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INTRODUCTION ' 

Controversy about the appropriateness and effects of the stabilisation programmes 
associated with the IMF has a venerable tradition in international economics and has 
generated a substantial literature. Both the Fimd and its critics like to believe that its 
programmes^ have powerful effects, although they disagree over whether these are 
favourable or malign. Others have suggested that the controversy is a case of much ado 
about nothing: that the effects are relatively slight in either direction. 

This uncertainty is unsatisfactory. At any one time a large number of developing 
countries have IMF programmes in place, in the negotiation of which large amounts of 
scarce skills and information have been deployed by both parties. The macroeconomic 
policies of borrowing countries are strongly influenced, not to say dominated, by the terms 
of the programme. Virtaally all the Fund's financial resources and a large proportion of 
its staff are devoted to these programmes. Debt reschedulings are usually conditional on 
the debtor government signing a programme agreement with the Fimd. A good many 
credit and investment decisions, by both public and private agencies, are similarly 
influenced by whether or not a Fund programme is in place. It would be absurd to place 
so much weight on the existence of an IMF programme if, in fact, they had littie effect. 

At the same time, as we wil l see, there are major difficulties in the way of forming a 
definitive judgement on programme effects. This Working Paper aims to make a 
contribution to the debate in two ways. Part I surveys the present state of the Uterature 
which appUes quantitative tests to this issue, arguing that we can deduce from it more 
about programme effects than is sometimes suggested. Parts II and III present the results 
of new research which throws additional light on programme impact. 

This Working Paper should be read in conjunction with a companion piece^ which 
presents the results of a survey of case studies, intended to take advantage of the greater 
depth permitted by the case study approach while overcoming the disadvantage that one 
carmot derive general conclusions from individual studies. That Working Paper will also 
attempt to draw together die content of both in order to offer a summing up on the present 
state of knowledge on the effects of IMF programmes in developing countries. 

' The authors are grateful for helpfiil comments by Margaret de Vries, Gerry Helleiner, Mohsin Khan 
and Jacques Polak, although none of them is to be held responsible for remaining shortcomings. 

' Although it is usefiil shorthand to refer to 'IMF programmes', the Fund always refers to 'Fund-
supported' programmes in order to convey that the programmes are the property of the governments which 
sign them. The extent to which this is truly the case is, of cotu^, one of the points of controversy in the 
literature. Oiu' shorthand use of 'IMF programmes' is not intended to prejudge ttiis issue! 

' Tony Killick with Moazzam Malik, 'Developing Country Experiences with IMF Programmes in 
the 1980s', ODI Working Paper No. 48. September 1991. 



I. T H E P R E S E N T S T A T E O F K N O W L E D G E 

L I Methodological pitfalls 

There are formidable obstacles in the way of arriving at firm evidence on the effects of 
IMF programmes. Thus: 

(a) A large number of influences bear upon the performance of an economy and it is 
difficult in practice to disentangle the effects of these other factors from those of 
an IMF programme. 

(b) It is difficult to distinguish between the effects of the policies in Fund programmes 
and the effects of the Fund (and other) finance which accompanies the 
programmes. This may be a particularly large difficulty with credits linked to 
World Bank structural adjustment lending, e.g. prograirmies imder the Enlarged 
Structural Adjustment Facility (ESAF), because large volumes of finance are 
sometimes associated with such policy packages. In such cases evaluating the 
effects of the programme of either one institution is rather artificial and it may be 
preferable to study the joint effects of them both. However, this has not been 
attempted in the literature. Similar problems arise where Fund credits are linked 
to major debt relief operations, for debt rehef is equivalent to additional finance. 

(c) There are difficulties in selecting adequate performance indicators in statistically-
based cross-section analyses. This is perhaps most acute in the case of the 
balance of payments (BoP), the improvement of which is the chief objective of 
IMF programmes. The overall balance {i.e. the balance on monetary account with 
opposite sign) is the most commonly used indicator but this is vulnerable to the 
difficulties outlined in (a) above and to the influence of capital inflows and debt 
relief triggered by agreement with the Fund. The current accoimt balance is 
another popular indicator but the difficulty with this is that govenmients facing a 
foreign exchange crisis with exhausted reserves have to find ways of limiting the 
current account deficit to whatever money is expected to be available to finance 
it. They often do so by severe import cuts - which are liable to have adverse 
effects on economic performance, including ability to export", so that a reduction 
in the current account deficit does not necessarily tell us anything about the 
underlying strength of the BoP simation. Use of the overall balance is also 
affected by this limitation. The essential difficulty is that progress on the BoP 
caimot adequately be monitored by reference to one or two residual balances. To 
a lesser extent, similar problems arise with other performance indicators conmionly 
used. 

•* Khan and Knight, 1988, tested for the influence of import availability on the export performance 
of 34 developing countries and found a large and highly significant positive correlation between them. 



(d) There are problems also with the period of analysis, with results often sensitive to 
the choice made. One issue here is whether the impact of Fund programmes 
should be assessed only for the period of the progranmies or should extend beyond 
them. The tune-lags between changes in policy variables such as the exchange 
rate or domestic credit and BoP results suggest evaluation over a more-or-less 
extended period but the longer this is extended the louder becomes the extraneous 
'noise' in the tests. The period of analysis also creates difficulties in comparisons 
of economic performance in countries with and without IMF programmes: given 
that progranmies are agreed at different times for varying periods, it is not clear 
over precisely what period the performance of the non-programme countries should 
be measured.' 

(e) The rigour of policy conditionality varies according to programme type. Only 
rather relaxed conditionality is attached to first-tranche stand-by credits, as 
compared with upper-tranche credits. E S A F conditionality is said to be the most 
demanding of all. ' Even among programmes of the same type there are 
considerable variations, depending on the initial situation, the government's past 
record in dealings with the Fund, and the exercise of influence on the Fund 
management by interested major-shareholder governments. Presumably results 
should differ in extent and speed according to the severity of conditionality and the 
level of supporting finance but multi-country tests generally treat all programmes 
as equal. 

(f) Finally, some programmes are more fully implemented than others and 
effectiveness tests should ideally adjust for degree of implementation. Indeed, as 
we will see in Part II, a large proportion of all programmes break down during 
their intended lifetime. 

Above all, however, the literature on IMF programme effects is dominated by the problem 
of the counterfactual, taking as the central question, do Fund programmes result in a better 
situation than would have obtained in the absence the programmes? Khan, whose 1990 
article provides an up-to-date survey of the literature and a substantial contribution to 
methodology and evidence, puts the point eloquently: 

The counterfactual is perhaps the most appealing yardstick against which 
to assess program performance and the standard most widely employed in 
economics to measure the impact of government policy interventions. What 
would have happened in the absence of a Fund-supported program is by no 
means the only standard against which to judge the outcome of programs, 
but in many cases it is the most appropriate one. However, the 
counterfactual cannot, by definition, be observed and must be estimated or 

' For an example of this problem, and of the sensitivity of results to the period chosen, see Gylfason, 
1987. 

' Goreux, 1989, p.150. 



approximated. The various avvroaches used in evaluation studies should 
thus be iudeed in terms of how good thev are in providing estimates of the 
counterfactual. [Our emphasis]. 

There are perhaps three, but linked, principal reasons why it is important to use the 
counterfactual yardstick when enquiring into the effects of Fimd programmes. The first 
is the importance of disentangUng the (generally adverse) effects of the situation of the 
economy - conmionly a crisis situation - immediately prior to adoption of a programme 
from the effects of the programme itself. In the past some critics of the Fund have failed 
to attempt this and have illegitimately imputed to the Fund adverse developments in the 
economy which might more appropriately be attributed to the initial situation. If the 
economy starts with a foreign exchange crisis, rapid inflation, major supply-side 
bottlenecks and large-scale excess demand it is scarcely surprising if in the following two 
or three years there is little growth, consumption standards fall and investment declines. 

This tendency to attribute to progranunes an economic deterioration which is, in fact, pre­
determined by the mitial situation is compounded by the fact that by far the easiest, and 
most commonly employed, type of cross-country test to apply in empirical investigations 
of programme effects is the comparison of economic variables before and after programme 
introduction - the so-called before-after test. 

A second reason why it would be desirable to apply a counterfactual test is that 
programmes are commonly knocked off course by shocks which are beyond the control 
of governments and the Fund. Abnormal weather, organised violence, changing world 
capital market conditions are examples but unexpected changes in borrowing countries' 
terms of trade are probably the most common and important. Given the turbulence in 
world economic conditions in the 1970s and 1980s, it was inevitable that a substantial 
proportion of Fund programmes would 'fail' because of such factors.' However, the 
counterfactual, by definition, would be no less affected by these exogenous shocks so that 
comparisons between this and programme results would eliminate the bias. 

This leads to a third reason why the counterfactual problem is regarded as so central in 
evaluating Fund programmes: that this literamre has a strongly normative content, for it 
is inevitably read as evidence on the effectiveness of the IMF as an institution. This is 
unfortunate. Since both exogenous shocks and non-implementation of programme 
provisions by borrowing goverrmients are reasons for programme ineffectiveness which 
caimot be laid at the door of the Fund, it would be desirable to separate the 'positive' 
assessment of programme effects from normative evaluations of the success of the IMF -
and information about the counterfactual would considerably facilitate this separation. 

' For a discussion of this and other reasons for programme 'failure' in the 1970s see Killick et ai, 
1984A, pp.250-64. 



1.2 A menu-of-information approach 

How should we respond to these difficulties, particularly to the uiiknowability of the 
counterfactual? Although we have shown that the problem of the counterfactual must be 
taken seriously, we suggest now that it has come to exert an undue dominance in this 
literature. In particular, it seems wrong to use their adequacy in proxying the 
counterfactual as a decisive test of alternative techniques for testing programme effects 
for, as Khan noted, other criteria are relevant too. 

Take the before-after tests, for example. They do not cope well with the counterfactual 
problem - but they do still provide useful 'positive' information. It is perfectly sensible 
to ask, did this programme improve on the initial situation? It was almost certainly in 
order to do so that the govenmient negotiated a Fimd credit! The Fund's articles state 
that its credits are intended to give governments an opportuiuty to 'correct maladjustments 
in their balance of payments', and this implies that programmes are intended to improve 
on the initial BoP situation. To the extent that they do not, we then have to search for 
the reasons for the shortfalls. These may or may not lie within the responsibility of the 
IMF or the borrowing government but it is certainly useful information to know whether 
the situation was improved. 

More broadly, the position taken here is that the various tests of programme effects each 
provide useful, although limited, information and we should therefore use them all in order 
to build up a menu of 'positive' information. We must, however, be careful about using 
these results, and mindful of the pitfalls, for any normative assessment of Fund 
effectiveness, to this spuit, what follows is a brief resume of the positive information 
that the various available tests can yield, and of their chief weaknesses, summarised in 
Table 1. Using this approach we can build up an inventory of what we can (and caimot) 
know about programme effects, as a preliminary to a summary of what the available 
evidence tells us on this subject.' 

• Before-after tests? 

Discussed above. These have the advantage of being relatively easy to 
conduct. They yield information on whether programmes were associated 
with an improvement on initial situation. Because they are relatively easy, 
they can more readily be used also to give information on whether 
programme effects are sustained, and whether resuhs are affected by 
country or programme type. ResuUs can be misleading, however, because 
of exogenous shocks and are easily mis-used in normative discussions. 

' For a more extended discussion of the methodological issues, although excessively dominated by 
concerns about the counterfacmal, see especially Goldstein and Montiel, 1986. Also Khan, 1990. 

' A substantial number of such researchers have used this method. Among the principal reports of 
research fmdings are: Reichmann and Stillson, 1978; Connors, 1979; Killick et al., 1984A; Goldstein 
and MonUel, 1986; and Khan, 1990. 



n Target-actual tests:'° 

These compare actual outcomes with the targets written into Fund 
programmes. They therefore give us an indication of die extent to which 
programmes achieve intended results. However, such quantified targets are 
no better than the models which generate them in simulations, so that 
discrepancies between targets and actualities may be a result of poorly-
performing models rather than intrinsically unsatisfactory economic results. 
Like the before-after approach, this does not provide a proxy for the 
counterfactual and yields no information on the costs of achieving resuhs. 
It might give unduly negative results because of unrealism in programme 
targets - but that the targets may be unrealistic is itself useful information. 
Its main operational snag is that it requires information on programme 
targets which is not publicly available. For multi-coimtry studies its use is 
confined to IMF staff or researchers to whom the Fund is willing to release 
the information." 

n With-without tests'}^ 

These compare a sample of programme countries with a control group of 
other countries which did not adopt Fund programmes. In this way it 
seeks to tackle the counterfactual question, making the experiences of the 
control group a proxy for what would have happened in the programme 
countries if fliey had not gone to the Fund. The great difficulty with this 
approach is to select a truly comparable control group. Although later 
attempts {e.g. Goldstein and Montiel, 1986; Gylfason, 1987) make major 
efforts to ensure this, it is intrinsically difficult because the decision by 
control countries with equally severe BoP problems not to adopt a Fimd 
programme can be expected to be of wide significance, vitiating the 
comparability of the two samples." 

See Reichmaim, 1978; and Zulu and Nsouli, 1985. The results of some unpublished IMF tests 
are reported in Killick el al.. 1984A, chapter 7. See also Edwards, 1989. Heller et al., 1988, also 
contains target-actual information. 

" The only such example of wliich we are aware is provided by Edwards, 1989, who obtained 
infonnation on programmes in 1983-85 - see his Table 5. 

" For examples see Donovan, 1982; Loxley, 1984; Goldstein and Montiel, 1986; and Gylfason, 
1987. 

" Thus, Gylfason, 1987, went to considerable lengths to ensure that his programme and non-
progranune counnies had BoP difficulties of equivalent severity. However, it is likely that some of his 
control group did not go to the IMF on ideological grounds, or due to incompetence, or because they gave 
low priority to macroeconomic management. This group could thus be expected to do poorly in 
macroeconomic terms, so that their experiences were not a good proxy for what would have happened in 
the programme countries in the absence of the Fund. In general, the conttasts would impute unduly 
positive results to the programmes. Examination of the composition of Gylfason's control group reveals 



• Comparison-of-simulations: 

These are based on pohcy models of the behaviour of a single economy, or 
group of economies. These can thus be used to predict outcomes when 
IMF-type policies are introduced and to compare widi the counterfactual 
situation. Depending on model specification, they can also adjust for the 
effects of exogenous variables. Their usefulness depends on the 
appropriateness of the model used, however, and their danger is that the 
resuUs reflect model specification rather than reality. Different models 
could produce substantially varying results. Also, this technique does not 
yield direct information on programme effects, per se, and it assumes that 
model parameter values would be unchanged by the policies adopted. 

a Generalised evaluation-}^ 

This proceeds by postulating a model in which various policy and other 
explanatory variables are incorporated in regression equations which take 
the performance of the BoP, inflation and economic growth as dependent 
variables and in which a dummy variable is included to catch the influence 
of any Fimd programme. This approach thus offers a direct test of 
programme impact, although its inclusion simply as a dummy means that 
it caimot provide refined information about programme effects. Here 
again, the mediod is as good as, and no better than, the model employed. 

• Extent of programme completion: 

This provides information on the extent of implementation of programme 
provisions because governments are refused access to credit tranches when 
they fail to comply with the 'performance criteria' written into the 
programmes. As such, it throws light on an area which most of the other 
tests neglect: the reasons for programme shortfalls. Once the basic 
information has been collected, it can readily be classified so as to explore 
resuhs for different programmes and country types. Part 11 below sets out 
the case for the useftilness of this approach and reports the results of such 
a test - the only systematic example of which we are aware. 

this to be very heterogenous, and large dispersions around the mean values of the variables used by him. 

" I have borrowed this expression from Khan, 1990. There have been various uses of this method 
in single-country case studies. The chief examples of use in cross-section analyses are Khan and Knight, 
1981 and 1985. 

" Again, I have bo0owed from Khan. 1990, which is also die chief example of the use of this 
technique. See also Goldstein and Montiel, 1986. 



n Country or programme case studies: 

In principle, the case study approach can avoid the various disadvantages 
adduced above and can go much further in explaining the reasons behind 
the results obtained. Its abiding disadvantage is that it does not yield 
resuhs that can be generalised across progranmies or countries. Indeed, u 
can be rather destructive of the desire to arrive at general assessments by 
emphasising the imiqueness of each case. A partial solution can be 
provided by undertaking a number of co-ordinated case studies but this is 
an approach which is particularly demanding of resources." An 
alternative attempt to overcome these limitations is made in Working Paper 
48, which is a comparative study of the results of a large number of 
already-published individual case studies, although it has to cope with the 
difficulty that these were not devised within a common analytical 
framework. 

An attempt is made in Table 1 to summarise the types of information that the various 
methods of evaluation are able to yield, and their chief weaknesses. While some are 
more informative dian others, each method has its uses and by combining them we ought 
to be able to build up a substantial menu of 'positive' information about programme 
effects, which is the next task. Before moving to this, however, we should note the 
inability of most multi-coimtry studies to go far in explaining the results obtained, as 
indicated in the lower part of Table 1 (items 8-11). If we are concemed to understand 
why programmes are sometimes unable to achieve their objectives, the table suggests four 
lines of explanation: the influence of the initial situation and of exogenous shocks; 
incomplete programme execution; inadequate programme impact on the intended 
instrument variables; and inadequate financial support for the programmes. To these can 
be added a fifth: possible defects in programme design. While certain of the multi-
countiy approaches can attempt to screen out the effects of the initial situation and some 
exogenous shocks, they throw little light on the other factors. This is an area in which 
the case study approach scores especially heavily. 

13 The menu of information 

We are now ready to return to our original questions, what can we know? Given the 
varying uses of the tests just described, what do the results of the published studies cited 
in the foomotes tell us about the effects of Fimd programmes? In approaching this 
question we will concentrate mainly on the statistically significant results of the various 
studies, but not to the exclusion of other suggestive results which may fail the 95% 
minimum significance level or for which statistical significance was not calculated. No 

" This technique was used in an earlier ODI study, with the case studies reponed in Killick et al., 
1984B, whose results are utilised in the overview report, Killick el al., 1984A. The WIDER countfy 
studies whose results are summarised in Taylor, 1988, also use this method, although this project does not 
attempt to measure the effects of IMF programmes per se. See also Heller ei al., 1988. 



Table 1: Uses and limitations of alternative tests of IMF programmes 

Before -
cfter 

Target -
actual 

mth -
without 

Comparison of 
simulations 

Generalised 
evaluation 

Completed -
uncompleted 

Case-
study 

Proeramme results 
1. Does the programme improve on the 

initial situation? Y Y Y Y Y 

2. Do programme countties do better than 
non-programme? Y Y Y 

3. Do programmes improve upon likely 
alternative outcomes? W W D Y Y W Y 

4, Are programme effects sustained? Y Y Y Y Y 
5. At what costs are their results secured? W Y Y 

6. Can the results be generalised? D D Y W 

7. Do results differ for: 
(a) country types? 
(b) programme types? 

Y 
Y 

Y 
Y 

Y 
Y 

Result determinants 
8. Influence of exogenous factors W Y Y Y 
9. Programme implementation W Y Y 

10. Impact on instrument variables Y Y 
11. Impact on financial flows Y 

Key: Y = The test provides useful information bearing on the issue in the left-hand column; 
W = The test is particularly weak in this area; 
D = Debatable. There is disagreement in the Uterature on whether this lest can provide useful information of the type asked for. 



attempt will be made to surmnarise systematically the results of the various studies." 
Our purpose is rather to build up a description of what information can reasonably be 
inferred about the effects of Fund programmes. Since we wish this to be relevant to the 
contemporary situation, special weight will be attached to tests which include data for the 
1980s. The discussion will follow the sequence set out in Table 1. However, we will 
not follow the customary procedure of treating GDP growth as a target variable, bringing 
it in rather in the discussion of the costs of adjustment." We take the BoP indicators 
as the chief target variables, with reductions in the inflation rate as a second-order goal. 

Our first question, then, is whether Fund programmes resuh in an improvement on the 
initial situation. The resuhs of before-after tests are the most pertinent here. Generally 
speaking, the results of these are not encouraging. None of them shows a significant 
improvement in the BoP current account. The results are more mixed on the overall 
balance but of die general evaluations, only the most recent, utilising data for 1973-88, 
shows a significant positive effect (Khan, 1990, Table 2). Pastor (1987) on 1965-81 data 
obtains a similar result but his tests were confined to Latin American countries. None 
of the other before-after tests noted earlier yields a significant impact on either BoP 
indicator and in some cases the sign is 'wrong', i.e. the tendency is for the balance to 
deteriorate. 

The ability of programmes to reduce inflation appears even weaker, with results showing 
the inflation rate to increase as often as it reduces but a virtual absence of significant 
results." If it is accurate to say that programmes are usually intended to improve on 
the initial situation and that this is a major reason why governments go to the Fund, and 
if we confine ourselves to statistically significant results, then it seems that its programmes 
are often unable to achieve the desired turnaround, although Khan's positive result is the 
only one which includes much recent information. It should, in any case, be stressed that 
at least part of the reason for this lies outside the conffol of the IMF. 

A rather closely related issue is the extent to which the programmes achieve their own 
targets (which, in most cases, seek an improvement on the initial situation). Here again 
the results are discouraging. They are, however, fairly consistent, with most of the 
studies listed earlier showing that roughly half of the programme outcomes are below 
target. The results of the two most recent such studies are typical. Heller et al., 1988 
Table 4, shows six out of 12 observations below the current account BoP target and six 
above; and Edwards, 1989 Table 5, shows 52% on or above target for the same variable. 

" For a recent such survey see Khan, 1990, especially Table 1, p.208. 

" It is difficult to judge what is the best way of proceeding on this. As will be shown elsewhere 
in this study, growth has increased in prominence as an objective of IMF programmes in recent years, 
particularly in ESAF programmes. At the same time, however, the growth objective remains clearly 
subordinate to balance of payments goals, even in ESAF programmes. For present purposes, however, 
it makes little difference whether we classify growth as an objective or a by-product. 

" A partial exception is in Killick, 1984A, pp.24042, which on 1970s data found a significant initial 
reduction but that this was not sustained into the second year. 



Neither study tests for the overall balance. Both studies were based on 1983-85 data. 
The only reported target-actual comparison appUed to the overall balance (reported in 
Reichmann, 1978) produced a similar 50-50 split. The results are similar in the various 
studies for the inflation rate, although with a tendency for a rather smaller proportion of 
targets to be met. 

A number of lines of explanation are possible here. First, we should recall the 
observation that quantified targets are only as good as the models which generate them, 
so the results just described are likely to be influenced by ill-specified models and 
inaccuracies in the data fed into them. Another explanation which has sometimes been 
offered is that Fund staff deliberately set ambitious targets m order to influence 
expectations and thus help to produce an economic improvement. There may be 
situations in which that would be a reasonable line of action but it could scarcely provide 
a general reason because to act systematically, or even frequentiy, in such a way would 
undermine the credibility of the exercise. 

Apart from a natural tendency to over-optimism, a more likely general explanation 
(confirmed by a number of respondents) is the pressure which Fund missions are often 
under to reach an agreement in the face of constraints on their ability to change policies, 
or on the power of those policy changes to bring about improvements. In such 
circumstances, there is a temptation to massage the figtires, to come up with a plausible-
seeming set of projected outcomes in support of an agreed set of measures, even though 
the mission may privately have doubts about the feasibility of die predicted outcomes. 
Similar forces are at work in heavily-indebted developing countries, where IMF 
involvement in debt-relief operations is Ukely to increase pressures to agree programmes 
even though its missions may privately doubt their feasibility, for there will be much 
creditor and other pressure to conclude an agieement.^" The setting of unrealistic targets 
matters, however, because it contributes to the frequency of programme break-down 
reported in Part II and more generally imdermines the credibility of what the Fund is 
seeking to do. 

This brings us to the question whether programme countries do better than non-programme 
coimtries. This is what the with-without tests seek to tell us, although we should bear 
in mind the problems of achieving comparability between the two country samples 
mentioned earlier, and the consequential bias in the results to exaggerate progranmie 
effects. 

Here again the results are mixed but are more favourable for programme countries in the 
more recent tests. Thus, for both the current account and (to a lesser extent) overall BoP 
indicators Khan (1990) found programme countries to have significanfly better outcomes 
than non-progranmie countries. Gylfason (1987) similarly obtained a significant positive 
effect for the overall BoP, on 1977-79 data. Loxley's (1984) tests for low-income 
developing countries in 1971-82 also showed a better BoP outcome by comparison with 

20 This case is argued convincingly by Brown, 1990. 



non-programme countries, although these results failed standard significance tests. The 
results of these and other with-without comparisons are also to the advantage of 
programme countries when it comes to the uiflation record, with every such study showing 
a lowered inflation rate by comparison with non-programme control groups, albeit with 
generally low significance levels. 

For reasons given at the beginning of this Working Paper, the 'big' question remains the 
counterfactual: are IMF programmes associated with better BoP and inflation outcomes 
than would otherwise have occurred? We shall never know, of coiu-se, but, aside from 
in-depth country studies, the most serious attempts to get to grips with this unknowable 
are the 'comparison-of-sunulations' and 'generalised evaluation' studies mentioned earlier. 
How do these come out? 

With mixed results. Taking first Khan and Knight's 1981 and 1985 simulation studies, 
these find significantly beneficial effects from policy measures of the type usually 
included in IMF programmes for both BoP indicators and the inflation rate, although this 
approach does not direcfly test programme effects per se. 

The most recent literature has favoured instead the generalised evaluation approach. 
Goldstein and Montiel's (1986) iimovatory use of this technique (on 1974-81 data) 
unfortunately yielded no statistically significant results for the IMF dummy variable at all. 
Khan's 1990 study found non-significant improvements in the two BoP indicators in the 
12 months following introduction of the progranune and significant improvements in the 
following year. However, he found no significant change in the rate of inflation. The 
results of a further such test are presented in Part III. 

Overall, then, the few available counterfactual tests provide some encoiu-agement for the 
IMF approach but on a less than overwhelming evidential base. 

One of the long-standing areas of controversy about the appropriateness of the Fund's 
approach to BoP poUcy in developing-country circumstances is that it is too short-term, 
with the suggestion that any beneficial effects are ephemeral. What Ught do the various 
studies surveyed here throw on the sustainabilitv of programme effects? 

Here too the results are mixed. Loxley (1984) examined (with-without) outcomes over 
one and three years. The overall BoP comparison was more favourable for programme 
countries in the third year but the opposite was true for the current account and in all 
cases his results were non-significant. However, he did find a significantiy reduced 
inflation rate in Year 2 - a stronger result than for Year 0.^' We have already 
mentioned that Khan's (1990) generalised evaluation tests obtained rather stronger BoP 
results in his Year 1 by comparison with Year 0, although this was not the case with 
inflation. Gylfason's (1987) results indicated a weakening BoP outcome, by both 
measures, in Year 1 against Year 0. Presumably related to this fact was his further 

'̂ Throughout this paper Year 0 refers to the twelve monUis (or the calendar year in some cases) 
immediately following adoption of a Fund programme. 



finding that, after a substantial drop in Year 0, die expansion of domestic credit had 
returned to pre-programme rates by Year 1. His finding that the results of programmes 
which incorporated a currency devaluation were better sustained than those which did not 
is also pertinent. 

Part III also reports generally favourable results on sustainability and, overall, it is fair to 
say that available evidence tends not to bear out those who claim that the effects of Fimd 
programmes are largely ephemeral. 

Another criticism is that the programmes impose excessive socio-economic costs on the 
countries adopting them. Our examination of this issue starts by simmiarising the 
considerable evidence on theu" impact on economic growth (usually GDP growth) before 
turning to other pieces of evidence. 

The measured impact on GDP growth depends on the type of test. The results of before-
after tests of the change in growth are almost unanimous that Fund programmes are not 
associated with any significant change in the growth rate, positive or negative. The only 
exception to this was Goldstein and Montiel's (1986) finding of a significantly negative 
association. Much the same result emerges from with-without comparisons of programme 
and non-programme countries: no significant differences are observable. 

More adverse results emerge from other studies, however. One of the strongest is that 
the shortfall of acmal outcomes against programme targets is the greatest in the case of 
GDP growdi. Heller et al. (1988, Table 4) show only five of 13 observations on, or 
better than, target; Edwards (1989, Table 5) records an average success rate of only 
28%;^ Zulu and Nsouli (1985, Table 4) for African countries record growth at or above 
the target rate in only five of 26 cases. It seems that Fund staff were especially 
uiu-ealistic in their growth targeting, although we have suggested earlier that growth is not 
best regarded as a target variable in many Fund programmes, in which case what these 
findings are recording are more in the nature of systematic forecasting biases. 

The work with which Khan is associated does provide grounds for believing there may, 
indeed, be measurable costs in terms of reduced output. First, the simulation tests 
undertaken with Knight (1981,1985) predicted significant short-term reductions in growth 
as a result of IMF-type demand-management programmes. Second, his 1990 generalised 
evaluation study found significantly reduced growth rates in both Years 1 and 2 using data 
for 1973-88 (although not when the data were broken down into sub-periods). Goldstein 
and Montiel (1986) obtained no significant result on this variable. Special interest lies 
in the results of a comparison undertaken by Khan and Knight (1985, see Chart 1) 
between the predicted effects of programmes that were confined to demand-management 
measures and others which incorporated supply-side measures which would increase 
investment. Under the latter regime the mitial loss of output is smaller, the subsequent 
recovery steeper and the longer-term growth trend settles down about 2% p.a. higher. 

" This and other results reported earlier is a weighted average for 1983-85 calculated from the 
information in his Table 5. 



This result implies the prediction that the Fund's ESAF programmes, which do mcorporate 
greater supply-side conditionality, will be more cost-effective in terms of output growth. 

What now of other evidence on proeramme costs? Here there are only odd bits of 
evidence. Loxley (1984) tested for association between IMF programmes in low-income 
developing countries and changes in saving and investment rates, finding saving to rise 
in the first year but to have declined by Year 2, and investment rates to be lower 
throughout. Although none of these results was statistically significant, they are 
consistent with Khan's results just reported. They are also consistent with the results of 
evaluations of the effects of World Bank structural adjustment programmes, which are 
often linked to IMF programmes and which consistently show reduced post-programme 
investment levels.'^ 

A fairly frequent allegation is that Fund-type programmes increase poverty and/or 
income inequalities, but this has proved very difficult to test quantitatively. The most 
firmly-based evidence bearing upon distributional effects is that provided by Pastor's 
(1987) with-without tests. His stady is particularly concemed to test for correlation 
between programmes and trends in the share of wages in the functional distribufion of 
income and he finds a strongly significant negative relationship. Although we are not 
aware of other quantitative shidies of this type, his finding is consistent with more 
qualitative and anecdotal evidence that urban real wages are often adversely affected by 
IMF-type programmes. However, caution is needed in interpreting this as evidence of 
adverse net effects of programmes on poverty and inequality. This outcome will depend 
on the importance, and relative earnings, of the urban wage labour force, and the anatomy 
of poverty in the country. It is also possible that Pastor's results are stronger because he 
confined himself to Latin American countries. 

The Heller et al. (1988) study of the poverty effects of IMF programmes was largely 
inconclusive, in line with other studies," although it did conclude that some programme 
components had aggravated the plight of certain vulnerable groups. Overall, however, 
what 1 wrote on this subject a decade ago still appears generally valid (Killick, 1984A: 
p.246): 

. . . programme effects are likely to be quite complex. Depending on the 
characteristics of the economy, the programme in question and the political 
priorities of the responsible government, the net effect could be to increase 
or reduce [income] concentration; there is nothing intrinsic to the logic of 
stabilisation that requires inequalities to increase. Given our findings on 
other variables, however, it is most likely that the majority of programmes 

^ Sec Mosley et al., 1991, chapter 9; World Bank, 1989; Corbo and RoJas, 1991; and Corbo and 
Webb, 1991. 

" See especially the studies sponsored by UNICEF in Comia et al., 1987 and 1988. These are 
critical of the effects of specific progranunes and of the past neglect of distributional aspects in the design 
of IMF programmes but are guarded in their general assessments of programme effects. 



have no statistically significant effects one way or the other, although there 
can be specific exceptions in either direction. 

Finally, in a study not mentioned hitherto, we have quantitative evidence bearing on 
complaints that IMF programmes increase political instability. There are a number of 
individual cases where it is well known that attempts to implement the provisions of a 
Fund programme have led to riots and other destabilising events but are these isolated 
instances in pohtically fragile situations, or more characteristic? Once again, there is the 
difficulty of distinguishing the effects of the programmes from those of the economic 
crises which often precede the calling-in of the Fund. After attempting to control for this 
and other non-programme influences Sidell (1988) concludes from a large sample of cases 
that an IMF progranmie does not significandy increase or promote political instability. 
He did not even find any correlation with episodes of collective protest, although he does 
suggest that governments adopting a single programme (as against repeated ones) are more 
likely to experience protests. One major lunitation of this study should be mentioned, 
however: it relates only to 1969-77. However, a more up-to-date study is available for 
1976-85, but confined to sub-Saharan African countries (Moore and Scarritt, 1990), which 
similarly (albeit reluctantly) concludes that Fund programmes have no significant impact 
on the nature of African governments. 

Overall, then, the evidence on whether Fund programmes impose heavy costs on the 
economies affected is fairly weak - which is not perhaps surprising since much of the 
other evidence aheady surveyed shows how easy it is to exaggerate the programmes' 
impact on a rather wide variety of variables. Before we tum for explanations of this 
relative ineffectiveness, however, there are two other points worth bringing out: 

(a) It can be hypothesised that countries at a lower level of economic development 
find stabilisation and adjustment particularly difficult because of structural 
weaknesses and inflexibilities in their economies (Killick et al., 1984A, chapter 8; 
Killick, 1989, pp.42-44). The most du-ect evidence on this is that provided by 
Loxley (1984, see his Table 5.1) who compared results for a sample of least-
developed countries with those for a sample used by Donovan (1982), which 
included a substantial number of middle-income developing countries. For both 
BoP indicators he found his results were worse than for Donovan's sample, 
although the results were more mixed for other variables. We might also note the 
particularly adverse evidence on programme effectiveness provided in the Zulu and 
Nsouli (1985) before-after and target-actual tests, mentioned earlier, which may 
well have been contributed to by the restriction of their tests to African (and hence 
mainly least-developed) countries.^' 

" An official listing of (usually publicly available) IMF Working Papers includes an April 1989 
paper by Joshua Greene on the effects of Fund programmes in Africa, 1973-86, but the Fund has so far 
withheld this from public release. It may be conjectured that diis is because the study found unacceptably 
weak programme effects in these counties. 



(b) We may also ask whether there is any discernible trend in programme impact over 
the last two or three decades. It seems not, although we should bear in mind that 
only one or two of the studies reported have made much use of data for 
progranmies in the 1980s. The best evidence is provided by Khan (1990, see his 
Table 6). He disaggregates for 1973-79 and 1980-88, finding a weaker current 
accoimt but much stronger overall BoP effect in the 1980s. However, only the 
improvement in current account was significant at the 95% level for the 1980s 
(although the overall BoP was nearly so), whereas both the current account resuh 
and an association with higher inflation were significant for the 1970s. The only 
other study which encompasses the 1980s is Edwards' (1989) target-actaal 
comparisons but we have already noted that his resuhs are in line with those of 
other target-actual comparisons, which relate to earlier periods. Once again, we 
have to report no strong conclusion! A fiirther test of this is reported in Part II. 

Given the apparenfly rather considerable extent to which Fund programmes fail to have 
their intended results we would like to have evidence on the reasons for the shortfalls. 
Unformnately, most of the literature under review here does not address this issue much 
but there is a certain amount of evidence. 

1.4 Sources of difficulty 

n The initial situation and exogenous shocks: 

It is rather self-evident that the severity of the initial simation will have a 
strong influence on the likelihood of programme 'success'. There is 
similarly httle dispute that large disturbances in the global economy have 
knocked many programmes off course. This is particularly likely to 
happen when the borrowing country experiences major and unexpected 
changes in its terms of trade. Moreover, the effect may be asymmetrical: 
when there is a large sudden terms of trade deterioration the programme 
'fails' iDecause the original pohcies cannot cope with the now worsened BoP 
simation. But when the terms of trade suddenly improve programmes are 
also apt to 'fail ' , or rather to be abandoned, because a lessening in BoP 
pressures allows the government to feel it can relax hs policies.^' 

Although the studies examined here provide only limited evidence on die 
importance of the initial situation and of exogenous shocks, the generalised 
evaluation of Khan (1990, see his Table 4) does broach these subjects. For 
each of his target variables he finds that easily die most significant 
'explanation' is provided by the previous year's value of the same variable. 
He also found changes in die terms of trade to have highly significant 
influences on the two BoP indicators and on GDP growth. Goldstein and 

" For an illuslration of this process, relating to Kenya in the 1970s, see Killick, 1984B, chapter 5. 
See also Killick and Mwega, 1990. 



Montiel's analysis is less explicit on these matters but does show (1986, see 
their pp. 337-38) how pre-programme conditions can make a major 
difference to the outcome of before-after and with-without comparisons. 

Impact on policies: 

Another possible reason for low programme impact is that they do not have 
sufficient impact on policy instruments to make much difference to BoP or 
other outcomes. The first suggestion that this might be the case was given 
by Reichmaim and StiUson's 1978 before-after study. They foimd there 
was no sigiuficant change in the rate of expansion of total domestic credit 
(a key policy mstrument in IMF programmes) in two-fliirds of the cases 
studied; the same was true for credit to the public sector in half of the 
programmes, although there was a significant deceleration in two-fifths of 
the cases. Killick (1984A, Table 7.4) similarly found no significant change 
in the growth of domestic credit on a before-after basis. 

Also on data relatmg to the 1970s, Gylfason (1987) foimd a highly 
significant initial reduction in credit expansion but that by Year 1 this was 
nearly back to the pre-programme rate, while monetary expansion was a 
good deal higher (32% p.a. against 25% - see his Table 2). In their study 
of programmes in Africa Zulu and Nsouli (1985, see their Table 4) also 
provide evidence. In target-actual comparisons they found for total 
domestic credit that about half of their observations were on target or better, 
with a similar half-half record in before-after comparisons. The outcome 
with attempts to reduce budget deficits was much weaker. Only 8/27 
actuals were on target or better, and on a before-after basis only 12/29 
budget deficits were lower than in the pre-programme year. 

We should also mention information provided for programmes in die early-
1980s by Heller et al. (1988, see flieir Table 5), which shows 6/11 
observations for credit to the public sector at above-target levels. True, 
their statistics on credit to the private sector reveal only 3/8 above target but 
that is an ambiguous result because it may well have been a programme 
objective to raise the proportion of credit going to the private sector. 
Finally, a study by Cashel-Cordo and Craig (1990) studies the policy 
leverage of different forms of aid, where IMF credits are included as a form 
of aid. They found Fund credits to be associated with reductions in both 
government expenditures and revenues, with a larger relative decline in 
revenues. This result was statistically significant for stand-by credits but 
not for Extended Facility credits. Presumably, the decline in revenues was 
related to slower economic growth. They suggest that Fund credits have 
substantial leverage in 'buying' quite large fiscal effects but observe that the 
Fimd is better at shrinking the total size of die pubhc sector than at 
reducing the budget deficit. 



• Programme execution: 

Overall, then, the result of the above survey of programme impact on policy 
instruments suggests rather shongly that the Fund is unable to change 
policies to the extent that it would like to - and to the extent diat would be 
necessary for programme success. One possible line of explanation of this 
is incomplete implementation of programme provisions. Fund staff 
members often cite 'lack of poUtical wi l l ' as a conmion reason for 
progranmie break-down. Part II demonstrates frequent incomplete 
implementation of programme provisions, and there is a good deal of other 
supporting information. The most recent pubUshed evidence is provided 
by Edwards (1989, his Table 4) who examines the compliance record for 
34 programmes approved in 1983 in respect of the government budget 
deficit, total domestic credit and domestic credit to government, finding 
that, overall, less than half (45%)^' of all such conditions were observed. 
Observance of programme requirements was particularly weak for the 
government budget; strongest for credit to government. A similar story 
is told by earlier studies.^' 

There is, moreover, evidence that there is a general, though far from 
perfect, association between implementation and programme results (Killick 
et al., 1984A, pp.257-59). However, Connors (1979) produced a weaker 
result. He divided his programme coimtries into compilers and non-
comphers and tested for association between programme results and 
compUance. Although most of his signs were 'right' only one, relating to 
inflation, was statistically significant. 

• Catalytic effects: 

It is a long-standing ambition of the IMF that its programmes should have 
a catalytic effect, with the 'seal of approval' signified by a programme 
agreement tiiggering additional public and private sector capital inflows. 
A more recent variant on this is that agreement with the Fund is often a 
formal pre-requisite for debt reschedulings, or debt reductions, through the 
Paris and London Clubs.^' That programmes do have such catalytic 
effects is important for their success because the resources of the IMF itself 
have been allowed to decline to the pwint that the credits it can make 
directly available in support of a stabilisation programme are often small in 
relation to total financing needs. 
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This figure is calculated from data provided in Edwards' Table 4. 

The results are summarised in Killick el at., 1984A, Table 7.3, p. 253. 

On this see Rieffel, 1985. 



A final hypothesis which we can explore, therefore, is that programmes are 
relatively ineffectual because they do not bring the intended beneficial 
effect to the BoP capital account and are thus, in effect, under-funded. 
However, forming a judgement on this is by no means easy because the 
capital accoimt includes a variety of types of capital flow and we would not 
expect them all to be responsive to agreement on a Fund programme to the 
same extent. There may also be important financial flows 'above the line', 
most notably interest payments on commercial debt. Indeed, there may be 
'perverse' reactions. The clearest case of this was in some heavily indebted 
countries during the 1980s where IMF credits were, in effect, used to 
service commercial bank debts.̂ " 

Such evidence as there is on this rather underlines the warning that we 
should not in the general case expect major net catalytic effects. A survey 
of the evidence relating to the 1970s arrived at this conclusion (Killick et 
al., 1984A, pp.235-36). Comparison of the resuhs reported above for 
programme effects on the BoP on the current and overall balances produces 
a similarly cautionary conclusion. Were there a strong catalytic effect, we 
would expect the reduction m the overall BoP deficit (or increase in 
surplus) to be substantially larger than for the current account but, although 
one or two studies do report such an outcome, no strong such general result 
emerges firom the empirical studies reported here. Moreover, the new 
results reported in Part III indicate the current account improvement to be 
rather larger than for the overall balance, suggesting a perverse movement 
of capital. It may well be, therefore, that progranmie effectiveness is 
undermined by continuing shortages of foreign exchange and the depressing 
effects these are liable to have on export performance, economic activhy 
generally and government revenues. 

We now tum from reviewing the evidence in already-published studies to report the resuhs 
of research undertaken at the Overseas Development Institute, commencing with an 
analysis of the substantial proportion of Fund programmes which are abandoned before 
the end of their intended life, and continuing, in Part III, with a before-after analysis of 
experiences in the 1980s. 

" In his report on the WIDER study, Taylor (1988, p. 144) similarly emphasises the difficulties of 
making any simple statements about catalytic effects. Connections between capital flows and macro 
stabilisation efforts are complex, he suggests, especially given the turbulence in the 1980s in bank financing 
and debt servicing. 



II. A STUDY OF PROGRAMME NON-COMPLETIONS 

ILl Explanation and justification 

With patience and ingenuity it is possible to assemble from pubhcly-available sources a 
record of the extent to which IMF programmes are drawn down as intended and what 
follows is based on such information for all programmes approved in 1980-90." The 
basic premise of this analysis is that the discontinuance of a programme before the end 
of its intended life is a useful indicator of performance under that programme. Why this 
should be so requires explanation. 

The Letters of Intent which are formally addressed by goverrmients to the Fimd 
management and which set out the agreed policy provisions of die programmes identify 
a number of performance criteria, which will commonly be monitored on a quarterly 
basis.'^ Among the most common of these will be ceilings on banking-system credit 
to the government (or public sector), on total domestic credit, the net domestic assets of 
the banking system and on various categories of new external borrowings by the 
government. There may also be specified minimum levels of foreign exchange reserves 
(a type of BoP target), requirements concerning exchange rate policies and on the 
government's budget outturn. 

A proportion of die credit associated with the programme will be payable at the time of 
its approval with the balance payable in (not necessarily equal) instalments or tranches. 
Including the initial instalment, there will typically be about five such tranches. Unless 
die terms of the agreement are subsequently changed by the granting of waivers or 
modifications by the Fund, access to outstanding tranches will be conditional on 
observance of the performance criteria. Thus if, say, credit to government goes above 
the specified ceiling access to any outstanding tranches of the credit will be suspended 
(unless a waiver or modification is granted) until the figure is brought back within the 
ceiling. A high proportion of programmes suspended in this way are subsequendy 
abandoned, althou^ they may be followed quickly by a new agreement. 

Interruptions in IMF credit disbursements dius tell us that the government has been 
unwilling or unable to conform to the agreed terms and that key economic magnitudes 
have exceeded (or gone below in the case of minima) the levels deemed by the Fund staff 
to be the maxima consistent with the objectives of the programme. Since most 
performance criteria refer to policy variables, this further gives us information on the 

" I should like to acknowledge the major contribudon of Moazzam Malik to this work. It was he 
who undertook the detective work on programme break-down and subjected the results to statistical 
analysis. The chief sources from which the relevant information was gleaned were various issues of the 
IMF's Annual Reports, augmented by issues of the IMF Survey. Deuiled information on the programmes 
and their completion sums is available from the author on request. 

" Fw a more detailed account see Killick et al., 1984A, chapter 6. 



impact of programmes on fiscal, monetary and other policy variables. At the same tune, 
our use of the results of this test should be used widi caution because it sometimes 
happens that programmes are allowed to lapse by mutual agreement, chiefly because of 
unforeseen developments which render the targets or other aspects of the programme 
unattainable. In these cases programme breakdovra does not imply delinquency by either 
party. On die ottier hand, while observance of performance criteria may be a necessary 
condition of programmes achieving their objectives it is certainly not a sufficient 
condition, so for this reason too our indicator can only be a partial one. Programmes 
may be mis-specified; policy changes may have insufficient force or be undermined by 
the adverse effects of odier poUcies; external conditions may deteriorate: for these and 
other reasons even programmes which successfully meet their performance criteria may 
often fail to achieve their objectives. 

A fiirther factor to bear in mind is that most programmes have in the past been in the form 
of 'stand-bys' (although that has changed in the most recent years with die adoption of 
a number of SAF and E S A F programmes) and that the provisions in such programmes 
typically extend for 12-18 months, at the end of which time all tranches are expected to 
have been released by the Fund. It ought not, for such programmes, to be an excessively 
harsh criterion to test whether implementation remains within agreed parameters for such 
a relatively brief period. The position is different in the cases of EFF and ESAF 
programmes, which normally have an intended hfe of about three years. For diem we 
might anticipate a radier h i ^e r rate of non-completion." 

For die purposes of the present study an uncompleted programme is defined as one in 
which 20% or more of the total value of die credit remains undrawn. What this means 
in most cases is that the programme is discontinued at least before the final credit a-anche 
is released. Of course, in many of the cases of non-completion the undrawn balance was 
considerably greater than 20%. 

Although the test just described is a limited one it has the advantage that, once the basic 
information has been assembled, it is a straightforward matter to look for regularities in 
the pattern of non-completions. The following analysis is based on information on all the 
298 programmes approved in 1980-90. However, as at end-1990 46 of these were still 
in process of implementation and thus had to be excluded from our calculations. We also 
excluded ten SAF programmes which had been converted into ESAFs which themselves 
were still current. It did not seem appropriate to treat such conversions as indicating 
break-downs. We were thus left with 242 programmes for analysis. 

We were, happily, in a position to form an independent judgement on die rehability of our 
20% test as an indicator of programme performance. At die time this work was 
undertaken we were also engaged in the survey of country-specific case studies reported 
in Working Paper 48. Because these were based on in-depth research by authors 

" The position with SAF programmes is different again, for die level of conditionality attached to 
these programmes has been rather nominal and there is hence little reason for expecting high break-down 
rates for them. 



knowledgeable about the countries they were analysing, these provide better information 
on programme performance. This survey took in 17 countiies encompassing a total of 
48 programmes in the 1980s. We were thus able to compare the information provided 
in the cotmtry studies widi the results of our much simpler test based simply on 
programme completion. 

The outcomes matched almost perfectiy! Although die work was imdertaken separately 
and the comparison was not made until the rest of the work had been completed, an 
identical match was obtained on the 29 stand-bys common to both exercises, while there 
was an only small difference on EITs, for which die 20% test indicated 13/16 programmes 
failed during the course of then- intended life while the (more accurate) country studies 
indicated a 15/16 score. There was also a discrepancy in one of the three SAF 
programmes.'" 

The highly satisfactory outcome of this comparison confiims the accuracy of our 
information on programme break-downs and supports the usefulness of this as an indicator 
of programme performance. It thus adds weight to the significance of the results reported 
below and suggests that this simple test offers a useful low-cost way m the which progress 
of IMF programmes may be monitored in the future. 

What now can we say from an analysis of uncompleted programmes? 

II.2 The results 

The results are summarised in Table 2. Just over half (52%) of the 266 programmes 
were uncompleted in the sense defined. However, the results differed according to 
programme type, with the best results (48% non-completions) for stand-bys and by far the 
worst for EFFs (86%). The 38% result for SAFs should probably be discounted because 
of the small number of observations. 

The specially poor result for the EFF programmes can be related to the controversies 
which surroimded such programmes early in the 1980s. A considerable nimiber of these 
were signed in the late-1970s and in 1980-81 but thereafter use of fliis facility was ahnost 
abandoned. The IIVIF staff defended this change of policy by assertmg diat performance 
under these programmes had been poor while others (including the present writer) were 
critical of the change, disputing that the EFF's record was specially weak and deploring 
a retreat from a faciUty which permitted the Fund to take at least a medium-term view and 
to include more supply-side measures in the programmes.'' 

In retrospect it is clear that die staff were right in their judgements about EFF programme 
success. By our non-completion test, and even though we would expect a higher slippage 

Details of these comparisons can be provided by the author on request 

On this see Killick et al., 1984A, R).211-12 and 247-50. 



completion, 1980-90 <*' 
(Percentages. Numbers in parenthes( ;s are number of programmes) 

Uncompleted (%) 

1. All programmes (266) 52 
of which: 

Stand-bys (220) 48 
EFFs (29) 86 
SAFs (16) 38 

2. By period*' 

1980-83 (91) 44 
1984-86 (68) 41 
1987-90 (47) 67 

3. By region*' 
Sub-Saharan Africa (106) 48 
Western hemisphere (47) 52 
Asia (26) 44 

4. By income category*-"' 

Low-income 46 
Lower-middle 51 
Upper-middle 49 

5. By debt status*' 
Severely indebted (130) 

Low-income (75) 51 
Middle-income (55) 53 

Moderately indebted (45) 
Low-income (20) 40 
Middle income (25) 52 

Others (42) 38 

6. By dominant export*' 

Primary products: 
fuel (11) 53 
non-fuel minerals (38) 41 
agricultural (81) 57 

Manufactures (25) 44 
Diversified exports (28) 38 

Notes: (a) Analysis excludes SAF progranunes converted into ESAF progranunes which were 
still current at the time of analysis It also excludes other programmes that were 
still current at April 1991. 

(b) Analysis relates to stand-by programmes only. 
(c) Reported results are the means of results obtained by using 1980 and 1988 country 

income classiTicalions. 



rate on three-year as against one-year progranunes, its record now seems Httle short of 
disastrous (a judgement supported by Working Paper 48). It is dierefore rather surprising 
that at the beginning of the 1990s the Fimd again began to approve EFF programmes.'' 
It will be interesting to see whether they (and ESAF programmes, which are also medium-
term) fare better than a decade earlier. 

Given the preponderance of stand-bys m die 1980s (220 of our 266 programmes) and the 
brevity of their intended disbursement period, their 48% non-completion rate is the 
outstanding fact to emerge from the analysis. The IMF can scarcely be satisfied with a 
situation in which half such programmes break down so quickly. Moreover, further 
analysis revealed that 16% of all stand-bys (or 33% of the discontmued ones) broke down 
almost immediately, with littie or no utilisation of the credit beyond the portion diat was 
payable on approval of the programme." 

Items 2 to 6 of Table 2 above set out further analyses of our data which, in some respects, 
enable us to go further than the hterature surveyed in Part I. Analysis of these items is 
confined to stand-bys to avoid the distortions that would be introduced by including EFFs. 
First, we can ask about completion trends over time. From this it emerges as 
statistically significant (at the 99% confidence level) that non-completion was a specially 
serious problem in the last years of the period, 1987-90, with a 62% non-completion rate 
of those programmes approved in this period and not still curtent, a proportion which rises 
to an extraordinary 72% if we confine ourselves to the 39 observations for 1988-90. 

This is perhaps particularly noteworthy because the period m question was not one of 
special turbulence in world economic conditions. World output and trade were expanding 
quite fast, real oil prices were low and, taking the period as a whole, other world 
commodity markets were less depressed than they had been in the immediately preceding 
years. Perhaps that was the problem: easier global economic conditions allowed more 
developing countries to allow their Fund programmes to lapse. This is among our 
strongest results and shows the difficulties the Fund continues to have in attempting to 
improve on the poor past record on programme comphance. There is no evidence of an 
improving trend here; quite the contrary. 

We next examined whether programme completion was related to regional factors. The 
hypothesis was that, for different reasons, programmes in African and Latin American 
countries would have less success than those in Asian countries. In the African cases this 
could be predicted because of generally deteriorating terms of trade and structurally weak 
economies; and in Latin America because of die negative effects in many of tiiem of a 
large debt overhang. Table 2 suggests diat there might be sometiimg in this, widi Asian 
countries revealing die lowest non-completion rates, but die differences are not large. 

^ Three EFF programmes were agreed with developing countries in 1989, of which one (with the 
Philippines) broke down early in 1991. 

The test we applied to ascertain this was that less than 25% of the credit was utilised. 



On the hypothesis that the least developed coimtries would have the greatest difficulties 
in executing Fund programmes successfully (for reasons sketched earlier) we examined 
whether programme completion rates were a function of country per capita income levels, 
using the World Bank's system of country income classification. Table 2 shows that this 
hypothesis was conclusively rejected, with no significant differences in completion rates 
between die three income categories. A possible reason for this lesult is tiiat in die 1980s 
any relationship between programme viability and level of development is liable to have 
been obscured by the special problems of the heavily-indebted countries, a high proportion 
of whom are classified in the middle-income categories. 

Countries' debt positions yield an apparemly stronger explanation, however, as can be 
seen from item 5 of Table 2, even tiiough die results only pass a 90% significance test. 
While over half of programmes entered into by severely indebted countries broke down, 
this was true of only 38% of the 'other' group of countries with small external debts. 
Among the moderately indebted class of countiies results appear sensitive to per capita 
income, with middle-income coimtries recording a much weaker record than low-income 
countries, although we have no ready explanation for this. 

We conjecture that this result is attributable to die already severe strains which the 
governments of heavily-indebted counuies are already under at the inception of the 
programme. In particular, severe external mdebtedness means that large amounts of 
public resources must be devoted to die servicing of external debt, making it all the more 
difficult to reduce fiscal deficits in the way that is normally required in IMF programmes. 
Moreover, the use of currency devaluations is less appropriate in such situations and where 
the debtor country's amortisation payments have made it a de facto net exporter of capital 
to die rest of the world", and this reduces the number of effective policy instruments 
available to make a programme work. Finally, the economic hardships already imposed 
on the populace by the debt burden are likely to make strict adherence to the fiirther 
austerities of IMF-sponsored programmes politically very difficult. 

One other point of note is the heavy concentration of stand-bys on severely-indebted 
countries m the 1980s, shown in the table: 130 out of the 217 classified by debtor status. 
Since many of these programmes were necessary preconditions for debt re-rescheduling 
agreements in the Paris and, to a lesser extent, London clubs, the resuhs obtained here 
suggest that in many cases the debt relief secured was not enough to be consistent with 
programme success." These results are further consistent with the generally weak 
findings on the catalytic effect of Fund programmes reported in Part I and later. 

Rather closely related to the above is the question of the adequacy of the IMF 's own 
credits. It is sometimes suggested that these are small in relation to need, especially 
when one takes into account return flows to the Fund in respect of earlier credits. We 

" On this point see Reisen and van Trotsenburg, 1988. 

'̂ For a detailed treatment of this theme, with reference to African countries, see Martin 
(forthcoming). 



therefore undertook an analysis of the magnitude of the credits drawn down in our sample 
of 38 programmes and related these to BoP magnitudes. The resuUs are summarised in 
Table 3."° 

Table 3: Indicators of the adequacy of Fund credits, 1979-89 
(percentages) 

Annualised mean use of IMF credits as % of: 

GDP Base-period values of: Return flows 
current overall imports during 

ale deficit BoP deficit programme 
(1) <2) (S) (4) (5) 

All programmes 1.8 29.3 22.6 9.9 1205 
Completed programmes 2.6 48.3'" 73.4 16.9 1105 
Uncompleted programmes 1.3 18.6'" -6.2"' 6.0 1261 
1979-82 programmes 2.1 25.7 0.2 7.9 862 

1983-85 programmes 1.4 33.4 47.5 12.2 1588 

Notes: (a) The difference between this pair of average values is significant at the 
90% level. 

(b) The negative sign indicates that there was an initial overall surplus. 

Of course, what constitutes 'adequacy' is a matter of judgement and will vary from case 
to case. Nonedieless, if we take all die programmes together it can be seen that credits 
utilised were equivalent to three-tenths of the pre-existing balance of current account, 
nearly a quarter of the overall BoP and nearly 10% of total imports. They were therefore 
far from being insignificant. Moreover, the credits utilised exceeded by a factor of 12 
the return flow of amortisation ('repurchase') payments in respect of previous programmes 
(column (5)). The Fund was thus providing quite substantial assistance on a net basis. 
This needs to be quahfied in two respects, however. First, tiie adequacy indicators were 
substantially lower in 1979-82 than in the following years. Second, but not shown in the 
table, the net flow was substantially smaller for countries which had just successfully 
completed an earUer programme. For them the net flow was only 231% of repurchases. 

The values used in the compilation of Table 3 are annualised averages of actual uses ('purchases' 
in the Fund's parlance) of credits during periods when the programmes in question were operative. In 
cases where progranunes were suspended or abandoned, only purchases during the period when the 
programmes were active have been included and the period adjusted accordingly when annualising the data. 
The base value is taken as the mean annualised valued of the variable in question during the two years 
immediately preceding the programme. 



Of more direct relevance to the present discussion, however, are the differences between 
the positions of the countries which did and did not complete their progranunes in the 
period under examination, for it can be seen that most of the indicators of adequacy are 
substantially smaller for the non-completers, even though these annualised data are 
adjusted for the effects of programme suspensions and cancellations. In other words, 
relative to imports and BoP balances, the non-completers received substantially smaller 
credits dian the odiers - a difference that was, however, only significant at the 90% level. 
Although it can be no more than suggestive, this evidence is consistent witti the hypothesis 
that inadequate supporting finance is an important reason for programme break-down. 

Finally, we looked for any association between frequency of progranmie break-down and 
type of export (item 6). The hypothesis here was that exporters of manufactures would 
have relatively high completion rates because, being sellers on generally buoyant worid 
markets, they would find it easier to boost export earnings by comparison widi exporters 
of (non-fuel) primary products. This hypodiesis receives littie support, however. 
Exporters of manufactures tum out to have only moderately below-average break-down 
rates, while exporters of non-fuel mineral products have a rather better record. The 
record of agricultural exporters does conform to our expectations, however, with a 57% 
break-down rate (statistically sigiuficant at the 95% level). Interestingly, die lowest rate 
belonged to countries classified (by the IMF) as havmg diversified export bases. 

There is a fiirther use to which we can put the information assembled for the above 
analysis. It pertains to the sustainability of programmes. We should recall here that 
IMF assistance is intended to provide temixirarv support to governments seeking to restore 
viability to dieir countries' BoP. It was not expected to be providing frequent credits 
over a sustained period. From our inventory of 1980-90 programmes, however, it is clear 
that repeated assistance is quite frequent. In fact, over these 11 years no less than 
nineteen countries had six or more programmes approved by the Fund, encompassing 131 
programmes, or 44% of the total for the period. Such programmes were often approved 
back-to-back or widi only brief intervening periods. The record was nine programmes 
in the eleven years, a distinction shared by Madagascar, Senegal and Togo - all from the 
African region, be it noted, and two from the Franc zone group of countries. While the 
Fund should be given credit for its persistence with these countries, its foimding fathers 
cannot be happy that its programmes were apparently unable to bring any sustained 
improvements to their payments positions. 



III. A B E F O R E - A F T E R A N A L Y S I S O F T H E 1980s 

I I L l Nature of the study 

We tum next to offer some additional new empirical information concerning prograrrunes 
adopted in the 1980s. In the course of conducting the research on which Working Paper 
48 is based, statistical information was collected on a range of macroeconomic variables 
for each of die countries studied and in the pages that follow we utilise this information 
to present additional quantitative information, based on before-after tests. The limitations 
of such tests have already been described and should be bome in mind in what follows. 
However, we have also attributed more usefulness to them than is currentiy fashionable. 
Details of the data sources and tests employed are set out in the Appendix. 

What follows has some advantages over most of the comparable literature. It is more up-
to-date, being based on programmes commenced and completed (or abandoned) in 1979-
85. It examines a wider range of BoP variables so as to facilitate a more rounded view 
of programme effects. It includes an analysis of changes in domestic absorption and its 
chief components, on the grounds that a strengthening of the BoP is likely to require a 
reduction in total absorption relative to GDP and in order to examine further where cuts 
in absorption most make diemselves felt. It takes us furdier into the neglected area of 
programme effects on key policy variables. It studies die effects of programmes over a 
longer period (up to four years from commencement of the programme) in order to better 
test the sustainability of programme effects. It tests for differences in results between 
programmes that are, or are not, completed. Finally it also tests for whether the fact that 
there was another IMF programme immediately prior to the current programme had any 
significant effect. 

in.2 The results 

The results are summarised in Table 4. The two right-hand columns of diis differentiate 
the Year 1+2 results according to whether the programmes in question were completed or 
not, using the same 80% drawn-down cut-off as that utilised in Part II above. 

• Balance of payments effects: 

Improvements to the BoP were among the strongest of all our results, with 
appreciable and statistically significant miprovements in both die overall 
and current account balances. The effects were relatively weak for the 
programme year (Year 0) but were strong for the following three years. 
A quantitatively larger reduction in the current accoimt deficit was achieved 
in counnies which completed theh programmes but, curiously, the opposite 
was UTie widi respect to the overall BoP. 



We should note, moreover, that die BoP results were obtained in the face 
of rather strongly adverse movements in the commodity terms of trade (Une 
4), which by Year 3 had, on average, deteriorated by a full 8%. Observe 
here that the exfwriences imder the uncompleted programmes was 
substantially worse than with completed programmes, which suggests 
strongly that worsening trade conditions were a source of programme 
breakdown. 

One possibiHty is that the current account results were secured simply on 
the basis of an import squeeze (in which case we would have to be careful 
about callmg this an improvement) and line 6 of the table provides 
information on this. The statistics there show that there was a significant 
tendency for import volumes to be cut in the programme year, a tendency 
(not shown in the table) concentrated in the most recent years."' The 
impact was not large, however, nor was die result statistically strong except 
in the programme year. A possible explanation for this is that the crisis 
conditions in which many programmes are introduced resulted in reduced 
import volumes in the year or two immediately preceding die programme, 
because of reduced credit-worthiness, depleted reserves, growing prior 
claims of debt-servicing obligations, etc. We therefore examined the 
behaviour of imports in the years immediately preceding programme 
adoption. This revealed that there was a modest tendency for imports to 
be reduced in the pre-programme year but it was not statistically significant. 
A l l in all, die worst fears that IMF programmes lead to sustained import 
sti-angulation were not bome out. 

On a more positive note, we found rather strong evidence that programmes 
are associated with improved export performance, as indicated by growth 
in export volumes (see line 1 of the table). Given normal supply response 
lags, it is not to be expected that there would be any large immediate export 
response but we foimd consistent trends (significant at the 99% level or 
above) from Years 1 and 2 through to Year 4, particularly among diose 
countries which had previously completed programmes. 

It is commonly claimed that one of the chief values to a country of agreeing 
a programme widi the IMF is that this has a catalytic effect on net capital 
inflows. Indeed, it is important that it should do so, given die limits on the 
amount of supporting finance the Fund can itself lend. Items 3 and 4 of 
Table 4 provide evidence on this (treating official transfers as capital 
transactions). As can be seen, the changes recorded are quantitatively quite 

"' For programmes commenced in 1983-85 there was a mean reduction in import volumes of nearly 
9% on the average values in the immediately following two years. Using a one-tailed test, this was 
significant at the 95% level. It should be added, however, that there was a considerable spread of values 
around the means. 



Table 4: Results of before-after tests on sixteen developing countries 
with IMF programmes commenced in 1979-85"' 

Variable Base value 

YrO 

Differences from base value 

(Y r-l.-2) YrO Yrsl2 Yr3 

Completed Uncompleted 
programmes programmes 

(Yrs 12} (Yrs 12) 

Balance of oavments indicators 
1. Overall BoP (as % GDP, 

change in reserves) -1.2 +0.4" +1.2--" +1.9̂ " +o.r +1.5''" 
2. Current a/c (as % GDP, 

exc. official transfers) -11.2 + 1.1 +3.ff-" +3.8'-" +4.4" +2.2" 
3. Official transfers (as % GDP) 2.8 -0.2 +0.0" +0.0̂  -1.4" +0.8" 
4. Capital account 

(a) direct foreign invesunent 
(as % GDP) 0.4 +0.0 +0.1 +0.3" -0.0 +0.2 

(b) Net long-term loans (as % GDP) 5.5 -0.0 -1.2" -2.0f'" -1.1" -1.3" 
5. Terms of Trade index (% change)™ •3.8̂ '' -6.5'-" -8.2̂ " -2.5 -8.8= 
6. Import volume index (% change) 4.6^ -3.1 -4.1 +0.2 -5.0 
7. Export volume index (% change) +3.5" +9.6'-" +11.7̂ " +8.7 +10.2*" 

Inflation and Eiowth 
8. Increase in consumer prices 

(% p.a.)™ 24.8 +1.7 -1.1' -0.4 -12.r +5.6 
9. GDP growth (% p.a., at 

constant prices) 2.1 •0.0 +0.6 +1.2 +1.8 -0.0 
Domestic absorotion 
10. Total absorption (as % GDP) 107.5 -2.5--" -3.4"-" -1.2 -4.6'" 
11. Private consumption (as % GDP) 71.6 -0.3 -0.4 +0.2 +1.5 -1.5 
12. Govenuneot consumption 

(as % GDP) 13.7 -0.4 -0.3 -0.4 -l.tf' +0.1 
13. Fixed invesUnent (as % GDP) 21.2 -1.9*" -3.1'-" -3.8'-" -3.4 -2.9'" 
Policv variables 
14. Real effective exchange rate 

index (% change) -7.1"' -11.0^ -15.0̂ " -18.1' -7.0" 
15. Total domestic credit 

(a) growth rate (% p.a.) 25.8 -3.4 -3.3" 4.2'''" -3.3 -3.2 
(b) as % GDP 42.4 -0.4 -0.7 -1.8 +2.0 -2.4 

16. Private sector credit 
(a) growth rate (% p.a.) 23.1 +0.4 +0.8 +0.8 -3.6" +3.2 
(b) as % GDP 18.9 -0.8 -0.8 -0.2 +0.8 -1.6 

17. Credit to central government 
(as % GDP)"> 18.2 +0.2 +0.0 -1.5 +1.0" -0.6 

18. Central Government budget deficit 
(as % GDP) -6.7 +0.2 +1.4" +1.6' 

Notes: (a) Significanfly differem from zero, under a one-tailed t-lest, al die 99% confidence level. 
(b) Significanfly different ftom zero, undCT a one-tailed t-test, at die 95% confidence level. 
(c) Significandy different from zero, under a two-tailed t-lest, at ttie 95% confidence level. 

For line 8, significance tests are based on log-linear data. 
(d) Significant proportion of programmes witii eiflier a positive or negative change, as compared 

to a hypofliesised equal proportion. 
(1) See appendix for notes on die data and details of flie various tests. 
(2) Completed and uncompleted programme values are significanfly different from each oflier at 

Uie 90% confidence level. 
(3) As for (2), but at die 95% confidence level. 
(4) Year-to-year changes in credit to government were too variable for it to be meaningful to 

calculate changes in growth rates. 



small, although several are statistically signiiicant.''^ The net effect is a 
reduced capital inflow. One possibly important explanation of this finding 
is the much smaller initial deficit on the overall account - only 1.2% of 
GDP. However, the main explanatory factor would seem to be the 
increase m net repayments of long-term loans - i.e. a substantial part of the 
improvement in the current account was used to finance the repayment of 
foreign loans and was not rewarded by increases in disbursements (although 
tills may be a much longer-term result). This result is particularly surprising 
given the frequent linkage of IMF programmes to debt rescheduling 
agreements (which would reduce the level of principal repayments). In 
effect. Fund credits were often used to repay other creditors. We should 
bear in mind, however, that we are not able to make comparison with non-
programme countries, which may have experienced even higher rates of net 
loan repayments." 

• Inflation and growth: 

Weak results are also revealed with respect to inflation (Une 8), with only 
the smallest reductions on the pre-programme levels. Over 40% of the 
programmes were associated with an increase m the mflation rate - even in 
the longer term. 

The longer-term results for real GDP growth are more interesting as they 
suggest that after three or four years programmes may be associated with 
increases in growth rates. This runs contrary to the findings reported in 
Part I, where the general conclusion was that the short-run effects were 
negative. However, the results reported here only offer weak evidence -
the increase after four years is only significant at 90% confidence levels. 
There is also some weak evidence that completed programmes are 
associated with longer-term improvements in GDP growth rates (statistically 
significant in Year 3 at die 90% confidence level). 

One difficulty here relates to poor daU and the variety of definitions for the overall balance. The 
results presented here refer to the change in the official foreign reserves. Using the IFS performance 
balance definition yields an even smaller and insignificant improvement. 

" The appaiendy statistically significant doubling of direct foreign investment unfortunately only 
illustrates the dangers of relying on t-suitistics when woiking with a small sample, ff the two programmes 
agreed with Dominica are excluded the increase becomes negligible. A similar explanation accounts for 
die bizarre result that official transfers decrease for completed programmes but increase for uncompleted 
programmes. This result is entirely the result of large changes occurring just in Dominica. Excluding 
Dominica reveals that for die rest of the sample diere was a significant increase in official transfers, 
increasing by 30% on average four years after an agreement and increasing to some extent for duee 
quarters of all programmes. 



The GDP results are surprising, particularly in view of the reduced levels 
of fixed investment reported below, and unply that programmes have some 
beneficial impact on the efficiency of resource utilisation. 

n Domestic absorption: 

In the absence of any strong catalytic effect, absorption has to be reduced 
relative to GDP i f the BoP is to be strengthened. That programmes are 
associated with such a reduction is among our stî ongest results (line 10), 
with substantial and significant changes over the enthe post-programme 
period. If cause-and-effect are at work here, this must be rated a 
programme success - but note the odd resuh that the largest reduction is in 
respect of uncompleted programmes, with only a non-significant fall in the 
case of completed programmes. This could be because initial domestic 
absorption as a proportion of GDP was on average four percentage points 
higher m uncompleted programme cases dian for completed programmes, 
which reinforces the view that progranune success is related to the severity 
of the mitial situation. 

But on which component of absorption do die reductions chiefly fall? The 
answer is that the brunt falls on fixed investinent, which declines 
substantially and significantiy over the whole period. Overall, die 
programmes appear unable to exert any appreciable squeeze on private or 
public consumption, although there is a shift in its composition in favour of 
the private consumer in the case of completed programmes. The adverse 
impact on investment is consistent with resuks reported in Part I and in 
evaluations of World Bank programmes. Where programmes have the 
effect of bringing excess capacity into utihsation, temporary reductions in 
investment can be consistent with continued economic growth but if 
investment remains depressed this becomes a serious source of difficulty for 
policy makers. The results in Table 4 suggest that investment not only 
remains depressed but actually continues to decline. 

O Impact on policy variables: 

It was also suggested earlier that theii relative lack of impact on key policy 
instruments provided an explanation why programmes often do not meet 
their objectives. Items 14-18 in Table 4 provide evidence on this. The 
so-ongest result is with respect to the real exchange rate (line 14), which is 
shown as being depreciated by an average of 7% in the programme year, 
a depreciation which is not merely sustained but actually deepened during 
the following three years, and which is particularly large for programmes 
which run their intended term. This no doubt helps to explain the 
substantial improvement in export performance reported earlier. 



These results, moreover, have generally high levels of significance. 
Although we caimot make any direct comparison with non-programme 
countries in diis period, it is worth noting that our average rate of -11% p.a. 
is significandy larger than the average real devaluation rate of -1.2% p.a. 
recendy reported for a much larger sample of developing coimtries (84 in 
total) over the same period (Lynn and McCarthy, 1989) - a rate of 
depreciation mfluenced by inclusion of countries featuring also in our 
sample. 

Given the importance of the exchange rate as a policy variable assisting 
both stabilisation and structural adjustment, the Fund's influence on this 
instrument is an important finding. 

The impact on domestic credit, which is a central feature of IMF 
programme design, will be regarded by it as less satisfactory. While there 
is some reduction in the rate of credit expansion and the value of credit 
relative to GDP, the effects are small and non-significant. Contrary both 
to expectations and Fund intentions, there is no significant reduction in the 
share of total credit going to the central government vis-d-vis the private 
sector. More consistent with programme objectives is the significant 
reduction in budget defich achieved in Years 1+2 and 3 (although die 
number of observations in this case is small). 

Sustainability: 

One of the ways in which the tests reported here differ fi-om most of die 
existing literature is in permitting an exammation of programme effects over 
a longer period, although the small size of our sample should be bome in 
mind here. It is quite common for such tests in die past to have been 
confined to the programme year (Year 0 m our terminology) and perhaps 
the year after. Comparing the Year 0 with the following two columns it 
is evident that tests which are confined to that year are liable to under-state 
the extent to which IMF programmes are associated with changes in die 
pre-programme situation, for our results for Years 1-1-2 and even Year 3 are 
generally larger and more significant than for Year 0. 

In fact, the results for Year 0 are generally weak. If we are willing to 
adopt the language of cause-and-effect, then it appears from these results 
that programmes were in the 1980s only able to bring quick changes to the 
exchange rate (devaluations were often 'prior actions', i.e. had to be 
imdertaken before the IMF would approve a programme) and investment 
(line 13). A substantially wider range of significant results is obtained for 
the later years, which is perhaps surprising, given that the average 
programme life in our sample, after allowmg for cancellations, was only 18 
months. The extent to which BoP improvements were sustained into Year 
3 is particularly noteworthy. 



Effects of non-implementation: 

There is a strong presumption that the extent of slippage in policy 
implementation is greater in the case of uncompleted programmes, for 
reasons given earlier, although some of the pohcies will have been 
implemented in virtually all cases, since it is conmion for the Ftmd to 
requu-e a government to undertake some policy measures before a 
programme will be approved (so-called pre-conditions or prior actions). 
How much difference does non-completion make? 

First and ciuiously, it seems that, relative to GDP, credit is restrained more 
in die non-completion cases, overall and widi respect to both major 
components of credit (although the results are statistically non-significant), 
which raises the questions why the programmes were suspended and 
whether it was because they incorporated particularly severe, and 
unattainable, credit ceilings. More in line with expectations, programme 
non-completion is associated with substantially smaller real exchange rate 
depreciations, which suggests that government reluctance to devalue may 
be a reason for break-downs, although much of the statistical difference 
between these sub-groups was the result of Ghana's huge devaluation. 
Unfortunately, there were insufficient observations on budgetary effects for 
the results to be disaggregated between completed and non-completed 
programmes. 

Turning from policy instruments to target variables, while the BoP current 
account resuh is smaller in the case of uncompleted programmes, such a 
resuh is predictable from the worse terms of trade experiences of the non-
completing coimtries. As might therefore be predicted, the import squeeze 
is concentrated on the non-completers; their net increase in capital outflows 
is smaller, and the overall BoP result is actually larger and more significant 
than with completed programmes. 

Turning to the domestic economy, the inflation record is a good deal worse 
in the case of uncompleted programmes, with a substantial (though non­
significant) rise against a handsome reduction in the other group. The 
completers also have a (non-significantiy) larger increase in GDP growth. 
Finally, and puzzlingly, the reduction in total absorption is particularly large 
and sigiuficant in the non-completion cases, with the brunt again mainly 
falling on mvestment. 

A l l in all, then, i f we focus on the BoP record as the main focus of the IMF 
it is not obvious that governments who complete their programmes can 
expect to get superior results. We tested for die statistical significance of 
all the pairs of observations in the 'completed programmes' and 
'uncompleted programmes' columns but only the line 5 results on the terms 
of trade were significantiy different, even at a 90% confidence level. That 



non-implementation should not have more clearly adverse consequences 
rather imder-scores the limited association between IMF progranunes and 
improvements in economic indicators. 

• Effects of past relationships: 

Finally, although not reported in Table 4, we examined whether programme 
outcomes were correlated with past recourse to the IMF. For this purpose 
we classified cases into those which were not preceded by a programme, 
those that were preceded by an uncompleted programme, and those 
preceded by a fully drawn-down programme. The broad hypothesis was 
that countries which had previously worked successfully with the Fund were 
likely to have the least severe programmes and/or to get the most 
favourable results. There were significant differences among these diree 
categories for a number of otir variables, of which the most noteworthy 
were: 

n The coimtries which had previously completed a programme 
achieved the largest reductions in their current account and overall 
BoP deficits. They (and to a lesser extent the coimtries which had 
previously had a programme but had not completed it) also achieved 
substantially greater growth in export volumes, which points up the 
time lag which is liable to exist between undertaking adjustment 
measures and stimulating improved export performance. 

° The countries which had not previously had an IMF progranmie 
incurred the largest reductions in total absorption (especially in 
Years 0 to 2) and in investment. They also suffered the severest 
short-term (Year 0) squeeze on credit and on import volumes, 
although this was not sustained in later years. 

The reader doubtiess feels m need of a summing-up at diis point. However, Working 
Paper 48 presents fiirther materials, based on in-depth case studies rather than quantitative 
analyses, which provide further information on the effects of Fund programmes. We 
therefore defer a summing up until the conclusion of that paper. However, to respond to 
the question in the titie of this paper, it is already clear that we can know quite a lot, 
provided we are willing to be satisfied with reasonable levels of probability radier than 
certainty. It is also clear that the evidence is mixed, does not provide exclusive support 
to any single school of thought, and that it is easy to exaggerate the amount of unpact 
which the IMF's programmes have, for good or i l l . 



METHODOLOGICAL APPENDIX 

Sample selection and data 

The before-after analysis is based on 38 programmes (observations), in 16 developing 
comitiies, that commenced during 1979-85. The counnies were: 

The companion paper also includes materials on The Gambia. This country is not 
covered in the statistical analyses, however, due to lack of data. As is explained in the 
companion paper, the country sample cannot be described as random as selection was 
substantially influenced by the availabiUty and quality of literature on countries with IMF 
progranmies. Attempts were made to avoid bias but these were not fully effective: 
relative to the total population, the sample contains too many EFF agreements, which 
results in too high a programme breakdown rate - 63% in our sample against 50% for all 
242 agreements over the 1979-89 period.' 

The two principal data sources were the International Financial Statistics of the IMF and 
the World Bank World Tables, though these were supplemented by other sources as 
necessary. Care was taken to ensure comparability within each of the time series. Our 
tests required data covering at least two years before and four years after the inception of 
die programme. However, diis was not always available. In die case of incomplete 
data, the number of observations was reduced to below 38. For example, the results 
reported for the 'Central Government Budget Deficit' (line 18, table 4) are lunited to 21 
programmes (observations) m 9 cotmtries due to the lack of adequate data. Furthermore, 
in a number of cases, lack of data left us with fewer observations in particular periods of 
interest. For example, owing to the absence of 1989 data for Import and Export 
Volumes, die 36 available observations are further reduced to 31 for Year 3 results. 
There were also difficulties witii some of die data series, particularly witii respect to die 
overall BoP and the government budgetary balance, which were either incomplete or for 
which different (official) sources provided markedly different statistics. 

The restrictions imposed by die availabiUty of data and odier materials means that our 
work is Ukely to suffer fi-om some sample selection bias. Unfortunately, it has not been 
possible to test for this, beyond the rudimentary check mentioned above. We have thus 
been cautious in generalising our results for countiies outside the sample described above. 

Further details about the sample selection and data base are provided in the companion paper. 

Bangladesh 
Cote d'lvoire 
Ghana 
Mexico 
Phihppines 
Tanzania 

Dominica 
Jamaica 
Morocco 
SomaUa 

Brazil 

Malawi 
Pakistan 
Sudan 

Costa Rica 
Dominican Republic 



The before-after method 

Annual data were adjusted to allow for the month in which the programme started. To 
give a concrete example, in March 1985 Costa Rica began a stand-by agreement due to 
run until March 1986. Thus, die base values were calculated as the annual average over 
April 1983-March 1985 (die two years immediately preceding the programme), die Year 
0 outcome over April 1985-March 1986, die Years 1 & 2 outcome as die annual average 
over April 1986-March 1988, and finally, Year 3 over April 1988-March 1989. 
Calculated this way the base value for Costa Rica's Overall BoP was a surplus of 1.2% 
of GDP, as compared with 2.7% for die first twelve months of the programme (Year 0), 
an annual average of 1.9% for the next two years (Years 1 & 2), and 4.0% for the fourth 
year (Year 3). Alternative bases and periods of analysis were tried, but the results did 
not prove very sensitive to variations in approach. 

We tiien calculated die difference between tiiese outcomes and die base for each 
observation, and aggregated so as to calculate an overall mean. Other averages were also 
calculated corresponding to whether the programme was fully completed or not, whether 
the programme was preceded by anodier IMF agreement (and if so, whether it was 
completed or not), and whether the agreement commenced in the 1979-82 period or 1983-
85. This was done for each of the variables imder investigation. 

Statistical tests 

The results were dien subjected to a range of tests. First, we tested for die significance 
of the difference between Year 0, Years 1 & 2, and Year 3 outcomes and the base value -
in other words, whether the difference between the outcomes and the base was 
significantiy different from zero. For various data series, we had sti-ong a priori reasons 
to expect a change in a particular direction, and hence one-tailed t-tests were applied to 
diese series. An example is the Current Account Deficit (line 2, table 4) - both 
theoretical reasons associated with an IMF package and previous evidence predict an 
improvement in the deficit.^ By contrast, we had no a priori reasons to expect the 
Terms of Trade Index (Ime 5) to change in a particular direction, and hence a two-tailed 
t-test was used to evaluate whether the change was sigiuficantiy different from zero or not. 

Second, we tested for the significance of the difference between the proportion of 
programme countries experiencing an increase (or reduction) in each variable and the null 
hypothesis of a presumed random outcome of 50% showing improvements and 50% 
showing deteriorations. (The presumption of a 50:50 spht could be considered a radier 
severe test given that IMF programmes are often agreed in crisis conditions; an alternative 
presumption would be 100% of programme countries showing a deterioration). The test 
was based on the exact binomial distribution (and not the normal approximation to the 
binomial) adjusted for different sample sizes. 

' Other variables tested under a one-tailed hypothesis were lines l,4{a),6,7,10-13, 14,15(a), 17(a), 
and 18. All odier variables were tested under a two-tailed hypothesis. 



Third, die differences between the Year 1 & 2 outcomes of completed and uncompleted 
agreements were tested for significance. A standard t-test was used -this, however, is 
valid only if the two series have a common variance, and hence, this latter hypodiesis was 
tested prior to the t-test.' Only two of the data series (lines 5 and 8) exhibited such 
significance. Indeed, the absence of significance in other variables would suggest that 
full or partial implementation has little substantive effect on the outcome of target 
variables. 

Other test statistics were also calculated, to examine whether die variables were normally 
distributed (Jaques-Bera), whether there was a significant change in the variance of the 
sample before/after (Goldfeld-Quandt) and whether there was a significant difference in 
the means (Chow 11). These tests, however, are not reported as the results were generally 
inconclusive. Only in the case of inflation rates, which have a distinctly non-normal 
distribution, did fliese tests prompt an investigation of alternative functional forms. Log 
transformation produced a more 'orderly' data set, and die significance tests reported in 
Table 4 are on die basis of diis transformed data - results from the untransformed data 
have the same signs but lower significance. Such an arbitrary procedure is, of course, 
open to objection. 

Fiulher details on the data, sources and tests can be provided on request. 

' Nonnalit> was assumed throughout, though significant results were thea tested to confirm the 
assumption before reporting. 
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