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Handout 8. The Washington Consensus and the developmental state 

Ec 81 Economic Development / Fall 2018 / Prof S. O’Connell 
 

1. The Washington Consensus 

Development thinking during the 1980s and early 1990s was strongly influenced by the concept of 
government failure as an explanation for the economic inefficiencies, rent-seeking and macroeconomic 
instability observed in many import-substituting regimes especially in Latin America and Africa. Many of 
these regimes were reeling from the effects of their poor export performance and the global oil shocks 
of the 1970s when the 1979 Volcker disinflation in the USA drove interest rates sharply upwards. This 
created a global recession and a major financial shock to countries that had been borrowing in dollars at 
floating interest rates. The ensuing debt crisis threw many developing-country governments into the 
arms of the international financial institutions, then as always operating under strong influence from 
Europe and the USA, where conservative governments had come into power (especially Reagan and 
Thatcher). During the ensuing structural adjustment period (roughly 1980-2000), market-based reforms 
were implemented throughout the developing world, often in response to conditionality associated with 
loans from the IMF and World Bank. Early on, these reforms were labeled as ‘getting the prices right’.  
Following Williamson’s article in 1990 the ‘Washington Consensus’ label quickly caught on. Williamson’s 
presentation of the Washington Consensus appears in the Appendix of this handout. 
 
Three dimensions of the Washington Consensus probably proved most controversial: 

 Its minimalist interpretation of the role of the state. 

 Its dismissal of distributional, political, or institutional arguments that might favor gradualism, 
heterodoxy, and experimentation. 

 Its corollary by the early 1990s in terms of pressure to open the capital account. 
 
A caricature of the WC worldview might look like this – which should convince you that this paradigm 
actually did embody a view of governance and distribution, not just efficiency: 
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2. The Developmental State 

Nonetheless, the Asian economies were quietly complicating this picture by building a record as 
developmental states, starting with Japan and followed by Korea, Taiwan, Singapore and Hong Kong in 
the 60s and 70s, Thailand, Malaysia and Indonesia in the 70s and 80s, and more recently by China, 
Vietnam and others. When industrial policy came back on the table in many countries starting in the 
late 1990s, it reflected the Asian experience. It tended to have a more nuanced, flexible and outward-
oriented form – in effect, opening up a middle column in the too-simple WC worldview. 
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Nonetheless there are at least three very big questions left open by this tidy account.  

 First, do all governments have the capability to navigate the middle column successfully – and if 
not, what should their development strategy look like?  

 Second, do all economies have the potential to generate jobs and growth in the near term using 
an outward-oriented, market-supporting strategy – and if not, what should their development 
strategy look like?   

 Third, will manufacturing be the same kind of driver of employment and growth among 
emerging market economies over the next 20 years that it has been for Asia since the 1960s? 
And if not, what should development strategies look like? 
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Appendix: The Washington Consensus 

The original “Washington Consensus” was articulated by economist John Williamson in a 1990 article on 
economic policy in what are now called ‘emerging-market economies’.  He sought to summarize points 
of agreement regarding desirable economic policy reforms between economists in Washington D.C. (the 
Bretton-Woods Institutions, i.e., the IMF and World Bank; and the US Treasury), and economically-
trained policymakers in Finance and Planning Ministries, Central Banks, and governments in the 
emerging-market economies (‘technopols’). 
 
1. FISCAL DISCIPLINE: Consolidated public sector deficits should be financeable without recourse to 

the inflation tax. 
 
2. PUBLIC EXPENDITURE PRIORITIES: Redirect public spending towards areas with high economic 

returns and potential to improve income distribution. 
 

3. TAX REFORM: Broaden tax base and cut marginal tax rates to improve incentives and horizontal 
equity without lowering realized progressivity. 

 
4. FINANCIAL LIBERALIZATION: Abolish preferential interest rates for priviliged borrowers and achieve 

moderately positive real interest rate with eventual goal of market-determined interest rates. 
 

5. EXCHANGE RATES: Maintain a unified exchange rate (at least for trade transactions) that is 
sufficiently competitive to spur nontraditional exports and managed to assure exporters that 
competitiveness will be maintained over time. 

 
6. TRADE LIBERALIZATION: Rapidly replace QRs with tariffs, and reduce tariffs progressively (e.g., over 

a 3-10 year period) to 10 percent range. 
 

7. FOREIGN DIRECT INVESTMENT: Abolish barriers to entry of foreign firms. 
 

8. PRIVATIZATION: Privatize state enterprises. 
 

9. DEREGULATION: Abolish regulations that impede entry of new firms or restrict competition, and 
ensure that all regulations are justified by such criteria as safety, environmental protection, or 
prudential supervision of financial institutions. 

 
10. PROPERTY RIGHTS: The legal system should provide secure property rights without excessive costs 

and make these available to the informal sector. 
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