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Abstract
The research has dealt with the issue of national policy space particularly in relation to industrial development in the context of global trade regime. It has discussed both international and domestic contexts of national policy space for an LDC like Bangladesh. The research has found that in one hand national policy space regarding industrial development has reduced at global systemic level through WTO regulations. On the other hand, it has also reduced at national level first through structural adjustment under Washington Consensus and then through development strategies like PRSPs under Post Washington Consensus. The research has showed that both national development strategies and global trade governance are manifestations of Post Washington Consensus as continuation of Washington Consensus. Moreover, along the reduced scope of national policy space at both global and national spheres, the intent for effective exercise of national policy space has also reduced at national level. The latter has happened due to narrow interest maximisation of powerful domestic actors through compliance with neoliberal agenda even at the cost effective industrial development.  

Relevance to Development Studies
The research informs development knowledge by identifying the challenges to national policy space emanating from dominance of neoliberal development agenda at global and national spheres simultaneously. It shows how neoliberal development paradigm is compatibly operational at global and national spheres. This finding will deepen our understanding about key questions of development in a globalising world. 
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Chapter 1 
INTRODUCTION
The research has tried to explain the state of national policy space at the intersectionalities of multilateral trade system of WTO and development strategies like PRSP both as manifestations of Post Washington Consensus as continuation of Washington Consensus. In this introductory chapter, a problem statement has been followed by successive sections on research question, research methodology and organisation of the paper.
1.1 Problem Statement
In the context of globalisation, trade is generally considered as the most useful vehicle of development in both academic and policy circles. Therefore, trade liberalisation is popularly viewed as the most appropriate development strategy for all countries irrespective of their stage of growth in the current globalised world economy. Under neoliberal development paradigm, the reigning orthodoxy in development agenda at global and national levels since the 1980s, growth can be most effectively promoted by economic integration through free trade (‘Green 1995: 4’, Thomas 2008: 424). Despite the shift in the contours of neoliberal paradigm from Washington Consensus (WC) to Post Washington Consensus (PWC) where market essentialism is revised to accommodate social and institutional requirements, emphasis on trade liberalisation has further augmented. So, it is no wonder that free trade is one of the founding principles of the Multilateral Trade System (MTS) established under the auspices of World Trade Organisation (WTO). 

First conditioned by structural adjustment reforms under WC and then guided by the WTO system, trade liberalisation has obviously expanded global volume of trade. World export proportional to world output grew by 10 percent between 1990 to 2005 as opposed to 5.5 percent in the preceding two decades since 1970 (WTO 2001, 2006). Developing countries have a large share in this growth. Between 1985 and 1998, the share of manufactured goods increased relative to primary commodities in developing countries’ exports (Oxfam 2002: 152). During 1996-2004, the ratio of low- and middle-income countries in world manufacturing export increased 9 percent (Melchior 2007: 8). 

The debate over contribution of trade liberalisation to development is still far from conclusive and that doesn’t surprise us. Four out of the 9 percent increase mentioned above is due to China (Melchior op. cit.). Newly Industrialised Countries (NICs) of East Asia
 alone accounted 75 percent of the manufactured exports from developing countries in 1985-98 (Oxfam 2002 op. cit.). It is also evident that the structure of these trade expansions mainly constitutes of manufacturing industry 

The development successes of East Asian NICs that can be defined by industrial development have been subjected to contesting interpretations. Neoclassical economic literature, the intellectual backbone of neoliberal paradigm has argued that the development achievements of NICs manifest growth enhancing effects of free market principles. These countries have reaped the benefits of trade liberalisation allowing full functioning of market forces unhindered by government intervention (Wade 1990: 24-29). 

Those espousing political economy approaches like Wade (1993) and Amsden (1994) have strongly contested such claims. According to Wade (1993), the NICs secured maximum development impact from international trade through ‘managing trade’ rather than trade liberalisation. Amsden (1994: 628) has noted that export increase in the NICs owed to much more than liberalised trade regime---exchange rate intervention, export incentives and import substitution policies (tariff or quotas on competing imports)---all of which signify effective application of national policy space by states than wholesale compliance with market liberalisation.
Heterodox evidences in support of effectiveness of national policy space for industrial development have mounted over the years. They have also been largely accepted by orthodox development thinkers and policy practitioners. However, the global governance that has emerged in the meantime under the auspices of WC and PWC has been insisting on a political economic order featuring state subservience to market. So, the global trade governance in the form of MTS under WTO has been forwarding a trade architecture that is reducing national policy space for industrial development. This has been further exacerbated by ongoing neoliberal economic reforms at domestic level. The cumulative effects have been hampering industrial development in developing countries particularly Least Developed Countries (LDCs) like Bangladesh.  
1.2 Research Question
How the complementarity among World Trade Organisation (WTO) based Multilateral Trade System (MTS) at global level and, policy reforms and development strategies like Structural Adjustment Policy (SAP) and Poverty Reduction Strategy Paper (PRSP) respectively at national level, as different manifestations of neoliberal development paradigm of Washington Consensus (WC) and Post Washington Consensus (PWC), have reduced national policy space for industrial development in a Least Developed Country (LDC) like Bangladesh leading to restricted industrial development.

This question will be answered through addressing the following sub-questions:
· How national policy space for industrial development has reduced for an LDC like Bangladesh due to complementarity between its participating policy regimes at global and national levels as different manifestations of neoliberal development paradigm. 

· How the aforementioned reduction of national policy space reinforced by interest maximisation of powerful domestic actors have restricted industrial development of an LDC like Bangladesh. 
1.3 Research Methodology
The research draws upon review and analysis of mainly secondary literature and to a lesser extent primary literature. As MTS under WTO consists of a large set of laws and constitutive regulations their direct consultation was not deemed feasible due to time constraint. Their authoritative analyses by recognised concerned experts have been used instead. They helped to understand how specific aspects of the trade regime have a reducing effect on national policy space for industrial development from global level. Simultaneously, trade, industrial and macroeconomic policies from East Asian Development Model have been discussed by drawing up on authoritative texts of recognised scholars on the subject. This review of East Asian industrial development has strongly pointed that scope of and intent for utilising national policy space facilitates effective industrial development. Then Bangladesh’s level of compliance with WTO regime has been assessed with trade policy review, a primary document from WTO. It has showed high compliance of the country that amount to reduced policy space leading to restrictive consequences for its industrial development. 

At the national level, structural adjustment policy (SAP) reforms and poverty reduction strategy papers (PRSPs) have been reviewed first. In case of the former, authoritative secondary literature has been consulted to get a quicker grasp on the numerous multifaceted reforms. In case of the latter, three subsequent PRSPs have been reviewed with a pinch of discourse analysis. Then secondary literature on the political economy of neoliberal reforms in Bangladesh has been solicited to analyse the associated interest maximisation of powerful domestic actors. Thirdly, similar literature and some primary sources like Bangladesh Economic Survey and Import Policy have been tapped on to get a glimpse of the implications of neoliberal reforms and strategies for industrial development in Bangladesh. Primary data related to GDP, tariff rate, non tariff barriers, interest rate, budget deficit, inflation etc. have been particularly useful.
The first methodological exercise has revealed, particular kind of policy obligations characteristic of neoliberal development paradigm that have flowed through SAP and PRSP processes much lessen scope of national policy space. The following exercise has shed light on how the unfolding of neoliberal development paradigm at national level also lessens intent of national policy space. The final exercise has clarified how reduced scope of national policy space at global and national levels in conjecture with reduced intent for national policy space at national level have restricted industrial development in Bangladesh.

Bangladesh is one of the LDCs with potential industrial sector that is making not so negligible contribution to GDP. It has a GDP of USD 6.76 billion that is led by service sector and the 28% contribution of industry in economy is already well ahead of agriculture (OECD/WTO 2009). The country has also been a consistent client of neoliberal development paradigm from structural adjustment policies (SAPs) to poverty reduction strategy papers (PRSPs). It is also a founding member of WTO. Therefore, the dynamics of national policy reduction related to industrial development accompanying fulfilling of Post Washington Consensus (PWC) criteria is well manifested in its case.
1.4 Organisation of the Paper
The research paper is divided into 5 chapters. This introductory chapter is followed by Analytical Framework that dwells on theoretical, conceptual and analytical issues underlying the research process. Chapter Three has discussed the reduction of national policy space for industrial development at global level. It has reviewed how key regulations constituting MTS have reduced national policy space at global level drawing comparison with East Asian development in the absence of such constraints. The fourth chapter has explored the reduction of national policy space at national level focusing on Bangladesh. Chapter Five has drawn some general conclusions.
Chapter 2  
ANALYTICAL FRAMEWORK
In order to come up with an analytical framework for the current research, the chapter has begun with review of perspectives from development theories about role of state followed by theoretical approach of the research. Then the key concepts used in the research have been discussed. Finally, an analytical framework has been presented.
2.1
Development Theories about Role of State
While the idea of national policy space has largely emanated from policy discourse particularly in relation to WTO based global trade governance, the relevant theoretical roots can be traced in continuous academic debates about the role of state in development particularly in relation to market. Over the last more than half century, while the orthodoxy has shifted between state and market, the debate itself has never died down. This further renewed in recent past when the East Asian development successes became the intellectual battleground between orthodox and heterodox development thinking.

2.1.1
Neoclassical Economics (Orthodox)

Neoclassical economics marks the break in economic thinking from classical political economy through propagating rational choice theory. This transition also known as ‘marginal revolution’ that began in the 1870s is associated initially with Stanley Jevons, Carl Menger and Léon Walras. But it rounded up with Alfred Marshall in early 20th century who cemented it into a consolidated body of thought by building upon the earlier thinkers. The ‘marginalists’ as they are commonly referred to rejected labour theory of value and redefined value in terms of utility. Thus focus of economics switched from production function to exchange function. From political economy, the discipline became microeconomics focusing on choices made by each single entity: individual, household, firm etc (Van Der Pijl 2008: 30-31). 

The rational choice theorising has been axiomatic where all arguments came to be based on certain epistemological foundations that were taken as universal and static. Although the notion of utility originally developed by Jeremy Bentham in early 19th century predated marginalism, the latter further extended it into developing marginal utility theory. Drawing upon Gossen’s law of saturation, it argued that satisfaction from something first begins to grow with each unit of consumption but then starts to decline after a certain point. Marginal utility has become essential element of microeconomic due to its use in determining price demanded and quantity supplied (Ibid: 31-32).

With marginal and utilitarian approach to economic problems and primary concern with individual agent’s choice, an uninterrupted market institution with full freedom for fully informed rational individual choice and exchange of goods and services came to be the primary objective. Any semblance of political or social constraints on market operation was rejected. Therefore, neoclassical economics perceive a very limited well-defined role of state in economic development that usually concentrates on maintaining macroeconomic stability, providing basic physical infrastructure with high fixed costs, supply public goods like defence, education, legal system etc., address price distortion and facilitate income redistribution to the poorest. 

In any area of economic development including industrial development, neoclassical economic perspective advocates for a market mechanism free of constraints and distortions induced by state leading to competitive market operation leading to resource allocation and production that are efficient. Market distortions will produce negative externalities that will not allow optimal resource utilisation. There is obvious bias towards liberalised trade within and among states based on the principle of comparative advantage. It assumes that if a nation specialises in those economic activities where it enjoys relative price advantage than other nations, it will be able to maximise its welfare better. There will be efficient resource allocation through international market forces determining relative prices of internationally tradable goods in domestic economy. Absence of import restriction and presence of relative prices will leave no extra incentives for domestic market in relation to international market. 

Thus outward orientation will replace inward orientation in the economy that will secure higher growth. With a liberal trade regime in place, a country would only export such products that it has comparative advantage in so that efficient allocation of resources is secured leading to higher economic growth. The products that it will not specialise in due to lack of comparative advantage will be imported from other countries that are specialised in them. Balassa (1981), Lal (1983), Lal and Rajapatirana (1987) and Krueger (1980) have worked to show linkage between free trade and higher growth by drawing on comparative advantage theory in different degrees (Wade 1990: 15).
2.1.2
Keynesianism

Heterodox counter-revolution in neoclassical economics ushered in with Keynesianism. The General Theory of Employment, Interest and Money (1936) of John Maynard Keynes recognised market failure and the need for state intervention. The focus of economic analysis shifted from individual rational actor as producer and consumer to collective rational actor as state. Other actors were also considered as aggregate entities. Taking into account the international economic depression of the 1930s, he explained the overall shortfall of output as the intersection of three key variables of aggregate subjective choices or propensities: the propensity to consume (based on real wage), the propensity to save (based on the rate of interest), and propensity to invest (based on profit expectation, ‘the marginal efficiency of capital’). The core of his argument was that without appropriate government intervention, any shortfall in propensities to save and invest by private actors will lead to falling consumption that will trigger production collapse. He proposed injection of government money into the economy to recover investment shortfall (Van Der Pijl 2008: 40-42).  

The original Keynesianism and its various later versions allowed the countries of North America and Western Europe to successfully transform into highly industrialised economies. Thus state led economic growth gained wider acceptance as a useful development model. From 1950s to 1970s, state has been playing a key role in capitalist development in both developed and developing countries. With many conditions of effective market economy unfulfilled, the role of state as catalyst of development became more important in the post colonial developing countries. Therefore, role of state in these countries went beyond providing macroeconomic stability and public goods into stimulating capital formation and productive investment (Wade 1990: 8-9). In order to remove income inequality between industrialised north and agrarian southern countries, greater emphasis was placed on industrialisation in the latter cases. It was observed that with state planning funded partly by international capital transfer through foreign aid, industrialisation can be generated in developing countries (Toye 2003: 22). 

But Keynesian orthodoxy in development began to fell down from the 1970s. In the context of subsequent oil shocks and end of international monetary regime based on fixed exchange rate tied to US Dollar, pressure mounted on states to reduce public expenditure. Moreover, there have been empirical findings indicating negative impact of state intervention in economy. Neoliberal critique of state led economic development that partially built on neoclassical economics argued that state intervention for economic development particularly through import substitution has led to price distortion in the economy. It has created allocative inefficiencies due to huge subsidisation resulting into slow growth with little competitiveness. It was further argued that extensive government intervention tended to generate ‘rent seeking’ leading to economic prioritisation determined by interest maximisation of powerful actors not by rational considerations of allocative efficiency and competitiveness.
2.1.3
Dependency School 
According to Haggard (1990: 16-22), dependency school has generally claimed that international economy is marked by hierarchical system of domination that reproduce inequality among states, communities and peoples. The external dominance, rooted in the way developing economies have been incorporated in the global economy, has determined and restrained their development space. State represents the reigning capitalist social political order where transnational class coalition develops between foreign capitals, local ruling elites and local business classes. Integration of developing countries with global capitalist system in such terms is detrimental to equitable development. There was reemphasis on state led industrial development to get over global capitalist domination. Raul Prebish, a key proponent of dependency school, was pessimistic about integration of developing countries in world economy. Because of their primary commodity based economic structures they were vulnerable to price volatility in the short run and declining terms of trade in the long run. He therefore suggested industrialisation through protection as key development strategy.

2.1.4
New Institutional Economics (NIE)
New Institutional Economics (NIE) has presented an alternative to mainstream economic thinking by highlighting role of institutions in shaping economic behaviour. It consists of two endogenous theories of institutions: transaction cost theory and imperfect information theory. The former has developed from contributions of Coase, Alchian, Demsetz, Williamson and North. Akerlof, Stiglitz and Spence are the main proponents of the latter (Bardhan 1989: 1389).

In contrast with neoclassical economic assumptions, North (1994: 360) has reiterated Coase (1960) to argue that human economic exchange involve transaction costs, in addition to production costs, that are determined by institutions. Institutions are the humanly devised constraints, both formal (i.e. rules, laws and constitutions) and informal (i.e. norms, conventions and codes of conduct) that together with their enforcement characteristics, determine social and economic incentives structures. North (1989: 1319-1320) has argued that transaction costs tend to become obstacles in realising gains from economic exchange and appropriate institutions must be devised to minimise those costs by constraining economic agents. For example, appropriate property rights may facilitate increased gains by economising on transaction costs.

Imperfect information theory has also drawn upon transaction cost theory since information cost forms a part of transaction cost. However, its focus is on asymmetric information and other information problems.  Stiglitz (1989) has showed that costly and imperfect information lead to market failure and this is more severe in LDCs than in more developed economies. He has concluded that market failures can be as big to warrant non-market institutions for addressing them. Since private non-market institutions, more in LDCs and less in more developed economies, are not sufficiently equipped to mitigate market failures of all types, government intervention is the viable alternative for the task.

2.1.5
Theoretical Approach

The above discussion has showed that role of state has been differently conceptualised by different streams of development thinkers. Although there hasn’t been any direct reference to national policy space, it is supposed to be varied in accordance with the role of state recognised in their understanding of development. From one theoretical tradition to another, role of state has increased or decreased in relation to level of significance attached to market. 

Orthodox neoclassical economics hasn’t found relevance of state in economic activity due to its preoccupation with market constituting of individual exchanges. Keynesian heterodoxy in neoclassical economics turned to opposite direction by recognising state intervention as the main leverage against market failure. Dependency school also found role of state as important for development particularly in the context of industrial development in developing countries.  But development through state intervention became subject of attack with neoclassical revival under neoliberalism as expensive and wasteful. Partly reviving the market failure arguments and partly recognising institutional requirements besides market, NIE has recognised a role of state that is conducive to market led development.

The current research hasn’t subscribed specifically to any of the theoretical traditions in explaining national policy space. Although with its preoccupation with industrial development, it draws inspiration from parts of dependency arguments in favour of state role in industrialisation. But it certainly doesn’t conceptualise national policy space for industrial development in the terms of ISI strategy that has been generally discredited. Instead, national policy space is conceived as scope of and intent for market based industrial development with institutional activism on the part of state. This has some similarities with NIE approaches to state. But the research doesn’t either stand for a role of state that is only an institutional prerequisite of market. 

The research is informed by an idea of policy space that is rooted in a role of state that allows proper functioning of market forces but applies policies to maximise benefits from market for development as has been empirically manifested in cases of East Asian industrialisation. Such a role of state will not be conforming to certain policy fundamentals as prescribed by PWC but will choose from among policy options according to its industrial development priorities.

The current research will be therefore informed by Institutional political economy approach propagated by Chang (2003) that raises some fundamental questions about the market, the state and their interactions in shaping the political economy of development. By showing necessary role of state in formation and functioning of market, this theoretical approach argues that not only the free market is improbable but also the market is a political construction. He shows that two of the market prices with widest influence---wages and interest rates---are politically determined to very large extent. Referring to history of market economy in the United Kingdom and the United States, he claims that ‘heavy state involvement’ upto a certain period at least, is the key to high industrial development.
2.2
Conceptual Framework
The following concepts have guided the research to secure understanding about the question it has tried to answer. The discourses constituting the concepts and the dialogues between them have driven analysis in this work. There can be different understanding about these concepts. But the understandings that are discussed in this section are the ones that have been applied in the current research.
2.2.1
National Policy Space

National policy space generally refers to the availability of policy options to states in their matters of concern. It has two spheres: endogenous and exogenous. The former is policy space enjoyed by states at international or global or inter-state contexts. The latter is policy space at the disposal of state at domestic level. The scope of national policy space is determined by extents of constraints that states face in formulation and implementation of policies. The sources of these constraints can also be both domestic and external. The effective national policy space emerges at the confluence of endogenous and exogenous spaces.

Endogenous constraints relating to economic, political and social factors are more common for developing countries than the developed ones. Similar also happens in case of exogenous constraints since international manoeuvrability of countries are also tied to their economic, political and military capabilities as states. While endogenous constraints can shape exogenous policy space, simultaneously exogenous constraints can also limit endogenous policy space.

If we consider national policy space in the context of industrial development, it is noticed that multilateral trade commitments have reduced national policy space at global sphere and domestic development strategies have reduced national policy space at national sphere. However, there has been compatibility between both exogenous and endogenous constraints with both sharing the same source, in this case neoliberal development paradigm under post Washington consensus. Both multilateral trade system under WTO and development strategies like PRSP bind the participating states in common obligations that conform their trade, industrial and macroeconomic policies to neoliberal standards.   

2.2.2
Neoliberalism
‘Neoliberalism (can be generally understood as) a theory of political economic practices that proposes that human well-being can best be advanced by liberating individual entrepreneurial freedoms and skills within an institutional framework characterised by strong private property rights, free markets and free trade. The role of state is to create and preserve an institutional framework appropriate to such practices’ (Harvey, 2005). From late 1970s to the 1990s, neoliberal reforms have swept across the world covering countries of varied economic, political and social contexts. Initial policy manifestations of neoliberal thinking has gained familiarity as ‘Washington Consensus’ while their modifications have been labelled together as ‘Post Washington Consensus’. 

There has been considerable academic debate about motivations of these reforms where both ideational and material arguments have been invoked. The ideational strand of the debate focuses on neoliberal policies as manifestations of certain ideologies, ideas, perceptions and interpretations. The material strand, on the contrary, locates neoliberal policies in articulation of different economic, political and social interests. However in empirical contexts, it is difficult to separate ideational and material from each other. Actual policy shifts usually happens through interaction of the two in varying degrees. 
Turner (2008) has articulated principal ideas that constitute neoliberal ideology: market, rule of law, minimal state intervention and private property. While neoliberals may differ among themselves according to their intellectual, historical and national traditions, they agree on these four basic principles. She has further argued that neoliberalism as an ideology is not a static construction. Rather it is an evolving system of ideas where the aforementioned core concepts are supplemented by adjacent and peripheral concepts. According to Gill (2000), economic liberalism establishes knowledge structures that underlie social, economic and political institutions. This process facilitates founding and sustaining of a market based social order that he has termed as ‘market society’. Thus, individual freedom is guaranteed by utility maximisation of individual through efficient allocation of resources by market.

Harvey (2005) has referred to conclusion reached by Duménil and Lévy (2004) that “neoliberalisation was from the very beginning a project to achieve the restoration of class power”. He has argued that prior to the neoliberal wave of policy shifts, market forces were restrained by social and political mechanism spearheaded by state apparatus under the economic order of ‘embedded liberalism’ informed by Keynesianism. State effectively internalised class relations. The implementation of neoliberal reforms led to resurgence of class polarisation and class ascendancy. Thereafter, the top 1 percent income earners of US could raise their share of national income up to 15 percent at the end of 20th century, a ratio close to their pre Second World War share.

Neoliberalism has came forward with a comprehensive agenda of restructuring the post world war capitalist order according to Gamble (2006). It narrowly focused to maximise return of metropolitan capital particularly financial capital at the cost of full employment, economic growth and planned development in developing countries espoused by Keynesianism. It was rightly perceived that withdrawal of government commitment to full employment coupled with reduced government intervention in the forms of wage and price controls will effectively weaken organised labour as opposed to capital. Simultaneously, reduced welfare provisions will transfer many costs from state to individuals. The aggregate outcome is an all powerful market entity dominating both state and labour.

As dominant ideational framework in one hand and as aggregation of dominant interests on the other, neoliberalism has cast a reductionist influence on national policy space. Through conceptualising a globalised world economy assisted by universalist economic thinking, the relevance of national economy has been placed under question in dominant academic discourse. This has also permeated into policy discourse under WC and PWC respectively leading to ascendancy of similar development solutions founded on common principles for cross section of countries. Guided by dominant capitalist interests represented through powerful state and suprastate actors like US and EU respectively, institutional restructuring to suit market pre-eminence is underway. Their applications to states through structural adjustment and good governance respectively have required them to conform to neoliberal institutional design. Their systemic application through MTS has set forth global trade governance with neoliberal foundations. Thus national policy space has reduced simultaneously at national level and global level. 

2.2.3
PWC as Continuation of WC
The worldwide ‘wind of change’ in the 1990s rocked the boat of international development orthodoxy amid widespread intellectual, political and economic upheavals. The failure of structural adjustment became widely publicised by the middle of the decade. What has been earlier regarded as heterodox claims now also found their way into mainstream development literature. The Asian Financial Crisis further intensified the intellectual debates on development. So much so that call for a Post Washington Consensus (PWC) came out from within the World Bank (Stiglitz 1998). In the meantime, the unattended rising global inequality linked to structural adjustment reforms, the alleged biased responses to the Asian crisis from IMF and US, and the questionable outcomes of the global trade rounds of WTO set the stage for anti globalisation movements. 
The gradual shift from WC to PWC apparently ensued with World Bank’s introduction of Comprehensive Development Framework (CDF) that led to replacement of SAP with PRSP. But the grounds have been in preparation from early on. As evidence against SAPs began to mount, both World Bank and IMF slowly started to modify their stances. For example, the World Bank (1991) stepped beyond market centrism characteristic of WC to call for technocratic measures to improve government effectiveness and provide legal framework for market-based development. This is identified as the first phase in the evolution of the idea of governance that will later form the heart of PWC (Hout and Robison 2009: 2). The indicative shift of attention from “development as market” to “development as governance” has been conditioned by growing realisation among proponents of WC that policy reforms in the background of poor institutional conditions cannot produce lasting effects (Rodrik 2006: 973-87).    
So, in what is termed as the second phase of governance by Hout and Robison (ibid: 2) PWC replaced WC with broadening the scope of neoliberal development paradigm to prioritise the organisation of political and social life mainly through participation and social organisation. But as indicated by Phillips and Higgott (1999: 15-16) this has been a graduation rather than a transition. PWC has continued to pursue market based development albeit through institutional embedding rather than technocratic-economistic decision making like its predecessor. While WC aimed on a set of global economic norms for neoliberal development paradigm, PWC further augmented the process by aiming a set of socio-political norms.    

Ten economic norms have constituted WC: restrictive monetary policy, fiscal discipline, tax reform, public expenditure reform, financial liberalisation, trade liberalisation, Foreign Direct Investment (FDI) promotion, privatisation, deregulation and secured property rights (Williamson, 1990). PWC has added (not replace) with them such socio-political norms like governance, transparency, institution building, civil society, capacity building, safety nets and new international economic architecture. Therefore, it’s obvious that PWC has forwarded similar universalising and homogenising agenda as WC (Phillips and Higgott 1999: 16).  

It is observed that the universalistic economic policy principles set forth under WC have also remained in the heart of PWC. So, their respective consequence for national policy space is bound to be equally reductionist. PWC as a continuation of WC cannot offer any scope to experiment with trade, industrial and macroeconomic policies to catalyse industrial development on the similar scale of East Asian industrialisation. Instead, with a global trade governance regime in MTS and its executing institution in WTO, both founded on economic norms of WC incorporated in PWC, have reduced the scope of national policy space further. The reduction is now mutually functional at global and national levels.  

2.2.4
Global Trade Governance as Public Goods

Public goods is a kind of common necessity that market fails to provide. They are separate from private goods supplied by market due to their non-excludable and non-rival nature. They are non-excludable in their supply as it is difficult to prevent anyone from consuming them and they are non-rival in the benefits they offer since their consumption by one do not diminish the availability for others. These characteristics of public goods as opposed to private goods make their provision through market impossible due to consequent economic problems. Non-rivalry makes defining the optimum level of supply problematic since increase in consumers also increases aggregate well-being at zero or least cost. Non-excludability causes undersupply as agent preferences remain hidden. Based on the extent they are non-excludable and non-rival, whether full or partial, public goods can be pure or impure. There is limited number of pure public goods and their supply requires appropriate collective action.

The public goods’ public (pure or impure) nature aside, it can be further classified in terms of aggregation technologies meaning individual efforts for public goods provision; the geographic coverage of its benefits (cross-border, regional and global); and the generational dimension of its effects (intra- and inter-generational). It is seen that some of them are supranational in their scope that calls for international institutional and regulatory frameworks for managing their supply. Increasing pace of globalisation has exacerbated as well as multiplied demand for such frameworks. But there is a key challenge related to governance in this regards, as some scholars like Kindelberger (1986) has discussed, unlike at national level there is no government at international level. This has been addressed by international cooperation between state, non-state and quasi-state actors. That has provided legitimate foundation for formation and functioning of multilateral consultative and action forums that are coordinating international public goods delivery.

The mainstream economics perspective on public goods as discussed above has argued that globalisation has characterised international public goods with two challenges: political and economic. The political challenge is emanating from displacement of symmetry and coherence among decision makers and decision takers. It is occurring in such contexts where decisions made with limited participation of various stakeholders in international institutions are affecting wider global population and decisions made by national actors are having global impacts. The economic challenge is emanating from effects of cross-border externalities on allocation. There is mismatch in terms of cost or benefit between national activities and the global ones in the absence of global coordination framework. From the economics perspective, Kaul et. Al. (1999) has argued for addressing three large gaps regarding jurisdiction, participation and incentives respectively to make international public goods delivery efficient.

However, Higgott and Erman (2008: 12) has criticised this approach to global collective action problems as mere technical issue of gap addressing from political economy perspective. They have argued that collective action solutions call for political negotiation not just institutional management. Referring to international trade regime, they have illustrated that economic theory and practice of public goods alone is unable to address systemic asymmetries arising out of power differentials among trading nations. What is required in addition, according to them, is normative underwriting of justice, fairness and accountability.

Higgott and Erman (2008: 3-5) has therefore invoked debate between Global Governance I (GG I) and Global Governance II (GG II). The former is an economic theory driven by enhancement of effectiveness and efficiency in the delivery of public goods through collective action problem solving. This entails international institutions dominated by technocratic/managerial elite as instruments of transaction cost reduction, policy coordination and compliance for mitigation of risks involving globalising economy. The latter is a political theory that is concerned with system of representation and accountability that will enhance democratisation and legitimacy. They have argued that functioning of global governance institutions like WTO according to GG I alone leads to complying for efficiency at the cost of democratic accountability.

It has therefore made much sense when Phillips and Higgott (1999: 15-17) have noticed how global governance has been a manifestation of Post Washington Consensus (PWC) as a continuation of Washington Consensus (WC). Like its predecessor, PWC is also aimed at enhancing and consolidating the market based political economic order. But to reach that goal, it has added institutional embedding with economistic-technocratic concerns. New instruments like governance, international economic architecture and institution building have only supplemented not replaced the earlier ones, liberalisation, deregulation and privatisation. Thus, “global governance” is said to be acting as a ‘thread’ or ‘bridge’ between WC and PWC.

Drawing upon this perspective, multilateral trade system (MTS) as a global trade governance regime and development strategies like PRSP under neoliberal development paradigm of ‘good’ governance, both becomes mutually compatible as different manifestations of PWC. Therefore, both of them underlie shaping the role of state primarily according to priorities of dominant market forces. So, the consequent outcome leads to reduction of national policy space in areas like industrial development. Because trade, industrial and macroeconomic policies, the traditional tools for government to facilitate industrial development, have to be conformed to universalist requirements of neoliberal development paradigm with no or negligible scope of national modification. Due to compatibility between MTS and PRSP with PWC as their common foundation, national policy space is reduced at both global and national levels as one reinforces the other.
2.3
Analytical Framework
The reigning neoliberal development agenda has gone through a shift lately by graduating into Post Washington Consensus (PWC) from Washington Consensus (WC). This often remind us of the shift from ‘embedded liberalism’ (looked up as golden age of contemporary capitalism for sufficient reasons) to neoliberalism in global political economic order, not in content but in processes. 

Following a chain of political economic meta events, the Great Depression, the Second World War and the Decolonisation, state was revived and renewed the world over, one that was much empowered against capital and drew considerable legitimacy from labour. State guided capitalist development driven by industrialisation became a norm as far as development strategy is concerned, both in the advanced north and the developing south. This post 1945 order was therefore characterised by industrial policy, fixed exchange rate, partial state ownership of productive assets and resources, state regulation of industry and finance, inflationary macroeconomic policy and regulated flow of trade and capital. 

Neoliberal economic analyses and development thinking brought in a counter revolution. Extensive state engagement with economy was identified as means of rent seeking by special interests constituting government. As of consequence, it was argued, prices of factors became inflated that pushed the economy into inflationary bias leading to continuous deficit. In order to get the prices right, minimisation of state was prescribed as opposed to reinforcement of market through liberalisation, privatisation and deregulation. 

Like the earlier economic order, neoliberal economic reforms also began with advanced industrialised countries particularly at the context of conservatives swaying into power after decades in major economies like US, UK and Germany. Later they expanded into different southern countries mainly as part of multilateral lending under International Monetary Fund (IMF) and World Bank to facilitate structural adjustment. As hinted by Toye (2004: 32), these reforms had borne ‘profound’ political economy implications.  He has observed that “instead of industrial countries changing their economic structure to accommodate additional output of the late developers, developing countries had to change their economic structure to accommodate more imports and private investment from the G7”.

After reigning global development agenda for over a decade, ‘the apparent total intellectual and political victory of neoliberalism’ began to be challenged on numerous grounds. It has been observed by Chang (2004: 5-6), despite claim to ability of generating rapid growth albeit at some social costs, neoliberal economic records have been ‘miserable’. It is all the more worse since the social costs have been multiple, high and intense. Instead of improvement in economic growth, it fell below that of previous decades that neoliberal reforms was supposed to improve upon. 

While this has been similar in case of both developed and developing countries, the latter group has been worse off. For example, between 1960-80 and 1980-99, per capita income growth declined from 3.2% to 2.2% in developed countries. However, between the same periods, the rate of decline has been steeper in Latin America: 3.1% to 0.6%. The regions of Middle East and North Africa (MENA) and Sub Saharan Africa (SSA) had negative growth of -0.2% and -0.7% respectively in 1980-99 as opposed to 2.5% and 2% respectively in 1960-80 (Chang ibid).       

The dismal performance of WC reforms warranted a shift within the neoliberal agenda to ward off the legitimacy crisis it was suffering from and ensure its survival as dominant development paradigm albeit at the cost of non fundamental modifications. It is therefore intriguing to note that World Bank brought poverty reduction into the centre stage of development discourse in the early 1990s soon to be followed by governance from the mid 1990s onwards. 

The timing cannot be more interesting. While poverty has been a central concern of development from early on, it was displaced to marginal consideration in the neoliberal hype for economic growth. In the meantime, poverty scenario dipped to unseen low as consequence of neoliberal reforms. Reviving poverty in development discourse served a number of purposes. Incorporation of poverty reduction into neoliberal development agenda led to its minor modification that left its fundamental proposition of market superiority unquestioned. Simultaneously, its legitimacy crisis on the grounds of social consequences was taken care of.

The transformation within neoliberal agenda further steered towards PWC with introduction of governance debate. The shift from economistic orientation in neoliberal development thinking became more pronounced at this point. In one hand, it occurred under the influence of renewed preoccupation with institutions in economics discipline. The New Institutional Economics argued that economic transaction involves cost and that cannot be secured from market. These gaps were seen to be effectively addressed by non market institutions (Toye 2004: 35). But there was also growing realisation in policy circles about limitation of economic approaches and usefulness of social and political approaches in interpreting development challenges particularly amid backlashes against neoliberal reforms and globalisation. The latter, according to Higgott (1999: 23) leaves no room for ‘monodisciplinary’ analysis.

The fact that the shift from WC to PWC in development discourse is a mere internal transformation within neoliberal agenda is reinforced by Phillips and Higgott (1999: 15-16) in stronger terms. They have showed that basic difference between the two is more to do with means of development than with the ends. PWC certainly conceptualised development in social and political terms rather than in economic terms of WC but the identification of market liberalisation as centrepiece goal remained the common thread bonding them. Instead of replacing WC principles of liberalisation, deregulation and privatisation, PWC ‘humanised’ them by adding civil society, capacity building, governance, transparency, new international economic architecture, institution building and safety nets.  

As neoliberal internal transition from WC to PWC has also been articulated as a response to globalisation, there has been two versions of it in terms of political geographic scope particularly with regard to governance discourse: national and global. They have been separate but interlinked as they happen to be mutually inclusive at operational level within a state system based international order. The governance agenda at national level tend to redefine governmentality by extending its scope to incorporate various non state actors with civil society as a prominent one. Through limiting space for state and constituting political actors, as Hout (2009: 29) has sensibly claimed, “the emphasis on governance (has been) a new stage in the long-term process of depoliticising development”. However, the motive of this depoliticisation has been political.

The global governance agenda has embodied at international level the same depoliticised institution building through emphasising on ‘efficiency’ and ‘effectiveness’ while deemphasising ‘democratic accountability’ for collective provision of global public goods. As its national counterpart, global governance has been a ‘mobilising agent’ for encompassing non state actors (explicitly inducing NGOs, global social movements and policy networks but implicitly also multinational business interests) around state in global institutional infrastructures like WTO. This could be initiated relatively uncontested and initially justified more at ease due to the absence of any identical substitute of state at international level. That partly explains why global governance predates application of governance criteria to the states.

Within the overarching international order that is devoid of any state like entity at global level, the Multilateral Trade System (MTS) under WTO can be argued as the closest manifestation of global governance. Because it stipulates a rules-based regime for international trade that is mandatory for member states and breach of its provisions may result in penalty for them. World Bank, IMF and WTO together constitute the emerging global economic governance architecture. While jurisdiction of WTO is international trade, it has been showing indications of more far reaching consequences. 

Because, in the first place, delimiting the boundary of international trade is a difficult task and that has become more complicated due to globalisation. Moreover, competing political economies of member states are often stretching the gambit of WTO by drawing its attention and demanding its action on additional issues some of which may be remotely related to international trade. The latter has gathered further pace due to insistence of full trade liberalisation and deeper trade integration by powerful member states and multilateral donors under WC and PWC. 

WTO has thus become the playground of political struggle to determine about production and distribution of global wealth. It is not possible to perceive it only as an administrative mechanism for efficient and effective management of global trade as done in neoliberal development paradigm. As global trade governance institution, it is important what understanding of global governance WTO stands for. The heuristic conceptualisation of global governance by Higgott (2009: 49) lends us an analytical tool in this regard. He has discussed about two types of global governance: Global Governance I (GG I) and Global Governance II (GG II). The GG I is built on economic theory of governance and espouses international institutions as instrumental of transaction cost reduction, policy coordination and compliance for providing global public goods like trade. The GG II implies representation, democratisation and accountability at global policy making.

As we can observe, WTO based on principles of WC and then PWC stands for GG I. But that restrains development impact of MTS by curbing national policy space. Because the essential principles of MTS like trade liberalisation and the trade rules from Uruguay Round have been found discriminatory to smaller and weaker economies. These principles and rules of international trade are deemed to reinforce the existing hierarchy of global wealth rather than new wealth creation by developing and least developed countries. It is proved by the fact that many of the development policy options that have been effective for successful industrial development in Western Europe, North America and East Asia has been prohibited by WTO regime as market distortions (Wade 2005, Rodrik 2004 and Chang 2000).

With negative impact on industrial development of trade rules, the development credential of WTO that is already in tatters due to the stalled Doha Round, gets further shaken. While rapid growth has been historically associated with industrialisation, premium on manufacturing has greatly increased following globalisation.  Demand for manufactured exports has been on consistent rise in the world market (Rodrik 2006: 1). Henceforth, a trade regime that hinders further industrial development is unable to be development friendly. Moreover, without being development inducing, WTO will certainly face legitimacy crisis as bulk of its members who are low income countries will not be benefitted by it. 
Higgott (2009) has therefore rightly observed that how the lack of GG II is creating legitimacy crisis for WTO and the MTS governed by it. Elsewhere, he has argued with Erman that citizen participation, justice and democracy will lead to GG II that is democratic legitimation of policy making as opposed to collective action problem solving GG I (Higgott and Erman 2008: 2-3). I would like to complement by stressing that since state continues to be the main legitimate institution representing people, WTO is drifting further away from meeting GG II by stripping policy space of state over industrial development.      

Chapter 3  
REDUCTION OF NATIONAL POLICY SPACE AT GLOBAL LEVEL
The development successes of today’s advanced countries are all tied to industrial development and national policy space has been one of the key determinants, often the most crucial one, in their industrial development processes. However, the Multilateral Trade System (MTS) under WTO that has developed in the shadows of WC and PWC stands for industrial development driven by free market mechanism. The resulting global trade governance has curtailed much of national policy space related to industrial development that has been proved effective in case of East Asian industrialisation.

The chapter will first discuss how the key trade regulation under WTO has restrained national policy space particularly in relation to industrial development that will affect industrialisation efforts of LDCs like Bangladesh. The examples from East Asian development experiences will be used to illustrate the differences WTO regime will make for current potential industrialisers. The last section will shed light on the level of WTO compliance of Bangladesh to have a glimpse of how national policy space of Bangladesh has restrained accordingly.

3.1
WTO Agreements and MTS
With the emergence of MTS under the series of agreements constituting WTO, the world had a truly international governance regime on trade for the first time. A global trade system was not a new creation though since there are several instances of them over the last millenniums under one or the other hegemony. But the MTS has been participated by majority of trading nations and the rest are also on their way towards membership. As Hamwey (2005: 11) has observed, it is also unique as a supranational economic system with broad range of issues covered. Despite being none of free trade area, customs union, common market or economic union, MTS is increasingly found to be assuming characteristics of all those supranational economic systems. Therefore, MTS has the potential to bear widest and most long term consequences upon development.

Some authoritative literature about WTO regime namely Wade (2003), Di Martino and Amsden (2004), Shadlen (2005) and Hamwey (op. cit.) have analysed how the chemistry of trade liberalisation and reduced national policy space underlying MTS is costing development. Their essence has been largely captured in Wade (op. cit.: 622) as he claimed that development space for diversification and upgrading policies in developing countries shrunk behind reigning agenda of liberalisation and privatisation. Thus shrinkage of ‘development space’ has been accompanied by shrinkage of ‘self-determination space’ for developing countries. However, Shadlen (2005) and Di Martino and Amsden (2004) are not as disappointed as Wade (2003) and Hamwey (op. cit.). They have acknowledged that WTO regime on trade, investment and intellectual property are indeed curtailing the national policy space for industrial development available in pre WTO era. But they have argued that the national policy space still available under WTO agreements is not that insufficient.

3.1.1
Intellectual Property
The Agreement on Trade-related Aspects of Intellectual Property Rights (TRIPS) that came through the Uruguay Round (1986-94) has been in force since 1994 and later became one of the agreements forming MTS under WTO. Trademarks, copyrights, industrial designs, data secrets and patents (on drugs, electronic and mechanical devices, etc.) are the jurisdiction of TRIPS. With regard to patents, for example, it obliges WTO members to introduce minimum standards for intellectual property protection and, provides a dispute resolution and enforcement mechanism. Some key minimum standards are: limit state autonomy to deny patents to certain types of products; a 20-year period for all patents (exceptions are also made); and, limit state autonomy to be flexible in the use of technologies and processes patented in their territory like compulsory licensing requirement (Wade op. cit.: 623-624). It is therefore alleged that TRIPS agreement has placed considerable economic and political handicaps on the WTO member states shrinking their development spaces. 

TRIPS is going to reinforce the existing asymmetric market of knowledge where North is the net producer and South is the net consumer. It will make knowledge consumers pay higher in prices and facilitate knowledge producers to gain more in rents. For example, full application of TRIPS will annually bring home to US companies an additional net rent of USD 19 billion. While due to more stringent copyright protection, more prices have to be paid for scientific publications to get fewer. Moreover, bulk of natural science research is being privatised leading to lesser focus in research problems that are required for development but less likely to produce sufficient economic pay-offs (Wade op. cit.: 624).

Political handicaps of TRIPS appear to be more consequential than the economic ones. In the first place, its treatment of regulation and enforcement is marked by a dichotomy: rights of developing countries and obligations of developed countries are unenforceable but obligations of developing countries and rights of developed countries are enforceable. For example, developing countries have extensive obligations about patent enforcement and failure to meet them will warrant facing Dispute Settlement Mechanism (DSM). On the contrary, although technology transfer to developing countries is expected of developed country parties, no recourse is provided on their failure to comply. Developing countries are further kept at bay by high cost associated with DSM legal procedures and threat of reprisal by the developed countries. Secondly, TRIPS standards are considered as mere threshold for more stringent standards on patent and copyright (TRIPS Plus) in bilateral and regional trade and investment negotiations (Wade op. cit.: 624-625).

Di Martino and Amsden (2004: 6-7) has discussed that prior to TRIPS developing countries had the opportunity to be flexible in enforcing patents and copyrights. This facilitated technology transfer, growth of domestic technological capacity and promotion of globally competitive domestic firms. They have been windows of opportunity to reach higher in the technological ladder that is crucial in economic take-off. But post TRIPS ‘potential industrialisers’ of today are poised to lose the very policy options that lay technological foundation of industrialisation for their predecessors.

Shedlen (2005: 761) has however argued that even within TRIPS regime it is still possible to introduce significant variations in national patent regulation that will complement broader development objectives including industrial development promotion. They leeways can be found in the forms of imposing stringent rules on disclosure, granting narrow patents, allowing wide ranging research exceptions and granting compulsory licenses. In the last instrument, a country can allow a domestic entity to produce and distribute patented goods with or without consent of the patentee under a whole range of situations.

It is therefore seen that key WTO regulation in the areas of trade, investment and intellectual property rights have considerably restricted national policy space that was previously available to countries for industrial development. Member countries cannot necessarily use tariff and non tariff barriers to support their infant industries. They loose freedom to provide subsidy to facilitate their weak sectors. It is no more possible to use investment conditions to stimulate local industrial capacity and technological development. These are also affected by insistence on intellectual property rights. It is also seen from the experiences of East Asian industrialisation how national policy space free of those limitations facilitated their rapid industrial development. But the discussion has also showed, although unlike the East Asian countries, there is still considerable scope of applying national policy space to achieve expected industrial development provided the countries have intent to do so.  

3.1.2
Investment
The Agreement on Trade-related Investment Measures (TRIMS) is broader in its coverage and henceforth deeper in shrinking development space. It has aimed at removing all ‘performance requirements’ on foreign firms as ‘trade and investment distortions’. TRIMS bans performance requirements related to local content, trade balancing, export requirements and compulsory local sourcing in public procurement. A country seeking to impose any of those requirements will have to face sanction of DSB. Moreover, US and EU have even sought extension of the scope of TRIMS to incorporate ban on remaining performance requirements like those for joint venture, technology transfer and, research and development (R&D). TRIMS supporters claim that the agreement provides development space in the form of Special and Differential Treatment (SDT) to the LDCs, the most disadvantaged section of the developing countries, through exemption clauses. But this is limited to allowing extended schedule for TRIMS compliance so as to facilitate its smooth implementation (Wade op. cit.: 627-628). 

Di Martino and Amsden (2004: 8-10) has also complemented Wade’s (op. cit.) observation by arguing that TRIMS clearly limits successful strategies of industrialisation. Particularly the policy options banned by TRIMS have been effectively used by industrial latecomers like East Asia (including China lately), Brazil and India. But an example of Ecuador refocuses the persisting utility of those policies. The country found the local content requirement ban by TRIMS endangering its nascent but prospective auto industry and had to seek an escape hatch through preferential trade agreement. Ecuador could circumvent TRIPS compliance by shifting to regional content requirement available under its membership of Andean Community.

According to Chang (2006: 32), industrial policy is the most controversial and the most debated dimension of East Asian Development. It is obvious since many of its characteristic features---infant industry protection, performance requirements on foreign investors, export targeting and incentives and other subsidies affecting trade, relaxed Intellectual Property Rights (IPR) protection to promote copying and reverse engineering and local content rules---are out of question under WTO trade regime. While different East Asian countries have had different priorities in industrialisation objectives and strategies, they at least shared commonness in export orientation, sound macro management and good skill base (Lal 2004: 14). Moreover, they have all manifested maximum utilisation of national policy space for industrial development.
Shadlen (2005: 759) has acknowledged that TRIMS have reduced developing countries’ policy space to increase local value-added, employment and industrial upgrading. But he adds that it is still a rather thin and elementary agreement with some gaps that can work in favour developing countries. Because it offers neither precise definition of trade related investment measure nor clear criteria for its identification. As investment measures that do not violate national treatment or impose quantitative restrictions are legal, he suggests that states can still insist on such useful investment conditions like condition of technology transfer to local firms, joint venture requirement, regulation of human resource recruitment and restricting participation of foreign investors in particular sectors.

3.1.3
Trade
The General Agreement on Tariff and Trade (GATT) deals with general issues of tariff reduction, non tariff barriers, market access and trade and development. It espouses the principles of Most Favoured Nation (MFN) and national treatment. Therefore, each party of the agreement assign MFN status to the other parties and equal treatment to foreign firms as domestic firms. Shedlen (2005: 756-757) has argued that despite general tariff reduction, GATT leaves considerable room for local industrial development.

He has informed that GATT doesn’t mandate tariff elimination or tariff reduction. It indeed requires members to bind their tariffs, fixing a maximum level as ceiling for tariff increase beyond which countries are obliged to compensate injured parties. He has argued that as countries usually bind their tariffs at much higher levels than actually applied, enough policy room is left at their disposal to adjust tariff in support of domestic objectives like industrial development.

GATT under WTO no more allows use of safeguards under Article XVII against import surge of any goods to facilitate domestic industrial development but only for balance-of-payment difficulties under strict conditions. Shadlen (op. cit.) has argued that this restriction is not depriving countries of necessary policy space. Because countries can raise tariffs further towards bound levels and that may serve as safeguards. Besides more tariff can be charged with tariffication (conversion to tariffs) of Non Tariff Barriers (NTBs).

Under the Agreement on Subsidies and Countervailing Measures (ACSM), the WTO trade regime has prohibited export subsidies, either directly to exporters or indirectly to domestic suppliers of inputs. This has been key feature of industrial development for both late and earlier industrialisers. Besides, through ‘actionable subsidy’ provisions, other subsidies can also face prohibition. If a party can prove injury due to other subsidies, they can be prohibited as actionable subsidies. Thus a key component of traditional SDT becomes unavailable (Shadlen op. cit.).

But Shadlen (op. cit.) has also insisted that ACSM regime of WTO still provides ample scope for subsidy-like support to domestic firms. Countries still have freedom about provision of duty drawbacks to domestic firms. It is reimbursement of import duty to firms for imported goods that are later used for export. Domestic firms can also be compensated for higher cost of capital. Most importantly, unlimited subsidies can be provided for R&D promotion and human capital formation. He has referred to Amsden and Hikino (2000: 105) that as part of R&D support to firms, countries can still facilitate building or expansion of industrial competitiveness. But he has acknowledged that due to fiscal constraints, characteristic of neoliberal development paradigm under PWC, many countries will lack appropriate national policy space to utilise these provisions.

The successful trade policy of East Asian industrialisers do not prove the point for comparative advantaged based trade liberalisation rather they signify the case for national policy space that is under increasing attack in WTO trade regime. While East Asian governments have embraced trade liberalisation in their own terms they have ventured further ahead in promoting export. They have provided export subsidies of different denominations (again in violation of comparative advantage) and information of foreign markets through government trade agencies and diplomatic services (Chang 2006: 33).

Wade (1993) who has questioned scope of essentialising East Asian development in terms of free market fundamentals like trade liberalisation and outward orientation. He has showed severe limitations of this approach by analysing development experiences of Taiwan and South Korea with Governed Market (GM) theory. He has argued that these countries secured maximum development impact from international trade through ‘managing trade’ rather than trade liberalisation. Taiwan, for example, maintained various ranges of high protection (both quantitative and qualitative) for decades and together with export oriented industries the import competing industries also received substantial incentives.
Lal’s (2004: 5-7) investigation of the trends of industrial competitiveness in developing world in terms of Manufacturing Value Added (MVA) and Manufactured Exports has also showed that trade liberalisation has relatively little utility for industrial development. In 1980-2000, developing world’s share of global MVA rose by 10% and its annual rate of growth of 5.4% has been twice that of 2.3% of advanced industrialised countries. But the MVA growth has been concentrated in East Asia whose individual regional growth has also been 10%. It came from behind Latin America in 1980 to account for 2.5 times of the latter’s share in 2000. Despite being strongly export oriented, East Asia has not been fully practicing trade liberalisation. On the other hand, Latin America “that liberalised the most, the earliest and the fastest, was the worst performer”.

3.2
WTO Compliance of Bangladesh
The level of satisfactory compliance with WTO based MTS by Bangladesh has been most effectively manifested in the third trade policy review (TPR) of Bangladesh by WTO on 2006. It has also signified the MTS as manifestation of PWC. 

The TPR has praised the country for pursuing prudent macroeconomic policies, structural reforms in some priority areas and trade liberalisation aimed at raising export competitiveness. It has also identified PRSP and deepening of preferential trade arrangements and regional trade integration as notable developments (WTO 2006: ix).

It has observed that Bangladesh has maintained cautious macroeconomic policies ensuring steady demand-driven economic growth with modest inflation. Also the country’s monetary policy has been broadly supportive of growth while ensuring price stability and orderly foreign exchange market conditions. TPR has also positively taken note that declining trend of interest rates has continued, aided by lower interest rates paid on national savings certificates. It has further noted that tax reforms have been undertaken to improve tax collection and has appreciated the overall downward trend in budget deficit (Ibid: ix).  

The TPR has observed that Bangladesh has a costly business environment, progress of privatisation has been mixed and export has continued to be heavily depended on clothing and textile sectors. But it has found the country’s investment regime liberal, export-oriented and generous. It has recognised that Bangladesh grants MFN status to all its trading partners, receives SDT under WTO agreements and trade is at the heart of development and poverty reduction strategies of the country. The TPR has praised that there is high degree of transparency in customs tariff of the country and average MFN tariff has further fallen about 7% between 1999-00 to 2005-06 (Ibid: x-xi).
This section has demonstrated that Bangladesh has complied with WTO based MTS satisfactorily with all the requirements and obligations that has come with the membership. As we’ve seen in our earlier discussion, full compliance with WTO will make Bangladesh unable to pursue many policy options for industrial development that were at the disposal of East Asian industrialisers. However, our earlier discussion has also shown that there is still some policy scope left for industrial development within existing framework of WTO subject to intent of individual countries to capitalise them. But the aforementioned TPR of Bangladesh do not offer any information to that regard.  

3.3
Conclusion
This chapter has shown that WTO regulation particularly in the areas of trade, investment and intellectual property have reduced national policy space for industrial development to a considerable extent. It is interesting to note that the policy options they writing off from international trade regime are usually the ones that have been proved very effective for industrialisation with its latest manifestation being East Asia. Bangladesh, an LDC who has reached nascent industrialisation so far, has fully complied with WTO regime. Therefore, the country will not be able to use many of the policy options that East Asian industrialisers have effectively used for industrial development. But the country may still find some recourse in the options still available under WTO provided it has necessary capacity and policy intention. 
Chapter 4
REDUCTION OF NATIONAL POLICY SPACE AT NATIONAL LEVEL
As we have seen in our earlier discussion, developing countries particularly LDCs like Bangladesh have increasingly lesser room for industrial development within MTS under WTO. But while political economy literature discusses reduced national policy space under WTO, some of them also argue naively about its intensity (Di Martino and Amsden 2004, Shadlen 2005 and Chang 2006). They indeed acknowledge that national policy autonomy at the levels of East Asian early (and to some extent also the late) industrialisers are certainly not available under WTO trade regime. But they have argued, sensibly to a large extent, still there are “leeways” under WTO rules that provides considerable policy autonomy to the member countries for industrial development. Shadlen (2005: 754) has even argued that developing countries draw more policy constraints under development agenda propagated by Bretton Woods Institutions (BWIs) and powerful donors like US and EU than under WTO regime. 
The chapter has begun with an introduction to the larger political economy context of Bangladesh to put the whole discussion into perspective. It is followed by reflections on reduction of national policy space related to industrial development in terms of scope under neoliberal reforms and development strategies through WC and PWC. The following section has again discussed reduction of national policy space under neoliberal reforms and development strategies but in terms of intent. Then the industrial development consequences of the neoliberal reforms will be discussed. The last section has showed how industrial development has restricted due to reduced scope of and intent for national policy space.

4.1 The Political Economy Context
Bangladesh is a highly populated small LDC in South Asia. Nearly 160 million people live in little over 147,000 square kilometres and about 70% are very young in age. The population density is about 1000 per sq. km that is one of the highest in the world and the population growth rate is little short of 1.43%. The per capita income now stands at US $ 210 and about half of the population lives in poverty (living on US $ 1.25 or less per day) (BOI 2007). In this circumstance, rapid and widespread industrialisation is the most viable development strategy for the country. There’s hardly any other development option that may generate enough growth, large revenue and sufficient employment.

In the Financial Year (FY) 2005-06 the total Gross Domestic Product (GDP) of Bangladesh has been US $ 67,694 million and the GDP growth rate has been 6.4%. The highest 53% contribution to GDP has been from services followed by 28% from industry and the remaining 19% from agriculture. It shows that the country has transformed from an agrarian economy to a service oriented one with a sizeable industry (OECD/WTO 2009). However, it is still not more than a mixed blessing as far as industrial development is concerned. For example, between 2006-07 and 2005-06 financial years, while share of services in GDP has grown from 49% to 53%, the respective share of industry has declined from 29% to 20%.
Moreover, the share of industry can be lesser if we take manufacturing into consideration separately. Because under the existing national accounting practice, GDP contribution of non manufacturing industries like construction, utilities and mining are also counted as part of industry. Taking the FY 1995-96 as a base, it is seen that there has been just little over 1% growth in share of manufacturing in GDP between FYs 2001-02 and 2005-06 (BOI 2007). Such trivial industrial growth is quite unsatisfactory with regard to the unused potential of the country particularly in terms of huge labour force and a large domestic market. It is highlighted from a set of interesting observations in a diverse group of literature. 

In 2005 renowned global investment banking and securities firm Goldman Sachs included Bangladesh in what it termed as N-11 or Next 11 group of countries. According to the research, these countries have high potential to find themselves among world’s largest economies after the BRIC countries (Wilson and Stupnytska 2007). According to The Least Developed Countries Report 2006, Bangladesh is one of only 7 LDCs who have experienced sustained growth and between the periods of 1990-93 to 2000-03, half of the total increase of MVA in the LDC group is attributed to the manufacturing growth in Bangladesh (UNCTAD 2006).

These findings attain further credibility with human development gains of the country. Adult literacy rate (15 years and above) has reached 65% in 2006 and primary school enrolment has been 95% in 2003. Infant mortality rate (per 1000 live births) has sharply reduced to 51 in 2006 from 92 in 1991 and life expectancy at birth has risen more than 10 years to 68.2 from 56.10 between the same time periods. Although population growth rate of nearly 2% is still quite high yet it has dropped from above 2% in 1991. Access to safe drinking water has reached nearly 100% in 2003 (GOB 2006). Specially in the area of women’s rights, particularly health, education and empowerment, achievements of the country is not only significant among the LDCs but also among its South Asian neighbours.

Despite several ups and downs Bangladesh has continued to be a multiparty electoral democracy since 1991. Its democratic institutions are still by and large fragile with political intolerance, political instability and corruption as major characteristics of the polity. Despite the loopholes, sustained democracy for about two decades is indeed a significant achievement compared to most LDCs as well as many developing countries in general and the Muslim majority countries in particularly.        

4.2 Reduction of National Policy Space under WC and PWC
It has been mentioned earlier that Bangladesh has been a consistent client of neoliberal development paradigm. One of its many vivid manifestations can be found in the way Bangladesh Investment Handbook 2007 published by a government agency has introduced the country’s governance and policy framework to potential foreign investors. Both the language and the content depict PWC with flags. It has stated, “Ensuring good governance and promoting socio-economic development are important areas of concern and the government has initiated various supportive policy reforms to achieve these objectives”. Its list of ‘supportive policy reforms’ includes the following: Poverty Reduction Strategy (PRS), market-driven fiscal reforms, liberal monetary policy, total literacy movement, comprehensive health services, friendly foreign policy, export diversification, rapid privatization of SOEs, increased private sector participation and conducive investment regime. Now let us take a look at the neoliberal reforms and development strategies in Bangladesh and the associated reduction in scope of national policy scope.
4.2.1 Structural Adjustment Policy (SAP) Reforms
Bangladesh has been one of the first 35 countries to introduce SAP reforms, the flagship of WC. It began with taking part in a 3-year medium term adjustment programme under Structural Adjustment Facility (SAF) of IMF and through receiving various types of adjustment credits from World Bank in the FY 1986-87. The newly established SAF has been providing “extremely concessional but highly conditional loans” for economy wide adjustments in low-income countries. When SAF has been followed up by Enhanced SAF (ESAF) in 1989, Bangladesh was soon to be among the first 29 participating countries from 1990 (Bhattacharya and Titumir 2001: 13). 

The World Bank lending has been delivered through its ‘soft loan window’ the International Development Agency (IDA) under Structural Adjustment Loans (SALs) and Sectoral Adjustment Loans (SECALs) instruments. Like the counterpart instruments of IMF, they have also been marked by ‘tight conditionalities’ under which release of each loan tranche was subject to receiving government’s compliance with ‘triggers’ (Ibid: 15). It refers to a selected few preconditions from each section of conditionalities accompanying each loan tranche that has to be essentially met to receive it.

According to Bhattacharya and Titumir (Ibid: 13), SAF stipulated the economic policies (broadly defined) of Bangladesh to be guided by a Policy Framework Paper (PFP) that is prepared by staffs of IMF and World Bank with ‘negligible’ input from government agencies. It covered price incentive modification, investment regulation simplification, taxation reforms, financial management reforms in public enterprises, greater market orientation of monetary policy instruments, loan recovery intensification in public banks, exchange rate liberalisation and trade liberalisation. This agenda shows more emphasis on broader macroeconomic policy adjustments than on specific policy concerns related to industrial development. But the reform agenda under ESAF went deeper into sectoral obligations that had more direct policy relevance to industrial development (Ibid: 14).

The whole set of neoliberal reforms through structural adjustment conformed the whole economic policy spectrum of Bangladesh including trade, industrial and macroeconomic policies to neoliberal development principles. Trade policies have been designed to foster trade liberalisation not trade management as in case of East Asian industrialisers. Trade policy reforms mainly constituted of elimination of quantitative restrictions (QRs), rationalisation of tariff structure, simplification of import procedures, exchange rate liberalisation and export promotion measures. 

For example, between FYs 1990-91 and 1996-97, the number of QRs reduced from 239 to 124. Again, among the remaining ones, only one-forth has been imposed on trade grounds while the rest has been imposed on non-trade grounds like health, religion and security (MoC 1997). Similarly, maximum tariff rate has been reduced from 350% in FY 1990-91 to 37.5% in FY 1999-2000. It has been accompanied by various rationalisations of tariff structure like revision of the number of tariff slabs and end-user-based tariff concessions (MoF 2002).
Macroeconomic policies have been reformed to facilitate demand management. According to IMF prescribed models, monetary contraction has been applied through limiting money and credit expansion in order to address inflation and deficit. Public expenditure has been reduced through austerity measures. The structural reforms have apparently led to gradual decline of inflation in Bangladesh. While the inflation rate has been 11.88% in FY 1981-85, it reduced to 8.76% in FY 1986-90 and then went further down to 5.55% in FY 1991-95 (MoF 2000). But a contending explanation (Bhattacharya and Titumir op. cit.: 28) has argued that instead of monetary contraction, reduced inflation stemmed from infavourable terms of trade for agricultural sector due to declining profitability of crops as manifested by high weightage of agriculture in inflation basket. Moreover, low inflation is also indicative of short term recession in the economy, it has further argued. On the other hand, austerity measures haven’t been able to reduce revenue spending (expenses of running government), the main area of wasteful public spending but pushed down development spending.

Revenue collection has been reformed with increasing use of indirect taxation like supplementary tax, import tax and value-added tax (VAT) and decreasing use of direct taxation like income tax and customs tax. So, the focus of revenue collection shifted from trade tax to domestic output/consumption based tax. 

We therefore see that SAP reforms have certainly stimulated the pace of marketisation in the country. It has reduced the role of state to use any economic policy instrument for maximising any national development objective like industrial development. The anti-inflationary bias of demand management has been able to fulfil macroeconomic requirements of WC and enhanced macroeconomic stability. But that hasn’t necessarily led to production expansion and economic growth. There hasn’t been any substantial change in the economic structure and manufacturing has continued to play a marginal role. Unproductive sectors have showed a higher growth than productive sectors. Between FYs 1986-87 and 1996-97, terms of trade have generally declined with even posting negative trends in some years.          

4.2.2 Poverty Reduction Strategy Papers (PRSPs)
The failure of structural adjustment became widely publicised by the middle of the decade. What has been earlier regarded as heterodox claims now also found their way into mainstream development literature. A gradual shift from WC to PWC ensued with World Bank’s introduction of Comprehensive Development Framework (CDF) that led to replacement of structural adjustment with PRS. Apart from macroeconomic fundamentals, greater emphasis was laid on role of institutions particularly that of state for smooth functioning of market. But there was also simultaneous emphasis on people’s participation in development policy through civil society. As it happened before with structural adjustment reforms, PRSP became the main development policy agenda of Bangladesh as part of the global process.  

The PRSP process of Bangladesh took off with an interim PRSP or I-PRSP. It was finalised in March 2003 at the culmination of a 3-year long process engaging both government and cross section of non state actors including civil society. Then it was reviewed in Bangladesh Development Forum (BDF), an institutional mechanism for interaction between the government and the donors. It was followed by joint assessment of World Bank and IMF. The I-PRSP was then submitted to the Board of Directors of the BWIs in June 2003. Afterwards, Bangladesh has submitted two more PRSPs on January 2005 and December 2008 respectively. The themes of PWC have reverberated throughout the three successive PRSPs of Bangladesh and they are well manifested in the industrial development relevant provisions. 

The I-PRSP of 2003 has stressed on accelerating pro-poor growth for successful poverty reduction. What has been identified as sources of that growth include FDI through ensuring good governance and installing measures of transaction cost reduction, increased efficiency through technological progress particularly in Information and Communication Technologies (ICTs) and biotechnology, expanded growth of industry (particularly SMEs) and service sectors, and, expansion and diversification of export sector. The macro policy priorities for securing these sources have been stable macroeconomic balances, strong institutions and improved governance, private sector-led and outward oriented growth, partnership between government and private sector (including NGOs) and, gender sensitive macro and policy frameworks and national budget (ERD 2003: 29).

The PRSP of 2005 appears to be an extension of the I-PRSP since there has been little new addition to pro-poor growth strategies in general and industrial development strategies in particular. Its strategic blocks take off by pledging supportive macroeconomic strategies as the road to rapid growth. Stable macroeconomic balances, improved regulatory environment, higher private investment and increased inflow of FDIs, effective trade and competition policies, and, poor and gender sensitive budgetary process are the focus in supportive macroeconomic strategies. It has been asserted that the key aspects of macroeconomic stability like low and stable inflation, low budget deficit and a sustainable external balance will be maintained mainly through prudent fiscal and monetary policy, a supportive external sector policy and an active capital market (Planning Commission 2005: 59-65). 
Import growth has been acknowledged for meeting the need for intermediate and capital goods required in production, maintaining adequate flows of essential commodities to keep their prices affordable for the poor and encouraging efficient production of import substitutes. So it has been pledged that the trade regime will be further liberalised with reduction in quantitative restrictions, reduction in the highest tariff rate, and reduction of the average protective tariff rate to 20 percent (Planning Commission op. cit. 2005: 67).
It has claimed that trade liberalisation programmes undertaken by successive governments have been successful in export growth through simplification of import procedures, reduction of quantitative restrictions, rationalisation and diminution of import tariffs, and maintenance of a competitive exchange rate. Export success has also been attributed to trade policy marked by generous export promotion measures like lower rates of interest on bank loans, duty free import of machinery and intermediate inputs, cash incentives, duty drawbacks, and exemption from value-added and other taxes. It has reaffirmed that export diversification in five sectors will be facilitated with attractive incentives: software and ICT products, agro-products and agro-processed goods, light engineering products, leather goods and high-value ready-made garments (Planning Commission op. cit. 2005: 78-81).

The PRSP II or the second PRSP of 2008 has begun rather interestingly. It has become explicit in what has been implied through all the PRSPs of the country, ‘policy continuity’. But the way it has conceived the scope of policy continuity is most striking. Its claim about policy continuity between the PRSPs is of no surprise. But it has further claimed that PRSP process is a transformed continuation of the earlier Five Year Plan process. This is amusing because the five year plans have been tools of planned economy or mixed economy and they signify exercise of state authorities over economic activities. Such a portfolio hardly goes with PRSP that is a ‘roadmap’ of market driven development strategy.       
After the footsteps of its predecessors, this PRSP has also emphasised on macroeconomic stability defined in terms of high economic growth, low and stable inflation, low budget deficit, sustainable external balance and increased productive employment. In similar fashion, orthodox instruments like prudent fiscal and monetary policies and a supportive external sector policy have been promised. The fiscal policies will limit budget deficit while the monetary policies will both reduce inflation and support higher growth. It has stipulated expansion of tax base and greater efficiency in tax collection (Planning Commission 2008: 37).

Claiming that Bangladesh has a very liberal FDI regime that is marked by no restrictions on foreign equity participation or on repatriation of profits and income, the PRSP II has lamented that FDI flow into the country has been a small figure of US $ 540 million in 2000-07. That amount gets much smaller when profit repatriation, dividend and remittance are excluded. For example, remittance outflow is 92% of capital inflow and even after adding reinvestment that is 50%. So, the real FDI in 2000-07 gets down to US $ 220 million (Planning Commission 2008: 37). But without discussing about maximising returns from FDI, the SP has reemphasised its increase. It has located the causes for moderate FDI inflow in the poor image of the country with regard to a set of governance factors and has stressed on improvements in these areas (Ibid: 38).

The PRSP II has reaffirmed that to address supply side constraints, government efforts will focus on reduction of the trade transaction cost and delivery time through effective trade facilitation measures, one-stop export facilities, graduation to higher valued and skill-intensive products, increased quality of the products, and initiatives for accreditation and testing facilities (Ibid: 39). Taking into consideration policy continuity between the PRSPs, the priorities for export diversification in the earlier PRSP of 2005 doesn’t indicate any inclination to higher valued and skill-intensive products. Rather the interests for trade facilitation, accreditation and testing sound primary directed to WTO compliance. 

The PRSP II has asserted that the government will continue to enhance its own capacity and encourage private sector to enhance theirs to address the demand side constraints that include preferential market access, limited market access, complex rules of origin and restrictive trade policies and non-tariff barriers in the buying countries, social campaigns and pressure groups regarding human rights and the environment in the buying countries as a pretext against imports from Bangladesh, discriminatory market access granted to the competitors by the buying countries, e.g. under AGOA, and lack of adequate market information (Ibid: 39). But there is no outline what kind of capacity enhancement will enable government and private actors to successfully address the demand side constraints. Again, while most of them are inter-governmental issues, what scope the private sector will get to play any effective role. Moreover, this agenda again appears to be primarily linked to WTO compliance.

The PRSP II has reaffirmed like its earlier versions that efforts to reduce anti-export bias will continue with further rationalisation of tariff and removal of non-tariff barriers to trade in one hand and making export promotion incentives more effective, results focused and transparent. Capacity building for skilful negotiation has been stressed to gain effectively from multilateral, regional and bilateral trade agreements. Needs have been expressed for seeking duty-free (DF) and quota-free (QF) access from developed and advanced developing countries, relaxation of the rules of origin (ROO) by EU and aid for trade to enable meeting sanitary and phyto-sanitary standards (SPS) and building export infrastructure (Ibid: 39-40). 

So, there seems to be interest to play by the rules of WTO and other trade regimes without questioning scope provided by them and seeking ‘leeways’ within those regimes. Besides there is no interest in making further trade gains by attaining new comparative advantages. The issues like Duty Free and Quota Free (DF-QF) access and Rules of Origin (ROO) are tied to low value added and low competitiveness sectors like Ready Made Garments (RMG) and leather. Industrial and trade strategies based on those sectors will make insufficient contribution to industrial development due to their marginal capability of enriching MVA.

The above discussion of PRSPs openly bears their conformity to neoliberal development principles of PWC as continuation of WC. From one PRSP to another and within each of them, there is continuous emphasis on macroeconomic fundamentals, trade liberalisation and FDI as key development strategies. But as indicated earlier and will be further discussed later, these development strategies have not been proved sufficient for dynamic industrial development. What has been found from heterodox analyses of East Asian industrialisation that has also been accepted by orthodox thinkers largely, tells a different story. They have shown that a conscious role of state realised through appropriate utilisation of national policy space is essential for rapid and diverse industrial development. Unlike the preceding SAP reforms, PRSPs have indeed recognised the role of state in development. But that role is the one of merely facilitating market based development according to neoliberal principles not the one of exercising national policy space.
4.3 Industrial Development and Powerful Domestic Actors
Neoliberal reforms have been introduced and have continued in Bangladesh with stated aim of setting appropriate conditions for market oriented development. It has been asserted that as the reform packages, one after another, have been removing market distortions and creating institutional apparatus, proper functioning of market forces will catalyse economic growth. However, economic growth propelled by meeting macroeconomic fundamentals haven’t necessarily led to sufficient industrial development marked by industry led economic structure, substantially high MVA, product diversification, technological progress, high industrial employment and mass consumption. Large part of this puzzle can be solved if we take into account the domestic actors and interests of neoliberal reforms in Bangladesh.

In case of East Asian early industrialisers and also the late ones, there has been a capitalist elite whose interests lay in industrial development. On the other hand, the ruling elite, although largely mediated by communist threat, have been upright in forming and nurturing a national development project based on effective industrialisation. The nexus of capitalists and ruling elites in favour of industrial development have also found global political economy conditions in their favour with US support to their efforts as a bulwark against communism. That is why the end of cold war and the collapse of Soviet Union coincided with increasing intellectual and political attack against East Asian development model from World Bank, IMF and US government.

Bangladesh had a nascent capitalist class when it became independent from Pakistan in 1971. Majority elements among the existing capitalists were of Non-Bengali origin who migrated to Pakistan (beforehand West Pakistan) before or after Bangladesh was born. The much smaller Bengali capital received a blow right after independence with introduction of dirigiste economy (Kochanek 1993: 29). The neoliberal economic reforms and their precursors that stimulated revival of market economy in Bangladesh also led to capitalist revival in the country. But changing political and social conditions reinforced by neoliberal reform objectives didn’t allow a capitalist expansion conducive to industrial development. What has emerged instead is ‘savage capitalism’ whose priority lies on rapid capital accumulation for financing individual consumption. This hasn’t yet been proved as ‘creative destruction’ for dynamic industrialisation.

Robison (2009: 16) has argued that neoliberal reforms stipulate “a fundamental reordering of power through the spread of market principles and values across the institutions of political and social life and the adoption of market solutions for most economic and social problems”. The consequent rise of new market forces and market societies is marked by a conflict over power between and among various political and social groups. Therefore, in the process of neoliberal reforms new political and social oligarchies emerge whose ascendency is consolidated in authoritarian or discretionary governance systems, he has argued further. One of the consequences of this process, as manifested in the experiences of Bangladesh is handicapped industrial development due to reduced or misplaced national policy space.         

Initially developed into an aid dependent country with agrarian economy, Bangladesh graduated into a trade oriented country with an economic structure dominated by services and smaller industrial sector. The structural shift has been conditioned by neoliberal economic reforms under WC and PWC respectively and under WTO based trade regime lately. The consequent shifts in trade, industrial and macroeconomic policies, the three areas directly related to industrial development, led to structural conditions not conducive to dynamic industrialisation in the likes of East Asia. Rather services as well as non manufacturing and low end manufacturing industries became more frequent.

When the sweeping neoliberal reforms accompanying structural adjustment arrived, Bangladesh has been under authoritarian rule of former Army chief turned civilian President Ershad. The apparent motivation for government to accept structural adjustment packages has been large sum of external public debt of the country that stood 37% of GDP in 1985 (Khan 1999: 31). But a political economy perspective would inform that the government had other motivations as well that had been more compulsive. The unelected regime running the country has been facing legitimacy crisis and has been in need for establishing and expanding its powerbase (Quadir 2000: 199). 

The neoliberal reforms placed the authoritarian ruling elite in the good book of BWIs and subsequently United States. One associated reward has been both external and internal legitimacy. The external legitimacy facilitated internal legitimacy and the latter reinforced the former in the long run. Another reward has been availability of resources for building and nurturing powerbase. The availability of resources has been due to both onrush of foreign aid as well as policy innovation allowing redistribution of wealth and privileges. 

Nuruzzaman (2004: 41) has mentioned that the country’s dependence on foreign aid had reached historic proportion during the Ershad rule when 60% of investment, 85% of development budget and 68% of commodity import have been financed out of foreign aid. It has been the source of industrial and business loans distributed by Nationalised Commercial Banks (NCBs) and development finance institutions (DFIs). Bulks of these loans were distributed among business people with political connections and large portions of them eventually got defaulted. This could happen due to indiscriminate lending policies of government and weak financial regulation. The donors also supported such wholesale lending since it was deemed expanding private sector as opposed to public sector. 

Such generous finances couldn’t however stimulate industrialisation. When they were not looted, they ended up in non manufacturing activities like trade, services, real estate and smuggling. For example, under trade liberalisation policies, import trade became a more lucrative area of investment than industry. Unlike manufacturing, it involved lesser risk but promised quicker return, something that the politically connected business people were interested in (Ibid 2004: 42). Exchange rate devaluation allowed the importers to have a bigger profit margin while they used under-invoicing to evade customs duties and taxes in collusion with corrupt public employees (Quadir 2000: 204). Many domestically manufactured goods like spares, metal products, yarn, fabric and chemicals now began to be imported from neighbouring countries by big trading enterprises and sold in cheaper prices that endangered the domestic producers (Khan 1999: 34). 

Privatisation has been another neoliberal reform that could be used to distribute wealth and privileges among politically aligned business people. The main stated rationale of privatisation has been saving national resources by arresting loss of SOEs. However, Ershad regime didn’t limit itself in privatising loss making SOEs alone but also privatised the profit making ones. Within just a year, 60 jute and textile industries of public sector were privatised. By 1985, 78% of the profit making SOEs have been privatised (Quadir 2000: 203). Privatisation mainly served narrow self-interests of the ruling elite-business elite nexus not industrial development. This has been substantiated by a 1991 study on privatised industries conducted by Board of Investment (BoI), the national investment agency. It discovered that out of 449 SOEs privatised so far, only 175 are in operation. Of the remaining ones, 133 are closed down and 141 are non-existent (Nuruzzaman 2004: 37).

It is seen therefore that neoliberal reforms have maximised interests of domestic business and political actors in Bangladesh. But this interest maximisation neither happened through dynamic industrial expansion nor served that purpose at the end. One celebrated industrial success of neoliberal reforms in the country is Ready Made Garments (RMG) sector. But the nature of the sector or the country’s achievements in it so far, as discussed earlier, leaves few reasons to be so enthusiastic. It has neither been able to transform into a dynamic sector nor been able to catalyse dynamic development in other industries. Such a demise of RMG in Bangladesh is not unobvious as the sector’s emergence in the first place can be attributed to narrow interests of powerful domestic actors.  

Rhee (1990: 336) has informed that RMG arrived in Bangladesh as minor part of a FDI proposal from Korean chaebol Daewoo in 1978. As part of its global strategy to relocate sunset industries, the Korean multinational proposed a joint venture to the government that involved development and operation of tire, leather goods, cement and garment factories. In the words of Rhee, “At that time, Daewoo was more interested in the tire, leather goods and cement factories than it was in the garment factory because of the relatively larger investments required for the former three than for the latter. In fact, it seems that Daewoo only included the garment factory to heighten the project’s appeal to Bangladesh. As it turned out, the government actually put the garment business first”. It can be observed that the return from other sectors requires greater entrepreneurial commitments and longer time. Moreover, RMG was blessed with secured market access under Multi Fibre Agreement (MFA). May be that’s why RMG was chosen despite its lower technological and capital intensity and lower value addition.

As neoliberal agenda at global level moved from WC to PWC, the earlier mantra of structural adjustment was replaced by the new mantra of good governance and SAP was replaced by PRSP. Bangladesh, in the meantime more integrated with the global capitalist order through WTO, became part and parcel of this shift. The business and political elites who have gained strength from the earlier neoliberal reforms became politically and socially embedded by now. So much so that the country’s transition from authoritarian to democratic rule even couldn’t dislodge them. Rather in some sort of a demonstration of ‘capitalism’s double movement’ propagated by Kal Polanyi, from acting as an ally of political elite, business elites began to graduate into political elite. Because Quadir (2000: 207) informs that in the first elected parliament after restoration of democracy, 67% MPs of the ruling party BNP came from businesses. Other parties were also catching up since 33% election candidates each of the two other major parties AL and JP also came from that group.

It is therefore seen that in the process of mainstreaming of neoliberal development paradigm in Bangladesh from WC to PWC (in other words from SAP to PRSP), there has been emergence or revival of powerful social and political actors. The neoliberal reforms and accompanying political and economic conditions allowed the powerful actors to maximise their narrow interests focused on rapid accumulation of wealth. Neoliberal policies and strategies presented them rapid wealth accumulation opportunities like import trade and low end manufacturing with preferential market access. Therefore, neoliberal development paradigm has been supported by powerful business and political elites of Bangladesh despite the associated reduced scope of national policy space for industrial development. They also don’t have any intent for exercising remaining national policy space since that is apparently not useful in maximisation of their narrow interests.  

4.4 Neoliberal Development Paradigm and Industrial Development
It is apparent from the earlier discussions that neoliberal development policies and strategies have been instrumental in reducing both scope of and intent for national policy space regarding industrial development. However, reduced or misplaced national policy space under neoliberal development paradigm hasn’t prevented industrialisation in general. But such kind of industrialisation, mediated by trade liberalisation and narrow elite interests, hasn’t been catalytic of sufficient industrial development as happened in East Asia. Moreover, there has been relatively higher incidence of non productive industries like real estate than the productive ones like manufacturing. 
4.4.1
Trade Liberalisation and Trade Policy
Both under structural adjustment and PRSP, trade policy of Bangladesh has been instrumental of trade liberalisation through considerable tariff reduction coupled with withdrawal of non tariff barriers. According to Nuruzzaman (2004: 44-45), between 1990-91 and 1999-2000, average tariff has fallen drastically from 89% to 17% and 15% of total import items are enjoying zero tariff. While the highest tariff has been 350% in 1990-91, it reached as low as 37.5% in 1999-2000. 

Such rapid and wide trade liberalisation brought economic openness and reduced anti-export bias in the national economy. But it also endangered a large section of domestic producers who were producing for domestic markets and did not or could not switch to export. Sudden onrush of foreign consumer goods that became cheaper due to reduced tariff put them out of business. The pace of import liberalisation didn’t leave them any space to make technological, managerial and financial adjustments required to stay competitive under changed conditions. Moreover, being import competing industries, they didn’t have any additional incentives like tax exemption on import of capital goods that 100% export oriented firms started to receive. Rather, since most of them were using local inputs, their production cost soared when they had to readjust prices under competition of foreign imports.
Most of these domestic manufacturing concerns that have been competing with imported products were small and medium enterprises (SMEs) who have been at the margins of social, economic and political power structures. While they haven’t been receiving any substantial support from existing import substitution regime, they couldn’t also negotiate any safety valve or competitiveness support in the emerging liberalisation regime. 

Khan (1999: 34) has informed that although the 1986 industrial policy provided a handful of incentives for SMEs like commercial price (lower than consumer price) of power and gas, tax holiday and exemption from long term capital gains, the real policy regime has been inhospitable. Being typically located outside industrial estates, most of them lacked access to commercial price of utilities. They were often denied bank loans unless the entrepreneurs could provide own assets as guarantee. Despite the pledge of tax holiday, they were frequently harassed by tax officials. Even those who imported inputs couldn’t benefit from tariff reduction on raw materials since large importers didn’t pass on price discounts to the small users. Many SMEs who used to produce spares or metal products lost their market to similar or slightly higher quality imports from China or India that became cheaper after import liberalisation. 

4.4.2
Industrial Policy
It is often boasted in official literature and orthodox economic analyses that neoliberal economic reforms including trade liberalisation, industrial policy reforms and macroeconomic restructuring have revived industrial growth in Bangladesh and unleashed an industrialisation process. The biggest manifestation of their argument is Ready Made Garments (RMG) sector. It is certainly the ‘mainstay’ of industrial production of the country in terms of output, investment, employment and foreign exchange earnings. According to Rahman and Anwar (2006: 13) the sector consists of about 4,000 firms employing some 1.8 million workers (most of them women). In 2004, apparel export from Bangladesh was US $ 4.44 billion that was nearly 2% of global market share. But this sector is marked by a number of ‘lows’: low capital intensity, low technological intensity, low value addition, low comparative advantage, low backward linkage, so on and so forth. 

Besides, RMG emerged as a key industrial sector of Bangladesh under DF-QF preferential market access from US and EU that has been reinforced by export promotion incentives available under neoliberal economic reforms. That is why the sector has been faced with existential crisis when the preferential access ended with phasing out of multi-fibre agreement (MFA) that granted it and introduction of a new competitive clothing trade regime under agreement on textile and clothing (ATC). But then the Bangladesh RMG sector could avert the crisis mainly due to the 4-year safeguard measures with regard to China that followed ATC.    

Khan (1999: 33) has rightly pointed out that RMG sector has been the main beneficiary of export promotion incentives like bonded warehouses, back-to-back letters of credit (LCs), tax holiday, duty draw back and cash subsidy. The outcomes of these supports that have been provided at the cost of heavily taxing national revenue and often discriminating other industrial sectors have not been very high. As a new RMG firm is entitled to tax holiday, existing firms of the sector expand by establishing new enterprises rather than increasing size of a current plant or diversifying its functions. So, most firms of the sector are of medium size at best, a phenomenon that is affecting the economies of scale of the individual firms as well as the whole sector. There is 25% cash subsidy available from government for domestic suppliers of raw materials to RMG sector that has been introduced to encourage greater value addition. So, many of the RMG entrepreneurs have also invested in composite knit factories to benefit from the cash subsidy. 

Therefore it is no wonder that generous export incentives withstanding the sector has been suffering from ‘endemic problems’. These problems as discussed by Khan (.....: 33) have continued to persist in the sector even in its third decade. They include but are not limited to: concentration on low end products, lack of quality control, little negotiating ability, lack of technical expertise, little indigenous innovation, excessive dependence on buying agents and lack of marketing skills. These handicaps are not only affecting RMG sector alone but also hindering the country’s industrial development in general. The state of affairs in the other key manufacturing sectors like leather and seafood are also not different in big margin. So, we aren’t discussing them here.

4.4.3
Macroeconomic Policy
The area where success of the neoliberal reforms in Bangladesh is least contested is macroeconomic policy. But that success has hardly translated to effective industrial development due to among other reasons its focus on fulfilling certain macroeconomic principles. The East Asian experiences discussed in the previous chapter have shown that if industrial development has to be prioritised, some macroeconomic goals will have to be secondary considerations. However, in the neoliberal development paradigms from WC of PWC, fulfilling preferred macroeconomic standards is the economic policy priority and development objectives like industrialisation can only be achieved through the door of macroeconomic stability. Industrial development is not assumed to be possible at the cost of any macroeconomic violation like higher than normal inflation or minor budget deficit. And even if it is possible, it is not welcome.

Following successive neoliberal economic reforms and subject to continuous persuasion of neoliberal development strategy, macroeconomic conditions of Bangladesh have significantly improved year to year after the 1990s. Fiscal balance, control of inflation, current account deficits and foreign exchange reserves are the key areas of success in this regards. The total government revenue as percent of GDP increased from 7.6% in 1990-91 to 9.8% in 2001-02 and 10.3% in 2006-07. Inflation rate came down from 8.3% in 1990-91 to as low as 2.8% in 2001-02. From -3.9% in 1990-91, the current account deficit as percentage of GDP declined to 0% in 2001-02. Foreign exchange reserves have been consistently upward all these years since the 1990s. From US $ 880 million in 1990-91 it became US $ l478 million in 2001-02 and then further rose to US $ 5077 million in 2006-07 (Bangladesh Economic Survey 2002, 2008).
However, macroeconomic successes haven’t necessarily translated to industrial development for Bangladesh. Rather a downward trend is visible in industrialisation with contribution of industry to GDP gradually declining. It has fallen from 29% in 2005-06 to 20% in 2006-07. From 2004-05 to 2006-07, the annual sectoral growth of industry has hovered between 3.7% to 3.9%. During the same time, annual growth rate of industry has been 1.1% to 1.3% which is even lower than 1.4% to 1.3% of agriculture. This is certainly not good news for industrial development. Moreover, as hinted earlier there has been hardly any development towards industrial diversification, technological development and gaining new comparative advantages. This state of affairs will not help Bangladesh to step any close to complete industrialisation.

The industrial development experiences in general and particularly those of the East Asian industrialisers have manifested that effective utilisation of national policy space in the areas of trade, industrial and macroeconomic policies can generate dynamic industrial development. Our discussion in this section has showed that reduced scope of and intent for national policy space instrumented by neoliberal development paradigm has restricted industrial development of Bangladesh. The principles and practices of trade, industrial and macroeconomic policies have resulted into very low scale industrialisation at best and non productive industrial growth at worse.
4.5
Conclusion
Bangladesh has always been a consistent client of neoliberal development paradigm from WC to PWC. Although the country has graduated from an agrarian economy, its achievement in terms of industrial development is quite insufficient. Discussions in this chapter has showed that for Bangladesh reduction of national policy space at global level under WTO regime has been complemented by similar reduction at national level under neoliberal reforms and development strategies. But with the scope of national policy space reduced at both global and national levels, the intent for national policy space has also contracted at national level due to narrow interest maximisation of powerful domestic interests.
Chapter 5

GENERAL CONCLUSIONS

The research has showed that neoliberal development framework of Post Washington Consensus has been instrumental in reducing national policy space of countries that is adversely affecting industrial development of LDCs like Bangladesh.

The reduction of policy space is occurring at both global level and national level. At the global level, global trade governance through multilateral trade system under WTO has reduced national policy space through trade regulation particularly in the areas of intellectual property rights, investment and trade by obligating member countries either by accepting or foregoing certain policy choices. At the national level, neoliberal development strategies like PRSPs have obligated countries to conform their trade, industrial and macroeconomic policies to certain principles enshrined in Post Washington Consensus as continuation of Washington Consensus.

The global trade regulation has required member countries to introduce massive tariff reduction, remove non tariff barriers, render equal treatment to foreign and local firms, removal of performance requirements, withdrawal of investment measures preferential to domestic producers and limit state autonomy in the areas of patent. However, East Asian industrialisers have often used opposite policies in orchestrating their industrial development. They have managed trade instead of wholesale liberalisation. They have used both tariff and non tariff protections to raise competitiveness of their firms. They have provided subsidies to both export oriented and import competing industries. They have compromised on intellectual property rights to promote reverse engineering. They have used local content requirement to facilitate industrial capacity building. They have used investment measures to facilitate technological transfer. 

However, the WTO members can still take recourse of some ‘leeways’ within the existing trade regulation that can be used for industrial development. They can raise tariff to bound levels as safeguards, provide actionable subsidy, provide R&D subsidy, impose investment measures that do not violate national treatment and variation in national patent regulation. But utility of these remaining policy spaces are still to be empirically proved compared to the policy spaces that have been curtailed. Besides, securing them will require high level of capacity about WTO regulation that most LDCs like Bangladesh and even many developing countries lack. Moreover, while WTO allows these spaces they are often curtailed by WTO plus agreements where the members are party to. Also, national development strategies like PRSP under Post Washington Consensus have constrained ability of countries to pursue them.

The political and economic processes that accompanied introduction of neoliberal reforms like structural adjustment and then their consolidation through neoliberal development strategies like PRSPs have led to emergence or consolidation of powerful domestic forces. Their narrow interest of wealth accumulation has been fulfilled well by neoliberal policy reforms and development strategies. Therefore, there is no intent on the part of these elites to exercise national policy space differently than prescribed by neoliberal agenda even when such scope is available.
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� The countries referred to are: Hong Kong, Republic of Korea (South Korea), Singapore, Taiwan, Indonesia, Malaysia and Thailand. 


� This section largely draws on Hamwey (2005).


� This section partially draws on UNIDO 2007.
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