THE GLOBAL FINANCIAL CRISIS: TURNING THREATS INTO OPPORTUNITIES

Executive Summary

The Global Financial Crisis (GFC) is a threat tegrty reduction but it has served to reveal indiaply the fault lines of
neo-liberalism. It can thus be seen as an oppitytt;mpress the case for an alternative, rightsebdaapproach. Such an
opportunity did not exist while neo-liberalism reimed dominant. Its focus on market forces provittedintellectual
support needed by a powerful political movement shaod for less government and its self-seleatditators of success,
emphasising economic growth, seemed to provedtmirestability.

The domination was summed up in the term “Washimgtonsensus”, which led to a series of policy piptons being
imposed globally, including as the central planklefelopment co-operation. Failures occurred lmrewationalised
away. Dissent was voiced, reflecting concern abights and broader aspects of well-being, espgaéthe most
vulnerable. It could not however gain a properimggas neo-liberalism dominated. This imbalanterded to the
Australian aid program, with economic growth besegn as a necessary and sufficient condition fectfe development.

Disagreement over neo-liberalism divided those wiight otherwise claim to share the same objectimedevelopment
co-operation. One group saw its objectives salegconomic terms; the other advocated wider objest reflecting
different elements of human aspiration and advakcateapproach based on rights to secure thesatigpg. ActionAid
Australia is part of this latter group and, witk #trong commitment to a rights-based approacladpActionAlD, can
play a leading role in arguing for a review of thpact of neo-liberalism.

The GFC has not only placed the wisdom of neo-ilim in doubt but has provided some points offlege which
ActionAid Australia and others can use to demapdoper review of its lessons for the future directof Australia’s aid
policy. These include the Prime Minister’'s owniraffation of the need to harness and more closelyaga market forces
to secure intrinsic rights to human dignity, thegpects of destabilisation of some countries &saltrof the GFC and the
acceptance in some parts of the coalition that éorthe Washington Consensus that there is no sseglef policy
prescriptions suited to all cases.

The suitability of neo-liberalism as a foundation development strategies depends on the relevarteassumptions
concerning the nature of economic decision-makedstiae role of prices in driving market forces. &dhhese are shown
to fundamentally misrepresent the real situatibe,distortions and problems thereby created cdretier understood.
Key messages that should be delivered in a futebat include the impact of neo-liberalism in teohexacerbating
inequality and discounting other elements of vudibdity and applying standards of risk to develgpaountries that fail to
register the different levels of likelihood and seguences that need to be used in managing risk&ncountries. The
failure to acknowledge these problems led to demmamak poorer countries follow the same policiethwhie same sorts of
institutions that were seen as appropriate forefictountries. This mindset was reinforced by bé@imgiemented through
development institutions, multilateral and bilatethat gave little hearing to alternative voicesl dacked the standards of
responsiveness and accountability that they denthofiecipient governments as a cornerstone of gmvgrnance.

ActionAid Australia has a range of opportunitiesrtitiate and develop the new debate. These irctudsting dialogues,
such as those on food security and conflict andiptesnew initiatives including a suggested semararssues of
governance. It should also press for a new apprtmwhole-of-government approaches to developnoeyd that ensures
that other government policies are consistent wiihobjectives rather than vice versa and which afgens up residual
commitment to neo-liberalism on other parts of goweent to greater contestability in the contextiefelopment.

A. Introduction

The Global Financial Crisis (GFC) is a major thrisapoverty reduction. Most developing countriasdnbeen seriously
affected, reflecting the impact of globalisatiorov@rnments have less resources to tackle povesayiate when more
people are in danger of slipping into poverty —tsas those in export industries. There are setlresats to stability of
some government as the growing prosperity on wthielr have secured popular support is eroded. Hitisgabrings its
own dividends in terms of decline in living standgrespecially of the most vulnerable.

The least developed countries represent speciascéscing problems that arise from the GFC thaimsome cases
different but at least as serious. Many of theelass enmeshed in the global economy. They avever generally much
more dependent on ODA, and the prospect of lowaldeof aid as richer countries turn their attemtioore to their own
problems will therefore have a significantly greatepact on them. Many are also very dependerat small number of
industries, such as tourism or mineral exportsctvlaire particularly susceptible to the GFC. Insaases, a large



proportion of their national income comes from riéanices by nationals who have gone elsewhere tk amt who may
now be forced by unemployment to return home.

The impact of the GFC is thus a major threat boait also be an opportunity. It has given goodedo question some of
the basic assumptions that underpinned the comreitivisdom as to what constitutes “good” govereanthese
assumptions reflected a neo-liberal economic agesataprising fiscal conservatism, tax reform, trafdeeign direct
investment, interest rate and exchange rate lisetadn, deregulation and privatisation.

This paper considers how NGOs such as ActionAidtralia can use this opportunity. The objectiveoiehsure that the
lessons of the GFC steer development cooperatiog eftectively towards helping governments andl Gotiety in
developing countries to protect the interests efrttost vulnerable Such a transformation is essential if future
development co-operation is to be grounded inlatsipased approaéhAn important theme of the paper is that the GFC
has revealed the fault lines in neo-liberalisime focus therefore should be on the record of iEgdlism as a whole
rather than simply on the causes and impact oGiRE.

The paper is at this stage intended to facilitaternal discussion. As its intended audience naas ldiffering levels of
understanding of some of the key economic isswesesadditional explanation is provided, often ia tbhrm of boxes that
can be skipped by those with greater familiarityhvguch issues. It has however been drafted wveith steps in mind and
some of the text could be easily adapted to proaidackground paper for a wider audience, incluéingAlD.

The paper is structured as follows. A backgrouwatisn sets the scene, explaining the reasonsiéosgcendency of neo-
liberalism globally and in the context of Austradigovernment aid program. The next section exasiihe standpoints of
the two sides of the debate over the record oflibepalism. This is followed by an examination aftential points of
leverage that could be used to establish a mona dekate. The next and most lengthy section cersithe key elements
of the rights-based rejoinder to neo-liberalisneréiy trying to focus on what are the priority gisito be made once the
opportunity to debate the neo-liberal legacy amddtnsequences of the GFC has been secured. péetpan concludes
with some exploration of specific activities thautd be used to advance the rights-based approach.

B. Background

Neo-liberalism is not a single set of theories @liqy prescriptions. Nonetheless, the term cabroadly applied to a range
of economic strategies intended to maximise thelread frequency of market transactions and tggkaihhuman actions
into the domain of the mark&tUnlike Keynesian theory, which addressed the lprab caused by the unpredictability of
human nature (what Keynes himself called “animaits), neo-liberalism based itself squarely oe #arlier neo-classical
models and endeavoured to portray its theoriekiag@those of natural sciences. Consequentpysthed aside
uncertainty of human behaviour in favour of assuomg that any decision would be rational, maximgsamd based on
perfect knowledge. These decision-makers could th@ximise their individual economic outcomes withintervention
from government.

Neo-liberalism’s chance to become the dominant @son setting came with the evident failure of Kesia@ theory to
predict or resolve the stagflation of the 1970&ymed with the ascendency of a political moventbat essentially saw
government as the problem, not the solution. Essages of self-correcting markets, lack of neethfensive government
involvement and the advantages of leaving the pigactor alone fitted neatly into this politicdé€ology and became its
intellectual justification. Its domination was flver assured by its apparent success in pradiee-liberalism had in fact
set its own measures of success, creating a protseeff-justification. These measures concentrateindicators of
economic growth, with trends in inequality or comcéor non-economic factors that can affect vulbdity being ignored,
dismissed as inconsequential or rationalised awahibboleths such as “a rising tide (eventuaiii$ kll boats”.
Additionally, with the agenda being set by devetbpeuntry governments who could focus on their ooades of more

! The term “vulnerability” is generally used hene preference to narrower terms such as “povertyesit more effectively
encompasses what can be a wide range of econamial, physical and other problems that undermiirevtell-being of
people. As will be seen below, “poverty” tendsienote only the economic dimensions of vulnerabditd policies that
focus solely on these risks distorting the priedtof those who are most vulnerable.

2 ActionAid Australia, is well placed to pursue thoisjective, given ActionAid’s strong advocacy ofights-based
approach, which recognizes poverty and injusta direct human rights violation. As a resuldpiproaches its work not
as charity but as partnership with people as heldérights rather than as passive beneficiaries.

3 Definition taken from Andrew Rosser, “Neo-libesati and its discontents in Australian aid policytistralian Journal of
International Affairs, Volume 62, Issue 3, Septeni@08.



or less uninterrupted strong growth, any doubtsiati® impact of the neo-liberal agenda on pooventries — and
especially on the most vulnerable in those cousitrieould be ignored or rationalised away.

This dominance is well summed up in the use otéhe “Washington Consensus”. This ascendency, begetith the
evident triumph of liberal democratic politics, ated an irresistible force that allowed all dissertte stifled. In fact, one
of its most fervent advocates, Francis Fukuyama, imspired to proclaim that the “end of history'tHaeen reachet.

However, when the application of the Washington $emsus led to some catastrophic failures, suah Bsssia, the
overall strategy had to be reviewed. This led tew paradigm, labelled the “Post Washington Cosisgh An outline of
both the original strategy and the revised vergaet out in Box 1.

Box 1
The Washington Consensus

The term “Washington Consensus” was coined by emistaJohn Williamson in 1989 and was used by himdscribe a
specific package of economic reform measures dedigmbe applied to developing countries. Thesasmes included
stringent fiscal discipline (i.e. balanced budgets) reform (usually intended to relax the taxdaur on higher income
earners to provide more “incentive”), trade libevation, foreign direct investment liberalisatioieregulation, interest rate
and exchange rate liberalisation, privatisation sexlre property rights. All these measures reftethe neo-liberal
economic theology and it was assumed that theyddoeilapplied equally to any situation.

Nonetheless, some drastic failures occurred — a8dh the overnight shock therapy applied in Ruissihe early 1990s.
Responding to this failure of the WC prescriptitmsleliver the expected benefits in all casegritgponents have tended
to offer two explanations — either that the medicivas not followed adequately or that somethingemeats needed. The
latter response led to the so-called “Post Wasbim@onsensus”, an approach which acknowledged tincarg role for
government in some limited key areas, notably idraslsing income distribution and in providing ingtonal
arrangements to facilitate effective market operei

The problems with both the original Consensus &tkivised versions will be considered in moreitlbdow.

Inevitably, neo-liberalism’s ascendency shapeditheslopment of Australian aid policy. Alternativyepaoaches were
given scant attention. Even when the directionidfneas supposedly opened up to comprehensive neiaation, notably
in the Jackson and Simons Reviews, the outcomes largely predetermined by the predominance ofooldlt economic
thinking in the teams appointed to carry out thekwoAdditionally, Australian business used itsyeascess to higher
levels of government to push for an agenda thahpted development in neighbouring countries of market and pro-
investment policies and practices. All this mediat, even when new directions were incorporatetiéraid program,
these were fundamentally shaped by the neo-lilegrahda. For example, as “governance” became nmfoiua of
attention, from the 1990s, so did the presumptiat tgood” forms of governance necessarily involgetstantial
application of the “Washington Consensus”.

C. Defining the debate

The entrenched position of neo-liberal attitudes fomdamentally affected the debate on Australidipalicy. Ostensibly
united by the common purpose of reducing povesysfoown, for example, in the theme of the SimonsoRe- “One Clear
Objective”), there emerged instead two often diaiteity opposed views of how this might be achievéds important to
understand the characteristics of these two opgagioups. For this purpose, a methodology will beduthat was initially
made popular by Ravi Kanbur of Cornell Universitye distinguished between “Type As — archetypftiyn finance
ministries and international financial institutiormeho take a rather ‘economistic’ and analyticgiraach” and “Type Bs —
archtypally from civil society and non-governmertdejanisations, who are more broadly social sdienti their
thinking.” There are of course always dangers in tryingeteegalise about different positions in a debateautbur’s
categories help to demonstrate that those who foessore attention to a rights-based approach hdegitimate claim to
equal attention in any debate over the legacy ofliteralism and of the lessons of the GFC. Kanbentified three
distinct differences in the perspectives of the baitegories, which are set out below in Table 1.

* Francis Fukuyama, The End of History and the Mssh, Free Press, 1992.
® R Kanbur, “Economic Policy, Distribution and PayeiThe Nature of Disagreements”; paper presetitéde Swedish
Parliamentary Commission on Global Developmentci@iolm, September 2000.



Type: A B

Issue

1. Measuring Quantifiable measures at aggregate leve Broadare oualitative measures, including

poverty individual and small group experiences

2. Time frame Medium term equilibrium Short temmith focus on adjustment costs and
temporary poverty

3. Underlying Perfect market — equal and perfect Imperfect competition dominated by benefits of

assumptions information, clear incentives etc. power etc.

Implicit in this typology is the attitude of eaclogp to the concept of a rights-based approach.Tipe A, it is beside the
point. As earlier indicated, even the concesstorexjuity reflected in the Post Washington Consgwulédl not extend to any
active consideration of broader rights. For TypaBights-based approach has become increasiogiyndnt as the
foundations for their strategy for reducing vulrisligy.

D. Breaking into the debate

Any substantial and lasting change in Australidspolicy will depend on the ability of Type 2 @gisations such as
ActionAid Australia to take two crucial steps: tailg equal status in addressing the legacy of riErdlism and then to
make an effective case for changing direction afs@y the policy and practices determined by thgats. Neither step
can be assumed to be easy. Despite all that lmgehad, the default setting for Australian aidtstyg remains market-
oriented and growth focused. This may be seemaatter of inertia, fostered by lack of clear poét leadership to drive
new thinking. Itis however more entrenched thaat,tprotected by the strenuous efforts of neadiliem’s supporters to
defend their position or at least to cloud the debahis is addressed in more detail in Box 2.

Box 2
Neo-liberalism’s fightback

Declarations that “we are all Keynesians now” aiedjttably met by denials from many quarters, prilmahose
who defend the mantra that “the government is m@tsblution, it is the problem.” Anyone wishingsee the range
of arguments used in favour of resisting the st@hof neo-Keynesianism (which many see as satials
disguise) should read the columns of “The Austrélar, for a particularly breathtaking effort, thealysis provided
in Quadrant by Steven Kates (“The Dangerous ReétukKeynesian Economics”, Quadrant, March 2009), who
backed up his contention that governments shouditally do nothing by arguing that “the world’s @cmnies are
not suffering from a lack of demand, and the be$itp response is not a demand stimulus.”

However, whether or not fiscal stimulus packagessed, all sides are likely to claim victory; econists have
become very adept at using the facts, ex-postmeothstrate that their theories have been vindicalfethe facts do
not fit, there are a variety of excuses, startisitty the claim that exogenous factors intervenadother words,
unco-operative statistics can be dismissed agvaelt. However fast the GFC is resolved, therehgilmany who
would argue that recovery would have been fastenlif the markets had been left to work their magitout
government interference.

This attachment to neo-liberalism remains deepiyad in key parts of the Australian public serviag demonstrated for
example by the continued advocacy of unqualifiee frade by DFAT. As part of a whole of government approach to aid
policy, the tenacity of these influences cannoigoered.

To get a fair hearing, advocates of a rights-baggmtoach will gain most leverage by building orsérg contributions to
the debate. Some examples, both domestic and attenal, are suggested to start such a procesteofification.

The strongest domestic point of entry is the gowemnt’s own efforts to distance itself from the nieeral agenda, as
typified most prominently by the Prime Minister’aper in the February issue of The Monthly. Thislently signalled his
return from an ideological attachment to “fiscahservatism” in the me-too election campaign togheial democratic
principle that markets need to be managed to emgeeder stability and equity. Its significancel®wn by the weight of

® This faith is a classic example of Type 1 thinkingowes much to the belief that Ricardo’s dawrof comparative
advantage is universally applicable. This doctrimeich underpins most of the case for free trauégct holds true only
under very rigorous conditions which have no edeivgin the real world. In particular, it assuntieat technology remains
unchanged and that there are constant returnate. sc



the invective launched against it. Despite theré$fof many commentators to characterise the papanti-market, it is in
fact a nuanced piece; Rudd is concerned that waldimot throw the baby out with the bathwater. sTimints to the need
for care in building on his approach since it doesprovide a green light for all-out attack on ksdrforces. Even so, there
is enough in Rudd’s apparent Damascene (re)comvefsi NGOs to claim some authoritative suppordpening up the
debate. An analysis of suggested key points,daisicussion of this opportunity, is contained oxE3.

Box 3

Building on Social Democracy — key points from Rudd@ “The Monthly” paper

There are four particularly relevant aspects inRodd paper

« the strong links he draws between social democadysocial justice;

« his acknowledgement that human dignity is an istdmight, which extends beyond any opportunities
provided by market forces and which also effectivedgates measures of progress in reducing potreaty
rely purely on economic indicators;

< the role played by the IMF in promoting the necetiél agenda in developing countries; and

« the absence to date of a full debate on the impfattie GFC on poverty and political stability invédoping
countries.

Put together, these can be distilled into two caltdevelopment-related issues:

« Social justice in terms of assurance of human tligaia legitimate - in fact essential - objectiug cannot
be assured through market mechanisms; and

« The international community and its multilaterakagies need to approach diagnosis and cure of
development problems with considerably more humnilit

A second domestic point of entry is lies in the miags that the GFC risks stability in many devehgptountries. The
Government’s concerns about security issues andt ahe implications of failing states in Austraa’egion points to the
need to review what has hitherto been considereddgin terms of the standards of governance prechttrough the aid
program. A useful point of reference for this canfimm the Pacific 2020 strategy of the previougegpment. This stated
that “without a sustained acceleration in growtie, Pacific will be unable to meet its pressing lgmagles”. This meant in
practice that aid was used to help governmentsoffie island countries to become more attractivéoteign investment.

Some the strongest warnings about the consequehtes GFC for stability in some developing cousgrhave come from
the International Financial Institutions which hasesome extent acknowledged a degree of resptitysior the situation.
This can be a particularly valuable point of erttiyce it represents admission from some of the infisential advocates
of neo-liberalism that there were flaws in theipagach’ Noteworthy in this respect is a publication of #orld Bank —
“Economic Growth in the 1990s: Learning from aatée of reform® The thrust of the analysis in this book has besy
succinctly described by Dani Rodrik: “There areconofident assertions here of what works and wbasd’t — and no
blueprints for policymakers to adopt.Significantly, this transition from faith to doutook place before the GFC, and
subsequent events will have strengthened even thereonclusion that one size certainly does natlfitWe return later to
the analysis Rodrik provides in response to the aesvmore humble voice of the World Bank. At ttisge, however, it is
important to repeat the warning that any countereto-liberalism must leave the baby unharmed vthigebathwater
disappears. Credibility requires care to demotestizat the alternative is not to abandon markeetgractices altogether.

" There has of course always been a wide rangeinfdats to neo-liberal thinking within the multiéaal community. It is
not surprising that the level of scepticism hasléghto increase in proportion to the level of deraog in the decision-
making processes of such bodies; in those bodiesendach country gets an equal say, such as UNgaRljlreralism has
always been more emphatically disputed. The UNDBRIman Development Index, for example, tries tovjple a broader
perspective on elements of vulnerability than igezed by a single-minded focus on average peraapibme, an
approach that invites concentration only on meastirat promote economic growth.

8 World Bank, “Economic Growth in the 1990s: Leamirom a decade of reform”, Washington, 2005.

° Dani Rodrik, “Goodbye Washington Consensus; H&llashington Confusion”. Journal of Economic Literat Vol
XLIV No. 4 December 2006.



Already, some in the international developmentfisuch as William Easterly, are warning that tf&CGhould not
become an excuse to abandon the role of the m&rkit. suggest that the pendulum should swing bazkaowould in
any case, be at odds with what NGOs have themskdaased from the problems of excessive state abntr

E. Neo-liberalism and rights-based approaches

The second question — what to argue once at the tabill require careful preparation. A credibkese based on a rights-
based approach will need to concentrate specificailthose aspects of neo-liberalism that havecegtethe process of
development and, in particular, have had an impadhe well-being of the most vulnerable. Theranismmediate
challenge here — part of the mantra of neo-libemalis that there is little difference between depeient economics and
more general economic theory, as seen in the amefits-all approach taken to prescriptions progitlerough the
Washington Consensus. A key element of an effeciiype 2 rejoinder is to highlight what are thdet#nces.

Neo-liberalism is based on the classical conceptofomic interaction between people, which seeplpeas individuals
pursuing their own self-interest in markets wheiiegs rise and fall to ensure that supply and dehweh always move
back towards equilibrium. By reducing the compigxif human society to such basic units, makinggieas to maximise
their own utility on the basis of price signalsasdical economists could develop models of econbeti@viour that were
both value-free and had a precision that resenthiedatural sciences. Just as a physicist canqtiechv fast a given
object will fall, economists sought to predict etkatrow an individual would respond to any partaruthoices facing
them. To do this required a set of assumptionsetkeluded any human frailty or other factors tméght introduce an
element of uncertainty to their decisions. Thisantecreating an image of an economic actor whoaipdrindependently,
sought always to maximise their utility and hadesscto all relevant information.  Much of the emtrdebate in the wake
of the GFC is about the validity of such models,angarticular, whether the self-correcting pracésdam Smith’s
“invisible hand”) can be relied on to correct th@sting imbalances without the intervention of goveaent. Central to this
debate is the nature of the economic actors andhwhthey can be expected to make “rational deasSiolt is essential to
the belief in self-correcting markets that it candssumed that they will. This leaves no spacemtemplate the
implications of what Keynes called “animal spifitdgnoring the scope for irrational acts, inclugithe likelihood of self-
fulfilling fears of economic downturn, has a badieergence between the neo-liberal and Keynesigroaghes to the
GFC. Can we just wait for market forces to kickrigturning us to equilibrium, or accept that we @ra downward spiral
requiring some outside intervention to break tpised?

In a development context, there are some very itapbimplications of the faith in market-drivensttbns. They emerge
from the underlying assumptions — especially thaseerning the nature of the economic actors amddte of prices in
providing the signals to these actors. Considegich of these sets of assumptions in turn allogésaaer understanding
of the implications of neo-liberalism for developmehallenges and in particular for the poorestmodt vulnerable.

Homo economicus

The mythical being, able and willing to act “ratédly” and in possession of all relevant informatibas commonly been
labelled “homo economicus”. Even if we might rajbelief in such a being as comparable to beliddiies, it has been
sustained for a long time. Its supporters arghadit provided enough of an approximation of tgalb justify the policy
decisions that resulted from the models basedsgorédictability; as already noted, awkward questiabout the relevance
of such models could be deflected by a combinaifasutcomes — decades of strong economic growthd-ttze
determination of the ascendant political paradigrbdlieve in its message of minimal governmentrfatence.

From a Type 2 perspective, there are some veryarehkubstantial problems with this reliance on d@ronomicus.
These start with thassertion of individualism which discourages any serious considerationegtttent to which
interaction between people affects their vulnergbipositively or negatively. This has meant tkabnomic theories of
development have tended to ignore other factoitsstiauld be taken into account but which emergen fother disciplines,
notably sociology and political science. The nidross-discipline approaches to developmeneisssiunderstood by
some economists, such as Amartya Sen, but broageamdness to expand beyond the economic horimsbeen
inhibited by the neo-liberal focus and its assuoiabout the nature of economic actors. Box Hnesttwo cases where
the narrow economic perspective puts effectivearses to development challenges in jeopardy byriggdhe messages
from other disciplines — in these cases, by igrgptite crucial links with culture and with politicainpowerment. Both
examples highlight issues of inequity and foresmadspects that are taken up in more detail in arség section below.

Y Wwilliam Easterly, “The Poor Man’s Burden”, Forai§olicy, January/February 2009.



Box 4
Development through cultural and political perspecives

Culture as a factor interacting with economic dimensiohdevelopment, has been generally disregarded by
mainstream economists. Amartya Sen, in a contobut a World Bank-sponsored anthology lookinchatitnpact
of culture on development, wrote that “sociologiststhropologists, and historians have often contetkan the
tendency of economists to pay inadequate attetticnlture in investigating the operation of soeigtin general
and the process of development in particular”. (t@e and Public Action”, Ed. Vijayendra Rao andckthel
Walton, World Bank, Washington, 2004). There hagerbsome significant theories of the interactionufure and
development, such as Max Weber's “The Protestarit &nd the Spirit of Capitalism”, but culture rangeither as
something that is considered irrelevant or, propafwre accurately, as something that is just “taalhto integrate.
Ignoring the impact of such interaction can andsdgeriously inhibit effective approaches to thebpems of
development. For example, it prevents proper wtdeding of the extent to which cultural constrsicdn inhibit
some people from achieving their potential. Tlis mean that two people, given supposedly equalrtyties,
can achieve significantly different outcomes imerof their well-being. An important element oftHifference in
taking up opportunities is what has been calledtpyn Appadurai, (a sociologist and advisor to Werld Bank)
“the capacity to aspire”. Ignoring the impact a€b interaction can also mean failing to recogttigerole of
institutions, especially those in civil societyatitan complement and sustain economic outcomiaspafitance to
vulnerable people. This highlights one limitatiofithe concessions provided in the Post WashinGmmsensus;
while those provide greater acknowledgement ofdhe of institutions, the focus has been exclugivel formal
institutions whereas some of the most effectivesdneractice have been informal in nature.

The interaction of the economics of development@widical scienceéhas equally been inhibited by the lack of
comprehensive regard for inter-disciplinary studi@ge sort of triumphalism proclaimed by Fukuyamgarding
the dual supremacy of neo-liberal economics aretdibdemocratic politics has in fact encouragedraiset that
prevents proper attention being given to the nedtifferentiate between the formal mechanisms ofat@acy and
the achievement of democratic processes that gelyuserve the interests of the most vulnerablee ifteraction
between development and democracy is of coursenplea and hotly debated subject but there shouléde
controversy over the basic principle that neo-Ebeconomics is, by its own admission, resolutelipg-free on the
issue of inequity. If inequality is to be addresdherefore, as a core aspect of a rights-baggaagh, it will
require inter alia consideration to the way in whibe most vulnerable can make government morenssge and
accountable as part of a political process.

The second problematic assumption about homo eciensiperfect and equal access to informations also an issue of
inequity. As part of a rights-based approach, s€te relevant information is a core priority. ithabsence, inequity may
be sustained and even intensified. For examplall swale farmers can be easily exploited when taely accurate
information on the true worth of their productseduity in access to information has been a kelyabpower for
international companies, acting as monopsoniedigosonies in purchasing from individual farme#s basic condition

of the neo-liberal economic model has thus not lz#ieved but the tendency has been to procedubagtt it is in fact the
case. This has meant that inadequate attentiobhd@sgiven to important countervailing mechanisowh as producer co-
operatives or other systems for information coitectnd dissemination.

Third, the model assumes that human utility cambeasured solely in economic terms; thus decisigriadividuals that
reflectnon-economic prioritiesare irrational and thus, by definition, excludeahfi consideration. This is a basic point of
divergence between Types 1 and 2. For most ecsitmrthe goal of development is maximisation afrexmic well-

being. This has some far-reaching consequendest, iEFencourages a focus on economic growth siffficient response
to development challenges, with quantifiable meassuch as per capita income seen as adequatefoxprogress.

This means that issues of inequality are ignorisdsrin per capita income are seen to denote riedsdh poverty, even if
the process of economic growth creates greatergbwnee about the average. This is addressed fashgart of the
analysis of inequality below.

Furthermore, the focus on economic indicators igaather dimensions of vulnerability that are ofenconcern to Type 2.
As already noted, the use of the term “vulneraljilindicates recognition that the challenges ofalepment encompass
more than overcoming income poverty. Sen’s conoépapabilities is ground-breaking in this regasminding us that
economic development must be seen not as an atsgliitbut as a means for achieving greater hunigimitg. Likewise,
UNDP has done much to shift attention away fronaiaaw focus on economic measures to embrace migneard



indicators of human wellbeing, notably through tineadth of coverage in its annual Human DeveloprRepiort and its
Human Development Index, which uses several ecanand no n-economic measures.

A uni-dimensional focus can thus over-simplify titgectives of development. This can militate agagerious attention to
consultative processes, whereby the key targetpgaoel closely involved in determining their ownapities. If the answer
is seemingly known in advance — greater economikbeéng - such consultation may be seen as unsacgs

Typically, such consultations show that the mosghertable people will rate greater security as higtheir priorities, with
security covering much more than simply a reasanbglel of income. Lack of such security represém downside risks
of development and is a fundamental focus of asifpased approach but tends to be given littlectlagention in a narrow
economic strategy. Even if the focus moves beyawetage per capita income to address issues diyethis does not
necessarily accommodate the implications of ecoaawownturns, disasters and other risks to wellheiflgis, from the
perspective of Type 2, is a major weakness of tie Washington Consensus. While this revisiomefdriginal version
acknowledged a role for government in addressiaquity, it did so with the overall assumption ttie general strategy of
single-minded growth orientation would continueusheven if it is accepted that “a rising tideslifll boats” and that, at
the very least, some of the benefits will tricktiach, there is strong evidence that downturns affexzimost vulnerable far
more. Amartya Sen, among others, has documentaghthesn impact of the downturns that have occuekexh in the
middle of the neo-liberal economic miracle — nogahlthe Asian economic crisis of 1997-99. An impat implication of
this is that, alongside issues of equity in grovathights-based approach to development need&eataount of the way in
which risk in managed in poorer countries. Thiadain addressed in more detail below.

The price mechanism

The neo-liberal determination to equate utilityhwéiconomic outcomes extends also to the assumptiads about the
reliability of the pricing mechanism. Again, thetcome can distort development strategies, redubieig effectiveness in
addressing issues of concern from a rights-basegpeetive. In the classical economic system, tieepnechanism
provides the information individuals need to makeidions. Prices thereby are a fundamental diroarsfia monetised
economy. Three fundamental development probleias &om this.

The first is the assumption that prices accuraiflgct real economic costs and benefits. Theadrésady a good deal of
debate about this, much of it generated by thenafemsiderable divergence between private and puabBts and benefits.
Decisions based on private costs can fail to takpgr account of the full costs of those decisiwhen there are other
factors — known as externalities — which individudd not need to address directly. The most pramicierrent example of
this concerns the impact of decisions on produdioth consumption that fail to take account of thdlrenvironmental
impact. Realisation that price signals fail tdeef the real social cost of production and condionpdecisions — leading
for example to the lack of measurement of thedadit of use of fuels that contribute disproportiehato global warming —
has led to a vigorous debate over how to modifyntlaeket signals to ensure that such costs are gyamsessed. The
implications of this for a pure market system haat,surprisingly, led to a high level of corretatibetween those resisting
the conclusions about climate change and thoseswpport neo-liberalism.

With the most vulnerable typically being most aféetby and least able to cope with environmentalbl@ms ranging from
local issues of pollution through to widespreadhelie change, this has a particularly serious dpwedmt dimension that
deserves to be addressed in its own right as parfTgpe 2 rejoinder to the neo-liberal paradigiut simply, the most
vulnerable have a right to have the impact on tbédecisions that affect their environment propadyressed by being
reflected more accurately in costs.

The second major problem of the pricing mechanisnterns the assumption that prices reflect theomugcof interactions
between individuals with equal market power. Athwhe issue of unequal access to informationgtiealready a wealth
of debate about this in the general economic afEimaunderlying assumptions of fully competitiverkeds are frequently
transgressed by monopoly or oligopoly power ansl ltisis caused even some neo-liberals to accepeditefor some
correction process by way of regulation of marketsa development context, these inequalitiesvifita to influence
prices attain a higher level of significance. Batart, processes of regulation that may helpén @p the balance within
individual countries are generally of little useimternational economic exchanges. For exampledsaing the power of
major transnational buyers would require agreeroargnd ability to enforce international rules, sthirg that has so far
provided unattainable. In the meantime, those &sipg a rights-based approach have to content gleasswith
advocacy, promotion of “fair trade” alternativesians with the efforts to improve access to infdaiam support for
development of stronger community or governmenpsugfor countervailing organisations such as poetlico-operatives.



The third major issue is the extent to which pri@ssa dimension of a monetised economy, can peighals for
decisions on activities that lie outside that ecopo In reality, a large proportion of activitieske placed in the informal
sector and in unpaid “home” work such as childingind cooking. This has generally tended to aradee the
contribution made by women, who typically carry the bulk of such non-monetised activities. Ttas h very real and
emphatic development dimension. For example, atigunarket forces to determine priorities frequghdhds to skewed
policy decisions such as on infrastructure priesiti When those decisions are linked to what is aeemaximising
economic growth potential, with growth being measuonly by monetised output, higher real prioritas be ignored.

F. Identifying priority issues

Emerging from this analysis is a core messagenadtiberalism, despite its claim to be “value-fraad thus neutral as
regards its impact on the rights of vulnerable pedpas in fact significantly eroded those righBs amplifying initial
advantages of those with economic power and by ddimg the dismantling of systems intended to offsese
advantages, it has negated a good deal of whaithaswise been achieved through development coatipar

This bleak conclusion justifies a more vigorousatelon the future direction of Australia’s aid praam — a debate in which
rights-based groups such as ActionAid Australia gaite legitimately now demand an equal hearingrdvspecifically,

the analysis of what has been done by adherertbe farinciples of neo-liberalism has revealed someerring issues that
are of particular priority from a rights-based padtive. These issues are inequality, vulnerghalitd risk. They are
closely linked. From a Type 2 perspective, inedquad both a cause and a symptom of vulnerabilithie purpose is
making a distinction is to allow critical examiratiof the issue of economic inequality — wherertbe-liberal case might
appear strongest. Both economic inequality andraibpects of vulnerability affect the way in whik has to be
addressed, especially by those who are most disgatyed, while the consequences of risk can cre@te more inequality.
Together, therefore, these three issues can apdab®rbate the problems of most concern from asrilgased point of
view.

An associated issue is the presumption of univeysplication — the belief underlying the Washing@wnsensus that the
same medicine applies in all cases — i.e. thatawefits all. A final priority issue is the natuof the decision-making
processes for development co-operation, at a rateord international level. The basic questioma®s to prevent one loud
and self-confident voice again crowding out othiems that, in retrospect, prove to be wiser.

Issue 1: Inequality

Neo-liberal economic theory ignores inequality,aing that it is concerned only with efficiency athet any attempt to
interfere with market forces will reduce overafi@gency and therefore economic growth. Althoubbhge market forces
will tend to maintain any initial unequal distrilrt of economic power, there is still scope for plo@rest to benefit
through what has become known as “trickle-downthaf rewards of economic efficiency. Hence, angrafits to
intervene will incur a cost — less efficiency ahdrefore lower economic growth, meaning that tlietess to trickle down.

This represents a typical Type 1 view. Type 2 wWaéde the role of economic growth somewhat difféyer-ew would go
to the extent of contending that economic growth i@ place in a strategy to reduce poverty or ewdmerability. In fact,
while some progress can be made by redistribufimmeathis will generally be a short term and utsinsible measure. As
noted by Duncan Green of Oxfam, “countries thaehaduced poverty have invariably had to grow tsald" They
would however argue that a single-minded focusromvth will invariably jeopardise the rights of velrable people and
that, if equality is accepted as an objectivesroivn right, some trade-off is needed.

This position reflects a very different perspectivethe objectives of development. For a stargepty should be seen not
only in absolute but also in relative terms. Wisitane benefits may eventually trickle down to thestivulnerable, they
will tend to be left further behind and this incséay gap further erodes their dignity. Other “dieidis” of the growth
imperative include discounting of cultural, so@ald other non-economic components of the bundialoks that real
people hold dear. Liberalised trade, investmertharge rate and even labour market policies magebr as assuring the
sort of openness that will “guarantee” more rapimgh. A rights-based perspective will howeverdson the tendency
for the process of liberalisation to create a tasthe bottom, especially when it takes place asqfa process of
globalisation. In this context, labour rights haygically been eroded, sovereignty over taxatiod even territory has been
surrendered, environmental degradation has beenitped, rights of indigenous people have been ttathpn to allow
easy access to timber and other raw materials -thenenthusiasm by governments to introduce sugrstment-friendly
policies have often reflected a reality that théklmi the benefits will go to a small elite; tHiglies claims that such

Y Duncan Green, “From Poverty to Power”, Oxfam, @af®008, p. 179.



sacrifices are necessary because in the end eweg@ns. Even if such outcomes of liberalisationrdsome small part
trickle down, the supposition that this can compém$or loss of rights and of land divides Typeandl 2. For the former,
these losses are, like the impact of relative pggy@on-economic in nature and therefore are nargany value.

So far, this case has been based on the suppasitibthere has to be some trade-off between effiagi and equality. It
can however also be argued that the inevitabifityuzh a trade-off is no more than a neo-liberaltmyt is certainly true
that inequality of income distribution tends tceria times of rapid economic growth. Consideratbek has already been
done on this, providing a strong database of evidenat the rising tide does not lift all boatsrye? Yet this does not
necessarily represent the result of efficient miaiteees. For a start, inequality of pay can repre underutilisation of
some inputs — the most extreme version being urgymmnt. James K Galbraith has examined the erapitita for
income inequality in the USA and found that it @ates most closely with unemployment — i.e. that most probably a
by-product of market inefficienc}. An important corollary of this, based on compami®etween the US and countries
with much greater equality of income such as Deknraveals that those countries with greater etyualso have lower
levels of unemployment while still enjoying sometloé highest overall standards of living. Thusgéms, equality creates
efficiency rather than inequality being a neces$grproduct of efficiency. The neo-liberal logioab not seem to hold
water in terms of empirical evidence.

There is an important gender dimension to thisjurdity in the earnings of men and women is endexoioss the
developing (and developed) world and needs to be f&& what it is — gross discrimination or, in teems of economists,
widespread underutilisation of half the world’sdaip-based productive capacity — rather than asewitable result of the
drive for efficiency.

If it is recognised that inequality need not neaebsbe accepted as an outcome of the growth iatpey, there are
implications for the claim that efforts to reducedyuality necessarily involve interventions thatuge growth. This
argument generally revolves around the notionghaivth relies on securing and preserving incentit#forts to reduce
inequality are in this perspective seen as tantaimnofusmothering entrepreneurship. This justifimatprovided much of
the rationale for tax cuts for the richest durihg George W Bush Presidency. It remains a higlspect theory, with
much of the empirical data showing little or noretaition between lower taxes at higher income kaeld higher levels of
productive investment by their beneficiaries. Yeas ia theory that remained as part of the presorip set under the
Washington Consensus, with developing countrieggowents being pressed to reduce taxes on the Seghpo
entrepreneurial classes (a measure many were hamoy but for the wrong reasons — given that gmlernments were
generally thereby reducing taxes on themselvegtaidfriends).

The inequality/efficiency trade-off can also beledlinto question by examining the underlying agstioms of the classical
market, which in theory rule out inequality beingeault of market inefficiencies. Yet, in realigll economic actors are
not dealt equal hands. Differences in accessftonration, differential treatment in terms of proyeights and status
before the law and the sort of differences of cipae aspire that Appadurafand others have identified as a sociological
constraint on many people all mean that the clasagsumptions about equality of all individualste starting point
seldom reflect reality. Market mechanisms thusidbnecessarily generate inequality in pursuitfi€iency - instead,

they can transmit and magnify the consequencestaliinefficiencies.

If the neo-liberal contention that inequality isiagvitable outcome of the pursuit for economigoééhcy is thus found
wanting, there are considerable implications ferwhay in which the pursuit of economic growth isttaed into future
policy development. This can be illustrated by logkat the way in which inequality has hitherto beeldressed under the
Washington Consensus. The willingness of its pnepts to acknowledge a need to factor in effortsr¢ate greater
equality as part of the Post Washington Consereflected perhaps a recognition that inequality geies social costs that
market forces do not automatically take into ac¢euar possibly it was simply a matter of bowinghe growing demands
for a moral dimension to be added to the neo-ligenescriptions. Whatever the motive, the intesd In practice been
significantly undermined to the determination toimein the rest of the package unchanged. Pro-faoation policies,
subsidies on basic goods, protection of industfasitical importance to the poorest and othethsmeasures have still
been condemned as “anti-growth” and have in sorseschad to be discarded as a condition for reoémtpport from the
IFls and bilateral donors.

12 Contributions to this include the work of the NBsonomics Foundation; its publication “Growth Isworking; The
Unbalanced Distribution of Benefits and Costs fl@oonomic Growth” (NEF, London 2006) compiles sorfithe most
basic evidence about trends towards greater inigégual

13 James K Galbraith, “The Predator State”, Frees?itdsw York 2008.

14 A useful starting point for understanding the natand consequences of the capacity to aspir@isdad in Appadurai’s
contribution (chapter 3) in Rao and Walton op. cit.



A final issue that should also be addressed indisgussion on the neo-liberal legacy concerns tineession that market
forces may need to be tweaked in order to prommte-poor” growth. Has this resulted in any sigrafit changes or is it,
like the acknowledgement of the need to addrespumdéy, part of a facade to reduce the pressurenfore substantial
change?

Issue 2: Vulnerability

A key rights-based objective must be to countemh@ liberal perspective on the objectives of deweient. This
perspective, which ignores or discount non-econdattors such as relative poverty and rights tieairgthe way of the
drive for maximum growth, has helped to stifle effado broaden the debate on development policyw#ll as permitting
the debate to remain dominated by the growth intfperat has inhibited efforts to introduce sevestier disciplines into
the analysis of the role of development co-openatiBox 4 provided some examples of the need tadoézonomic
analysis with other factors. Such examples, d@ezlgerhaps into case studies, can help to ilkestn@t an aid strategy
that is focused narrowly on economic indicators &elmieve results that achieve little in terms ef dverall well-being of
those who should be the main targets for help tjindhe Australian aid program.

The Prime Minister evidently understands and sugspbe need for a broader concept of the objectvelevelopment. His
paper in The Monthly states that “the pursuit afigbjustice is founded on the argument that athhn beings have an
intrinsic right to human dignity, equality of oppanity and the ability to lead a fulfilling life” By quoting Amartya Sen in
support of this position, he has even more stroigntified himself with a view of well-being thgbes well beyond
economic dimensions.

AusAID is already addressing the distinction betmvaeome poverty and broader vulnerability anchiiidd be possible to
link this to the need to view the consequencesofliberalism in a more multi-dimensional mann€&his should therefore
provide more traction to ActionAid Australia’s effe to join the debate on the implications of tHeG5The importance of
issues that are already on the table, such assieadtity and the civil society capacity building bietter understood when
the consequences of the rise and fall of neo-lllsenaare factored in. For example, increased fiosdcurity can be
legitimately argued as a consequences of presgufagour urban development and investment friemufiyastructure at
the expense of rural development as well as thosespres applied to farmers to move into cash @oggo take on debt
to fund purchases of equipment, fertiliser et¢himmname of greater productivity. The lack of deuvailing voices in the
debate on these priorities, even within democrsitites, and the imbalance in global markets betws®dl farmers and
large buyers also serve to illustrate the imporamitgiving adequate attention to the effectivertdssvil society.

There is however a danger that the pre-eminenoarmmdw economic perspectives of development inragbgernment
departments will mean that, in practice, the apghaamains “business as usual”. Even if theremesacknowledgement
that the ultimate objectives must extend beyondentc dimensions of well-being, it may still be aegl that these can be
best addressed once economic affluence has bemvedh To put it another way, money can buy amghiThis
contention has been surprisingly resilient and megd to be challenged by case studies that ce/eeitiknesses. Three
specific points could be covered in that respeicst income cannot “buy” crucial aspects of wedhig such as health and
education if there is systemic discrimination agagertain people based on their religion, casther dimensions of
“otherness”. Second, lack of certainty about nfleaw and basic freedoms from fear of loss of gty arbitrary arrest,
torture etc. can outweigh any benefits of inconamé may undermine confidence that that incomeaaititinue. Third,
claims that it is enough to provide resources lmaakqual opportunity should be addressed by lapkincultural issues
such as inequality of aspiration — outlined abavBdx 4 — to illustrate that vulnerability cann@ &ddressed solely in
economic terms.

Issue 3: Risk

Risk management via market mechanisms is a cdafalre of the neo-liberal model, with consequeniashave become
very clear. However, even before the GFC therelghiwave been more reflection on whether the neerdibapproach to
risk management could be applied universally. Big#lihood and consequences, the two elementiskfmanagement,
need to be assessed carefully on a case by céase Was$, as part of the belief in the strengtmirkets, they tended to be
treated as though the same conclusions could Hedpmiversally — conclusions that essentiallyethicaution to the wind
in the belief that nothing could really go wrong.

Likelihood in the neo-liberal model is based egsdlyiton assumptions about the self-correcting rextf markets and their
tendency to move always back towards equilibridmsuch circumstances, it was easy to characteniggh of the caution



inherent in government regulation - such as rutesgnting banks from becoming a form of casino risksaverse,
unnecessary and anti-growth. Assumptions aboiatnatdecision-making and symmetrical perfect krexige were seen
as a reasonable proxy for the real world, a commughat substantially influenced the assessmeriskforobability in
policy making and in decisions taken in the finahsiector. As the GFC has shown, caution wasdhaanuch wiser
policy. Feedback mechanisms that owe more to Kagneéanimal spirits” have amplified what mighttially have been
slight problems into escalating declines in coniick

If such problems can occur in the major world ecoias, it should have been recognised that the viskdd be much
greater in developing economies. It did not regjthie GFC to bring home this reality. The disastroutcome of efforts
to introduce market reforms to Russia by way oféimight shock therapy” show that, even if a nee#ith approach might
have some benefits when applied in established ehadonomies, it cannot be automatically assumetdttis appropriate
elsewhere as a basis for transition. Even whepitheess is more gradual, as in many of the Asian@mies, the results
show that the process of creating more open eca@moain lead to much greater risks than neo-litteealry would
acknowledge. The Asian economic crisis of the 1&80s provided early warnings of the GFC that khbave been better
heeded. Paul Krugman has shown that the way inhwiniarkets judged the economic fundamentals ofrab®sian
economies reflected more prejudice and less obgetraluation than would be expected in the pekrotvledge/rational
decision-making setting assumed by neo-liberaltdnin particular, the markets tended to regarduthseconomies as
having the same problems, even if their fundamentaire quite different. Thus, it did not save thosuntries which had
been quite scrupulous about their economic managefmen being subjected to the same self-justifypagic.
Furthermore, Krugman points out that Australia emtered a very different market perception. Thestardtial devaluation
of the Australian dollar in response to the Asignis was accepted by investors as an adequatensspno further
calamity was anticipated and investment resumettierountries in the region, even though they sstbpimilar
medicine, generated only expectations of furtheblfams, setting up a downward spiral of withdraefdunds and self-
fulfilling expectations of illiquidity and unpaldtée choices between even more devaluation and frstrangling rises in
interest rates. All this points to the need tddam very different assessments of the likelih@bdisk in developing
countries — a conclusion that belies the neo-libestion of universal applicability of the same togsrinciples.

Turning to the consequences, we all live with sal@gree of risk in our lives. Richer societies hawever call on more
means to manage or avoid risks. Poorer societies less scope to do so. The consequences forcduein some cases
be, quite literally, a matter of life or death. ri¢e there a tendency to be more risk averse simmtlde decried — the
consequences are too great to do otherwise. Mt aisks entailed in growth-oriented strategsssh as transferring
from subsistence to cash crops, make individualemuolnerable; new crops may be susceptible teadisand there is
always the risk that markets may fail, leaving thsith crops they cannot use and certainly not #&atroduction of free
trade may be justified in a richer country on tlasib that the inevitable “losers’ — those whose jpb elsewhere as a
consequence of greater competition — can be rettain otherwise compensated. Without such safsty, the
consequences in many developing countries are sasi@us and can literally be a matter of life oattie

Issue 4: One Size Fits All

The triumphal assertion of the superiority of ni@dal economics has generated a sort of missideavgur with its
exponents vigorously promoting market-based refaglobally. Despite setbacks such as the catasttapipact of the
reform program in Russia, faith in the principlesained largely intact. For example, William Edgtevrote in 2007
about Jeffrey Sachs that, in his book “the Endafdpty”, he was “recycling his theories of overrtighock therapy, which
failed so miserably in Russia, into promises ofroight global poverty reduction® Yet, Easterly himself is committed to
market based solutions without explaining how trezse empower people who lack the economic powerake markets
work for them®’

The Post Washington Consensus can likewise beasean attempt to address criticisms of neo-libgralivhile leaving its
basic principles intact. What its supporters shdtlk most advocates of neo-liberalism is the fratief that these
principles can be applied universally; what work®ne country can be expected to work anywhereoetion of the
danger of this approach has however come from mwitke heart of the neo-liberal establishment. n&isaFukuyama, who
famously proclaimed the end of history in 1989 viftk apparent final victory of liberal democracylareo-liberal

5 The Krugman analysis is taken from his book, Re¢urn of Depression Economics, pp. 93-94, Paugiran, Penguin,
London 2008

1 william Easterly “The Ideology of Development”, feign Policy, July/August 2007.

" The White Man's Burden: Why the West's Efforté\id the Rest Have Done So Much Il and So Littlec@oWilliam
Easterly. Penguin Press, 2007



economics, was by 2004 accepting that there remaitany loose ends to be tied {ipThese included the nature of state-
building. This might seem surprising from someor®ad been associated with the ideology of stateation but
Fukuyama had been forced to contemplate the lesgatisastrous experiments such as the shock theygplied in Russia
and had concluded that state reduction must proicegzhjunction with a process of strengthening tefiar functions the
state had to continue to perform. In his book t&Ruwilding”, Fukuyama cites the work of Lant Phiett and Michael
Woolcock, who argued that many problems are cahgeseking to establish in developing countriesséme sort of
Weberian bureaucratic structures that exist in rdeseloped countries — which they describe as “Carkimthis being a
euphemism for the “common core of the structurthefworkings of the public sector in countries lisuzalled
‘developed’.™. A key conclusion of their work is that thisat#gy — which they call “skipping straight to Webethas
been a root cause of many of the problems expeieimcdeveloping countries seeking to deliver besggvices to their
population. This particularly applies to many loé tvery poorest countries, including the least el countries. For
such countries, where governance can be so protiethat the most basic of first steps are requieggempts to introduce
sophisticated forms of bureaucracy can be not fattlle but can divert scarce resources that shbaldsed instead to
address urgent humanitarian concerns that can theatifference between life and death for many.

Subsequent analysis has reinforced the conclubipisitchett and Woolcock. For example, Dani Ridrieview of the
World Bank evaluation of the record of economicvgifoin the 1990s points out that there has bedimkdound between
any particular approach to institutional design andnomic growth. Citing China, he concluded th& more important to
ensure that institutional design accommodates i@llfactors and existing power structures thamytdd impose a set
design — as had been done with much less succ&sssia’’ In fact, comparisons between countries that cemsiciusly
followed the Washington Consensus programs ancttthag did not repeatedly throw up evidence thatredlicts the
claims that the Consensus provides a standardugatisr approach to development. Box 5 providesesofithis evidence.

Box 5
Performance under the Washington Consensus — the &ward facts

Dani Rodrik’s paper “Goodbye Washington Consenbletlo Washington Confusion?” provides several ex@sghere countries
closely following the prescriptions of the Consenbkave performed poorly by comparison with otheevdismparable countries that
have taken other approaches. The comparison olaGlrid Russia, noted in the body of the text akiswveade in the context of the
capacity of each to mobilise private investmenhin@ used a system of state ownership (townshipvdiage enterprises) whereas
Russia implemented a more orthodox western-stiletsire of purely private ownership. China achiemagch greater success,
which Rodrik attributes to the greater sense ofisgcfelt by investors when allying themselvestwibcal governments with
residual claims on the stream of profits. In Rasgivestors evidently feared having to entrusir thesets to private contracts that
would have to be enforced by incompetent and coaprts.

Rodrik also cites the great progress made by bbthaCand India in achieving economic growth in 1#880s despite following
programs that contained only a few elements ofAtashington Consensus. He acknowledges that bothaised their reliance on
market forces, but both otherwise adopted highlyomventional policies. “With high levels of trageotection, lack of
privatization, extensive industrial policies, aaa fiscal and financial policies through the 1998sse two economies hardly looked
like exemplars of the Washington Consensus. Indegd they been dismal failures instead of the ssaethey turned out to be,
they would have arguably presented stronger evaensupport of Washington Consensus policies.”

Another high profile critic of the Washington Consas, Joseph Stiglitz, has often compared the megfoce of Latin America
under its regimen, and the East Asian countrietsfttlawed their own unorthodox approaches. Thestuded slow progress in
liberalising capital markets and trade and adherémgovernment involvement in industrial developmacluding establishment
of some very successful government enterprisesoNgtdid their economic performance far outsthipttof Latin America in the
1990s, when the Consensus approach was most ddntidhatin America itself performed worse in tligcade than in prior
decades when it followed looser economic policies.

Despite the strong evidence for these conclusttwesAustralian aid program has for some time beekdd into a
supposition that the best approach is to help pamentries become more like Australia. Reserveatiabout the suitability
of Australian models may have been held by mankiiusAID but as part of a whole of government rgeh they
tended to be outgunned by experts from other deyats. AusAID’s ability to influence the procegsdentifying suitable

18 Francis Fukuyama, State-building; Governance andd\Oder in the 2% Century. Cornell University Press, Ithica,
2004.

19 pritchett and Woolcock, “Solutions when the salntis the problem”, World Development, Vol 32 Na2B04, p. 192.
2 Rodrik, op. cit.



approaches to technical cooperation and capacilyibg, key aspects of the process of helping tersfthen governance in
partner countries, has been further eroded byritnwigg trend for aid money to be spent through lapdther government
departments. It is such departments that mosidmmtfy proclaim that their experience of economiznagement in
Australia makes them well qualified to know whaheeded elsewhere. This is an assumption thatdshow be more
aggressively challenged as part of the genera¢veuf the neo-liberal legacy.

Issue 5: Improved governance in development co-ogzion

While much of the focus of development co-operatias in recent years been on efforts to make govenis of partner
countries more responsive and accountable, the Eawaleof scrutiny has not been applied to the i(gpiaf governance in
the organisations that plan and implement develop®-operation. The most obvious examples aréntieenational
Financial Institutions (IFIs), where decision-makireflects the size of the stake by each donortecgurrurthermore, the
heads of the IMF and World Bank are not appointedfen competition but are nominated by the EUtardJS
government respectively. This has meant that ptetey recipient countries about the requiremegitfos access to IFI
funding can be ignored. This has in turn tendeidftaence the debate within developing countriEsen in countries with
democratic processes, governments that want —eat -aéFl funding have frequently connived to stiflgen debate on the
wisdom of the conditions set for such funding. sTihas undermined even the processes set up bylththémselves to
promote greater participation by civil society iretdevelopment of the plans that are to goverptbeision of their
support. The best known of these processes istipgptosedly undertaken in the preparation of BameRy Reduction
Strategy Papers (PRSPs). Oxfam carried out a cdrapséve evaluation of the nature of the participa&xercises
undertaken prior to finalisation of over 30 PRSRd eoncluded that it would at best be possiblestgcdbe them as
consultations rather than participation. There witespread failure to involve key stakeholders emtrol of the policy
content was firmly held by the World Bank and othenors®

Processes that pay lip service to participatiodemansuring that pre-determined outcomes remagelaunaffected do
little to promote proper accountability of governtein partner countries. They also reinforceldo& of accountability of
those within the IFIs for the quality of the outoesn There has been a similar lack of accountaliililonor governments.
Their official development agencies are staffegbiglic servants who are accountable to their owreguments rather
than to the primary stakeholders — the pooreseirTihcentives therefore are distorted. Furtheenaith staff in donor
agencies generally moving on well before the impéctheir decisions can be measured, no-one isliedy to be called to
account for specific failures.

Problems of poor accountability and skewed incestivzan also apply to International NGOs, whicheasily become
paternalistic and push their own agendas rather nkeaessarily reflect the genuine interests ofhtbst vulnerable.

The lack of direct accountability of those respblesfor developing development policy made it eafkiethe neo-liberal
paradigm to remain dominant for so long, even wihene was growing evidence that it was failingcraical issue at this
point, therefore, is to create more contestableaaeduntable processes of policy making that wélvpnt future
domination by single mindsets.

At the multilateral level, the sort of open-mindeds already demonstrated by the more “democratidids such as UNDP
may now be emerging. The World Bank, at least, noeepts that there is no single set of rules ashtd works. Its paper
“Economic Growth in the 1990s: Learning from a dixaf reform” represents acknowledgement from withie heartland
of neo-liberal orthodoxy that it is no longer actadple to be dogmatic. This sort of agnosticism matynecessarily have
yet fully spread across Nineteenth Street in Wagbimbut, with the IMF now unable to focus obsedlsiwn inflation-
beating as the cornerstone of sound economic peadtiere are signs of greater contestability terdeining what
represents good economics.

The bilateral donors have generally taken theid feam the IFls. In many cases, agreement betwseBank and partner
governments was a condition for bilateral fundiagtoceed. It might therefore be hoped that thekBamow-found
“humbleness” might permeate through to bilatera@isien-making processes. For those pressing fiyhas-based
approach, however, this cannot be left to charicis. one thing for the Bank to accept that theeedifferent ways of
achieving specific development objectives; thatstoet necessarily mean that those objectives withemselves be
revised to reflect more priority for rights-basaganmes. The economists’ views remain largely atested and, if the
objectives of development are to be broadeneddorepass the sort of issues of vulnerability chamgibby Type 1, the
starting point will have to be a change of mindgdhe level of bilateral donors, hopefully pernmegupwards to changing
approaches in the organisations those donorgstitiol.

ZL“From Donorship to Ownership”, Oxfam Internation2004



In the context of Australia’s aid program, the d¢dadie will be to create a more contestable enviemtrm the bodies that
develop overall policy. An important target inghespect is the way in which aid is consideredhnle-of-government
processes. For example, with free trade orthodtityuncontested in DFAT and DAFF, aid policy hrasnained
constrained by the need to fit in with policy paederns that remain focused on the ability of marketsolve problems such
as food security and unequal power. Similarly,libkef that governance problems can be solvedelpifg partner
countries to become more like Australia is likedyrémain generally unchallenged.

G. Taking the opportunities — options for promotinga rights-based approach

Based on the foregoing analysis, there is a coingetiase for fundamental review of the neo-libe@hination of
development co-operation strategy and to promatatgr understanding of and active support for lsipased approach
at the core of what replaces that strategy. Wilkivi's are some specific steps that could be uakertto open up such a
review and to promote a rights-based approach.

1. Incorporating the message in existing dialogues

Many of the conclusions about the impact of neetlillism fit easily into existing work plans. Fo@aenple, ActionAid
Australia’s work on food security should highlightiny of the problems created by a neo-liberal sggre- e.g. the impact
of pressures on farmers to move into cash cropgsetimptations for governing elites to acquire lamdell or lease to large
scale multinational producer organisations to sypgiail needs in richer countries and/or produoefizel, the unequal
business relationships between small farmers age lauyers, the pressure from IFIs on governmentsrhove subsidies,
dismantle organisations designed to manage agrialifproduction, the business driven shift of goweent investment and
aid from agriculture and other aspects of ruraleligyment to urban development and creation of stfagture designed to
facilitate greater integration into global markets.

In the area of conflict, an obvious dimension tdur¢her emphasised is the growth of market-dri@pportunities for
corruption and appropriation as part of market-ivesource allocation. Conflict economics, wishnhodels of
appropriation as an alternative to production, &hbe given a central place in analysing the caofasd solutions to
actual and potential conflict situation; this willturn allow far more focus on the perils credbydallowing market forces
to reign without any restraint.

2. New initiatives

A potentially useful initiative that has alreadyebadiscussed by ActionAid Australia informally witusAlID is for a
workshop/seminar to be held on issues of governaimiscussed in the context of AusAID’s need to fallthe
government’s signals of its unease with the doetéstablished under the Howard government, suctttarnty could
provide a valuable platform to discuss what needstlearned from the domination of neo-liberaleamd how this should
influence the future shape of Australian developineeroperation.

Preliminary thinking on the agenda for such an eisersuggests that it might cover several dimessidrgovernment
activity as well as the role to be played by cigtiety. The approach to the role of governmeatishbe developed within
the parameters of a return to the appreciatioh®fdle that government should play in regulatiregkat forces and in
ensuring that rights-based objectives are givenaate attention. Within these parameters, spemiéas of governance
that could be covered include service delivery rall@conomic management, regulation and safety. neteach case, it
would be possible to raise cross-cutting issueotern from a rights-based perspective — includeggder, non-economic
aspects of vulnerability and, most basically, wikaheant by a rights-based approach. Box 6 prevdeore detailed
analysis of what might be covered in addressingieedelivery, as an example of how rights-basqut@gches can be
introduced logically and without creating a confiation.



Box 6
The role of government in service delivery — towarsl greater understanding of a rights-based approach

Service delivery is a particularly potent arearfariew of neo-liberal principles. Wholesale prigation, as practiced
in many countries, led to a variety of problemshsas predatory pricing by newly privatised monopssyvice
providers (and, at the other extreme, inabilitpofate operators to make a reasonable economimrdtie to
populist policies adopted by regulators), contifarabf the poor delivery records of the pre-prisati providers
because the supposed “magic” of the market fadeghterge due to very imperfect competition andifaito respond
to the needs of the poorest. These problems bxpibse the myths of neo-liberalism’s magic bulleid anake it
easier to understand that a rights-based appresahéssential aspect of an effective policy oregmance. It should
thereby be possible to foster a better understgrafithe value of a rights-based approach. Thisadably not
properly understood yet in government and is pdgsien either as a vague concept that has nagabapplication
or as something that represents demands that reatjedegal complications for the Australian goveeninWhen
considered in the context of service deliveryravides a clear standard of what constitutes gatidety. When
those providing services argue that they have tigation to extend those services to the pooregtairit is not
economically viable to do so, a rights-based apgrqaovides a solid counter-argument that is firbndglded in
notions of equity that the Australian governmertisti not be able to dismiss.

Review of service delivery also provides an oppatjuto address some of the worst examples of tieesize-fits-all
assumptions. For example, the mantra of privadisagnored the available evidence that demonstrttat the
operating environment is more important than owmigrs Australia’s own example of provision of se®$ such as
water was often ignored; rather than privatise gieerally followed model in Australia was one offgoratisation —
i.e. government-owned bodies required to operatedompetitive environment with a bottom line oéqdate return
on investment and, where competition could notdtenally created, development of benchmarks ofgoerénce to
be monitored by independent regulators alongsidéesidas on pricing.

Including economic management as an agenda itemtinéyconsidered risky - AusAID’s economists mayrméined still
to defend the Washington consensus doctrines. hivwvever a vital area to address; the problenmsapipropriate risk
management strategies have made a major impaatinerability. A legitimate basis for open discussis provided by
the acknowledgement of the Bank that there is ngdo a single unique set of rules to be applieallinircumstances. In
fact, the Bank publication “Economic Growth in th@90s” and/or Dani Rodrik’s analysis of its implioas would provide
an authoritative starting point for such a disonssi

3. Redefining whole of government approaches.

For many donors, notably the British governmentolatof government approaches have generally maahbther aspects
of government policy that may have an impact orettgyment objectives must be reviewed in the lighthat impact. This
meant, for example, that arms exports to developimtries were subject to DFID review both to asghe human rights
and conflict implications but also to assess whete purchases could be seen as consistent vathgor spending
priorities being discussed by DFID with partner guments.

In the case of Australia, the interaction has galhebeen reversed. The aid budget is subjectratiay to see how it can
best promote other national interests. This heajr@ady noted, allowed the business communigxést undue influence
to facilitate their interests in partner countri@is process has also led to steadily incregsingortions of the aid budget
being controlled by other government departmeAt&ey issue in this respect is technical assistdoiceapacity building

in government which, as already noted, has ledftote to make partner country governments “moke Wustralia”.

There should be more scope now to propose thatgsilde the development of a new debate with thenwamity based on
better balance between Types 1 and 2, whole ofrgavent processes should also be reviewed to eassirsilar balance
and to afford recognition to the importance of alog decisions that undermine aid objectives th#iect priorities that
extend beyond economic growth.
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