


governmental reforms if economic restructuring is to succeed. Steps toward a market
economy cannot proceed very far, greater individual freedom cannot be sustained,
infrastructure cannot be built, and corruption cannot be attacked, unless public sector
reform and development of market economies go hand in hand. Also overlooked is
the effort that has to be devoted to the careful design and professional execution of
governmental reform.

One of the reasons for these serious gaps in our planning, in the opinion of the
author, is a fundamental mistake made by many because of a widespread notion that
a principal objective of economic transformation should be to simply "get government
out of the way".

These advocates reason that governments, particularly those having had a
command approach, which typically have developed large, costly bureaucratic
ministries and nonproductive enterprises, evolved a negative system of laws and
regulations which discouraged and often prohibited private enterprise from developing.
Therefore, it is reasoned, government is the big obstacle to achieving the goals of
reform and, except for holding elections and passing a few laws, should be pushed
into the background as much as possible. Above all, this argument continues, no
technical assistance should go for government improvement for fear of strengthening
institutions already too large and intrusive. Perhaps assistance for democratic
processes such as voting systems or the functioning of a legislature is acceptable,
these people say, but certainly not technical assistance to the executive functions of
ah government.

This philosophy is wrong and very damaging to successful reform. Yet its
acceptance has been surprisingly widespread.

Let us look at why turning our back on an effective government as an
instrument for change is a misguided concept.

1. Development of a Market Economy. It is time that the new political
environment in many countries will provide badly needed opportunities for
private enterprise to contribute heavily to the future of the people through jobs
and strong economic growth. Only the private sector can provide this growth.

It is the public sector, however, which will either develop market-oriented
policies and provide a positive environment for private enterprises, or
conversely, produce policies that inhibit growth of the private sector and
present obstacles, such as onerous processing of permits and licenses and
inordinate customs delays because of red tape and inefficiency. Divestiture of
nonproductive and costly public enterprises obviously requires a public sector
partner in the process. The legal system often has to be reformulated through
legislative action, and property use and ownership rights have to be
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meaningful local governments and effective relationships between them and the
central governments, (d) promoting market oriented incentives and a strong
private sector, and (e) establishing procurement, financial and personnel
management that will both guard against corruption and yet not inhibit the
capacity of a young government to act.

Governance in countries in transition must quickly establish effective
functioning of the top echelons of government if these basic objectives are to
be realized. It will require, for example, the planning, implementation, and
coordination of a variety of ministries and agencies on a sustained basis while
dealing with a convergence of major issues, establishing a new political system,
and operating in the unaccustomed environment of public visibility and open
criticism. [borrow from boardroom memo]

5. Infrastructure. A vigorous private sector places large demands upon a
government to take a variety of actions necessary to improve the infrastructure
of a nation. These are expensive, requiring resources and attention to serving
various elements of society to a degree far beyond that which can be provided
by private enterprise alone.

Transportation and communication carry the flow of commerce, and make
economic growth possible. The basic planning and the financing of these
expensive systems, which must serve the public as well as businesses, are
largely the responsibility of government. The same is true of most municipal
water and sewer systems. Also the postal service is generally provided by a
public body. Even though increasingly there are extremely important roles in
many countries for the private sector in these activities, they are all affected
with the public interest. As a result, some type of governmental entity is
involved no matter how heavily we come to depend upon the benefit of private
entrepreneurship in their construction and operation.

How well these and other elements of infrastructure are built and operated is
of tremendous importance in economic recovery. In countries emerging from
command economies, entirely new approaches to modernizing their
infrastructure are required as governments move through the transition from
command to market economies. Different approaches to whatever functions

activities the government retains for itself and new approaches to its
relationship to nongovernmental entities are necessary.

6. Promotion And Regulation.

To be effective, steps toward privatization have to be planned carefully, the
same as all other components of economic restructuring. Contrary to the
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that demands a more sophisticated brand of competence and a higher level of
performance. It requires political and career government employees who are
concerned with whether program objectives are being met, not just whether the
program rules are being followed. Perhaps most important, the new role should look
at citizens as resources to involve and whose participation in their government has
significance, rather than simply objects to receive orders generated unilaterally by
government officials.

IMPEDIMENTS TO ECONOMIC REFORM

With respect to those economic reforms with which the author and his staff
have been associated, three particularly serious internal problems have been
encountered in country after country:

First is the frequent lack of strong political leadership with the
ability and courage to stay the course and move the program of
change ahead on a sustained basis. This is not an easy task,
because economic transformation is disruptive and painful, not
infrequently affecting adversely some of the strongest supporters
of those in charge of the reform. Few political leaders relish the
idea of leading the charge for transformation if that means being
thrown out of office.

We have not yet invented a type of economic transformation that does
not have some short term political costs, but we will discuss later some
approaches that generally reduce those costs to more acceptable levels.

Second is the frequent failure of economic theories to address the
consequences of implementing those theories, particularly with respect
to their impact on the poor and those who will become unemployed for
a time because of the reform. In various economic models these factors
tend to be described in terms of impersonal statistics. The human
elements are obscured, and consideration of ameliorating the negative
impact of needed restructuring on families and individuals is
shortchanged.

One should not blame the economists for this problem so much as the
political leaders and their principal advisors for becoming so preoccupied
with economic theories they take into account additional inputs that
should be drawn from sociologists, managers, and others whose views
also need to be factored into the decision making. Having said this, let
us also say that the views of these other disciplines cannot be permitted
to destroy the basic tenets of the economic strategy developed with the
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Countries in this region can show rather dramatic rises in nontraditional exports
by opening up opportunities for export. Costa Rica, the Dominican Republic
and Guatemala each have been able to sustain average annual growth rates of
non-traditional exports of 25% or more since adopting appropriate policies.
This has meant quadrupling every seven years. Because of their greater human
resource base, Central and Eastern Europe may have greater potential in the
medium term to break into world markets than did Latin America, provided their
programs are well designed and managed. There has to be strong quality
control in processing or manufacturing the products to be exported, there has
to be the capacity and know how for market analysis, and an understanding of
foreign import procedures.

In the early stages such exporting requires linkages with foreign companies
knowledgeable about world markets, and a determination by policymakers to
single-mindedly eliminate obstacles to exporting. Proper coordination within the
government to support the export push is absolutely central. Unless each
ministry -- and it is amazing how many ministries have a role in regulating some
aspect relevant to foreign investment and exports -- can be convinced to
facilitate, rather than attempt to control, new entrants, not much will happen.

reading the Benefits of Growth. Although economic growth is essential,
it is also essential that disadvantaged groups have the opportunity to benefit
from that growth, and that the growth not simply enrich a privileged elite.
Interventions such as expanded education and training and support for micro-
enterprises -- important to broadening the base of participation -- are
themselves also a means for speeding growth. The need for access to credit
is obvious. Increased access to land can be another important vehicle for
growth promotion. Inefficient collectively-owned land cooperatives, were
opposed, but voluntary transfers of underdeveloped public land to rural poor,
were supported, as well as establishment of secure individual titles to land
holdings, and marketing and credit cooperatives. These measures required an
effective capacity of project management, often more sophisticated type than
existed.

In Latin America, we found that poorer groups, in particular, benefitted from
economic liberalization, because the wealthy had found ways around existing
government controls which were not available to the poor. Exports also
tended to create relatively more jobs for unskilled workers than for the elites.
In the early stages of reform special emphasis was on increasing the access to
resources and development of skills that enabled poorer people to participate
fully in the economic expansion.

Underlying these broad strategies was the belief that political systems that are
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formidable under the best of circumstances, and the critical necessity for qualified
aides is ever present.

There also has to be the organizational capacity of the leaders to coordinate
effectively the different government organizations involved in economic reform. The
control of the money supply, convertability of currency and maintaining its proper
valuation, decontrol of prices, the handling of debt, reserves, and interest rates, the
reduction in overstaffed ministries and enterprises, establishment of the policies
required for a market economy, the elimination of stultifying procedures used in a
command system and the development of a public environment conducive to the
development of a market economy; these and many other components of economic
restructuring demand a level of interagency coordination and managerial capabilities
beyond that which is usually faced by government.

One must recognize, that although the top leaders should ensure that the
management elements of the reform program are given heavy weight and support,
they are too busy with many other pressing matters to spend time personally guiding
the details of the reform. In most cases, day to day management and coordination
needs to be provided by a small unit in the front office of the chief of state. This
function should be lodged with a permanent unit having a continuing responsibility for
management improvement, but in the case of fundamental reform the institutional
machinery will probably need to be supplemented by to a special temporary group set
up for the purpose of helping the chief of state carry our a particular reform. The
point is there has to be some mechanism with the primary mission of helping leaders
manage the reform.

Drawing upon experienced people to assist the leaders in managing the design
and implementation of reform would seem to be one of the obvious requirements for
success, but so often it is either ignored or circumstances are such that few
experienced people are available and outside help is required.

EXTERNAL TECHNICAL ASSISTANCE

It is useful to look at experiences in other countries before embarking on
reform, a practice the author has always followed in the United States in designing
reforms much less drastic than many underway today in various parts of the world.
When the reform calls for a transition to an entirely new political or economic system,
the need for looking at the experience of other countries becomes imperative. How
to utilize this information, however, is not always easy.

First of all, no one from another country should ever be called upon to design
carte blanche any major reform. It is impossible for a foreign advisor to sufficiently
grasp the political, economic, and cultural background to be given such a task. In
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