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Conference Participants
Agree on Key Issues

On June 8-9, 1998, the IMF held a conference on economic
policy and equity at its headquarters in Washington. Despite
a diversity of views that made for lively discussions, the
participants agreed on a number of key policy issues.

Vito Tanzi

T THE CONFERENCE, which
was organized by the IMF’s Fiscal
Affairs Department, senior poli-
cymakers, academicians, reli-
gious leaders, and labor representatives from
around the world (see box) discussed the
operational issues faced by governments
seeking to formulate and implement equi-
table policies. A number of policy lessons
emerged from the discussions and, despite
the broad range of views presented, there
was substantial agreement—and even con-
sensus—on a number of important issues.

for investment, only if a large share of a
country’s total wealth were held by a small
number of individuals. And, as Professor
Kolodko noted, it may be necessary to toler-
ate increased income inequality temporarily
while a country firmly establishes itself on a
high-growth path. But the consensus among
the conference participants was that more
equity would not dampen long-term growth
but that it could indeed reinforce it. Deputy
U.S. Treasury Secretary Lawrence Summers
noted the strong negative link between a
highly unequal distribution of assets and
subsequent rates of growth.

Solid, sustainable macroeconomic policies
are a necessary condition for effectively
promoting equity over the medium and

The main focus of equitable policies should
be to increase the prospects of the least

long run.

This point was stressed by Eduardo Aninat,
Chile’s Minister of Finance, who pointed out
that fiscal restraint had been a crucial element
in Chile’s reform program, allowing Chile to
repay its debt, reduce interest payments, and,
over the years, provide more resources to
finance equity-oriented social expenditures.
Professor Grzegorz Kolodko, former deputy
prime minister and finance minister of
Poland, noted that robust growth made it eas-
ier to promote equity: sharing the burden in a
stagnant economy is more contentious than
sharing the gains in a growing one.

1 More equity need not hamper growth.

Until recently, greater income inequality was
thought to be a necessary precondition for
faster growth—that is, overall savings would
increase, making more resources available
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fortunate.

As Professor Amartya Sen noted, “the greatest
relevance of ideas of justice lies in the identifi-
cation of patent injustice, on which reasoned
agreement is possible, rather than in the
derivation of some precise formula for deter-
mining how the world should be run.” This
point was reinforced by both Minister Aninat
and Professor Anibal Cavaco Silva, former
prime minister of Portugal, who stressed in
their presentations that policies to reduce
poverty and social exclusion should be given
high priority. None of the speakers identified
high incomes per se as a problem, because
equity requires equality of opportunity, not
necessarily equality of outcomes. Wealth need
not be divisive if it is acquired fairly and used
fairly and wisely. This view can be contrasted
with the one that prevailed in the 1950s and
1960s, when high marginal tax rates—90 per-
cent and higher (for example, in the United



Kingdom)—were considered essential for reducing the
incomes of the wealthiest.

In this context, IMF First Deputy Managing Director
Stanley Fischer cautioned that the goal of complete “equal-
ity” of opportunity was both unrealistic and unattainable.
Rather, governments should focus on the more attainable
goal of providing all members of society with an adequate or
acceptable level of opportunity. In Professor Sen’s terminol-
ogy, this would imply eliminating absolute “deprivations”
and reducing relative ones.

legislation) that appear to promote legitimate social goals
without requiring tax or spending programs have for politi-
cians. He stated that unwise labor regulations should be
avoided because they generate large market distortions, help-
ing “insiders” (union workers) while hurting “outsiders”
(young workers, the less skilled, or the unemployed). He also
stressed that an important role of the economic advisor is to
reduce the temptation of politicians to employ market-dis-
torting regulations.

Social safety nets and well-targeted transfer programs are
Equity should not be viewed solely as an issue of income important means of softening hardships.

distribution.

Equity is a multidimensional concept covering equality of
opportunity and access as well as the distribution of con-
sumption, wealth, and human capital. Because equity is multi-
dimensional, it cannot be measured by a single aggregate
index, nor can it be achieved by a single best policy prescrip-
tion. Each country is unique and must address its own poverty
indicators. The manifestations of inequity and the reactions to
them vary greatly across countries—and these variations
depend not only on a country’s stage of development but also
its political climate, initial distributions of wealth and income,
social norms, and a host of other influences.

In the long run, the best way to help the poor is to
empower them.

To succeed, the poor need to increase their human capital.
This, in turn, requires access to education, basic health care,
and nutrition. Government spending on these services can
enable people to pull themselves out of poverty. However, a
mere increase in government spending on social services is
not sufficient; the quality of the output is also important.
Enrique Iglesias, President of the Inter-American Devel-
opment Bank, made this point forcefully in the context of
education. High dropout rates in Latin America continue to
affect student attainment levels. As a result, large wage differ-
entials between skilled and unskilled workers remain a prob-
lem in this region.

Social safety nets are particularly critical during adjustment
periods. They must be carefully designed so that incentives
to be a productive member of society are not unduly dimin-
ished and to avoid creating an inefficient “welfare bureau-
cracy” with the potential to become self-sustaining. In this
context, Professor Alberto Alesina warned that too much
government involvement (often seen in the countries
belonging to the Organization for Economic Cooperation
and Development)—even in the name of equity—can create
a culture of dependency on the government.

To facilitate improvements in equity and build wider
ownership of and support for reforms, governments will

need to operate more efficiently and to improve the quality

of public services.

Professor Alesina made this point most strongly with respect
to developing countries, which often have inefficient tax sys-
tems and lack both the revenue and the political will needed to
provide a strong infrastructure and an effective social safety
net. Those safety nets that exist are inefficient, and many of the
benefits are captured by the middle classes, primarily urban
groups. Moreover, developing countries tend to have ineffi-
cient bureaucracies and relatively high levels of corruption.

In some developing and transition economies, the growth
of the informal sector has seriously limited the government’s
ability to finance equitable policies. Improving the fairness of
tax systems—and of their enforcement—will attract activity
to the formal sector and provide governments with the

Empowering the poor requires not only providing them
with adequate access to opportunities but also improving
the opportunities open to them.

resources to finance investments in empowerment initiatives
and safety nets. Karin Lissakers, the U.S. Executive Director

In this regard, it is also important to provide the poor with
access to credit, justice, and public services. Several speakers,
including Professor Sen, related the concept of empower-
ment to employment. They observed that the debilitating
effects of unemployment are important manifestations of
inequity, even if transfer programs protect consumption.
Several speakers argued that the promotion of labor mar-
ket flexibility is an important example of the substantial syn-
ergy between equity and growth; flexibility in labor markets
makes it easier to realize returns on investments in human
capital. In this context, Professor Cavaco Silva highlighted
the seductive appeal regulations (such as minimum wage

at the IME mentioned the IMF’s effort during the Asian cri-
sis to move beyond numbers and look at issues of institu-
tional structures and government organization. She observed
that the benefits of macroeconomic adjustment can be fleet-
ing if they are not underpinned by sound institutions and
public management.

With respect to developed countries, Professors Anthony
Atkinson and Anibal Cavaco Silva both noted that political
support for traditional tax and transfer policies is waning
and that policies to promote equity will therefore have to be
funded primarily by restructuring expenditures rather than
by raising taxes or increasing government spending. (This
was, in fact, a major theme of Minister Aninat’s paper.)
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Improved government efficiency is important for another
reason. Designing reforms that improve ordinary citizens’
daily lives could bring about greater ownership of, and sup-
port for, reforms. This would be achieved by, for example,
promoting competition in electricity, transportation, and
other services to improve their quality.

Globalization of the world economy does not explain
higher income inequality within individual countries.

While some have argued that globalization poses a threat to
the well-being of less skilled workers in industrial countries
and that domestic policies are powerless against this threat,
participants were of the view that it is not so much increased
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trade but technological developments and changing social
norms that explain the growing disparities between the
wages of skilled and unskilled workers in developed and
developing countries. As Deputy Secretary Summers noted,
not only have new technologies tended to be skill-reinforcing
but “greater market forces . . . have tended to make everyone
be paid more like salesmen on the basis of what they pro-
duce” In this sense, he echoed Mr. Fischer’s observation that,
although globalization by itself does not explain changes in
income distribution, the interaction of globalization and
technological change may have a larger impact.

Professor Atkinson stressed that globalization has not cur-
tailed the ability of governments to promote equity. He



believes that many societies have changed their

“Social safety

nomic and social goals can impede progress,

views of what constitutes a “fair” distribution of nets are while open discourse can lead to broader agree-

wages, but that globalization has not forced these

ment on both long- and short-term strategies;

changes. In this sense, the constraints on govern- pal‘tlcularly the various ministries should not work at cross

ments are political, rather than economic, as evi-

purposes.

denced by the declining support for tax and Crltlcal durlng In summing up the conference, Mr. Fischer

noted that because IMF advice on macroeco-

transfer programs. .
Deputy Secretary Summers cautioned that ad]uStment nomic and structural issues has implications
equity is not only an important moral issue but p erio dS » for equity, the IMF has no choice but to

that it is also critical to the political viability of
globalization. Support for open economies will

be difficult to muster if too many people doubt that open-
ness works for them.

Communication and collaboration between the finance
and social ministries in formulating and implementing
policies affecting equity need to be improved.

Even the perception of discord among ministries on eco-

PuBLIC-PRIVATE

address equity in its core activities. More trou-

bling for him, however, was how much the IMF
can do and when it should do it. Should the IMF lend to
corrupt governments? Where does national sovereignty end
and the interests of the IMF and its membership begin?
There are no easy answers, he commented. This observation
formed a fitting conclusion to the conference: although
important steps were taken in framing the debate, work is
far from complete. 0]

PARTNERSHIPS

ncreasingly, public-private partnerships (P3) are recognized as an innovative tool to develop competitive infrastructure,
improve public service delivery, reinvent governmental management, and promote efficient market structures for

economic development.

The Institute for Public-Private Partnerships, Inc. (IP3), a

pioneer in this field, assists governments, bi/multilateral

agencies, and private firms to implement public-private partnerships in every economic sector. In addition to providing
results-oriented technical assistance services, IP3 also trains public and private leaders on all aspects of public-private part-
nerships in our Washington, D.C. Capacity Building for Sustainable Development training programs. Upcoming 1P3

training programs include:

Project Finance for Emerging Markets ~ Project Life Cycle for
November 9-20, 1998 Procurement

Demonopolization, Asset (SOE) February 8-26, 1999

P3 Infrastructure  For more information about IP3’s tech-
nical assistance services or

management training, please contact
the Executive Director or visit our

Unbundling, and Post-Privatization Implementing BOO and BOT Projects :
Management in the Energy, Transportation, and Website.
December 7-18, 1998 Environmental Sectors

Structuring Effective Tariff Rates for March 8-26, 1999

Website: http://www.ip3.org

Utilities and Public Services Structuring Legal Agreements for P3
December 7-18, 1998 Infrastructure Projects

May 10-28, 1999

THE INSTITUTE FOR 1111 19th Street, NW
IED3 PuBLIC-PRIVATE Suite 680
PARTNERSHIPS Washington, DC 20036

Tel: 202-466-8930
Fax: 202-466-8934
E-Mail: training@ip3.org
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