The World Bank and the political
construction of structural
adjustment programs in the 1980s

0 Banco Mundial e a construgao politica dos
programas de ajustamento estrutural nos anos 1980’

REsumo

O artigo discute a gestagdo e operacio-
naliza¢do dos programas de ajustamen-
to estrutural do Banco Mundial ao lon-
go da década de 1980, situando o tema
nos marcos das mudangas mais amplas
em curso na economia politica interna-
cional. O trabalho problematiza a rela-
¢do entre o Banco Mundial e o seu Esta-
do-membro mais poderoso, os Estados
Unidos, mostrando as tensdes entre o
Executivo e o Congresso em torno da
defini¢do da politica norte-americana
para a institui¢do. Evidencia-se um con-
junto de pressdes sobre o Banco que
concorreram para delimitar o seu cam-
po de atuagdo. Mostra-se como a pauta
dos programas de ajustamento estrutu-
ral cresceu junto com a gestdo da crise
da divida externa e a quais interesses a
atuagdo do Banco Mundial serviu.
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The societies which have achieved the greatest and most spectacular
economic progress in the faster time have not been the biggest, nor
the richest in terms of resources; nor certainly have they been the
ones controlled most strongly. What these societies have had in com-
mon is the trust in the magic of the market. Millions of individuals
making their own decisions in the market will always allocate
resources in a better manner than any planning process of centrally
planned government.

Ronald Reagan
Speech to the Annual Meeting of the International
Monetary Fund and the World Bank in 1981

RELATIONS BETWEEN THE US GOVERNMENT
AND THE WORLD BANK, 1981-1982

With the coming to power of Thatcher in the United Kingdom in 1979
and Reagan in the United States in 1981, the global political environment suf-
fered a brusque and long-lasting liberal-conservative jump. For this New
Right the reform of capitalism in the 1950s and 1960s had created a type of
socialism, which had to be annihilated. Furthermore, the time was right for
this, since this obstacle had not been supported by economic growth since
1973. At the same time in the international sphere, the Anglo-American axis
stimulated the liberalization of national economies. At the same time the
‘strong dollar diplomacy’ which commenced in 1979, combined with a politi-
cal and military offensive led by Regan against the Soviet Union, consubstan-
tiated a movement towards the reformation of the hegemony of the United
States in the international system.

The relationship between the World Bank® and the United States of
America, its largest shareholder, deteriorated rapidly. The Reagan adminis-
tration began to attack the Bank and other multilateral institutions for politi-
cal and ideological reasons, preaching the reduction of the given to them and
the strengthening of bilateral programs. Bipartisan divisions in the US
Congress about policy towards the Bank reached an extreme and for the first
time since 1944, the government supported the chorus of opponents to all
and any modality of multilateral assistance. Until them all the previous
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governments had supported the Bank as post of its external infrastructural
power system and an important instrument for US hegemony.*

To have an idea of the level of hostility, one of the first measures of the new
Undersecretary of the Treasury was to order a study to discover whether or not
the World Bank had ‘socialist tendencies’” because it made loans to the public
sector. According to this discourse the state and multilateral institutions should
not substitute what the private sector could do more efficiently.”

The nomination of Tom Clausen to run the World Bank in June 1981
improved relations with the White House and Treasury. The arrival of the
former president of Bank of America - one of the largest public creditors in
Latin American countries — represented at that moment a type of direct con-
nection between the US bank and the presidency of the World Bank. The
message to the ‘market’ was clear. Signaling how the game had changed,
shortly afterwards some of the exponents of the previous administration left
and were replaced by names closely associated with the resurrection of neo-
classical economic and the neoliberal platform. This game of musical chairs
was one of the first chapters of the intellectual and political genocide of the
old Development Economics guard within the Bank.®

Immediately, the Clausen administration (1981-1986) abandoned the
banner of poverty reduction advocated by the Bank during the administration
of Robert McNamara (1968-1981). The public declarations and internal docu-
ments practically no longer made reference to this question. The doctrinaire
and operational center of the Bank came to be economic liberalization.”

In August 1981, a report was published which condensed the core of the
new political line. The Berg Report - as it became known® — was the Bank’s
response to the deterioration of economic and social indicators in Sub-
Saharan Africa during the 1970s. Its central message was that the post-colo-
nial state had become excessively large, inefficient and interventionist. The
implicit corollary was that the import substitution strategy had failed.
Without mentioning in whose interests this trajectory had followed, the re-
port indicated as an alternative a significant reduction in the size of the state,
the adoption of ‘cost reduction’ (charges) in previously free public services
and an increase in private control over the economy in general. In particular,
a coherent agenda of reforms was prescribed in trade, exchange rate, and ag-
ricultural policies aimed at stimulating commercial liberalization
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and productive specialization aimed at the exportation of primary goods. An
increase in external economic assistance to the region was recommended as a
form of pushing forward reforms and catalyzing external capital flows, once
the governments prepared the adjustments advocated by the Bank and IMF.

At the beginning of 1982 the US Department of the Treasury published a
report intended to guide US policy toward Multilateral Development Banks
(MDBs). For the Treasury the performance of the Bank and the other MDBs
proved that they were effective instruments in the service of US interests.
Specifically about the Bank the report highlighted that:

The international nature of the World Bank, its corporate structure, the solid-
ity of its administrative team, and its strong voting structure have assured a
strong consistency between its policies and practices and the long term eco-
nomic and political objectives of the United States.’

According to the report, the Bank’s loans to countries of strategic impor-
tance for the United States were one of the means by which US interests were
met, since these loans came to a total far higher than what the US was willing
to bilaterally provide. Furthermore, the Bank’s loans also served long-term
US economic interests related to the unregulated international capitalist sys-
tem. In the words of the Treasury:

By promoting economic and social development in the Third World, acceler-
ating market orientated economic policies, and preserving a reputation of im-
partiality and competence, MDBs encouraged developing countries to partici-
pate more fully in an international system based on liberalized flows of trade
and capital... This signifies the expansion of opportunities for American expor-
tations, investments and finance."

The report translated the neoliberal platform into various policy recom-
mendations, of which three in particular should be mentioned. First, US sup-
port of MDBs should be designed to accelerate the opening of national mar-
kets and the superiority of private capital in financing economic activity in
relation to the public sector. Second, the United States had to work to ensure
that the allocation of loans was dependent on carrying out political reforms in
countries receiving them. Third, the United States had to gradually reduce its
expenditure with MDBs, without relinquishing its veto power in them."
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A few months later, in August 1982, the Mexican government declared a
moratorium and the foreign debt crisis of Latin American countries explod-
ed. It was the culmination of a process of indebtedness practiced exhaustively
for two decades. Between 1973 and 1981 Mexico had got heavily into debt:
World Bank loans had quadrupled and those of private banks had increased
six-fold. In 1982 the country had approximately 550 banks as creditors. US
banks were the most compromised, having lent far more than their net assets
authorized them to do, without any type of Treasury supervision, and with
the full connivance of the twin Bretton Woods institutions, namely, the
World Bank and the IMF."

THE FOREIGN DEBT CRISIS AND THE ACTIONS OF THE WORLD BANK

From 1973 to 1979 a series of events aggravated the instability of the in-
ternational economy. On the one hand, since the end of the 1960s tensions in
the monetary system had made the convertibility of the dollar into gold in-
creasingly difficult for the United States. In response the country unilaterally
broke with the Bretton Woods monetary system in a sequence of measures
implemented by the Nixon administration: in 1971 the link between the dol-
lar and gold was cut; in 1973, the fixed but adjustable parity system was aban-
doned, in favor of floating exchange rates; in 1974 restrictions on the move-
ment of capital in the United States were ended. All this was part of a strategy
of destroying the rules which limited US dominion over international mone-
tary policy, through the transformation of the monetary system based on the
gold standard to one solely based on the dollar. On the other hand, central
countries suffered from a combination of inflation, low levels of growth, and
the increase of unemployment - in particular after the first oil price shock,
caused at the end of 1973 by OPEC - and increasingly responded with defen-
sive policies from the commercial and monetary point of view. In turn, a
small number of peripheral countries (such as Brazil, Mexico, South Korea
and Taiwan) continued to have high growth rates throughout the decade, at
the cost of foreign debt contracted at a galloping rate, resulting from plenty of
cheap credit offered by private international banks charged with recycling oil
income. Meanwhile the large majority of non-oil exporting peripheral coun-
tries either became impoverished or had low growth rates."
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In 1979, along with the second oil crisis came the brusque increase in the
US interest rate, with the intention of countering domestic inflation and pro-
pelling the return of the dollar to supremacy in the international monetary
system. Combined with the liberalization of capital flows, the measure forced
the overvaluation of the dollar and redirected international liquidity to the
United States, submitting the economic policy of all capitalist counties, both
allies and competitors, to a recessive adjustment synchronized with US poli-
cy. In a short space of time floating interest and exchange rates came to be
tied to the dollar and as a result movements of international liquidity came to
be subordinated to US fiscal policy. US government body became the liquid
asset par excellance of the international economy, obliging those with excess
financial assets to acquire them. Strong dollar diplomacy’ was on the march.

The confluence of the second oil shock and the about-turn in US mone-
tary policy with the fall in the prices of raw materials significantly increased
the cost of the foreign debt of the countries which had been financing their
economic growth through external savings. In turn, the World Bank concen-
trated even more its loan portfolio in modalities which allowed elevated dis-
bursements, supported the balance of payments and served to obtain foreign
currency which could allow debts to be extended and to maintain the foreign
debt cycle. In this way the amounts loaned doubled between the fiscal years of
1978 and 1981, concentrating on certain preferential clients, all highly
indebted.™

At that time, the Bank condensed its political and intellectual actions on
a well-defined objective: asserting the ‘structural adjustment’ as the necessary
and legitimate means to adapt indebted countries to the new conditions of
international economic policy. In May 1979, the Bank announced the cre-
ation of a new instrument: the structural adjustment loan, disbursed rapidly
and aimed at policies not projects. Authorization for this type of loan was
based on the borrower country carrying out a stabilization program agreed in
advance with the IMF and a package of macro-economic policy reforms, both
aimed at adapting the domestic economy to the new external environmental
and maintaining the payment of debt servicing.

The first loan of this type was approved in March 1980 for Turkey and
became a ‘prototype’ for subsequent loans (Kapur et al., 1997, v.1, p.548;
Toussaint, 2006, p.103-104). The Bank’s top echelons had close ties with the
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politicians and top ranking officers of the Turkish state, particularly after the
beginning of McNamara’s administration, and saw the January 1980 military
coup as an opportunity to implement a hard-line adjustment program. The
new government put into practice an agenda in harmony with the Bank’s pre-
scriptions, aimed at, amongst other objectives, reducing the fiscal deficit, re-
ducing public investment, and increasing export incentives. Turkey already
had a special place in international geopolitical sphere due to its strategic lo-
cation. Following the Soviet invasion of Afghanistan and the Iranian
Revolution, ensuring the stability of the country within its field of influence
became even more important for the US, through the provision of ostensive
support for the coup and the new regime. The World Bank was part of this
strategy providing a series of loans.'®

In 1981 structural adjustment was the theme of the World Development
Report (WDR), the most important annual publication of the Bank. The re-
port identified various factors responsible for the strangulation of indebted
countries, but stated that there was no problem of generalized indebtedness
and also gave optimistic — and erroneous - forecasts about the flow of private
capital to the periphery in the following years. The institution again encour-
aged the use of foreign savings for indebted countries to adjust to the new
conditions of the global economy, described as ‘permanent.’

The Bank adjustment program consisted in general terms of the same
monetarist agenda applied by the IMF since the 1960s.'® In the sphere of mac-
ro-economic policy, this involved: liberalizing trade, aligning the prices of the
international market, and lowering protective tariffs; devaluating the curren-
cy; stimulating the attraction of external investment and the free circulation
of capital; stimulating productive specialization and expanding exports, espe-
cially agricultural ones. In the sphere of social policies and state administra-
tion, the central target of the adjustment was the reduction of the public defi-
cit, especially through measures such as: a) the cutting of expenditure on
personnel and the administrative machine; b) the drastic reduction, or even
the removal, of consumption subsidies; c) the reduction of the per capita cost
of programs, in order to expand the amount of coverage; d) the reorientation
of social policy to primary education and health, through the focusing of ex-
penditure on that part of the population in conditions of ‘absolute poverty.’
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When the crisis exploded the monetary authorities of the G7, led by the
United States changed overnight from being extremely tolerant with the lais-
sez-faire to the inflexible demand that the norms of banking regulation be
respected. To prevent the political articulation of debtors and a possible series
of moratoriums, as had happened in 1930s, this time the creditors imple-
mented a tough case by case negotiation strategy.

The monetary authorities in the United States and the United Kingdom,
the IMF, and the International Payments Bank (IPB) diagnosed the crisis as a
problem of liquidity and not solvency. The solution to the crisis therefore had
to be based on the restoration of solvency, and the path to this was to keep
debt servicing up to date, not by reducing the debt load or diminishing the
difference between the debt and the servicing. How? Promoting internal ad-
justments aimed at reorienting production to export goods, through the re-
duction and redirecting of public expenditure.'” The IMF was responsible for
granting aid packages in exchange for short-term stabilization programs and
the assumption of private debts by the state. It was expected that within three
to five years the measures implemented would have reactivated growth and
sustained the payment of the servicing of the debt. The World Bank soon
joined this strategy as an auxiliary force for the IMF. The structural adjust-
ment loans then being made were instrumentalized to serve the adaptation of
debtor economic policy to the demands of international creditors. Protection
mechanisms or partial compensation of the most vulnerable social groups
were not cogitated.

World Bank discourse about indebtedness changed completely after the
Mexican moratorium. External causes were deemed to be secondary and re-
sponsibility for the crisis was attributed to erroneous economic policies
(Stern; Ferreira, 1997, p.560). In other words, to internal problems resulting
from economic mismanagement. A radical jump overnight.

As if this was not enough, Latin American countries suffered an external
shock: the interruption of the concession of new loans by foreign private
banks, exactly what the World Bank had stated would not happen. The deci-
sion of the private banks lasted for almost a decade and blocked in practice
the access of debtor countries to the international financial system. Since the
financing of economic activity and, increasingly, of the state itself, became
highly dependent on foreign resources, the interruption of capital condemned
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the countries on the periphery to stagnation, increasing, on the other hand,
their dependence on loans from the Bretton Woods institutions.

The design of the structural adjustment programs did not occur in a
complete form following the explosion of the debt crisis. Actually, the scope
and breadth of the conditions demanded by the World Bank and the IMF
depended on the decisions of the principal actors involved in managing the
crisis. Between 1982 and 1986 the central object of the adjustment programs
was short term macroeconomic stabilization, leaving medium and long term
political reforms in a secondary position. All the programs were based on
containing internal consumption, by squeezing wages, cutting social expendi-
ture, and reducing public investment: all to assure the payment of the debt
servicing. Table 1 shows the financial commitments made for adjustment
purposes between 1980 and 1993 per region in percentages.

Table 1 - World Bank financial commitments
for adjustment purposes per region
Fiscal Years 1980-1993 - Percentages

Loans 1980-82 1983-86 1987-90 1991-93
Adjustment/total of loans 7 18 26 23
Structural/total of adjustment 87 40 45 51
Sector/total of adjustment 13 60 55 49

Percentage of total loans for adjustment per region

Africa 23 26 23 22
East Africa 21 11 12 3
Europe and Central Asia 31 16 9 19
Latin America and the Caribbean 7 35 41 32
North Africa and the North of Africa 0 6 8 10
Southern Asia 18 5 7 13
Highly Indebted Countries (a) 12 57 54 37

Source: KAPUR et al., 1997, p.520.

(a) Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Ivory Coast, Ecuador, Jamaica,
Mexico, Morocco, Nigeria, Peru, the Philippines, Uruguay, Venezuela and Yugoslavia (until
April 1993).
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Operating through the IMF, during the 1982-1986 period the World
Bank provided 37 structural adjustment loans. Furthermore, increasingly
larger loans aimed at basic education, earmarked as being “for the formation
of human capital,’ came to be used as a means of carrying out the adjustment,
with fiscal conditions being built in. From then on the influence of the Bank
on the design of education policies increased significantly in light of the pro-
gressive weakening of Unesco, caused by the departure of the United States
and the United Kingdom in 1984.'

After 1983, following the creation of sectorial adjustment loans, the Bank
gained greater power to exert pressure. The new instrument soon came to be
more used than its predecessor, in part because so many conditions were de-
manded that there was an operational need to separate the adjustment loans
into smaller and more focused operations. It was also a form of bypassing the
increasing criticisms of the violation of the sovereignty of debtor states. Thus,
the strategy chosen was to divide the adjustment sector by sector.

The World Bank and the IMF adopted the ‘shock treatment’ focus.
According to this approach, the earlier, the quicker, and the stronger the ‘aus-
terity shock’ was, the less political difficulties the government implementing
it would have. This focus was coherent with the belief that it was a short-term
adjustment.

After 1982 an important part of the resources received as bilateral devel-
opment aid and as loans obtained from the IDA began to be used to service
the debts of African countries with the IMF and the World Bank. In the mid-
dle of the decade two out of every three dollars provided by the IDA returned
to the Bank as payment for previous credit, while most of the remaining dol-
lars went to the IMF for the same reason. From 1983 onwards, one of the
most perverse faces of the ‘debt trap’ began to operate continuously, in Latin
America in particular: the net negative transfer through which billions of dol-
lars were pumped abroad annually, either as payment to public and private
creditors, or for tax evasion. In 1984 a debate about this emerged in the World
Bank but it was rapidly silenced. After this the Bank omitted from the calcula-
tion of net transfers how much debtors had paid in interest (Sanahuja, 2001,
p.159; Toussaint, 2006, p.197-198).

Questions such as debt forgiveness and the social costs of the adjustment
became taboos within the Bank during the Clausen administration. Under the
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administration of Anne Krueger the economic research area of the Bank was
remodeled, so that the ‘official party line’ would be followed, according to
internal statements collected by Stern and Ferreira (1997, p.598). The content
of publications also became the subject of more rigorous surveillance.

The institutional component built into loans was modified. Generally
speaking, until then the interference of the Bank in this area had concentrated
on the creation of enclaves within the state aimed at the administration and dis-
semination of development projects, or the creation of institutions responsible
for the preparation and implementation of sectorial policies. With the adjust-
ment policy, the institutional provisions came to simultaneously involve public
agencies from various sectors at different levels of the government, with the aim
of redesigning completely the material structure of the state.

Emphasis on macroeconomic policy and institutional reform was also
part of the training activities of public administrators developed by the
Institute of Economic Development, linked to the World Bank. After 1983
the number of courses, workshops, and meetings concerned with these aims
increased significantly.

Not by change the question of public administration was the subject of
the 1983 World Development Report, the first produced after the eruption of
the debt crisis.”” To ensure that the fiscal adjustment was achieved, the report
recommended: a) the creation of a central authority responsible for the coor-
dination and the adaptation of sectorial policies to the macroeconomic agen-
da; b) the creation or improvement of a unified information system about
public expenditure in the three levels of government; c) greater selectivity on
the part of the state in the direct provision of infrastructure and basic services,
increasing the amount subcontracted to private companies; d) decentraliza-
tion in the provision of basic services, including the use of resources coming
from private sources (entrepreneurs, non-governmental organizations, and
the users themselves); e) reform of the productive state sector, aimed at
changing how workers were hired, making managers and workers in general
responsible for low levels of efficiency, and the liquidation of infeasible com-
panies. The eventual sale of public companies see as inefficient was contem-
plated, but en masse privatization was not envisaged.

The financial crisis worsened and the US government, despite maintain-
ing the vision that it was a short-term liquidity problem, accepted that more
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coordinated action was necessary, as well as access to new money on the part
of debtors. In September 1985, the US Treasury Secretary, James Baker, an-
nounced a revision of the debt management strategy. In general terms, the
Baker plan proposed that private banks finance development projects, while
the debts would be converted into shares of companies in debtor countries. It
was intended that this mechanism be linked to structural adjustment loans
from the World Bank, seen by Washington as useful instruments for dealing
with the debt crisis and at the same time advancing economic liberalization.
The plan did not take off, above all due to the veto of commercial companies
over the granting of new loans. However, the initiative strengthened immense-
ly the role of the Bank as the co-administrator of debt alongside the IMF.

Alongside the Baker Plan, the Treasury also defined the priorities which
WDBs should follow to implement the adjustment. In addition to the traditional
package of macroeconomic and financial measures, the remodeling of public ex-
penditure through decentralization and, above all, the privatization of public
companies, especially those which were part of the state productive sector. The
conditions demanded by the World Bank were, thus, extended to new areas.

The Baker Plan came together with Treasury pressure — with the sup-
port of President Reagan and against the recommendations of the Department
of State and the National Security Council - to reduce the US contribution to
IDA, despite the willingness of the other donors to discuss the repositioning
of 12-16 billion dollars, if the United State would pay its share. The US contri-
bution fell from 3.240 billion dollars (6th Replenishment, 1981-1984) to 2.250
billion (7th Replenishment, 1985-1987). For the first time, funds were re-
duced between one Replenishment and another (Gwin, 1997, p.231; Kapur et
al., 1997, v.1, p.341). The actions of the US reduced the total Replenishment,
which amounted to 9 billion dollars, 25% less than the sixth.

THE GOVERNABILITY OF STRUCTURAL ADJUSTMENT

The rapid fiasco of the Baker Plan, as well as the recessive effects of the
stabilization plans put into practice in some countries (Brazil and Argentina,
for example), left it clear that for (public and private) creditors that they were
not facing a mere liquidity crisis. There thus emerged a concern with the po-
litical sustainability of the adjustment. Until then the official discourse had
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been that the simple adjustment was ‘good for the poor,” since it benefited
them directly. This discourse changed in the middle of the 1980s, when the
Bank began to admit the occurrence of certain ‘social costs.’

This new position coincided with Barber Conable’s assumption of the
presidency of the Bank in July 1986, and the replacement of Anne Krueger by
Stanley Fischer as Vice-President for Development Economics and Research.
After this the modus operandi of the adjustment required the creation of pal-
liative social compensation programs to alleviate, in a focused and short-term
manner, the impact on those parts of the populations hardest hit and most
susceptible to supporting the opposition.

Frequently these operations were organized using through emergency
social funds aimed at creating safety nets, in order to reduce social tensions
aimed at the population in conditions of poverty or the parts most vulnerable
to the adjustment. The first operation of this type occurred in Bolivia in
December 1986. According to the Bank’s political calculations, it was neces-
sary to give a governmental reply in order to reduce social protest and to
guarantee the continuity of an energetic adjustment program.

Shortly after the pilot experience in Bolivia, there emerged criticisms
from within the United Nations system of the monetary and fiscal austerity
demanded by the twin Bretton Woods institutions. “Adjustment with a hu-
man face” was the title of a UNICEF report which very quickly made a great
impact.® This was not a critique of the merit of the adjustment, but its man-
ner of implementation and some of the terms of its content. World Bank
economists refuted the report, but from that moment onwards, the leadership
of the Bank stopped stating in public that the adjustment was simply ‘good
for the poor.’

In addition to the pilot experience in Bolivia, other factors caused the
World Bank to gamble on the creation of social funds as the preferential instru-
ment for poverty relief and legitimating the adjustment. The first was the grow-
ing involvement of NGOs in the identification, implementation, and adminis-
tration of Bank projects, a process which had been developing slowly and
irregularly since 1982, when a committee was created to develop cooperation
between the Bank and US environmental NGOs. The second was the greater
publicizing and vulnerability of the Bank’s activities to US and European public
opinion, especially in relation to the environmental impacts of the projects
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financed, but also the social impacts of the adjustment programs. From both
sides, the Bank saw itself obliged to relate to environmental groups and other
interest groups capable of pressurizing it through publicity campaigns and lob-
bies in the US Congress and in some European parliaments.

The need to prevent the repetition of the fiasco of the 7" IDA
Replenishment IDA forced the new president to fight for financing, a struggle
which lasted from 1986 to the beginning of 1988. At play were the funds for
the 8" IDA Replenishment (1988-1990) and the general increase in IBRD’s
capital.?! Since the Bank was already aligned with the positions of the
Treasury, the focus of the efforts to obtain more funds was Congress.

The pressure on the Bank increased during those years, coming from
various directions. Some of the large projects financed by the institution -
such as Polonoroeste in Brazil, the dams of the Sardar Sarovar project on the
Narmada River in India and the Transmigration Program in Indonesia - ran
into new forms of social struggle and greater linkages between the popula-
tions directly impacted, local mediators, and international environmental and
human rights NGOs. Social aspects also gained strength, though with less of
an impact than the environmental struggle. In September 1987, for example,
international NGOs got almost two hundred members of congress to sign a
document which demanded that the Bank make a commitment to minimize
the negative social impacts of structural adjustment programs.** This conflu-
ence of pressures forced the presidency of the Bank to include the environ-
mental question and the reduction of extreme poverty as central themes in its
campaign for funds from the US Congress and the parliaments of important
donor countries.

At that moment the ‘environmental question” made the Bank extremely
vulnerable, since its threatened two points vital to the progress of its opera-
tions: the increase in the general capital of IBRD and the 8" Replenishment of
the IDA.

In effect, since the beginning of the 1980s the lack of observance of any
environmental criteria in the Bank’s operations had been strongly criticized
by environmental NGOs, with the first project to be the subject of this was
Polonoroeste, a colonization project in the Amazon Region associated with
the construction of the BR 364 Highway. Between 1983-1987 the NGO cam-
paign denounced Polonoroeste as the most extreme case of social and
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environmental devastation sponsored by the Bank. There were a profusion of
articles published in prestigious international journals and in important
newspapers in the United States. Also transmitted in the United States and
other countries were television documentaries, with the participation of
Brazilian and US environmentalists. More than twenty hearings were held on
the social and environmental impacts of projects financed by the World Bank
and the other WDBs in six sub-commissions of the US Congress. The NGO
campaign was aimed at pressurizing member states to force the Bank to re-
form its procedures and to establish environmental safeguard policies, in a
context in which the ‘environment’ appeared as a subject of increasing con-
cern in the scientific and political environments.”

In 1985 the NGOs allied with the Republican Senator Robert Kasten, a
critic of foreign aid who then held the highest ranking position in the Senate
in relation to the World Bank. Using the case to oppose US contributions to
IDA, the senator pressurized the president of the Bank and the Secretary of
the Treasury for changes in the institutions, threatening not to authorize the
US donation. In May of the same year, the president of the Bank met for the
first time with environmentalists, in a meeting sponsored by Kasten (Rich,
1995, p.123-125).

After 1986, the US Treasury began to pressurize the Bank for environ-
mental changes. This was because, to carry forward the debt crisis adminis-
tration strategy defined by the Baker Plan and to ensure the payment of debts
with private US banks, the Bank’s structural adjustment loans had to be ex-
panded. At that time, it was evident that IBRD needed a general increase in its
capital to fulfill the mission the Treasury had assigned it. However, this in-
crease depended on the approval of Congress. This situation obliged the
Treasury to endorse the environmental proposals so that the Congress could
not use motives of this type to withhold a general increase in the capital of
IBRD (Wade, 1997, p.667-668, 673).

During 1986-1987, the campaign expanded and intensified, with the in-
volvement of more NGOs and the denser articulation of US, European and
peripheral country NGOs. In 1987, Congress was scheduled to approve an
increase in the contribution of capital to IBRD and the 8th Replenishment of
the IDA. As a tactical response to the threat to cut the Bank’s resources, the
Conable administration implemented a series of administrative measures in
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1987 to highlight changes and began to accept environmental NGOs as legiti-
mate interlocutors.

The government made great efforts to win the support of Congress, com-
mencing with its own supporters. In the presentation of the request for au-
thorization from Congress to duplicate the general capital in 1988, the gov-
ernment emphasized that the Bank, by participating in the administration of
the foreign debt crisis, had increased its disbursements by more than 40%
since 1985 and needed additional capital, and that the Bank was acting as an
important catalyst in the peripheral countries of the economic reforms which
were of strategic interest to the US. Congress gave solid approval, which to a
great extent was due to the Executive’s for the World Bank’s operations
(Gwin, 1997, p.238-239).

THE END OF THE COLD WAR AND THE WASHINGTON CONSENSUS

Gradually the World Bank and the IMF replaced the private banks as
principal creditors, but its actions brought no relief for debtors, whose in-
debtedness increased during the 1980s.

At the beginning of George Bush’s administration in January 1989, the new
Secretary of the Treasury, Nicholas Brady, was charged with proposing a second
revision of the foreign debt strategy. For the first time, the so-called Plano Brady
recognized the need to reduce debt in the highly indebted countries as a condi-
tion to return to economic growth. The scheme proposed that indebted states
buy US Treasury bonds as a guarantee for the issuing of new bonds, which gen-
erously remunerated creditors, who in exchange accepted longer terms and a
small discount in the debts. The World Bank and the IMF followed the determi-
nation of the Treasury and Federal Reserve, authorizing new loans conditioned
on a prior commercial opening. In the 1989 World Development Report the
Bank for the first time defended the financial deregulation of peripheral coun-
tries, insisting on the elimination of all instruments for the control of interest
rates and all programs of credit aimed at industrial activity.

At the end of 1989 some of the principal forces which had been pushing
neoliberal capitalist restructuring held a meeting to evaluate the results
achieved and to decide on the next steps. The participants were part of the
leadership of the network of political, financial, and intellectual power in the
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Washington-Wall Street complex. In addition to the members of Congress,
there were representatives from the Department of the Treasury, the World
Bank, the IMF, the Inter-American Development Bank (IDB), the United
States Agency for International Development (Usaid) and the principal US
think tanks. There were widespread agreements among them about the pack-
ages of economic reforms underway in practically Latin American and
Caribbean countries, as well as the need to accelerate their implementation
within and outside the region. The prescription, published in 1990, became
known as the ‘Washington consensus.’*

Built over the ruins of the Berlin Wall, this prescription rapidly gained
the status of the sole paradigm of triumphant capitalism, serving to tie the
governments of peripheral countries to a political program based on the lib-
eralization of the world economy to the flow of goods, services and capitals
and the reform of the state, and as the provider of a normative framework
which could guarantee the security and the profitability of private enterprise.

However, strictly speaking the novelty in the consensus compiled by
Williamson consisted less of the list of economic measure and more in the
widespread agreement among the US government and the principal actors in
the Washington-Wall Street complex. This was because the Washington
Consensus continued, albeit to a greater extent, the prescriptions made by the
IMEF since the 1960s, whose stabilization programs and stand-by agreements
invariably involved measures of commercial liberalization, currency devalua-
tion, exemptions and subsidies to foreign capital and inflationary control
(through the control of bank credit, high interest rates, the reduction of the
fiscal deficit, increase of the prices charged by public companies, and the abo-
lition of consumption subsidies and price control).” The novelty at the end of
the 1980s was the incorporation of large-scale privatizations, the cost-recovery
policy applicable to social services, judicial strengthening of private property,
and the legalization of the informal sector of the economy. At the same time
the consensus expressed the end of Washington’s tolerance of a world of ‘na-
tional capitalisms’ and the offensive of capital against the set of social and la-
bor rights forged in the post-war period.

More than its formal aspect, the consensus symbolized a more profound
change in the correlation of internal and external forces in societies, in par-
ticular Latin America. The processes of privatization, commercial opening,
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financial deregulation and the deregulation of the economy, modified the
configuration of property, wealth, and power, redefining the economic and
political weight of social actors and leading to new connections between local
bourgeoisie and the most dynamic forces of financial globalization. In the
name of technical rationalization and compliance with macroeconomic can-
ons, this process privileged export sectors — especially those linked to agricul-
tural and mining products - to the detriment of industries, increasing the
level of mercantilization of social life and eroding social and labor rights that
had been bitterly won in previous decades. The structural and sector adjust-
ment programs pushed by the Bretton Woods twins and implemented by
governments in harmony with the new agenda fed this reconfiguration by
functioning as ‘chains of transmission’ ?* of economic liberalization and the
reform of the state throughout almost all the periphery.

In Latin America, more than in any other region, the end of the cold war
and the commencement of the neoliberal avalanche coincided with the pro-
cess of political opening. Rapidly the new political platform was internalized
to the extent that a large part of the principal Latin American political forces,
from practically all ideological and party viewpoints, aligned themselves with
the idea that there was only a single objective to pursue: the construction of a
free market economy open to capital. This objective, in turn, could only be
achieved by following a single path: the destruction of national sovereignty in
questions of political economy and the annihilation of all and any social and
labor ‘costs’ which might be incurred on the profitability of capital. In the
principal countries in the region, new political coalitions committed to a neo-
liberal platform obtained a series of election victories — in 1988, Salinas de
Gortari in Mexico; in 1989, Carlos Menem in Argentina, Alberto Fujimori in
Peru, Carlos Andrés Pérez in Venezuela and Collor de Mello in Brazil; in
1990, César Gaviria in Colombia. In the same period, negotiations with inter-
national creditors reached an end and the gates of the international financial
system opened again, through financial globalization. It did not take long for
the creation of new alliances and access to the great wave of international li-
quidity to allow for the political conditions to create a new type of monetary
stabilization plans, which seemed in the 1990s to be ever more independent of
governments.
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CONCLUSION

The actions of the World Bank during the 1980s centered on the pro-
motion in client countries of the liberalization of national economies
through structural adjustment programs, culminating in the 1989
Washington Consensus. It was thus something very distant from strictly
technical actions, as the official discourse of the institution stated. In fact,
the construction of the World Bank’s structural adjustment programs was
above all political, since it closely following the provisions of the US
Treasury and of the Federal Reserve and served to defend the interests of
private creditors and to constrain the economic policies of indebted coun-
tries. The documentation and the wide-ranging and diversified internation-
al literature cited in this article - including the literature published by the
Brookings Institute and organized by Devesh Kapur et al., for the World
Bank itself — prove this.

Relations with the US, in the form of support, injunctions, and criti-
cisms, were always decisive for the general configuration of the World Bank’s
agenda and institutional practices, as well as the gravitation and the weight of
its policies. On the other hand, US policy to the Bank since Bretton Woods
was the subject of disputes and bargaining between various business, finan-
cial, political and ideological interests in relation to the role of multilateral
cooperation and external assistance for development. In the 1980s the rising
activism of Congress in relation to US foreign policy affected the World Bank,
opening entrance points for various interests to influence US provisions to-
wards the institution. Until then Washington’s policy to the Bank had basi-
cally been defined by power play between the Treasury and the Department
of State outside the sight of public opinion and parliament. The activism of
Congress created opportunities for political groups and US non-governmen-
tal organizations to act within parliament, with the aim of questioning the
Bank’s actions in social and environmental terms. Since then Congress has
become the target of lobbies and publicity campaigns aimed at influencing US
policy towards the Bank. This has transformed the US Congress into the only
parliament whose considerations actually have an impact on the Bank’s agen-
da and actions, which paradoxically has increased the influence of the US on
the organization.
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