CHAPTER II

ANEW STRATEGY FOR DEVELOPMENT

2.1. Emergence of Poverty Reduction Strategy Papers

In the midst of a contagious debate over who and what propelled the PRSP initiative, in
which critical voices of Global South* argue that the invention of PRSP emerged as a
response to hostile criticisms towards harmful IMF and WB policies on poor countries,
while proponents of international financial institutions assert the PRSP is a realization
and a response to complex reality changes, Sebastian Mallaby in his increasingly famous
“The World's Banker” says that even though the Bank has had times and leaders who
advocated for radical change during the entire existence of the Bank, the main locomotive
behind changes that finally led to the PRSP establishment was in spite of everything Jim
Wolfensohn, the earlier president of the institution. The reason why Wolfensohn pushed
for his Comprehensive Development Framework** agenda, regarded by many as the most
dramatic WB reform, lies in several eventful dynamics.

The chain of crises stretched throughout Asia, former communist nations and Latin
America in the ‘90s spawned extraordinary discussions about the reasons why reforms
funneled by the IMF and WB, failed so dramatically in these countries. Both the crisis
and the rapidity with which it spread, but also the manner in which IMF sought to
intervene, were generally viewed as a result of the way many countries had developed

*The use since the 1970s of the term “South” referring to the poorest countries collectively rests on the fact
that all of the world’s industrially developed countries (with the exception of Australia and New Zeeland) lie in the
Northern Hemisphere. Its implications however changed in time and today it highlights that although developing
countries range across the spectrum in every economic, social and political attribute, they all share a set of
vulnerabilities and challenges, and some of these vulnerabilities are present in the developed world as well, therefore
the use ofthe term “Global South”, (source: UNDP, “Forging a Global South: 25 Years After the Buenos Aires
Conference on Technical Cooperation Among Developing Countries”)

*Comprehensive Development Framework (CDF) emerged before the PRSP and is considered the
foundation of a new relationship type between the WB and aid-recipient countries. CDF advocates a holistic, long-term
strategy, which is designed and implemented by the country with a range of societal stakeholders (source: WB)
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unregulated connections to international financial markets and a reliance on the liberal
orthodoxy that had been pushed by international financial institutions. When the IMF
failed to manage the crisis and even the WB admitted that the IMF had made mistakes,
the entire orthodoxy came up for criticism, reassessment and a new search for
alternatives.1Many analysts have come to believe that, in spite of the complexity of the
crisis and its causes, both exogenous and endogenous, such unavoidable failures were
ultimately due to the lack of country ownership.2 These crises put IMF under the most
negative light as IMF, for the most part, was the one to take away ownership from
governments by imposing its harsh policies, so the reformation of a not-so-guilty WB
was an unmistakable opportunity for Wolfensohn to adjust the image of his organization
in an increasing rivalry between the two agencies. The year of 1998 was thus for
Wolfensohn a year of advocacy for a Bank with a more human face. The WB president
vigorously used the failure of IMF in the Asian crises to emphasize the Bank’s
antipoverty role, governments’ leadership and communities’ empowerment and pushed
for an agenda that triggered copious debates over the economics of poverty.3

Wolfensohn’s visions were complemented by the prominent switch in the intellectual
underpinnings established inside the WB. “Assessing Aid", the 1998 WB research paper
provided several fundamental arguments that demurred the way in which international
aid was decided and delivered to the poorest countries. Among major conclusions of this
report were the ones suggesting that financial aid works only in a good policy
environment, that only strong domestic leadership can produce lasting change, and that
active civil society is needed to improve public service delivery.4

Much impact on the WB thinking was brought by the 2000 World Development Report
(WDR) “Attacking Poverty”. Given that reports of such magnitude are a central source of

LArthur MacEwan, 1999, Neo-Liberalism or Democracy? Economic Strategy, Markets, arid Alternatives for
the 215 Century, London, NY: Zed Books

2Johnson, Omotunde E.G, January 2005, Country Ownership ofReform Programs and the Implicationsfor
Conditionality, G-24 Discussion Paper Series, UNIDO

3See Mallaby, Sebastian, 2004, The World's Banker, A Story ofFailed Stales, Financial Crises, and the
Wealth and Poverty o fNations, New York: The Penguin Press

4Dollar, David and Pritchert, Lant, 1998, Assessing Aid - What Works, What Doesn ‘1 and Why, Policy
Research Report, World Bank Development Research Group, New York: Oxford University Press



mainstreaming development knowledge, and that certain elements of “Attacking Poverty”
were highly debatable in WB/IMF circles, the process of producing the report was
extremely controversial; so controversial, that Ravi Kanbur, the leader of the team
managing the research project, resigned after disagreements on what should be included
in the report.5While recognizing the importance of economic growth in reducing poverty,
the report introduced several sensitive concepts about democratic development. It
stressed “empowerment, security and opportunity” as defining elements of development
policies. The three concepts, especially empowerment and security, were highly praised
by non-governmental organizations who believed the acknowledgement of these concepts
was a sign that the WB is adopting alternative perspectives both in content and process,
but they were nevertheless received with much criticism by leading economists.

Empowerment, which had been a central piece in the Wolfensohn’s rhetoric, was seen as
an unnecessary entrustment ofresponsibilities to parties that were conferred with no more
legitimacy than the elected (albeit deficiently) governments, to decide for the poor. The
first reaction was that the poor has neither the capacity nor the interest in deciding what's
best for the economy. Then, a precise criticism came from the former WB chief
economist, Larry Summers, who denounced the new non-economic areas of emphasis in
the development rhetoric, by pointing out that, if applied the new principle of
empowerment would diminish the analytical rigor that supported the foundations of the
WB success for over fifty years.6

Furthermore, amidst growing anti-globalization riots, another WB's former chief
economist, Joseph Stiglitz, adopted a hard-line position towards IMF in the aftermath of
financial crises in East Asia, and called on for a change in the policies of international
financial institutions. The main criticism of Stiglitz was that the Asian countries hit by
the crisis had liberalized their financial and capital markets in the early 1990s not because
they needed to attract more funds but under international pressure.7 The criticism of

5An excellent account of these events is given in Mallaby, 2004, and Wade, 2001

6 See Remarks by Larry Summers at the Country Directors’ Retreat, 12 June 2001, accessed in August 2005,
at Jubilee 2000 wehbsite, http://www.iubilee2000uk.org/opinion/Larrv summers 120601 .him

7Wade, Robert, 20011Showdown aithe World Bank in New Left Review 7, January-February 20011accessed
in July 2005, at http:/lwww.newleftreview.net/NLR24109.shtml


http://www.iubilee
http://www.newleftreview.net/N
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More than just a source of funds to be offered or withheld, the WB is a fount of Anglo-
American ideas on how an economy should ke run. The role of the World Bank’s chief
economist is a critical one from this point of view. The Bank's legitimacy rests on the claim
that its clevelopment acvice reflects the best possible technical research, ajustification reacily
cited by borrowing governments when imposing Bank policies on their unwalling populations.

8 Ibid.
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The chief economist has much influence over what research is done and by whom: what
evicence is accepted, what conclusions are drawn and how these arc aavertised; hence, much
influence over what constituites the best technical research.9
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1 Paul, James A., The World Bank and NGOs in Global Policy Forum, accessed in August 2005 at
httpi/Avww.idobalnolicv.ora/imos/analvsisAvridbank.htm
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2.2. Principles of Poverty Reduction Strategy Papers
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world’s poorest and most heavily indebted countries in the world.
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BPoverty Reduction Strategy Papers Fact Sheet, 2005, access
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14 See Appendix C
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2.3. Ownership, Participation and Donor Coordination
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One lesson from experience is that reform does not usually sticceed wathout strong local
ownership and a broac-based approach, which includes a consiceration of institutions,
governance, and stakeholder participation - a lesson that has provided the impetus for the
PRSP process.

5 United Nations Conference on Trade and Development, 2002, The Least Developed Countries Report
2002, Escaping the Poverty Trap, Part I, Chapter 5, UNCTAD

16 IMF, Poverty Reduction Strategy Papers Fact Sheet, 2005, accessed in August 2005 at
hitp://www.imf.org/extemalinp/exr/facts/Drsn.htm

I7World Bank 2002, quoted in Cling, Jean-Pierre, Razafmdrakoto, Mireille and Roubaud, Frangois, 2003,
“New Poverty Reduction Strategies: Old Wine in New Bottles?", article in World Bank Conference on Development
Economics - Europe, Oxford University Press
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B Johnson J.H. and Wasty . ., 1993, Borrower Ownership o fAdjustment Programs and the Political
Economy ofReformIWB Discussion Paper, cited in Johnson, Omotunde E.G., 2005, Country Ownership ofReform
Programs and the Implicationsfor Conditionality, G-24 Discussion Paper Series, UNIDO

Ibid.
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2 Cling, Razafindrakoto and Roubaud, 2003
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becomes easier with budget support.

2 With the release of PRSPs, the WB assumed that policy ownership bec
ead to savings in public debt

i
This isjustified by the fact that funds released by debt relief within the PRSP framework |
servicing, and as such constitute budget support.
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2 Larry Summers, Speech at the World Bank country directors’ retreat, May 2001, accessed in March 2005
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2.5. Content of PRSP
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The adjustment cecades also saw a substantial deterioration in the quality of public
institutions, a demoralization of public servants, and a decline in the effectiveness of service
delivery in many countries. Together with falling incomes, these effects - which cannot ke
speedily reversed - translated into falling social indicators and capabilities in many countries
and 1o losses of human capital, especially (but not exclusively) in the public service.

25 Annual World Bank Conference on Development Economics - Europe, 2003, Oxford University Press
% Ibid.
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21 Cling, Jean-Pierre, 2003, A Critical Review ofthe World Bank's Stance on Poverty Reductionlin “The
New International Poverty Reduction Strategies”, London and New York: Routledge

BRavallion, Martin, 2003, Growth, Inequality and Poverty: Looking Beyond Averages, paper cited in Cling,
Razafindrakoto and Roubaud, “New Poverty Reduction Strategies: Old Wine in New Bottles?”, Oxford University
Press

2 Cling, Razafindrakoto and Roubaud, ibid.

D Klugman, Jeni, 2002, A Sourcebookfor Poverty Reduction Strategies, Washington, D.C.: World Bank
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3 Oxfam, 2004, Donorship to Ownership? Moving Towards PRSP Round Two, UK: Oxfam Publication
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PSIA of major policies and programs has typically not been undertaken as part of PRSPs, for
reasons to do with national capacity constraints and its inherent technical diifficulties. The data
and capacity needs are formidable and serious methodological issues remain: unresolved,
despite some analytical advances in this area

3 Levinsohn, Jim, 2003, The World Bank * Poverty Reduction Strategy Paper Approach: Good Marketing or
Good Policy?, G-24 Discussion Paper Series, UNCTAD and Center for International Development, Harvard University

3 IDA and IMF, 2002, Review ofthe Poverty Reduction Strategy Paper Approach: Main Findings, accessed
in March 2005 at httpi/Ayww.woiidbank.org/poveitv/strategie.s/review



26

process found that poverty and social impact analysis remains non-existent. The review
done by IDA and IMF says.®

PSIA of major policies and programs has typically not been undertaken as part of PRSP, for
reasons to do with national capacity constraints and its inherent technical difficulties. The data
and capacity needs are formidable and serious methodological issues remain unresolved,
despite some analytical advances in this area.
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BIDA and IMF, 2002, Review o fthe Poverty Reduction Strategy Paper Approach: Main Findings, accessed
in March 2005 at httni/Avww.worldbank.ore/novertv/strategies/review
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