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“THE ROLE OF THE GOVERNMENT DURING THE PHASE OF
ECONOMIC LIBERALIZATION”

Professor Johm TOYE
Sussex University

MODERATOR: - Welcome to the Seminar of Institute for Intermational
Cooperation. Today’s theme will be “the Role of the Government during the Phase
of Economic Liberalization.”

As you know, during the decade of the 1980°s, the economic scene was
- dominated by the structural adjustment programmes, in a broader sense, economic
liberalization. This was accelerated by the collapse of Eastern Block and the
transformation of the centrally planned economies to market economies in the end
of the 1980’s and the beginning of the 1990’s. On the other hand, the World Bank’s
East Asian Miracle Study revealed that at least in three Northeast Asian countries,
Japan, Korea, and Taiwan, government intervention has been effective to some
~ extent in promoting their economic development. In these arguments, the role of
government in proceeding economic development of developing economies has
been a focal point.

It is a great pleasure to introduce today’s guest speaker, Professor John Toye,
Director of the Institute of Development Studies, University of Sussex. Professor
Toye was-awarded Ph.D. in Economics by University of London for the thesis
entitled *“Public Expenditure and State Accumulation in India, 1960 to 19707, and
serving as Assistant Director of Development Studies, University of Cambridge,
and Professor of Development Policy and Planning, and Director of the Center for
Development Studies, University College Swansea.

He is a very significant figure on the development economics scene, and also
known as the co-author of “Aid and Power”, which is contributing substantially
to our understanding of structural adjustment programmes.

So, today’s seminar must be a very interesting one. Professor Toye, please start
your presentation, please.

Thank you.



TOYE: Thank you very much for those kind words and the warm welcome that
1 have received here, both in Japan and particularly here at JICA.

I want to speak today on the subject of “the Role of Government during the
Phase of Economic Liberalization”. And as has already been indicated, this is a
topic which has considerable relevance just at the moment. It has relevance because
we have seen a development of different notions of the role of government during
the 1980s as the period of structural adjustment has progressed. And it has become
relevant because we have seen a trend which has begun with notions of economic
liberalization and has developed into a desire now to unite economic liberalization
with political liberalization, particularly after the collapse of the Soviet Union. And
it’s also a topic, I think, which is attracting attention here within JICA as an area
for future research. : .

This is a difficult area 1o talk about and analyze, because unlike various more
technical subjects in development studies, it’s one where values are deeply
involved, and values ofien lead to confusion and crowdiness and vagueness in the
way in which we think about subjects and therefore about the way in which we
can research them. ,

Everyone tries to dispel confusion and to see things more clearly, and I shall
now join the tribe of those who wish to do so in my own way. I would like to
split up my remarks this afternoon under a number of different headings.

First of all, I want to begin by reminding us, if we need any reminding, of
the details of the World Bank view of the r<'e of the state in economic liberalization
to give us, as it were, a set of seven basic ideas which have influenced the trends
in economic liberalizaton during the 1980's.

After that, I want to suggest that there are certain areas of difficulty or conflict
which arise when one tries to apply these seven basic postulates of liberalization.

Thirdly, I want to turn to what we know as “public-choice theory” and discuss
the way in which public choice theory has been used to give an account of politics
that is intended to reinforce the seven basic postulates of economic liberalization.

After that, T would like to, if 1 could, then not waste too much time with
examples here but to look at the problematic aspects of public choice theory, o
look at alternative theories which have been used to analyze politics, discuss their
relevance for the subject, and finally, to turn to the debate that has already been
mentioned, the debate on the East Asian Miracle, and the role of government there. -

So, that’s the order in which I want to tackle my subject, and I will begin,
then, by reminding us of the basic ideas lying behind economic liberalization as
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it relates to the role of the government.

Now, the first of these is a géneral preference for competition and the
avoidance of monopoly. If there is one central idea which animates economic
liberalization and the prescription that it has for the role of the government, the
notion of competition is perhaps the deepestidea; the deepest idea in Anglo-Saxon

-economics is the idea of competition. So, in order to promote competition, it’s
necessary to provide open access for all economic activities, and particularly for
everyone in the domestic economy to have freedom to enter any form of economic
activity, without barriers, without discrimination.

And secondly, in terms of promoting competition, there the prescription is that
there should be no discrimination as between domestic entreprencurs or domestic
business people and foreign, because if you put—if you discriminate, if you put
barriers between, if you give special treatment either to the foreigners or to the
domestic sphere, then, you are creating distortions in the economy and you are
preventing the working of free competition.

Point No. 1: Competition. Point No.2: The prlvate sector has to be promoted.
And the public sector of the economy has to be limited to the maximum exient.
There is a deep disitlusionment with the role of the public sector. The public sector
is regarded as over-expanded, as something which has to be trimmed back. And
this means that for plib]ic investment, there should be no discrimination in selection
and the same rates of return have to be looked at either in the public sector as are
available in the private sector. One mustn’t —the word is “crowd out”— cne
mustn’t crowd out the private sector by steering investment towards public projects
which have a lower rate of returh.‘

And under this Heading Two, the promotion of privaie sector, one of the things
which damages the efficiency of the private sector most is inflation, and so it’s
necessary 1o balance the government’s budget to avoid monetizing deficits and
thereby to avoid stoking up inflation.

Third point: Prices must be market determined, and’ the administration of
prices must be minimized. Where no markets exist, markets must be created. The
objection that we can’t allow market forces to operate because there are no markets
isn’t judged o be a forceful one. Instead, if no markets exist, the steps must be
taken to create them. And the consequences of price control must be fully analyzed,
and price control must be eliminated as far as possible.

Point four: To maximize the freedom of choice, and minimize regulation, to
ensure that any regulation is truly justified by a subjective. For example, we were
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speaking over lunch about the Japanese beer industry. And I was being told that
heretofore there are only about four firms that manufacture beer in Japan. Idon’t
know whether it’s right, but anyway this was the information;—there are only four
firms. And the reason for that was that there was a government regulation which
prevented production of beer unless you had an establishment to prdduce a certain
amount of beer. So, that’s a government regulation which has the effect. of
distorting the market; by creating a very small number of firms which then
dominate the beer market, that’s thanks to the government. ‘That’s the kind of
regulation which in developing countries the World Bank would be trying 1o get
rid of; to try and reduce regulations which indirectly limit éomf)ctition, limit the
freedom of access.:

‘And so, it follows from the need 1o promote competmon and the need not to
discriminate between domestic and foreign entrepreneurs that what’s recommended
is integration with world markets rather than the pursuit of economic autarchy; but
quantitative restrictions and high and arbiwrary tariffs on foreign goods to be
removed, and any interventions must be designed to enhance domestic capabilities
in production rather than to block foreign competition. . _

Point six is that there is a genéral preference for decentralized decision-making
and a preference to avoid centralized command-type decisions.

And finally, there is a wish to encourage individual scif-rcspon51b111ty and to
avoid what's known in Britain, anyway, in the Anglo-Saxon tradition as
paternalism. The claim that somebody knows better than the consumer what it is
that they want, what it is that they should have, and that individuals should be
allowed to take responsibility for their own choices rather than being told that they
must have this because the government is going to provide them with this, it will
be good for them, they should like it.

Now, then, that was the general philosophy of economic llberahzatlon which
the World Bank brought to-developing countries in the 1980’s. I would now like
to spend some time considering the extent to which amongst these different
elements of the programme of economic liberalization there arc conflicts.

Well, it seems to me that there are a number of potential conflicts here. I think
that, for example, it may at times be necessary for govcrnﬁ_lents in developing
countries to intervene-and to regulate the market in order to prevent monopoly.
Natural monopoly is something which is much easier to.find in small, poor
countries where the level of economic activity is low, and where the size of the
market is too small to sustain many producers. - So, to some extent, it may be
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" necessary o introduce some price controls in order to ensure that it was only one
producer; that producer doesn’t reduce supply in order to raise price and maximize
profit,

There is a conflict, in short, in my view, between carrying out fully
regulation——Postulate Four and Postulate One. I think there is also a conflict, a
potential conflict at any rate, between allowing the market to determine prices and
mininﬁzing regulations. And this is true in those cases where markets fail and
where it is impossible to promote market-based activity.

- Market failure is also quite widespread in developing countries, in the social

sectors of the economy, and I would argue that paternalism is needed perhaps in

. more extensively in developing countries than in developed countries. And it’s

particularly needed in the markets for health care and education, that area where
we know that if investments aren’t made and if services aren’t provided, the basic

human resources in the economy will never achieve the levels of quality and skill
which is necessary for economic developmeni.

There is a contradiction between the cancern for the development of human
resources which was- evident in the 1980°s and the emphasis on market
libératization. And 1 think that one of the things that’s happened in terms of the
way in which we now view the role of government is that we have seen that the
governmenis have to be more active, and we are now encouraging governments
to be more active in the social sectors and in the provision of basic services for
heaith and education. _

The last conflict that I want to point to amongst those seven postulates is the
conflict between the postulate No. 1 which says: don’t discriminate between
domestic suppliers and foreigners, and the postulate No. 5, to integrate with world
markets. When foreigners dominate a market, as they do so often in developing
countries, particularly in Africa, and where the private sector, to the extent that
it exists, consists of people who are regarded as foreigners, then there may be a
case for interventions which are designed to favour domestic, private entreprenews.

So, to sum up this area or section of my talk, I want to say that I am and 1
continue to be unhappy with simply accepting the straightforward underlying
principles of economic liberalization. 1 think that if you follow them through in
a completely rigorous way, you begin to run into practical difficulties in applying
them in developing countries for the sorts of reasons that I have indicated. And
whereas for developed countries, many of these ideas are good and necessary ideas,

it seems to me stiil that when we look at developing countries in Africa, particularly,
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maybe not so much so now in Asia, but in African developing countries we have
to rethink the application of these ideas.

Let me move now to the third area of what I want to discuss. So far I have
been talking simply about rules of economic policy, underlying rules of liberal
economic policy, and the conflicts that they generate, the internal conttadlcu()ns
that they gencrate, when applied in an African context.

I now want to turn to another area of thought which has become very important
in the 1980’s, particularly in its relation to the role of the government. And that
area is the area of what is called *“public choice theory”. And public choice theory
is dn attempt 1o widen the debate about economic liberalization to look at political
aspects of running an economy, which are judged to be very important, and possibly
even more important than the economic considerations in supporting the line of
economic liberalization, Now, what are these ideas?

Well, the essential underlying idea is that political behaviour is motivated by
individual self-interest in the same way where the ccbnomic activity is. So, the
same analysis that is applied to people’s decisions in the economic sphere, whether
they buy this or sell that, produce this or don’t produce it, those basic undeilying
ideas, the pursuit of the logic of self-interest, is now applied to politics. And the
potitical actors, just like the economic actors, are said to be pursuing individual
self-interest.

And the effect of taking that assumption to politics is to produce the 1dea that
departure from the seven postulates of economic liberalism, going away from those
seven underlying rules, is not an accidental thing; it’s not that people make
mistakes when they stray from the path of those seven principles. The argument
is that there are systematic influences and pressures within the political system itself
which take people away from those principles and make them violate those
principles. And this is the theory which is known as the “rent-seeking society”.
And the rent-seeking society theory argues that government failures are not
accidental. The distortions that are created in the economy are not accidental, They
are motivated by individual parties seeking their own self- interest.

Departures from the seven principles create rents in the economy. If you
control prices, the effect of that is to create special advantages for those people
who can get access to goods at the officially controlled price. If you control
imports, what you are doing is to create special rewards for those people who can
get access to imports. If you over-value your exchange rate, you are creating special
rewards for people who can get access to that foreign exchange. And if you don’t
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regulate access by price, if you don’t use price as the regulator of access, then you
know, you will do a number of things: You will reduce the supply of whatever
we are talking about, and you will increase the demand, and those who get access
will be able to resell immediately at a much higher price than they paid. So, that
is. a mechanism for creating rent.

And the pubiic choice theory argues that the departure from the seven
principles of economic liberalism is motivated by people within the government
who want to create rent both for themselves and for the people outside in the
economy generally, I mean, what happens normally is that this rent is shared. There
is usually, once these rents are created, access is given to particular people as a
privilege, as it were; they are able to sell on at profit, and in order to ensure that

- they continue access, they will then give some money back to the person who gave
them the privileged access. So, in a sense, everybody is happy except the people
who are having to pay the higher price out there in the general economy. And
so, there is a conspiracy or collusion or collaboration between those inside
government and privileged people outside government to create rents and 1o share
those rents for private benefit.

Now, then, you can criticize this view. After all, I mean, what is so
extraordinary about the notion of individuals pursuing self-interest? I mean, isn’t
it the case that the liberal theory expects that the economy is efficient or moves
1o efficient solutions because people have self-interest? So, it can’t be the self-
interest part that’s wrong,.

Well, the argument is that in the private sector in competmve conditions, when
rents arise, they are squeezed out and reduced automatically. But in the government
sector, the mechanism works the other way. Instead of rents being squeezed out
of the public sector, they remain there because it’s in the interest both of the
government and of privileged outsiders to keep from there.

So, in the public sector there is no rent reduction mechanism built info the
system, and that is the real problem. The public sector, unlike the private sector,
-s0 this argument runs, tends to preserve the rents that have been created, rather
than eliminating them, and that the creation of rents and the distribution of rents
are mechanisms which consolidate the state, that the stability of the state itself
actually depends on this mechanism in developing countries.

Now, I have given you this theory in'a very strong and simplified form in order
to get across the main poinis. But you can see that it constitutes a powerful critique
of the notion of state intervention, and that the power of the critique is saying that
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it’s impossible to have well- intentioned governmient intervention and government
regulation, that this is no longer possible because whenever you do that, and when
your motives are pure, when you are acting responsibly for the society, you are
creating a system which will then be open to abuse, and if anything, the abuse will
_ get worse, because there are no in-bwilt mechanisms: of correction to remove the
abuse or reduce the abuse. _ : :

~ Now, I don’t want to run through all the various arcas which have been
identified as areas where forms of intervention create rents. I think most of them
will be familiar to you from other people’s writings and from your own experience
of developing countries. There is an interesting array of cx'ainples here; leading
from the simple ones that [ have already cited of price control, where the
government iries o control the price of the commodity, through the case of the
exchange rate and the over-valuation of the exchange rate, which I have already
mentioned, plus the linking of investment centrol to protection. That’s the case
where you not only regulate the trade regime but you also—the government also
tries to regulate the sectors in which private investors invest.

And another interesting example which has been explained using this- thcory
or atiempted to explain using this theory, is the bias in favour of infrastructure
construction. Why is it that if you go to a developing country in Africa you find
so many half-completed infrastructure projects? I expect that some of you could
perhaps make some suggestions, the answer to that question.

But the public choice theory explains it in terms of the opportunities for reni-
seeking through the design and approval of large projects, large projects where ail
the benefits of rents and the sharing of rents takes place at the stage of construction,
or partial construction, and where there are no benefits to share at the end stage
where you actually have to make the thing useful for the people in the country.
So, that is one further example that has been used in this particular area.

Now, then, what are the problem areas with this theory? And let’s think
particularly, if we can, in terms of the situation in Africa today. Suppose we did
follow the seven postulates of liberalism. Suppose we did eliminate thereby all
the rents in the system, or it’s in the public side of the system: What would be
the outcome? : .

Well, if we agreé that a number of African govemments are supported, and
their stability is supported by this mechanism of giving privileges to selected
powerful outsiders. Suppose all of that was swept away because we wanted to have
a rigorous liberal economy. Suppose we were able to do that, what will happen?
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Well, if the theory is right, then, what would happen would be that the political
support for the government would crumble. And so, at the heart of this theory
there is a paradox, or the several paradoxes. If you take it seriously, and if you
take it in the strong form that I've put it to you today, there is a paradox, and the
paradox is that, first of all, you have to ask govermments to remove the sources
of our own political support. Secondly, you have to assume that they will be able
to do that, they will be able to liberalize the economy, as it were, before their
supportive roles. :

So, there is a curious paradox where governments not only have to reform the
economy, on the one hand, but they have to reform themselves at the same time.

* So, if that’s the case, it scems that to some extent we are faced with the choice,
we are faced with the choice in the way that we perceive.  We can either proceed
rapidly and put pressure on governments to liberalize their economies and to use
aid funds in a conditional form. You will only get these aid funds if you liberalize
~your economy, and perhaps induce political instability in the country. Or, we can

accept that we have to go more slowly, and that the conditionality of our aid has
to be softened, made softer, because if we press on too hard, then the government
will effectively undermine its own foundations and precipitate its own collapse.

Now, then, which to do, which of those powers to follow? The World Bank
and other international agencies struggled with that problem through the 1980°s.
And at first they adopted the tone of harsh conditionality in support of the seven
principles. So, Phase 1, if you like, of the liberalization strategy was to;—and 1
think the Bank believed that they could do this. They believed that they could write
many many conditions to fulfill the seven principles into their loan agreements.
And they believed that they had the leverage to ensure that those conditions were
accepted. And when they did that, one of two things happened. Either the
government withdrew from the programme fairly quickly, because they could see
the implications of proceeding under harsh conditionality. Or, the government of
the developing country succeeded in evading the conditionality and not undertaking
any change. . ' '

So, that was Phase I where you either had rather rapid breakdowns of the
-programme or developing countries successfuily evading the scrutiny of the Bank
and effectively taking money which the Bank was offering but not following the
seven principles.

Phase II was between about 1984 and 1989, and this was the period of the
softening of conditionality, the recognition that the conditionality that could be
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applied in this case was much softer, and that effectively the speed of liberalization
could only go at the pace at which the government of the country itself wished.
And there was much talk about the ownership of the programme by the government.
And that was a code word for not pushing the government so far that its political
foundations were undermined. . :

And-then, with the collapse of the Soviet Union;—- well, the final coilapse
wasn’t until 1991 but we had the revolutions in Eastern Europe in 1989, we
moved to a new phase where it becomes possible for not the multilateral aid donors
but the bilateral aid donors to adopt a new strategy, which is to seek to replace
the governments which relied on essentially forms of political corruption for their
own stability by governments which had different political foundations. And so,
we hear now for the first time the discussion of good government, accountability,
‘democratization, multi-partyism. 3

The Bank still can’t directly adopt that strategy, bf:cause its charter forbids
it from giving or withholding its services on the basis of political considerations.
But the Bank. can encourage. the bilateral donors to -adopt forms of loan
conditionality which press developing countries to find a new political basis, a
political basis which, in theory, allegedly, will not be so threatened by economic
liberalism. And that’s the phase where we are now. And that’s the third phase,
if you like, of liberalization under the Bank strategy.

Well, fine. But meanwhile, there is a- sleeping partner in ODA who is
beginning to awake. Japan, throughout the 1980’s, had co-financed the programme
of economic liberalization and had stayed silent about the seven postulates while
providing financial support for these programmes. But now Japan takes a different
line, and we see the first articulations of an alternative philosophy based on an
understanding of Japanese economic development experience, and also based on
an understanding of other countries in. Asia who have developed rapidly, which
takes a different view in some cases;—not in all cases, but in some cases from these
seven principles of economic liberalism.

And so, we have not only now a situation in Wthh the Bank is attempting
through bilateral donors to animate new political forms in developing countries in
order to press ahead with the programme of economic liberalism, but we have Asian
partner countries of the Bank saying, and by the way, our experience tells us that
some of these principles are wrong. But if you want rapid devclopment in these
countries, then this is the way to promote it.

And T had the pleasure, only yesterday, of meeting Mr. Shimomura, who



revealed to me that he was the author of the OECF occasional paper No. 1, and
this has appeared anonymously, with no name attached, so I was rather intrigued.
I had commented largely favorably on the paper, with one exception, with one point
where I wasn’t in agreement with it. So, I was very pleased yesterday to be able
1o meet the author of the paper and to congratulate him for opening up a new debate.

What was the Bank’s response? The Bank’s response, under some pressure,
I may say, from the Japanese executive director, was to initiate- the East Asian
Miracle Study. And that has now been produced. I think there has been a debate
on it here in Japan. And what we see, ! think, in that East Asian Miracle Study
is an attempt by the Bank to defend the seven basic principles and to neutralize
as far as possible the effect of the East Asian experience in influencing other
countries. o .

In the 1980°s, in the academic debate and in the official debate, the first
positién was to say that the development experience of East Asia actually reflected
the seven principles, and that these newly industrialized countries were developing
because they embraced open markets, nondiscrimination, a small government
sector which didn’t intervene and regulate. That was Position No. 1.

Well, as more and more studies were done of the practical, empirical directives
of the government, and the experi¢nce of Japan and Korea and Taiwan was analyzed
in closer detail, 1 mean, that position became untenable. My own colleague at the
Institute of Development Studies, Robert Wade, was one of the people with this
study on Taiwan, a very detailed study of Taiwan for governing the market, which
indicated that that first position was untenable. So, then, the defense moved to
stage 2, which was to say: Ah, yes. Wcll we recognize that there were interventions
and there were government interferences, but either the effect of those were
negative, the argument that the East Asian economies would have grown even faster
if all of that intervention hadn’t been there, or that they neutralized each other, that
Directive A neutralized Directive B, Directive C neutralized Directive D), and so,
in the end, all of this kind of washed out. And all these interventions simply had
no effective result for the neutral situation.

Well, East Asian Miracle Study, of course, now brings us to the last stage of
defense, if you like, the inner defense. The East Asian Miracle Study now officially
says that there were forms of intervention that had positive benefits. And the
significance of the study really is that for the first time the Bank has admitted that
there were forms of intervention in East Asia which had positive benefits, and
particularly that the use of directive credit was significant in stimulating additional



investment.

But, and this is thc last ring, if you like, of the defcnse although this worked -
in two or three countries, particularly in Japan and Korea, at a particular time, it
wouldn’t work in those countries any more, and also it wouldn’t work in any other
countries. So, now there has been recognition of the effectiveness at a given time
and a given place of these interventions, but the implications of that are still said
to be nil for other countries, and other countries would advise not 0 attempt these
methods.

Well, you are familiar w1th all-of this, T am sure, and I haven’t come here to,
as it were, interpret Asian experience for you. I am sure that you are much better
at doing that than I am. But [ think that we ought 10, as academics, try and
reorganize our theories, because I see now that the next stage of all of this debate
is going to be a recognition that in some circumstances in other countries now
interventions can be beneficial, and the task force will be to delineate where and
when these interventions can be made. And if we are going to do that, we must
do that on the basis of a:-new theory.

So, as I say, it’s not my task to advise you as aid donors or as aid -analysts
what you should be doing. It’s my task as someone who is in charge of a research
institute to give some guidance about where we mlght find appropnate theories
to analyze these conditions.

I think the most hopeful area in which we can operate in a constructive way
is what is called the “new institutional economics”. Of course, first of all, we must
critique the public choice theory and show why the strong version which [ have
given to you today doesn’t really hold; —doesn’t hold in that simple,
siraightforward way that I have explained. So, ‘that’s the first task.” But I don’t
think that we need to stay too long with the critique. The next thing must be to
show where the more constructive, intellectual effort must be put, and it seems to
me that the new institutional economics is a hopeful area for us to find some ideas.

As you know, the new institutional economics has as its central idea the notions
of;— well, the first idea is that information is costly. Underlying idea is: we don’t
all know everything we want 10 know, and we can’t find out everything we need
to know at zero cost. Information is costly. : That’s the basic idea. Inform'ation,
and the fact that it’s costly means that we cannot use markets costlessly.” Every
use of the market implies cost. Every contract implies costs, the costs of negotiating
the contract, the costs of monitoring the implementation of a contract, the costs
of enforcing a contract if contracts are broken. And these are all real costs; they



absorb resources, and they influence behaviour,

The implications of thai are quite powerful. And I think, before T end my
presentation 1 ought to say what I think some of these implications are.

_ One implication is that it can no longer be antomatically taken to be true that

market solutions are superior solutions. Inside the seven principles of economic
liberalism is an assumption that maybe not that market participation is costless but
that it’s the least costly form of social interaction. And this empirically may not
be the cﬁ_sc.’ It may be possible in certain circumstances that other social formations
can minimize information costs in a way superior to the market.

Now, let me just cite one application of that idea to the study of the Asian
gconomies. And this is not my idea. I simply ciie a Korean scholar who has argued
that, in fact, the government organized the private sector into a very small number
of conglomerates. Against all the rules of the seven principles meant that giving
directions to economic development became relatively low cost. You could have
a meeting, bring all the heads of the big conglomerates into the room with the
government officials, you could have a discussion, you could negotiate the
incentives and rewards for certain kinds of behaviour, you could create the
conditions in which the government’s intentions became credible to the private
sector, because that’s a big problem of economic policy how do you make people
believe that the government will be able to carry through the policies it wants to
carry through.

Well, if you get six people into a room, and if you go to any kind of leadership
power, and if you’ve got the instruments of reward through allocations of credit,
and also the removal of credit allocations, if people fail to perform a task, that’s
quite a low cost way of achieving negotiation goals and achieving credibility goals
for the government. So, some people have argued that there are other low cost
ways of organizing the econo'my'rathar than reliance on the market,

I simply draw that to your attention because I think that this area of information
economics will become a central one in explaining the Asian experience, and it
would thereby also become a central one in analyzing the problem of the
replicability of the Asian experience in other places. One should be able to go
armed with a new set of questions: Can we see state intervention here as being
the path that minimizes the information and transactions costs associated with
development? Or if we look at this government, and governments differ; they
are not all the same in Africa. I mean, it’s a complete mistake o think that they
arc all the same. Anyone with any African experience knows some governments



operate this way, some that, some are Very. corrupt.

Zaire;— if there is anyone from Zaire here, [ apologize, but I don’t thmk there
is. Zaireisa very corrupt place. Butif you go to Ghana, where I have been working,
there is relatively little cormuption, It’s an African country;. not very much
corruption; the government leadership is preventing that there. So, they are not
all the same. Sb, the task is to go to countries to analyze the structure and
institutions of government with the framework (_)f information cost theory in your
mind, and then to estimate the prospects for being able to use intelligently and
selectively some of these intervention tools. : -

1think [ have said what I came here to say. Thank you very kmdly for listening
to me so patiently. And I would be more than happy to hear any comments which
you may have on what I have said and to enlarge the discussion if you would like
to do that, :

So, thank you very much.



MODERATOR: Thank you very much, indeed, for your very interesting
presentation, ' '

So, now I would like to move to the question and answer session. If you have
questtons, raise your hand and tell us your name and your affiliation, please.
QUESTIONER: You mentioned that it is necessary to seek other ways of
explanation, not by the competition based on seven postulates. Then, in light of
 that, you mentioned one example of Korea. :

And T would like to know your explanation, not based on that seven postulates,
about the economic development of the countries in the European Continent, for
example, Germany, the Netherlands, other non-Anglo-Saxon countries. I bave an
impression that those countries have other notions of forming society or about
competition or about governmeni; — government and private sector relation.
TOYE: Thank you, Mr. Yamashita. Certainly, I'agree with you that the notions
of economic liberalism, which I’ve started with, I deliberately called them “Anglo-
Saxon™ because 1 didn’t want to extend that terminology. to Continental Europe.
There are two important, at least two, important differences which are relevant to
the history and experience of Continental European development which need to
be emphasized, I think.

One of these is the radically different role which banks played and radically
different role which capital markets played in Continental Europe. In the Anglo-
Saxon world, in the United States and in Britain, the banks played very little role
at all in the provision of long-term finance. And the opposite was true on the
Continent of Burope. Pretty quickly, almost from about the 1840°s or 1850’s in
Prance and in Germany, banks were developed who saw their function as long-
term lending for developmental purposes.. And in Britain and the U.S.A., in general
banks saw their role as giving short-term loans for working capital or commercial
credit. So that in the Anglo-Saxon countries, the source of credit was either the
stock market, the capital market, or retained earnings.

And these were the two and about equal measure, sources for long-term
investment plans. But on the Continent of Europe it was quite different. And the
continental banks loaned fong term and expected to take a kind of a guidance role
in the evolution of the companies. They would not be inclined to, if a company
got into short-term difficuities, call back the loans, and that what they would see
is their role to perhaps strengthen their influence or advice in the company, but
to continue funding and to ensure that the economic activity was reshaped to get
over whatever the difficulty was. - So, there is that strong contrast.



.. The other contrast, I think, is not so much a financial and economic contrast,
as a more social and political contrast, I mean, notions about the proper nature of
society. And I think all of these things are rather general statements, but there is
a contrast between the individualism, which is strong in America, still fairly strong,
not quite so strong in Britain, and the notion of social cooperation and consensual
agreement, which is more evident on the Continent,-and the resolution of conflict
thrpﬁgh negotiaiion consensus is more evident on the .C_ontinent.

And for brief periods it’s appeared in Britain, for example, in the period from,
_say, 1945 to 1979, a large number of social questions were settled on what was
called the “bipartisan™ basis: But that bipartisanship hadn'f been evident before
the Second World War, and it disappeared again fairly quickly in the 1980’s. - So,
we’ve only had a rather short historical episode when Britain looked a bit more
like the consensual politics of the European Continent. And that, of course, makes
it a Hutle bit difficult for us to harmonize ourselves fully with our partners in the
European Union. Because we are always trying to say: “Oh, we don’t like that.”
But what is so-called “social chapter”, which is the atiempt to get a deal which
suits capital and labour together, they are both happy with the set-up We don't
want that. So, we have to negotiate out of it, and so on.

So, on those two dimensions, the difference in the capital funding system and
the banking system and the social approach, there is a distinction, T would say.
QUESTIONER: My name is Yamaguchi. I work for the Research and
Development Division of JICA.

You mentioned about the issue of mformauon on new mstltuuonal econoimics,
and -on the other hand, there are more discussions about the role of external
economies and development and externalities.

Could you kindly comment further on the issue of externalities rclated to
maybe new role of the government and development? It’s a rather vague question,
TOYE: Yes. Well, thank you, Mr. Yamaguchi.

The difficulty with externalities has always been that it’s rather: difﬁcult o
measure them. Externalities in economics is rather like incentives. Nobody can
measure either externalities or incentives. And so, depending on the way in which
you want to direct your economic argument, people will argue with one another
in a rather absurd way. '

I think there are a lot of externalities here, nght? Or, people will say: “Ah,
nobody has shown me any externalities. T mean, what are these externalities? I
mean, can you measure them?” You see, and so, depending on how you want the



argument {0 g0, you either emphasize the externalities or you minimize the
externalities.

And similasly with incentives. Nobedy can measure incentives, because that
implies somehow getting inside somebody’s mind. What is it that’s motivating
~them? What is it that is moving them? 8o, people talk about incentives a lot, but

they talk about in different ways. Some people will say: “Well, of course, there
is a big problem of incentives here. We have to increase the incentives.” And
other people will say: “Well, I don’t see any incentive problem. You know, you
prove to me that there is a problem of incentives,”

- And so, the two things are interesting words trying to capture things we can’t
measure, And the debate has gone on about externalities, which is your question,
rather in no sort of terms. In the 1970’s, for example, when a methodology was
being designed to appraise projects and was being recommended to aid agencies
for validating their project finance, that was based on the notion that: Well, we
can’t see any externalities. [ mean, of course, if there are any externalities around,
you know- you can take them into account. But we don’t think we need a method

-for trying to deal with these things because we don’t think they are very important.

At the very same time, of course, that the economisis were designing these
methods of project appraisal.: There were a lot of people talking about the
environment and the problems of the environment. And in a sense, you can’t really
begin to consider the environmental problems until you consider externalities. And
if you think that environmental problems are very substantial and very important,
then, by definition, you are talkmg about the importance of externalities.

So, in the 198(’s, having adopted a method which disregarded externalities,
we then all became very concerned about the externalities that arise in the field
of the environment. And now, there is an attempt to develop the project appraisal
methodolegy further to try and recapture some of these externalities.

So, that's one kind of exterality, what’s called the “non-pecuniary
externality”, the one that the environmentalists worty about,

There is another kind of externality which is called the “pecuniary externality”,
and that’s when the creation of one industry creates demand for the products of
another. And that may be the kind of externality which you are concemned with.
That, of course, is easier to measure, and it’s that that lies bencath the notion of
coordinating investment so that the state coordinating investment, so that each
investment benefits the other investment. And this was the original idea of what’s
called the big push in investment. ' And that was an argument for government
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intervention and coordination.

I think, in principle, that argument about pecuniary externalities is sound. 1
don’t have any problem with that. “Also, in principle, at least, those pecuniary
externalities are more amenable to measurement. The difﬁchlty really is not so
much that the argument is wrong in principle, but there are practical problems
connected with informatio planning a huge investment push in a coordinated way.

So, it's not the principle of capturing the pecuniary externalities that makes
the big push theory difficuit. It’s more the information requirements of such a major
change. If you take a small, weak economy, which has got virtually no industrial
sector and think about a series of huge investments which would feed off each other
to some extent, right in principle, but how are you going to writing the numbers
into your plan, how are you going to be sure just how much of each thing is going-
to be demanded and the extent to which if you do a big push concentrated on
indusiry, are you going to protect that then from foreign compctmon'? And if so,
for how long?

‘There are practical problems with the big push of investment, and you have
to have people who are extremely good at economic forecasting and technological
understanding in order to carry it through. -And of course, you know, it’s possible
that in some countries at some times, you have the people who can do that.

And T think we have seen in the ‘Asian experience some validation of the
notion, not perhaps of doing everything at once, but by taking some very big steps
quite rapidly one after another, having a quibk sequence of industrial development;
not doing shipbuilding, chemicals, automotive industry all at once, but quite quickly
one after another in sequence. And that’s quite a good way because, you know
you allow yourself a certain amount of time to learn the impacts of your first
investments before you absclutely finalize the next stage. And that’s a way of
trying to get the benefits of the big push of investment and alse reducing the
information problems of trying to design and implement everything at once.
QUESTIONER: Thank you very much. My name is Richard Ascow. I work
in the Planning Department in JICA. :

If I may go back to the seven postulates of economic hberahzatmn that you
were mentioning at the beginning, it seems that you have raised issue with several
of these postulates. And I am wondering if, in your opinion, within the World Bank
and within the IMF there are many people who are also questioning very deeply
these postulates, and particularly the idea of giving free sway to the free market,
the forces of the free market. Because from our experience, this is not always



nccessarily the right way to go about things.

So, I would like to know your opinion on how you feel this split in the opinion
within the World Bank and the IMF may actually affect the operations and activities
of those institutions within the medium term or longer term.

TOYE: Yes. Thank you, Mr. Ascow. . :
_ I think that the lending organizations in general, and not merely the World
Bank, tend to have a preference for uniform rules. So, if you have a perspective
which says you-have to discriminate particular cases and you have to decide
whether particular countries should or shouldn’t follow a particular path, there are
difficulties. And one of the, if you like, sociological advantages of uniform rule
is that it seems to reduce conflict. If you are dealing with a hundred countries in
your loan portfolio, and you decide: Well, the sevén principles ought to apply in
this country, but we can allow this country to depart from them and introduce
certain forms of selective regulation, maybe would allow, not objective, they decide
to have selective protection for a certain group of industries, that becomes very
contentious and hard to defend.

My answer, then, to your question is that I think that there is a sort of a tension
of following in two different directions within the Bank. I think that by now, quite
a lot of people are worried that the simple seven points of the early 1980’s simply
don’t hold up. The problem is what replace them with, You know they have a
great advantage as something that’s simple; you can train pecple; you can send
them out; they don’t have to be too sure which country they are in, you know.
You don’t have to make decisions which would lead to objections from other
countries because you treated Couritry A differently,

And the other thing is that intellectual framework for devising an alternative
approach, although I think that there is a beginning of it, there are seeds, or young
green shoots of this: - It has been around for, you know, in some form or another
for last fifteen years; it’s not that new. But it hasn’t been fully worked through;
it hasn’t become the dominant, orthodox view. And Ithink they probably feel it
doesn’t yet command sufficient professional consent that they’d be safe to use it
as a basis. -

1 think they would like to back away from the seven principles, but I think
they don’t know exactly where they would go intellectvally. And T also think that
they are very happy with something that provides kind of a rule of thumb. Even
if it’s not, you know, a hundred percent intellectually defensible, I think it’s
probably that the role of Japan and other Asian countries to explore;—I mean,



recognize their problems and be sympathetic with them, not to attack the bank, I
mean, the bank, you may disagree with them, but I mean they are not a lot of,—
you know, they are all acting in good faith, you know.

And 5o, I think the role of Japan in developing its leadership in the ODA area
is to try and understand these difficulties and try and do constructive things that
hclp th_é bank to be more confident, if you like, about the new inteliectual basis,
and also more confident about adopting an approach which b'y definition is going
to discriminate between different paths of countries.

QUESTIONER: My name is Otsuki, and I am from Graduate School of Keio
University. I would like to ask you three quesnons '

The first one is about definitions. What is the difference between “corruption”
and “rent-seeking”, This is the first question. :

And the second question is a rather specific one. And it seems to me that
‘the Government should do a lot of things in developing countries, and they require
huge human resources. So, do you have any ideas to make use of those human
resources born in those developing conniries and now working abroad, because if
they work abroad they could get more remunerations? So, do you have any good
idea to make them go back to their own countries and to work for their own
countries’ development?

And the third question is about the general frend, especially. in African
countries, of the introduction of multi-party systems. At least historically speaking,
some civilian governments could be more corrupt than military governments. Of
course, some military governments were worse than those civilian governments.
But what do you think are the effect of those introduction of multi-party system
or democratization process in terms of the efficiency of the governments or the
capabilities of those governments? .

TOYE: Thank you, Mr. Otsuki. [ think we hdven t met since we met in Ghana,
have we? It’s very nice to see you agam :

Corruption versus reat-seeking: Well, corruption obvmusly is rent-seeking
which is illegal. I mean, that is corruption. It’s simply if your search for rents
leads you to do things which are illegal. 1 mean, the point about the rent-seeking,
in the stereo rent-sceking, is that the government is creating opportuniiies for
unearned income which are legal. In other words, unproductive activities become
legal, they become available, people don’t have to work to get money; -they don’t
have to lend resources to get money; they don’t have to make available resources
to others 10 get the money. They simply get the money because the government



has created a regulatory framework which makes it legal for them to have unearned
income. So, that’s the basic distinction.

The problem of governments and creation of human resources and avoiding
the loss of human resources through migration:—I mean, very big question, very
difficult question. 1 do think, I mean, part of the 1980’s doctrine which I go with,
I agree with, is the notion that human resource development is very very central.
Why did so many people lcave? Well, it was because the economic situation was
deteriorating and the rewards for the skills that people have were declining. So,

- there is a vicious circle. Once things begin t0 go badly, then, the people who are
capable of putting them right leave.

But by the same logic, if you can turn the situation round and begin to improve
the situation again, then, to some extent you can attract the migrants back, Orif
you can’t do that, you can reduce the outflow. -

I mean there are complications about bringing migrants back. I mean one of
the complications is that if you create special incentives to bring people back, which
privilege them over the people who stayed while times were bad and food was hard
to get. Then you are doing something which is politically quite difficult to do.
And also you are creating the wrong impression: If you leave the country when
things get bad, and then come back, we treat you better than if you stay all the
way through. So, there is a problem with giving special inducements to return,

Also, I am not sure that giving special inducements to return is necessary. And
that’s because it depends very much what it is that people do when they emigrate.
I mean, for example, we have this problem all the time in our Institute in the sense
that we bring people for training ‘which we hope they would use in their own
couniries. But sometimes, they are just very good people and they can easily go
from us to get a job in international organizations. So, what do you say to them?
You say: “Well, you shouldn’t go and join an international organizatio'n, hecause
you ought to-go back to your own country.” Should you say that to them? I think
not. I'mean, part of the problem of international organizations is that the African
countries are desperately under-represented in their staff. Part of the reason why
it’s so difficult for places like the World Bank to understand that is because there
.aren’t enonugh Africans who are the staff members of the organization.

And 50, if you have exceptionally talented people who qualify, you know, why |
send them back to Africa? The most important thing is to strengthen the internal
mechanisms for human resource development,—education, hezlth, and so on;
organize a budget which permits continual raising of levels of investment in those



areas,' and then to so order the gconomy that you stop new people leaving.

~ 1 think that some people will come back anyway, but don’t give them any
special incentives, 1 think special incentives create probiems. [ also think that to
some exient it is actﬁally a good thing, you know, just like we hope that more people
in Japan will join international organizations because the Japanese are undet-
represented. Why is it so hard to get ybur point. of view réflected in these
organizations? Not enough of you are there. There is a quota in these organizations
which is not fulfilled. And then, the Executive Director has to argue even harder
because, you know, there is only one person there saying it.

So, it’s not such a bad thing even for poor countries to let their people go out
and join some of these international organizations.

Multi-party systems, your last question, I don’t see this so much in terms of
civilian governments versus military governments. I don’t think that there is a sort
of a clear line of political behaviour. You know, military is one thing, civilian
is another, in political terms. I think you can find military governments that have
acted in the interests of the country. You can certainly find civilian governments
that didn’t. And so, I don’t think that there is any clear line..

The problem with the initiative for good government and democratlzauon in
Africa, and I am not speaking of Asia which 1 don’t understand so well, bat in
Africa, at any rate, the problem has been that the sort of ideas and the
understandings which underlie the political forms still aren’t there in sufficient
degree. And so, for example, you can get a country to say: All right, we will
have a multi-party system. Yes, we will stop the one-party state; we will legalize
opposition parties; we will give them half an hour on the state television, so they
can say what they want to say; we will have an election; people can vote; we
won’t necessarily shoot our opponents. You can have all of that. You can hold
the clectmn and you can get a result.

The problem really, then, is what happens next.. If you get a result which
simply says the sitting government is the most popular government, is that ahy
improvement on the existing situation? You add legitimacy to the government.
But what you are really trying to do is to make sure there is some check on the -
actions of the government which is built into the political system. The underlying
idea of multi-partyism is, and I am carefully avoiding any comments on the current
political crisis in Japan, as 1 speak, that the opposition is strong enough to check
the actions of the government so that the government isn’t all powerful and can’t
depart too far from the consensus view amongst the people. That’s what this is



* all for, to check abuses and to stop politicians who have the moment of power from
using it to the detriment of the country. .

Now, in Africa, that notion of opposition, effective opposition, still isn’t there
institutionalized. The people don’t understand it and the people don’t believe it.
And you will not get effective multi-party government in any country if you don’t
have it. And even countries which have had it before could lose it. If an opposition
becomes weak or discredited, if there is no official, authorized means of mobilizing
opposition checking the government, then you will get a government of abuse, a
‘government which breaks its own rules, a government of hypocrisy, a government
which preaches one thing to the people and behaves differently itself.

So, it’s that which is essential in multi-partyism. And that is where the
difficulty lies. We have found ways now, or the donors have found ways, of
manoeuvreing a lot of societies into setting up multi-parties and holding elections,
but what they haven’t done is found ways of making the system run with effective
opposition checking the abuses of government. And that is a very hard problem
to solve.

QUESTIONER: Thank you very much. My name is Nomachi, the In-House
Adviser of JICA. My major is planning---development planning with architectare
and ‘building industry and physical planning, and so on.

My question is a little bit out of your context, but I would like to ask your
opinion. The Japanese QDA is often said that they contribute to Japanese economy
through the exclusive procedure.  For instance, grant element, also even soft loan
clement, under the exclusive bidding process, with the physical structure like
hoépita]s or airport, the bidding process awarded builder or contractor can, through
this project, get profits, and also using subconiractors in the field of developing
countries. :

And comparatively, this process, I believe, is different between European
developed countries” ODA businesses and the Japanese businesses. Under the

- government role, this is quite different from other developed, industrialized
countries. These economic incentives of the Japanese economy through the ODA,
those are often criticized from other countries. Recently, like in the case of the
Kansai International Airport; for example, from all over the world people tried to
participate in worldwide bidding. o

And s0, the closed attitude of the Japanese Government for ODA, I would like
to know your opinion from the worldwide open market sitvation. That is my
question.



TOYE: Well, I thi_hk, I mean, if I understand you correctly, you are referring to
the restriction of bidding for aid construction projects to Japanese suppliers. Is
that your question? Yes, right. And the way that that practice compares with other
countries, .

1 think there are two comparisons to be made. One is a comparison between
bilateral aid and a comparison with multilateral aid. And that is the first
_ comparison, and it's cledrer—it’s clearer that the multilateral aid organizations do
insist quite strongly on international competitive bidding. And the extent to which,
therefore, Japan funds the multilateral organizations, it’s putting it; —it’s deciding
to allow that aid money, which is channeled through those multilaterals, to be bid
for, the work to be bid for freely on international terms. So, Japan has got a.choice,
in a sense, about how much of its total aid it routes through the muldlateral
organizations where exclusive restriction of bidding isn’t allowed and how much
it puts through its own bilateral programme.

And then, within the bilateral programmes it has got a second choice, which
is the extent to which it restricts that and the extent to which it allows open
competitive bidding. . ' e

I mean, then, the question is: As between bilateral programmes of different
nations, is Japan more restrictive?

I think the answer to that is that Japan isn’t extremely restrictive compared
with other countries. I think that there are some countries which are more open.
I think the United States is one. And I think that Britain is as restrictive.or more
restrictive in the proportion of the aid which it restricts.

But don’t take my word for it. I mean, this is a factual question. Aﬂd there
are statistics on this, or at least, there is an attempt to measure this through the
DAC, the Development Assistance Comimnittee, of the OECD. So, if you look at
the latest report of the DAC Committee, admittedly that report relies on the
Government of Japan providing correct information. But if the information
supplied by the Govemment is correct, then you can see the comparison of the
degree of openness of the Japanese bids as comparéd with other countries,

So, I mean, the current situation is there. Iam not completely up to date. -
once made a mistake about this. There’s a reason I am hesitating in being very
positive is: I gave a lecture about aid to the Defense Services College in London
last year, and I said that Japanese aid was very restrictive and that it tended to not
permit international competition very much, And I had a very polite letter from
the Japanese participant in the course 1 was addressing saying, you know: *“Did
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you really say this? And if so, is it really true? I would like to hear your views.”
And so I looked up the DAC report at the time, and | think what I have found
was what I have just told you that Japan is better than some but worse than others;
somewhere in the middle. o .

But there will be another one since then, since the situation may have changed.
QUESTIONER: My name is Kuwajima of the-Research and Development
Division of JICA, Because I belong to JICA, so I would like to understand your
lecture from the point of view that what we can do through technical cooperation
to developing countries,

You mentioned that a rent-seeking society sometimes prohibits the successful
implementation of the adjustment programmes. And I am wondering what we can
do for the developing countries to increase or upgrade their institutional ability or
capacity building..

I am wondering if the mechanism to create and distribute rent-seeking is built
in developing countries, then those problems are very cultural or sometimes very
societal. But on the other hand; in order to increase the effectiveness or efficiency
of cooperation, we have to do something to get rid of the negative or the bad side
of those kind of societal discomposition. :

So, could you give us;,—any kind of comment would be welcome, 10 extend
our technical cooperation more effectively from the point of view to get rid of the
negative side of those corruptive society.

TOYE: I think there are two different approaches. And let’s distinguish between
them, to start off. _

One approach is to say that we will give our technical assistance to countries
where the institutions are stronger. That’s one approach. Only give the technical
cooperation to countries which are relatively strong in institutions, and use your
technical assistance as a way of rewardin g'those countries that have reformed their
institutions, and magnifying the effects of those good institutions by giving them
more resources. That’s one approach.

The other approach is the approach which you were suggesting implicitly:
Find a country which has got institutional weaknesses, and then use the technical
cooperation to eliminate the institutional weaknesses. That’s a different decision
rule. : o '
I mean, I think the fact that the second one is obviously more difficult. Maybe
it’s more worthy in the sense that you will have done something better if you've
transformed a country with weak institutions into a country with strong ones, but
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the task is going to be much more difficult.

Now, then, the point about culture. I am not sure about this culture, thing.
I mean, culture is important, yes. And we should value culture, and we shouldn’t
try and destroy anybody’s culture. But I am not sure that this is the key. And
to some extent, you can use culture on your side to strengthen institutions. Culture
doesn’t simply have to be a very bad habit that is there, because the society is the
way it is. :

I would put an alternative point of view, which says that the degree of
cormuption and rent-secking in the society is related to the behaviour of the
leadership of the country. It’s much casier for everybody in the society to
participate in the game of rent-seeking and corruption, if it’s clear that the leaders
of the country are doing same thing. Very hard to stop the hundreds of thousands
of small people taking small amounts of money. 1If you can see at the top of society
quite a large number of people taking large amounts of money, and if that’s known
to happen, that’s very very damaging. But that is almost above the level at which
technical cooperation operates. That is, if you like, a macro-political problem, big
political problem. And it probably has to be tackled in other ways. )

I mean, technical assistance can assist a society where the leadership is decided
that things have got to change. It can assist it by financing the role of experts in
explaining systems and teaching systems of accountability, or' restoring the
operation of systems of accountability that already exist, in principle.

For example, Tanzania, an interesting case; Ilooked into the case of Tanzania.
What do we find there? We find that there is a system of government accounting
in place, and we find that there is a system of inspecting government accounts in
place, and we find that there is a system whereby the parliament leams about
accounting errors or mistakes or failures that are in place. So, all the institutional
machinery is there. But it isn’t working. It needs to be restored,

Each year, the Accountant General, Inspector General of Accounts of the
Government, says there are 40 Government Departments; I have had adequate
accounts from 4. This is the name of the 36 who didn’t provide adequate accounts.
He has a list by each Department of ali the different types of accounting failure
which we’ve found, and all of that goes to the Parliament. But nothing happens;
year after year the same repori is made; it’s not secret.

So, the question is;—all the mechanisms are there. The guestion is restoring
them and making them work, and with the strong leadership, you know, it wouldn’t
take very long to restore the effectiveness of those institutions, because the people



are there; they are doing the inspections; they are making the reports; but they
are not being acted on or enforced. And that is quite a common pattern. It’s not
that you need to send anybody out there to tell them that the system of
accountability is where you have to have receipts, you know, for every transaction;
you have to have evidence that it was done for the purpose for which it was
supposed to be done. All that is there. But no enforcement. No follow-up. No
penalty for failure.

And so, T would put a lot of emphasis on the ability of governments 1o tarn
round countries. Even if there is a lot of evidence of pervasive corruption, it can
be turned round without aliering an aorta of culture. We don’t have to change
people’s culture to change their behaviour.

But institutional change is very difficult if you start it at the bottom or the
middle level. Institutional change has to come from the direction of top. I mean,
Ghana, in the 1970%s, was a terrible place for corruption. The generals were giving
their mistresses, you know, import licenses. I mean they didn’t bother with flowers
or diamonds, you know, but you just put their names on an import license, right,
and it was better. Right?

That doesn’t happen any more. Why? Well, you’ve got a leader there who
was determined to stop it. And actually, he did actually, it’s perfectly true, he did
actually violate Ghanaian culture, because it was never in Ghanaian culture to shoot
the previous leaders, and ruling has shot the previous leader system.

So, maybe you do have 1o violate culture a litile bit to get a change. That’s
what happened.
MODERATOR: :

 Now I.would like to express our deep appreciation to you for your remarkable
presentation. Thank you very much.
— (APPLAUSE) -

-~
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