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IN THE M DDLE EAST

Elias H Tuma

It has been fashionable for over two decades to preach
structural economic reformand privatization, on the prem se
that such policies woul d encourage economc stability,
private saving and investnment, and growth. Another prem se
for the sernon is that | oans may be extended by internationa
agencies as the imedi ate reward for conpliance. Structura
reform has cone to nean policy change toward free market
conmpetition in both the donestic and the internationa
market. Privatization is intended to reduce the public
sector and the role of governnent in the economy, and enhance
private ownership and the role of the private sector.

Most of the M ddle East non-large-oil exporting
countries have tended toward OconversionO but they have found
the costs too high. They are still trying, with high hopes
that the rewards will be forthcom ng soon. Unfortunately
nei ther the proposed policies nor the tinm ng nor the pace of
i npl ement ati on have been justified by rigorous studies of the
i ndi vidual countries, or by early rewards. All avail able
argunents for these policies tend to be based on idea
situations, unrealistic theoretical assunptions, prescribed
econonmic policies, expert assertions, and a followthe-I|eader
mentality. The leader in this case is the unchall enged
superpower, the United States, which holds the key to aid,
| oans, and rhetorical backing.

Several questions should be asked regarding the purpose

and function of structural reformand privatization in
countries |ike Egypt, Jordan, Mrocco, Algeria, Tunisia, and
Israel First, whose idea is it to privatize, renove
subsi di es on consuner itenms, or |let the market play havoc
with the econonmy? The proponents of these policies have
presented little evidence to show that such policies would
cure the ailing economies in the respective countries. The
people in these countries have not voted in favor of the
reformor privatization policies, assumng they had the
option to do so. If anything, the people have in npst cases
vot ed agai nst such policies by denonstrating, sometines
violently. Evidently pressure fromthe outside has been a
maj or factor in pronoting these policies. Jordan provides the
| at est exanpl e of inposed reform and the denonstrations
against it.

Second, what are the chances that privatization and
structural reformwould increase investment and enhance
econoni ¢ devel opnent and growh? Wth the exception of
I srael, these countries have poorly functioning markets:
their markets are highly segmented; their facilities are
institutionally and physically underdevel oped; econom c
rationality is overpowered by socio-political and cultura
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i nfluences; and traditional and religious values |oom]l arge
over the econony and society. Furthernore, ideas known to be
i mported fromor QO nposedO by the outside are bound to face
obstacl es during inplenmentation.

Third, do the M ddl e East people want governnent out of
t he econony, and do the governnents actually want to get out?
Al'l indications suggest the contrary, not only in the Mddle
East, but also in devel oped countries. Not only do
governnments in the industrial econom es control |arge parts
of the national incone and expenditure, but they also are
call ed upon by the private sector to play mgjor roles on its
behal f in the econony. Governments give subsidy to private
busi ness; they give it protection in the internationa
mar ket; and they give it tax breaks. The presidents of the
United States and France, as well as the prine mnisters of
Britain and Japan have often acted as sal espersons to pronote
the products of their countries--actually they pronote profit
maki ng by the nmmjor corporations. In this sense, structura
reform seens to nean shifting public support fromthe
consumer to the producer or fromthe worker to the profit
maker, all in the name of reform and privatization.

Fourth, is governnent participation in the economny
al ways or absulutely bad? Effi ciency and inefficiency exist
in both the public and the private sectors. The consuner pays
the cost for inefficiency in both cases, in the form of taxes
in the former and in higher prices, unenploynent, or |ow
wages in the latter. Nor is it true that privatization wl]l
i ncrease national saving and investment. O course it should
i ncrease private saving and investnent. However, by the sane
token it woul d reduce government revenue, a part of which is
savi ng, and governnent expenditure, a part of which is
i nvestnment. Certain governnment expenditures are strategic
i nvestments which may not exist if the private sector were
totally in charge, as history shows clearly. What would
happen to public education, health, and the environnent if
public expenditures were cut off? What shape woul d the
Israeli econony be in were it not for the governnent and
sem - gover nnment agenci es, such as the Jewi sh Agency and the
Hi stadrut?

Fifth, has there been a rigorous assessnent of the rea
cost of structural reformand privatization? To begin wth,
there is bound to be rmuch dislocation, redistribution of
weal t h, and unenploynment. There is mounting evi dence that
unenpl oyment results from such policies in both the devel oped
and the devel opi ng countries, and not only in the short term
There is evidence of increasing inequality of income and
weal th distribution. There is evidence also of accumnul ation
of national debt in devel oping countries, generated by the
prom se of easy |oans upon inplenentation of these policies.
Furthernore, the |ess-than-market val ue proceeds of
privatization have often been dissipated by governnents which
consi der the revenues as windfalls to be utilized as they see
fit, including expenditure on obsol ete weapons which the Arns
Exporting Countries (AEC) are anxious to sell

Al this is not to say that privatization and structural
reform should be rejected off hand. Rather, it would be
appropriate to carefully study the problens facing the
speci fic econony, weigh the options, and deci de whet her
privatization and structural reformare the best cure.

Second, Careful assessment should be nmade of the success
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of the public sector in achieving its objectives, rather than
how it conpares with the private sector, which has different
obj ectives and net hods of achieving them

Third, careful assessnment should be made of alternative
policies to strengthen the econony, such as reduction of
expenditures on arms, especially inports, channeling
expenditure into enploynent creation, technical advancenent,
ad productivity enhancenent.

Fourth, it would be appopriate to pronote conpetition
between the private and public sectors, rather than deci mate
one to nurture the other on the basis of ideology and demands
from the outside

Fifth, it would be appropriate and nmore prom sing of
success to survey the peoples' understandi ng and opi nions
regardi ng such policies before they are adopted, both to gain
confidence and to pronote popul ar participation.

Finally, if structural reformand privatization policies
are to be adopted, it would be appropriate, efficient, and
even necessary to conpensate the |osers, prevent increasing
inequality, and realize full market value for the privatized
properties.
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