindispensable for poverty
reduction, when supplemented by good policies and good governance. Dollar and Kraay disassociated
themselves from the popular portrayal of their paper as a manifesto for growth-is-everything. (Letter to The
Economist, June 24, 2000.) As Dollar explained the core of the argument, “The main effort of our paper is
to explain income inequality and changesin inequality... It [turns out to be] very hard to systematically
explain inequality. Because growth-enhancing policies have no systematic effect on inequality, they tend to
raise income of the poor in the same proportion as mean income” (Dollar, personal communication, 12
September 2000).
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The Treasury’ s written comments were different in tone from those of
all other governments. They read like marching orders.”® They called for
much more emphasis on economic growth and on free markets as the route
to economic growth. Treasury Secretary Summers made a speech at aout
thistime in which he said that discussing poverty reduction without
emphasizing economic growth was like Hamlet without the prince. In ord
comments on the January draft US officia's made statements like, “Give
them [NGOs, trade unionists and the like] an inch of nuance and they’ll take
amile of protection”. At the same time, however, Treasury aso called for
more emphasis on core labor standards, leading one WDR insider to
characterize the Treasury message as “ Growth, growth, growth, plus labor
standards’.

The Treasury’ s tone was probably stiffened by the anti-WTO, anti-
globalization demongtrations in Seattle in November 1999. The Treasury
saw Sesttle as aworrying unequa aliance between well-organized,
traditional forces of western protectionism and naive pro-devel opment
NGOs. The success of the alliance in obstructing the conference—and the
fact that President Clinton chose not to take on the forces of US
protectionism in his address--raised the importance of stressing open
markets not only in the eyes of Treasury but also in parts of the Bank. ™

A member of the WDR team commented on this part of my text, “My experience is that the vast
majority of the pressures for changes came from the outside [rather than from Bank economists]...from a
small number of smart, influential, senior external individuals (and the interests they represent) who play
dirty to win. They won several battles along the way and took Ravi’s scalp, but | think we won the
war....Most Bank research staff, including those labeled ‘ ultra-orthodox’, essentially agreed with the thrust
of the draft WDR ; remaining differences were good old-fashioned fights about data, methods and
interpretation.” See the important contribution by Mark Weisbrot, Dean Baker, Robert Naiman, and Gila
Neta, “Growth may be good for the poor—but are IMF and World Bank policies good for growth? A closer
look at the World Bank’ s most recent defense of its policies’, Center for Economic and Policy Research,
Washington DC, August 7, 2000.
18 They read like marching orders to the WDR team, but not to a bank research manager who commented,
“1 don’t remember them reading like marching orders. | remember going over them with Nick Stern to try
to see what Ravi was so upset about. Nick said something like, "I can't see what the fussis about, they seem
reasonable enough comments, don’t they?” But he acknowledged that “ the same text “feels different if
you are reading it as part of ateam that is being criticized by it (I think that Ravi was by then feeling pretty
beleaguered all round), and if you are reading it as an outside observer brought in to look at a problem,
which ismore or lesswhat Nick and | were doing. | know that Ravi was indeed very concerned by his
perception of Treasury pressure, but | don't think that satisfying the Treasury played any part in Nick's
subsequent work on the WDR. As an example, Ravi thought that the lateness of the Treasury's comments
was “strategic'....| couldn't see any strategic advantage in getting your commentsin late - rather the
opposite, and there are plenty of more plausible explanations for lateness of comments” (personal
communication, 12 September 2000).

19 Other elements behind Treasury’ s comments included the not always smooth rel ationship between
Summers and Kanbur when Summers was chief economist at the Bank and Kanbur reported to him as chief
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Kanbur explained to some members of the team what he understood
was going on. He put his hand on the desk and said (to paraphrase),
“Suppose thisis where US officids ‘redly’ believe the truth to lie. The
NGOs, trade unionists and the like argue that the truth is over here, far to the
left. The USis saying that you—the World Bank, the WDR—have to
position yourself over here, far to the right, in order that, in the end, the
middle ground coincides with the truth.” Kanbur and the team saw
themselves as serious socia scientists, and were dismayed to find
themselves expected to play this game—all the while being assured that
they were of course completely independent.

Kanbur conceded ground to the critics by, for example, moving the
“Opportunity” section into first place. (This could be justified along the lines
of, “We' Il deal with what we know first, then we'll get into the interesting
stuff.”) And in his“Overview” to the draft of the green cover draft (the next
after the red cover) he made substantive changes in emphasisin the “growth
first” direction. But then he himself considered he had gone too far, and tried
to pull it back closer to the argument of the red cover. The acting chief
economist, listening to both Treasury and the Bank’s macro economists,
expressed his unease at Kanbur’s pull back, and Kanbur wondered then
about resigning but was persuaded not to.

Kanbur attended a review meeting with the presdent and the
managing directors in May 2000, where he was surprised that the president
expressed sympathy with the “growth first” view. A few days later he met
with a couple of the managing directors. One of them, closest of al to the
president, summarized the thrusts of the Treasury and other critics, and
urged Kanbur to redraft.

Kanbur concluded that he and the WDR were on a dippery dope. On
the one hand, they faced insistent pressure from both the US Treasury and
some powerful Bank economists. On the other hand, Stiglitz’ s successor had
only just been gppointed, and being new and untested might not bein a
strong position to protect them.?® They seemed to have less support from the

economist of the Africaregion; Treasury’sanger at Stiglitz, which spilt over onto Stiglitz' s appointee; and
Summer’ s anger at the Bank giving Sachs a platform at the ABCDE conference in April 2000.

A Bank research manager disagrees. “Nick [Stern, Stiglitz's successor] had been Ravi's supervisor as a
graduate student - they knew each other very well, for goodness sake. Ravi was far from being unprotected,
because Nick wasin areally powerful position (just think about it, if Nick hadresigned!). | think that Nick,
like me, was rather baffled by Ravi's resignation. If we had really felt the Treasury hegemony which you
claim then we would both have quit - after all, we both have good academic jobs to go back to. Nick was
appointed on Joe's recommendation. Nick saw absolutely no reason to resign, and on the contrary could not
see agood reason for Ravi to resign. Nick is not a poodle brought in by Washington; after all apreviousUS
administration did its best to block his appointment to the post afew years ago” (personal communication,
September 12, 2000).
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president than they had counted on. The choice was to revise the WDR to
push it even further from the January version in the direction of the
Washington Consensus, or to fight to protect the January version’s central
argument but then have the Bank more or less subtly dissociate itself from it
as “Kanbur’ s report” and sweep it under the carpet. If he resigned the
publicity would force the Bank to declare “ownership” of the WDR asthe
work of an independent team of social scientists, not poodles, lackeys, or
toadies of the Treasury. “We don’t know why he resigned, we gave him
compl ete independence, and to show our commitment to the process and our
Independence from the Treasury we will keep the main themes the same,
though we will of course improve the quality.”

Kanbur left the Bank immediately after the meeting with the two
managing directors, returned the next day to collect afew belongings, and
disappeared. After sending a brief email note to the team informing them of
his intention, he resigned on May 25" #* Efforts were made to persuade
him to withdraw his resignation, including by the president, to no avail. His
deputy took over as director.

The story broke in the press afortnight later. Kanbur refused al press
interviews. He did not want to dissociate himself from the Bank or the
WDR, because this might legitimize the Bank in making pro-Washington
Consensus revisions to the draft.

In the end the report proceeded with the messages of the January 2000
version for the most part intact. The resignation created a dramatic crisis, in
response to which the remaining members of the WDR team and the new
chief economist dug in their heels to assert the Bank’ s independence and
limit the drift in the Treasury’s direction.* There were three main

21 Some economists say that the elaborate consultation process with NGOs had yield such along and
rambling document that Kanbur jumped ship to avoid further association with amess. Thisis probably
wishful thinking.

22 A Bank research manager comments, “Y our claim that Ravi's strategy worked and that this accounts for
the red cover [January] version being kept more or less intact again does disservice to Nick who simply
choose to shape the final report as it was because that is what he believed. Y our angels/devils story depends
upon Nick (and myself) being poodles or tacit devils. We're not; we were both chosen by Joe, see ourselves
as part of the continuity, and both greatly regret Ravi's decision which we think was an unnecessary tactical
manoevour.” To further complicate the story one should note dissent within the US government, as seenin
the letter from 15 congresspeopl e (but no heavyweights) to Treasury Secretary Summersin July 2000
protesting at Treasury’ s strong-arm tactics over the WDR. Summers responded in mid September.

He did not address Kanbur’ s resignation. He said that Treasury's only real complaint with the WDR draft
wasthat it "placed too little emphasis on the crucial role of economic growth in the process of poverty
reduction..." He also said that the World Bank solicited Treasury comments, so there wasno unwanted
interference. The congressional staffer who distributed Summers' |etter to NGOs remarked, “I can't believe

it took treasury a month and a half to draft aresponse full of over-used platitudes’.
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substantive changes. First, a chapter was added on growth and poverty, even
though, in the eyes of some, its Washington Consensus message was
inconsistent with the rest of the argument. Second, the chapter on market
reforms (“Making markets work for the poor”) was changed from
emphasizing the idea of social safety nets as a precondition for labor-
displacing market reforms to, “Do market reforms and social safety nets
smultaneoudy” --which might provide more excuse for countries to do the
market reforms and skip the safety nets; and in other ways the January
draft’s emphasis on the hazards of market reforms was softened and the
emphasis on benefits strengthened. Third, the January version had blamed
the Asian crisis partly on rapid opening of financial markets, and advocated
capital controls as a normal instrument of developing country economic
management. The fina verson waters this down to the need for a “cautious
approach” to liberalizing financial markets, with capita controls only as
trangitional measures en route to free capital markets. This change was dear
to Treasury’s heart, for Treasury has given top priority to buildi ng free
capital markets into the basic architecture of the world economy.” These
severd changes are significant, but do not eclipse the central messages of the
January version,

One would need to know alot about the back-channel
communications between people in the Treasury and people in the Bank to
know the full extent of the US role. Treasury people claim their role was
minimal beyond putting their point of view on the table, like many other
member governments, and cite as evidence the fact that Treasury’ swritten
comments came in quite late in the process. But even without knowing the
back-channel communications, severa points suggest something more. Fir,
the “marching orders’ tone of Treasury’s comments, like no others; second,
their timing, right at the height of the debate, the time most effective for
tipping the scales; and third, the close correspondence between the revisions

23« At Treasury, our most crucial international priority remains the creation of awell funded, truly global
capital market” (Summers, “America srolein global economic integration”, conference, I ntegrating
National Economies: The Next Steps Brookings Institution, Washington DC, January 9, 1997). After the
Asian crisis began Treasury Secretary Rubin reiterated that, “ Global capital flows have been an enormous
boon to growth in countries around the world, lifting millions of people out of poverty—thisis especially
truein the dynamic, rapidly industrializing countries of East Asia’. He even urged Chinato lift capital
controls. “Chinawould also benefit by opening itself more widely to foreign investment, allowing foreign
firmsto bring their expertise and capital to the Chinese market” (Robert Rubin, “ Remarks to the national
center for APEC, Seattle, Washington, September 18, 1997). Robert Wade, “The USrolein thelong Asian
crisisof 1990-2000, in F. Batista-Riveraand A. Lukauskis (eds.), The East Asian Crisis and Its Aftermath,
Edward Elgar, forthcoming. “Wheelswithin wheels: Rethinking the Asian crisis and the Asian model”,
Annual Review of Political Science 2000, 3: 85-115.
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wanted by the managing director and the acting vice president, and those
wanted by the US Treasury.

Conclusions

The cases of Stiglitz and Kanbur show US influence at work inside
the World Bank, of akind that no other member state comes close to
matching. The Treasury was able to make Stiglitz's non-renewal as chief
economist a condition of Wolfensohn’s second term; and to ensure that
Stiglitz was later fired as specia advisor to the president. Treasury’s
pressure on the draft WDR—and the president’ s and managing director’s
apparent acquiescence--was construed by Kanbur to be sufficiently potent to
prompt him to resign.

On the other hand these cases show a situation far more complicated
than “the US pulls the lever and the Bank responds’, as though the Bank
were an a'm of the federal government. The US had alot to do with the fact
that Stiglitz had no chance of being renewed, but Stiglitz's chances werein
any case low because of the disgruntlement of top managers and even many
of his own staff, not all of it informed by ideology. Wolfensohn then
gppointed him as a specia advisor and gave him akey rolein finding a
successor, actions that the Treasury cannot have welcomed. Only after
Stiglitz made a flagrant attack on the Fund did both Treasury and Fund
demand that Wolfensohn fire him as specia advisor—and Wolfensohn
obliged, even though by then safely reappointed for a second term.

Kanbur’ s appointment also indicates Bank independence, for he was
guaranteed to steer the WDR on poverty in adirection that the Treasury did
not like. Kanbur resigned as director of the WDR rather than revise the draft
in line with Treasury demands, but the effect was to embarrass the senior
management into committing itself to keep the core messages intact—
precisely so that the Bank would not be seen to be the Treasury’ s lackey--
and to steel the WDR team to do the same, though with changes at the edges
in the Treasury’s direction.

The Bank’ s independence is also seen in the fact that Jeffrey Sachs
was indeed invited to the Bank’s Annua Conference on Devel opment
Economics, and accepted. And it is seen, ironicaly, in the fact that Summers
and the Treasury are in favor of the Bank supporting the ILO’ s |abor
standard about unions and collective bargaining, but the Bank cannot bring
itself to do so—in this respect the Bank appears more neo-liberd than the
Treasury.
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Which isto say that the US Treasury does not always get the Bank to
do what it wants, and the Bank may do what the Treasury wants for reasons
beyond the fact that Treasury wants it. But these specific episodes have to be
seen in the context of the continuing “game” beween Treasury and the
Bank, in which the Bank has only rarely championed actions or ideas that
the Treasury does not want. Having been bruised by the Stiglitz affair and
the Kanbur affair, the Bank is likely to be cautious about offending the USin
future interactions—and US hegemony will be that much less challenged.
Thisis how the antibodies work over the long term to marginalize people
who advocate (political) “empowerment” measures as well as (market)
“opportunity” measures for poverty reduction, for example, leaving the
advocates of more or |ess free markets on the commanding heights.**

Is US hegemony a bad thing? The question of how it operatesis
separate from the question of its costs and benefits. For the latter one has to
distinguish different strands. In the immediate context of the WDR 2000 it
may well be a good thing that the Treasury insisted on more attention to
economic growth. The ascendancy of governance, participation and
environmental protection in the devel opment agenda has indeed tended to
eclipse economic growth. One seesit in the World Bank’s new
Comprehensive Devel opment Framework, which shifts attention from
growth towards non-income aspects of poverty and legitimates the Bank’s
retreat from hard-nosed technical subjects like industria technology policy
and irrigation investment towards soft-nosed education, health, participation,
legal reform and cultural properties® Y et developing countries have been
experiencing a severe growth crisis. It is not widely known that ever since
1960 average incomes in devel oping countries have grown more sowly than
OECD incomes in most years, causing a big widening in world income
inequality. And the growth crisis has worsened in the past two decades--the
median rate of growth in developing countries' average incomes since 1980
has been 0.0 percent.®® Thisin itself isan important proximate cause of

24 see the recent Bank policy paper, “ Social Protection Strategy Paper: From Safety Net to
Trampoling”., Social Protection Sector, World Bank, March 1999. The poor are poor, it says, because they
have too few assets and do not manage them for maximum returns; the solution isto help them better
manage their portfolios. The paper barely mentions collective action by poor people and their allies, or
citizen collective insurance.

25 gocial sector lending increased from 18 percent of the total in 1995 to 25 percent in 1999.

26 Median unweighted GD P per capitagrowth in 1960-79 was 3.4 percent for developed countries, 2.5
percent for devel oping countries; in 1980-98, 1.8 percent and 0.0 percent, respectively. The weighted
average growth rate for devel oping countries in 1980-98 was 0.8 percent. The smaller fall of the weighted
average reflects the accelerated growth of Chinaand India. William Easterly, “ The lost decades: explaining
developing countries' stagnation 1980-98", typescript, World Bank, January 2000. Branko Milanovic,
“Trueworld income distribution, 1988 and 1993", Policy Research Paper 2244, Development Research
Group, World Bank, November 1999.
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rising numbers in poverty. The growth crisis of developing countries should
be right at the forefront of the development debate, as also the steps that
OECD countries should take to moderate it, including lifting US union-
sponsored protectionism. But the swelling phallanx of US-led and mostly
western-based NGOs, who have succeeded in advancing the governance,
participation and environmental agendas, are not likely to place it there,
because they show little serious interest in economics and economic
growth.?’

Or as another example, the US Treasury role in the WDR 2000 may
have been useful in counterbaancing the zanier tendenciesin the
empowerment movement which assume that benevolent paternalismis
aways wicked and that giving power to the poor will result in cooperative
thriving rather than looting as shamelessly as the other lot. In short, any
genera presumption of NGO enlightenment and US hegemonic darkness is
foolish.

These qualifications notwithstanding, the Bank would be a better
development agency if the US—both the US state and US NGOs--had less
control over it, if people from other states, with knowledge of other (social
democratic, developmenta state) forms of capitalism had more influence
over what the Bank says and does, causing the Bank to sanction a wider
range of ingtitutional configurations. We know from Japan and countries of
continental Europe that efficiency, catch-up, innovation and well-being can
be promoted not only by competition but also, in some spheres,
organizational loyalties. In asocial democratic ideology, free marketsin
labor are constrained by the need to protect organizational loyalties,
corporations are managed with responsibilities to employees and other
stakeholders as well as shareholders, they are not bought and sold on the
stock market, and the public sector expresses the principle of mutual
responsibility through public supervision of hedlth care, education and
collective social insurance.®® Certainly social democratic systems are on the
defensive at the start of the present century. They are under question from

27| agreethat fast economic growth can do wonders for poverty reduction without much by way of
targetted “ anti-poverty” measures, especially when asset distribution is relatively equal; | question whether
the liberal free market recipe is generally good for growth. See Mark Weisbrot, et a. “ Growth may be good
for the poor—but are IMF and World Bank policies good for growth? A closer look at the World Bank’s
most recent defense of its policies’, cited above. And Wade, Governing the Market: Economic Theory and
the Role of Government in East Asian Industrialization, Princeton: Princeton University Press, 1990, final
chapter.

28| am indebted to the magnificent book by Ronald Dore, Stockmar ket Capitalism, Welfare Capitalism:
Japan and Ger many versus the Anglo-Saxons, Oxford: Oxford University Press, 2000. Dore’ s book should
be read in conjunction with the work of Robert Lane on happiness, depression, and social support; for
example, “ The road not taken: friendship, consumerism, and happiness’, Critical Review, 8 (4), 521-554.
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segments of national elites (the return on generous scholarship funding out
of American wedlth for foreign students in American graduate schools), and
under pressure from capital flows out of Europe. The US Treasury declares
that capital will continue to flow out and the Euro will continue to fall
“unless and until Europe shows more commitment to overhauling its
restrictive labor market and generous welfare systems which are seen asa
barrier to growth”, in effect setting liberal free market conditionalities on

US cooperation in intervention on behalf of the Euro.?® But political
economies with social democratic characteristics clearly can be effective
vehicles of late development. And the world economy would be less fragile
iIf it contained a stabley broader range of capitalist forms.

One acid test of the Bank’ s independence from US views would be
the appointment of a chief economist and associated staff who openly
champion these arguments. However, the only long term way to moderate
US hegemony over the Bank isto shift its headquarters--or some important
headquarters functions--out of the US. Constitutionally the European states
have enough votes to do this. A World Bank with important staff and
headquarters functionsin, say, Berlin or Paris would be suffused by the
more diverse European views of political economy.

Short of that, the Europeans and the Japanese could organize
themsalves to steer the Bank a bit more. The Nordics have aready been
doing so on the “social” aspects of development by putting up millions of
dollarsin trust funds for Bank work in this area--an area where the Treasury
Is happy to let them take the lead and pay the cost, because peripherd to US
interests. The question is when the Europeans and Japanese will exercise
more |eadership on the issues where the US Treasury readly does want the
Bank as its instrument, such as opening developing country markets; and
when the representatives of devel oping countries on the board of the Bank
will concert their actions for a change.

ANNEX STIGLITZ ON THE IMF AND THE TREASURY
Continued from text:

“The globa economic crisis beganin Thailand, on July 2, 1997. The countries of East
Asawere coming off amiraculous three decades. ... But the seeds of calamity had
dready been planted. In the early '90s, East Adan countries had liberaized their financid
and capital markets--not because they needed to attract more funds (savings rates were

2 International Herald Tribune, 20 September 2000.
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dready 30 percent or more) but because of international pressure, including some from
the U.S. Treasury Department....

Asthe criss soread to other East AsSian nations--and even as evidence of the
policy’'s failure mounted--the IMF barely blinked, delivering the same medicine to each
aling nation that showed up on its doorstep. | thought this was a mistake.....

When | talked to senior officids at the IMF--explaining, for ingance, how high
interest rates might increase bankruptcies, thus making it even harder to restore
confidence in East Asian economies--they would & fird resst. Then, after falling to
come up with an effective counterargument, they would retreat to another response: if
only | understood the pressure coming from the IMF board of executive directors--the
body, appointed by finance ministers from the advanced industria countries, that
approves dl the IMFsloans. Their meaning was clear. The board's inclination [reed: the
US Treasury’ sinclination] was to be even more severe; these people were actualy a
moderating influence. My friends who were executive directors said they were the ones
getting pressured. It was maddening, not just because the IMFsinertiawas so hard to
stop but because, with everything going on behind closed doors, it wasimpossible to
know who was the red obstacle to change. Was the staff pushing the executive directors,
or were the executive directors pushing the staff? | ill do not know for certain.

| shouldn't have been surprised. The IMF likesto go about its business without
outsiders asking too many questions. In theory, the fund supports democratic ingtitutions
inthe nations it assigts. In practice, it undermines the democratic process by imposing
policies. Officidly, of course, the IMF doesn't "impose" anything. It "negotiates’ the
conditionsfor receiving aid. But dl the power in the negatiationsis on one sde--the
IMF's--and the fund rarely dlows sufficient time for broad consensus-building or even
widespread consultations with either parliaments or civil society. Sometimes the IMF
dispenses with the pretense of openness dtogether and negotiates secret covenants.

Critics accuse the indtitution of taking a cookie- cutter approach to economics, and
they're right. Country teams have been known to compose draft reports before vigting. |
heard stories of one unfortunate incident when team members copied large parts of the
text for one country's report and transferred them wholesale to another. They might have
gotten away with it, except the "search and replace” function on the word processor didn't
work properly, leaving the origina country's name in afew places. Oops.

It's not fair to say that IMF economists don't care abouit the citizens of developing
nations. But the older men who gt&ff the fund--and they are overwhemingly older men--
act asif they are shouldering Rudyard Kipling's white man's burden. IMF experts believe
they are brighter, more educated, and less politically motivated than the economigsin the
countries they visit. In fact, the economic leaders from those countries are pretty good--in
many cases brighter or better-educated than the IMF staff, which frequently conssts of
third-rank students from first-rate universities,(Trust me: I've taught at Oxford
Universty, MIT, Stanford University, Yde Universty, and Princeton University, and the
IMF dmost never succeeded in recruiting any of the best students.)

...Quite frankly, a student who turned in the IMF's answer to the test question
"What should be the fiscd stance of Thailand, facing an economic downturn?* would
have gotten an F.

By January 1998, things had gotten so bad that the World Bank's vice president
for East Asa, Jean Michel Severino, invoked the dreaded r-word ("recession’) and d-
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word ("'depresson”) in describing the economic cdamity in Ada. Lawrence Summers,
then deputy treasury secretary, railed againgt Severino for making things seem worse than
they were, but what other way was there to describe what was happening? Output in
some of the affected countries fell 16 percent or more.... Not only was the IMF not
restoring economic confidence in East Ada, it was undermining the region's socid fabric.
And then, in the spring and summer of 1998, the cris's spread beyond East Asato the
most explosive country of dl--Russa

The cdamity in Russia shared key characterigics with the calamity in East ASa—
not least among them the role that IMF and U.S. Treasury policies played in abetting it.
But, in Russia, the abetting began much earlier. Following the fal of the Berlin Wall, two
schools of thought had emerged concerning Russas trangtion to a market economy. One
of these, to which | belonged, consisted of améange of experts on the region, Nobel
Prize winners like Kenneth Arrow and others. This group emphasi zed the importance of
the indtitutiona infrastructure of a market economy--from lega structures that enforce
contracts to regulatory structures that make afinancia system work....

The second group consisted largely of macroeconomists, whose faith in the
market was unmatched by an gppreciation of the subtleties of its underpinnings--thet is,
of the conditions required for it to work effectively. These economigtstypicdly had little
knowledge of the history or details of the Russian economy and didn't believe they
needed any. The great strength, and the ultimate weakness, of the economic doctrines
upon which they relied is that the doctrines are--or are supposed to be--universd.
Ingtitutions, history, or even the didtribution of income smply do not matter.... And the
universd truth is that shock therapy works for countriesin trangtion to a market
economy: the stronger the medicine (and the more painful the reaction), the quicker the
recovery. Or S0 the argument goes.

Unfortunately for Russia, the latter school won the debate in the Treasury
Department and in the IMF. Or, to be more accurate, the Treasury Department and the
IMF made sure there was no open debate and then proceeded blindly aong the second
route. Those who opposed this course were either not consulted or not consulted for long.

.... The rgpid privatization urged upon Maoscow by the IMF and the Treasury
Department had alowed a small group of oligarchsto gain control of Sate assets. The
IMF and Treasury had rgiggered Russias economic incentives, dl right--but the wrong
way. By paying insufficient attention to the indtitutiond infrastructure that would dlow a
market economy to flourish--and by easing the flow of capita in and out of Russa—the
IMF and Treasury had laid the groundwork for the oligarchs plundering.

...East Asais better off, though it till struggles, too.... IMF boosters suggest that
the recession’'s end is atestament to the effectiveness of the agency's policies. Nonsense.
Every recesson eventualy ends. All the IMF did was make East ASids recessons
deeper, longer, and harder.”

... The Treasury Department is S0 arrogant about its economic analyses and prescriptions
that it often keeps tight-- much too tight—control over what even the president sees.

...Open discusson would have raised profound questions that till receive very
little attention in the American press. To what extent did the IMF and the Treasury
Department push policies that actualy contributed to the increased globa economic
voldility?...
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...And not everything the protesters say will beright. But, if the people we entrust
to manage the globa economy--in the IMF and in the Treasury Department--don't begin a
dialogue and take their criticisms to heart, things will continue to go very, very wrong.
I've seen it happen.”
END



