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Thisbook isavaluable piece of work and particularly useful for peopleinterested in eco-
nomic development, theory and policy. Itsmain focusisnot on theory or policy assuch, but
rather on what liesbehind them. In other words, asweread in the preface to the paperback
edition, “it is more about how development and development policy are (to be) under-
stood”. All the articlesincluded in this volume engaged in acriticism of Stiglitz's attempt
to establish an alternative paradigm to mainstream economics and in particular of the as-
pectsrelated to devel opment economicsand policy, what isbeing called Post Washington
Consensus. Most of theauthors' critiqueisderived from the angle of what, in theliterature,
isreferred to asradical political economy. Examplesfrom third world countries develop-
mental experiencesarewidely used, supporting the authors' viewsand arguments. Accord-
ing to these, the Post Washington Consensus does not really differ from its ideological
predecessor the Washington Consensus, which was broadly used inthe 80'sand 90's. The
basic argument of thisbook isthat “without amuch broader political economy [approach]
the [new] consensusis unlikely to provide a coherent framework for successful devel op-
ment policies’. Taking thisinto consideration, the af orementioned resemblance between
the two approachesis not surprising. In any case, thisbook offersaframework for amore
fruitful debate on economic devel opment. What follows provides abrief presentation of the
relevant concepts, giving al so the main arguments presented in thisvolume.

The Washington Consensus (W.C.) formed the main approach of development theory
and policy inthe 80'sand early 90's. Theterm actually standsfor a series of conceptsand
measuresthat were supposed to lead Less Developed Countries (L.D.C's) to greater wealth
and prosperity. The suggested measureswere similar to those of the neo-liberal policy frame-
work that influenced the economic policy of Developed Countries (D.C’s.) at the same
period. The global ascendancy of the W.C. was possible due to the rel ative disappoi ntment
with the policies of import substitution and, in general, with the government intervention
that wasdominantinL.D.C’'sinthe50'sand 60’s. Thefinal blow came from the advancing
crisisand final collapse of the Eastern Bloc, which moreover revealed a general dispute
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regarding theimpact of state intervention and economic programming. In addition, the ac-
ceptance of the W.C. was made easier due to its support by international organizations,
such asthe International Monetary Fund (I.M.F.) and the World Bank (W.B.). What also
made it quite compulsory wasthat at the sametime loans by both the |.M.F. and the W.B.
cameto be dependent on adopting policies consistent with the W.C.

However, developmentsin the 90's, especially regarding growth rates and the elimination
of poverty, were less satisfactory than expected. M oreover, the efforts to impose relevant
approaches so asto accomplish the transformation of the East European Countriesledto a
complete disaster. What is even moreinteresting is the fact that the only countriesthat in
thelast thirty years had impressive growth rates (devel oping countries in East and South
East Asia) were the onesthat imposed policiesthat were incompatible with the W.C. The
development of these countrieswas dependent on afew, but very crucial, interventions both
in domestic, and ininternational product and financial markets.

Taking all the above into consideration, it was evident that the pre- eminence of the
W.C. was short lived. This actually happened in the same cycles that had supported the
above policy inthe previous period. |nthe meantime, with Stiglitz'scrucial contribution, it
became evident that, even though the smooth functioning of marketsis superior and the
most effective way of allocating resources and maximizing social welfare, asymmetricin-
formation and high transaction costslimit the efficiency of market function. In other words,
externalitiesin cost and information may lead markets to collapse. Despite the fact that
emphasiswas placed upon the existence of externalitiesand their importance, this cannot
be regarded as a new contribution to theory. Instead what is crucial is the fact that the
decisiverole of ingtitutions was acknowledged as responsiblefor the efficiency of the mar-
ket function. Put differently, the criticism of externalities, without being new, led to an
important acknowledgement of the role of institutions and other general factors that are
outsidethemarketsfor their significancein economic development.

In addition, while in the W.C. the acknowledgment of the importance of externalities
was absent, the Post Washington Consensus (PW.C.) isbased precisely on these external -
ities. It should also be noted at this point, that although the PW.C. does not have this
simplistic, but neverthel ess precise formality, that the W.C. has, it contributesto the recog-
nition of theimportance of institutionsand, in general, of social factorsto development. It
practically recognizesthe social dimension of development, or, in other words, it accepts
another dimension to economic development, that of social change. This difference can
also beidentified asagranting of spacefor government interventions. These are considered
ascrucia, sincethey correct market imperfectionsand thereforeimprove market efficiency.
For example, the PW.C. viewstherole of institutionsin thefinancial sector asvery impor-
tant, since this sector is considered as one of the most prone to market failures.

One additional difference can be found in the acknowledgement of the importance of
non-economic factorsasthe gluethat holds society together. What isimportant inthe PW.C.
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approach is the concept of social capital. Social Capital is defined as any social relation
that does not directly fall within the poor view of the market and the economy. It is consid-
ered, moreover, as an important factor that influences devel opment. The term and use of
social capital isthe way the PW.C. embodies the relationship and contribution of social
interactionsto economic devel opment.

Itisobviousthat the two points above, the importance of institutions on the one hand
and of social capital on the other, constitute a crucial progress in relation to the more
dogmatic and relatively simplistic view of the W.C. After along period of treating develop-
ment asatechnical problem of growth in macro-economic aggregates, social science seems
to have awakened to the realisation that devel opment isaprogress of profound social trans-
formation. In thisway, theimportance of political economy in the explanation and analysis
of the procedure of economic development is promoted.

On the other hand, the PW.C. has much in common with itsideol ogical predecessor: it
isactually not opposed to liberalization and deregulation and isin favour of freetrade and
privatisation. The authors of thisbook, however, claim that the version of political econo-
my deployed by the emerging consensusis lifeless and unconvincing. In particular, they
state that asymmetriesin information and transactional costs are not sufficient to explain
the devel opment process. Furthermore historical experience, the balance of forcesamong
social classes, social structure etc., are not recognised as factorsthat crucially affect eco-
nomic development. Termsthat were previously used by all classical political economists
for theanalysis of the Western European transformation from an agricultural economy into
amodernindustrial society, areto alarge extent ignored whenit comestoL.D.C'’s. In other
words, whileclassical political economistsin their analysis placed emphasisupontherole
of institutions, of social interactions, of forms of government interventionsand in general
of history as afactor, this kind of approach is absent from both the W.C. and the PW.C.
Even though the PW.C. acknowledges the importance of social and economic context to
development, it does not go into thiskind of analysis.

Thisbook comprisesaselection of articlesthat were presented in SOAS seminarsat the
University of London regarding the PW.C. Its nine chapters deal with various aspects of the
PW.C. and justify their criticism to agreat extent on the basis of empirical foundation.

In thefirst chapter, Ben Finefirst of all presents, in short, Stiglitz's approach to eco-
nomics of information. He claims, inarguably, that Stiglitz'swork provided the theoretical
background for the PW.C. What he criticises, is the view that the information theoretic
approach providesrelevant insightsfor various areas of economic theory, besides devel op-
ment economics. Likewise, Fine questions Stiglitz’'sview that the new approach disputes
the old and mainstream neo-classical economicsin general. According to Fine, the only
departure from the mainstreamisin alowing for imperfect information and consequently
resulting in ageneralisation rather than abreak with the orthodoxies of aperfectly compet-
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itive economy. Put simply, Fine believesthat the new approach isactually the old approach
plus new microeconomics, with ageneral ignorance of the critical bibliography against the
W.C. that has been published for sometime.

Being more analytical, interms of theory, Fine focuses his critique on two points. Asa
first and general point, he criticises the approach that perceives economy and society asa
sum of people and in the meantime interprets social behaviour as a combination of the
behaviour of individuals. As a second point, he criticises the reducing of the problem of
devel opment to aproblem of coping with market imperfections. Regarding thefirst point of
critique, he refersto its most modern version, which is based on Becker’'swork. He also
considers Krueger’s approach asthe counterpart to Becker withinthefield of devel opment
economics. Regarding the second point of critique, he argues that according to Stiglitz's
approach theidea of development itself, or the transition from one stage of development to
another, issimply reduced to the aternative arrangementsfor dealing with informational ly
based market imperfections. Regarding the transition from the old to the new consensus,
Fine arguesthat itstheoretical counterpart is parallel to the transition from a Becker type
rent-seeking economicsto the new informati on-theoretic economics.

Finally, he considersthistransition as a positive one, sinceit grants the possibility of
government interventionsin order to accomplish economic devel opment. However, he does
not consider the emergence of thisapproach asaconsequence of itstheoretical superiority,
but rather asthe outcome of the need to justify the new policies and the theoretical founda-
tion for the choi ces of the Washington institutions. Finally, he claimsthat the rise of Japan
asadonor of the W.B. could not be harmonized with the policies of the old consensus. In
this perspective, the Japanese experience combined with theincreased rol e of Japan, con-
tributed significantly to the acceptance of the new consensus.

Therole of the financial system in the development processis the topic examined by
Sedat Aybar and Costas L apavitsasin the second chapter of thisbook. They acknowledge
the contribution of the PW.C. in the emergence of the central role of the financial system
and, in particular, the importance of itsinstitutional structurein economic development.
Ontheone hand, they claim that the fact that the PW.C. views state controlsover financial
prices and flows as more efficacious at promoting development than liberalized market
based systems, is progressin the right direction. On the other hand, they argue that both
approaches —the old and the new consensus - treat financial development as an efficient
cause of growth and devel opment.

Aybar and L apavitsas arguethat lack of recognition of the social, historical and palitical
context within which thefinancial system operates, isamajor weakness of both approach-
es. Analysing the experience of Japan and Turkey supports their opinion, especially the
existence of atwo-way relationship between forming the financial sector and devel opment
of thereal economy. They conclude that acountry-specific political economy approachis
superior to theinformation theoretic approach, which isfavoured by the PW.C.
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In chapter three, Kate Bayliss and Christopher Cramer examine the problems surround-
ing privatisation, in the context of the W.C. and the PW.C. They concludethat whileinthe
W.C. privatisation, referring to the form of ownership, isof vital importance, inthe PW.C.
there is no strong theoretical justification for an a priori privatisation. According to the
PW.C. privatisation isfar lessimportant than market structure. Moreover, Stiglitz claims
that thewide use of privatisation in the 80'sand 90'swas mainly aresult of political inten-
tions, pressures and cal culations and not the outcome of policiesfollowing pure economic
goals. The basic difference between the PW.C. and the W.C. is based on the true need for
ingtitutional changes so asto make privatisation moreefficient. Theauthorscriticise Stiglitz's
view that privatisation can assist in creating an efficient competitive private sector that
leads the economy by reducing mainly the scale and scope of rent seeking. To thisend they
citeempirical factsfrom L.D.C’sthat prove exactly the opposite.

According to the PW.C., the State should match the extent of itsintervention with its
capability. The problem with this statement isthat it implicitly assumesthat the market fills
in the gaps omitted by the State, something that is not often encountered since as experi-
ence has proven weak Statestend to correspond with weak markets. In addition, whilethe
authors acknowledge differences between the PW.C. and the W.C. regarding competition
policies, they statethat these are not only insufficient for the design of regulation policies,
but also rather limited. More specifically, the PW.C acceptsinterventions only regarding
utilities, the environment and the financial sector. Finally, the authors claim that when it
comes to the success of privatisations, both the W.C. and the PW.C. underestimate the
significance of factors such as the historic and social context and the macro-economic
environment, aswell as outcomes such asthe distribution of income.

Chapter four and chapter five, which both refer to theindustrialisation process of South-
east Asian countries, claim also that the PW.C. does not essentially differ fromthe W.C. In
thefirst of these chapters, Sonali Deraniyagala argues, that Stiglitz's critique on W.C. is
insufficient, sinceitisnot going far beyond the need to overcome market failures, especial-
ly those related to asymmetries of information. Despite the fact that Stiglitz points out
correctly that thesefailuresarewidely presentin L.D.C's, according to the author, industri-
alization policy cannot be limited only to the discharge of these failures. On the contrary,
Deraniyagalafavours selective political interventions, instead of interventionslimited to an
institutional level. In thistype of approach, the creation and not the elimination of market
failures, which also find support in the context of strategic trade policy, could indeed be
desirable. The author goeson to claim that state intervention cannot be limited only to the
sphere of exchange as, according to hisopinion, is happening both in the W.C. and in the
PW.C., but should also be extended to the sphere of production. Thus he reachesthe con-
clusion that the approaches do not differ significantly.
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In chapter five Dic Lo, judging the two approaches on the basis of the way they explain
the amazing devel opment of South East Asian countries, regardsthem asidentical regard-
ing their strategic pursuit inintegrating L.D.C’sin the global market. He mentions, howev-
er, that they differ in the mechanismsthat they usein order to achieve this (common) goal.
Moreover, heidentifiesasanew element inthe PW.C., the need to overcome market fail-
ures, which according to Stiglitz can be possible only with the establishment of appropri-
ate, mainly state, financial institutions. In addition, Lo isfocusing hiswork on the crisis of
1997 and based on this, he claimsthat the new approach isamovement, although insuffi-
cient, in theright direction. According to his heterodox approach, the coordination of the
financial system of these countries with the changesin the global environment does not
suffice. What israther mandatory isthe way these changes are handled on aglobal level.

In chapter six, Mushtag H. Khan deals with the new political economy of corruption.
After discussing various definitions of corruption and examining a number of contempo-
rary approachestoit, helooksat theimportance of classand group structurein determining
itstypeand thetime of itsemergence. Sinceit isoften claimed that more (less) stateimplies
more (less) corruption, he arguesthat thisrelationship israther simplistic and often wrong.
Therelationship between state and corruption is not dependent on the extent of stateinter-
vention, but on the history of the state’s formation and itsinstitutions, the classand group
structure aswell asnational idiosyncrasies. For thisreason, herefersto the historic experi-
encesof Southeast Asian countries, which even though similar, also haveimportant differ-
ences.

In chapter seven, Ben Finediscusseswhat is often considered asthe main innovation of
the PW.C.: theemphasisit places upon the importance of social capital. Thistermisused
inthe PW.C. in order to includefactorsthat contribute to economic development and were
of nointerest to the W.C. Concrete or not, thisterm constitutes an important positive con-
tribution to the discussion on economic development. Nevertheless, Ben Fine viewsthis
concept morecritically, ashe claimsthat it isan additional element of the attempt to extend
economic approaches so asto analyse social phenomena. From this aspect, he states that
theterm social capital, aswell as other new termsin economic theory such asinformation
asymmetries, transactional costs etc., are not an attempt to open economic approachesto
wider and more compl ete theories, but rather an attempt to extend economics and econo-
mists over other sciencesand scientistsin return. Moreover, Ben Fine's critique points out
that the term and usage of social capital within the PW.C. undermines other factorssignif-
icant to economic devel opment, such asissues of power and conflict, social classesetc.

In chapter eight, Ben Fine and Pauline Rose examine the way education is perceived
under the PW.C. At first, they draw thereader’s attention to the evol ution of the concept of
human capital and its measurement using output results. They go on to criticise human
capital theory asbeing aspecific application of cost-benefit analysis, therefore having nothing
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to do with education. Approaching human capital in such away hasled to asituation where
emphasis is placed upon extending the production function to allow for human capital,
rather than addressing the specific economic and social relations surrounding schooling.
Furthermore, they notethat, sincetheearly ‘ 80s, dueto incompleteinformation individuals
arenot fully aware of either private or potential social benefits of education and therefore
arenot willing to financeit. All these factorsinteracting with each other led, according to
the authors, to the absurd situation where the educational system was called upon to ex-
plain social and economic phenomenaranging from savings behaviour to fertility rates. In
the end, they conclude that like social capital, human capital theory inthe PW.C. isagain
an attempt to allow orthodox economics to handle complex economic phenomena using
tools of microeconomics, by undermining therole of the other social sciences.

Finally in chapter nine, Jonathan Pincus deal swith the lending operations of the W.B.
inthe PW.C. era. He describes the evol ution of the W.B. from the ‘ 40s until today, stating
basic operational imperativesinitsfunction. Theserefer to operational difficulties, which
prohibit the financing of small and more complex projects. Then, hegoesonto thedifferent
phasesinthe W.B.’sevolution, especially regarding its approach to agricultural develop-
ment. He actually identifies four different phases: the first one was until the end of *50s,
which actually includesthe financing of non-agricultural infrastructure projects. The sec-
ond one was until the early ' 80s, which isa period of substantial flourishing of the W.B.
and itsfinancing of projectsin the agricultural sector, especially inthe context of integrat-
ed rural development. Then follows athird period, that of the W.C. until the early '90s,
whichisaperiod of putting into action ideas of liberalization in the agricultural sector as
well. Finally, hediscernsafourth period from the early " 90s until today, which he callsthe
PW.C. period. He argues that during this period, the W.B. has proclaimed adecentralised
community-based approach to agricultural development. Accordingly, the W.B. should con-
centrate on policy, research and extension, reform and privatisation of agricultural services
and participatory resource management. Pincusfinally argues, that the W.B. has actually
completed afifty-year period regarding the developmental approach that it practices. Like
the early W.B., the W.B during the PW.C. isonce again stressing itsrole as a provider of
public goods. However, physical capital accumulation has been relegated to a supporting
rolein favour of intangibles such as knowledge, governance and social capital. Hismain
guestionisnot related with this approach, but with whether the W.B. is capable of running
such amission, givenitsoperational imperatives, the composition of itsstaff and mainly its
size.

In conclusion, thisis avery interesting book, which is directed towards readers who
guestion the wide use of economics models, often leaving out national idiosyncrasies. In-
stead, it supportsamore integrated approach, borrowing methodsfrom all social sciences,
for the analysis of the development process.
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