
WORKING PAPER 

Overseas 
Development 
Institute 

10-1 1 Pe rcy Street Londr3r. W 1 P O J B 

T e i : 0 1 - 5 8 0 7 6 8 3 





OVc'̂ srAS OFVELOPWENT INSTITUTE, 
10 11 PERCY Slim, 
l O H i m WIP 0J3 
Teh 01 -o80 7G83 

No. 7 

THE IMPACT OF IMF STABILISATION 
PROGRAMMES IN lEVELOPING COUNTRIES 

Tony K i l l i c k * 

*Re8earch O f f i c e r , Overseas Development I n s t i t u t e 

ODI Working Papers present i n pre l iminary form work 
r e s u l t i n g from research undertaken under the auspices 
of the I n s t i t u t e . Views expressed are those of the 
authors and do not necessa r i l y r e f l e c t the views of 
ODI. Comments are welcomed and should be addressed 
d i r e c t l y to the authors. 

0 85003 081 1 March 1982 

S o ? 2.. 



THE E3?AC'I OF l i lF STABILISATION PR(3GF-̂ 'Ji2ES IN DiiVELOPIIJG COm-JTRlES 

Contents 

page 

Introduct ion 1 

I - Tiffi IMPACT ON IHE BALANCE OF PAYMENTS 

Questions of measurernent ^ 

E f f e c t on current account 

Bas ic or o v e r a l l balances ^ 

L i b e r a l i s a t i o n 10 

II - IIIPACT ON OTHER TAROET VARIABLES 

Impact on econaaic growth 13 

The i n f l a t i o n rate 15 

The d i s t r i b u t i o n of income 17 

Problems of i n t e rp r e t a t i on 22 

III ~ IJHY IS THE ITIPACT SO SLIGHT? 

The extent of prograiiKte impleraentation 24 

Impact on instrument var iab les 2 7 

The co r r e l a t i on bet^reen implementation and r e su l t s 30 

Other explanations 31 

IV ~ SUiaiAIlY 37 

laSFERENCES 39 



Introduct ion 

There oeems to be agreement beti7een the Fund's c r i t i c s and defenders 

that i t s prograranes have major e f fects on the econonies concerned. The 

disagreement i s about whether the net sura o f these e f fects i s harmful or 

b e n e f i c i a l . Such systematic evidence as ex i s t s on th i s top ic throws doubt 

upon th is premise, hovrever, and the task of th i s chaptar i s to survey the 

evidence^ 'explore the reasons vrhy Fund prograraines do not always achieve 

what they set out to do. 

The task of assessing the impact of Fund pro<7,raini!ies i s by no means 

s t ra ight fon/ard , however. FollOT/ing Gui t ian (19f2 ?p . ), we can 

inentioii at l east three d i f f e r en t kinds of test that might be app l i ed . 

F i r s t s ac tua l economc performance during and iraoediately a f t e r the 

prograuBJie can be compared with performance ii-mtediateiy before i t . This 

has the merits of being f a i r l y easy to cariry out and of o b j e c t i v i t y . 

But s ince countr ies often j-o to the Fimd only when they are i n the 

d i r e s t st ra i tS j , witl i key economic var iab les on r ap i d l y de t e r i o r a t ing 

trends J i t may not be r e a l i s t i c to expect a programme to b r ing about 

an absolute improvement i n the balance o f payiaents or other target 

var iab les the programtie may do we l l i n the short run i f i t vcerely slows 

down tlie d e t e r i o r a t i o n . Moreover; urf^ently needed neasures to stren^itlien 

the payraents pos i t i on may wel l necess i ta te a t rade -o f f i n terms of output 

and eraployment foregone. 

Since judgements about vrhat can r e a l i s t i c a l l y be hoped for under l ie the 

targets set by the 7und s t a f f for i t s prograrmeSj th i s suggests a second 

way of assess ing the prograinmes. naiaely to compare actua l r e su l t s with 

progranae t a rge t s . These do not i nva r i ab l y p r ed i c t a reduction i n payments 
2 

d e f i c i t s and/or higher i n f l a t i o n i a the short terra. This t e s t a lso has 

1 See a lso IJil l iariSonj 1981, for a s t imu la t ing d iscuss ion of tha 
p r i n c i p l e s that should .niide an eva luat ion of prograEKie performance. 

2. For examples out of 21 proRriiairses i n 1978-79 11 targets envisaged 
mora rap id i n f l a t i o n arid a fur ther l l envisaged a slox/er rate o f 
GDP growth. 



i t s drawbacks, hovrever. I t introducas considerable s u b j e c t i v i t y , 

with the p o s s i b i l i t y that r e su l t s are a f fected by any. s y s t e s a t i c 

tendency to?;ards over-ambition or conseirvatism i n programme targets , 

llore i iaportantly to the independent researcher^ i t requires access to 

a large volume o f con f i dent i a l information on country programnes which 

the Fund i s r i g h t l y unwi l l i ng to re lease . In any case, i f Fund progrananes 

ad i ieved a good success rate i n meeting targets which, however, envisaged 

l i t t l e improvement i n the imder ly in^ economic s i t u a t i o n , the welfare 

significffijice o f such r e su l t s would be questionable and i t would be a 

reasonable inference that tha Fund was unable to o f f e r an e f f e c t i v e so lut ion-

to payments d i s e q u i l i b r i a . A t h i r d and i n p r i n c i p l e the most a t t r a c t i v e 

t e s t , there fore , i s to compare programme r e su l t s w i th what would have 

occurred i n the absence of the progranne. The ove r r i d ing d i f f i c u l t y with 

th i s t es t i s i t s sub ject iv i sas the many assumptions and judgeitients i t 

would be necesGarj' to make i n order to set up the hypothet i ca l 'what would 

have been ' , i n c l ud ing judgements about what p o l i c y changes tha government 

might decide to int roduce . I f i t were poss ib le to carry out such a tes t 

at a l l , i t would have to be based upon a such an int imate knowledge of 

i n d i v i d u a l country circuristancac, pre ferab ly expressed i n a comprehensive 

Eiacroeconomic s imulat ion rnodel, as to preclude the p o s s i b i l i t y of cos s -

country tes ts i nvo l v ing large numbers of observat ions . 

In p r a c t i c e ; the t h i r d tes t i s impossible to apply without an unacceptable 

loss of o b j e c t i v i t y and country coverage, so most of the evidence presented 

below re la tes to the other tizo c r i t e r i a . A fur ther compl icat ion concerns 

the d i f f i c u l t y of reducing belance o f payments performance •- which i s 

i n v a r i a b l y the prime target of IMF prograames - to a s ing l e or simple 

s t a t i s t i c a l i nd i ca te r^ a po int to be taken fur ther s h o r t l y . 

Tl.e ' - following account o f the impact of Fund prosrammes draws upon 

three p r i n c i p a l sources . F i r s t , we make extensive use o f p ioneer ing 

work by Connors (1979), This appl ied non-parametric rani-: iMthods to 

31 upper c r e d i t tranche HIF s ta id -by programmes approved during 1973-77 

to t e s t the impact of the programmes on four v a r i a b l e s : tha GDP growth 

rate> the i n f l a t i o n rata? the current account of the balance of paymentss 

and the s i se o f the f i s c a l d e f i c i t as a percentage of GDP. Values for 

these va r i ab l e s were talcen for one year eacli before ani after, approval of 

the prograiime and the sub-sanples were d i v ided according to whether or not 

the povemments nad complied with nrogracsae c r e d i t c e i l i n g s . 



Second, ue report the r e su l t s of a d d i t i o n a l t7ork(hereafter c a l l e d 

' the ODI t e s t s ' ) c a r r i ed out i n uhe course o f the p r e sa i t p r o j e c t . 

B r i e f metliodological d e t a i l s are provided i n the appendix to th is chapter 

and are reported more f u l l y i n K i l l i c k and Chapman (1982). This takes 

Connors' work as i t s s t a r t i n g po int but var ies i t i n a number of ways. 

I t i s based upon 38 programmes agreed with n o n - o i l developing countr ies 

(only) i n the post o i l - c r i s i s years , 197A-79. Var iab les s tudied inc lude 

the f i r s t three of Connors' plus the bas i c b a l f e ^ o f ^ayl iS^S^fEf*SftaS|IS 

i n domestic c r e d i t and money supply. Subject to data l i m i t a t i o n s , e f f ec ts 

are s tudied for both one and two years a f te r progranuiie incept ion and the 

sub-samples are broken doim by country per cap i t a income l e v e l . Tliis work 

i s supplemented by the app l i c a t i on of regress ion techniques to a smal ler 

number of cases (necess i tated by data shortages) to test tha extent to 

which the existence of a Fund programme adds to our a b i l i t y to ' e x p l a i n ' 

tiie behaviour of the balance of payments (current account and ba s i c 

balance) 5 GDP grov7th and i n f l a t i o n . " ' In th i s case we tested r e su l t s i n 

the programrae year and each of the fo l lowing two yea r s . 

T h i r d , we summarise the r e su l t s of successive in~houso IMF revievrs 

of upper-tranche stand-bys Exc lud ing E F F ^ during 1963-79. Tv/o o f these 

have been publ ished (F,eichmann S S t i l l s o n , 1978; Reichmannj 1973) but 

tiie others remain unpublished and are regarded as c l a s s i f i e d mater ia l s 

by tlie IliF (but not neces sa r i l y by member-governments). As w i l l be seen, 

these d i f f e r from tlie tes t s already descr ibed , p a r t i c u l a r l y i n the 

use o f comparisons be tureen IIIF progranmes targets and actua l outcomes, 

v7hich i t s s t a f f are uniquely able to make. I t thus adds a valuable 

dimension to the independent tests already descr ibed , besides drai/ing 

upon a wealth of add i t i ona l resources . F i n a l l y , xfe have made some 

reference to the f indings of oti ier i.ndependent researc l iers , although 

these tend to be raore coun t ry - spec i f i c a id l e s s systematic . 

3 The regress ion ana lys is u t i l i s e s data (a) for a ' l a r g e ' sample of 
13 countr ies and (b) for a ' sdu i I I ' sample o f 7 count r i e s . These 
were diosen on the bas is of data a v a i l a b i l i t y , with only the smal l 
saraple o f f e r ing the f u l l range of required data . F u l l e r d e t a i l s 
are provided i n IC i l l i ck and Giapraan^ 1932. 

4 In r epor t ing the resu l t s of Peichnann, I9785 we have made use o f a 
f u l l e r mimeographed vers ion (Joaason and Sfiidiiaann, 1973). In 
deference to the Fund's ' c o n f i d e n t i a l * c l a s s i f i c a t i o n s , we maJ.ce only 
rati ier summary reference to t h e i r unpublished r e su l t s and exclude 
a l l references to i n d i v i d u a l count r i e s . Iliese documents were 
obtained from nou-IIIF sources . 
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A -

In Part I , which folIowSs we exandne the impact o f Fund programmes 

on the balance of payrients and then i n Part II look at t h e i r in5)act on 

economic grox^th, i n f l a t i o n and the d i s t r i b u t i o n of income. Par t I I I 

t r i e s to exp la in the resu l t s obtained and Part IV o f fe rs some comiinents 

on the e f fects of a l t e rna t i ves to the 11^ approach. Part V summarises 

the conIcusions. 

I - IMPACT ON IHE BALANCE OF PAYMENTS 

Questions of measurement 

As wv 3 expla ined i n the previous chapter, i t i a towards in5)roving 

the balance o f payments that IJIF programmes are p r ima r i l y d i r ec ted 

so i t i s appropriate to begin by enquir ing in to the e f f ec ts these 

have on the pajnnents s i t u a t i o n . Expressed genera l ly , i t was shown i n 

the previous chapter that nwjadays the Fund's ob ject ive i s expressed 

i n terms of c rea t ing a " v i a b l e " payments s i t u a t i o n which t y p i c a l l y means 

'k current account d e f i c i t that can be f inanced on a susta inab le bas i s 

by net c a p i t a l inflows on terms that are compatible with the developiaent 

and groiirth prospects of the countrj' '". This formulation immediately 

int imates that assess ing the success of any prograune i s by .no means a 

stra ight forward matter , un l ike some simple ob ject ive such as ' e l i m i n a t i n g 

a l l current account d e f i c i t s ' . 

One of the complications concerns the e f f e c t of pu t t ing a Fund programne 

i n place upon net c a p i t a l inflows from other sources . The Fund has long 

argued d ia t one of the benef i t s which a stand-by programme *..Tn b r i ng i s 

that i t has a c a t a l y t i c e f f ec t i n a t t r a c t i n g funds from a i d agencies„ 

p r i va te banks and other sources, so that considerably more i s at stake 

than the ac tua l s i z e o f the Fund c r e d i t . As one o f the Fund reviews 

puta i t t 

In severa l cases the programs were expected to r e s u l t i n 
a r e s to ra t i on of confidence i n the management of the 
economy botli at hoae and abroad, so tliat other soucas of 
balance of payments assistance would contr ibute to a more 
gradual adjustment e f f o r t , thus rendering i t l ess severe. 

To the extent that Fund programiaes a c tua l l y have such c a t a l y t i c e f f e c t s , 

i t i s c l e a r l y i n s u f f i c i e n t simply to lode at changes i n the current account 

because enlarged c a p i t a l inflows w i l l ( i f the terms are r ight ) increase the 

s iaa of ' v i a b l e ' current d e f i c i t s . 



The Fund's own assessisents have thus t r a d i t i o n a l l y tended to focus 

upon the impact o f i t s progranmias on the o v e r a l l balance ( i . e . the 

balance on monetary movements with oi^posite s i gn ) , which incorporate 

a l l non-monetary c a p i t a l f lmrs . In vrhat fo l lows , use i s a lso made of 

the bas ic balance (current account plus net long-term c a p i t a l movements), 

which should a lso catch inf lot;s induced by any confidence generated 

by agreenffint with the Fund. The current account should not be wr i t t en 

o f f en t i r e l y s however, p a r t i c u l a r l y i n a world of high i n t e r e s t r a te s . 

I f a large proport ion of induced inflows i s obtained only with high 

i n t e r e s t rates and/or ifsdium-tarm maturity then these may be ne i the r 

des i rab le nor s u s t a i n i l e i n terms of future debt s e r v i c i n g capac i ty . 

This appl ies most obviously to borrctoing from the Euromarket and other 

commercial bank sources . Tlie ' v i a b i l i t y * of current d e f i c i t s i s d i r e c t l y 

cor re la ted uith. the proport ion of Icftg-term concessional f inance i n t o t a l 

infloti/s and th is proport ion has dec l ined i n recent years .^ And i n the 

end, of course, i t i s the current account ~ p a r t i c u l a r l y export 

performance - wliich has the most c r u c i a l bear ing upon the hea l th o f 

tlie o v e r a l l payments s i t u a t i o n . In many country circumstances a reduct ion 

i n current d e f i c i t s i s a sine qua non of any r e s to ra t i on of payments 

equ i l i b r i um . 

For reasons of th is k i n d , therefore , the Fund i s paying increased 

a t tent ion to the current account i n eva luat ing i t s otm programmes. 

However, i t has recognised that i n doing so there i s a danger of o ve r 

s t a t i ng the e f f i c acy of i t s programmes because to a considerable extent 

governments have to t r im the current account l a rge ly through ac t ion 

on imports) to whatever f inanc ing happens to be a v a i l a b l e , so that a 

reduced current d e f i c i t may be tha r e s u l t of an unforseen import 

compression rather than a s ign of programme success ; 

In severa l o f the /1277/ programmes, the r e l a t i v e l y 
rap id improvement i n the balance o f payments can be 
a t t r i bu ted to the impleraentation of co r rec t ive p o l i c i e s . 
In other cases tlie reduction i n tlie externa l imbalance 
r e f l e c t ed l im i t ed a v a i l a b i l i t y of f inanc ing and s c a r c i t y 
o f foreign exchange reserves rather than p o l i c y implementation. 
The iriprovement i n these cases was more apparent than r e a l 
because i t d i d not represent that balance of payments 
v i a b i l i t y was res to red . 

5 Betiireen 1973 and 1980 the share of tha externa l debt of n o n - o i l 
developing countr ies owed to off> i a l c r ed i to r s f e l l from 50.4% to 
42,1% and the share of p r i va te f i n a n c i a l i n s t i t u t i o n s went up from 

35.5^1 to 48,9% ( c f JIW 1981, Table 29 ) , 



There are other circumstances, however, i n which r e su l t s on current 

account may lead to an under-estiniation of programme success . This i s 

p a r t i c u l a r l y l i k e l y when, as i s quite often the case, the l i b e r a l i s a t i o n 

of trade and pa^riaents i s an important component of the programme.^ 

In the s h o r t - r u n , l i b e r a l i s a t i o n i s more l i k e l y than not to be assoc iated 

with an increased current d e f i c i t but th i s would be cons istent with 

programne success i f i t had a longer-term strengthening e f f e c t and i f 

i t reduced d i s t o r t i o n s and i n e f f i c i e n c i e s caused by excliange c o n t r o l s . 

A l a s t compl icat ion to mention concerns the time span over which 

a programme should be eva luated. Almost a l l the evidence presented below 

examines the impact o f the programmes v/ithin a year or two of t h e i r 

i n c e p t i o n . This i s cons istent \jitii the genera l ly rather short - te rm 

nature of most Fund progranmies and has the fur ther advantage o f minimis ing 

the inf luence o f factors externa l to these programmes. On the other hand, 

i t prevents us from answering tlie important quest ion of lidiether they 

led on to any susta ined improvement i n the payments s i t u a t i o n ~ as the 

not ion of a v i ab le payments balance of requires - or whether t h e i r e f f ec t s 

were largely ephermeral. Ha/ever, we are able to reyort some evidence 

on t h i s . 

To sum up on t h i s question of raeasureiuent, three c r i t e r i a of programme 

success are suggested^ 

(a) IJe expect sosae general tendency for current account d e f i c i t s 

to d imin i sh but subject to the q u a l i f i c a t i o n s that not a l l 

programmies w i l l be expected to achieve th is and that , i n any case^ 

reduced d e f i c i t s may hot be the r e s u l t o f programme p o l i c i e s . 

(b) We can more cc«ifidently expect an improvement i n the b a s i c 

or o v e r a l l balancesp p a r t l y as a r e f l e c t i o n of (a) and 

p a r t l y as a r e s u l t o f the inducement e f f ec ts of IIIF progranmies 

on other c a p i t a l in f lows . 

(c) We should look for a more than t r ans i t o ry e f f e c t , xThile 

recognis ing that there are many factors externa l to the 

Fund's programmes XiThich could cause a dfeteriorating payments 

s i t u a t i o n i n the years a f t e r the expiry of a p a r t i c u l a r 

prograraae. 

We now surdciarise the ava i l ab le avidence. 

(i See Krueger, 1978 passim, for an extensive d i scuss ion of t h i s . 
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E f f e c t on current account 

F i r s t , we have r e su l t s from the Connors and ODI t e s t s . The f o m e r 

found for the cases he examined that there was some tendency for the 

current account to ia^jrove OLn almost a l l cases meaning a reduced d e f i c i t ) 

but that th i s tendency was not s t a t i s t i c a l l y s i g n i f i c a n t at the 95% 

l e v e l . The ODI r a a k t e s t r.x i r e su l t s were s i m i l a r : no s t a t i s t i c a l l y 

s i g n i f i c a n t change i n the d e f i c i t even with a 90% cu t - o f f l e v e l . In the 

f i r s t 12 months a f te r the incept ion of the programme the s ign was 

'wrong ' , i . e . there x/as a tendency for the d e f i c i t to increase , but th is 

was corrected by the second year . The ODI regress ion tests confirmed 

the absence of a s i g n i f i c a n t impact, although the signs tirere ' r i g h t ' . 

The in-house IIIF reviews have l a rge ly concentrated m examining the 

o v e r a l l balance and have only studied tlie impact on current account 

from the 1977 programmes onward. In these cases, and m l i k e the 

Coimors/ODI work, tlie comparison i s with the IIIF programme ta rgets . 

In 1977 the current account outcome was equal to or be t t e r than expected 

i n 9 out of 11 programiaes, although the i n t e r p r e t a t i o n of t h i s r e s u l t 

was q u a l i f i e d by the passage already quoted on page 3 . The r e su l t s 

for the 1973-79 programmes were more mixed. Tne outcome was x^orse than 

prograrime target i n 11 out of 21 programmes, although i t was worse than 

the payments outcome i n the per iod immediately p r i o r to the programme 

i n only 8 of the 21 cases, with programme targets envisaging a worsening 

on current accoxmt i n 6 cases. In 17 cases the current account moved 

i n the intended d i r e c t i o n . No tests of s t a t i s t i c a l s i gn i f i c ance were 

xmdertaken. 

Taking a l l these r e su l t s together, the roost that can be claimed i s 

some modest shor t - run tendency for the prograracies to move i n tlie des i red 

d i r e c t i o n but a tendency x/aich has only lo^^ claims to s t a t i s t i c a l 

s i g n i f i c a n c e . This i s perhaps a s u r p r i s i n g l y x/eak r e s u l t but , given 

the ambivalence o f c r i t e r i o n (a) above, i t x/ould be a mistake to place 

much weight upon i t . Considerably greater in^ortsnce attaciies to 

the r e su l t s for tlie b a s i c or ove r a l l ba lances . 

Tlie b a s i c or o v e r a l l balances 

Unfortunate ly , Connors d id not examine any pajroients i nd i ca to r s other 

than the current account so the only independent t e s t i s our ox/n. l l ie 

7 In th is case the current account d e f i c i t x/as expressed as a % o f 
GZt? rather than i n absolute terras. 



ODI work used a rank test for changes i n the b a s i c balance and d id 

not f i n d any s i g n i f i c a n t change, even v^ith a 90% confidence l i m i t . 

In year 1 there was no measurable change at a l l but there was a 

(non - s i gn i f i cant ) tendency towards improvement i n year 2. Rank tests 

for. changes i n i n t e r n a t i o n a l reserves shovred 'wrong' s igns (reserves 

went dotm) but the r e su l t s were again not s i g n i f i c a n t . Our regress ion 

tests provided a somewhat d i f f e rent p i c tu re as regards the b a s i c ba lance, 

however. For the l a r ge r sample o f 13 countr ies there was again no 

s i g n i f i c a n t iE5>act, although the signs were ' c o r r e c t ' i n tv7o o f the 

three years , but f o r tlie smal ler sample of the 7 countr ies with the 

most COToplete data there was a p o s i t i v e and s i g n i f i c a n t e f f e c t both 

o v e r a l l and for a l l three yea rs . I t i s not c l e a r why the r e su l t s should 

d i f f e r as beC/een the ti^o saaples and . id «e* the discrepancy could be 

explained i n terms of sample b i a s e s . 

Turning to the DIF 's am. assessment^ there i s a ra ther complete 

set of r e su l t s for a l l upper-tranche standHsys dur ing 1963-79» broken 

down i n t o the fo l lowing sub -per iods : 

1963-72 (reported i n Seichmann L S t i l l s o n , 1973); An improve-

over the pre-prbgrannne s i t u a t i o n was recorded i n 64% o f 

the 75 cases examined but th i s was s t a t i s t i c a l l y s i g n i f i 

cant (even at the 90Z confidence l eve l ) i n only 24% o f 
8 

the cases . In terms of s t a t i s t i c a l l y s i g n i f i c a n t r e s u l t s , 

there was no change i n 71% and a de t e r i o r a t i on i n 5% o f the 

progranE»«s. 

1973-75 ( reported i n Reidxmann, 1978): The t e s t appl ied i n th i s 

(and subsequent) studies was by comparison with programme 

targets and the r e su l t s xrere very mixed. Seven outcomes 

XTere be t t e r than expected, seven were x/orse and seven t^are 

approximately on ta rge t . Comparisons were ^it made with 

the pre-programme s i t u a t i o n and no s i gn i f i c ance tes ts 

were en5>loyed. 

1975 "Hiare were only 5 prograiiaiies i n th i s yea r . Of these , 

r e su l t s were b e t t e r than expected i n three cases and below 

target i n the other txJo. 

1977 A good yea r . Of tlie ten cases i n which targets were set for 

the o v e r a l l balance of payitients, C progransnes achieved r e su l t s 

equal to or be t t e r than expected and only 2 were below 

expectat ions . 

3 The balance of pajrments i n d i c a t o r used i n t i i i s study was changes i n 
the net fore ign assets of the banking system, whicii i s conceptual ly 
s i m i l a r to the o v e r a l l ba lance . 



1978-79: Of the 21 programmes i n t h i s pe r iod ta rgets were set 

f o r the o v e r a l l balance i n 19 cases. Of these, 9 achieved 

r e su l t s equal to or be t t e r tlian target , but the other ten 

were worse '±Hn ta rget . However,, when comparison was made 

with the ac tua l pre-programme s i t u a t i o n the r e s u l t became 

a good deal more p o s i t i v e , w i th post-programme r e s u l t s 

equal to o r be t t e r than the previous s i t u a t i o n i n 15 o f 

the 19 cases. In other w o r d s t h e r e was an apparent t e n d 

ency for targets to be too ambitious, so that ccanparisons 

o f resvi lts with targets tend to under -state programme ach 

ievements. No s i g n i f i c a n t t e s t s were undertaken. 

I t i s e x t r a o r d i n a r i l y d i f f i c u l t to der ive any c l ea r conclus ions 

from t h i s mixed bag o f r e s u l t s , but the fo l lowing gene ra l i s a t i ons are 

t e n t a t i v e l y suggested: 

(a) P a r t i c u l a r l y i f i t i s t rue for a l l years from 1973 that 

Fund ta rgets tend towards over -ambit ion , i t can be i n 

ferred tha t there i s a general tendency for proeramimas 

to reduce bas ic or o v e r a l l accovmt d e f i c i t s . 

(h) The s t a t i s t i c a l s i gn i f i c ance o f t h i s tendency i s not 

la rge , hov/ever. 

(c) There i s no evident t rend i n the r e s u l t s over time, 

even though the per iod s tudied covers both p r e - and 

p o s t - o i l c r i s i s years . 

The r e s u l t s j u s t g iven for the ba s i c or o v e r a l l balances are a 

l i t t l e stronger than those reported e a r l i e r on the current account, 

and t h i s i s cons i s t ent tirith c la ims that agreement on a stand-by or 

EFF programme a t t r a c t s c a p i t a l inf lows from other sources . But 

such comparisons do not i nd i ca t e any strong c a t a l y t i c e f f e c t . In 

the l i g h t o f the r e s u l t s reported i n chap te r s (pp . . . ) , we v/ould not 

an t i c i pa t e strong r e s u l t s . Commercial banks, a i d agencies and other 

lenders have t h e i r o\m d e c i s i on c r i t e r i a and these are l i a b l e to d i f 

f e r between governr:ients- Some (B raz i l , Jamaica, Zaire) have i n the 

ijast used access to the Euro-market to avo id going to the Fund. Others 

(Bangladesh, S i e r r a Leone) continue to ba given a low c r e d i t r a t i n g 

by the banks ever, v/hen a Fund programrae i s i n p l a c e . The continued 

a v a i l a b i l i t y o f fiinds from the banlis i s a l so l i k e l y to be s ens i t i v e to 

the extent to which a programme i s being implemented and achiev ing 

des i red r e s u l t s , not simply on whether or not a stand-by i s i n ex i s tence . 



A i d donors are perhaps more l i k e l y to be in f luenced , e s p e c i a l l y 

given the growing co l l a bo ra t i on betv/een the I !F and World Bank. On 

the other hand, sjcpectations o f the amovint of a d d i t i o n a l f inance that 

vriLll be t r i gge red agreement with the Fund are o f ten d isappointed . 

Our case study o f Jamaica (chapter C4 ) provides a specificcexaii5)le 

and TOrk by Beveridge and K e l l y (1980) provides a more general i l l 

u s t r a t i o n . They fo\-ind (Table 3) that fore ign lending to the govern

ment f e l l short o f the amounts pro jected i n 61% o f 105 IMF programmes 

i n 1969-73, although there was a marked tendency for the s h o r t f a l l s 

to d imin i sh over t ime. They nevert l ie less concluded (p.243) that 

" s h o r t f a l l s i n fore ign f inancing contr ibuted important ly to the non-

observance o f the f i s c a l subce i l ing /_ on d e f i c i t f inanc ing/ i n a 

number o f programs". On both a p r i o r i and e v i d e n t i a l grounds, the re 

fore , v/e would not expect the c a t a l y t i c e f f ec t to be genera l ly very .. 

l a rge , although i t could be so i n s p e c i f i c circumstances, as i n C h i l e 

i n 1974 5 (see chapter C2 ) High governmental and Fund expectations 

are more l i k e l v than not to be d isappointed; t h i s i s perhaps one o f 

the reasons why the s t a t i s t i c a l r e s u l t s for the ba s i c and o v e r a l l 

balances are not s t rong . I t i s a l so a reason for i-^rogranme f a i l u r e 

and for the high perce ived costs o f s t a b i l i s a t i o n programmes, for the 

chances o f success and costs are a d i r e c t funct ion o f being able to 

maintain import suppl ies (lirueger.. 1S73, p.224) and having a reastoable 

pe r iod o f time over vrhich to implement the progranaae, 

L i b e r a l i s a t i on 

As noted i n chapters , the Fund i s required by i t s A r t i c l e s to 

a s s i s t the e l im ina t i on o f foreign exchange r e s t r i c t i o n s . T h e r e v i a , ! 

a standard c lause i n a l l programmes that the borrov/ing government v i l l 

not introduce n̂ iw r e s t r i c t i ons> nor In tens i fy e x i s t i n g ones, dur ing the 

pe r i od o f fas programme? some programmes go fvirther and inc lude an a c tua l 

l i b e r a l i s a t i o n amongst t h e i r ob j ec t i ves . A degree o f l i b e r a l i s a t i o n was, 

for example, sought i n at l e a s t 8 o f the 23 stand-bys i n 1978-79. 

There i s , unfortunate ly , l i t t l e d i r e c t evidence on the success i n 

ach iev ing • • v t l i i s ob jec t ive , although the Fund 's 1978-79 reviev; recorded 

only ' l i m i t e d ' implementation under t h i s heading. V.e can, however, u t i l i s e 

the r e s u l t s o f an imiortant study conducted by Bhagwatl (1973), Krueger 

(1978) and others o f fo re ign trade regimes and economic development to 

ga in fur ther i n s i g h t s i n t o t h i s . They and t h e i r c o l l a bo r a to r s studied a 

t o t a l o f 22 attempts i n 10 countr ies t o move from a h i gh l y r e s t r i c t i v e to 



a l i b e r a l i s e d regime of trade and payments during 1950-72 and the i r 

resu l ts ere summarised i n Figure 1. In t h e i r schema, 'Phase I ' represents 

the most r e s t r i c t i v e and 'Phase V ' a f u l l y l i b e r a l i s e d regime, with various 

intermediate stages of l i b e r a l i s a t i o n . An exceedingly var ied p i c tu re emerges, 

with only a few examples of sustained l i b e r a l i s a t i o n . In f a c t , out of 22 

attempts to move from h igh ly r e s t r i c t i v e to l i b e r a l i s e d regimes, they regard 

only 4 as having resu l ted i n sustained l i b e r a l i s a t i o n (Krueger, pp.206-7) . 

Their study d id not s p e c i f i c a l l y concern i t s e l f with the impact of Fund programmes 

so at the foot of each country 's entry i n Figure 1 we have inser ted a s t a r 

to ind i ca te years i n which a stand-by programme was agreed. This permits 

a v i s u a l tes t of the degree of assoc ia t ion between programmes and l i b e r a l i s a t i o n . 

F igure 1 ; L i b e r a l i s a t i o n and the IMF; 9 count r i es . 1950-72 
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Source; Krueger, 1978, p.38 
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(pto for footnote 10) 



Only a few successes are apparent - for Coloriaia i n 196G-72 (but 

not i n e a r l i e r pe r i ods ) , for Ar&zil i n 1964-72 (althougii the process 

was apparently coicraenced p r i o r to the Fund's involvement i n 1965) and 

i n South Korea (although i n th is case the process was begun x;e l l before 

Fund involvement) . For the per iod i n question C h i l e , Ind ia , the 

Ph i l i pp ine s and Turkey provide exaaples o f Fund programmes which f a i l e d 

to achieve any l a s t i n g l i b e r a l i s a t i o n or were apparently associated 

X7ith a r e t r e a t i n t o more r e s t r i c t i v e regimes, l/ere a s i gn i f i c ance tes t 

poss ib le with such information for the nine countr ies taken together i t 

would sure ly f a i l to record any s i g n i f i c a n t po s i t i v e a s s o c i a t i o n . Given 

the large d i s e q u i l i b r i a that have marked most years s ince 1972, i t seems 

improbable that a more up-to-date tes t v/ould shovr a stronger association. 

I t does not seem that the means ava i l ab le to , o r employed by, the Fund 

are strong enough to secure i t s l i b e r a l i s a t i o n object ive i n more than 

rare cases. 

10 The case of Egypt has been omitted from Figure 1 because of incoinplete 
i n f o r a a t i o n . The Bhag^jati-Krueger d e f i n i t i o n of tlie 5 phases can be 
sumaarised as followss--

I - A per iod i n which quant i ta t ive r e s t r i c t i o n s (̂ P^s) are 
f i r s t imposed and then i n t e n s i f i e d . 

II - Although QP3 are s t i l l intense , some.price measures are taken 
to o f f set soae of the undesired r e s u l t s , e . g . import surcharges.: 
export subs id i e s . 

I I I An attempt i s made to systematise the changes begun i n 
I I , This i s l i k e l y to include a currency devaluation and 
reduced re l i ance on QRs. 

IV - As a r e s u l t of I I I r e su l t s are achieved, e . g . i n r a i s i n g 
export earnings , to p e n d t further t c ! •Jtr.Lion of QPJS . 

V - The system becomes f u l l y l i b e r a l i s e d , i nc lud ing currency 
c o n v e r t i b i l i t y aad e l indnat ion of use of Q?J5 for balance 
of payments purposes, 

c . f . Krueger, 1978, pp.302-3. 



II - IliPACT ON OTHER TARGET VARIABLES 

Although strengthening the balance of pa3mients i s i n v a r i a b l y the 

p r i n c i p a l Fund ob jec t ive , i t s prograiames e s t a b l i s h targets for ce r t a in 

other v a r i a b l e s , such as the growth rate and i n f l a t i o n . Any such ob j ec t 

ives are c l e a r l y subordinate to the payments goa l , however, and many of 

the ' t a r g e t s ' fo r these other va r i ab les are be t t e r regarded as forecasts 

than as des i red outcomes. Indeed, there remains considered)le disagreement 

among i t s s t a f f about the extent to t-7hich the Fund should concern i t s e l f 

v/ith the impact of i t s programnes on the growth r a t e . But even i f the 

IIIF ./ere to d is regard a l l target v a r i a b l e s , other than the balance and 

payments, the governments with vjhon i t deals c e r t a i n l y do no t , We may 

sa fe ly assume that they w i l l be concerned not only with the impact of the 

programme on the growth and i n f l a t i o n rates but a l so on the d i s t r i b u t i o n 

of income. P r e c i s e l y one of the points of d i f f i c u l t y i n Idc-Fund r e l a t i ons 

i s the complaint that prograrsaes invo lve unaccaptably large losses o f 

output and undesirable increases i n income i n e q u a l i t i e s . I t i s therefore 

e s s e n t i a l to enquire i n t o these aspects and we begin td.th the e f f ec t on 

the rate of growtii. 

Impact on economic growth 

The expectat ion and b e l i e f , of course, i s that pro.'xramme attempts to 

r e s t r a i n f i s c a l d e f i c i t s and domestic c r e d i t w i l l have a shor t - run d e f l a 

t ionary e f fect^ not only by ho ld ing down demand but a lso by reducing 

investment i n f ixed and working c a p i t a l . That i t has such e f f ec t s i s not 

only among the commonest complaints of the Fund's c r i t i cs .^ i t s s t a f f a l so 

expect t h i s r e s u l t , although they go on to argue that such shor t - run costs 

are j u s t i f i e d by the p o s i t i v e consequences o f reducing the fore ign exchange 

const ra int and ' b u i l d i n g a foundation for susta ined longer - run growth*. 

Ctace again, however, the evidence f a i l s to provide much support for the 

general expectat ion . 

Tlie growth of GDP was one of the va r i ab l e s inc luded i n both the Connors 

and ODI t e s t s . The rank tests f a i l e d throughout to y i e l d any s t a t i s t i c a l l y 

s i g n i f i c a n t r e s u l t s ; th is r e su l t a lso he ld v/hen Connors d i f f e r e n t i a t e d 

beti<reen prograrojes which had and had not been complied w i t h . Tlie ODI 

r e su l t s i nd i ca t ed a (non-si ,rt i i f icant) tendency for the growth rate to 

acce lerate i n year 1 but th i s had been e l iminated by year 2 . The ODI 

regress ion te s t s y i e lded an even more s u r p r i s i n g r e s u l t : p o s i t i v e and 

s i g n i f i c a n t c o r r e l a t i o n beti/een programrites and growth rate i n year 2 

( large and small samples) and 



year 1 (small sample). For the other years the r e l a t i o n s h i p v/as a l so 

p o s i t i v e but f a i l e d the s i gn i f i c ance t e s t . 

tluch o f tlie in-house IMP information on t h i s t op i c i s hard to 

i n t e r p r e t because i t i s about success r e l a t i v e to programme ta rgets , 

which targets? as we have a l ready s a i d , are o f ten more i n the nature o f 

forecasta ... We t f i l l tlius be s e l e c t i v e i n the use o f t h e i r r e s u l t s . 

For 1963-72 programmes, hov/ever, Reichmann and F t i l l s o n (1978) do 

malce a comparison with gTovrth i n the previous pe r iod and they come to 

r e s u l t s s im i l a r to those o f the rank • t e s t s a lready reported; 

a p o s i t i v e but non - s i gn i f i c an t a s soc i a t i on . In most o f the subsequent 

years I fF eva luat ions repor t f a i r success i n achiev ing or over -ach iev ing 

targets without t e l l i n g us much about ac tua l grov;th ra tes achieved. In 

1977 r e s u l t s v;ere l e s s s a t i s f a c t o r y than usua l , v,rith 5 (out o f 11) count 

r i e s achiev ing a g r c f th ra te o f 5% or more, 2 o f between 0% and 5%, and 

4 countr ies experiencing negative growth. In 6 cases the programme growth 

rate was equal to or bet te r than the previous pe r i od and i n 5 there was a 

dece l e ra t i on . In f ac t , the eva luat ion for t h i s year ccxnmented rather 

g loomily that the apparent t r a d e - o f f betv/een payments equ i l i b r ium and 

economic growth appeared to have vorsened and that the Fund should hence

fo r th take t h i s more f u l l y i n t o account. The reviei/ o f 1978-79 a l so y i e l d s 

i n t e r e s t i n g in format ion. I t shov/s tha t 13 o f the 21 programmes expected 

slower grov/th than i n the immediately preceding pe r i od . In the event, 

growth was slower i n 12 cases, with 4 countr ies ach iev ing groiirth o f above 

5% i n the f i r s t programme year, 13 o f between 0% and 5%, and 4 su f fe r ing 

from a dec l ine i n output. In ne i ther o f the reviews j u s t reported were 

s i gn i f i c ance t e s t s a p p l i e d . 

' I i i l e the evidence j u s t surveyed i s mixed, provides l i t t l e support 

for the p ropos i t i on that Fund prograrmes genera l ly have shor t - run d e f l a t i o n 

ary consequences, eventhough -therer^are.-doubtiess examplesvidf such r e s M t s . 

In the genera l case, there i s rather more evidence o f a p o s i t i v e groT>?th 

e f f ec t than o f a negative one. Poss ib le explanat ions for t h i s rather p e r 

p l ex ing r e s i i l t are tai:en v?) i n Part II I Jjut v/e can mention here one factor 

which w i l l tend to produce a p o s i t i v e a s s o c i a t i o n . To the extent to v/hich 

prograBimes succeed i n reducing the s i z e o f the current account payments 

de f i c i t ; , r e l a t i v e to GD?, i t w i l l have a p o s i t i v e e f f ec t on the GDP groirtih 

ra te , for such a d e f i c i t i s , o f course, a negative number i n the na t i ona l 

accounts. I t i s poss ib l e that t h i s cons idera t ion helps to exp la in the 



reported results, although x/e x/ould be nore ccoivinced of t h i s i f there 

vjere s t ronger evidence that programmes do reduce current ..'jccount 

d e f i c i t s . 

The i n f l a t i o n rate 

I t i a a common misconception that reducing i n f l a t i o n i s a prime 

ob ject ive of Fund programmes. IJhile i t i s true that many prograicanes 

do inc lude a target which envisages a moderation of the pace o f i n f l a t i o n , 

such t a rge t s , l i k e those for GDP growth, are f i r r i l y subordinate to the 

balance of paynaants ob j ec t i ve . Indeed,,, i n recent years the Fxind appears 

to have taken a di icinished i n t e r e s t i n tie p r i c e v a r i a b l e , perhaps because 

of the sptead o f more f l e x i b l e exchange rate p o l i c i e s x/hich x/eaken the l i n k 

betxTeen domestic i n f l a t i o n and the balance o f paytaents. 

There must nevertheless be some presumption that Fund programnes w i l l 

tend to moderate i n f l a t i o n , for e s s e n t i a l l y tiie sam reasons that we 

would expect them to have a dampening impact upon economic gron/th. I t 

was suggested i n chapter 2 that monetary expansion i s an ijxqportant explana-r 

t i o n of i n f l a t i o n i n many Idcs; the t i g h t e r lionetary con t ro l assoc iated 

\dth Fund programmes should therefore x:eaken i n f l a t i o n a r y impulses. Two 

important q u a l i f i c a t i o n s are necessary, hox/ever. F i r s t , the programmes 

operate e s s e n t i a l l y upon the domestic c r ed i t component of the money supply . 

To the extent that the programmes are able to i-aprove the balance of 

payments and permit an increase in the fore ign assets of the banking system 

th i s 'i-rill be a source of monetary expansion tending', to o f f se t whatever 

cont ract ion may emanate from s t r i c t e r contro l over domestic c r e d i t . Second, 

Ftjoid prograicKies quite often include devaluations and/or reductions i n s i i b -

s i d i e S i hiojier i^rices for tlie outputs of p a r a - s t a t a l bodies , perhaps higl ier 

a g r i c u l t u r a l producer p r i c e s , av^d so.iou. ileasures of th i s k ind w i l l , of 

course, r a i s e tlie dosjestic p r i c e l e v e l , even though t h e i r e f f ec t s may be 

e s s e n t i a l l y o n c e - f o r ~ a l l ra ther than cont inu ing . 

V)e are tiius l e f t x/ith a general but q u a l i f i e d presumption that 

prograones w i l l reduce i n f l a t i o n . Is t h i s borne out by the evidence? 

The i n f l a t i o n rate was amon;]: the va r i ab les s tudied hy Connors. He found 

some tendency for the i n f l a t i o n rate to go up but the r e s u l t x̂ as not 

s t a t i s t i c a l l y s i g n i f i c a n t . In th is case, hox/ever. the GDI rank-

t e s t y i e l d e d a d i f f e r en t conclusions x̂ e found a s t a t i s t i c a l l y s i g n i f i c a n t 

reduct ion i n year 1 but not i n year 2, with the p r o b a b i l i t y that there x^as 



renewed p r i c e acce le ra t ion i n the second year . The ODI regress ion tests 

d id not y i e l d any s i g n i f i c a n t c o r r e l a t i o n . 

The r e su l t s reported i n the IIIF reviews rather cons i s t ent l y s t ress 

the d i f f i c u l t i e s encountered i n t r y i n g to b r ing down the i n f l a t i o n rate 

and achieving programme targets . In 1963-72, for ins tance , i n the 29 

countries which had s i g n i f i c a n t i n f l a t i o n at the time of the irogramme 

incept ion i t was only poss ib le to achieve a s t a t i s t i c a l l y s i g n i f i c a n t 

reduct ion i n 7 cases. There was a s i g n i f i c a n t increase i n a fur ther 6 

cases and there was i j s i g n i f i c a n t change i n the remaining 16. 

I n t e r e s t i ng l y , of the 9 programmes c a l l i n g for a deva luat ion , 5 were 

associated with acce lerated i n f l a t i o n , out of the t o t a l of 6 such 

resu l t s (Reichmann & S t i l l s o n , 1978, Table 5 ) . 

Tlie r e su l t s for 1973-75 were, i f anything, more d i sappo int ing . 

S ixteen out of 20 programmes targeted a reduced rate of p r i ce increase but 

i n f act th i s was achieved i n only 9 casesj with increases i n the remaining 

11, although these changes c/ere not submitted to s i gn i f i c ance t e s t s . 

Ac tua l l y acce lerated i n f l a t i o n was recorded i n h a l f of the prograomes 

which aimed f o r the opposite . However, i t i s important to bear i n mind 

that t l i i s per iod was one of r ap i d l y r i s i n g import p r i c e s and of a cce l e r a t ing 

world i n f l a t i o n so i t i s not su rp r i s i n g tliat the r e su l t s turned out as 

they d i d . In 1976, 1977 and 1978-79 a f a i r l y common p i c tu re emerges of 

many outcomes f a i l i n g to meet targets and of mixed resu l t s by comparison 

with the pre-programae s i t u a t i o n . In the l a t t e r sub -per iod , for exanple, 

i n the majority (12 out of 21) of prograiames the i n f l a t i o n rate v/as above 

target and, by comparison with pre~programme, there was an acce l e ra t i on 

of i n f l a t i o n i n 13 cases. 

I/ith the exception of the ODI rank t e s t , there fore , the bulk o f the 

evidence points to a frequent i n a b i l i t y by the Fund to b r ing dovnx 

i n f l a t i o n both, as i t intended to and by comparison with the preceding 

pe r i od . In the general case, i t cannot be claimed as an advantage 

of Fund support that i t s programszes lead to diminished inf lat ion.? there 

may even be a net tendency for the programmes to lead to h igher p r i c e s , 

a l b e i t of a ' K c e - f o r - a l l character . This i s , of course, a s p e c i f i c 

i l l u s t r a t i o n of the general i n t r a c t a b i l i t y o f i n f l a t i o n and ICruener 

(1973, p,229) s i r i i l a t l y reported l i t t l e success i n the s t a b i l i s a t i o n 

pacikagee s tud ied i n her p ro j e c t . 



The d i s t r i b u t i o n o f incoae 

There must be a strong prasunption tliat s t a b i l i s a t i o n programmes 

w i l l a f f ec t the d i s t r i b u t i o n of incoioe. They s t a r t from an unsustainable 

l e v e l of absorption i n the na t i ona l econoiay and are hence pred icated on 

a reduct ion i n consucqjtion and/or investtient r e l a t i v e to income, Taey 

are often a l so pred icated on the d e s i r a b i l i t y of i nc reas ing the production 

of tradeables v i s a v i s non-tradeables? and on the d e s i r a b i l i t y of b r ing ing 

down i n f l a t i o n . I t i s most u n l i k e l y that the achievement of any of these 

r e su l t s can be d i s t r i b u t i o n a l l y n e u t r a l . The burden of reduced absorption 

w i l l i n e v i t a b l y a f fect some groups tore that o ther s . S t ruc tu r a l adjustment, 

and the dianges i n r e l a t i v e pr ices which accoiapany i t , w i l l favour some 

indus t r i e s and d is favour o ther s . Attempts to curb aggregate demand w i l l 

have i r tp l i ca t ions botli for p r o f i t s and for those whose incocie i s der ived 

from t h e i r own labour. 

Tliere i s nevertheless v i r t u a l l y no systematic evidence on the 

d i s t r i b u t i o n a l impact of IIIF p o l i c i e s or o f s t a b i l i s a t i o n i n general and 

one reason for t h i s i s that the Fund has always dec l ined to become invo lved 

i n t h i s aspect of i t s programmes. I t argues that i t i s fo r na t i ona l 

governments to decide upon d i s t r i b u t i o n a l ob ject ives and to design t h e i r 

p o l i c i e s so as to achieve these and that governments would be s t rong ly 

r e s i s t a n t to any attenpts to involve i t s e l f i n tlicse matters . Tlie 

stand-~by reviews that have been reported above thus do not concern thetaselves 

with the d i s t r i b u t i o n a l i s sue , nor \JBS it found f eas ib l e to inc lude 

d i s t r i b u t i o n a l i nd i ca to r s i n the Connors and ODI t e s t s . There i s a 

c e r t a in amount of count i ry -speci f ic mate r i a l but i t f a l l s short of p rov id ing 

an au tho r i t a t i ve body o f ev idence. We must therefore approach th i s t op i c 

i n a more abstract marmer than has been adopted for the va r i ab l e s a lready 

considered. 

From the presumption that Fund-type progratmaes w i l l in f luence income 

d i s t r i b u t i o n i n soiae d i r e c t i o n , the l i i F ' s c r i t i c s argue, of course, that 

the in f luence i s i n the d i r e c t i o n of inc reas ing concentrat ion . Three 
12 

strands recur f requent ly i n these a l l e g a t i on s ; that Fund-type programmes 

lead d i r e c t l y to cuts i n the r e a l value of wages: they a l so lead to 
11 An a r t i c l e by Johnson and Salop (1980) reviewing the d i s t r i b u t i o n a l 

repercussions of 4 Fund progransaes i s the only p u b l i c document we are 
aware o f on th i s subject by Fund s t a f f members. 

12 In wiiat follov/s v/e re fe r a nuciber of times to "Fund-type" progranmes. 
This i s because a nucber of the en^ i i r i c a l studies c i t e d are not 
nece s sa r i l y confined to programmes supported by the Fund. 



increases i n unemployment througfi t h e i r a l l eged de f l a t ionary impacti 

and they inc lude cuts i n government spending (and perhaps increases i n 

taxation) the incidence of vrhich bears d i sproport ionate ly upon the 

poor, e . g . through reduction i n s o c i a l s e r v i c e s . P a r t i c u l a r emphasis 

i s placed on the r ea l wage e f f e c t . Thus Frenkel and O'Donnel l (1979, 
13 

p. 177) suggest that the IIIF's progravitnes, 

show a remarkable asymrsietry i n the way they t reat commodities 
and labour markets. Whenever p r i ce contro ls and regulat ions 
are i n force , the program tends to demand t h e i r e l iminat ion5 
converse ly , wheni the 112? considers tliat the government has 
s u f f i c i e n t power to e s t ab l i sh c e i l i n g s on sa la ry increases , 
they are imposed by the prograia. 

A number o f coxmtry examples have been documented i n support of th is 

l i n e of c r i t i c i s m , some of which are discussed i n chapter 's 

d i scuss ion of L a t in American experiences. Foxley (1981) talces the 

'new ortliodox' s t a b i l i s a t i o n programmes introduced i n Argent ina , B r a z i l , 

Ch i l e and Uruguay and shows i n a l l cases that r ea l wages dec l ined sharp ly . 

Unemplojrment rose sharply i n tt/o of the countr ies and the ava i l ab l e data 

on income d i s t r i b u t i o n ind icates increased concentrat ion . Hov/ever, a l l 

four govemrents i n question were of the r i g j t - v m g , author i ta r i an va r i e t y 

and the question remains open vjhether these r e su l t s were i n t r i n s i c to 

s t a b i l i s a t i o n as such or t^hether they uere rather a r e f l e c t i o n of tlie 

s o c i a l p r i o r i t i e s of these p a r t i c u l a r regiraes. While i t does seem 

poss ib le that right-^/ing author i t a r i an regines are the aore l i k e l y to push 

rJirough s t r ingent s t a b i l i s a t i o n programmes, which would tend to associate 

Fund prograxanes with regress ive d i s t r i b u t i o n a l p o l i c i e s , the evidence on 

th i s surveyed i n chapter 6 i s i ncbnc lu s i ve . 

In the absence of more conclusive evidencei, there are good reasons 

for doubting v/hether s t a b i l i s a t i o n per se has a systematic tendency to 

increase i n e q u a l i t i e s because of the great v a r i e t y of circumstances across 

countries and prograriraes. Tlie fo l lowing appear to be among the more 

important-determining country v a r i a b l e s : 

~ the conpos i t ion , f actor proport ions end cvnership o f CKport 

and impor t - subs t i tu t ing i n d u s t r i e s , v i s a v i s the producers 

of non-traded goods and s e rv i ce s ; 

13 Unfortunately J Frenkel and O']5onnell f a i l to make the important 
d i s t i n c t i o n , expla ined i n chapter 5, betv/een p r e - cond i t i ons , 
performance c r i t l r i a and other (non-binding) programme components. By 
the use of v/ords l i k e 'demand' and ' i r .pose ' they seem to i op l y that the 
l i b e r a l i s a t i o n of p r i c e contro l s and the iniposit ion of sa l a ry c e i l i n g s 
are inc luded as precondit ions or ^.^^.tormance c r i t e r i a , \/aereas cliapter 
6 has shov/n that t l i i s i s not usua l l y the. case. 



" f ac tor m o b i l i t i e s and otlier determinants o f wage and p r o f i t 

responses to changinr;, market condi t ions ; and e l a s t i c i t i e s of 

s u b s t i t u t i o n bett^^ean factors -

the pox^er o f socio-econtsni-c groups to p rotect themselves against 

adverse consequences, for example through trade unions aad other 

s p e c i a l - i n t e r e s t organisat ions 

- the shcre c f 22tdem-sector wsges i n (a) t o t a l returns to labour 

and (b) GDP; 

- the incidence across s o c i o - e c m c t i i c groups of marginal reduct ions 

i u government spending and marginal increases i n tax revenues. 

I t i s a lso imfortant to consider the per iod of time a over which d i s t r i b u t i o n a l 

consequences are to be judged. In p a r t i c u l a r , there may w e l l be a s h o r t -

m n tendency for absolute poverty to inc rease , as a consequence of reduced 

con3ut??)tion and employment, but th i s nay be nore than compensated for i n 

the longer - term i f s t a b i l i s a t i o n provides a spr ing -board for susta ined 

economic growth. 

I t i s aure ly impossible to genera l ise about the nature o f the va r i ab l e s 

j u s t descr ibed i n the ways which lead to unambiguous a p r i o 14 conclusions 

about the d i s t r i b u t i o n a l consequences of s t a b i l i s a t i o n programmes, e s p e c i a l l y 

given that the programmes themselves d i f f e r considerably (see chapter 6 

pp. ), 'Te should be p a r t i c u l a r l y f o f the arguments used about r e a l 

wages, for these have been unduly in f luenced by the ra ther a t y p i c a l s t ructures 

of sone of the more advanced L a t i n American economies, i n t^hich modem-sector 

wages form a large par t of labour incomes. I t does not nece s s a r i l y fol low 

that f a l l i n g modem-sector r e a l wages w i l l increase income concent ra t ion . 

Itany of the poorer Idcs are d i a r a c t e r i s c d hy a large amomt of ntsx-x^age 

labour - engaged i n smal lholder farming, the ' in formal s e c t o r ' and se rv ice 

a c t i v i t i e s - and mucii l a rger returns to labour i n the urban as against the 

r u r a l sectors ( L ip ton , 1977). Take the unexceptional exas^le o f a 

prograr!ire which imposes a freeze on modem-sector wages and increases 

a g r i c u l t u r a l p roducer -p r i ces . Depending on the r e l a t i v e iaiportance of 

tiie x^age-labour f o rce , of smal lholder production i n t o t a l a g r i c u l t u r e , 

and so on, such a programrae could e a s i l y r e s u l t i n reduced income 

concentrat ion . 

B o l i v i a provides an ant i l l u s t r a t i o n of the importance of looking. 
-1,4' •'• 

beyond r e a l wape t r ends - in the modem sector . : 

' 4 From p.25 of a mimeographed vers ion of Johnson and Salop (1930). 



Of tlie t o t a l labor force , 18.4 per cent are enployees and draw 
some 55.2 per cent o f labor iucotae. In contrast 81.6 per cent 
are sel f -employed and earn only 44.S per cent of labor income. 
Hence, the most important d i s t r i b u t i o n a l question i s the e f f e c t 
of the program on the r e l a t i v e income shares of these ti/o groups. 
Moreover, the o v e r a l l degree of i nequa l i t y i n B o l i v i a cannot be 
improved great ly by secur ing a more equitab le d i s t r i b u t i o n of 
income i n the modem sec to r , because of the much wider d i s p a r i t y 
bett-reen the niodem sector and the t r a d i t i o n a l s e c to r . Hence, a 
key d i s t r i b u t i o n a l i n d i c a t o r i s what happened to the rura l -urban 
terms of trade. 

Itoreover, v^ages are not nece s s a r i l y to be regarded as sacronsanct, 

even on d i s t r i b u t i o n a l grounds. There i s , a f te r a l l , some t rade -o f f 

between the l e v e l of t;ageB and the volume o f employment (unless one 

makes pecu l i a r assumptions zero responses to changes i n r e l a t i v e pr ices ) 

end there i s evidence that l i b e r a l i s a t i o n programsues tend to be associated 

with increased labour i n t e n s i t y and employnient.^^ Moreover, i t sure ly 

i s poss ib l e for wages to r i s e too fas t to be compatible not only with 

payments equ i l i b r i um and reduced i n f l a t i o n bat a l so with an acce lerated 

longer-term growth of output and employment. l a such cases i t i s important 

to inc lude wage r e s t r a i n t i n any e f f e c t i v e package of s t a b i l i s a t i o n 

measures. 

There i s another cons ide ra t ion . In order to a r r i ve at a reasonably 

rounded judfrement on s t a b i l i s a t i o n programmes i t i s a l so important to 

consider the probable d i s t r i b u t i o n a l consequences of not in t roduc ing a 

programme. Economic d i a e q u i l i b r i a iaay a l so increase inccme concentrat ionj 

as i s suggested i n chapter 2 '3 d i scuss ion of the cmsequences of i n f l a t i o n . 

Exchange and p r i ce contro ls may equa l ly act to the disadvantage o f the poor, 

no matter what the intended r e su l t s might be . (Siana i s one of the 

countr ies exempli fying th i s s i t u a t i o n ( K i l l i c k , 1978). The survey of 

La t in M e r i c a n expenences i n chapter C2 a lso i/ams us against assuming that 

tlie s t r u c t u r a l i s t/popu l i s t p o l i c i e s which are most often contrasted with 

those of the EIF are b e n e f i c i a l to the poor . There may be some i n i t i a l 

gains but the inc reas ing economic d i f f i c u l t i e s are l i a b l e to reverse 

the^e we l l p r i o r to the in t roduc t i on of any s t a b i l i s a t i o n package, 

i ian ley 's Jamaica, s tudied i n chapter 04 , y i e l d s a s i n i l a r example, where 

os tens ib ly e g a l i t a r i a n measures nay we l l have had adverse d i s t r i b u t i o n a l 

consequences, by v/idening urban - rura l d i s p a r i t i e s and by re tard ing the 

15 See Krueger, 1978, pp,252-59, 



grotrth of the economy, I-exico offer*? a fur ther exansple (I^eintraub,, 

1981 p. 290) I 

Much nore than wage and sa la ry earners , the disadvantaged 
groups in Hexico are the unemployed and underenq>loyed. 
Althougji r e a l wages dec l ined during the f i r s t two years of 
the s t a b i l i z a t i o n program, they had increased dur ing the 
previous years of growing i n f l a t i o n . Those x̂ rho presumably 
suf fered isost f roa the i n f l a t i o n were those vTho had no regu la r 
wages or incaaes . The s t a b i l i z a t i o n program may have hur t th i s 
group but they uere probably hurt much more from tlie i n f l a t i o n a r y 
developments and the ecmomic stagnat ion p r i o r to the 
s t a b i l i z a t i o n program. 

Among other country examples, our Indonesian study (cliapter C3) provides 

an example of an e f f e c t i v e s t a b i l i s a t i o n programrae assoc iated with some 

apparent reductions i n i n e q u a l i t y . 

F i n a l l y tlia argument about d i s t r i b u t i o n a l e f f ects should be seen 

i n the context of our e a r l i e r d i scuss ion of programme impacts on other 

v a r i a b l e s . By and l a rge , our r e su l t s have shown programnes to have 

genera l ly l im i t ed irrpact. I f th i s r e s u l t i s accepted, i t seeias u n l i k e l y 

that tiie d i s t r i b u t i o n a l e f fects can have been very potent e i t l i a r , 

e s p e c i a l l y because the programmes to not often appear to b r ing about the 

de f l a t i on that i s widely expected of them. 

So despite the shortage of systematic evidence i t i s poss ib l e to 

a r r i ve a t a f a i r l y f i rm conclusion about the impact of s t a b i l i s a t i o n on 

i n e q u a l i t y . In the general case, programme e f f ec ts are l i k e l y to be 

qu i te coaiplex. Depending upon the c h a r a c t e r i s t i c s of tiie econonr/^ the 

programme i n quest ion and the p o l i t i c a l p r i o r i t i e s of tlie responsib le 

government, the net e f f e c t could be to increase or reduce concentrat ion ; 

there i s nothing i n t r i n s i c to the l og i c of s t a b i l i s a t i o n that rectuires 

i n e q u a l i t i e s to inc rease . Given our f indings on other v a r i a b l e s , hovrever, 

i t i s more l i k e l y than not that most programaes have no s t a t i s t i c a l l y 

s i g n i f i c a n t e f fects one x ây or the other , althougti th i s general conc lus ion 

i S ; of course^ cons i s tent with s p e c i f i c exceptions i n e i t h e r d i r e c t i o n . 

Johnson and Sa lop ' s (1980 reviexj of the d i s t r i b u t i o n a l e f f ec ts of IIIF 

programmes i n B o l i v i a , Ghana, Indonesia and the P h i l i p p i n e s provides 

a X'/e 11-rounded conc lus ion (p. 23) ; 

.1 .:».•'.... Th i s ana lys is supports the viex; tiiat 
s t a b i l i z a t i o n programs neces sa r i l y have d i s t r i b u t i o n a l 
repercuss ions . Tliat an economy i s i n a chronic s tate of 
ex te rna l imbalance impl ies tliat tiie l e v e l and s t ructure 
o f doctestic demand as xrell as the assoc iated se t o f p r i c e s 



and fac tor rev?ards are unsustainable . Domestic 
p o l i t i c a l considerat ions w i l l l a rge ly determine who 
bears the burden of reducing and r e s t ruc tu r ing aggregate 
demand i n a manner consistent x/ith tiie sustained achieve
ment of externa l ba lance. Moreover, tiae assoc iated 
r e a l l o c a t i o n of f ac tors of production across sectors 
e n t a i l s changes i n the set of p r i ces and factor payments 
that , from a shor t~nm e g a l i t a r i a n perspect ive , may be 
(mdci i rab ie and yet are necessary for the attainment of 
die economy's balance of pajrments and growth ob j ec t i ves . 
Thus, r e a l wage rates may have to f a l l and r e a l p r o f i t 
rates increase so as to encourage increased fore ign c a p i t a l 
in f low and pr iva te domestic c a p i t a l formation. S i m i l a r l y , 
because the mob i l i ty of labor and c a p i t a l i s l i m i t e d , f ac to r 
rewards i n export indus t r i e s w i l l tend to r i s e at the expense 
of t h e i r counterparts i n more domest ica l ly or iented indus t r i e s 
i n tha process of moving toward a susta inable s i t u a t i o n . 
Depending on the s t ructure of the econon^, ttiese changes 
may const i tu te a movement toward or away from e q u a l i t y . 
F i n a l l y , perhaps tlia most important e f f e c t of a success fu l 
program on both the s t ructure of the econoriy and the d i s t r i 
but ion of income operates only over time through the increased 
inf low of c a p i t a l and the correspavdingly increased rates of 
investnent . Future research might p r o f i t a b l y be d i rec ted to 
t h i s t o p i c . 

But given t h i s e x p l i c i t r ecogn i t ion by members of i t s s t a f f that e f f e c t i v e l y 

inplemented programntes are un l i k e l y to be d i s t r i b u t i o n a l l y neu t r a l i s i t 

not unwise for the Fund management to refuse as a matter of p r i n c i p l e 

to consider such repercussions when designing and eva luat ing t l i e i r 

programmes p a r t i c u l a r l y because a combination of deva luat ion , p r i c e decont ro l , 

wage c e i l i n g s and government expenditure cuts can re in force each other 

i n ways that considerably increase i n e q u a l i t i e s ? No doubt th is i £ 

p r imar i l y a matter for governiaents but that i s true of a l l aspects of 

n a t i o n a l p o l i c y . Fund missions provide p o l i c y advice on how to secure 

the optimal payments, p r i ce s t ab i l i s i v?^ and growth r e su l t s frcsa i t s 

programmes; cm what grounds of p r i n c i p l e can i t dec l ine to do so 

for the d i s t r i b u t i o n a l r e s u l t s ? 

Problems of i n t e r p r e t a t i o n 

The general outcome of the evidence surveyed i n Parts I and I I 

i s to suggest that Fund programmes are l a rge ly i n e f f e c t i v e . I f . as 

i s probably de s i r ab l e , we confine ourselves to s t a t i s t i c a l l y s i g n i f i c a n t 

results , , the o v e r a l l conclusion i s easy to genaa l i se ; the programnes 

make l i t t l e measurable d i f ference to anything. Neither tiie benef i t s 

nor the costs are t y p i c a l l y l a r ge , although there are , of course, 

s p e c i f i c except ions . 'Kuch ado about noth ing ' might character i se the 

enormous pub l i c controvers ies over the Fund's p o l i c i e s , as \jell as tiie 
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considerable resources devoted b^' the Fund to the desi!?ji of i t s 

programmes. HcR'jever, i n v i e? of the i n t r i n s i c d i f f i c u l t y of ca r ry ing 

out adequate tests and the paucity of emp i r i c a l work, i t would be 

prudent to regard these r esu l t s as p r o v i s i o n a l and as i n d i c a t i n g 

p o t e n t i a l l y f r u i t f u l areas of future research. 

In any case , a l l tendencies t o i n f e r from tliese r e su l t s that the f a u l t 

nece s sa r i l y l i e s with the KIF are to be r e j ec t ed . , Nothing has so f a r been 

sa id about the causes of programmes f a i l u r e s . For example, we should 

d i s t i ngu i sh hemeen those programmes v/hich are and those which are not 

implemented. Programmes may f a i l because governpfccts are unw i l l i ng o r 

unable to comply v/ith the ccHisaitments they entered i n t o ; because of the 

supervention of unexpected exogenous disturbances;; because prograiraaes 

are inappropr i a te ly designed; or simply because tiie sca le of the problem 

defies any quick s o l u t i o n . Jus t because there i s a problem i t does not 

fo l low that there i s a lso a s o l u t i o n . Seichmann's account of the 1973-75 

programmes i l l u s t r a t e s die d i f f i c u l t i e s of i n t e r p r e t a t i o n w e l l (1978, 

p .41) , 

Even i n the cases where tiie balance of payments target 
was achieved or over -achieved, only 3 countr ies had put i n t o 
e f f e c t adequate domestic p o l i c i e s . In the remaining 11 esses, 
the improvement i n the balance of payments was associated with 
a temporary increase i n exports , heavy r e s t r i c t i o n s on i n t e r 
n a t i o n a l t r ansac t ions , or large inflows of shor t - te rm c a p i t a l . 

On the other hand, 3 countr ies that f a i l e d to achieve t h e i r 
balance of payments target had introduced the p o l i c y measures 
inc luded i n the program, but exogenous f a c t o r s - r e l a t ed e i t h e r 
to a de te r i o r a t i on of the ex te rna l terms of trade or to a 
dec l ine i n exports - c a u s e d a de t e r i o r a t i on i n the balance of 
payments p o s i t i o n . 

A necessary next s tep , therefore , i s to examine tiie degree to which the 

programmes are a c tua l l y ca r r i ed i n t o e f f e c t by goveimments, and otiier 

poss ib le reasons fo r tlie v/eak resu l t s obta ined. 



I I I - WHY IS T iE IIIPACT SO SL ia iT? 

The extent of progracme inplementation 

P a r t i c u l a r l y i n recent years , the Fund has had considerable 

d i f f i c u l t y i n ensuring that i t s programmes are implemented. S p e c i f i c 

, i l l u s t r a t i o n s of t l i i s are provided by the case studies i n the country 

volume. Thus each of the orogramraes agreed with Kenya i n 1975-80 rather 
the' 

qu ick ly broke dovm v/ith/result that the c r ed i t s could only be p a r t i a l l y 

drawn doxm. A s i m i l a r outcome i s reported i n the study of Jamaica, 

with agreenients i n 1977, 1978 and 1579 a l l breaking dam we l l before 

read i ing the end of t h e i r intended term. The La t in American survey 

provides further examples. 

That these examples are i l l u s t r a t i v e of a more general s i t u a t i o n 

i s made evident by the IIIF's revi&J of i t s 1978-79 startd-by c r e d i t s . 

This o f fers a general judgCEent on whether tlie performance c r i t e r i a had 

been observed. Cut of a t o t a l of 23 cases 12 were judged noE^have 

complied rrith the c r i t e r i a . However, 5 o f the 11 prosramraes adjudged 

to have been complied with had been the subject of modi f icat ions or 
16 

waivers . Hius , i n only 5 of the 23 programmes were the^or i g ina l 

perfomance c r i t e r i a observed. Nine of the 23 c red i t s x/ere cance l led 

prematUTBly/, although i n a l l but one of these cases the cance l led 

prograiame uas superseded by a nex/ one. 

The rather poor l e v e l of compliance j u s t reported i s probably a 

s i gn of tiie t imes, for the turbulance x/hich has so a f fected the 

i n t e r n a t i o n a l economy since the ea r l y 1970s has made inplementation more 

d i f f i c u l t . That th is i s so i s suggested by a comparison of the 

implementation records of programmes i n the 1963-72 and 1973-75 per iods . 

Oddly, Reiclimann and S t i l l s o n (1978, pp,304-09)cva:luated progranmes i n 
I; 

the e a r l i e r per iod i n terms of t l i e i r success i n ad i i e v ing tiie des i red 

changes i n domestic c r e d i t and-, by t l i is t e s t , they x/ere able to report 

a 76% success r a t e . As a l r t ady conveyed by tiie quotat ion on page 

above, however, ccmSidetably less success x/as adi ieved i n 1973-75 and 

Reichmann's general judgement (1978, p.40) x/as that the " o v e r a l l 

c r e d i t p o l i c i e s x/ere not , i n 5>eneral, very success fu l l y implemented." 

Undoubtedly, the f i r s t o i l c r i s i s and the acce l e ra t i on of x/orld i n f l a t i o n 

contr ibuted to t i i i s cont ra s t . 
16 See chapter 6, pp. , for an explanation of modi f icat ions and waivers . 



I t i s of p a r t i c u l a r i n t e r e s t to see the extent to which govemnents 

observe the perfcrtoance c r i t e r i a on t o t a l daaest ic c r e d i t and m c r e d i t 

to the government or p u b l i c sector which form the hard core of a l l 

programmes. Tlie Fund has publ ished some information on th i s for var ious 

per iods , with the r e su l t s summarised i n Table 1. Tlie most general r e s u l t 

i s the one for tlie whole of 1969-78 given i n the bottom l i n e of the 

t ab l e , f ron whicii i t appears tiiat rather more than h a l f of the c e i l i n g s 

were observed, both with respect to t o t a l c r e d i t and c r e d i t to government. 

The unpublished r e su l t s of the reviews for 1976-79 i n c l u s i v e are not out 

of l i n e with those reported i n tha t ab l e . 1977 appears to have been a 

p a r t i c u l a r l y poor year but tha review for 1978-79 reports tha t , taken 

together, the c r e d i t c e i l i n g s i^ere implemented " to a large ex tent " and 

gave an average score of 2.0 i n a range vary ing from 0 to 3, with 

3 i n d i c a t i n g complete implementation. 

Table 1. Ob^ervance of C red i t Performance C r i t e r i a , Se lected Periods 

(% o f Ho. of programmes) 

per iod 
number of 
prograEgnes 

t o t a l domestic 
c r e d i t 

c r e d i t to 
government' 

1983-72 

1973-75 

1969-78 

85 

21 

105 

76% 

30% 

55% 

55% 

55% 

Source; Eeichmaan a S t i l l s o n , 1978, Table 11; Johnsm «t Reichmann 
1975, Table 4; Beveridge 5 K e l l y , 1980, Tables 2 & 3. 

Notes ° a) The f igures i n th i s colunaa r e f e r to the t o t a l number of 
programnies during the per iod i n question but i n irost cases 
the percentages i n the other cdbmns re f e r to smal le r 
numbers of observat ions . 

b) These f igures inc lude cas.i.s where the c e i l i n g s were on 
c r e d i t to the pub l i c s ec t s r as a trhole. 

Scichmann and S t i l l s o n not iced tliat most of the unsuccessful 

programmes i n Q i e i r per iod f a i l e d because o f f i s c a l problems, r e s u l t i n g 

i n l a rger tlian planned budget d e f i c i t s , and Beveridge and K e l l y confirmed 

th i s observation for the longer per iod covered by t l i e i r study. Tha 

same i s i m p l i c i t i n the unpublished resu l t s of the review of 1973-79, 

xrhich records ' l iva i ted* or 'very l i m i t e d ' iiapleraentation of f i s c a l 

p o l i c y i n t e n t i o n s . Many progra'nmes inc lude Bieasures designed both to 

r a i s e government revenues and to l i m i t govemiuent spending but there i s 

a good deal of evidence that t h e i r in tent ions are laore l i k e l y to be 



disappointed on expenditures than on revenues. Beveridge and K e l l y 

record that of tlis 105 prograiames they studied revenues were equal 

to or above projected l eve l s i n 60 cases, whereas expenditures were 

equal to or below pro ject ions i n only 43 cases. There was, moreover, 

a growing tendency for expenditures to exceed intended l eve l s over 

t i n e , x^ith an only 20% observat ion rate by the l a t e r 1970s. The same 

tendency to'.7ards p a r t i c u l a r d i f f i c u l t y i n c o n t r o l l i n g government spending 

i s reported i n the 197C~79 revietr, with a mucii higher implementation 

score for increases i n tax rates than for r e s t r a i n t of government 

ery-enditures. 

To the extent that there i s some e f f e c t on government spending^, 

a d isporport ionate burden tends to f a l l upon state c ap i t a l formation 

because recurrent expenditures , dominated by the wage b i l l for the c i v i l 

s e r v i c e , are no to r ious ly d i f f i c u l t to cu t . The IIIF revierj of i t s 1977 

prosramims remarked upon th i s tendency, drew a t tent ion to i t s probably 

detr imental e f f e c t on econcmiic growth and asked whetlier programmes should 

not safeguard against i t by l ay ing down target minima for budgetary 

savings on recurrent account. Beveridge and K e l l y provide evidence 

suggesting tliat t l i i s i s a r ea l problem, for while the growth i n government 

c a p i t a l expenditures was belovr target i n 49% of the programmes, current 

expenditure exceeded target i n 73% of the cases (Table 6 ) . However, 

they a lso report that attempts to protect c a p i t a l expenditures by 

concentrat ing . mcut& i a current spending and increases i n current surpluses 

vrere general ly unsuccessful (p.242). 

There i s a lso i n f o r aa t i on on the extent of implementation of 

prov is ions i n the programmes concerning exchange rate p o l i c y , l i b e r a l i s a t i o n 

and externa l debt. In suramairy, the p o s i t i o n i s as fo l lows : 

(a) Except when such act ion i s s t i pu l a t ed as a p r e - c o n d i t i o n , the 

Fund has l im i t ed success i n persuading governments to ef fectuate 

the exdiange rate uieasures (general ly a currency depreciat ion) 

envisaged i n the programme. Thus, 10 of the 21 prograiames i n 

1973-75 inc luded p rov i s i on for exchange rate act ions plus 

support ing p o l i c i e s but only 6 undertook and, i n the judgement 

of the Fund, adequately supported the change. In r e t rospec t , tlie 

Fund a l so considered that dianges should have been, but were not^ 

made i n 5 of the other 11 programmes (KeidiGiann,, 1978, p .40 ) . 



l i ixed r e su l t s were a l so reported i n tlie 1976, 1977 and 1978-79 

reviet/s. In the l a t t e r pe r iod , a need for exchange rate act ions 

was i d e n t i f i e d i n 13 cases but was ^ undertalcen i n only 6 

of these, 2 of whicli f a i l e d to fol low up with adequate supporting 

laeasures. 

(b) There i s much gtviater ccxnpliance with the standard requiretaent 

i n v i r t u a l l y a l l stand-by programmes that tlie borrowing government 

w i l l not introduce new exchange contro ls rior i n t e n s i f y e x i s t i n g 

ones. Hotrever, trhen programmes go further than th i s and c a l l fo r 

an actua l l i b e r a l i s a t i o n implementation i s nuch t/eaker. This i s 

recorded for 1973-75 by Reichmann (1978, p.40) but i s exempl i f ied 

by scores of 1.0 to 1.2 for the implementation of l i b e r a l i s a t i o n 

rjeasures i n 1970-79^ out of a poss ib le top score o f 3 .0 . 

(c) I t obtains genera l ly good leve ls of compliance with c e i l i n g s 

on a d d i t i o n a l externa l debt; most programmes are s a t i s f a c t o r i l y 

c a r r i ed out i n th i s regard. 

Impact on tthe instrument va r i ab les 

The fa r from complete execution of the agreed programmes reported 

above provides a po t en t i a l l i n e of explanation of vhy the programnKiS 

have l i m i t e d ecmoiaic e f f e c t s , Assuming that the Fund diagnoses and 

p r e sc r i p t i ons are the appropriate ones, poor in5)lementation would tend 

to produce poor r e s u l t s . We can talce th i s a l i t t l e fur ther by a 

examining the extent to which programrnes b r ing about s i g n i f i c a n t changes 

i n the p o l i c y instruments to which they are d i r ec ted and whether those 

instruments do have t l i e intended r e s u l t s . For example, do tlie progrannijes 

ac tua l l y reduce the rate of c r ed i t expansion and, i f so , to what extent? 

A q u a l i f i e d yes i s suggested by the Fund's j.n-4iou3e reviews. For 

1963-72 Reichmann and S t i l l s o n tes t th i s question i n terms of s t a t i s t i c a l 

s i g n i f i c a n c e . For t o t a l domestic c red i t they show (p.298) that there 

was no s i g n i f i c a n t change i n the rate of expansion i n 64,)% of the 

prograrames, there was a s i g n i f i c s i r. slowing-down i n 27.9% and an increase 

i n 7.6%. Greater e f f ec t was recorded for the expjKision of p u b l i c sector 

c r e d i t , with no cliange i n 50.6%, a s i g n i f i c a n t decrease i n 41.£5?and 

an increase i n 7,5%. Tney trere, ,aoreover, able to go on to i t v e a l the 

type o f a s scv l a t i on between c red i t expansion and fore ign exchange reserves 



pred icted by the Polak model. Tliere was a c l e a r tendency for 

a decrease i n the exp^ansion of t o t a l and pub l i c sector domestic 

c r e d i t to be associated with an increase i n foreign assets and th i s 

a ssoc ia t ion was s i g n i f i c a n t i n a subs t i a i t i a l number of cases (pp.304-5) . 

Unfortunately,, none of the subsequent IMF studies have inc luded 

s i gn i f i c ance t e s t s . Results are reported for 1973-75 s i m i l a r to those 

of 1963-72: 12 programmes recorded a decrease i n the expansion of t o t a l 

domestic c r e d i t , against 8 i n which there was an accelerat ion: : and 14 

recorded a decrease i n c r ed i t to government, against an acce le ra t ion 

i n 6 cases. The r e su l t s for 1976 and 1977 do not spec i fy i u f o m a t i o n 

i n t h i s v7ay but r e su l t s for 1978-79 show a dece le rat ion or no diange i n 

domestic c r e d i t i n 14 cases and an acce l e ra t i on i n 7. On the whole, 

therefore , i t seems probable that^ i n the general case. Fund programmes 

d id push the c r e d i t va r i ab les i n the intended d i r e c t i o n . 

Kcwever, the r e su l t s of rank • tests by Connors and ODI 

qua l i f y th is conc lus ion . Since Fund programmes genera l ly c a l l fo r 

an increase i n government revenues r e l a t i v e to expenditures - a 

necessari ' cond i t ion for the reduction i n d e f i c i t f inanc ing - Connors 

invest iga ted the e f f ec t of programmes on the r a t i o of the f i s c a l d e f i c i t 

to GDP. He found no s t a t i s t i c a l l y s i g n i f i c a n t d i f ference between the 

pre-progranme and post-irogramme : : f t i o s ; nor i s i t even poss ib le to 

say for th is t es t tliat the signs were ' r i g h t ' . Moreover and rather 

a s ton i sh ing l y , t l i i s r e s u l t was as v a l i d for those governments whidi 

had complied with c r e d i t c e i l i n g s as for those xv'iiich had exceeded the 

c e i l i n g s . 

The ODI rank • work inc luded dianges i n domestic c r ed i t 

and money supply among i t s v a r i a b l e s . It found a s i g n i f i c a n t f a l l i n 

the expansion of money supply i n year 1 but not i n year 2, implying 

that the e f f ec t was a s h o r t - l i v e d one. However, greater i n t e r e s t 

attaches to tlie r e su l t s on domestic c r ed i t because i n the Polak model 

th i s i s the key determinant o f the balance o f payriants and i t i s on th i s 

that tha monetary aspects of the progra^aes concentrate There was 

found to be no s i g n i f i c a n t d i f ference i n the rate of change o f t h i s 

v a r i a b l e , even at a 90% confidence l e v e l . The s ign was ' r i g b t ' i n year 

1 but whatever tendency there may have b e m for a reduction had 

disappeared by year 2 . 



Ovarall i i then, whi le Fund programr^s have some tendency to b r ing 

about a dece le ra t ion i n domestic credit^ i t i s a tendency with 

h i gh ly uncerta in c l a ins to s t a t i s t i c a l s i g n i f i c a n c e . The s t rongest 

r e su l t s are those o f neichmann and S t i l l s o n but even they found a 

s i g n i f i c a n t dece lerat ion i n only a l i t t l e over a quarter of the 

prograiames. A poss ib le explanat ion of t h i s i s that Fund c e i l i n g s , 

contrary to t h e i r r eputa t ion , are not very r e s t r i c t i v e - th i s -irould be 

cons istent with our f indings i n the Kenya case study (chapter C5, 

Table IC) . There i s probably a stronger impact on c r e d i t to government, 

whidi nay imply a tendency for increases i n c r e d i t to the p r i va te sec to r 

to . p a r t i a l l y o f f set the decl ine i n d e f i c i t f i nanc ing . The p r a c t i c a l 

import of t h i s , and again accepting the b a s i c premise o f the Folak model, 

i s that 110 strong balance o f payments e f fects could be p red ic ted from 

such a muffled impact on the c r e d i t v a r i a b l e s . Tlie instrument va r i ab l e s 

employed i n the Fund programmes give l i t t l e cont ro l over the balance 

o f payraants, with the wide s ca t t e r above and belor-/ target reported i n 

Bart I . The p o l i c i e s may nudge the payments outcon» i n the des i r e^ 

d i r e c t i o n but only very approximately. 

Mention should be made of evidence on one other aspect of programme 

p o l i c i e s , namely exdiange rate deprec ia t ions . Donovan (1981) tested the 

impact of deprec iat ions inc luded i n 12 Fund programmes i n 1970-76 and 

a r r i ved a t conclusions that add furthe^r to the evidence surveyed i n 

chapter 4 i n d i c a t i n g devaluations to have genera l ly p o s i t i v e e f fects 

on the balance of payments. Donovan's strongest r e su l t was on exports , 

V7ith a s t r i k i n g improvement i n performance, e s p e c i a l l y when tested over 

a 3-year p e r i o d . Tlie • .cccae on the volume of imports was more n ixed , 

dependin;r on whether the prograrames a lso inc luded import l i b e r a l i s a t i o n -

i n which cases import volumes tended to acce lerate shcrp ly despite the 

deprec ia t ion - or whether the countries gave prominence to neasures to 

cut back on demand - i n which cases import volumes f e l l . O v e r a l l , 

the deprec iat ions were associated with an improvement i n the trade 

balance, although t h i s \tas not true of the in5>or t - l i be ra l i sa t ion 

sub-group. 

We can l a s t l y turn from looking at programme impact on instrument 

va r i ab les to examine the l i m i t e d evidence on the extent of c o r r e l a t i o n 

beto^een progrannae iffii>leaentation and impact on ta rge t v a r i a b l e s . 



The co r r e l a t i on bett/een implementation and resu l t s 

The f i r s t j i e ce of evidence comes from tlie Fund's r e v i a / of i t s 

1972-79 prograrnraes. This inc ludes general judgetaents about the extent 

of programme impleiaentation and ecmomic r e su l t s by comparison with 

the outcrane, summarised i n Table 2, 

Tabic 2. Ove ra l l laplementation and Resu l t s , 1978-79 

(No of programmes) 

Results (unads'igted) i Ilesults (adjusted for exog-
Implementation Above Below enous f a c to r s ) ; 

A.verage Average Above unadj - Below unadjus-
usted average ted average 

Above average 0 4 10 2 

Be lot; average 2 7 2 7 

I t i s evident from t l i i s tliat there i s a genera l , although far from 

pe r f ec t , a s soc i a t i on between the degree of prograimne implementation and 

the resu l t s adiievedj, although the judgemental nature of the exerc ise 

precludes any s i gn i f i c ane t e s t i n g . The co r r e l a t i on i s p a r t i c u l a r l y strong 

i7hen the inf luence of exogenous factors i s excluded- The same review 
goes on^ however, to make tiie important observation that tiiere was no 

necessarj ' c o r r e l a t i on between observance o f performance c r i t e r i a , on the 

one hand, and o v e r a l l programme implementation and r e su l t s on the other . 

A number of programmes were only p a r t i a l l y implemented despite conq)liance 

with performance c r i t e r i a ; i n a few others there was subs tan t i a l o v e r a l l 

implementation even though performance c r i t e r i a were not observed. Since 

c r e d i t cei l inp.s are i nva r i ab l y inc luded aroong the c r i t e r i a , th i s impl ies 

tiie absence of a strong connection betx/een c r e d i t perfomiance and eccwiondc 

r e s u l t s . I t a l so strengtliens the arguEient of the previous chapter (pp. ) 

that these c e i l i n g s do not perform the monitoring f imct ion which the 

Fund V7ishes tliem t o . 

Tlie other evidence i s taken from Connors. In a l l h i s tests he sub

d iv ided observations i n t o those i n which governments had and had not 

complied with programme c r ed i t c e i l i n g s . He was trms able to study the 

extent to which the impact programmes was assoc iated v/ith compliance 

with the programme. The short answer i s that there was very l i t t l e such 

c o r r e l a t i o n . Thus,, there was no s i r n i f i c a n t e f f e c t on the current account 



e i the r for corapliera or non-compliers , althouj^h the signs were genera l ly 

' r i g h t ' - compilers vrere more l i k e l y to eyrperience an imprcvenent and 

nou-coxnpliers a d e t e r i o r a t i o n , but th i s tendency vras not s i g n i f i c a n t 

at the 95% confidence l e v e l . There was a s i m i l a r absence of s i g n i f i c a n t 

c o r r e l a t i o n both with respect to GUP growth and the f i s c a l d e f i c i t . 

The test for i n f l a t i o n y ie lded the only s i g n i f i c a n t r e s u l t : non -

compliers xjith the o v e r a l l credi : ; c e i l i n g s were s i g n i f i c a n t l y raore l i k e l y 

to experience an increase i n i n f l a t i o n - a souewhat curious r e s u l t , 

given the evidence presented e a r l i e r that IIIF programmes tend to be 

associated vjith a shor t - run incrsase i n the rate of p r i c e increase , 

TTa comt«nced Part I I I with the quest ion vjliy the existence of Fund 

prorrasanes apparently has such a l im i t ed impact on the balance o f payments 

and other key magnitudes, We. have so far been t e s t i n g the, hypothesis 

that^xs because many prograrejas are not vrell iijplemented and have now 

reached the conclus ion that th i s hypothesis does not have a strong 

explanatory va lue , So far as can be judged from the evidence presented 

above, i t i s impossible to c la im any more than a moderate connection 

between programme execution and the achievement of des i red economic 

r e s u l t s , and very l i t t l e connection at a l l between r e s u l t s and compliance 

vrith c r e d i t maxima. I t i s therefore necessary to look for other 

explanat idns , although we are only able to do so i n a somewhat specu lat ive 

way. 

Other explanations 

There are three p o s s i b i l i t i e s which can be mentioned under t h i s 

headiuf;;. C e r t a i n l y among the most important are the exogenous 

disturbances mentioned i n connection v/ith Table 2 and at a number of 

points e a r l i e r , "e can appeal to no quant i f i ed evidence on t h i s but i t 

i s rather obvious that condit ions i n the world eccnpny i n the 197Qs and 

early~19R0s - v/ith the two o i l shocks, the upsurge i n v;orld i n f l a t i o n 

and tlie OECTi recess ions of 1974-75 and 19eC'G2 - have been such as to 

g rea t ly increase the uncer ta in t i es and d i f f i c u l t i e s of des igning even 

short - term s t a b i l i s a t i o n prograiimes, as we l l as of ca r ry ing them in to 

e f f e c t . S i m i l a r l y , the magnitude of the payments imbalances to which 

the prograraraes are addressed have nuch increased (chapter 2 ) , thiis 

adding to the d i f f i c u l t y of achieving s a t i s f a c t o r y r e s u l t s . By 

comparison v/ith the 1960s, a lower l e v e l of progrja:.TEie e f fect iveness 

was asOTn,"; th3 nore p red ic tab le outcones i n a v/orld of increased 



uncer ta in ty . In other words, the impact may be s l i g h t because the 

Fund has been given an i inpract ica l mandate i n a world of massive 

d i s e q u i l i b r i a . 

A second major f a c to r , one d i r e c t l y r e l a ted to the patchy l e v e l 

of programme impleraentation reported e a r l i e r , concerns the a t t i tudes 

of na t i ona l governments towards the HIF and toTiards s t a b i l i s a t i o a as 

an econonic ob j ec t i ve . In th i s regard , chapterC3 on Indonesia provides 

a po s i t i v e example of xihat can be achieved when there i s a f i r n govern-

inent cotimitment to s t a b i l i s a t i o n but we sujjaest that the r e su l t s of 
and C5 

the Kenya and Jamaica case studies m cliapt^rsTnave a rather more common 

v a l i d i t y * At l eas t so far as the 1970s were concerned, the 7enya study 

found that the government d id not p lace any cons i s t en t l y high p r i o r i t y 

on the s t a b i l i s a t i o n ob jec t ive , e s p e c i a l l y when i t would invo lve 

p o l i t i c a l l y unpopular measures. I t therefore,abandoned one programxAa 

vihen a temporary coisnodity boom l e t i t o f f the hook and lack of 

cocrdtraent arguably led to the co l lapse of a second of the a^^reexaents 

exapinerl, A s i n i l a r lack of sariousness about s t a b i l i s a t i o n marked the 

• anley adminis t rat ion i n Jamaica, x.'hich had/marked umTil l in . ' rness to 

come to terns itith the foreign exchange cons t ra in t whenever t l i i s posed a 

t r ade -o f f rrith s o c i a l p r i o r i t i e s and p o l i t i c a l popu l a r i t y , Tlie 

s t r u c t u r a l i s t / p o p u l i s t programmes of L a t i n Aner i ca , surveyed i n chapter 

C2 , revealed a s im i l a r re luctance to modify longer-term ambitions 

i n the face of iirmediate cons t r a in t s . 

Tl^ere are add i t i ona l grounds for suggesting that these country 

exaL ip l e s way be representat ive . There i s strong evidence for tha 

p ropos i t i on that , i n the absence of c ond i t i on r i l i t y , govera»nents tend 

to use access to i n t e rna t i ona l c a p i t a l as i subs t i tu te for co r rec t i ve 

a c t i on rather than as an input i n t o the adjustment process . The ' o r I d 

Bank (IS81 Table 6,2) has, for e-.cac^^le, shovm en inverse c o r r e l a t i o n 

between access to f inance and s t r u c t u r a l adjustrr-ent i n Idcs. Balassa 

(19?1 ) found s i i n i l a r l y for countr ies such as t;>.e Ph i l i pp ine s and 

Morocco that they used access to the Euromarket and other sources to 

postpone necessary domestic measures. Black ( in C l i ne and ' ' e intraub , 

1981 ) has dravm a t tent ion to asymmetrical react ions i n Idc monetary 

p o l i c i e s to exte rna l fo rces j there vras l i t t l e attempt to neu t r a l i s e 

the expansionary e f f ec ts of the. 197?-73 corataodity hoov^. by r e s t r a i n t 

of d)Tcestic c r e d i t , whereas there was an attempt to o f f set the 



contract ionary e f fects of the f i r s t o i l shock, Tlie HIF (1981, p,48) 

has reported that i n 1979-30 a major i ty of Idcs pursued expansionary 

f i n a n c i a l p o l i c i e s despite pajrtnents d e f i c i t s - p o l i c i e s which i t 

regarded as over-eiq^a^sionari^ i n many cases. 

That governiaents often appear to attach a low p r i o r i t y to economic 

s t a b i l i s a t i o n i s a l so s t r i c k i n g l y i l l u s t r a t e d by the use to which they 

put the proceeds of the wi.ndfall gains r e s u l t i n g froin the var ious 

coTTnodity booms of i974-7C, Studying the cocca and coffee booms, 

Pavis (190O) found that near ly a l l the export ing countr ies obtained 

increased fore ign eKchange rece ip ts except ional even by the standards 

of tha v o l a t i l e markets for those coramodities. T-Thile formal or informal 

tax systens i n these countr ies were qui te e f f e c t i v e i n preventing 

much of the w ind fa l l gain from accruing to the producers , v i r t u a l l y 

a l l tha governiients were quick to spend the extra revenue, o f ten on 

h a s t i l y conceived pro jects which bore l i t t l e r e l a t i o n s h i p to the 

nee^! for s t r u c t u r a l adjustment, even though the f i r s t o i l shock had 

a lready occurred and i t was mani fest ly c l e a r that the commodity p r i c e s 

could not for long remain at the except ional heights they achieved i n 

1976-77, III consequence there was a rap id expansion i n money supply 

and imports, and by 1971) the reserve p o s i t i o n of laost of the countr ies 

was no bet te r than before the commodity boon. The Tforld Bank (1981, 

p.74) reached s im i l a r conclusions on the bas is of a wider range of , 
found 

cOiiTJodities and, there fore , of export ing count r i e s . They a d d i t i o n a l l y / 

a tendency for governments to borrow ex te rna l l y when the coninodity boom 

had ended i n order to roaintain government spending at the new higher 

l eve l s so that , pe rverse ly , the end r e s u l t of the boom was often to 

leave countr ies i n a weaker payments p o s i t i o n than at the beginning. 

Coverins a xn.de range of Idcs, s t r add l ing a l l the major regions of 

the Third T^orld and a 'ride v a r i e t y of country exper iences, these studies 

point to a general tendency for goverronents to opt for quick spending 

i n preference to longor - tena s t a b i l i s a t i o n . 

I t i s p r e c i s e l y for reasons of t h i s k ind that the IT.^ seeks to 

i n s i s t on r e l a t i v e l y ti-^ht c o n d i t i o n a l i t y and " r igorous adjustment 

p o l i c i e s " (IIIF, 1981 p,18) , and the evidence presented e a r l i e r of 

rather frequent non-inplementation i t s e l f suggests soratimes low 

governijiental commitinent to the laeasures agreed. Tliere i s no ready 

s o l u t i o n to t h i s , however, because of the p o l i t i c a l s e n s i t i v i t y 

of s t a b i l i s a t i o n , T'any nations are marked by acute d i v i s i o n s , and 

http://xn.de


t h e i r govenuaents are commonly preoccupied with '̂ he maintenance of 

t he i r oxra poivrer and of s o c i a l t r a n q u i l i t y . The i r task i s f requently 

one of confttctmanagement v/ithin a f r a g i l e p o l i t i c a l i n f r a s t r u c t u r e , 

lloreoverj shor t - t enn losses of income, consumption and employn»nt are 

expected to r e su l t from s t a b i l i s a t i o n programmes (although we have 

seen that the ac tua l evidence for th i s i s wealc) . Disturbances of the 

d i s t r i b u t i o n of income r e s u l t i n g from programme impleraentation w i l l be 

expected to act ivate various s p e c i a l - i n t e r e s t groups and add further to 

the p o l i t i c a l sens i t iv i ty of tiie exe rc i s e . 

I t i s therefore l i k e l y that such programi?»s w i l l be perceived as 

invo l v ing l a rger p o l i t i c a l costs than the d i s e q u i l i b r i a to which they 

are addressed. That such judgements are not capr ic ious i s suggested by 

Cooper's well-kno\m f ind ing (1971) that currency devaluation roughly 

t r i p l e s the p r o b a b i l i t y that the responsible finance min i s t e r w i l l lose 

h i s job w i th in thie fol lot/ing year and roughly doubles the p r o b a b i l i t y 

tiiat the ent i r e government w i l l f a l l . 

... I 

To make matters worse, the e f fects of econonic stagnation on saving 

and investment may increase the p o l i t i c a l d i f f i c u l t i e s . Enlarged payments 

d e f i c i t s and consequential s l w e r gro-/th i n per cap i ta income tend to 

reduce household and business sav ing . Economic stagnation i s a l so l i l ce ly 

to reduce investment oppor tun i t i e s , i t tends to v/orsen the pub l i c finances 

because, whi le government revenue i s l a rge ly a funct ion of na t i ona l 

income, expenditures are to a considerable degree autonomous. For sucii 

reasons, the net per cap i t a d i r e c t l y productive c a p i t a l formation on 

which adjustment must be based i s l i k e l y to d ec l i n e . Iloreover, i n an 

atmosphere of uncerta inty and c r i s i s ^ and i n view of the p o l i t i c a l 

f ru s t r a t i ons that are l i k e l y to accompany an economic sloti/doim, there i s 

tlie danger of a poorer q u a l i t y o f p o l i c y dec i s ion making. 

In many cases; c l i auv in i s t i c react ions to the involvement of a foreign 

agency l i k e the IIIF t i p the p o l i t i c a l balance sheet even further against 

s t a b i l i s a t i o n . The presence of the Fund c e r t a i n l y complicates the i s sue , 

even i f i t i s a lso a most valuable source of f i n a n c i a l ass istance 

(Krueger, 1978 p. 124): 

Foreign in te rvent ion becmae a p o l i t i c a l issue i n many other 
ins tances . Indeed, controversy over 'IlIF p o l i c i e s ' roarked 
a great many l i b e r a l i z a t i o n episodes and may have done mucii 
todosure important underlyj.nr; i s s u e s . . . . In a sense tiie presence 
of forei.t^ agencies malces i t very d i f f i c u l t to evaluate the 
causes of ' f a i l u r e ' of sorae of tlie s t a b i l i z a t i o n programs. 
Some governments.. . wtre never committed to s t a b i l i z a t i o n i n 



the f i r s t place and simply agreed to tiie ccKiditions l a i d 
: down for r ece ip t of foreign c r e d i t s . I t i s d i f f i c u l t to 

diagnose t h e ' s t a b i l i z a t i o n prooiraE as 'unsuccess fu lV i f 
the stated object ives of t!ie prograffls d i d not co inc ide with 
the true object ives of the governments couceraed. 

In facts, our evidence suggests that c o n d i t i o n a l i t y i s u n l i k e l y to have 

much e f f e c t i f i t i s perceived as having been inyosed *rffln outs ide and 

i f there i s less than wholehearted government commitment to the progranaae. 

I t a l so soiaetimes happens that governments r e t rea t from programmes 

when they begin to incur h o s t i l i t y or offend important i n t e r e s t s . Th i s 

makes subsequent atteiapts at s t a b i l i s a t i o n even more d i f f i c u l t , not only 

because the payments imbalance i s l i k e l y to dete r io ra te i n the meantime 

but a lso because of the adverse e f fects such re t reats have upon p u b l i c 

expectat ions . In the face of past f a i l u r e s or r e t r e a t s , i t w i l l be 

that much more d i f f i c u l t for a government to persuade people that i t i s 

r e a l l y ser ious th i s t ime. But changing expectat ions , for example witl i 

respect to investment incent ives or future i n f l a t i o n , i s often c r u c i a l 

to success . 

Our t h i r d and f i n a l 'other exp lanat ion ' br ings us back to the p o l i c i e s 

of the IMF. Tlie l i m i t e d impact of programmes on-nat idndeconomies and the 

rather tenuous c o r r e l a t i o n bet7-;een programrie implementation and economic 

r e su l t s may be because the programmes are not w e l l conceived. There i s , 

i n f a c t , a c e r t a in amount of IliF s t a f f support for a weak vers ion of th i s 

hypothes i s . For example, perhaps tiie strongest r e s u l t to cone out of tlie 

pa insta ldng work by Beveridge and K e l l y (1980) was a negative c o r r e l a t i o n 

bet7jeen the l e v e l o f ambition i m p l i c i t i n the f i s c a l programtaes and the 

rate of implementation. Few of the more ambitious revenue pro ject ions 

were achieved (Table 5) and: " I t i s probably no coincidence that progams 

i n which the f i s c a l performance clause was not observed t̂ êre the most 

ambitious i n d e t a i l i n g p o l i c y statements on expenditure and s e t t i n g 

goals for expenditure constra int ' ' (p.241). There i s other i n t e r n a l Fund 

evidence wbich supports this f indings and our Jamaican and Kenyan studies 

add fur ther to i t . The general p ropos i t i on here , then, i s that programme 

designs tend to be s e l f - d e f e a t i n ^ l y a r i s i t i ous , t ry to achieve too much 

too q u i c k l y . I f we accept the b a s i c conceptual fraraat/ork of the progransues, 

i t seeas l i k e l y tliat cont i t iona l i ty w i l l be more e f f e c t i v e vrhen i t seeks 

only to achieve modest gradual changes. 



A second and more ba s i c po int concerns the requir* w n t w i th in the 

Fund's c o n d i t i o n a l i t y guide l ines (chapter 4, p. ) that i t s performance 

c r i t e r i a should, i n otlier than except iona l circumstances, be confir:»iJ 

to nacroeconoiTiic v a r i a b l e s . Since tlie Fund has l i m i t e d e f f e c t i ve leverage 

on the implenentation of micro p o l i c i e s , the e f fect iveness of the macro 

measures i t can i n s i s t upon may be undermined by inadequate sujjporting 

act ion at the micro l e v e l , as was already reported i n connection with 

some exchange rate depreciat ions (page ). Gu i t i an (1982 p. ) 

puts the po int d ip lomat ica l l ys 

An area of p o l i c y inpletaentation to which inc reas ing a t tent ion 
w i l l have to be pa id i s the r e l a t i onsh ip beC/een raacroeconomic 
and microeconomic v a r i a b l e s . In many programs, the implementation 
of ce r ta in macroeconomic p o l i c i e s such as those i n the c r e d i t 
and f i s c a l f ie lds . , i s contingent on the adoption of c e r t a in 
microeconomic measures dea l ing , f o r example, with pa r t i cu l a r , 
p r i ces i n the econony, with taxes or expenditure patterns of the 
pub l i c sector and the l i k e . I f these are not undertaken, ,the 
g loba l bas is for the program i s undermined. 

Given the somewhat a r b i t r a r y nature o f the macro-isiicro d i s t i n c t i o n and the 

increased iraportance of supp ly - s ide ( » microeconomic) measures i n the 
circumstances of conteruporary pajnaents imbalances there i s c e r t a i n l y 
a strong a n a l y t i c a l case for modifying the gu ide l ines on th i s matter . 

But th i s leads to a more subversive p r o p o s i t i o n . The previous 

chapter drew a t tent ion to the strength of the const ra ints upon the IliF 

i n seeking to adapt i t s e l f to Idc needs i n the 1980s. I t a l so commented 

on the l im i t a t i on s o f the Polak approach to pajrments management which 

provides the theo r e t i c a l underpinning of the Fund's focus cm domestic 

c r e d i t . The monetary approach, i t was suggested, res t s upon a range o f 

r ad ie r strong assumptions and tends to ove r - s imp l i f y the connection 

between c r ed i t and the balance of payments. The monetarist p ropos i t i on 

that monetary factors have no l a s t i n g influatice on the r e a l economy 

was argued to have contr ibuted to a Fund neg lect of ' r e a l ' va r i ab l e s 

and of the l i m i t a t i o n s of demand r e s t r a i n t p o l i c i e s i n the face of 

' s t r u c t u r a l ' d e f i c i t s . Given these const ra ints and l i m i t a t i o n s , i t i s 

suggested now that Fund prograniaes have l i m i t e d impact because they are 

not we l l designed to achieve what they set out to do. 

I t must immediately be admitted that th i s i s only a hypothes is , 

fo r a l l the a p r i o r i p l a u s i b i l i t y i t laight have. I t i s not s u f f i c i e n t 

simply to po int out that Fund programmes - even the irjpleinented ones -

seem to produce only ireak e f fects and to i n f e r from th is that programme 



design i s . inappropr ia te . There are other poss ib le expilanations and, 

i n any case, i t has to be demonstrated that there i s some 

super ior a l t e rna t i ve to tlie I IF approach which depends less upon demand 

r e s t r a i n t . These issues are taken up i n the f i n a l d i ap te r . 

IV - SUI#IAR5r 

Part I and II surveyed evidence on the impact of IK? s t a b i l i s a t i o n 

programmes on the balance of payiiients and otiier target v a r i a b l e s . 

In the general case, th i s evidence p r o v i s i o n a l l y suggests that they 

are l a r ge ly i n e f f e c t i v e . There i s a tendency for them to move pajinents 

i nd i ca to r s i n the des i red d i r e c t i o n s , and to a f fect other va r i ab les i n 

c e r t a in ways but these tendencies r a re l y pass standard tests of 

s t a t i s t i c a l s i g n i f i c a n c e . In terms of r e su l t s x^hich do pass such t e s t s , 

the progrananes appear to have a very l im i t ed in^jact. More s p e c i f i c a l l y 

X7e found: 

that programnes are associated trith a modest shor t - te rm 

improvement i n the current account but of low s t a t i s t i c a l 

s i gn i f i c ance r; 

there i s a s l i g h t l y stronger tendency for the ba s i c or o v e r a l l 

balances to be improved but the s t a t i s t i c a l s i gn i f i c ance o f the 

r e su l t s i s again low; 

tiiere are i nd i ca t i ons that Fund programmes do r e s u l t i n l a rger 

inflows of c a p i t a l frem other sources but the e f f e c t i s not 

large and a;-^itious expectacicsis are l i k e l y to be d isappointed ; 

~ there i s no systematic a s soc ia t ion between Fund programmes and 

susta ined l i b e r a l i s a t i o n ; 

programmes do j iot genera l ly have any st rong def lat ionary ' 

impact- there i s a c tua l l y stronger evidence of a p o s i t i v e 

e f f e c t on GDP grox/th but again s t a t i s t i c a l s i gn i f i c ances are 

genera l ly loxj; 

programmes probably r e s u l t i n a net shor t - run increase i n tlie 

i n f l a t i o n r a te , rather than the des i red r edac t i on , but s i gn i f i c ance s 

are once more low-; 



p r o j r a n E i e s are l i k e l y to have rather complex e f fects on 

income d i s t r i b u t i o n and are u n l i k e l y to have any sy s t ena t i c 

tendency to increase or reduce income concentrat ion: i n p rac t i ce 

a large proport ion of programmes has probably had no s i g n i f i c a n t 

impact on inequa l i t y one way or another. 

was 

The next task, i n Part I I I ,/ to discover why the impact was so s l i g h t . 

One hypothesis was that th is was because of poor programme implementation. 

Tie found a good deal of evidence that implementation leaves much to be 

des i r ed . The IMF has experienced large d i f f i c u l t i e s i n secur ing govern

mental corapliance with a number of i t s key performance c r i t e r i a , s p e c i a l l y 

s ince 1973, with f i s c a l d i f f i c u l t i e s being a major source of non-compliance. 

Compliance with externa l debt c r i t e r i a has been good but much less success 

has been achieved with exchange rate and l i b e r a l i s a t i o n . n e a s u r t s . A 

presumably r e l a t ed f ind ing was that the programmes appear to have a 

muffled e f f ec t un the key p o l i c y va r i ab les to x/hich tliey are d i r e c t e d . 

In p a r t i c u l a r , whi le they have some tendency to b r i ng about a dece le rat ion 

i n domestic c r e d i t , th i s has s l i g h t claims to s t a t i s t i c a l s i g n i f i c a n c e . 

I f we accept the b a s i c a l l y monetarist premise under ly ing Fund's emphasis 

on the cont ro l of domestic c r e d i t , i t seems u n l i k e l y tliat t h e y could 

expect to achieve strong balance of payments r e su l t s from the l i m i t e d 

dece le ra t ion they achieve i n the expansion of domestic c r e d i t . 

IVhat i s even more damaging, however, i s evidence i n d i c a t i n g no more 

than a moderate connection betx^een programoe execution and the achievement 

of des i red r e s u l t s , and very l i t t l e connection at a l l bed/een resu l t s 

and corapliance v/ith c r ed i t ma:{iina. Thus the hypothesis tiiat IIIF programmes 

have l i t t l e impact because of poor implementation receives only s l i g h t 

support from ava i l ab l e evidence. 

Three other poss ib le explanations are suggested as l i k e l y contr ibutory 

f a c to r s . The strength o f exogenous distrubances s ince 1973 i s an obvious 

one. A second i s tlie general apathy often siiown by Idc goven:Ti:->'.ts 

towards s tab iKsa t ion and payments adjustment, r e l a t ed to tlie p o l i t i c a l 

s e n s i t i v i t y of e f f e c t i v e p o l i c i e s i n t h i s area. The evidence suggests 

that an imposed programme to v/hicli there i s l i m i t e d government commitment 

i s un l i k e l y to be e f f e c t i v e . F i n a l l y , i t was suggested tliat there are 

weakiJ i 3.ses i n the design o f the IMF programmes themselves, e s p e c i a l l y 

i n t h e i r de facto neg lect of supply measures, vrhich are l i k e l y a l so to 

have been iinportant contr ibutory f a c t o r s . 
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