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Introduction

There seems to be agreement between the Fund's critics and defenders
that its programmes have major effects on the economies concerned. The
disagreement is about whether the net sum of these effects is harmful or
beneficial. Such systematic evidence as exists on this topic throws doubt
upon this premise, hovever, and the task of this chaptev is to survey the
ev1dence7explore the reascns why Fund progranmez, do not always achieve

wvhat they set out to do,

The task of assessing the impact of Fund procrarmes is by no means
straightforward, however. Following Cuitian (1932 op. ), we can
mention at least three different kinds of test that might be applied.1
First, actual economic performance duriné and iumediately after the
programme cen be compared with perf.rmance irmediately before it. This
itas the merits of being faifly easy to carry out and of objectivity.

But since countries often o to the Fund only vhen they are in the

direst straits, with key economic variables on raridly deteriorating
trends, it ray not be reahs t1c to expect a programme to bring about

an agbsolute improvement in the balance of raylents or other target
variable: the programe may do well in the short run 1f it merely slows
down the deterioration. lioreover, urcently needed measures to strengthen
the payments position may well neééssitété a tradéfoff in terms of output

and employment foregone.

Since judaements about vhat can realistically be hoped for underlie the
targets set by the Fund staff zor its prograrmes, this suggests a second
way of assessing the programmes, namely to compare actual results with
prograume targets., These do not invariably predict a reduction in payments

deficits and/or higher inflatica in the short term.2 This test also has

- S — . P

1 See also Williawwon, 1231, for a stiuwlating discussion of the
principles that should ‘ulde an evaluation of Y¥ programe performance.

2. For example, out of 21 propgrammes in 1978~7Y 11 targets envisaged
more rapid 1nflatlon and a further 11 envxsaged a slover rate of
GDP zrowth.
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its drawbacks, however, It introduces considerable subjectivity,
with the possibility'thét vesults are affected by zay. systematic

tendency towards over—ambition or conservatism in programme targets.
tlore importantly to the inieﬁendentAresearchér; it requires access to

a large volume of confidential information ‘on country programmes which
" the Fund is rightly uhﬁilling to release, In any caség’if Fund prograrmes
~ achieved a good succeés.réte iz meeting targets which, however, envisaged
'.little improvement in the underlyinz economic situation, the welfare
Significance of such results would be questionable and it would be a
reasonable infereace that the Fund was unable to offer an effective solutien
to payments disequilibria. A third and in principle the most attractive
test, therefore, is to compare programme results with what would have
occurred in the absence of the programme. Tihe overriding difficulty with
this test is its subjéctivismz_the many assumptions and judgements it
would be necessary to make in order to set up the hypothetical ‘what would
have been', inclulding judgemg@ts about what policy changes th2 zovernment
might decide to introduce. if it were possible to carry out such a test
at all, it would have to be béséd.upon a such‘an intimate knowledge of
individual country circumstances, preferablj‘expfeésed in a comprehensive
nacroeconomic simulation modeig_as_to precliade the possibility of apss-

country tests involving large numbers of observations.

:In practice; the third test is impossible to apply without an unacceptable
loss of oSjectivity and country coverage, so most of the evidence presented
below relates to tie other twvo criteria., A further complication concerns
the difficulty of reducing bzlance of payments performance -~ which is
invariably the »rime target of IMF programmes - to a sin;le or simple
statistical indicator, a point to be taken further shortly.

The following account of the impact of Fund prozrammes draws upon
three principal sources., Tirst, we make exteusive'usevof pioneering
work by Connors (1979), This ayplied non~parametric rank methods to
31 upver credit traﬁche TMPF sta:d—-by programies approved during71973—77
to test the impact of the 9rdgrammes on four variables: the GDP growth
rate; the inflation_rate; the current account of the balance of payments;
and the size of the fiscal deficit as 2 percentase of GDP, Values for
these variables were talken for cne year each before and after approval of
the progfémgé and the sub-samples were divided according to whether or not

the rovernments unad complied with »nrojrarme credit ceilinps.
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Second; we report thevreéults of additional work(hereafter called
"the ODI tests') carried out in the courseé of the present project.
Brief methodological details are provided in the appendix to this chapter
and are reported more fully in Killick and Chapman (1982). . This takes
Connors' work as its starting point but varies it in a number of ways.
It is based upon 38 programmes agreed with non-oil developing countries
(only) in the post oil~crisis years, 1974-79., Varisbles studied ?ncluge
the first three of Connors' plus the basic bal S ZA8% %%giﬁﬁ%ﬁéfﬁﬁﬁ“iﬁaﬂiéﬁrve
in domestic credit and money supply. Subject to data limitations, effects
are studied for both one and two years after programme inception and the
sub-samples are broken down by country per capita income level. This work
is supplemented by the application of regression techniques to a smaller
number of cases (necessitated by data shortages) to test the extent to
vhich the existence of a Fund programme adds to our ability to ‘explain’
tlie behaviour of the balance of paymeats (current account and basic
balance), GDP crowth and inflation.3 In this case we tested results in

the programme year and each of the following two years.

Third, we summarise the results of successive in-house IMF reviews
of upper—tranche stand-bys @xcluding EFF9 during 1963~79. Two of these
have heen published (Keichmann & Stillsom , 1978; Reichmann, 1978) but
the others remain unpublished and are regarded as classified materials
by the IMF (but not necessarily by member--govemments).4 As will be seen,
these differ from the tests already described, particularly in the
use of comparisons between IlF programestargets and actual outcomes,
which its staff are uniquely able to make. It thus adds a valuable
dimension to the independent tests already described, besides drawing
upon a wealth of additional resources. Iinally, we have made some
reference to the findings of other independent researchers, aithough

these tend to be more country-specific and less systematic.

——— i —

3 The regression analysis utilises data {a) for a2 'large’ sample of
13 countries and (b) for a "51all’ sample of 7 countries. These
were chosen on the basis of data availability, with oaly the small
sample offering .the full range of required data. Tuller details
are provided in Killick and Chapman, 1932.

4 1In revorting the results of Peichmann, 1978, we have made use of a
fuller mimeoszraphed version (Josason and Reichmann, 1973). . In
deference to the Fund's ’confidential' classifications, we make only
rather sumrnary reference to their unpublished results and exclude
all references to individual countries. These documents were
obtained from non~Iiif sources.
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In Part I, which follovs, we examine the impact of Fund programmes

on the balance of paynents and then in Part II look at their impact on
economic growth, inflation and the distribution of income. Part III
tries to expléin,the results obtained and Part IV offers some comments
on the effects of alternatives to the IKF approach. Part V summarises

the conlcusions.

1 - IMPACT ON THE BALANCE OF PAYIENTS

Questions of measurement

As w. s explained in the previous chapter, it is towards improving
the balance of payments that Ii'F programmes are primarily directed
so it is appropriate to begin by enquiring into the effects these
have on the payments situation. Expressed generally, it was shown in
the previous chapter that novadays the Fund’s objective is expressed
in terms of creating a ‘'viable" payments situation which typically means
'" current account deficit that can be financed on 2 sustainable basis
by net capital inflows on terws that are compatible with the development
and grqwth prospects of the country’. This formilation immediately
intimates that assessing the success of any prograrme is by no means a
straichtforward matter, unlike some simple objective such as 'eliminating

all curreat account deficits',

One of the complications concerns the effect of putting a Fund programne
in place upon net capital inflows from other sources. The Fund has long
argued that one of the %“enefits which a stand-by programme «m bring is
that it has a catalytic effect in attracting funds from aid agencies,
private banks and other sources, so that considerably more is at stake
than the actual size of the Tund credit. As one of the Fund revieus
puts it :

In several cases the programs were expected to result in

a restoration of confidence in the management of the

economy both at home and gbroad, so that other soures of

balance of payments assistance would coutribute to a more

gradual adjustment effort, thus rendering it less severe.
To the extent that Fund programmes actually have such catalytic effects,
it is clearly insufficient simply to look at changes in the current account
because enlarged capital inflows will (if the terms are right) increase the

size of 'viable' current deficits.
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The Fund's own assessments have thus traditionally tended to focus
upon the impact of its programmes on the overall balance (i.e. the
balance on monetary movements with cpposité sign), which incorporate
all non-monetary capital flows. In what follows, use is also made of
~ the basic balance (current account plus net long~term capital movements),
whichi should also catch inflows induced by any confldeace generated

by agreement with the Fund, The current account ‘should not be written
off entirely, however, particularly in a world of high interest rates.

If a large proportion of induced inflows is obtained only with high
interest rates and/or medium~term maturity then these may be neither
desirable nor sustaindle in terms of future debt servicing capacity.

This applies most obviously to borrowing from the Euromarket and other
commercial bank sources. The ‘viability' of current deficits is directly
correlated with the proportion of long=~term coﬁcessional finance in total
inflows and this proportion has declined ia recent years.5 And in the
end, of course, it is the current account — particularly export
performance - which has the most crucial bearing upon the health of

the overall payments situation, In many country circumstances a reduction
mcummdﬁunsuashewamndamrwmmdmofmmmm

equilibrium,

For reasons of this kind, thevefore, the Fund is paying increased
attention to the current account in evaluating its own programmes.
llowever, it has recognised that in doing so there is a danger of over-
stating the efficacy of its programmes because to a considerable extent
governments have to trim the current account largely through action
on imports) to whatever financing happens to be available, so that a
reduced current deficit may be the result of an unforseen import
compression rather than a sign of programme success:

In several of the /10721 programmes, the relatively
rapid improvement. in the balance of payments can be
attributed to the implementation of corrective policies. -
In other cases the reduction in the external imbalance
reflected limited availability of financing and scarcity
of foreign exchange reserves rather than policy implementation.
The irprovement in these cases was more apparent than real

because it did not represent that balance of payments
v1ab111ty vas restored.

5 3Between 1973 and 198C the share of the external debt of non-oil
developing countries owed to offi “ial creditors fell from 50.4%7 to
¢2.i% and the share of private financial institutions went up from

35.5% to 48.97 (c£ IITF 1981, Table 29).
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There are other circumstances, however, in which results on current
account may lead to an under—estimation of programme success. This is
particularly likely when, as is quite often the case, the liberalisation
of trade and payments is an irmortant compounent of the programme.

In the short-run, liberalisation is more likely than not to be. associated
with an increased current deficit but this would be consistent with
programne success if it had a longer-term strengthening effect and if

it reduced distortions and inefficieacies caused by exchange controls.

A last complication to mention conceras the time span over which
a programge should be evaluated. Almostc all the evidence presanted below
examines tie impact of the programmes within a year or two of their
inception. This is consistent with the generally rather short-term
nature of most Fund programmes and has the further advantage of minimising
the influence of factors external to these programmes. On the other hand,
it prevents us from ansvering the important question of whether they
led on to any sustained improvement in the payments situation - as the
notion of a viable payments balance of requires - or whether their effects
vwere larpgely ephermeral. liowever, we are able to reyort some evidence

on this.

To sum up on this question of measurement, three criteria of programme

success are suggested:

' (a) We exﬁect some peneral tendency for current account deficits
to diminish but subject to the yualifications that aot all
programmes will be expected to achieve this and that, in any case,

reduced deficits may not be the result of programﬁe'policies.

(b) Ve can more confidently expect an improvement in the basic
or overall balances, partly as a reflection of (a) and
partly as a result of the iuducement effects of IMNF programmes

on other capital infiqws.

4(c) e shouid look for a more than transitory effect; while
recognifing that there are many factors ex;erhal.to the
Tund's programues which could cause a-deteriorating payments
gituation in the years after the expiry of a particular

programae .,

fle now gsunmarise the available avidence.

6 See Krueger, 1978 passim, for an extensive discussion of this.
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Effect on current account

First, we have results from the Connors and ODI tests. ‘The former
found for the cases he examined that there was sowe tendency for the
current account to iﬁiprove @n almost all cases meaning a reduced deficit)
but that this tendency was not statistically significant at the 95%
level. The GDI rank-test -tr = résults were similar: no statistically
significant change in the deficit even with a 907 cut-off level. Ia the
first 12 months after the inception of the programme the sign was
'wrong', i.e. there was a tendency for the deficit to increase, but this
was corrected by the second year. The ODI fegréssion tests confirmed

the absence of a significant impact, although the signs were 'right'.

The in~house IMF reviews have largely concentrated on examining the
overall balance and have only studied the impact on current account
from the 1977 programmes onward. In t'he’se cases, and unlike the
Connors/ODI work, the comparison is with the IfF programme targets.

In 1977 the current acéoup_t outcome was equal to or better than expected
in 9 out of 11 progranunés; -althouzh the interpretation of this result
was qualified by the passage already quoted on page 5 . The results
for the 1978-79 programmes were more wmixed. The outcome was worse than
prograrme target in 11 out of 21 programmes, although it was worse than
"the payments outcome in the period immediately prior to the programme
in only & of the 21 cases, with programme targets envisagimng a worsening
on current accowmnt in 6 cases.7 In 17 cases the current account noved
in the intended direction. No tests of statistical significance were

undertaken .

Taking all these results together, the most that can be claimed is
soue modest short-run tendency for the programmes to move in the desired
direction but a tendency which has only low claims to statistical
significance. This is perhaps a surprisingly weak result but, given
the ambivalence of criterion (a) above, it would be a mistake to place
much weight upon it. Considerably greater importance attaches to

the results for the basic or overall balances.

The basic or overall balances

Unfortunately, Connors did not examine any payments indicators otner

than the current account so the only independent test is our own. The

7 1In this case the current account deficit was expressed as a % Of
GL? rather than in absolute terms.,
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ODI work used a rank test for changes in the basic balance and did

not find any sipnificant change, even with a 90% confidence limit.

In year 1 there was no measurable change at all but there was a
(non-significant) tendency towards improvement in year 2. Rank tests
for. changes in international reserves showed ‘wrong' signs (reserves
went down) but the results were again not significant. Our regression
tests provided a somewhat different picture as regards the basic balance,
however. For the larger sample of 13 countries there was again no
significant impact, ali:hough the signs were 'correct' in two of the
three years, but for the smaller sample of the 7 countries with the
most. complete data there was a positive and significant effect both
overall and for all three years. It is not clear why the results should
differ as between the two sa:'nﬁlés and .. 2ghee the discrepancy could be
explained in terms of sample biases.

Tuming to the IMF's own assessments, there is a rather complete
set of results for a11 upper—tranche stand-bys during 1963~79, broken
down into the following Sub—-perlods'

1963—72 (reported in Reichmann G'étillsan, 1978) : &n improve-
over the pre-programme Situation was recorded in 64% of
the 75 cases examined hut this vas staris;iéélly signifi-
cant (even at the 907 confidence level) in only 247 of
the cases.8 In terms of statistically significant results,
there was no change in 717 and a deterioration in 57 of the

prograrmes,

1973-75 (veported in Reichmann, 1978): The test applied in this
{and subsequent) studies was by comparison with programme
targets and the results vere very mixed. Seven outcomes
were better than expected, seven were worse and seven were
approximate.ly on target. Comparisons were it made with
the pre-prog.ramme situation and no significance tests

vere employed,

1975 There were only 5 programnes in ‘this year. Of these,
results were Letter than expected in three cases and below

target in the other two.

1977 A good year, Of the ten cases in which targets were set for
the overall balance of payments, £ programmes achieved results
‘equal to or better than expected and only 2 were below

expectations.

8 The balance of payments%in‘dicator used in this study was changes in
the net foreign assets of the banking system, which is conceptuzlly
similar to the overall balance.



1978-79: Of the 21 prograrmes in this veriod targets were set
fbr the overall balance in 19 cases. O©Of these, 9 achieved
results equal to or better than target, but the other ten
.were worse *“tan target. However, when comparison was made
with the actual pre~programme situation the result became
a gocd deal more positive, with post-programme results
equal to or better than the previous situation in 15 of
the 19 cases. 1In other wordcs, there was an apparent tend-
ency for targets to be too ambitious, so that comparisons
of results with targets tend to under-state programme ach-

ievements. No significant tests were undertaken.

It is extraordinarily difficult to derive any clear conclusions
from this mixed bag of results, but the following generalisations are
vtentatively sugrested: .
(a) Particularly if it is true for all years from 1973 that
Fund targets tend towards over-ambition, it can be in-
ferred that there is a general tendency for procrammas
to reduce basic or overall account deficits.
(1) The statistical significance of this tendency is not
large,; howewer,
{(c) There is no evident trend in the results over time,
even though the period studied covers both pre- and

post-oil crisis years.

The results just given for the basic or overall balances are a
little stronger than those reported earlier on the current account,
and thié is consistent with claims that agreement on a stand-by or
EFF programme attracts capital inflows from other saurces. Fut
such comparisons do not indicate any strong catalytic effect. In
the light of the results reported in chapter5 (pp...), we would not
anticipate strong results. Commercial banks, aid agencies and other
lencers have their own decision criteria aud these are liable to dif-
fer betveen governments. Some (Brazil, Jamaica, Zaire) have in the
past used access to the Euro-market to avoid going to the Fund. Others
{Banglacdesh, Sierra Leone) continue_to be given a low credit rating
by the banks even when a und p;ogtamme is in place. The continﬁed
availébility of funds from the banksAis also likely to be sensitive to
‘the extent to which a programme is beiné-implemented and achieving

desirced results, not simnly on whether or not a stand~by is in existence.
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Aid donors are perhaps more likely to be influenced, especially
given the growing collaboration between the I'F and JWorld Bank. On
the other hand, exnectations of the amount of additional finance that

“‘will be triggered kv agreemeﬁt‘with the Fund are often disappointed.
Our case study of Jamaica (chapter C4 ) provides a specific.example
and work by Beveridge and Kelly (1980) provides a more general ill-
ustration. They found (Table 3) that foreign lending to the govern-
ment fell short of the amounts projected in 61% of 105 IMF programmes
in 1969-72, althaugh there was a marked tendency for the shortfalls
to dininish over time. Tﬁey nevertheless concluded (p.243) that
"shortfalls in foreign financing contributed importantly to the non-
observance of the fiscal subceiling Zjbn ceficit financing7'in a
number of programs". On both a nriori and evidential grounds, there-
fore, we would not expect the catalytic effect to be generally very .
large, although it could be so in specific circumstances, as in Chile
in 1974-5 (see chapter C2) FHigh governmental and Fund exnectations
are more likely than not to be disappointed; this is perhaps one of
the reasons whv. the statistical results for the basic and overall
balances are not strong. It is also a reason for rrograrme failure
and for the high perceived costs of stabilisation programmes, for the
chances of succass and costs are a direct function of being able to
maintain import supplies (Krueger. 1973, p.224) and having a reashnable

period of time over vhich to implement the programme.

Liberalisation

As noted in chapter 5, the Fund is recuired by its Articles to
assist the elimination of foreign exchange restrictions. Thereris:’
a standard clause in all programmes that the borrowing government will
not introduce new restrictions: nor intensify existing ones, during the
period of the programme; some programmes go further and include an actual
liberalisation amongst their objectives. A degree of liberalisation was,

for examrle, sought in at least 8 of the 23 stand-bys in 1978-79,

There is, unfortunately, little direct evidence on thé success in
achieving ~ ‘\ this objective, although the Funi’s 197879 review recorded
only ‘limited' implementation under this heading. ‘le can, however, utilise
the results of an important study conducted by Bhagwati (1973), Krueger
(1¢78) and others of foreign trade régimes and economic development to
gaiﬁ further insichts into this. They and their collaborators studied a
total of 22 attempts in 10 countries to move from a highly restrictive to
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a liberalised regime of trade and payments during 1950-72 and their

results are summarised in Figure 1. In their schema, 'Phase I' represents

the most restrictive and 'Phase V' a fully liberalised regime, with various
intermediate stages of liberalisation. An exceedingly varied picture emerges,
with only a few examples of sustained liberalisation. In fact, out of 22

attempts to move from highly restrictive to liberalised regimes, they regard

only 4 as having resulted in sustained liberalisation (Krueger, pp.206-7).

Their study did not specifically concern itself with the impact of Fund programmes
so at the foot of each country's entry in Figure 1 we have inserted a star

to indicate years in which a stand-by programme was agreed. This permits

a visual test of the degree of association between programmes and liberalisation.

Figure 1 : Liberalisation and the IMF; 9 countries, 1950—7210
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Only a few successes are apparent - for Colorbia in 1966-72 (but

not in earlier periods), for srazil in 1964-72 (although the process

was apparently commenced prior to the Fund's involvement in 1965) and

..in South Korea (although in this case the process was begun well before

Fund involvement). For the period in question Chile, India, the

}Bhilippines_anq_TurkéY'provide exanples of Fund programmes which failed

to achieve any lasting liberalisation or were apparently associated

vith a retreat into more restrictive regimes. Were a significance test

possible with such information for the nine countries taken together it

would surely fail to record any significant positive association. Given

the large disequilibria that have marked most years since 1972, it seems

improbable that a moré'up—to~date test would show a stronger assodation.

It does not seem that the means available to, or employed by, the Fund

are strong enough to secure its liberalisation objective in more tham

rare cases.

10 The case of Fgypt has been omitted from Figure 1 because of incomplete
infornation. The Bhagwati-Krueger definition of the 5 phases can be
summarised as follows:—

I -
I’ -
1§

v -
v e

A period in which quantitative restrictions (JRs) are
first irmposed and then intensified.

Although %Ps are still intense, some.price measures are taken
to offset some of the undesired results, e.g. import surcharges;
export subsidies, L

M atterpt is made to systematise the changesbegun. in
IT. This is likely to include a currency devaluation and
reduced reliance on GIs.

As a result of III results are achieved, e.g. in raising
export earnings, to perwit further t<l:«xrtion of QBs.

The system hecomes fully liberalised, including currency
convertibility and elimination of use of G3s for balance
of payments purposes.

c.f. Krueger, 1978, p».302-3,
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II - LPACT ON OTHER TARGET VARIABLES

Although strengthening the balance of payments is invariably the
principal Fund objective, its programmes establish targets for certain
other variables, such as the growth rate and inflation. Any such object-
ives are clearly subordinate to the payments goal, however, and many of
the '"tarpets' for these other variables are better regarded as forecasts
than as desired outcomes, Indeed, there remains considerable 'disagreement
among its staff about the extent to which the Fund shoﬁld concern itself
with the impact of its programmes on the-grcwthArate; But even if the

IF rere to disregard all target variables, other than the balance and
payments, the governuents with vhon it deals certainly do not, We may
safely assume that théy will be concerned not only with the impact of the
programme on the growth and inflation rates but also on the distribution
of income. ‘Precisely one of the points of difficulty in ldc-Fund relations
is the complaint that prograrmes involve unacceptably large losses of
output and undesirable increases in income inequalities, It is therefore
essential to enquire into these aspects and we begin with the effect onm

the rate of zrowth,

Impact on econonic growth

The expectation and belief, of ééurse, is that projramme attempts to
restrain fiscal deficits and domestic credit will have a short~run defla-
tionary effect, not only by holding dowm demand but also by reducing
investment in fixed and working capital. That it has such effects is not
only among the commonest complaints of the Fund's critics; its staff also
expect this result, although they go on to argue that such short-run costs
are justified by the positive consequences of reducing the foreign exchange
constraint and 'building a foundation for sustained longer-run growth'.
Once again, however, the evidence fails to provide much‘Support for the

ceneral expectation.

The growth of GDP was one of the variasbles included in both the Connors
and ODI tests, The rank tests failed throushout to yield ony statistically
significant results; this result also held when Connors differentiated
between programes which had aud hzd not been complied with. The ODI
results indicated a (non=-simmificant) tendency for the growth rate to
accelerate in year 1 but this had beea eliminated by year 2. The ODI
regression tests yielded an even more surprising result: positive and
significant correlation betwesen programmes and growth rate in year 2

(large and small sanples) and



- 14 -

year & (small sample). For the other years the relationship was also

positive but failed the significance test.

tuch of the in-house IMF information on this topic is hard to
interpret because it is about success relative to programme targets,
which targets, as we have already said, are often more in the nature of

forecasts .. We will thus be selective in the use of their results.

For 1963-72 programmes, however, Reichmann and Stillson (1978) do
make a comparison with growth in the previous period and they come to
results similar to those of the rank ‘ ' tests already reported:

a positive but non-significant association. In most of the subsequent
years IMP evaluations report fair success in achieving or over-achieving
targets without telling us much about actual growth rates achieved. In
1977 results were less satisfactory than usual, with 5 (out of 1l1) count-
ries achieving a growth rate of 5% or more, 2 of between 0% and 5%, and

4 countries experiencing negative growth. 1In 6 cases the programme growth
rate was equal to or better than the previous period and in 5 there was a
deceleration. In fact, the evaluation for this year commented rather
gloomily that the appdrent trade-off between payments equilibrium and
economic growth appeared to have’worsened-and that the Fund should hence-
forth take this more fully into account. The review of 197&-7¢ also yields
interesting information. It shows that 13 of the 21 programmes expected
slower growth than in the immediately »receding period. 1In the event,
growth was slowerin 12 cases, with 4 countries achieving growth of above
5% in the first programme vyear, 13 of between O% and 5%, and 4 suffering
from a decline in output. In neither of the reviews just reported were

significance tests applied.

"Mhile the evidence just surveyed is mixed, Lt provides little support
for the proposition that Fund prograrmes generally have short-run deflation-
ary conseguences, eventhough':there-are::doubtless-examples..of -such resiuiits.
In the general case, there is rather more evidenée of a positive growth
effect than of a negative one. Possible explanations for this rather per-
plexing result are taken‘up in Part III bLut we can mention here one factor
which will tend to produce a positive association. To the extent to which
nrogrammes succeed in'reducing the size of the current account payments
deficit, relative to G2, it will have a positive effect on the GDP growth
rate, for suéh a deficit is, of course, a negative number in the national

accounts. It is possible that this consideration helps to explain the
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reported resulls, although ve would be more convinced of this if there
vere stronger evidence that programmes do reduce current .zccount

deficits.

The inflation rate

t ia a common misconception that reducing inflation is a prime
objective of Fund programmes. While it is true that many programmes
do include a target which envisages a moderation of the pace of inflationm,
such targets, like those for GDP growth, are firmly subordinate to the
balance of payments objective. Indeed, in recent years the Fund appears
to have taken a diminished interest in he price variable, perhaps because
of the spead of more flexible exchange rate policies which weaken the link

betieen domestic inflation and the balance of payﬁents.

There must nevertheless be some presumption tiuat Fund crogrammes will
tend to moderate inflation, for essentially the same reasons that we
would expect them to have a dampening impact upon econcmic growth, It
was suggested in chapter 2 that monetary. expansion is an importamt explana-
-tion of inflation in many ldcs; the tighter ronetary control associated
with Fund programmes should therefore veaken inflationary impulses. Two
important qualifications are necessary, however. Tirst, the progranmes
operate essentially upon the domestic credit component of the money supply.
To the extent that the prograrmes are adble to improve the balance of
payments and permit an increase in the foreiyn assets of the banking system
this will be a source of monetary expansion tendinpy to offset whatever
countraction may emanate from stricter coatrol over domestic credit. Second,
Fund programes cuite often include devaluations and/or reductions in sub -
sidies; hioher prices for the outputs of para-statal bodies, perhaps higher
agricultural producer prices; and so.ion. lleagures of this kind will, of
course, raise the domestic price level, even tnough their effects may be

esgsentially once-for-all rather than cont1nu1n

e are thwus left with a general but qualified presumption that
programmes vill reduce inflation. Is this borne out by the evidence?
The inflation rate was amon> the variables studied by Connors. He found
some tendency for the inflation rate to go up but the result was not
statistically significant. In this case, however, the CDI rank-
test yielded a different conclusion: we found a statistically significant

reduction in year 1 but not in year 2, with the probadility that there was



~ 16 -

renewed price acceleration in the second year. The OJI regression tests

did not yield any significant correlation.

The results reported in the IiF reviews rather consistently stress
the difficulties encountered in:trying to bring down the inflation rate
and achieving programme targets. In 1963~72, for insfance; in the 29
countries which had significant inflation at the time of the |rogramme
inception it was only possible to achieve a statistically significant
reduction in 7 cases. There was a significant increase in a further 6
cases and there was rov significant cﬁange in the remaining 16.
Interestingly, of the 9 procrammes calling for a devaluation, 5 were
associated with accelerated inflation, out of the total of 6 such

results {(Reichmanu & Stillson, 1978, Table 3).

The results for 1973-75 were, if anything, more disajpointing.
Sixteen out of 20 programmes.targeted 2 reduced rate of price increase but
in fact this was achieved in oniy ¢ cases, with increases in the remaining
11, although these changes i7ere not submitted to significance tests.
Actually accelerated inflation was recorded in half of the prograrmes
which aimed for the opposite. However, it is important to bear in mind
that this period was one of rabidly rising import prices and of accelerating
world inflation so it is not surprising that the results turned out as
they did. 1In 1976, 1977 and 1978~79 a fairly common picture emerges of
many outcomes failing to meet targets and of mixed results by comparison
with the pre-programme situation., In the latter sub-period, for example,
in the majority (12 out of 21) of programmes the iuflation'rate was above
target and, by comparison with pre-programme, there was an acceleration

of inflation in 13 cases.

With the exception of the ODI rank test, therefore; the bulk of the
evidence points to a freguent inability by the Fund to bring down
inflation both. as it intended to and by comparison with the preceding
period. In the general case, it canmot be claimed as an advantage
of Fund support that its programres lead to diminishedvinflatibn; there
may even be a net tendeney for the programmes to lead to higher prices,
albeit of a .nce-for-all charactep. This is, of course, a specific
illustration_of_the general intractability of igflation and Kruegef
(1973, 9.229) sinilarly reported little success invthe stabilisation

packages studied in her project.
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The distribution of income

There must be a strong presumption that stabilisation programmes
will affect the distribution of income. They start from an unsustainable
level of absorption in the national economy and are hence predicated on
a reduction in consumption and/or investment relative to income. They
are often also predicated on the desirability of increasing the production
of tradeables vis a vis non-tradeables; and on the desirability of bringing
down inflation. It is most unlikely that the achieverent of any of these
results can be distributionally neutral. The burden of reduced absorption
will inevitably affect some groups tore than others, Structural adiustment,
and the changes in relative prices which accompany it, will favour some
industries and disfavour others. Attempts to curb aggregate demand will
have implications both for profits and for those whose income is derived

from their owm 1labour.

There is nevertheless virtually no systematic evidence on the
distributional impact of IiIF policies or of stabilisation in general and
ohe reason for this is that the Fund has always declined to become involved
in this aspect’of its programmes., It argues that it is for national
governments tb decide upon distributional objectives and to design their
policies sco as to acaieve these'and that governments would be strongly
resistant to any attermpts to involve itself in thege mattets.11 The
stand-~by reviews that have been reported above thus do not concermn themselves
with the distributional iscue, nor was it found feasible to include
distributional indicators in the Connors and ODI tests. There is a
certain amount of country-specific material but it falls short of providing
an authoritative body of evidence. We must therefore approach this topic

in a more zbstract mamner than has been adopted for the variables already

considered.

" From the nresumption that Fund-type programmes will influence income
distribution in some direction, the IiT¥'s critics argue, of course, that
the influence is in the direction of increasing concentration. Three
strands recur frequently in these allegationsz that Fund-type programmesl2

fead directly to cuts in the real value of wages: they also lead to

11 An article by Johnson and Salop (1920) reviewing the distributional
repercussions of 4 Fund vrogracmes is the only public document we are
aware of on this subject by Fund staff members.

12 In waat follows we refer a number of times to "Fund-type" prograres.
This is because a number of the empirical studies cited are not
necessarily confined to programmes supported by the I'ud.
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increases in unemployment through their alleged deflationary impact;
and they include cuts in government spending (and perhaps increases in
taxation) the incidence of which bears disproportionately upon the
poor, e.r. through reduction in social services. Particular emphasis
is placed on the real wage effect. Thus Frenkel and C'Donnell (1975,

p-177) suggest that the IIF’s programmes,13

show a remarkable asymmetry in the way they treat cormodities
and labour markets. Whenever price controls and regulations
are in force, the program tends to demand their elimination;
conversely, when: the Il considers that the government has
sufficient power to estatlish ceilings on salary iacreases,
they are imposed by the progran.
A number of country examples have heen documented in support of this
line of criticism, some of which are discussed in chapter 's
discussion of Latin American expericnces. Foxley (1981) takes the
'new orthodox' stabilisation programmes introduced in Argentina, Brazil,
Chile and Uruguay and shows in all cases that real wages declined sharply.
Unemployment rose sharply in two of the countries and the available data
on income distribution indicates increased concentration. However, all
four governments in question were of the right -wing ,authoritarian variety
and the question remains open whether these results were intrinsic to
stabilisation as such or whether they were rather a reflection of the
social nriorities of these particular regimes. Uhile it does seem
possible that right-wing authoritarian regires are the wore likely to push
through stringent stabilisation programmes, which would tend to associate
Fund prosrarmes with regressive distributional policies, the evidence on

this surveyed in chapter 6 is inchbnclusive,

In the absence of more conclusive evidence, there are zood reasons
for doubting whether stabilisation per se has a systematic tendency to
increase inequalities because of the great variety of circumstances across
countries and prograrmes. The following apnear to be among the more

important- Jetermining country variables:

~ the composition, factor proportions cnd cwnership of cxpors
and import-substituting industries, vis a vis the producers

of non—traded goods and services:

13 Unfortunately, Frenkel and 0'Donnell fail to make the important
distinction, explained in chapter 5, between pre-conditions,
performance critéria and other (non-binding) programe components, By
the use of words like 'demand' and ‘irpose’ they seem to imply that the
liberalisation of price controls -and the imposition of salary ceilings
are included as preconditions or y..formance criteria, whereas chapter
6 has shown that this is not usually the case.
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- factor mobilities and other detaerminants of wage and profit
reéﬁodsesvto changin- market conditions: and elasticities of

substitution betﬁggn factors:

-~ the power of socio-economic groups to protect themselves against
adverse consequences, for example through trade unions and other

special-interest organisations.

- the sheare of mdern~sector wares in (a) total returns to labour
and (b) GDP;

- the incidence across socio-econortic groups of marginal reductions

in covernment spending and mdrginal increases in tax revenues.

It is also important to consider the period of time a2 over which distributional
consequences are to be judged. In particular, there may well be a short-

run tendency for absolute poverty to increase, as a consequence of reduced
consumption and employment, but this may be rore than compensated for in

the longer—term if stabilisation provides a spring-board for sustained

economic growth,

It is surely impossible to generzlise about the nature of the variables
just described in the .ways vhich lead to unambiguous a prioxy conclusions
about the distributional consequences of stabilisation programmes, especially
given that the programmes themselQes differ considerably (see chapter 6
PP ). i'e should be particularly?g¥ the arcuments used about real
wages, for these have been unduly influenced by the rather atypical structures
of sorme of the more advanced Latin American economies, in which modern-—sector
Qages form a larpe part of labour incomes., It does not necessarily follow
that falline modern-sector real wajges will increase income concentration.
ifany of the poorer ldes are characterised by a large amount of non-wage
labour —~ engaged in smallholder farming, the 'informal sector’ and service
activities - and much larger returns to labour in the urban as against the
rural sectors (Lipton, 1¢77)., Take the unexceptional example of a
prograrwe which imposes a freeze on modem-sector wages and increases
agricultural producer~prices. bepending on the relative importance of
tile ware~labour force, of smzllholder production in total agriculture,
and so on, such 2z programme could easily result in reduced income

concentration.

Bolivia provides an apt illustration of the‘imﬁQrtéhcé'of looking
. . , : 14 '
beyond real wage trernds.in the modern sector. -

*4 . From p.25 of a mimeographed version of Johnson end Salop (19230).
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Of the total labcr:force, 18.4 per cent are ermployees and draw
sone 55.2 ver cent of labor inucome. In contrast 41.6 per cent
are self-ermloyed and earn only 44.8 per cent of labor income.
Hence, the most important distributional question is the effect
of the program on the relative income shares of these two groups.
Moreover, the overall degree of inequality in Bolivia cannot be
improved greatly by securing a more equitable distribution of
income in the modern sector, because of the much wider disparity
between the modern sector and the traditional sector. ilence, a
key distributional indicator is what happened to the rural-urban
terms of trade, T :

lloreover, wages are not necessarily to be regarded as sacronsanct,
even on distributional zrounds. There is, after all, some trade-off
between the level of vager end the volume of employment (unless one
makes peculiar assumﬁtions zero responses to changes in relatiye prices)
end there is evidence that liberalisation programmesAtend to be associated
with increased labour intensity and empioyment.ls lloreover, it surely
is possible for wages to rise too fast to be comratible not only wita
payments equilibrium and reduced inflation but also with an accelerated
longer~tern growth of output and employment. In such cases it is important
to include wage restraint in any effective package of stabilisation

measures.

There is another consideration. In order to arrive at a reasonably
rounded judcement on Stabilisation proprarmes it is also important to
consider the probable distributional consequences of not introducing a
programne, Economic digequilibria may also increase income concentration,
as is suggested in chapter 2's discussion of the consequences of inflation.
Exchange and price controls may eéqually act to the disadvantage of the poor,
no matter what the intended results might be., GChana is one of the
countries exerplifying this situation (Killick, 1978). The survey of
Latin American expedences in chapter C2 also varns us againgt assuming that
the structuralist/populist policies which are most often contrasted with
those of the INF are beneficial to the poor. There may be some initial
gains but the increasing economic difficulties are liable to reverse
thece well prior to the introduction of any stabilisation package.

Hanley's Jamaica, studied in chapter C4, yields a similaf example, where
ostensibly egalitarian measures may well have had adverse distributional

consequences, by widening urban-rural disparities and by retarding the

deoms. i

[

15 See Krueger, 1973, »p.252~59,
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grovth of the economy. liexico offers a further example (eintraub,
1981 p. 290):

Much more than wase and salary earners, the disadvantacned
groups iil kiexico are the unemployed and underemployed.
Although real wages declined during the first two years of
the stabilization program, they had increased during the
previous years of growing inflation. Those who presumably
.suffered most from the inflation were those who had no regular
wages or incomes. The stabilization program may have hurt this
group but they vere probably hurt much more from the inflationary
developments anc the economic stagnation prior to the
stabilization progsram,
Among other country examples, our Indonesian study (chapter C3) provides
an example of an effective stabilisation programme associated with some

apparent reductions in inecuality.

Finally. the argument about distributional effects should be seen
in the context of our earlier discussion of programme impacts on other
variables. By and large, our results have shown prosrammes to have
generally limited impact. If this result is accepted, it seems unlikely
that the distributional effects can have heen very potent either,
especially because the »nrosrammes to not often appear to bring about the

deflation that is widely expected of them.

So despite the shortage of systematic evidence it is possible to
arrive at a fairly firm conclusion about the impact of stabilisation on
inequality. In the general case, programme effects are likely to be
guite complex. Dépending upon the characteristics of the economy, the
nrogramme in question and the political priorities of the responsible
government, the net effect could be to increase or reduce concentration;
there is nothing intrinsic tc the logic of stabilisation that requires
inequalities to increase. Given our findings on other variables, however,
it is more likely than not that most programmes have no statistically
significant effects one way or the other, although this general coaclusion
is. of course, consistent with specific exceptions in either direction.
Johnson and Salop's (1980 review of the distributional effects of IMF
procrammes in Bolivia, Ghana, Indonesia and the Philippines provides
a vell-rounded conclusion (p. 23):

- . 1+iwu., This analysis supports the view that
stabilization programs necessarily have distributional
repercussions. That an economy is in a chronic state of

external imbalance implies that the level and structure
of domestic demand as well as the associated set of prices
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and factor revards are unsustainable., Domestic

political considerations will largely determine who

bears the burden of reduc1np and restructuring aggregate
demand in a manner consistent with the sustained achieve
ment of external balance. DMoreover, the associated
reallocation of factors of production across sectors
entails changes in the set of prices and factor payments
that, from a short—run epalitarian perspective, may be
undesirablé - and yet are necessary for the attainment of

the economy's balance of payments and growth objectives.
Thus, real wage rates may have to fall and real profit

rates increase so as to encourage increased foreign capital
inflow and private domestic capital formation. Similarly,
because the mobility of labor and capital is limited, factor
rewards in export industries will tend to rise at the expense
of their counterparts in more domestically oriented industries
in the process of moving toward a sustainable situation.
Depending on the structure of the economy, tiese changes

nay constitute a movement toward or away from ejuality.
Finally, perhaps the most important effect of a successful
progran on both the structure of the econoriy and the distri -
bution of income operates only over time through the increased
inflow of capital and the correspondingly increased rates of
investient. Future research might profitably be directed to
this topic..

Sut given this exnlicit recognition by members of its staff that effectively
implemented prograrmes are unlikely to be distributionally neutral is it
not unwise fof'the Tund management to refuse as a matter of principle

to consider such reparcussions when designing and evaluating their
prograumes particularly because a cosbination of devaluation, price decontrol,
vage ceilings and government expenditure cuts can relnforce each other

in ways that considerably increase inequalities? HNo doubt this is
primarily a matter br governments but that is true of all aspects of
national policy. Fund missions provide policy advice on how to secure

the optimal paymeuts, price stabilisivg and growti results from its
programme3s; on what grounds of principle can it decline to do so

for the distributional results?

Problens of interpretation

The general outcone of the evidence surveyed in Parts I and II
is to suggest that Fund programmes are largely ineffective. If, as
is probably desirable, we confine ourselves to statistically significant
results, tlie overall conclusion is easy to senamlise: the programes
make little measurable difference to anything. Heither the benefits
nor the costs are typically large, although there are, of course,
specific exceptions. 'lMuch ado about nothing' might characterise the

enormous public controversies over the Fund's policies , as well as the
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considerable reSourcés»devoted by the Fund to the desicn of its
programmes, However, in view of the intrinsic difficulty of carrying
out adequate tests. and the paucity of emp1r1ca1 vork, it vould be
prudent to reoard these results as provisional and as 1nd1cat1ng
potentlally fruitful areas of future research.

In any case, all tendencies to infer from these results that the fault
necessarily lies with the IMF are to be rejected. Nothing has so far been
said about the causes of programmes failures. Tor example, we should
distinguish between those prpgiammes which are and tkose which are not
implemented. Programmes may fail because coverneuits are unwilling or
unable to comply with the commitments they entered into; because of the
supervention of unexpected exogenous disturbances; because programmes
are inavpropriately designed; or simply because the scale of the problem
defies any quick solution. Just because there is a problem it does not
follow that there is also a Solution. ZHeichmann's account of the 1973-75
programmes illustrates the difficulties of interpretation well (1978,
p.4l1) .

Even in the cases where the balance of payments target

was achieved or over—achieved, only 3 countries had put into
effect adequate domestic p011c1es. In the remaining 11 cszses,
the improvement in the balance of payments was associated with
a temporary increase in exports, heavy restrictions on inter-
national transactions, or large inflows of short—term capital.

On the other hand, 3 countries that failed to achieve their
balance of payments tarvet had introduced the policy measures
included in the program, but exogenous factors— related either
.to a deterioration of the external terms of trade or to a
decline in exports - caused a deterloratlon in the balance of
payments position.

A necessary next step, therefore, is to examine the degree to which the
prograrmes are actually carried ianto effect by governments, and other

possible reasons for the weak results obtained.
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III - WEY IS THE DMPACT SO SLIGHT?

The. extent of programme implementation

Particularly in recent years, the Fund has had considerable
difficulty in ensuring that its programmes are implemented. Specific
. illustrations of this are provided by the case studies in tlie country
volunme. Thus? each of t%ﬁeprogrammes agreed with Kenya in 1975-8G rather
quickly broke down with/result that the credits could only be partially
drawn dovn. A similar outcome is reported in the study of Jamaica,
wvith acreements in 1977, 1978 and 1979 all breaking down well before
reaching the end of their intended term. The Latin American survey

provides further examples,

That these examples arec illustrative of a more general situation
is made evident by the IMF's review of its 1978-79 stand-by credits.
This offers a general judgemenf on whether the performance criteriahad
been observed. Cut of a total of 23 cases 12 were judged noEPhave
compliad with the criteria. However, 6 of the 11 programmes adjudged
to have been complied wit': had been the subject of modifications or

waivers. Thus, in only 5 of the 23 programmes were the original
performance criteria observed. WNine of the 23 credits were cancelled
prematurely -, although in all but one of these cases the cancelled

progracme was superseded by a newv one.

The rather poor level of compliance just reported is probably a
sign of the times, for the turbulance which has so affected thie
international economy since the early 1970s has made implementation more
difficult, That this is so is suggested by a comparison of the
implementation records of programmes in the 1963-72 and 1973-75 periods.
0ddly, Reichmann and Ssillson (1979, pp.304~09)evalué;ed programmes in
the earlier period in terns of their succeés in achieving the desired
chanpes in domestic credit and, by this test, they’were able to report
a 767 success rate, As alrvad& conveyed by the quotation on page
above, however, considembly less'Succesé was achieved in 197375 and
Reichmann's general judgement'(lb78;Jp;40) was that the 'overall
credit policies were not, in henerals“Ver§ successfully implemented.”
Undoubtedly, the first ofl crisis and the acceleration of world inflation

contributed to this contrast, =

16 See chapter 6, pp. , for an explanation of modifications and waivers.
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It is of particular interest to see the extent to which governients
observe the perfurmance criteria on total domestic credit and on credit
to the government or public sector vhich form the hard core of all
prograumes. The Fund has published some information on this for various
pericds, with the results summarised in Table 1. The most general result
is the one for the whole of 1962-~78 given in the bottom line of the
table, from which it appears that rather more than half of the cej.lings
wvere observed, both with respect o total credit and credit to government,
The unpublished results of the reviews for 1976-~79 inclusive are not out
of line with those reported in the table. 1977 appears to have been a
particularly poor vear but the review for 1978-79 reports that, taken
together, the credit ceilings were implemented "to a large extent' and
gave an average score of 2.0 in a range varying from O to 3, with

3 indicsating complete implementation.

Table 1. Observance of Credit Performance Criteria, Selected Periods

(% of o. of programmes)

number of a total donestic credit to .,
period prograrmes credit government’
- —— R
1963-72 35 76%
1973-75 21 30% ‘ 557
1969--78 105 3537 55%.

Source: Reichmann & Stillsom, 1973, Table 11; Johnson % Reichmann
1972, Tzble 4: Beveridge & Kelly, 198C, Tables 2 & 3,

Notes: a) The figures in this coluwn refer to the total number of
programres during the period in question but in most cases

 the percentages in the other cdumms refer to smaller
numbers of observations.

b) These fipures include czsis where the ceilings were on
credit to the public sectuxr as a whole,

Reichmann and Stillson noticed that most of the unsuccessful
programmes ir their period failed because of fiscal problems, resulting
in larger than planned budget deficits, and Beveridse and Kelly confirmed
this observation for the 1on§er period covered by their study. The
same is implicit in the unpublished results of the review of 1972~79,
which records 'limited' or 'very limited' iwplementation of fiscal
policy intentions. lany programmes include measures designed both to
raise government revenues and to limit government spending but there is

a good deal of evidence that their intentions are more likely to be
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disappointed on exrenditures than on revenues. JBeveridge and Kelly
record that of the 105 prograumes they studied revenues were equal

to or above projected levels in 60 cases, whereas expendi tures were

equal to or below orojections’in only 43 cases. There was, moreover,

a growin# tendency for>expenditures to exceed intended levels over

time, with an only 207 observation rate by the later 1270s. The same
tendency tovards particular difficulty in controlling government spending
. is reported in the 1278-79 review, with a much higher implementation
score for increaseS in tax rates than for restraint of government

erpenditures.

To the extent that there is some effect on government spending,
a disporportionate burden tends to fall upon state capital formation
because recurrent expenditures, dominated by the wage bill for the civil
service, are notoriously difficult to cut. The IiIF review of its 1977
prosrammes remarked upon this tendency, Adrew attention to its probably
detrimental effect on economic growth and asked whéther programmes should
not safeguard against it by laying down target minima for budgetary
savings on recurrent accouni. Beveridge and Kelly provide evidence
suggesting that this is a real problem, for while the growth in government
capital expenditures was below target in 497 of the programmes, current
expenditure exceeded target in 737 of the cases (Table 5). However,
they also report that attempts to protect4cépita1 expenditures by
concentrating .oncuts ia current spending‘and increases in current surpluses

vere generally unsuccessful (p.242),

There is also information on the extent of implementation of
provisions in the programmes concerning exchange rate policy, liberalisation

and external debt. In summary, the position is as follows:

(2) Except when such action is stipulated as a pre-condition, the
Pund has limited success in persuading governmeats to 2ffectuate
the exchange rate measures (generally a currency depreciation)
envisaged in the'programhe. Thus, 10 of the 21 programmes in
1273~75 included provision for sxchange rate actions plus
supsorting poIiciesfbﬁE'only 6 undertook and, in the judgement
of the Fund, adeduately supported the change. In retrospect, the
Fund also consideféd'thét changes should héve been, but were not,

made in 5 of the other 11 ?rdgfammes '(Réiéhnmnng 1978, p.40).
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lixed results were also reported in the 1976, 1977 and 1973-79
reviews. In ﬁhe latter period, a need for exchange rate actions
ﬁ_ras . identified in 13 cases but was + undertaken in only 6

of these, 2 of which failed to follow up with adequate supporting

measures.,

~(b) There is much graater compliance with the standard requirement

. in virtually all stand-by programmes that the borrowing government
will not introduce new exchanze controls nor intensify existing
ones, Howvever, vhen programmes go further than this and call for
an actual liberalisation implementation is ruch weaker. This is
recorded for 1973~75 by Reicimann (1578, p.40) but is exemplified
by scores of 1.0 to 1.2 for the impler;entation of liberalisation

reasures in 1970-79, out of a possible top score of 3.0.
(c) It obtains generally good levels of compliance with ceilings
on additional external debt; most programmes are satisfactorily

carried out in this regard.

Impact on ghe_instrument variables

The far from complete execution of the agreed programmes reported
above provides a potential line of explanation of wﬁy the programmes
have limited econonic effects. Assuming that the Fund diagnoses and
prescrintions are the appropriate ones, poor imﬁlementation would tend
to produce poor results. iie can take this a little further by a
examinin~ the extent to which programmes bring about significant changes
in the policy instruments to which they are directed and whether those
instruments do have thehint‘ended results. Tor example, do the programmes

actually reduce the rate of credit expansion and, if so, to what extent?

A qualified yes is susgested by the Fund's in-house reviews., TFor

© 1963-72 Reichmann and Stillson test this question in terms of statistical
sigrificance. For total domestic credit they show (p.298) that there
was no significant change in tue rate of expansion in 64,37 of the
programmes, there was a significax: slowing~down in 27.97 and an increase
in 7.5%, Creater effect was recorded for the expansion of public sector
credit, with no change in 50.6%, a uignifi_caz{t decrease in 41.%and

an increase in 7.6%. They vere, .aoreover, able to go on to icveal the

pe of assc..ation betueen credit expansion and foreign exchange reserves
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predicted by the Polak model. There was a clear tendency for
a decrease in the expansion of total and public sector domestic
credit to be associated with an increase in foreign assets and this

association was significant in a substimntial number of cases (pp.304-5).

Unfortunately, none of the subsequent IMF studies have included
significance tests. Results are reported for 1973-75 similar to those
of 1963-72: 12 programmes recorded a decrease in the expansion of total
domestic credit, against & in which there was an acceleration; and 14
recorded a decrease in credit to government, against an acceleration
in 6 cases. The results for 1976 and 1977 do not suvecify ianformation
in this way but results for 1978-79 show a deceleration or no change in
domestic credit in 14 cases and an acceleration in 7. On the whole,
therefore, it seems probable thaty in the general case, Fund prograrmes

did push the credit variables in the intended direction.

Ticwever, the results of rank - ’ - tests by Comnors and ODI
qualify this conclusion. Since Tund prograrmes generally call for
an increase in government revenues relative to expenditures ~ a
necessary condition for the reduction in deficit financing - Connors
investigated the effect of programmes on the ratio of the fiscal deficit
to GDP, He found no statistically significant difference between the
pre-programme and post~projramme rstios; nor is it even possible to
say for this test that the signs were 'right'. loreover and rather
astonishingly, this result was as valid for those governments which
had complied with credit ceilings as for those which had exceeded the

ceilings.

The ODI rank -~ work included changes in domestic credit
and money supply among its varisbles, It found a significant fall in
the expansion of money supply in year 1 but not in year 2, implying
that the effect was a short-lived one. However, greater interest
attaches to the results on domestic credit because in the Polak,ﬁodel
this is the key determinant of the balance of paynents and it is on this
that the monetary aspects of the prograrmes concentrate There was
found to be no significant difference in the rate of change of this
variable, even at a 90% confidence level. The sign was 'right' in year
1 but wkatever tendency there may have been for a reduction had

disappeared by year 2.
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Ovarall, then, vhile Fund programmes have some tendency to bring
about a deceleration in domestic credit, it is a teadency with ‘
highly uncertain claius to statistical significance. The strongest
results are those of Deichmann and Stillson but even they found a
significant deceleration in onlj a little over a quarter of the
programmes. A possible explarstion of this is that Fund ceilings,
contrary to their reputation, are not very restrictive:; this wrould be
consistent with our findings in the Kenya case: study {chapter C5,

Table 1C). There is probably a stronger impact on credit to government,
which may imply a tendency)for increases in credit to the private sector
to . partially offset the decline in deficit financing. The practical
import of this, and again acceéting the basic premise of the Polak model,
is that no strong balance of payments effects could be predicted from
such a muffled impact on the credit variables. The instrument variables
employed in the Fund programmes give little control over the balance

of payments, with the wide scatter above and below target reported in
Eart I. The policies may nudge the payments outcome in the desired

direction but only very approximately.

_lention should be made of>évidence on one other aspect of programme
pqiicies, aamely exchénge rate deprecistions. DonoVan'(I981)'tested the
impact of depreciatioas included in 12 Fund programmes in 1970-76 and
arrived at conclusions that add further to the evidence surveyed in
chapter 4 indicating devaluations to have generally positive effects
on the balance of payments. Donovan's strongest result was on exports,
with a striking improvement in performance,vespecially'wﬁen tested over
a 3=-yvear period. The  .ccinie on the volume of imports was more mixed,
depending on whether the programmes also included import liberalisation -
in which cases import volumes tended to accelerate shearply despite the
depreciation - or whether the countries gave prominence to measures to
cut back on demand - in which éaséslimport volumes fell, Cveraiig
the depreciationé were associated with an improvement in the trade
balance, although this wés not true of the import-liberalisation

sub—group.

Je (an lastly tum from looking at programme impact on instrument
variables to examine the limited evidence on the extent of correlation

between programme implementation and impact on target varicbles.



The correlation between implementation and results

The first piece of evidence comes from tie Fund's review of its
- 1978~79 prograrmes. This includes ceneral judgements about the extent
of prograrme implementation and economic results by comparison with

the outcome, surmarised in Table 2.

Table 2. Overall Implementation and Ddsults, 1976-79

(No of programmes)
. Zesults (unadjusted): Results (adjusted for exog-
Implementation Above Below enous factors).
' Average Average Above unadj~ Below unadjus-—
’ usted average ted average

tbove average a 4 10 2

Below averaze 2 7 2 7

It is evident from this that there is a general, although far from
perfect, association between the depree of programme implementation and
the results achieved, although the judgemental nature of the exercise
precludes any significane testing. The correlation is particularly strong

when the influence of exogenous factors is excluded. The same review
goes oun, however, to make the important observation that there was no

necéééary corralation between cobservance of performance criteria, on the

one hznd, and overall programme implementation and results on the other.

£ nuuber of programmes ivere only partially implemented despite compliance
with performance criteria; in a few others there was substantial overall
implementation even though performahce criteria were not observed. Since
credit ceilings are invariably included among the criteria, this implies

the absence of a strong counection between credit performance and economic
results. It also strengthens the argument of the previous chapter (pp. )
that these ceilings do not perforu the monitoring function which the

Fund wishes them to.

The other evidence is taken from Connors. In all his tests he sub-
divided observations into those in which governments had and hzd not
complied with prograrme credit ceilings. He was thus able to study the
extent to which the impact ¢f programmes was'associated with compliance
with the prograrme. The short answer is that there was very little such

correlation. Thus, there was no sirnificant effect on the current account
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either for compliers or nou-compliers, although the signs were generally
'right' - compliers were more iikeiy to experience an imprcovement and
non~cowpliers a deterioration, but this tendency was not significant
at the 95% confidence level. There was a similar ébsénce of significant
correlation both with respect to GDP growth and the fiscal deficit,
The test for inflation yielded the only significant result: non-
compliers with the overall credi: ceilings were significantly more likely
to experience an ircrease in inflation - a souewhat curious result,
given the evidence presented e~rlier that IlMF programmes tend to be
associated with . 2 short-run increase in the rate of nrice increase.
e comnenced Part IIT with thevquﬁsticn why the existence of Tund
prograﬁﬁés apparently has such a limited impact on the balance of payments
and other tey masnitudes. We have so far been testing the hypothesis
thaé?%g because many prograrmas are not well irplemented and have now
reached the conclusion that this hypothesis does not have a strong
explanatory value. So far as can be judeed from the evidence presented
above, it is impossible to claim any more than a moderate connection
between ptogramme execution and the achievement of desired economic
results, and very little connection at all between results and compliance
vith credit maxima. It is therefore necessary to look for other
explanatiénms, although ﬁe are only able to do so in a somewhat speculative

way.

Other explanations

There are three possibilities which can be mentioned under this
heading. Certa{nly among, tﬁg 1ost important are the exogenous
disturbances mentioned in connection with 7able 2 and ot a number of
points earlier, ‘e can appeal to no quantified evidence on this but it
is rather obvious that conditions in the world eccnomy in the 1970s and
early~198Cs ~ with the twc oil shocks, the upsurge in world inflation
and the OECD recessions of 1974~75 and 19£C-~02 ~ have been. such as to
greatly increase the uncertainties and difficulties of designing even
short--term stabilisation programmes, as well zs. of carrying them into
effect, Similarly, the macnitude of the payments iwbalances to which
the procrammes are addressed havea rmuch increased (chapter 2), thus
addin~ to the difficdlty of achieving satisfactory resulﬁs. By
comparison vith the 1960s, a loﬁgr lével of progruarmic effectiveness

was amons the rore predic:iable outcomes in a world of increased
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uncertainty. In othe:r words, the impact mav be slipght because the
Fund has been given an impractical mandate in a world of massive

disequilibria,

A second mejor factor, one directly related to the patchy level

of nrcgramme implementation reported earlier, concerns the attitudes
of national governments tovards the IMF and towards stabilisatiom as
an econoriic objective. In this regard, chapterC3 on Indonesia provides
a positive example of what can be achieved when there is a firm govern=
ment commitment to stabilisation but we sug;zest that the results of
the Xenya and Jameica case studies in chapéatéﬁy%vgsa.rather'more‘common
validity., /4t least so far as the 1270s were concerned, the'Kenya study
found that the governmeni did not place any consistently high »riority
oa the stabilisation obiective, especially vhen it would involve
politically unpopular measures. It therefore.abandoned one program:e
wher: a temporary commodity hoom let it off the hook and lack of
conrditment arguably lec to the collapse of a second of the apreements
examined, A similar lack of sériousness about stabilisation marked the
vanley administration in Jamaica, which had?marked untillingmess to
come to terms with the foreien exchanse constraint whenever this posed a
trade~cff with social priorities and political popularity, The
structuralist/populist proprammes of Latin America, surveyel! in chapter

€2 , revealed a similar reluctance to modify longer—term ambitions

in the face of irmediate constraints.

There are additional grounds for sugpestins that these country
exarmles may be representative, There is strong evidence for the
rroposition that, in the absence of conditionality, goverrments tend
to use access to international capital as a substitute for correciive
action rather than as an input into the adjustment process, The ‘orld
Bank {1¢81 Table 6.,2) has, for eiample, shown fu inverse correlation
between access to finance and s$tructural adjustment in lécs. Balassa
(19€1) found similarly for countries such as the Philippines and
Morocco tnat they used access to the Furomarket and othef sources to
postpene necessary domestic measures. Black (in Cline and 'eintraub,
1981) has drawn attention to asymmetrical reactiors in ldc wmonetary
policies to external forces: there was little attempt.to neutralise
the exparnisionary effects of the 1277~73 commodity koom by weatraint

of drestic credit, vhereas there was an attempt to offset the



- 33 -

contractionary effects of the first oil shock., The IIF (1931, p.48)
has reported that in 1979~30 a maiority of ldcs pursued expansionary
financial policies despite vayments deficits - policies which it

regarde! as over-expansionary in many cases,

That governuents often appear to attach a low priority to economic
stabilisation is alsostrickingly illustrated by the use to which they
put the proceeds of the windfall pains resulting from the various
commodity booms of 1974=72, Studying the cocca and coffee booms,

Tavis (1930) found that nearly all the exporting countries obtained
increased foreisn exchange receipts exceptional even by the standards

of the volatile markets for those commodities. Vhile formal or irnformal
tax systems in these countries were quite effective in preventing

much of tlie windfall gain from accruing to the producers, virtually

all the povernments were quick te spend the extra revenue, often on
hastily conceived projects which bore little relationship to the

nee for structural adjustment, even though the first oil shock  had
already occurred and it wcs manifestly clear that the commodity prices
could not for long remain at the exceptional heizhts they achieved in
1276-77. Ii consequence there w7as a rapid expansion in money supply

and imports, and by 197C the reserve position of most of the countries
was no better thar before the commodity boom. The World Bank (1951,
p.7%) reached similar conclusions on the basis of a wider range offound
comodities and, therefore, of exporting countries., They additionally /
- a tendency for povermments to borrow externally when the commodity boom
had ended in order to maintain govermnment spending at the new higher
levels so that, perversely, the end result of the boom was often to
leave countries in a weaker payments nosition than at the beginning.
Covering a wide range of  ldcs, straddling all the major regions of

the Third Torld and a wide variety of country experiences, these studies
point to a general tendency for governments to opt for quick spending

in preference to longer—terr: stabilisation.

It is precisely for reasons of this kind that the IMF seeks to
insisi on relatively ticht conditionality and "rigorous adjustment
policies" (IIF, 1921 ».18), and the avidence presented earlier of
rather frequent non-implementation itself suggests soretimes low
governnental commitwent to the measures agreed. There is no réady
solution to this, however, because of the nolitical sensitivity

of stavilisation. !any nations are marked by acute divisions, and
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their governments are cormonly preoccupied witih “he maintenance of

their own power and of social tranquility. Their task is frequently
one of conflctmanagement within a fragile political infrastructure.
Moréovers short~terrm losses of income, consumption and employment are
?EEESEEQ.to result from stabilisation programmes (although we uave

seen that the actual evidence for this is weak). Disturbanées of the
distribution of income resulting from prograrme implementation will be
expected to activate various special-interest groups and add further to

the political sensitivity of the exercise.

It is therefore likely that such programmes will be perceived as
involving larger volitical costs than the disequizlibria to which they
are addressed. That such judgements are not capricious is supgested by
Cooper's well-known finding (1971) that currency devaluation roughiy
triples the probability that the responsible finance minister will lose
his job within the following year and roughly doubles the probability
that the entire government will fall. '

‘ !

To make matters worse, the effects of economic stagnation on saving
and investment may increase the political difficulties. Enlarged payments
deficits and consequential slower growth in per capita income teand to
reduce household and business saving. Economic stagnation is also likely
to reduce investment opportunities it tends to worsen the public finances
because, while government revenue is largely a function of national
income, expenditures are to a considerable degree autonomous. For such
reasons, the net per capita directly productive capital formation on
which adjustment must be based is likely to decline. lioreover, in an
atmosphere of uncertainty and crisis, and in view of the political
frustrations that are likely to accompany an econonic slowdown, there is

tne danger of a poorer guality of policy decision makine,

In many cases; chauvinistic reactions to the involvement of a foreigm
acency like the IMF tip the political balance sheet even further against
stabilisation. The :tesence'of the Fund certainly complicates the issue,
even if it is also a most valuable source of financial assistance
(Xrueger, 1978 1..124):

Foreign intervention became a political issue in many. other
instances. Indeed, controversy over 'INF policies’ marked

a great many liberalization episodes and may have done much

o d&sure important underlyins issues.... In a sense the presente
of foreirn agencies makes it very difficult to evaluate the
causes of 'failure' of some of the stabilization programs.

Some governments... W&re never cormitted to stabilization in
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the first place and simply agreed to tie conditions laid
- dowm for receipt of foreion credits. It is difficult to
diagnose :the stabilization program as ‘unsuccessful' if
the stated objectives of the programs did not coincide with
the true objectives of the governments concerned.

In fact, our evidence suggests that coﬁdi;iofxaiity is unlikely to have
much effect if it is perceived as having been imposed “rom outside and

if there is less than wholelkearted government commi tment to the programme.

It also sometimes happens that govemmeﬁ_ts retreat from programmes
when -they begin to incur hostility or offend important intéreéts. This
_make_s subsequent attempts at st:abilisétion .ever‘x more difficult, not only
because the payments imbalance is likely -tt-)‘deteriorate_in the meantime
‘but also because of the adverse effects such ,retreéltsnl}av'e‘ggon public
‘expectations. In the face of past failures or tetreaté, _if: will be
that much more difficult for a government to persuade people ‘that it is
really serious this time. But changing expectations, for example with
respect to investment incentives or future inflation, is often crucial

to success.,.

Our third and final ‘other explanation' brings us back to the policies
of the IMF. The limited impact of prosrammes on nationd ecopomies and the
rather tenuous correlation between programrie implementation 'elmd economic
results may be because the programmes are not well conceived. There is,
in fact, a certain amount of IIF staff support for a weak version of this
hypothesis. For example, perhaps the strongest result to come out of the
painstaking work by Beveridge and Kelly (1980) was a negative correlation
between the level of ambition implicit in the fiscal programmes and the
rate of implementation. TFew of the more ambitious revenue projéctions
vere achieved (Table 5) and: "It is yrobably no coincidence that progams
in which the fiscal performance clause was not observed were the most
awbitious in detailing policy statements on expenditufe and setting
2oals for expenditure constraint” (p.241). There is other internal Fund
evidence which supports this finding, and our Jamaican and Kenyan studies
add further to it. The general provosition here, then, is that programme
designs tend to be self~defeatincly ambitious, try to achieve too much
too quickly. If we accept the basic conce'ptual framewvork of the proprammes,
it seems likely that condtionality will be‘mre'e_ffecti:vé ‘whe’r'.i‘ it seeks

only to achieve modest gradual changes.
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A second and more basic point concerns the rejuir¢tent within the
Fund's conditionality guidelines (chapter 4, p. ) that its performance
criteria should, in other than exceptional circumstances, be confiried
to macroeconomic variables. Since the Fund has limited effective leverage
on the implementation of micro policies, the effectiveness of the macro
measures it can insist upon may be undermined by inadequate supportiny
action at the micro level, as was already reported in connection with
some exchange rate depreciations (page ). Guitian (1982 p. )
puts the point diplomatically:

An area of policy iuplementation to which increasing attention
will have to be paid is the relationship between macroeconomic

and microeconomic variables. In many programs, the implementation
of certain macroeconomic policies such as those in the credit

and fiscal fields, is contingent on the adoption of certain
microeconomic measures dealing, for example, with particular
prices in the economy, with taxes or expenditure patterns of the

public sector and the like. If these are not undertaken,  the
global basis for the program is undermined,

Given the somewhat arbitrary nature of the macro-micro distinction and the

increased importance of supply-side (= microeconomic) measures in the
circumstances of conternporary payments imbalances there is certainly
2 strong analytical case for modifying the guidelines on this matter.

But this leads to a more subversive proposition. The previous
chapter drew attention to the strength of the constraints upon the INF
in seeking to adapt itself to ldc needs in the 1980s. It also commented
on the limitations of the Polak approach to payments management which
provides the theoretical underpinning of the Fund's focus on domestic
credit., The monetary approach, it was suggested, rests upon a range of
rather strong assumptions and tends to over-simplify the connection
betieen credit and the balance of payments. The monetarist proposition
that monetary factors have no lasting influence on the real economy
was argued to have contributed to a Fund ﬁeﬁlect of 'real' variables
and of the limitations of demand restraint policies in the face of
'structu:al' deficits. fiven these constraints and limitations, it is
suggested now that Fund progranmes have limited impact because they are

not well desizned to achieve what they set out to do,

It nust immediately be admitted that this is only a hypothesis,
for all the a gfiori plausibility it might have. It is not sufficient
simply to point out that Fund programmes — even the irplemented ones -

seem to produce only weak effects and to infer from this that programme
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design is inappropriate. There are other possible explanations and,
in any case, it has to be demonstrated " . . that there is some
superior alternative to the IIF approach which depends less upon demand

restraint. These issues are taken up in the final chapter.

Iv ~ SUMMARY

Part I and II surveyed evidence on the impact of IMF stabilisation
programmes on the balance of paymenfs andvother target  variables.
In the general case, this evidence proviéionally suggests that they
are largely ineffective. There is a tendency for them to move payments
indicators in the desired dxrectlons, and to, affect other variables in
. certain ways but these tendencies rarely pass standard tests of
statistical significance. In terms of results which do pass such tests,
the programmes appear to have a very limited impact. !lore specifically

we found:

= that programmes are associated with a modest short-term
improvement in the current account but of low statistical
significance: '

- there is a slightly stronger tendency for the basic or overall
balances to be improved but the statistical significance of the

results is again low;

- there are indications that Fund programmes do result in larger
inflows of capital from other sources but the effect is not

large and abitious expectations are likely to be disappointed;

" there is no systematlc assoc1at10n between Fund programmes and

sustained 11bera115atlon°

- brogramﬁes do not generally have any strong deflationary

' impact: there is actually stronger evidence of a positive
effect on GDP provth but again statistical significances are
generaily low:;
programues probably result in a net shoftntuﬁ increase in the
inflation rate, rather than the desired reduction, But'significances

are once more low; -



prorramnes are likely to have rather complex effects on

income distribution and are unlikely to have any systematic
tendency to increase or reduce 1ncome concentration. in ﬂractice
a large nroportion of pro~rammes has probably had no 31gn1f1cant

impact on inequality one way or another.

was
The next task, in Part III,/to discover vhy the impact was so slight.

One hypothesis vas that this was because of poor programme implementation.
e found a good deal of evidence that implementation leaves much to be
desired. The IMF has experienced large difficulties in securing govem-
mental coapliance with a number of its key performance criteria, specially
since 1973, with fiscal difficulties being a majéf sdurce of non-coripliance.
Compliance with external debt criteria has been good but much less success
has been achieved with exchange rate end liberalisation.measures. A
presuniably related findinc was that the prograrmes appear to have a
nuffled effect un the key policy variables to which they are directed.

In particular, wihile they have some.tendency to bring about a deceleration
in domestic credit, this has slight claims to statistical significance.

If we accept the basically monetarist premise underlying Fund's emphasis
on the control of domestic credit, it seems unlikely that they could
expect to achieve strong balance of payments results from the limited

deceleration they achieve in the expansion of domestic credit.

What is even more damaging, however, is evidence indicating no more
than a moderate connection between programme execution and the achievement
of desired results, and very little comnection at all between results
and corppliance with credit maxima. Thus the hypothesis that IifF programmes
have little impact because of poor implementation receives only slight

support from available evidence.

Three other possible explanations are suggested as likely qontriButory
factors. The strength of exogenous distrubances since 1973 is an obvious
one. A second is the general apathy often shown by ldc governr:.ts
towvards stabilisation and paynents adjustment, related to the political
sensitivity of effective policies in this area. The evidence suggests
that an imposed pfogramme to which there is limited government commitment
is unlikely to be efféctive. Tinally, it was supgested that there are
weakri-zses in the design of the IMF programmes themselves, especially
in their de facto neglect of supply measures, vhich are likely also to

have been important contributory factors.
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