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Structural Adjustment Requires -
Tough Political Decisions

Khaled Fouad Sherif

The Egyptian government is keen lo begin a struc-
tural reform program in accordance with the advice of
both the World Bank and the Intermational Monctary
Fund (IMF). This structural reform program, one of the
pre-conditions for receiving future IMF and World Bank
assistance, necessarily implies that the Egyptian econo-
my will be transformed from its current resource alioca-
tion structure to a system where prices play a much
more effective role in the allocation process.

Structural adjustment will not come easily for a coun-
try like Egypt where resource ailocation is still to an
extensive degree dependent on the behavior of the
bureaucratic system.

Structurai adjustment implies that a series of subsi-
dies will have (o be curtailed or abolished altopether 1o
get the price sysiem to correctly allocate resources in
the economy. For example, eleciricity and encrgy prices
under a structural adjustment program will have to
begin to reflect world market prices aflcr a duration
agreed upon with both the World Bank and the IMF.

Adjustments in the prices of key inputs of this sort
imply that prices for vinally everything irom packaged
food 10 transportation wili be af(ecied. Under a struc-
tural adjustment program of this kind, the Egyptian gov-
emment will also obviously have lo address the wage
issue for the entire civil service. For other individuals
working outside government;

We must devote our efforts to helping our citizens per-
ceive the consequence of public choices about economic
change and to hold accountable those who will act
against Lthe change that must Lake place.

Change will require the creation of a new lype of
dynamism in our public industries and our state 1nstitu-
tions that are entrusted with assisting private-sector
prowth and deveiopment. For this dynamism to be cre-
ated we will need a national bargaining arena for allo-
cating the burdens and benefits of mnjor ndjusunenl
strategies.

Such an arena would enable the nation to achieve a
broad-based ct aboul adj For example, -
it would enable government, business, and labor to fash- .
ion explicit agreements to restructure Egyptian industry, *

Protectionist measures and bailouts to preserve the
status quo wouid have to come to an end. Companies’
seeking financial suppon or import protection would
enter restructuring agreements to ensure that these mea-%
sures would be temporary and would serve 1o benefitg
the overall economy. By the same token, labor and man-;
agement facing indusinal decline would be in & position?
to negoliate a package of public adjustment assistance
designed explicitiy 1o retrain their work force. and shlll‘
other resources (o more profitable uses.

The answer {or us 1s no longer national plunmng or,
ceniral planning, if we take these lerms o mean the cen--
tralized drafting of detailed blueprinis for future eco-
nomic mansagement. We have wied this sort of plnnning_‘

adjustments of this sort simply
mean lower incomes.

The Egyptian government has
scen obvious signs (e.g. rising
unemployment) of the country’s
economic failure. This failure has
one simple message: the state
needs to reform itself and the only
way Lo achieve this is through
structural adjustment.

' Government, though, which acts
as the main setter of macroeco-
nomic policy, cannot substitute for
political dialogue and choice,
which are inherenty linked 1o
structural adjustment. There is no
best way to decide how the gains
and losses from structural adjust- | gfmefnas
ment should be allocaled and rear-

ranged. There is an aimost infinite range of solutions.
And the fam:sl among them — the one that will gener-
nte the b to active adj —is
discoverable only lhmugh the messy process of political
debate and choice,

The political choices that accompany structural
adjustment must pervade economic policy., They are
embedded in issues of protection for slale enlerprises,
regulalion of the private sector. privatization, liquidation
and how to combat both inflation and unemployment.

But the ethos of economic management often relc-
gates these political choices lo an insignificant place in
its debates. By describing the economy in mcchanical
lerms, policy makers can promise revival (hrough sieps
like changes in monetary and fiscal policies as if these
changes were distinct and only loosely linked to the
prosperily of the average Egyptian household.

Egyptians, like most people, now reject or resist
painful decisions that they have had no part in making.
Thus, structural adjustment brings 10 the fore(ront a fun-
damental choice. The choice is between developing a
political syslem that stymies economic and social
progress and developing one that promotes it.

A retumn to Lhe ‘open door’ policy lo generate short-
term growth in the economy will, for example, bring
into the open once again the danger that government
policies would cnrich some people while impoverishing
others.

Facing the political dimension implied by the retumn
1o the ‘open door’ would require choices about how the
benefits and costs of such a policy should be allocated.
As another example, privatization of a number of state
firms is now wmamed based on the (act that many pub-

lic d dites at negauve
+ value added nnd losmg mllhons of pounds every year.

~ But privatization is obviously rejected by state -
* employees working in such companies that have much

~ 10 lose (e.g. their jobs) if such & policy were to be car-
ricd out. Workers in declining industries now block
chanpe and they must be compensaled 1n a way which
will allow them to accept structural adjusiment.

For structural adjusiment 1o move forward Egypt
needs a political reviialization as badiy as it needs eco-
nomic reform. But there is no simple route to achicve
this. Much will depend on the abilily of Egypt's
economisis and polil'cians to convince labor umions

before and it has failed. We have had managerial plan-’

ning for decades within our holdi this too "

has failed. Managerial pl g depends.on sability,”

predictability, and control, - %
Egypt's past economic dies are now d

£
obsolcte (e.g. guarantecd jobs for graduates to h:de
unemployment and subsidies to curtail inflation) since
the country is now caught up in the unprednclnble
dynamics of intemauonal competition,

Epypt is failing in the expont game because Iocnl
|m|1|u||nns. csp:cnl\y puhhc -sector firms, cannol |§
| the inter | eaport market., Instead, wetl

need institutions thal are versalile as well as [lexible. !
Emcrpnses need 1o be less concemed with making * l:o(-.
rect’ decisions than with making correctable ones, less ft « ¢
obsesscd wilh avoiding error than with detecting l.nd y
correcting for error, more devoted to encouraging new ¥
enterprises than o slabilizing the cnvn'onmcnl for-old: |5
enlerpriscs. - Fapt
If we are 1o become a truly ndaplnblc society, our;
political choices nced to be flexible and e:pcnmr.nlll
They musl be compatible with developing approaches to -
emerping probl and which means wey
have to find a way for rclung. Egyptians to not only; i
accept structural sdjustment but to demand it, = ‘1‘

Change and adaptability must be build into our public
and private institutions, ngid planming must be avoided.!
Bul yet again, many Egyptians are resisting change;
resoning instead lo siraiegies of preservation. = [l

We now struggie to avoid sacrifices and burdens we;
believe others are successfully evading: for example,
many pay no taxes because they are convinced that oth:
ers are not correctly reporting their real-incomes. And,
we seek (o gan personal benelils at ihe expense of socl
ety at larpe, benefits like those we sospoct others aro )
already obummg' for example, » percon rips his el
tricity meter b he susp his
the same thing: e LR '3

Thus, we juslily 10 oursclves behavior damagmg to
the naunnal econumy 1 8 way very similar to thet of«f;
some civil servanis: ‘lThey pretend to pay us and we
pretend to work.' We have lost our work ethic. < e

For Egypt to accept structurs! adjustment it must
make considerable social and polstical stndes.




