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Abstract

To what extent do domestic elites allow the intervention of international institu-
tions to influence domestic economic reform? This question cannot be answered
without considering the role of national elites in accepting international institu-
tions as a means to advance their own interests. This article provides a critique
of the neoliberal reform process in transition economies and examines how these
policies found support among the people of North Macedonia. This is done by ex-
ploring the construct of neoliberal discourse during North Macedonia’s reform
process through an analysis of policy documents, interviews with key actors and
the country’s privatisation policy. The findings confirm that mass support for re-
form is influenced by the attitudes of the elite. The main implication for policy-
makers is, above all, for client-countries and their policy-makers to be more criti-
cal of the agenda set by foreign experts for small economies. The article also
highlights the need for IMF experts to recognise in full the nuances in targeted
contexts and to ensure that policy programmes are relevant by being context-
specific.

Keywords: elites, hegemony, IMF, North Macedonia, neoliberalism, transition, pri-
vatisation

Introduction

Many attempts at economic reforms were made throughout the 1990s in transi-
tion economies of varying sizes (Grugel and Riggirozzi 2012). The countries that
emerged from the collapse of the Soviet Union, as well as the social democracies
created after the disintegration of Yugoslavia, opened their doors, either voluntarily
or in response to outside pressures, to different versions of neoliberal policies or, oth-
erwise, adjusted their existing policies accordingly (Harvey 2007). The ‘free market’
construct was therefore presented as the solution for rebuilding socialist economies
through the concept of IMF programmes promoting economic reform (Chossu-
dovsky 1997; Pop-Eleches 2009; Vreeland 2003).

Although scholars have acknowledged the benefits domestically of collaborating
and joining with international institutions (Mansfield and Pevehouse 2006; Vreeland
2003), existing work has not investigated the circumstances that contribute to a
strengthening of the relationship between the international institutions and domestic
elites. Given that this trajectory of economic and political change in central and
south-east Europe has been presented as the cornerstone of analysing developments
in small economies, a fine-grained understanding of its processes is indispensable to
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current knowledge when investigating the role of elites in the neoliberal reform pro-
cess. I examine how elites in transition economies create support among the public
for the otherwise unfavourable reforms suggested by the international institutions
(Baccini and Urpelainen 2014). The variation that exists between countries in the
level of popular support for economic reforms may also be a result of the extent to
which domestic elites are themselves supportive of the reform process (Chhibber and
Eldersveld 2000; Vreeland 2003). The ‘Washington consensus’, which lies in favour
of market orthodoxy, has often provided the basis for a consensus between elites at
domestic level, leading to a more pro-market discourse and sentiment in various
countries (Baker 2003; Habib and Padayachee 2000). It is argued that, when elites in
countries are more approving of the reform process, there is a high probability that
economic reforms will be supported by the population (Chhibber and Eldersveld
2000; Vreeland, 2003).

This article investigates the nature of the involvement of the IMF, the key player
and propagator of neoliberal views in early post-communist transition economies in
Europe, using North Macedonia — a newly-independent, small ex-Yugoslav republic
situated in the Balkans' — as an illustrative case. This contributes to our understand-
ing of ex-Yugoslav transition economies which remain under-studied. In line with
the logic of discourse theory, the article seeks to highlight the rhetorical representa-
tions of the neoliberal discourse embedded in IMF documents and participant? inter-
views by applying discourse analysis. It also draws specific attention to the represen-
tation of context specificities through the IMF’s discourse during North Macedonia’s
pro-market reform process during the 1990s. By doing so, it intends to orient the
reader towards the ways in which the supposedly effective development policies im-
plemented in transitional economies have been projected by the elites® via reform
discourse.

North Macedonia presents a particularly interesting case from which to explore
the nature of reform processes because of the evidence which suggests that the
macroeconomic restructuring applied to the country, in line with the neoliberal poli-
cy agenda, contributed to the prolonged transition that it experienced (Abdullai and
Sinani 2012). By situating the study in the context of North Macedonia, this article
attempts to offer an understanding of the region’s ongoing, conflictive reform pro-
cess and the contradictory involvement of the IMF throughout the market liberalisa-
tion process. In addition to attempting an understanding of the IMF’s involvement in

Editorial note: this article covers the period when the country now called North Macedonia,
following the 2018 Prespa agreement, was known — as a result of the naming dispute with
Greece which led to the Prespa agreement — as the Former Yugoslav Republic of Macedonia
(or FYROM). However, we have adopted its current name throughout our text.

2 Research partners (academics, politicians and economists) are drawn from among those who,
in the 1990s, were closely following the course of the negotiations with the IMF and the over-
all transition period.

The term ‘domestic elites’ is used throughout the article to refer to political and bureaucratic
officials who have decision-making responsibilities in government and whose decisions be-
come authoritative within society (Grindle and Thomas 1989). It is a term used interchange-
ably with ‘decision-makers’, ‘policy-makers’ and ‘policy planners’.
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the economic reform process in North Macedonia, this article attempts to shed light
on the neoliberal reform process in Balkan transition economies which has itself re-
mained underexplored.

The following section highlights the theories which relate to popular support for
neo-liberal economic reforms and the role of the IMF in the economic reform pro-
cess in North Macedonia, drawing largely on research findings that were contempo-
rary at the time of the reform period. The main discussion section uses documents
and interviews from which to develop a critical evaluation of the IMF’s economic
reform programme as well as to analyse the political and economic factors which
have contributed to how the domestic elites obtained support for these economic re-
forms in North Macedonia. The article concludes with some reflections on the polit-
ics of neoliberal economic reform as well as this research study’s contribution to the
wider research area and its impact.

Popular support for economic reforms

The neoliberal reform process involves the implementation of market-oriented re-
forms which, in turn, leads to a change in the national political policy process (Armi-
jo and Faucher 2002). This alteration has implications for the practices of all the ma-
jor players in one economy — the state and its bureaucracy; the political and econo-
mic elites; the appropriate institutions; and the international financial community
(Armijo and Faucher 2002; Przeworski 1996). The term ‘reform’ is used advisedly
throughout this paper. Those promoting these sorts of policies are attempting to bring
about reform, a change that will lead to a more desirable outcome than the current
one (Bratton and Mattes 2001). However, such policies may not always achieve the
goals intended by their proponents and the notion of a ‘desirable’ outcome can often
be a subjective one.

Most transition countries liberalised their markets by following similar reform
packages based on macroeconomic stabilisation policies, the liberalisation of the
banking sector, the opening of markets to foreign direct investment and trade, the
privatisation of state-owned enterprises and market deregulation (Baker 2003; Brat-
ton and Mattes 2003; Desai and Olofsgard 2006). Similarly reforms were initiated
within these countries during a crucial political transformation of systemic change:
the break-up of the USSR; the disintegration of Yugoslavia; and the eclipse of au-
thoritarian rule in some Latin American countries (Desai and Olofsgard 2006). Most
of the academic literature in the past two decades has argued that obstacles to growth
recovery are not a matter of the reforms not being implemented at all, but that they
are being partially implemented by the political elites so that they can benefit from
arbitrage between the reformed and unreformed parts (Hellman 1998). According to
research in many post-socialist and post-communist countries, oligarchs or middle-
men are perceived as elites who took advantage of pre-set exchange rates, unregulat-
ed prices and underbidding for natural resources or who exploited relationships with
ministries, privatisation agencies and state-owned banks (Aslund 2000; Shleifer and
Treisman 2000). These events led to support for reforms being undermined by peo-
ple who resented the newly-rich or those who obtained their wealth or who benefited
from illegal activities during the reform process (Aslund et al. 2002).
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Relatively little research has been undertaken to investigate the determining fac-
tors of support among the public and the authorities for market reforms. Some of
these studies focus on the political characteristics of the countries under investigation
that have created a favourable environment for adopting the suggested economic re-
form programmes (Armijo and Faucher 2002; Desai and Olofsgard 2006, Haggard
1995; Haggard and Kaufman 1990; Nelson 1990); while others focus on the econo-
mic circumstances that have pushed domestic leaders to ask for financial support
through the form of IMF loans, which are subject to certain conditions (Bacanovic
and Jovanova 2011; Johnson et al. 1997; Micevska et al. 2002).

Many transition countries (in eastern Europe, CIS,* south-east Europe and Latin
America) have initiated market reforms under different conditions, but some similar-
ities can be drawn between the processes. Gibson (1997) argues that popular support
for reforms was achieved in the Argentinian and Mexican economies through the
government’s intention to build coalitions across social groups through targeted poli-
cy measures. Similarly Moore (1997), who studied the Sri Lankan case, and Roberts
and Arce (1998) in that of Peru, found that popular support can be attained by imple-
menting targeted economic incentives benefiting different segments of the popula-
tion. Therefore, a common conception appears to be that the extent of support for
economic reforms is largely dependent on the incentives that the regime offers to
specific social groups in the target economy (Gibson 1997; Moore 1997).

However, support for reforms may not always be as straightforward as it appears.
For instance, in some countries, sentiment revolves around the idea that market re-
forms are the cause of an increased level of corruption, political instability, intense
economic vulnerability and a fall in living standards (Baker 2003). These responses
in reforming economies can pose risks that undermine support for market reforms
(Desai and Olofsgard, 2006). Nevertheless, there is consensus among researchers
that:

popular support is necessary for ensuring legitimacy and sustainability of successful econo-
mic reforms (Chhibber and Eldersveld 2000).

Because economic reforms are usually initiated at the level of the political elite, it
appears safe to suggest that investigating support for and the popularity of economic
reforms amongst the national elite is important. This is particularly so because the
economic reform process means an alteration of the government’s role in the econo-
my. Hence any reconfiguration of economic policies would have to meet the interests
of particular political actors or social groups such as government leaders, the bureau-
cracy and the policy and business elite (Haggard 1995). The ‘common thread’ among
these explanations is that support for pro-market policies is based on how individual
actors perceive the benefit or cost of the reforms. This means that there is a higher
possibility of gaining support for neoliberal reforms from those who directly benefit
from them in comparison with their counterparts who may not directly benefit
(Chhibber and Eldersveld 2000; Habib and Padayachee 2000).

4 The Commonwealth of Independent States (CIS) was formed when the Soviet Union was dis-
solved in 1991.
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In light of this, this article makes a contribution by offering an understanding of
the benefits arising from neoliberal reform policies by focusing on the role played by
local economic and political elites in supporting the economic reform processes
propagated by foreign experts. I take into consideration both the economic and the
political factors and the role of domestic elites in creating an environment of accep-
tance of the economic reforms propagated by international institutions such as the
IMF. Given the under-researched nature of the Balkan region’s relationship with the
IMF during its transition from socialism to a free market economy, the article makes
an attempt to shed light on the contemporary literature as well as to develop an em-
pirical contribution to the body of literature going forward by drawing on data from
North Macedonia whose economic reform process forms part of the wider transition-
al issues raised by ex-Yugoslav economies.

Within these developments, North Macedonia led the ranking tables among tran-
sition economies in terms of monetary stabilisation by the end of the 1990s. How-
ever, this does not seem to have been reflected in the country’s subsequent economic
growth to the extent that the country was, a decade later, lagging in ways similar to
its more unstable regional neighbours (Lolos 2009). In fact, persistent structural
problems and financial indiscipline in the country highlights that, in transition
economies, stabilisation may not be sufficient for economic growth (Johnson et al.
1997).

The obvious questions that arise, therefore, focus on why the government author-
ities in North Macedonia allowed the implementation of economic policies which
have proven to be ineffective or, alternatively, allowed the partial implementation of
certain policies. Therefore, how was it possible for such reforms to find domestic
support. In addressing these questions, I consider the role of the elite in welcoming
alterations to economic policy as well as in influencing mass support for a sustain-
able economic reform process. However, it is important at the outset to explore the
political and economic factors that influenced policy reform choices during the pro-
cess of transition in North Macedonia. It is through this that I attempt to understand
the role of the domestic elites in sustaining and in influencing mass support for the
reform process propagated by the IMF.

The political and economic factors which set the scene for reform support in
North Macedonia

Economic reforms, regardless of their predicted effects, have consequences that
spread throughout the economy creating benefits for some and difficulties for others.
For a reform to be successful and durable, governments must ensure support for the
programme. Therefore, any analysis of reform requires a focus on the interest groups
who have a stake in it and a consideration of both the political and the economic fac-
tors that set the scene in which the economic reform process takes place. Political
factors include the type of the political regime, the process of transition to and from
democracy and the party system which operates in the new democracies; while the
economic factors encompass economic vulnerabilities (fear of crisis), the collective
memory of policy-makers and the level of external influence (Chhibber and Elder-
sveld 2000).
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The political background influencing the new state

One of the antagonistic issues in political economy is the role of the political
regime that is directing the reform process. Several studies debate the ability of ei-
ther authoritarian or democratic regimes to maintain and/or initiate stable pro-market
reforms (Acemoglu and Robinson 2008; Haggard and Kaufman 1990) while others
establish the significant effects that political institutions have on the economic out-
comes of reforms (Persson and Tabellini 2006; Besley at al. 2005; Kohlscheen
2005). Many studies argue that authoritarian regimes are more successful at initiating
reforms than their democratic counterparts particularly because of the weakness of
young democracies in the developing world (Haggard and Kaufman 1990; Nelson
1990; Snider 1990).

The Socialist Federal Republic of Yugoslavia (SFRY), as an authoritarian regime,
took advantage of long-term planning to make changes and started to move toward
economic reforms in contrast to communist Soviet Union countries. The most sig-
nificant period of economic reform in North Macedonia (as a part of Yugoslavia) be-
gan in 1965 and constituted mostly pro-market reforms® (Shenkar and Von Glinow
1994). These reforms increased the openness of the economy and led to price liberal-
isation, signifying the shift from a planned economy to self-governing socialism.
Even though authoritarian regimes are not accountable forms of rule, they do remain
vulnerable to pressure from groups which might even give rise to corruption (Hag-
gard and Webb 1993; Olson 1990). Therefore, in the period after the 1970s, leading
critical thinkers of the Yugoslav Communist Party considered the market reforms to
be inefficient. They felt that such reforms took the economy in the direction of turbu-
lence and instability characterised by ‘sharp trade cycles, unemployment and pay in-
equality’ (Estrin 1991).

Various examples demonstrate that democracies also tend to be subject to pres-
sures from interest groups when allocating budget funding for specific sectors or dis-
tricts (Shepsle and Weingast 1984). Leading on from this discussion, the transition to
or from democracy appears to be an important issue in some studies which show that
movement from an authoritarian regime, and the related crisis, can also generate
macroeconomic instabilities and less support for further reform (Haggard et al.
1991).

As a result of unstable economic development and the fears of the smaller re-
publics of dominance by the larger ones, SFRY was in a state of continuous tension.
Turbulent internal relations and unceasing economic problems led to changes in the
constitution in 1974 and brought new reforms which meant the republics were con-
sidered as national states and the provinces as ‘constitutional elements of the federa-
tion’. To some extent, this was the first indicator of a shift from centralised gover-
nance to a more democratic dispersed power. The late 70s and 80s was a period of
severe economic pressure which made the process of effective policy-making diffi-
cult. Industrial crisis within SFRY, the sharp fall in GDP leading to high unemploy-

5 An emerging capital market, centrally determined low interest rates, openness of the econo-
my, liberalisation of prices, enhanced decision-making authority of firms and the decentralisa-
tion of investment funds from the state to the socially-owned banks.
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ment and the contrasting levels of development between the north and the south of
the country brought this separation process to its final stage, leading to the idea of
the formation of a pluralist political system in the 1990s (Risteski and Trpkova
2012). In conjunction with a significant increase in Serbian nationalism and follow-
ing the death of Tito in 1980, these factors accelerated the disintegration of SFRY
(Naughton 1994; North 1990).

The independence and sovereignty of North Macedonia were established by a
declaration, confirmed in a national referendum in September 1991, and backed up
with the formation of a democratically elected government (Bacanovic and Jovanova
2011). This period marked the transition of the country to democratic rule. Despite a
new constitution (November 1991), however, the legacy effects of socialist planning
in the country still prevailed. Political instabilities during the movement towards
democratic rule are commonly associated with macroeconomic instability, as was the
case in North Macedonia in which the economic instabilities faced by the new demo-
cratic government were the result of the politically motivated actions of its predeces-
sors (Haggard et al. 1993). This feeds into the party system which operates in new
democracies as the final political factor needing to be considered.

When investigating the impact of the transition to democracy on the economic
outcomes of reforms, one may wish to distinguish between different gradations of
democracy and between democracies with different electoral and party structures
(Acemoglu and Robinson 2008; Rodrik 2014; Alesina and Rosenthal 1995). Re-
search suggests that it is of great importance whether the party system is organised in
such a way as to support or oppose reforms (Acemoglu and Robinson 2008). The
first elections after North Macedonia’s independence in 1994 saw the socialist liberal
democratic alliance emerging as successful, winning 87 out of the 120 parliamentary
seats (Nineski 2001). This outcome provided appropriate conditions for the dominant
governing party, capable of ruling by itself, in which it could easily obtain legislative
support for its suggested economic policy programme. This demonstrates the impor-
tance of the party system to cohesion in economic policy-making, as argued by Hag-
gard and Webb (1993).

These political factors are echoed in the literature which argues that political sta-
bility and support are crucial to the reform process. However, studies also report that
authoritarian regimes do not show better policy performance than democratic
regimes and neither are there systematic growth differences between dictatorships
and democracies (Mulligan et al. 2004; Barro 1997). Furthermore, studies based
solely on assumptions about the nature of the regime do not control for other econo-
mic factors which could contribute to support for economic reforms (Chhibber and
Eldersveld 2000). This is the reason for the focus in this article on both the political
and the economic factors that set the scene for IMF reforms to be welcomed in North
Macedonia.

The economic background influencing the new state

Economic conditions, as discussed above, also have an impact on the policy
agenda that the government decides to follow and hence on its ability to support re-
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forms. Haggard and Webb (1993: 152) identify three factors which influence a gov-
ernment’s decisions on support for reform.

The first such factor is the intensity and length of economic crisis in a country.
The transition in North Macedonia unfortunately coincided with the unstable condi-
tions caused by the wars in Croatia and in Bosnia and Herzegovina, UN sanctions
against the Federal Republic of Yugoslavia and the Greek economic blockade (Ruzin
1999). Thus North Macedonia faced considerable barriers in reaching potential trade
markets (Bacanovic and Jovanova 2011; Ruzin 1999).

The distributed elements of vertically-integrated production processes within
SFRY saw to it that each republic specialised in an economic activity. Central indus-
trial production in North Macedonia consisted of energy-intensive manufacturing, in-
cluding iron and steel; labour-intensive production (light industries such as textiles
and food processing); and the generation and distribution of electricity production®
(Micevska et al. 2002). This left the new state in a strong position to meet its basic
food needs subsequent to independence, but also left it facing limited supplies of gas,
oil and modern machinery (Micevska et al. 2002). Already one of the poorest re-
publics in SFRY, output in North Macedonia actually declined even further as a re-
sult of specialisation (Mastilica 1990). These factors led, in the period immediately
following independence, to the expansion of the informal economy which made up
30 per cent of the whole compared with a rate of approximately 10 per cent in other
countries (Ruzin 1999).

Taking these issues into consideration, North Macedonia was in fear of the war
spilling over and a further deterioration in economic conditions. Consequently the
newly-elected government decided to welcome the economic reforms suggested by
the IMF so as to gain much-needed financial support to survive. This reflects the ar-
gument of Webb and Shariff (1992) that newly-elected governments may be more
willing to introduce fresh programmes as democratic regimes when they face crisis.
Additionally, during economic crises, a redistribution of power takes place in which
certain groups are weakened and others strengthened. This was the case with pro-re-
form groups in North Macedonia which became stronger (demonstrated through the
dominant political party system) while public support for reform gathered momen-
tum (Haggard and Webb 1993: 153).

Nelson (1990) also argues that it is the perception of politicians and policy-mak-
ers of the nature of crisis which is important. This is because they are often less like-
ly to act when they identify the causes of the crisis as external. In the case of North
Macedonia, policy-makers had come to realise that the problems were, in part, linked
to the external regional turbulences (which did eventually spill over internally) but,
more importantly, they also realised that the old inherited socialist economic system
(an internal factor) was unable to cope and was in need of restructuring in favour of a
free market system.

6 The economy of North Macedonia was dominated more heavily by industrial production (47
per cent of GDP) relative to the service sector and construction than was the case in other
western economies.
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The second economic factor is the collective memory of policy-makers and polit-
icians. Haggard and Webb (1993) highlight that economic experiences from the past
represent lessons and analogies that guide elites and politicians in their decision-
making processes. Here, collective memory relates to the efforts initiated towards re-
form in Yugoslavia during the 1960s as well as the structural reforms adopted under
Ante Markovi¢ in 1989. These later reforms initiated the transformation of socially-
owned enterprises into forms of private capitalism which played a crucial role in the
Yugoslav movement toward market-based reform (Chossudovsky 1997). The objec-
tive of these reforms was to place SFRY ‘under massive privatization and disman-
tling of the public sector’ (Schoenman 1995). Thus, over two years (1989-1990)
more than 1100 companies were driven into bankruptcy or were liquidated because
of their inability to remain solvent while about 600 000 workers were laid off’
(Chossudovsky 1997).

Many authoritarian regimes do not exit by choice but rather under pressure from
popular protest, from key economic elites and from internal division; and this was
also responsible for the momentum to move SFRY away from an authoritarian
regime towards a more democratic one (Haggard and Webb 1993). However, the
depth of the economic pressures made the reform process unfavourable and this, cou-
pled with the circumstances mentioned above, led to the fall of SFRY and the forma-
tion of the independent country of North Macedonia.

Collective memory is particularly applicable in countries which have experienced
high levels of hyperinflation (due to past policies) leading to economic distress. This
was the case with SFRY (Rodrik 2014). Such economic conditions prove to be cru-
cial given their impact on decision-making about the future direction of economic
policy. Sikkink (1990) argues that eliminating the effects of such past legacies re-
quires alterations in policies and institutional changes which would minimise the
possibility of undesirable policies re-emerging. However, the reforms imposed by the
IMF and World Bank during the existence of SFRY were naturally extended to the
successor states. Subsequent to North Macedonia’s independence, its firms needed to
operate within a competitive market with significantly lower demand and a concomi-
tant level of supply; this implied a need for a change in old habits and a movement
towards democratic neoliberal reform (Bartlett 2009). Furthermore, enterprises were
required to cut costs to remain competitive in markets that were, in the first place,
significantly smaller and, in the second, much more competitive.® Therefore, enter-
prises made cuts in their labour costs, significantly increasing the unemployment
rate. This left the economy vulnerable and the relatively high wages related to higher
prices, together with the high unemployment rate, resulted in an inflation rate which
reached 608.4 per cent in 1993 (Micevska et al. 2002).

External influence is the third economic factor that may influence support for re-
forms. Haggard and Webb (1993) argue that external economic and political factors

7 By 1990, GDP had collapsed to a growth rate of -7.5 per cent while in 1991 it declined by a
further 15 per cent (Chossudovsky 1997).

Due to the dissolution of SFRY, North Macedonia was left to satisfy the demand of a signifi-
cantly smaller Yugoslav market than before while dealing with the much tougher competitive-
ness of European markets.

2/2021 SEER Journal for Labour and Social Affairs in Eastern Europe 227



https://doi.org/10.5771/1435-2869-2021-2-219
https://www.inlibra.com/de/agb
https://creativecommons.org/licenses/by-nc-nd/4.0/

Viktorija Mano

might influence domestic policy-making in developing countries through three domi-
nant channels. I choose to focus here on the international networks that might influ-
ence policy choice.

Scholars have found that foreign advisers, training programmes, government-
sponsored exchange programmes and work experience in multinational corporations
can aid in the transmission of policy-relevant knowledge (Kahler 1992; Sikkink
1990). This is closely related to the external actors which can influence policy direct-
ly through loan conditionality (Haggard and Webb 1993). It is also argued that inter-
national actors have an impact on the international economic and political dependen-
cy of new democracies in the process of decision-making about reforms (Grindle and
Thomas 1989). Therefore, international financial institutions may have leverage at
the outset through conditions imposed on governments even where the success of the
programme depends on domestic negotiations and implementation.

Having covered the political and economic factors that might have contributed to
setting the scene and creating the necessity for urgent economic reforms, it is of great
importance to provide further insight into the roles that the external actors (such as
the IMF) played, in conjunction with the domestic elites, in the transition of the
economy of North Macedonia.

The involvement of the elites in the North Macedonian reform process

The starting point for this section of the analysis is to identify and uncover the
discourse of the IMF as a means of highlighting and discussing its motivations and
involvement in the reform process in North Macedonia and, perhaps, in other small
transition economies. This is based on the logic that the IMF is a body that is con-
nected to state power and seeks to shape economies in ways favourable to its own
interests and agendas (Hameiri and Jones 2017).

In essence, the analysis of the data in this section is aimed at two goals. First, it
seeks to investigate the extent to which the IMF has adopted a ‘one size fits all’ ap-
proach in the case of the North Macedonian economic reform process. This is tack-
led by analysing the discourse of the IMF in its official reports. Second, the section
evaluates the ways in which these universal policies may have received support in
North Macedonia in spite of indications that they were not sympathetic to the local
context (Risteski and Trpkova 2012). This second aim is addressed by detecting the
extent to which the key economic factors suggested by the literature surfaced in the
discussions and interviews held with our research partners. Thereafter, I uncover the
politics of economic reform rooted in the role played by domestic elites in the course
of determining their own importance in obtaining support for neoliberal reforms.

The IMF’s role in the policy reform process

The transition to capitalism has prompted research about the optimal implemen-
tation of reforms, with advocates arguing for three elementary steps that need to be
undertaken by transition economies in the initial stages of their pro-market reforms —
privatisation, price liberalisation and stabilisation (Sachs 1995; Shleifer 1997). This
study’s findings from a documentary analysis of IMF reports on its involvement in
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North Macedonia suggest that the implementation of reforms and policies initially
focused on ensuring macroeconomic stability before promptly moving to structural
reforms:

The primary challenge for economic policy in the period ahead is to stabilize the economy as
a necessary precondition for the successful implementation of a much-needed program of
structural reform. (IMF 1993/171: 10)°

Specifically, since independence the economy of North Macedonia was subjected
to macroeconomic stabilisation reforms, structural reforms and privatisation, as well
as an evaluation of the effectiveness of the implemented policies within a period of
only two years:

privatization entailed no more than a formal transfer of ownership rights to existing workers
and worker-elected managers, suggesting that there has been no fundamental change in the
financial conduct of these enterprises. (IMF 1995/175: 13)

Opponents have identified the limitations of the rapid and universal approach
used by the IMF, suggesting that it is costly rather than beneficial as regards the
client-country’s economy and its people (Goldman 1994). In other words, by propos-
ing a general policy prescription, the IMF is simplifying the individual situations of
each country. Broadly speaking, the IMF’s policies often disregard local contexts, in-
stead applying a quick-fix approach to the issues that obstruct market liberalisation.
IMF reports demonstrate the use of a mainstream discourse which over-simplifies the
effects of the implemented reforms and rarely acknowledges the indirect, non-linear
effects that might be induced by them.

North Macedonia had no access to neighbouring trade partners (due to regional
wars, embargos and poverty-stricken neighbours); no monetary independence until
1992; and it suffered from inadequate infrastructure, poor institutionalisation and
enormous inflationary pressures in 1993 (608.4 per cent). Furthermore, it had neither
mint nor stock exchange until 1995 (Bacanovic and Jovanova 2001; Micevska et al.
2002). However, the policy measures suggested by the IMF were based on its stan-
dard prescriptions (tight monetary policy, bank rehabilitation and structural reforms).
To avoid ‘hyperinflation’ and ‘to prevent the elimination of selective credits leading
to a liquidity crisis in banks...’, ‘tight monetary policy’ was required alongside the
rehabilitation of ‘the banking system’ (IMF 1993/171). Additionally, it asserted that
there was a requirement for ‘strong wage control... to prevent output losses’ and that
‘public sector recourse to the banking system needed to be avoided’ (IMF 1993/171:
11). In this case, the IMF did appear to acknowledge the specificity of the macroeco-
nomic context:

The FYRM is presently confronted with acute macroeconomic imbalances that have an im-
portant part of their origins in the political crisis in the region. (IMF 1993/171: 10)

9 Please note that the IMF press releases referenced and quoted from in this section and the next
are, unfortunately, no longer available on the organisation’s own website.
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However, the subsequent evaluation by the IMF of the implemented policies fol-
lows a traditional economic perspective — the presence of a direct cause and effect
relationship between the implemented policies and their outcomes, demonstrating a
disregard of the specificities of the context, before concluding that:

...a significant recovery was unlikely in 1994, without improved access to traditional mar-
kets and transhipment routes. (IMF 1994/4: 3)

Furthermore, the right path towards economic stability lay in the direction of:

much tighter monetary policy and restoration of budget discipline conditioned by implemen-
tation of broad-based reforms... around privatization and bank rehabilitation. (EBS 94/4:1)

In fact, in line with Stiglitz’s (2002) argument, it appeared through its approach
to its analysis that the IMF had not fully comprehended that there was a significant
amount of complexity in the cause and effect relationship which it acknowledged ex-
isted between its policies and their outcomes.

The support of the elite for policy reforms

Despite the apparent contradictions of the policy prescriptions outlined in the pre-
vious section, the authorities in North Macedonia seemed simply to acquiesce to the
IMF’s suggested set of reforms. There was very little evidence to suggest that they
questioned the economic and socio-political repercussions these reforms would have
on the wider stability of the country and the region:

The authorities acknowledged that lack of fundamental structural reforms had been the root
cause of the problems of high inflation and economic stagnation characteristic of the former
SFRY ... In this respect, they [the authorities] noted that a liberal trade regime and a flexible
exchange rate policy were key prerequisites for a successful reorientation towards new mar-
kets. (IMF 1993/171: 9)

This raises the question of how much support was obtained for these reforms to
be allowed to be implemented in North Macedonia.

Through my interviews focusing on the domestic elite involved in the transition
process, it is evident from the material gathered that they played an important role in
shaping policy and the institutional outcomes of this since they were able to appreci-
ate the contextual factors and what constituted an appropriate policy-making process.
To understand the extent to which policy elites operate in an autonomous way and
how decision-making and agenda-setting is influenced, the three main economic fac-
tors identified above are discussed in what follows. I argue that these factors further
account for the reasons behind the support exhibited by the domestic elites towards
the reform programme.

What I am trying to identify here is the increased willingness of the North Mace-
donian authorities to implement reform and induce the public to accept the impact of
the reform measures. In interviews, research partners identified some of the factors
that may have shaped the terrain in North Macedonia towards embracing the IMF’s
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policy reforms. First, respondents identified the enduring length of the crises being
experienced. Participants reflected on the economic and political restructuring of the
Yugoslav regime in the 1970s (due to dissatisfaction among the republics with cen-
tralised power) as the starting point for the disintegration of the regime. This, along
with the actual ending of SFRY and the war were regarded as the main factors that
led to:

the low confidence and unpreparedness of the North Macedonian authorities to withstand the
upcoming economic and political turbulences. (IK)

Other interviewees linked this to:

Nostalgia for a perceived era of stability and fear of the economic and political crisis in the
regions spilling over in North Macedonia. (SP, IK, TN)

Respondents felt that support for reform policies was urgently necessary because
‘the country was struggling to survive on its own’ due both to the inherited difficul-
ties and to being unprepared for functioning on its own. Additionally the country:

needed outside support and finances to be able to overcome the difficulties, which assisted in
the creation of a more positive atmosphere for international experts to provide policy sup-
port. (GS)

The fear of the spillover effects of the violent disintegration, an inexperienced
government and the youthfulness of its democracy created a lack of confidence and a
certain lack of capacity by the authorities of North Macedonia to reject some of the
inappropriate policies suggested by the IMF. Societal pressures and interests, histori-
cal contexts and bureaucratic capability, together with the fear of an even more se-
vere crisis, were among the factors that contributed to this perception of inability.

In view of the economic and political instabilities of North Macedonia’s past, it is
argued that the economic failures that characterised attempts to restructure and retain
SFRY moulded the views of policy-makers regarding policy reforms (Haggard and
Webb 1993). Thus, previously unsuccessful policies (or policies which were non-
favoured by the people), such as the market reforms that featured in SFRY in the
1980s (including the reforms under Markovi¢) were perceived by the elites as
lessons, but also shaped their perceptions of the importance of creating an environ-
ment of support for policy reforms due to the potential presence of collective memo-
ry. Even though the research partners did not explicitly refer to collective memory as
a factor which influenced the choices of the policy elites, the policy agenda process
reflected this and also propagated a consideration of the ‘greater good’ of the country
when considering the reforms. This idea of the ‘greater good’ is perceived to create a
favourable environment amongst the people to support a reform process. This factor,
coupled with the ‘fear of a crisis spilling over and the lack of confidence among the
North Macedonian authorities’ was responsible for pushing the policy elites to seek
urgent support from international experts (IK, GS).
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Nevertheless, the research partners did tend to criticise the elites, foreign experts
and the international financial bodies (especially the IMF) for being too harsh and
rushed with their suggested policies. For example, some argued that the policy elites:

are guilty of allowing the IMF to play an important and dominant role in the transition pro-
cess of the North Macedonian economy, (GP)

while others characterised the transition process — especially the privatisation of
state-owned companies — as ‘a tycoon criminal process’ (GP, WB).

Having said this, the role of the international actors and the over-reliance on them
of small transition economies in managing the policy reform process is of great im-
portance. Given that North Macedonia had only recently become an independent
country (1991), the involvement of the policy elites reassured the public that the
‘greater good’ (rather than personal interests) was what was being taken into account
in the policy-making process. Research partners explained that the aim of the policy
elites was to ‘express concerns about the particular regime’ by sharing an awareness
of the ‘importance for the country’s survival’ and their own responsibility for this
(IK, NP, TN). Thus, the ‘critical thinkers’ of the first North Macedonian government
(which represented the country’s elite society) did, to an extent, prepare the terrain
for a public welcoming of the IMF’s suggestions and loans.

Furthermore, a questioning of:

the country’s ability to survive economic and political domestic turbulences (STP)!?

indicated that the leadership was unequipped and would benefit from the help of
outside experts to assist in its development agenda. In this way, interviewees pointed
out that the country had become perceived by the IMF as ‘easy prey’,!! while the do-
mestic policy elites later became key players in creating support for a smooth nego-
tiation process with the IMF. The IMF experts, in response, became engaged in bu-
reaucratic interactions within the country, as elsewhere in other transition economies,
by suggesting appropriate policy solutions. Thus, IMF expert analysts, influenced by
the technical analyses of the problem they themselves had undertaken, were then in a
position to advise on what was the ‘best’ solution to the problem. The policy elites
were thus considered by respondents to have been:

captivated by the neoliberal doctrine that the IMF knows what is best for the North Macedo-
nian economy, (KMG)'?

leading to them becoming perceived as the ‘extended hand of neoliberal doctrine’
or ‘a group of promoters of IMF policies’ in North Macedonia (WB, GP, SP).

10 An academic and politically active figure in latterday North Macedonian politics.

11 As argued by Sen (2015) about the different forms of imperialism exhibited by the de-
veloped over the developing world in his work on imperialism during the post-colonial era.

12 An academic, not politically active.
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The support of the elites in practice — the example of privatisation

Having discussed the three main factors that influenced the policy elites, and
thereafter the policy agenda, I now move to an illustrative discussion of how a spe-
cific policy was badly enforced and inefficient. The discussion here again makes use
of the documentary analysis and interview material gathered for this article.

The policy, as recommended by the IMF, was in the form of rapid privatisation.
However, the model for this policy was to be chosen by the authorities in North
Macedonia. The IMF’s involvement in this privatisation process entailed the urgent
restructuring of loss-making state-owned enterprises on the basis of advice that ran:

the economy needs urgent restructuring because the market cannot continue in this structure,
(STP, KMI)!3

and twenty loss-making companies were immediately restructured. However,
when the respondents to my study reflected on the privatisation process they charac-
terised it as unfair and corrupt.

The privatisation process started in 1995 with the then government selecting the
management-employee buy-out (MEBO) model. This was not fully successful be-
cause the new private sector that had developed during the privatisation process,
while small, had also been compelled to operate on a largely informal basis (Winkler
2000).

From the start of the transition process until 1999, 1467 enterprises were privatised and an-
other 180 remained in the privatisation process. (TN)

Bartlett and Samardzija (2000) explain that the extensive privatisation pro-
grammes implemented in North Macedonia were not accompanied by appropriate
measures, such as institutional development, market mechanism and private owner-
ship, that would normally feature in a competitive market environment. Privatisation
was, essentially, introduced too early without providing time for the other macroeco-
nomic stability and price liberalisation policies to have become integrated in the sys-
tem. Ignjatovi¢ (2012) has further argued that the MEBO model actually evolved in-
to a predatory form of capitalism with corruptive elements creating a new class in
society that became richer and more powerful ‘overnight’. Thus, through the process
of privatisation, ‘politically connected tycoons acquired quasi-monopoly’ positions
(Bartlett and Samardzija 2000; WB).

A tough and inflexible negotiation with the IMF is pointed to by the research
partners when reflecting on the choice of privatisation model. They highlight that:

the privatisation model was supported by the then two most powerful political parties in
North Macedonia (KMG, STP, NIP,'* KMI)

13 Anacademic, not politically active.
14 An academic, politically active in the early years of North Macedonia’s independence.
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and, according to them:

there was no discussion with the IMF about which model of privatisation was most appropri-
ate for the North Macedonian market. (STP)

The choice of the model of privatisation was further justified by ‘the intention of
maintaining very important political stability at that time and protecting North Mace-
donian capital from Albanian minority investors [the largest minority population]’
(SP). Policy options were therefore assessed in the context of a consideration of how
the long-term stability of the political leadership of North Macedonia would be af-
fected (Haggard and Webb 1993). Some respondents who were closely involved in
the reform process referred to the privatisation process as an:

inappropriate reform especially since the economy had not developed any market mechanism
and private ownership. (NIP, NAM, '3 IPF)!¢

Given that domestic elites were the major buyers of state-owned enterprises, this
approach can also be perceived as delivering the opportunity for them to choose a
model of privatisation that was most beneficial to themselves. According to some of
the respondents in this study:

the reason for the chosen model of privatisation might have been to satisfy their [the political
elite’s] main interest: the privatisation process being completed in a way that they will reap
the largest profits. (KMG)

It was argued that the government needed to find the ‘best way’ for the current
managers to maintain their position and ownership of the enterprises as they would
be the ones ‘financing the political campaigns of the parties’ (KMG). This relates to
the point that, when reforms are not fully implemented, it is the economic and politi-
cal elites who are, for the most part, the ones who benefit.

Even though several respondents acknowledged the unsuccessful privatisation
process being pushed by the IMF, less critical respondents did not directly blame the
IMF itself. Some of these less critical respondents justified their position with refer-
ence to local economic circumstances:

the increased unemployment would have existed even without the process of privatisation
since it initially increased due to cutbacks in over-employed state-owned companies and the
shrinkage of the market.!” (NIP, NAM, IPF)

In this way, the political elites sought to escape responsibility for the failure of
the privatisation process on the basis of people’s patriotism, pointing out that their
actions had only been aimed at the well-being and prosperity of the country, i.e. the

15 Member of a governmental institution.

16 Member of a public organisation.

17  The Yugoslav market was made up of a population of 24 million people while the North
Macedonian market had a population of just two million.
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‘greater good’ (NP, TN), although it is also clear that the North Macedonian econo-
my:

suffered the consequences of the rigid privatization process and the low competitiveness of
the market. (1ZC)'8

Most of the enterprises were ‘bought out for a small amount of money and were
subject to restructuring which destroyed’ an already vulnerable economy (IZC,
KMB). Therefore, the entire privatisation process was regarded by the more critical
respondents as ‘a painful internal process, non-transparent and assisting only tycoon
criminals’ (IZC, KMB, ! KMG). Ultimately respondents felt that:

it could have been completed in a more efficient and more fair way without dishonouring the
rights of the people which did not participate in the privatisation, especially since all the peo-
ple had been involved in building this capital: why were they restrained from contributing to
the public capital? (IZC)

Even though the IMF had not suggested the model of privatisation to be imple-
mented, the more critical respondents believe that ‘it had an influence on the privati-
sation process in North Macedonia’ (IZC, STP, KMG). They further believe that the
IMF could have influenced this process by involving foreign financial organisations
which would have ‘evaluated capital in a transparent way’ and that this would have
led to “an appropriate and more transparent revitalisation or preservation of enterpris-
es’ (IZC, KMG). However, the IMF’s diagnostic abilities seem limited to following a
superficial, unitary approach entailed by sticking doggedly to its ‘one size fits all’
approach despite the lack of appropriate institutional development or where this was
seriously lagging. The IMF refused to recognise the cultural background and the cor-
rupt nature of North Macedonian politics, leading to ‘a corrupt privatisation process
through which the owning structure’ of enterprises changed but in which there was
essentially no change in the ‘management structure which obstructed the successful
transformation of the private sector’ (IZC). Furthermore, a significant number of
these companies did not survive the transformation process; and those which did
drastically decreased their production scope, leading to even higher unemployment
rates (IZC).

Conclusion

This article focused on studying the extent to which the six key factors identified
in the literature and which are both political (type of political regime, the process of
transition and the party system) and economic (length of economic crisis, collective
memory and external influence) play a role in creating an environment in which eco-
nomic reforms can easily find support. In doing so, the article has uncovered the po-
litics of economic reforms which are rooted in the relationship between national
elites and other national political actors and has determined the importance of the

18 Member of a public organisation.
19 An academic, not politically active.
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role of the elites in obtaining support for neoliberal reforms. The findings and discus-
sions in the article affirm that mass support for reforms is influenced by the attitude
of the elites. Against this background, I argue that decision-makers have noticeable
influence with which to model and have an impact on ‘the space for reformist initia-
tives’ (Grindle and Thomas 1989: 243). Through this process, a by-product was cre-
ated in the reform process in North Macedonia in which the elites have supported
policies from which they themselves benefit.

Based on the discussion, it is worth noting that support for economic reforms was
associated with a kind of patriotism, portraying North Macedonia as a young and in-
experienced country in need of the help of international organisations. This is fre-
quently acknowledged (SAP, TAN). I reiterate here that the political and economic
elites provided support for such reforms because they were the main beneficiaries of
the ambiguous reform process that took place in the country, orchestrated by the
IMF. Macroeconomic restructuring in North Macedonia, applied in line with the ne-
oliberal policy agenda, also contributed to its prolonged transition. The ‘free market’
was presented as the solution to rebuilding a socialist economy in the middle of the
wars generated by the disintegration of Yugoslavia. The destabilisation of an econo-
mic system, including the takeover of productive assets, the extension of markets and
benefits accruing to certain elite groups constitute the real cause of the extended tran-
sition.

One limitation of the research summarised in this article may be that it focused
on the key factors discussed in the literature and did not consider other important
factors that might have been useful in the process of exploring the North Macedonian
elite’s involvement in the transition. However, the research was not aimed at adding
to the known factors identified in the existing literature; instead, it aimed at uncover-
ing the elite’s involvement in supporting neoliberal reforms. This will nevertheless
be useful for future research, with developing knowledge able to draw on the results
of this study and an identification of other potentially important factors in this direc-
tion that may influence policy decisions regarding reforms. In addition, the study’s
aim was not to provide a toolkit of solutions that can be used, or a universal and stan-
dardised approach to detecting the support of elites in different economies. Rather,
the six key political and economic factors reveal the role of the elites during the tran-
sition of North Macedonia towards a market economy and provoke further discus-
sion on the intention of elites in small transition economies to push for reforms
which are beneficial for them.

Thus, the main implications for policy-makers that this article is seeking to high-
light is to be wary of the agenda set by foreign experts for small economies. It ap-
pears specifically mindful of the need for a deep understanding of the local context
before deciding and implementing an appropriate context-specific policy pro-
gramme. Significantly, the article analyses the vigour of the policy reform process
and the institutional changes taking place in transition economies, as these were per-
ceived by the actors intricately involved in such processes; however, at the same
time, it is clear that policy reform is a process which differs from one country to the
next in terms of making decisive approaches. While actors advocating economic pol-
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icy change may have achieved their objectives to a notable degree, there have been
costs which, in this case, are reflected via the country’s prolonged transition.

Current discussions in the political economy of policy reforms tend either to gen-
eralise insights from policy research or treat specific contexts as too peculiar and in-
applicable. This article escapes these two extremes, offering fresh insights from a
case study based on a range of various experiences that can be used as a stepping
stone for further political economy research into policy reform. Such a study sup-
ports policy reformers in seeking more effective approaches toward change and eco-
nomic development. Having said that, this article could provide a platform for con-
ducting further comparative studies of the economy of North Macedonia in conjunc-
tion with other economies going through the process of transition. Such comparative
studies can deliver new understanding of the way governments support certain re-
forms even though they disregard the context specifics by focusing on the by-prod-
ucts generated by such reforms.

Another recommendation for further research is of a more theoretical nature. This
relates to the contribution of other economic and political factors that might be useful
in separate contexts. As mentioned previously, the role of this article was not to de-
velop new context-dependent aspects that provide a better explanation of the particu-
lar environment in which economic and political elites provide support for neoliberal
reforms; rather, the discussion was intended to explore the extent to which the as-
pects discussed in the literature are accounted for in small economies, such as North
Macedonia. Even so, future research could focus on using the same elements in dif-
ferent contexts with the aim of expanding and adding new components which might
further account for the idea of elite support for economic reform alongside encourag-
ing a fresh perspective on the general area of pro-market policy-making.
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