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Abstract

The paper presents a detailed description of IMF and World Bank conditionality and
tries to explain changes in this conditionality over time as well as differences between
the two ingtitutions. Using panel data it is shown that the number of Fund conditions
seem to be influenced by contemporaneous World Bank activity. Moreover, the paper
tries to explain compliance with World Bank conditionality as well as interruptions of
IMF programs in the recipient countries. Compliance with World Bank conditionality is
lower in election years and pre-election years. Breakdowns of IMF programs are less
likely in election years. However, no other political factors seem to influence interrup-
tions and compliance systematically. The paper describes the institutions' reaction to re-
cent criticism and concludes with implications for reform.

Zusammenfassung

Die mit den Krediten von IWF und Weltbank verkntipften Auflagen haben sich seit der
Grundung der beiden internationalen Organisationen stark verandert. Wahrend die Kre-
ditvergabe zunachst nur an wenige Bedingungen gekniipft war, missen heute eine Viel-
zahl von zum Tell sehr detaillierten Auflagen erflllt werden. Diese Auflagen werden
zunéchst ausfuhrlich beschrieben. Im Anschluss wird aus politisch-6konomischer Sicht
anaysiert, welche Faktoren fUr deren Veranderung sowie Unterschiede in der Aufla-
genpolitik von Wahrungsfonds und Weltbank verantwortlich sind. Es wird auf3erdem
versucht, die Zahl der in IWF-Programmen enthaltenen Auflagen 6konometrisch zu er-
kléren. Dabei zeigt sich, dass diese Zahl mit dem gleichzeitigen Engagement der Welt-
bank in den kreditnehmenden Landern steigt.

Nachdem dargestellt wurde, inwieweit Weltbank- und IWF-Konditionen in der Vergan-
genheit befolgt wurden und welche Faktoren daftr verantwortlich sein konnten, wird
eine weitere 0konometrische Analyse prasentiert. Es zeigt sich, dass die Auflagen der
Weltbank vor Wahlen signifikant weniger haufig implementiert werden und dass Zu-
sammenbrtche von IWF-Abkommen in Wahljahren weniger wahrscheinlich sind.

Abschlief3end wird die Reaktion der beiden Institutionen auf die in den letzten Jahren
zunehmende Kritik an ihrer Auflagenpolitik dargestellt. AufRerdem werden Reformvor-
schldge unterbreitet.

Keywords: IMF, World Bank, Conditionality, Compliance, Program Interruption
JEL classifications: D72, F33, F34



1 Introduction

As IMF and World Bank were founded in Bretton Woods in 1944, there was no
consideration of intrusive conditionality now common under the international financial
ingtitutions (IFIs) programs. The IMF should provide short term balance of payments
credits and stabilise the post war financia system. The Bank was founded to promote
long term growth in its member countries. However, over time, with the evolution of the
IFls, conditionality gradually increased and became inseparably associated with their
loans. This evolution was never without critics. It was argued that the IMF has put too
much emphasis on internal adjustment and neglects development (Payer 1974). Its
intrusiveness has been criticised (Williamson 1983) as well as its devaluation policy
(Dell 1982). Some have claimed that its programs focus too narrowly on reducing
demand, which jeopardises growth (Allen 1984). With respect to the World Bank,
Stiglitz (1999) argued that its conditionality has been flawed and may have undermined
democracy in recipient countries.

Today, there is a widespread perception that conditionality can not substitute for
creditor ownershipl which is most important to successful implementation of World
Bank and IMF policies (World Bank 1988, 1990, 1992, IMF 2001, Stevens and
Gnanaselvam 1995). For example, Dollar and Svensson (1998) showed, that
governments which are inclined to reform must be identified and can not be created by
international organisations. In order to design effective programs, it would therefore be
most important for the IFIs to detect factors influencing ownership and thus the
willingnessto reform.

The widespread criticism is usually based on case studies and what is generaly
perceived to be the IFIs conditionality. However, data on IMF programs and World
Bank Country Assistance Strategy (CAS) papers are publicly available only since April
1998. Policies negotiated in the Banks adjustment programs are usually not published at
al. Up to my knowledge, there exists no systematic description of the IFIs conditions
included in programs at different times.

The aim of this paper is therefore to provide such an overview and explain changes in
conditionality over time and differences between Bank and Fund. Moreover, it is

1 The term ownership simply means that programs include countries ‘own’ strategies for crises
resolution and not those of the Fund or Bank.



examined in detail whether there are factors that systematically affect compliance with
conditionality.

The paper is organised as follows. Section 2 describes the development of the IFIs
conditionality. Section 3 provides possible explanations and tests some of the postulated
hypotheses empirically. Section 4 surveys the empirical studies of compliance with
IFIS' conditionality and presents my own panel analysis. Section 5 describes the IFls
reaction to recent criticism and proposes reforms.

2 Development of IMF and World Bank Conditionality

In the beginning of Fund operations, the only nation interested in conditionality at all
has been the USA — the only one who was able to provide internationally accepted
currency after the war. Even though the USA had no interest to attach detailed
conditionality to the IMF s short term loans designed to stabilise a borrowers' balance
of payments they wanted to be able to reect drawings if misbehaviour is flagrant
(Cornelius 1988: 48).1 This was refused, however, by possible deficit countries like the
United Kingdom. Due to this conflict no ultimate decision on conditionality was made
at Bretton Woods. Therefore, as the Fund started its operations, its Executive Board?
had to decide on whether to attach conditions to the loans. It was agreed that several
goals should be negotiated to secure the revolving character of IMF resources. The
borrowing country was, however, free to decide with which instruments to achieve these
goals. Popular conditions in the beginning of Fund operations covered monetary and
fiscal policy, reductions in relative price distortions, reduced current account deficits
through import substitution and export promotion, reductions in deficits and an increase
in international reserves (see Table 1).3 Contrary to the Fund, the World Bank depended
from the beginning of its operations on private capital markets. Therefore, in order to
achieve high credit ratings it lends only to countries where repayment seems likely and

1 Such a misbehaviour would be, e.g., if the Fund’s resources would be used to finance capita flights or
rearmament (Dell 1981.: 6).

2 The Executive Board is responsible for the Fund’s daily business. It consists of 24 Executive Directors,
with the Managing Director as chairman.

3 The first program with binding performance criteria has been with Portugal in 1958 which included a
credit ceiling and a maximum commitment level for public work programs and budget expenditure
(Dell 1981: 12).



certain macroeconomic conditions were met.1 In spite of the project nature of most of
the Bank’s lending operations prior to the 80s lending was not unconditional. The
Bank’s conditions were very similar to that of the Fund and covered public sector
budget deficits, credit to the private sector, currency devaluation and reduction in the
current account deficit through import substitution and export promotion (Kapur et al.
1997: 455).

Due to the existence of significant overlap in World Bank and IMF advice and
conditionality, in 1966 an agreement on the institutions primary responsibilities was
made.2 According to this agreement, the Fund should be responsible for exchange rates
and restrictive exchange practices, temporary balance of payments disequilibria and
stabilisation programs. The Bank should generate broader development strategies and
pursue project evaluations. As areas of overlap, financial institutions, capital markets,
domestic savings and the financial position of the borrowing countries were identified.

In the following years, especially after the introduction of the Extended Fund Facility in
1974 IMF conditions became increasingly detailed. Moreover, not only targets were
negotiated but detailed conditions concerning specific instruments (Gould 2001: 9).
This should give a borrowing country confidence that negotiated tranches will be
available in the case of compliance with conditionality. Would only targets be
negotiated, external shocks could be responsible for deviations from these targets.
However, borrowing country’s governments scope was increasingly reduced. As Table
1 shows, between 1969-78 almost all Standby Arrangements included limits on credit
expansion. Contrary to earlier programs, where expenditure restrictions were limited to
restrictions on government’s wage bills and subsidies, a broad range of areas was
covered. 30 percent of the analysed arrangements included restrictions of the wage hill,
9 percent a reduction in government employees, 30 percent set ceilings on government
current and 20 percent on capital expenditures. The percentage of programs covering
reductions of transfers and subsidies rose to almost 40 percent. More than 52 percent of
the programs included tax increases and, for the first time, creditor interests were
covered under the arrangements: 11 programs included reductions in external payments
arrears. Import substitution and export promotion measures start to loose weight. It is

1 Thisalso explains why the bank primarily lends to middle income developing countries and really poor
countries rarely receive large amounts of money.

2 See ,Fund-Bank Collaboration“, memorandum to the Members of the Executive Board from the
Secretary to Department Heads from the Managing Director, December 13, 1966.



interesting to note, that later IMF goals like poverty reduction and growth are not
covered under its earlier conditionality.

At the same time, World Bank conditionality predominantly aimed at improving
management of money and credit, government expenditures and revenues, exchange
rates and foreign debt (Kapur et al. 1997: 480). Conditions concerning import
substitution were — contrary to earlier loans — no longer included. Instead, export
promotion measures were enhanced and restrictions on trade reduced. Often it was
contracted to reduce tariffs and subsidies (Kapur et al. 1997: 484). Moreover, whereas
World Bank focus until the 70s has chiefly been on (government guaranteed) lending
for private enterprises, between 1970-81 credit was granted independently of ownership
if professional management was established (Kapur et a. 1997: 481). This was
welcomed by borrowing countries’ governments who then had strong preferences for
public investment.

However, policies included in the IFIs programs often were not those preferred by
borrowing countries' governments, who claimed that the increasing intrusiveness of
conditionality would not be justified by the relatively small amounts of money
provided. Developing countries protested that IMF conditions were not tailored to
individual countries circumstances and that industrialised countries received its loans
merely without conditionality. Their protests led to a review of IMF conditionality in
1979. It was agreed that individual country’s priorities and characteristics should weigh
more heavily in IMF programs. However, at the same time, a new kind of conditionality
was introduced. In addition to performance criteria, which must be implemented to
secure tranche releases, prior actions should be implemented before a program is
presented to the Executive Board. Officialy, these prior actions should secure that
programs were in line with the targets of the IMF. However, governments frequently
had to execute prior actions not critical for success of the programs in order to
demonstrate its willingness to comply.

In the years following the IMF conditionality review, supply side aspects gained weight
in the programs. This led to greater Fund involvement into social and political
belongings of developing countries. Compared to the 70s, the IMF prescribed not only
more detailed conditions but also paid out less money at the beginning of programs.
Moreover, waivers were more difficult to achieve.
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At the same time, Bank staff increasingly became aware that its projects, even if
individually successful, could not achieve growth if the macroeconomic environment
was deeply flawed. Up to now, conditions did not aim at detailed changes. Instead, they
were attached to the Bank’s loans to secure repayments. However, since its project
lending did not provide it with the leverage to enforce detailed macroeconomic
conditions, structural program lending was initiated in 1980. Under these programs,
structural adjustment should be achieved over a 3-5 year period (Kapur et a. 1997:
510). During this time internal and external deficits leading to high inflation and
depleting reserves should be eliminated (Ferreira and Keely 2000). In the beginning of
adjustment lending, programs negotiated between Bank and borrowing countries
included conditions targeted at reducing structural balance of payments deficits.
Resources should be shifted to the tradable sector (Ferreira and Keely 2000: 160).
Conditions included designing countrywide investment plans, enhance incentives for
improved resource alocation, improvements in infrastructure, promotion of exports and
reduced protectionism (Kapur et a. 1997: 510). To promote supply detailed
microeconomic conditionality was included in those programs. 34 percent of the
conditions included were legal actions specified in legal arrangements. 40 percent were
additional conditions which are requested by the World Bank president and are included
in the staff’s mission report. In addition, 8 percent of conditions were preconditions
which must be fulfilled before the Executive Board votes on the agreement. Prior
actions (18 percent) are ‘voluntarily* taken by borrowing governments since otherwise
they would be included under formal conditionality (World Bank 1990: 10). On
average, adjustment programs between 1980-82 included 34 conditions. This number
rose to 35 in 1983-86 and 56 in 1987-90 (see Table 2). These conditions complemented
those of the IMF since conclusion of an IMF arrangement usually is a precondition for
the Banks adjustment lending. As can be seen in Table 2, 18 percent of Bank conditions
were fiscal and only 3 percent monetary. 17 percent referred to agricultural and 16
percent to trade related goals. In 1991 the average number of conditions was 48 and
rising thereafter (Kapur et al. 1997: 522). Between 1980-88 more than 70 percent of all
conditions were not quantifiable and could therefore not objectively be evaluated
(World Bank 1990: 10). Nevertheless, above 90 percent of structural adjustment loan
conditions and 75 percent of conditions included in sectoral adjustment loans were
linked to tranche disbursement (McCleary 1991: 208).

Table 3 plots conditions included in World Bank programs between 1980-88. As can be
seen, 80 percent of those programs include conditions concerning fiscal policy. In the
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first years of structural adjustment lending reductions of budget deficits account for less
than 1 percent of Bank conditionality. However, those reductions were often included in
contemporaneous IMF programs. Reductions of budget deficits should at that time
primarily be achieved by means of expenditure cuts (Chhibber and Khalilzadeh-Shirazi
1991: 39). Most programs included conditions concerning amount and composition of
expenditures, public investment and subsidies. Ultimately, adjustment programs tried to
eliminate public subsidies completely (Chhibber and Khalilzadeh-Shirazi 1991: 32). As
Table 4 shows, on average, expenditure reductions account for 2 percent and reductions
in investment for 4 percent of conditionality between 1980-88. In the 199 programs
covered, reductions in transfers and subsidies are programmed 38 times. Quantitative
targets for investment were rarely defined. Instead, existing investment plans had to be
revised or new plans had to be initiated. Increases in revenues should predominantly be
achieved through liberalisation of public enterprise prices (Chhibber and Khalilzadeh-
Shirazi 1991: 34). Moreover, processes for planning government budgets should be
strengthened. Overall, only 315 conditions refer to taxes (Table 4). Of those, conditions
to broaden the tax base, simplify existing tax systems and enhance administrative
efficiency were most prominent.

Later programs contained detailed conditions on specific expenditure cuts. Since the
focus was now more on poverty reduction, cuts in areas such as education and health
were generally avoided. Instead, conditions on curtailing expenditure for government
administration, the military and public employees pensions were more frequent
(Ferreiraand Keely 2001: 169).

Conditions concerning international trade account for almost 16 percent of all
conditions and were included in 79 percent of World Bank programs between 1980-88
(Table 2 and Table 3, respectively). In earlier programs conversion of non-tariff trade
restrictions to tariffs was demanded, primarily in order to reduce public deficits. Later,
overall reductions of export and import restrictions, e.g. reductions in tariffs as well as
their dispersion were envisaged (Chhibber and Khalilzadeh-Shirazi 1991: 30). Barriers
concerning import substitution were only cautiously approached. At times tariffs
protecting domestic products have even been raised (Thomas 1991: 48). Between 1980-
93, 27 percent of al conditions aim to reform externa trade (Ferreira and Keely 2000:
177). Between 1980-88, 2.5 percent of these conditions try to improve the exchange rate
system. Such measures are included in 48 percent of all programs (Table 4).
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Reforms covering the financial system are included in more than half of the adjustment
programs analysed (Table 3). In this area, the first adjustment loans targeted mainly at
liberalising interest rates and credit allocation for political reasons (Gelb and Honohan
1991: 78).1 In addition, programs aimed at institutional changes to reduce interest
subsidies and taxes on financia transactions (Ferreira and Keely 2001: 176).
Development of capital and money markets, recapitalisation and mergers of insolvent
banks, improved accounting standards and deposit insurance systems were covered
under Bank conditionality. Regulatory institutions should get more power and some
banks had to change their management (Gelb and Honohan 1991: 81). Moreover,
competition in the financial sector was fostered. The total share of financial conditions
amounts for 9 percent between 1980-93 (Ferreira and Keely 2001: 177). Between 1980-
88 they account for only 4 percent of Bank conditions. Thereafter, they steadily gained
relevance. In 1991, 16 percent of all conditions were financial. Those conditions were
most prominent in Asia, where 16 percent of Bank conditions between 1980-88 covered
this sector (see Table 2).

Conditions relating to public enterprises are included in 76 percent of World Bank
programs between 1980-88 (Table 3). More than 3 percent of the included conditions
tried to enhance institutional efficiency (Table 4). Earlier programs stressed
organisation and management of firms (Ferreira and Keely 2000: 177) and tried to
increase supervision and evaluation of its activities. Half of the programs included
conditions on specific enterprises (Nellis 1991: 109). Other prominent conditions
concerned the number of employees, pricing of goods and services, access to subsidised
credit, reduction in arrears and improved education of public employees (Nellis 1991:
111). Enterprises whose losses increased government budget deficits had to be
restructured. Losses were reduced by price increases utilising monopoly positions. In
the first years of adjustment lending, sales or liquidation of specific public enterprises
were, however, less prominent. If privatisation was required, conditions did not refer to
specific enterprises. Instead, formulation of investment plans was included under
conditionality (Nellis 1991: 114). In later programs, privatisation was more frequent.
Overal, between 1980-93 14 percent of all conditions were related to public enterprises
(Ferreiraand Keely 2000: 176).

1 Conditions on making government’s access to cheap credit more difficult obvioudly lies in the interest
of the staff since these credits might be viewed as substitutes to World Bank loans.
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In the agricultural sector, programs tried to improve incentives which were distorted in
favour of the industry. Agriculture accounts for about 17 percent of all conditions
(Table 4). They were included in nearly 60 percent of structural and almost all sectoral
adjustment loans (Knudsen and Nash 1991 132). Frequently, producer prices as well as
prices for inputs like water and fertiliser were raised. Subsidies were reduced.
Resistance against government withdrawal from this sector was, however, quite strong.
Therefore, such conditions were rare. Instead of privatisation some programs included
measures to deregulate markets, especially concerning private access (Knudsen and
Nash 1991: 135). Reductions in import barriers referring to agricultural products were
frequent conditions. Liberalisation of inputs was, on the other hand, rarely a condition
for World Bank credit.

Other structural measures were prominent mostly in the sectors industry (included in 46
percent of the programs) and energy (28 percent). Each of these sectors accounts for
about 5 percent of al conditions, the majority of which aims at reducing subsidies and
align prices. With respect to the industry sector these conditions were, however, less
stringent than in other sectors (Ferreiraand Keely 2000: 162).

Overal, between 1980-84 conditions focused primarily on international trade and the
fiscal sector. Thereafter, conditions referring to the financial sector as well as
privatisation and institutional reforms gained importance.

In 1987 it became obvious to the Bank that the adjustment process would take longer
than previously anticipated. At the same time the perception became prominent that the
poor should be better protected from adverse effects of the adjustment programs. Since
then, Policy Framework Papers include assessments of the programs social
consequences.l Nevertheless in 1988 only 1 adjustment loan covered a poverty
aleviation program, between 1980-87 there were 2 (Knudsen and Nash 1991: 136). Of
al conditions between 1980-88 less than 1 percent account for protection of the poor
(Table 4). Not until the beginning of the 90s poverty reduction became a central element
of adjustment programs (Ferreira and Keely 2000: 188). Since then, gender equality is
made a condition as well (Thiele and Wiebelt 2000: 8).

1 Policy Framework Papers were prepared by the IFls staff with collaboration of the member country.
They included economic objectives and macroeconomic as well as structural policies for three-year
adjustment periods supported under the IMF' s Enhanced Structural Adjustment Facility (ESAF).

14



In 1986, the IMF introduced its Structural Adjustment Facility (SAF). With the
introduction of this facility, another kind of conditions — structural benchmarks — was
established. If those conditions, which were not provided for under the IMF guidelines
are not met, access to credit tranches is not automatically terminated. Non-compliance
with these benchmarks might lead fund staff, however, to be more stringent if
performance criteria are not achieved. Moreover, though the importance of structural
benchmarks within the Fund is not clear, non-compliance could lead to program
interruptions (IMF 2001: 17). Compared to traditional performance criteria structural
benchmarks are much more microeconomic, which reflects, to some extent, the shifted
focus of the Fund.1 Whereas its initial focus has been to provide short term balance of
payments support, it increasingly evolved to a development agency with a focus on
growth in borrowing countries.

Table 6 shows the distribution of the IMF's structural conditionality between 1987-99.
Overal, the by far most conditions extend to the fiscal sector. Of these, 40 percent refer
to tax systems and tax administration, like the introduction of a value added tax or
implementation of excise taxes on al cigarettes. Expenditures and public sector
management amount for 30 percent of fiscal sector conditions. Other areas covered have
been civil service reform and debt management (IMF 2001a: 27). During the Asian
crisis, conditions referring to the financia sector gained importance. They amount for
almost 24 percent of the Fund’s structural conditions between 1997-99. Of these, 20
percent focused on the monetary policy framework, e.g. on changes in the system of
reserve requirements and the introduction or modification of central bank laws to give
the central bank more autonomy. 50 percent of the financial conditions referred to
banking regulations and supervision. A typical condition in this area would be the
liquidation of a certain bank at a certain time. Financial liberalisation amounts to about
10 percent of financial conditionality (IMF 2001a: 27). Another condition that gained
importance since 1987 has been privatisation. There, a typical condition could be to
privatise, e.g. 80 enterprises at a fixed date. The importance of other areas, on the other
hand, declined over time. The trade sector now amounts for only 6 percent of structural
conditionality. There, conditions were evenly divided between tariff and non-tariff
barriers and focused chiefly on the most restrictive aspects of borrowing countries’ trade
regimes (IMF 2001b: 9). Public enterprises and reform of the exchange system also lost
importance. Overal, however, structural conditionality has increased substantially after

1 A detailed description of structural conditionality since 1987 can be found in IMF (2001a).
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the introduction of the SAF. Between 1985-86 less than 20 percent of upper credit
tranche Standby and Extended Arrangements included conditions related to structural
measures (IMF 2001a: 8). At the end of the decade, such conditions were covered under
almost two thirds of the arrangements whereas by the mid 90s they were included in
amost all programs. The average number of structural conditions per program year in
1987 was 2. In 1994 this number has increased to 7 and between 1997-99 on average
there were 14 (IMF 2001a: 9). The by far largest share of these structural conditions
were benchmarks. However, with the introduction of new facilities, the number of
included binding conditions also began to rise. Between 1952-73 on average 4.23
binding conditions were included in IMF programs. This number rose to 7.13 between
1974-82 and 12.07 between 1983-1990. In 1991-95 it rose further to an average of
12.42 (Gould 2001: 6). The average number of performance criteria from 1995-99 was
12.4 of which 5.4 have been structural criteria (Goldstein 2000: Table 4). In Standby
Arrangements publicly available, between 1999-2001 the average number of
performance criteria is 8.3 whereas total conditions averaged 18.8. Poverty Reduction
and Growth Facility arrangements included 23.4 conditions of which 10 were
performance criteria. This increase in the number of conditions is partialy due to the
Fund's increasing scope. However, the number of conditions covering areas like
exchange and trade systems as well as the fiscal and financia sectors also increased.
Owing to this large number of conditions, it became increasingly difficult for borrowing
countries to identify those conditions which were crucial for further Fund support. In
many programs the boundaries between what was demanded by the Fund and a
country’ s own policies became blurred.

In the beginning of the 90s, Fund critics increasingly claimed that IMF programs were
anti poor. Even though the Fund tried to take this into account in more recent programs
it generally failed to establish pro poor measures under its conditionality. Poverty
reduction is mentioned as major goal in almost all recent programs. However, it israrely
covered by mandatory conditionality. Only structural benchmarks frequently include
conditions to prepare action plans, increase allocations to the health sector or improve
immunisation of the population. Sectors like health and education are, however, usually
spared from budgetary cuts. Moreover, reductions of transfers and subsidies are
normally no longer included in IMF programs.

Table 7 and Table 8 plot conditions included in recent Standby and PRGF
Arrangements, respectively. As can be seen, compared to earlier periods, conditionality
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became much more detailed. Instead of relying on aggregate spending ceilings, the IMF
includes detailed conditions on the content of government expenditures. In this area,
collaboration with the Bank was common.1 Between 1999-2001 more than 65 percent
of al evaluated Standby Arrangements included conditions concerning borrowing
countries financial sectors. Of these, 9 percent aim at liquidation of insolvent banks, 30
percent include bank privatisation. Conditions referring to the liberalisation of the
capital account, which have been included in amost 20 percent of Standby and
Extended Arrangements between 1988-92 (see Table 1) are no longer included.
Compared with this period, the development of subsectors was more frequently
covered. In PRGF arrangements, those conditions were included in more than 60
percent of the programs. In all periods the most important sectors covered were
infrastructure, telecommunication and energy. Compared to 1964-78, restrictions on the
government’s wage bills and reductions in externa payments arrears are more
frequently included since 1988. Today, a major component of structural benchmarks is
privatisation of non-financia public enterprises. These conditions cover almost al kinds
of public enterprises, independent of their size and importance for the borrowing
countries economy. This has been different at the beginning of the Fund's adjustment
lending where only small enterprises were privatised. At this time, conditions on public
enterprises were not very comprehensive, reflecting the lack of adequate data. During
the 80s, the IMF tried to improve performance through measures like performance
contracts, labour force reductions as well as price and market reforms. Later,
establishing commercial management and divestment became more frequent. These
reforms under IMF programs have mainly been designed by World Bank economists.
Fund conditionality often was supportive of measures contained in Bank supported
public enterprise reform operations. The selection of public enterprises to be reformed
as well as the modalities and time table was developed by the Bank as well. The Fund
only assessed the macroeconomic impact of these reforms (Decressin et al. 1999: 181).
Instead of quantitative targets general commitments to phase out subsidies were used
(Decressin et al. 1999: 170).

Conditions not previously mentioned contain measures to protect the environment, the
rights of women and labour market reforms. 15 percent of the programs covered under
this study include conditions on issuing better and more timely statistics based on
qualitatively improved data. Scope and nature of quantitative performance criteria

1 For example, in Bolivia's 1994 program a detailed Bank study served as input to the design of fiscal
policy (Decressin et a. 1999: 181).
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covered under PRGF and Standby Arrangements are similar. However, in addition to
similar numbers of quantitative performance criteria PRGF arrangements include a
larger amount of structural benchmarks and qualitative performance criteria. Due to the
nature of PRGF arrangements its focus lies more on structural reforms. These are
included in amost 90 percent of the analysed programs. Compared with
contemporaneous Standby Arrangements layoffs in the public sector, payments arrears,
tax policy and public enterprises are more frequently covered under PRGF
conditionality. In these programs conditions aimed at reducing corruption and
strengthening the judiciary are al'so included.

Overdl, conditions concerning reforms of the financial sector as well as privatisation
and restructuring of the public sector gained weight relative to exchange rate and trade
liberalisation.

Unfortunately, it is not possible to compare the conditions described directly with the
content of current World Bank adjustment programs. However, the Bank usually makes
its Country Assistance Strategy Papers publicly available since July 1998. These papers
compile possible projects and programs for individual countries over a 2 to 3 year
range. Usually implementation of so-called triggers decides on the amount the World
Bank is willing to lend to a country. Though CAS are generated with the assistance of
country representatives they are not negotiated documents. They represent the Bank’s
strategy for that country and disclose information on country authorities conflicting
views. Table 5 provides an overview of conditions contained in recent CAS.
Comparison to Table 4 emphasises the changed focus. Though there have been financial
conditions in earlier adjustment programs, the increased importance of these conditions
over time is evident. The most frequent condition included in this area is bank
privatisation (included in 35 percent of the programs analysed).

Reform of the judiciary is envisioned in 11 percent of the CAS under review. Other
conditions which were not included in the 80s refer, for example, to corruption and
public safety. Measures designed to protect the social sector as well as conditions
improving education and health became more prominent as well. Conditions targeted at
reduced government expenditures seem to have gained relevance. They have been
included in 20 percent of the CAS. Moreover, these cuts were enhanced by measures
included in IMF programs, compliance with which was part of conditionality in 35
percent of the evaluated CAS.
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Adequate implementation of current Bank projects was included as trigger in aimost 80
percent. 10 percent refer to implementation of strategies covered under the borrowing
country’ s Poverty Reduction Strategy Paper (PRSP), which is also the basis for credits
under the IMF' s Poverty Reduction and Growth Facility (PRGF).

Today, Fund and Bank aim at increased growth and reduced poverty in their member
countries. Their conditionality converged. Though both institutions now use many
structural conditions, the number included in Bank arrangements — the majority of
which are not quantifiable —is still higher.

The next section tries to explain why this is the case. Moreover, public choice reasons
for the observed changes in conditionality over time are discussed.

3 Why hasIMF and World Bank Conditionality changed?

It is sometimes claimed that the IFIS' policies are driven by their mgjor members,
especially the US government (Goldstein 2000: 67, Frey 1997: 121).1 Others stress the
influence of private actors who attach their money to the IMF s programs (Gould 2001).
Conditionality might aso be influenced by borrowing countries politicians. For
example, Dhonte (1997) argued that conditionality can be used as a commitment device.
In order to enhance policy credibility governments tie their hands by including preferred
policy measures in programs with the IFIs. A similar proposal was recently made by
Vreeland (2001) who points out that rejection of government’s preferred policies by
opponents becomes more costly when the policies are tied to IMF conditionality.
Moreover, the interests of the IFI’s staffs seem to be relevant. As is well known,
international bureaucrats derive utility from income, prestige and power (Vaubel 1991:
211). Since staff members prestige rises with the amount of money lent and the
stringency of conditionality attached to the loan the number of conditions attached to
the IFIs programs should rise the more a country depends on their money (Mosley 1991.
125). In light of these considerations differences in conditionality over time as well as
between IMF and World Bank might be explained by changes in relative power and
interests of different stakeholders over time.

1 For example, the US and several G7 governments frequently pushed for policiesin Fund programs that
were not within its core competence.
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In 1969 the principle of conditionality was formally included in the Fund’s Articles of
Agreement, which was obvioudy in the interest of its management and staff. As
described in the previous paragraph, the IMF s conditionality was less specific than
today and covered a smaler range of policies. At this time, adjustment lending
accounted for only asmall fraction of the World Bank’s loans.1 The conditions attached
to these programs and overall country strategies have been much less specific and
numerous compared to the Fund. This was probably because their project lending did
not provide the Bank with the leverage to negotiate agreements with highest
government branches. It was therefore impossible for the Bank to prescribe detailed
conditions.

With respect to specificity, the different financial background of the IMF and the World
Bank might give an explanation. The Bank, which finances its lending with money from
the capital markets is under much more pressure to lend available money. It is therefore
not in the interest of the Bank to negotiate clear criteria which automatically interrupt
programs. Compared to Fund staff, Bank employees probably prefer lending the agreed
money, relative to enforcing the agreed-upon conditions (Polak 1994: 15).

Thisis supported by the fact that the Bank — contrary to the Fund — almost never cancels
programs, even if non-compliance is evident (Dollar and Svensson 1998: 4, Ranis 1996:
6, Nash 1993: 24, Modley et a. 1991: 166). In these cases, tranches are sometimes being
withheld for some time but are eventually paid out completely.

Over time, the IMF's conditions became more numerous. However, contrary to what
one would have expected after the formal introduction of conditionality, the 70s have
been a period of loose conditionality. At this time, partly as a consequence of the oil
price shock, private money for developing countries was abundantly available. Most
higher and many middle income developing countries found it in their interest to borrow
in the private markets, without conditionality attached to the credits. Faced with low
demand for their resources, the IFIs were willing to lend a low conditionality.
However, as debt problems started to emerge in some Latin American countries, the
flow of private money vanished. Now, for many developing countries the only choice to
get fresh money was to accept Fund and Bank conditionality. Consequently, faced with
rising demand for their money, IFls started to attach more conditions to their programs.

1 Between 1961-65 4.6 percent of the Bank’s lending was for adjustment purposes. This share rose to
6.5 percent between 1966-70 and 6.6 percent between 1971-75 (Wright 1980: 22).

20



Since private creditors were willing to lend further only if IMF programs were in effect,
the Fund's leverage was enhanced. This gave him a catalyst function to some extent.
Moreover, since for crisis resolution sometimes more money is needed than can be
provided by the IFIs, IMF and World Bank depend on these private creditors who
should therefore be able to press for conditions which lie in their interest. This
hypothesis has recently been tested by Gould (2001) who found evidence that private
financia institutions have influenced some of the changesin Fund conditionality.

The oil price shock has also contributed to the World Bank’s decision to engage in
adjustment lending. Officially, the Bank wanted to support developing countries which
were affected by the recession in most industrial countries and worldwide inflation.
However, the deterioration in non-oil developing country’s external environment at the
end of the 70s might have induced an unwillingness to service the IFIs debt if the
expected net flow would have been negative (Polak 1994. 10) what probably
strengthened the Bank’s decision. Moreover, adjustment lending provided the Bank’s
staff with more leverage over their members' policies which increased their power and
prestige.

In the following years, the number of conditions — especially those of the Bank —
steadily increased. One possible explanation for this rising number in the 80s might be
the declining interest of (powerful) industrial countries in the IFIs as provider of credit.
Industrial countries received loans from the World Bank only immediately after the
Second World War and after 1976 no industrialised country applied for an IMF
program. Industrial countries have been, however, potential IMF borrowers until the
80s, even though with declining probability. Since governments probably tend to
endorse more stringent conditionality the less the likelihood to be subject to conditions
themselves, the changing nature of possible IFI clients might have contributed to more
stringent conditionality over time. This might also explain why Bank conditions in the
80s have been much more numerous than that of the Fund.

The immediate impact of the declining interest in the IFIs as providers of credit for
industrial countries, however, was an excess amount of money available which could be
lent only with less conditionality attached to it. This could partly explain the low
conditionality in the 70s. It might also have contributed to the inception of the Extended
Fund Facility in 1974 and the enhanced focus on structural adjustment policies (Polak
1994: 8).
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With the decline of the Soviet Union, the USA might have lost some of its interest in
instrumentalising the IFls to do its ‘dirty work*.1 It therefore became more difficult for
alied and neutral countries to get low conditionality loans after 1990.2 Moreover, as
described in the previous paragraph, part of the rising number of conditions is due to the
spread to structural conditionality. This spread might have been induced by the
increased focus on such reforms in industrial countries (IMF 2001a: 12).

At the same time, many former dictatorships became more and more democratic. Their
governments might therefore ask for conditions in their interest to be included in the
programs. This might contribute to the high number of structural benchmarks included
in programs with transition countries from 1989-97. These amount for an average of 13
in Standby Arrangements, 23 in Extended Arrangements and 26 in programs under the
Enhanced Structural Adjustment Facility (Goldstein 2000: Table 9).

Moreover, as a consegquence of the Asian crisis, the IFls faced arising demand for their
money and governments which were desperate enough to agree on virtually all kind of
conditions to get the required international reserves. Again they reacted with an increase
in the number of conditions. In 1997, there were on average 20 conditions included in
programs with Asian countries, compared with an average of 16 conditions for all
countries (Goldstein 2000: 35). Prior to the Asian crisis, these countries have been
successful without much help from the IFIs. It seems that the IMF seized the chance to
imprint their policy on the Asian economies.

As more and more borrowers of the IFIs became more democratic, criticism of the
authoritarian nature of conditionality increased. While it seemed to be acceptable to
impose conditionality on dictatorships, the institutions were now under pressure to pay
due regard to the borrowers own development concepts. Moreover, there was increasing
pressure to publish the attached conditions. This public interest made it increasingly
difficult to pay out tranches at will when conditions were not achieved. In order to
increase their leeway, it was obvioudy in the interest of the staffs to increase the
number of less easily monitorable, less specific conditions.

1 The‘dirty work' hypothesis was first mentioned by Vaubel (1986: 48).

2 There were, however, exceptions to this general trend. The most prominent have been credits granted
to Russia in 1992 and 1996. Another example might be Pakistan which is likely to receive low
conditionality credits from the IFls after joining the american-led alliance recently. This might even
reduce the I Fls pressure for more democracy (Frankfurter Allgemeine Zeitung, 15.10.2001: 3).
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Another important possibility to explain changes in conditionality over time and across
countries might be the changing relationship between the IFIs themselves. As described
earlier, with the inception of the Fund's Extended Facility in 1974 and the Banks
Structural Adjustment Loans in 1980, the demarcation line between Bank and Fund
became blurred. In the 80s, Fund and Bank were rivals for adjustment lending. In some
cases the Bank supported countries in spite of negative Fund evaluations.l The Fund
therefore faced the risk of loosing its clients if the Bank marketed its macroeconomic
programs with softer conditionality. To avoid this kind of competition and contradictory
advice the IMF tried to press for more cooperation (Polak 1994. 39). The IFls started to
send members of their staff to the other organisation’s mission teams. Thisimproved the
range of competences in those teams and therefore the possible scope for conditionality.
This range of conditions covered under the IFIs programs might have been expanded
further by the rising cooperation between Bank and Fund in other areas as well. For
example, Fund programs are a precondition for the Bank’s structural adjustment loans
(SAL). This kind of cooperation is explicitly mentioned under the Bank’s Articles of
Agreement. Paragraph 8(b) states that

In making decisions on applications for loans or guarantees relating to
matters directly within the competence of any international organisation
(.....) the Bank shall give consideration to the views and
recommendations of such organisation.

As can be seen in Table 5, this principle is applied in practice. 35 percent of the Bank’s
Country Assistance Strategy Papers between 1998-2000 include obedience to Fund
conditionality as trigger. With respect to the IMF, this collaboration is not provided for
under its Articles of Agreement. Nevertheless, Fund programs do depend in some ways
on the Bank. As one example, disbursements programmed under the Bank’s SALs are
usually part of the revenue anticipated by Fund arrangements when performance criteria
are settled. Delay in Bank disbursements could therefore imply that Fund performance
criteria are missed and the program interrupts (Polak 1994: 15). Moreover, due to the
close cooperation between the two ingtitutions, Fund staff takes the Bank’s view of a
governments policy into account. This was agreed upon explicitly in the aforementioned
1966 memorandum where Fund and Bank agreed on their respective areas of
competence. In this memorandum, Fund and Bank contracted to consult each other’s

1 Thiswasthe casein Argentina 1988 and Turkey 1988 (Polak 1994: 37).
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staff on matters of their core competence before starting to negotiate with the borrowing
country’ s government. Thisinterchange is reinforced by the joint country missions.

Another area of collaboration is the preparation of reform programs for member
countries. Until January 2000, Bank and Fund staff together drafted Policy Framework
Papers. Since then, Policy Framework Papers are being replaced by Poverty Reduction
Strategy Papers which are prepared in closer collaboration with government staff.l
Nevertheless, since programs of both the IMF and the Bank base on the jointly prepared
PRSP both institutions include conditions in their programs which are not in the area of
their core competence. The Fund therefore adopts part of the Bank’s conditionality,
though not explicitly, but as part of its own program. The number of IMF conditionsis
therefore expected to be higher, the higher is contemporaneous Bank involvement in a
country. This hypothesis, among others, will be tested in the next section.

Empirical Estimates

To summarise, the testable hypotheses of the previous section state that the number of
conditions attached to IMF programs? are higher

- if the US has no interest in supporting a country,
- the more democratic is a country and

- the higher is contemporaneous engagement of the World Bank.

With respect to commercial flows, the influence on the number of conditions is less
clear. On the one hand, commercial creditor’'s money attached to the IFI’s programs
gives them more leverage to negotiate more conditions. On the other hand, commercial
flows may be a substitute for those programs. Therefore, in order to lend at al, less
conditions might be attached.

In what follows, | will test these four hypotheses empirically using as dependent
variable the number of performance criteria and structural benchmarks in IMF programs
concluded with 44 countries.1

1 This might aso help explain why the PRSP-based Poverty Reduction and Growth Facility loans
include more structural conditions compared to Standby Arrangements where Bank-Fund collaboration
islessintense.

2 The hypothesis are valid for the World Bank as well. However, | do not have country data on the
number of conditionsincluded in Bank programs.
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The regression is a pooled time-series cross-section anaysis (panel data). The annual
data cover the years 1987-99. For about half of the countries in the sample the
independent variable is available for only one year. The maximum number of
observations for one country is three years. Therefore, the panel is unbalanced.
Moreover, the number of observations depends on the choice of explanatory variables.

In addition to variables used for testing the above postulated hypothesis, | use the
following groups of variables to predict the number of conditions. The number of
conditions is believed to rise with bad domestic policy. The worse is domestic policy at
the time of the IMF s arrival, the more changes are needed and the larger are probably
the differencesin views about the correct way to manage the economy.

The number of conditions may also depend on the type of program concluded.
Countries with a lower per capita income may have less capacity to implement , good’
economic policies on their own. Moreover, since their access to private capital markets
is constrained, the IMF s power to enforce conditions may rise.

Finally, with the increasing number of structural benchmarks in the 90s, the number of
conditions is likely to be higher in later programs, even if controlled for some of the
factors which might have led to their increase.

In the estimations presented below, | use a poisson model to predict the number of
conditions. A hausman test did not reject random effects, so this specification is used.?

Among the independent variables, the most robust were the following:
the level of economic freedom,
domestic absorption,
a dummy for countries eligible for the IMF's Poverty Reduction and Growth
Facility and
atime dummy for years after 1990.

1 Some basic performance criteria are included in almost all programs so that without the inclusion of
structural  benchmarks variation is small. Moreover, though non-compliance with structural
benchmarks does not immediately interrupt IMF programs they constitute an important part of Fund
conditionality (IMF 2001a: 5). Prior actions are not included, since these data are available only
exceptionally.

2 Since some of the assumptions underlying the poisson model are quite restrictive, a negative binomial
model and a simple OLS specification are also estimated. However, as the results are identical, these
estimations are not reproduced.
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Other covariates were found to be insignificant in most of the specifications. To test for
the influence of contemporary World Bank involvement, three variables are used. These
are the number of adjustment loans, technical loans and al other loans that were
concluded in the same year as the IMF program.

Column 1 of Table 9 shows that most coefficients have the expected sign and are
significant at the one per cent level, except for domestic absorption, which is significant
at the five per cent level. Asthe other columns show, the impact of economic freedom,
eigibility for PRGF and the time dummy are highly robust with respect to the inclusion
of other variables. However, the negative sign of the PRGF-dummy contradicts the a
priori hypothesis. This result is driven by three outliers.l If they are excluded, the
dummy no longer is significant.

Column 2 includes IMF liabilities relative to a country’ s quota with the Fund. Since the
stringency of IMF conditionality is supposed to rise with larger shares of the quota
drawn, its negative coefficient seems surprising. However, this result may arise due to
reversed causality. Smaller numbers of conditions included in IMF programs might lead
to higher demand for credit. To exclude the possibility of reversed causation, the lagged
values of IMF liabilities were used as well. In this specification, an insignificant
coefficient was achieved while the other coefficients remained qualitatively the same.
Moreover, as can be seen in Table 9, with the inclusion of other variables, the
coefficient of IMF liabilities becomes insignificant.

Column 3 adds variables related to the World Bank. Their coefficients are jointly
significant at the 1 per cent level (F=29.68). The hypothesis of equa coefficients
among those variables can be rejected (F = 28.76). As can be seen, the number of both
adjustment loans and technical loans lead to significantly higher numbers of conditions.
Other World Bank loans does not seem to be correlated with IMF conditions.

Columns 4 and 5 test for other creditors’ influence. | include US military and other
loans as a proxy for US interest in that country. The number of conditions should
therefore be higher, the less money it receives from the US. Like commercial flows this
money could also substitute for IMF loans which should also lead to less conditions.
However, neither US military or other US loans nor bilateral and commercial debt are

1 These are Bulgaria, Ukraine and Pakistan.
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significantly correlated with the number of IMF conditions. The same is true for a
dummy which is one for democracies and zero otherwise which is added in column 6.

Finally, column 7 includes all variablesin ajoint regression. As can be seen, the World
Bank variables retain their significance.l

With respect to the above formulated hypotheses, only one found empirical support.
IMF programs tend to include more conditions, the more adjustment and technical
World Bank loans are concluded in the same year. Other variables which were found to
have a robust influence on the number of conditions are the level of economic freedom,
adummy for PRGF digibility and atime dummy.

4 Compliance with Conditionality

As shown in section 2, conditions included in the IFls arrangements have changed over
time. However, this change in conditionality would only lead to changed policies in
developing countries, if conditions were implemented as negotiated. This question has,
however, not been analysed empirically so far. Most existing studies of IMF and World
Bank conditionality focused on the IFls effects on economic outcomes.2 As Kahler
(1992: 96) points out, the degree of implementation might itself be alegitimate measure
of success. This section therefore tries to examine to what degree conditions have been
implemented. Especially, one political factor that influences the will to comply with
arrangements negotiated between a government and the IFIs — national elections in
program countries —isilluminated.

In the words of the IMF (1997), elections result in government overspending and a
genera distraction of policy makers. It is sometimes asserted that because of this non-
compliance in election years programs are cancelled.3 Contrary to this common view, |

1 In order to check for the robustness of the results, a range of other variables was included to the
regression one at the time: aid as a share of GDP, current account balance, government consumption,
rate of inflation, monetary growth rate, trade as a share of GDP and net international reserves. None of
the additional variables has a significant influence on the number of conditions. With their inclusion,
al other variables retain their significance. As an additional test, one country at a time was excluded
from the regression. Again, al variables keep their significance.

2 Ul Hague und Khan (1998) provide a survey of studies evaluating the effect of the IMF on economic
outcomes. Effects of the World Bank are evaluated by Mosley et al. (1991). An exception to the focus
on outcomes is Boockmann and Dreher (2001) who analyse the effects of the IFIs on economic
freedom.

3 E.g. Mecagni (1999: 223).
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shall argue that IMF programs are less likely to break down prior to elections. There are
two possibilities. First, even if non-compliance is evident the IMF may not want to
damage a government’s reputation in the run up of elections. Since the Fund could be
blamed for the defeat of the incumbent, it may grant a waiver and pay out another
tranche before interrupting the program after the election. The IMF may aso believe
that non-compliance is only temporary and will be reversed after the election. Thus, it
may decide not to cancel the arrangement. Second, the break-down of an arrangement
would be interpreted by the voters as failure of the incumbent. A government that has
aready borne the sometimes high politica costs of negotiating an arrangement is
unlikely to cancel a program in the eve of an election. Thus, governments are probably
inclined to agree to harsh future conditionality to prevent the arrangement from
breaking down.

It was already mentioned that World Bank programs are almost never cancelled. | shall
try to test, however, whether complianceislower in and before election years.

First evidence about the effects of elections on new net credit provided by the IFIs, was
provided by Dreher and Vaubel (2001) and Dreher (2001a). We showed that, on
average, IMF credits are significantly larger in pre- and post-election years and
significantly smaller in election years. IBRD loans are significantly larger in pre-
election years. However, the smaller amount of net credit drawn in election years does
not necessarily mean that more programs are cancelled in these years. An alternative
explanation might be that the higher demand in pre-election years results in exhausted
guotas in election years. Governments cannot draw any more money in election years.
Alternatively, but less likely, in election years the administrative capacity of a
government might be exhausted. Governments may thus be unable to negotiate a new
reform program. In addition, since a new program would signal direct support for the
incumbent government, the IFIs might be unwilling to negotiate a program in election
years.1

The observation of higher post-election year credit leads to a second part of the
hypothesis: Since the institutions’ conditionality can be used to justify restrictive
macroeconomic policies after the election, fewer programs should be cancelled during

1 Dreher (2001b) provides another explanation. Conclusion of an IMF arrangement may signal rational
voters the incumbents incompetence. Since otherwise politicians expect to loose the election they
conclude no new arrangements in election years.
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those years. If, however, a new government is elected, it may decide not to comply with
the conditions negotiated between its predecessor and the IFIs. Moreover, if the
incumbent is re-elected, he may decide not to comply with the conditions agreed prior
to the election because — after the election — the perceived trade-off between the cheap
money and reduced political leeway may have changed. As a consequence, the IMF,
having been quite lenient during the election year, may eventually cancel the program.
Thus, with respect to the IMF, it is not clear a priori whether interruptions are more or
less likely in post-election years.

Apart from factors that influence government ownership, the empirical analysis has to
allow for the fact that external or internal shocks could prevent policy makers from
complying with the IFIS' conditionality.!

Compliance with World Bank conditionality

Unlike the IMF, the World Bank itself presents detailed evidence on implementation
and success of its adjustment programs.2 A first outline was given in the document
‘Adjustment Lending: an Evaluation of Ten Y ears Experience’ in December 1988. The
main conclusions were that about 60 percent of the agreed policy changes had been
implemented. There was, however, huge variation across different policy areas. For
example, manipulations of prices have more frequently been implemented than
conditions covering areas that are politically sensitive and require building of
institutions. Compliance was higher than the average for energy policy (80 percent) and
lower for trade, industry and agricultural conditions (55 percent). Similar levels of
compliance with adjustment loan conditionality have been reported by Nash (1993) who
analyses compliance with World Bank trade related conditionality in Sub-Saharan-
African countries between 1980-92. Overal compliance in these countries was
relatively high; almost 65 percent of the conditionality was implemented. For non-Sub-
Saharan countries he reports a rate of compliance of only 55 percent. In those countries
non-compliance was greatest with respect to export institutions and promotion as well

1 Note, that this is different from asking whether the IFIS' programs were successful. Success depends
on many factors. For example, even if a country does not comply with program conditions, a positive
shock could improve its situation. On the other hand, programs could fail to succeed, even if all
conditions are implemented. This could be due to bad program design or, alternatively, because
countries comply only formally and circumvent the program’s spirit with countervailing measures not
covered under the programs conditionality.

2 However, no country evidence on compliance is presented.
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as conditions referring to the exchange rate. Compliance was highest in the case of
export duties and subsidies on import as well as export and quantitative import
restrictions.

The first to analyse political reasons for compliance with World Bank conditionality
were Mogley et a. (1991). They argue that the type of political regime might influence
governments' ability to comply. This is because authoritarian governments do not have
to negotiate with opposition parties about politics. On the other hand, democratic parties
may use Bank conditionality as a scapegoat for their preferred reform measures.
Another view states that it is most important to commitment whether a new government
has come to power. New governments often have popular credits. Moreover, they do not
have to fear the immediate loss of power if unpopular measures are taken. A third view
stresses the importance of a country’s implementation history. On the one hand it is
possible that a history of compliance has contributed to a consensus about the necessity
of reforms. Alternatively, countries that did not comply in the past may now be in such
a bad economic position that they have no alternative but to reform and thus comply
with World Bank conditionality. A fourth type of explanations concentrates on the
struggle between interest groups directly. In order to influence commitment, the
constellation of power in a country has to be changed. This constellation of power
depends heavily on the presence of elections. At those times unpopular reforms are less
likely to be implemented.1

A more recent study of the World Bank (1997) analyses compliance with adjustment
lending in Sub-Saharan Africa. In this study 10 out of 35 countries are identified as
strong compliers, 11 as weak compliers and 14 are poor compliers. In other words, less
than 30 percent of the evaluated countries have a good compliance record.

With respect to project lending, the World Bank (2000) reports a higher rate of
compliance. According to the Bank, compliance was nearly 80 percent between 1998-
99. This compliance measure does not only include compliance with the conditions of

1 There is ample evidence of low compliance prior to elections. For example, in the eve of the
November 1983 election in Turkey, money from the World Bank was used to buy electoral support for
the governing party, e.g. with mass housing programmes (Mosley et a. 1991: 147). Compliance —
which was quite high during the previous period of military rule — was drastically reduced. Public
investment growth as well as extra-budgetary funds were expanded. Another example is the Burnham
government in Guyana that failed to elicit political commitment in the negotiation of an SAL before
elections in December 1980. In Ecuador the removal of maize and wheat import prohibition was only
implemented with adelay in July 1988 after presidential elections were held in January.
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the loan agreement but also whether qualified personnel and the required financial
resources have been assigned to the projects. According to this criteria, compliance with
project conditionality has risen over time. Between 1980-89 compliance was only 50
percent, between 1990-93 it rose to 58 and further to 65 in 1994-97 (World Bank,
Annual Review of Development Effectiveness, various years). However, the Bank does
not evaluate reasons for high or low compliance.

Compliance with IMF conditionality

First evidence on compliance with IMF conditionality was presented by Beveridge and
Kelly (1980). They showed that out of 105 countries with upper-credit-tranche
programs implemented between 196978 only 60 percent achieved the target for the
overall fiscal deficit and 54 percent complied with the credit ceiling. However, they did
not analyse the reasons for thislow compliance.1

In 1985, Zulu and Nsouli report equally low compliance, both for instruments and
objectives. Of 35 programs between 1980-81, 61 percent achieved both objectives and
instruments. At least one instrument has been achieved in 61 percent of the programs,
whereas almost 67 percent achieved at least two objectives. Even lower rates of
compliance have been reported by Edwards (1989). Out of 34 programs approved in
1983 only 30 percent complied with conditions on the government’s deficit. In 1984
compliance was reduced further: the ceiling was observed in only 19 percent of the
programs. One year later, 57 percent of these countries failed to comply. As for changes
in domestic credit, compliance was highest in 1983 (54.8 percent). It reduced to 46.4
percent in 1984 and still further in 1985 (40.9 percent). On average, compliance was

1 Thereis, of course, case study evidence illuminating possible reasons. One example is the program

negotiated with Peru in 1977. This program failed chiefly because targets for the overall budget deficit
were not met. Prior to legidative elections in June 1978, monetary expansion surged to more than 60
percent and foreign direct investment declined drastically. In the second quarter of 1978 the country
was amost bankrupt. In July, one month after the election, a new IMF arrangement was concluded.
The program included conditions on increases in bread and fuel prices, an elimination of most
subsidies, an increase in interest rates and restricted government spending (Cline 1983). The targets for
the 1978 program were substantially met, the external deficit was down to 10 percent of the exports.
Obviously, it would have been difficult to enforce such conditions prior to elections.
Another break-down in which elections might have played arole is that of Tanzaniain 1975. The IMF
refused to disburse the second tranche of a Standby arrangement initiated in august 1975 because the
Tanzanian government did not comply with the imposed conditions (Cline 1983). Specifically,
officials were not able to reduce government spending and monetary growth — maybe because of the
oil price shock and a worldwide recession. Moreover, legidative and presidential elections held in
October could have contributed to the non-compliance. Contrary to the IMF, the World Bank extended
their program loans to Tanzania.
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higher for changes in net domestic credit to the government with 72 percent in 1983 and
about 52 percent in 1984 and 1985. With respect to Extended Arrangements
conditionality has even been lower. Of 30 programs between 1978-86, 24 have been
renegotiated or had their payments interrupted. 16 were formally cancelled for non-
compliance (Haggard 1985).1

Similar results were achieved by Tony Killick (1995) who used a proxy to show that
from 305 IMF programs between 1979 and 1993 only 47 percent were completed
without interruptions. He showed that the completion rate is declining over time and
that Standby Arrangements compared to Extended Fund Facility Arrangements — are
more likely to be completed. In addition, Killick gives evidence that highly indebted
countries as well as countries with small amounts of IMF credit are less likely to
complete a program and that fiscal conditions are especially unlikely to be met. He also
stresses that new programs are concluded for political reasons even if non-compliance
with the conditionality of previous onesis evident.2

More recently, Mecagni (1999) evaluates 36 countries with an IMF program under the
Structural Adjustment Facility or the Enhanced Structural Adjustment Facility approved
between 1986-94. His findings show that 28 of the evaluated countries interrupted their
programs 51 times in total. 17 countries had more than one interruption. Only 10
programs were in effect for 3 or 4 years without any major interruption and policy
dlippage. 38 programs made it at least one year, in the second year, 22 programs
remained in effect. 33 interruptions were caused by slippage on conditionality, only 8
programs broke down due to disagreements about future actions. In some cases,

1 For example, the 1981 Extended Fund Facility Arrangement with Jamaica was not fully disbursed due
to non-compliance in 1983-84 (Stiles 1991). In 1983 — when national elections were held in December
— 85 percent of the agreed amount were drawn. One year later, only 15 percent were disbursed.
Another example is Mexico, where large deviations from targeted public sector borrowing prior to the
July 1985 election occured. In 1984 and 1985 the target was 5.5 and 3.5 percent of GDP, respectively.
The actual borrowing amountsto 8.7 percent in 1984 and 9.9 percent in 1985.

2 This was the case in Sudan, for example, where the IMF supported president Nimeiri despite of
repeated dlippage and a lack of government commitment to reform (Killick 1995: 104). In December
1981, directly after legislator elections, sugar subsidies were abruptly removed instead of letting them
phase out, as agreed with the Fund. Moreover, petrol prices were increased by almost 40 percent.
(Stiles 1991: 92). The program was therefore cancelled. However, a new arrangement was concluded
in February 1982. Another example is the 1996 credit for Russia under the Extended Fund Facility 3
month prior to presidential elections where the US and German governments induced the IMF to
support president Yeltsin (Goricki 1999: 223). This was despite the low compliance with conditions
under the previous Standby Arrangement where Yeltsin, in the eve of parliamentary and presidential
elections promised huge expenditure increases. Moreover, revenues were far behind expectations.
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governments needed more time to get political support in their countries in favour of an
IMF program. In 1988-89, only 40 percent of 17 countries with an SAF program
complied with the postulated credit ceiling. The same is true for the overall fiscal
deficit. In 1/6 of the reviewed programs there were political upheavals. Governments
were therefore not able to make credible commitments. In 12 interruptions elections
played arole.l With respect to the implementation of trade measures the IMF (2001b)
reports higher compliance. Overall, 61 percent of the conditions between 1987-99 have
been implemented. Compliance was quite high concerning reforms of state trading and
lower for reforms of tariffs and quantitative restrictions (57 percent each).

To sum up the evidence, several studies did find influences of political factors on
compliance with loan conditions. But are these studies merely anecdotal or isit possible
to find a systematic correlation between compliance and political factors in creditor
countries? This question will be adressed in the following paragraph. Specifically, | test
whether IMF program interruptions are less likely in election years and, with respect to
the World Bank, whether compliance is reduced at election times.

Some new Evidence: An Empirical Investigation
TheWorld Bank

| start by analysing compliance with World Bank programs. Afterwards, a similar
anaysis is applied to the IMF. The regression is a pooled time-series cross-section
anaysis (panel data). Since some of the data are not available for all countries or years,
the panel data are unbalanced and the number of observations depends on the choice of
explanatory variables. | did not find significant fixed time effects, neither for individual
years, nor for the time after 1984 — which is half of the time analysed. All variables,
their precise definitions and data sources are listed in the appendix.

1 There was, for example, a 12 month delay in completing the review for the 1988 ESAF program with
Bolivia. Presidential elections were held in June 1993, the interruption started in April. However, the
money was completely disbursed prior to the election. There were large deviations from fiscal targets,
as well as from benchmarks on credit and international reserves. Moreover, reforms in the financial
sector were delayed. In Burkina Faso, an SAF program was cancelled 3 month after the elections in
December 1991. Tax collection efforts declined and there were insufficient attempts to compensate for
the income reductions with expenditure cuts. In September 1993, a scheduled ESAF review was not
completed prior to the November elections in Equatorial Guinea. The program went off track in several
areas, fiscal and monetary expansion was excessive and structural reforms were delayed. Similar
problems occured in Ghana, Guinea, Honduras, Kenya, Mauritania, Nepal, Senegal, Sri Lanka and
Togo.
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As dependent variable, | employ an index of compliance constructed with case study
data presented by Nicholas (1988) and Mosley at a. (1991). It takes the value of one if
either low compliance or no compliance at al is observed and zero otherwise.
Therefore, a probit model is used for estimation.

Unfortunately, data are only available from 1980-88 and cover only 23 countries.

To examine the influence of elections on compliance with World Bank adjustment
programs, column 1 of Table 10 regresses the dependent variable on three election year
dummies:. One dummy for pre-election years, one for election years and one for post-
election years. As can be seen, compliance is lower in and before election years.
However, the coefficients are only marginally significant.

Column 2 adds macroeconomic variables, which can be controlled by the government
directly or do depend on its actions:

the overall budget deficit relative to GDP,

the rate of monetary expansion,

changesin international reserves relative to imports,

the current account balance as a percent of GDP and

the net inflow of foreign direct investment relative to GDP.

To avoid simultaneity all additional variables are lagged one year. Only one coefficient
is significant: Higher budget deficits seem to lead to reduced compliance. However, if
more variables are included, this result will be overturned. The coefficients of the
election and pre-election year dummies remain marginally significant.

Column 3 uses three political variables instead:
the share of past IMF programs that were interrupted,
adummy for the existence of autonomous regions and
adummy that is unity if the prime minister isfrom a nationalist party.
On one hand, high shares of IMF programs interrupted in the past might lead to non-

compliance with bank conditionality as well. On the other, most countries with Bank
programs receive money from the IMF as well. Since conditions of the two institutions
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are very similar, compliance with Fund conditionality may be a reasonable proxy for
compliance with the Bank.1 However, no significant correlation was found. The same is
true, if adummy for IMF-interruptions in the same or the previous year is used instead.
The dummy for autonomous regions is highly significant. However, thisis probably due
to the small number of countries for which this dummy is unity. Nationalism has no
significant influence on compliance. Again, the election and pre-election year dummies
are significant at the 10-percent-level. |1 aso tried to check for the influence of
democracy on non-compliance. However, since the number of observations is
drastically reduced the results are not reported in the table.2

Finally, column 4 combines all variables. Apart from the electora variables only the
dummy for autonomous regions has a significant (positive) influence: With regional
autonomy, it is more difficult for the government to comply with World Bank
conditionality. The election year dummy now is significant at the five percent level, the
pre-election year dummy remains marginally significant.3 The final equation is able to
predict the dependent variable correctly 66 percent of the time.

To sum up, | did not find variables other than elections and regional autonomy that
influence compliance with World Bank conditionality systematically. Compliance is
lower in election and pre-election years.

The International Monetary Fund

This section replicates the above analysis for the IMF. However, in the case of the Fund,
no direct data on compliance are available. It is therefore necessary to employ a proxy.
As Killick (1995: 58) points out, the credit agreed but left undrawn may be a useful
indicator of performance under a program. After concluding an arrangement, part of the
credit associated with the program will be paid out immediately. The rest is payable in
tranches. Since IMF credits are highly subsidised, countries have incentives to draw all
the money available immediately. Thisis especially true in election years. However, the

1 If past Bank compliance would be used instead, the number of observations would not allow for a
meaningful test.

2 Again, the election and pre-election year dummies remain significant. The coefficient of the
democracy dummy isinsignificant.

3 Note, that this result is independent from the estimation method. It also holds, if additional political
variables are added. However, due to the drastically reduced sample size, these results are not reported
here.
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money is conditional on observance of several performance criteria. Unless a waiver is
granted, non-compliance results in program interruptions. Therefore, if there are large
unused credit lines, non-compliance and interruptions are likely to be the cause.l In
Killick’s study a program was taken as uncompleted if at least 20 percent of the initial
credit line remained undrawn at the end of a program.2 The results were compared with
case studies on 48 programs, where an almost perfect matching was achieved. Thus, a
similar indicator will be used here.

As in the case of the World Bank, the regression is a pooled time-series cross-section
analysis. Here, the annual data cover the years 1971-97 and extend to 67 countries.3

The dependent variable is a dummy which takes the value of one if in a certain year at
least 25 percent of the amount agreed under an IMF program remained undrawn and
zero otherwise.

As can be seen in Table 11, according to this dummy, interruptions of IMF programs
seem to be quite frequent.4 Between 1969-98 almost 56 percent of the agreed money
were not disbursed as scheduled. The fraction of undisbursed money was lowest under
the Enhanced Structural Adjustment/ Poverty Reduction and Growth Facility and
greatest under the Extended Fund Facility.

To examine the influence of elections on undisbursed credit lines, the dependent
variable is regressed on the three election dummies. As can be seen in Table 12, unused
credit lines are significantly smaller in election years. This result will hold, regardless of
the choice of control variables. It seems that we can reject the claim that more programs
are being cancelled in election years.

1 Only in some cases countries may not draw on their credit lines because their economic situation
improved quickly after the agreement with the Fund. Moreover, some countries might enter an
arrangement only on a precautionary basis, without intending to draw on these credits. However, apart
from these exceptional cases, only countries not complying with Fund conditionality leave some of the
money undrawn.

2 Thesameindicator has been used by Conway (1994).

Initially, the sample contained 111 countries. Due to alack of data, however, it was reduced to 67.

4 Similar results were achieved by Killick (1995: 62). This is in contrast to the findings of Mussa and
Savastano (1996: 16) who report a higher fraction of disbursements. However, since they present the
share of IMF loans actually disbursed under each arrangement this is no adeguate indicator for

program interruptions. With their measure interruptions during a (longer-term) program would not be
measured when the money is finally disbursed.

w
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One year after the election there seems to be, on average, a higher probability of
interruptions. This is compatible with the a priori hypothesis. However, as more control
variables are added, this result cannot be maintained. The pre-election year dummy is
insignificant.

Column 2 adds the same macroeconomic variables as the previous section. Since
ceilings on the overall budget deficit and the rate of monetary growth are included in
amost all Fund arrangements, on average, higher values should induce the Fund to
interrupt the program.l As indicators for the dependence on the IMF, changes in net
reserves, the current account balance and foreign direct investment are included.
Dependence is reduced with rising foreign investment and more foreign reserves
available and raises with higher current account deficits. However, only foreign direct
investment is marginally significant. As can be seen, more foreign direct investment
apparently leads to a greater probability of interruptions. The (marginal) significance of
the post-election dummy drops with the inclusion of the macroeconomic variables.
However, the negative coefficient of the election dummy improvesin significance.

Instead of the macroeconomic variables, column 3 uses the following political and
internal variablesto control for countries’ differences:

the share of past programs in which at least 25 percent of the agreed money
remained undrawn,

an index for currency crises (t-1),

an index for government fractionalisation in the legislature,

an index for the strength of the president,

adummy for the existence of autonomous regions,

adummy that is unity if the chief executive's party is nationalist,

adummy for democracy and

adummy that is unity if thereisan IMF quotareview in the next year.

However, not one of these variables has a significant influence on program
interruptions. Owing to data limitations, the number of observations is reduced by more
than half. Again, the election year dummy keeps its significantly negative coefficient.

1 A better indicator would be the deviation from agreed values. However, those data are not available for
programs before 1998.
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Column 4 combines macroeconomic and political variables.! The results with respect to
the election dummies are highly robust. In the combined regression, 4 variables have a
significant influence on the proxy of program interruptions. In addition to the election
year dummy and foreign direct investment, changes in net reserves and the monetary
growth rate have coefficients that are at least marginally significant.2 The coefficient of
foreign direct investment is now significant at the 5 percent level. The results are easy to
explain: The more foreign reserves are available, the less do governments depend on the
Fund. Higher rates of monetary growth are probably an indicator for non-compliance;
interruptions are therefore more likely. The regression is able to predict program
interruptions correctly 81 percent of the time. However, the McFadden R? remains quite
low.

Finally, column 5 adds dummies to check whether the observed differences in the share
of undisbursed money between arrangements (Table 11) are significant. As can be seen,
the share of disbursed money is significantly lower under Standby and EFF
arrangements. One reason for this might be the higher interest rate subsidy under the
Poverty Reduction and Growth Facility. With the inclusion of these dummies, the share
of past program interruptions in al programs becomes marginally significant. It seems
that part of the money withheld due to non-compliance is paid out later. The influence
of the other coefficients remains unchanged.

To sum up, the results are compatible with the above stated hypotheses: In election
years, program interruptions seem to be less likely than in non-election years. The
IMF s claim that it cancels programs regardless of elections cannot be maintained.3 The
probability of cancellation is not significantly smaller in pre-election years. Initialy, |
did find some evidence that cancellation is higher in post-election years. However, this
result disappeared with the inclusion of more control variables. Neither democracy nor a
country’s past implementation record seem to have a systematic influence on
interruptions of disbursement.

1 | alsotried to check for regional differences. However, as in Killick (1995) no significant effects were
found.

2 The results for international reserves and monetary growth are in line with Ergin (1999) who used a
similar indicator for Tobit regressions.

3 The smaller amounts of new credit in election years observed by Dreher and Vaubel (2001) imply
therefore that less arrangements are concluded during those years.

38



5 Recent Reactionsto Criticism and Implicationsfor Further Reform

The practice of detailed micro conditionality increasingly came under attack. Moreover,
critics of the IFIs argued, that the Fund should stop lending for development purposes
and the Bank should be precluded from financial crisis lending (e.g. International
Financial Institutions Advisory Commission 1999).

This paragraph describes the IFIs reactions to this criticism. Then, it presents a reform
proposal within the existing financial architecture. Finally, two alternative proposals on
restructuring IMF and World Bank completely are presented.

Reacting to the first criticism, the Fund tries to streamline its conditionality. This has
led to the inclusion of less conditions in recent programs (IMF 2001c: 294).1 However,
simply reducing the number of conditions is not enough to increase ownership and
compliance with conditionality under IMF and World Bank programs.

It has been shown that this compliance is quite low. As a consequence, the IMF
sometimes cancels the arrangement while the World Bank does not. The World Bank is
reluctant to negotiate new arrangements with past non-compliers (Mosley et al. 1991.
167) whereas the Fund immediately concludes new arrangements after previous
failures. Both responses seem to be inappropriate. Countries that fail to comply with
(important) program conditions should immediately be excluded from new money. That
means that the current program has to be cancelled and that no new arrangements
should be concluded with that government. Another way to adjust the disproportion
between money paid out and conditionality implemented would be to pay out tranches
only after agreed conditions have been met. This procedure has recently been
introduced under the World Bank’s Higher Impact Adjustment Lending and would be a
good instrument at least for the longer term assistance from the IMF. A similar proposal
has been made by Vaubel (1991) and the International Financial Institutions Advisory
Commission (1999) who proposed to establish IMF conditionality on an ex-ante basis.
If tranches would be released only after compliance with certain codes of good practise,
less money would be paid to failing countries. This principle has been established for
the IMF s contingent credit line which, however, has not been used so far.

1 Since the conditions no longer included under IMF programs will probably be covered by the World
Bank, the total number of conditions will most likely be unchanged.
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To the extent that conditionality is ex post, the interest rate on the loan could be made
contingent on compliance. Low compliance would lead to an interest penalty.

A better selection of countries may also reduce non-compliance. However, it is not
evident which factors — other than elections — influence compliance systematically.
Neither democracy nor past compliance were found to be reliable indicators of future
compliance. With respect to elections, it has been shown that the share of money
disbursed under IMF programs is significantly higher in election years. Since it is
highly unlikely that compliance with conditionality is rising prior to elections, the IMF
seems to be more lenient at this time — probably in order to support the incumbent. It
has been shown that compliance with World Bank conditions is lower in election and
pre-election years. To avoid interference with domestic political processes, Fund and
Bank should not pay out tranches prior to elections in the case of non-compliance.
Camdessus (1996) has objected that the postponement of a program at election times
would be a political act in its own right. However, the real political act is increased
tolerance of non-compliance and increased lending at election time.

With respect to the second criticism, the IFIs do for obvious reasons oppose the
proposals by their critics. Instead of refocusing on their core tasks, they try to enhance
their collaboration further. This was endorsed in a joint paper the institutions presented
recently where it is stated that cooperation between the IFIs must begin at an early stage
and should continue throughout the operational cycle (IMF and World Bank 2001). This
is explained to benefit borrowing countries “in terms of improved quality and cost-
effectiveness of Bank and Fund supported programs, from strengthened procedures for
establishing institutional views and resolving differences as needed, for systematic and
early sharing of information on the country diagnosis and proposed program support,
and for streamlining and focussing conditionality on actions that are critical to the
success of the programs* (IMF and World Bank 2001. iii). They argue that “formul ating
mutually supportive and harmonised conditionality (....) will entail a period of learning
in which best practice approaches are identified” (IMF and World Bank 2001: iv).

But why should the quality of programs improve? And how should best practice
identified? Many of the concepts proposed by the IFls are, of course, contentious. There
simply is no uniformly agreed upon concept on which reforms should be based.? If there

1 There is, for example no theoretical foundation to give the IMF concept for traditional income and
profit taxation in Hungary 1991 precedence over an alternative, consumption based suggestion made
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is no agreement between IMF and Bank over specific policies, why should those
disagreements be cancelled out? A concept endorsed by both ingtitutions, simply
because of the will to present a unique view might be as flawed as one presented by one
of the institutions alone. | therefore argue that the respective country’s government
should decide which policies to chose. Especialy if democratically elected, national
politicians should have the power to decide according to national preferences.

Surely, this would mean some duplication of effort since in the areas of overlap both
institutions would have to work out different concepts. However, this should be solved
by other means than cooperation. One possibility would be to stop the IMF from
lending for development purposes at all. The IMF could be restricted to short term
emergency loans or should stop lending altogether. Under this scenario the Fund could
continue to work out development programs in its member countries and make
suggestions for reform. The country could decide which of those policies are best suited
under itsindividual circumstances and preferences. Finance could then be obtained from
private creditors. This could foster competition among concepts and would enhance
program ownership by local authorities. The practice of combining IFI and commercial
flows to one large package designed to imprint unwarranted policies on sovereign
countries should stop.

The competition among concepts could be improved further if World Bank adjustment
lending would be separated from its structural adjustment programs. Like the reformed
IMF the Bank could compete with regional development banks and private consultants
for the best solutions — surely a better way to identify best practice approaches.! Like
the IMF, the Bank could even establish regular surveillance missions to its member
countries consulting them on policies of their core competences. An independent Bank
department could then decide which programs to support with subsidised credit or
outright grants.

by Manfred Rose. Though it was judged by hungarian economists to be the better proposal, the
consumption based tax system had no chance to be implemented, simply because the IMF proposal
was leveraged with subsidized credit (Rose 1996: 255).

1 This is contrary to the International Financial Institutions Advisory Commission (1999) which
suggested that the World Bank should refrain from areas where regional development banks are
sufficiently devel oped.

Competition could be enhanced further, after the establishment of an Asian Monetary Fund as
proposed by some Asian politicians. This has, however, strongly been rejected by the IMF (Bergsten
2000).
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A second, aternative, possibility would be to merge the two ingtitutions. If, eventualy,
only one joint concept is proposed, if joint committees prepare concepts and program
missions are recruited from both organisations staff, why is it necessary to finance two
bureaucratic overheads. Compared to the status quo, the most relevant point against
merging the IFIs is irrelevant. One big financia institution would have to much power
to enforce its interests. But since it is not the number of actors but the degree of
competition which is relevant, there smply would be no change compared to the status
guo. At least to avoid duplication of efforts and administrative expenses this would be a
conclusive solution.

Concerning the argument mentioned in the above quotation cost-effectiveness is not
achieved if countries have to draft Letters of Intent, Letters of Development Policy and
the like in addition to its Poverty Reduction and Strategy Paper for every creditor. It
would be the much better solution, if a country prepares only one paper based on
competing suggestions by different consulting agencies. Under this scenario, however,
conditionality would have to be completely restructured in order to increase ownership
and compliance. Simply including fewer conditions in the programs to appease critics
will not be enough.

42



Definitions and data sour ces

Table 8

“ Economic Freedom” , Gwartney, J; R. Lawson; D. Samida (2000)

“ Domestic Absorbtion”, International Bank for Reconstruction and Development (1999): Sum

of private consumption, general government consumption and gross domestic investment.
“IMF liabilities as percent of quota” , IMF (2000): changes of stocks of credit in al tranches.

“World Bank Loans’ , Worldbank, www.worldbank.org, as classified by the Bank in adjustment,

technical and all other loans.

“US military grants’, USAID, www.gesdb.cdieorg.: Flows of grants reative to IMF
disbursements.

“USloans’ , USAID, www.gesdb.cdie.org.: Gross loans relative to IMF disbursements.

“PPG bilateral”, IBRD (2000): Bilateral debt includes loans from governments and their
agencies (including central banks), loans from autonomous bodies, and direct |oans from official
export credit agencies. Data used are disbursements on loan commitments during the year

specified relative to IMF disbursements.

“PPG commercial”, IBRD (2000): Public and publicly guaranteed commercial bank loans
from private banks and other private financia institutions. Data used are disbursements on loan
commitments during the year specified relative to IMF disbursements.

“ Dummy for democratic regime”’, Alvarez et al. (1996): Dummy which takes the value of one,
if a country is classified as demaocratic in that year. A country is not classified as democratic
when its chief executive and legidature were not elected and there are not at least two political

parties.

“IMF program interruptions*, http://mww.imf.org: Dummy that takes the value of one, if at
least 25 percent of the money available under equal phasing of the amount initially agreed upon

in an arrangement remains undrawn in a certain year.



Table 9 (additional)

" Non-Compliance with World Bank conditionality”, Mosley et al. (1991), Nicholas, Peter
(1988): Dummy that takes the value of one, if a country’s compliance is classified as

unsatisfying according to case studies.
Election years, Gorvan (1989) and Journal of Democracy (various years).

“Overall Budget Deficit in percent of GDP”, International Bank for Reconstruction and
Development (1999): Overall budget deficit is total expenditure and lending minus
repayments less current and capital revenue and official grants received. Data are for central

government only.

“Monetary Growth” , International Bank for Reconstruction and Development (1999): Average
annua growth rate in money and quasi money. The change in the money supply is measured as

the difference in end-of -year totals relative to the level of M2 in the preceding year.

“Changes in Net Reserves in percent of GDP*, International Bank for Reconstruction and
Development (1999): Measures the net change in a country's holdings of international reserves

resulting from transactions on the current, capital, and financial accounts.

“Current account balance in percent of GDP”, International Bank for Reconstruction and
Development (1999)

“Net inflow of foreign direct investment in percent of GDP”, International Bank for
Reconstruction and Development (1999): Net inflows of investment to acquire a lasting
management interest (10 percent or more of voting stock) in an enterprise operating in an
economy other than that of the investor. It is the sum of equity capital, reinvestment of earnings,

other long-term capital, and short-term capita as shown in the balance of payments.
“ Autonomous regions’, Beck, Thorsten at al.. Dummy that takes the value of one, if a
country hasregions, areasor districtsthat areautonomousor self governing.

“Chief executive is nationalist”, Beck, Thorsten et al.: Dummy that is one, if the chief
executive's party is described as nationalist or a primary component of the party’s
platform isthe creation or defence of a national or ethnic identity.

Table 11 (additiona)

“Index for Currency Crises’, Hutchinson, Michael M. (2001): Weighted average of monthly

exchange rate changes and monthly (percent) reserve losses.
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“Government fractionalisation in the legidature’, Beck, Thorsten et al.: Measures the
probability that any two government legislators drawn at random belong to the same

party.
“ Srength of the president”, Beck, Thorsten et al.: The percent of votes, the chief executive

achieved in thefirst round of the last el ection.

“Dummy for year of IMF quota review”, IMF: http//www.imf.org: Dummy which takes the

value of one for years in which IMF quotas were under review and zero otherwise.
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Table 1: Conditionsin IMF Standby and Extended Arrangements (1964-92)

1964-69 (% |1969-78 |% 1988-92 %
number of programs 10 105 48
|. Monetary and Financial Policies 40 (83.33)
1. Limit on credit expansion 3 (33) (99 (94.29) |39 (81.25)
a. Net Domestic assets or total bank credit 3 (33) 36 (75)
b. Bank credit to central government 70 (66.67) |16 (33.33)
¢. Bank credit to public sector 7 (6.67)
2. Interest rate policy 1 (10) |7 (6.67) |12 (25)
3. Target on foreign reserves 4 (40) |6 (5.71) |na
I1. Public Sector Policies 44 (91.67)
1. Restraint on central government expenditures 32 (66.67)
a. Freezing, reduction or postponement of wage 2 (20) (32 (30.48) (32 (66.67)
increases
b. Freezing or reduction of government employee 9 (8.57) |na
numbers
c. Ceiling on current expenditures 31 (29.52) |na
d. Transfers and Subsidies 3 (33) |41 (39.05) |na
e. Capital Expenditure and net lending 21 (20) na
2. Tax Palicy 8 (80) |59 (56.19) |na
a. Improve or Reform (tax) administration 59 (56.19) |na
b. Reform of the tax system or tax basis 8 (80) |53 (50.48) |na
c. Increasein taxes 3 (33) |55 (52.38) |na
3. Non-financial public enterprises 14 (29.17)
a. Privatisation na
b. Improve Price Sructure 30 (28.57) |14 (29.17)
c¢. Improve ingtitutional efficiency na
4. Reduction of Deficit as Percent of GDP 42 (40) 32 (66.67)
I11. External Debt Policies 46 (95.83)
1. Control of Public and Publicly guaranteed debt 34 (70.83)
2. Reduction in Arrears 11 (10.48) |28 (58.33)
V. Exchange and Trade Palicies 47 (97.92)
1. Liberalisation and reform of exchange rate 47 (97.92)
a. Adjustable/ Crawling peg 14 (29.17)
b. Flexible rates 17 (35.42)
c. Fixed rates 14 (29.17)
d. Devaluation of the currency 6 (12.5)
2. Liberalisation and reform of trade system 9 (18.75)
a. Importsubstitution 5 (50) |8 (7.62)
b. Export promotion measures 5 (50) |16 (15.24)
c. Capital account liberalisation 9 (18.75)
V. Structural Adjustment M easures 39 (81.25)
1. Developing and restructuring of a subsector 17 (35.42)
a. Infrastructure, telecommunication and energy 11 (22.92)
b. Agriculture 6 (12.5)
2. Protection of the poor 1 (10)
3. Wages and Prices 37 (77.08)
a. Wage guidelines or wage reform policies 2 (20) |6 (5.71) |12 (25)
b. Reduction in price distortions 5 (50) |12 (11.43) |36 (75)

Source: Schadler et al. (1995), Killick (1986), Beverage and Kelly (1980).
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Table 2: Distribution of World Bank Conditions (1980-88)

1980-82 | 1983-86 | 1987-90 1991 1980-88
num. (% [num. [% [num. [% [num. [% %
All Regions Afri |Asia |Europe,|Latin |All
ca Middle |Amer.
East, |&
North |Carib.
Africa
Supply Side,
Growth Oriented
Policy
Trade 47 |17 118 |18 |192 |11 |162 |11 |12 |18 |13 26 |16
Public Enterprises |26 |9 |79 |12 |288 |17 |161 |11 |17 |12 |5 15 |14
Public Ingtitutions |21 |7 |49 |7 202 |12 219 |15 |11 |3 5 4 7
Financial Sector 12 |4 54 |8 211 |12 |240 |16 |7 16 |11 13 |10
Agriculture 54 |19 |143 |22 224 |13 |112 |8 |16 |12 |33 7 17
Industry 23 8 |56 9 |76 |4 |23 2 |4 8 4 7 5
Energy 24 19 |2r 4 |74 4 23 |2 |2 8 10 3 5
Social Sector 3 1 ]2 0 134 |2 |10 |7 |1 0 1 2 1
Other Sectors 2 1 I8 1 42 2 [68 [5 |3 1 1 0 2
Absorbtion
Reducing Policy
Fiscal Policy 57 |20 |98 |15 |287 |17 |298 |20 |22 |17 |13 16 |18
Monetary Policy 2 1 5 1 |13 1 25 |2 |2 2 3 4 3
Switching Palicies
Exchange Rate 8 3 [16 2 38 2 [20 [1 3 3 1 3 2
Wage Policy 2 1 |5 1 |47 |3 31 |2
All 282 100 |657 |100 |1725 |100 1483 |100 |100 |100 |100 100 |100
Number of 8 19 31 31
Programs
Average number |34 35 56 48 47
of conditions

Source: Kapur et al. (1997: 521), World Bank (1990: 7).
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Table 3: Conditionsin World Bank Programs (1980-88)

percent

Supply Side, Growth Oriented Policy

Trade 79
Public Enterprises 76
Public Institutions 57
Financial Sector 52
Agriculture 63
Industry 46
Energy 28
Absor btion Reducing Policy

Fiscal Policy 80
Monetary Policy 44
Exchange Rates 48

Source: World Bank (1990: 5).
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Table 4: Conditionsin World Bank Adjustment L oans per sector

(1980-88)

Marco, Public|Social Welfare Financial Trade

Sector

num (% num |% num (% num %
total number of conditions 555 842 169 770
I. Monetary and Financial Palicies
1. Limit on credit expansion 5 09 |6 (0.71) |6 (355 |14 (1.82)
2. Interest rate policy 18 |(3.24) (27 ((3.21) |6 (355) |15 (1.95)
3. Reform of the financial system 39 |(7.03) (86 [(10.21) (13 |(7.69) |55 (7.14)
II. Public Sector Policies
1. Restraint on central government expenditures
a. Ceiling on current expenditures 10 |(1.8) |15 ((1.78) |2 (1.18) |21 (2.73)
b. Transfers and Subsidies 4 (0.72) |7 (0.83) 4 (0.52)
c. Capital Expenditure and net lending 14 |(252) 41 ((4.87) |3 (1.78) |18 (2.34)
2. Freezing or reduction in expenditure arrears
3. Tax Policy 22 |(3.96) |46 |(5.46) |12 [(7.1) |16 (2.08)
a. Privatisation 33 |(5.95) |12 |(1.43) |8 (4.73) |28 (3.64)
b. Improve institutional efficiency 8 (1.44) 117 |(202) |1 (0.59) |20 (2.6)
4. Reduction of Deficit as Percent of GDP 9 (1.62) |14 |(166) |4 (2.37) |18 (2.34)
5. Raise Investment, design program or build|6 (1.08) |14 |(1.66) 1 (0.13)

institutional capacity

I11. Exchange and Trade Policies

1. Liberalisation and reform of exchange rate 42 |(757) |26 [(3.09) |4 (2.37) |12 (1.56)

2. Liberalisation and reform of trade system 123 (22.16)|130 |(15.44) |34 |(20.12) |189 |(24.55)

a. Importsubstitution

b. Liberalisation of imports 37 |(6.67) (21 [(249) |7 (4.14) |56 (7.27)

c. Export promotion measures 31 |(559) (47 [(658) |1 (0.59) |25 (3.25)

V. Structural Adjustment M easures

1. Developing and restructuring of a subsector

a. Energy 20 [(36) |29 (344 |10 [(5.92) |47 (6.2)
Pricing and subsidies 14 |(252) |11 ((1.31) |5 (2.96) |31 (4.03)
Entry, Exit, Expansion 1 (0.18)

Other regulation 1 (0.18) |3 (0.36)

Subsector/ Firm restructuring 1 (0.18) |4 (0.48) |3 (2.78) |7 (0.91)
Investment promotion and incentives 4 (0.48) |2 (1.18)

Technology 1 (0.18) |1 (0.12) 1 (0.13)
Subsector planning 1 (0.18) |3 (0.36) 2 (0.26)
Other sector-specific policies 1 (0.18) |3 (0.36) 6 (0.78)

b. Agriculture 59 |(10.63)|164 |(19.48) |26 |(15.38) |112 |(14.55)
Pricing and subsidies 35 |(6.31) |57 |(6.77) |11 |(6.51) |76 (9.87)
Entry, Exit, Expansion 1 (0.18) |6 (0.71) 1 (0.13)
Other regulation 2 [(036) |22 [(249 |1 (0.59) |7 (0.92)
Subsector/ Firm restructuring 10 |(1.8) (34 [(404) |5 (2.96) |13 (1.69)
Investment promotion and incentives 11 (.31 |3 (2.78) |3 (0.39)
Technology 4 (0.48) 1 (0.13)
Subsector planning 6 (1.08) |15 |(1.78) |2 (1.18) |2 (0.26)
Marketing 4 |(0.72) |8 (095 |4 (2.37) |3 (0.39)
Other sector-specific policies 1 (0.18) |8 (0.95) 6 (0.78)

c. Industry 25 |(45) |38 |45y |7 (4.14) |35 (4.55)
Pricing and subsidies 11 {(1.98) |5 (0.59) |3 (1.78) |23 (2.99)
Entry, Exit, Expansion 3 (0.54) |7 (0.83) 3 (0.39)
Other regulation 4 (0.72) |5 (0.59) |2 (2.18) |1 (0.13)
Subsector/ Firm restructuring 1 (0.18) |9 (1.07) |1 (0.59) |4 (0.52)
Investment promotion and incentives 6 (1.08) |7 (0.83) 3 (0.39)
Technology 1 (0.12)




Table4 (COﬂti nued) Marco, Public|Social Welfare|Financial Trade

Sector
num |% num |% num % num %
Subsector planning (Supply and demand 1 (0.12 1 (0.13)
issues
Marketing 1 (0.59)
Other sector-specific policies 3 (0.36)
2. Labour market reform and liberalisation 4 (0.48) |4 (237) |1 (0.13)
3. Protection of the poor 1 (0.18) |7 (0.83)
4. Wages and Prices
a. Wage guidelines or wage reform policies 18 [(3.24) |8 (095 |4 (2.37) |13 (1.69)
b. Reduction in price distortions 9 (1.62) |7 (0.83) |4 (2.37) |14 (1.82)
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Table4 (COﬂti nued) Sectoral Policies |Natural Total
Environment
num % num % num |%

total number of conditions 599 2553 7723

|. Monetary and Financial Policies

1. Limit on credit expansion 11 (1.84) |13 (0.51) 67 |(0.87)

2. Interest rate policy 15 (25 |37 (1.45) 150 |(1.94)

3. Reform of the financial system 33 (5.51) |214 (8.38) 647 |(8.38)

Il Public Sector Palicies

1. Restraint on central government expenditures

a. Celling on current expenditures 10 (1.67) |46 (1.8) 142 |(1.84)

b. Transfers and Subsidies 7 (1.17) |8 (0.31) 38 [(0.49)

c. Capital Expenditure and net lending 16 (2.67) |98 (3.84) 305 |(3.95)

2. Tax Policy 31 (5.18) |125 (4.9) 315 |(4.08)

a. Privatisation 21 (351) |41 (1.61) 191 |(2.47)

b. Improve Price Sructure

c. Improve ingtitutional efficiency 11 (1.84) |88 (3.45) 254 ((3.29)

3. Reduction of Deficit as Percent of GDP 28 (4.67) |45 (1.76) 185 |(2.4)

4. Raise Investment, design program or build/2 (0.33) |26 (2.02) 69 [(0.89)

institutional capacity

I11. Exchange and Trade Policies

1. Liberalisation and reform of exchange rate 11 (1.84) |53 (2.08) 188 |(2.43)

2. Liberalisation and reform of trade system 115 (19.2) (357 (13.98) 1231|(15.94)

a. Importsubstitution

b. Liberalisation of imports 28 (4.67) |50 (1.96) 240 ((3.11)

¢. Export promotion measures 21 (351) 121 (4.74) 339 ((4.39)

V. Structural Adjustment M easures

1. Developing and restructuring of a subsector

a. Energy 19 (317) |110 (4.32) 350 |(4.53)
Pricing and subsidies 10 (1.67) |36 (1.41) 139 |(1.8)
Entry, Exit, Expansion 2 (0.08) 5 |(0.06)
Other regulation 1 (0.17) |3 (0.12) 16 |(0.21)
Subsector/ Firm restructuring 8 (0.31) 37 [(0.48)
Investment promotion and incentives 3 (0.5 |14 (0.55) 39 |[(0.5)
Technology 2 (0.33) |8 (0.31) 16 |(0.21)
Subsector planning (Supply and demand issues |1 (0.17) |29 (1.14) 60 [(0.78)
Marketing 4 |(0.05)
Other sector-specific policies 2 (0.33) |10 (0.39) 34 [(0.44)

b. Agriculture 85 (14.19) (470 (18.41) 1306((16.91)
Pricing and subsidies 44 (7.35) |96 (3.76) 436 |(5.65)
Entry, Exit, Expansion 2 (0.33) |15 (0.59) 39 |((0.5)
Other regulation 4 (0.67) (38 (1.49) 97 |(1.26)
Subsector/ Firm restructuring 11 (1.84) |88 (3.45) 212 |(2.75)
Investment promotion and incentives 6 D 42 (1.65) 86 |[(1.11)
Technology 1 (0.17) |19 (0.74) 29 ((0.38)
Subsector planning (Supply and demand issues |8 (1.34) |78 (3.06) 193 |(2.5)
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Table4 (COﬂti nued) Sectoral Policies |Natural Total
Environment
num % num % num |%
Marketing 4 (0.67) |33 (1.29) 83 [(1.07)
Other sector-specific policies 5 (0.83) |61 (2.39) 131 |(1.7)
c. Industry 32 (5.34) |169 (6.62) 390 |(5.05)
Pricing and subsidies 12 2 18 (0.71) 83 |(1.07)
Entry, Exit, Expansion 1 (0.17) |13 (0.51) 32 |(0.41)
Other regulation 4 (0.67) |29 (1.14) 55 |(0.71)
Subsector/ Firm restructuring 4 (0.67) (32 (1.25) 71 [(0.92)
Investment promotion and incentives 6 D 28 (1.1 69 [(0.89)
Technology 2 (0.33) |20 (0.78) 26 [(0.34)
Subsector planning (Supply and demand issues |3 (05 11 (0.43) 26 [(0.34)
Marketing 3 (0.12 8 [(0.1)
Other sector-specific policies 15 (0.59) 20 [(0.26)
2. Labour market reform and liberalisation 10 (0.39) 30 {(0.39)
3. Protection of the poor 29 (1.14) 74 |(0.96)
4. Wages and Prices
a. Wage guidelines or wage reform policies 16 (2.67) |56 (2.19) 160 |(2.07)
b. Reduction in price distortions 7 (1.17) |14 (0.55) 64 |(0.83)

Source: World Bank (1990).
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Table5: Conditionsin World Bank Country Assistance Strategy Papers

(17 programs, 1998-00)

number of conditions included

number of programs

in programs including conditions

number percent |number |percent
I. Monetary and Financial Policies 25 (6.36) 12 (70.59)
1. Limit on credit expansion 1 (0.25) 1 (5.88)
a. Net Domestic assets or total bank credit 1 (0.25) 1 (5.88)
2. Reform of the financial system 19 (4.83) 11 (64.71)
a. Closing of insolvent banks 2 (0.51) 2 (11.76)
b. Restructuring/ Recapitalisation of the banking|2 (0.51) 2 (11.76)
system
¢. Introduction/ Restructuring of deposit insurance|l (0.25) 1 (5.88)
scheme
d. enhance surveillance and transparency 2 (0.51) 2 (11.76)
e. Privatisation of banks 6 (1.53) 6 (35.29)
3. Grant/ Improve independence to central bank 2 (0.51) 2 (11.76)
4. Inflation 2 (0.52) 2 (11.76)
5. Target on foreign reserves 1 (0.25) 1 (5.88)
I1. Public Sector Policies 41 (10.43) |16 (94.12)
1. Restraint on central government expenditures 4 (1.02) 3 (17.65)
a. Freezing, reduction or postponement of wage|l (0.25) 1 (5.88)
increases
b. Freezing or reduction of government employee|2 (0.51) 2 (11.76)
numbers
c. Ceiling on current expenditures 1 (0.25) 1 (5.88)
2. Freezing or reduction in expenditure arrears 1 (0.25) 1 (5.88)
3. Tax Palicy 6 (153 |5 (29.41)
a. Improve or Reform (tax) administration 6 (1.53) 5 (29.41)
4. Non-financia public enterprises 11 (2.8) 10 (58.82)
a. Privatisation 10 (2.54) 10 (58.82)
b. Improve institutional efficiency 1 (0.25) 1 (5.88)
5. Reduction of Deficit as Percent of GDP 7 (1.78) 7 (41.18)
6. Raise Investment, design program or build|2 (0.51) 2 (11.76)
institutional capacity
7. Expenditure management 4 (1.02) 4 (23.53)
8. Decentralisation 2 (0.51) 2 (11.76)
9. Governance 4 (1.02) 4 (23.53)
I11. Exchange and Trade Policies 6 (1.53) 4 (23.53)
1. Liberalisation and reform of trade system 6 (1.53) 4 (23.53)
a. Liberalisation of imports 2 (0.51) 2 (11.76)
IV. Structural Adjustment M easures 62 (15.78) |16 (94.12)
1. Developing and restructuring of a subsector 26 (6.62) 12 (70.59)
a. Infrastructure, telecommunication and energy 11 (2.8) 8 (47.06)
b. Health and education 8 (2.04) 7 (41.18)
c. Agriculture 4 (1.02) 4 (23.53)
d. Land 3 (0.76) |3 (17.65)
2. Labour market reform and liberalisation 1 (0.25) 1 (5.88)
3. Judicial Reform 2 (0.51) 2 (11.76)
4. Maintain/ enhance security 3 (0.76) 3 (17.65)
5. Fight AIDS 1 (0.25) 1 (5.88)
6. Improve Pension System 5 (1.27) 5 (29.41)
7. Protection 11 (2.8) 10 (58.82)
a. of the rights of women 1 (0.25) 1 (5.88)
b. of the poor/ social sector 10 (2.54) 10 (58.82)
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Table5 (COﬂti nued) number of conditions included|number of programs
in programs including conditions
number percent |number |percent

8. Wages and Prices 3 (0.76) 3 (17.65)

a. Reduction in price distortions 3 (0.76) 3 (17.65)

9. Improve business environment/ competition 7 (1.78) 7 (41.18)

V. Improve database/ statistics 1 (0.25) 1 (5.88)

V1. IFI related conditionality 21 (5.34) 13 (76.47)

1. Adhere to IMF programs 6 (1.53) 6 (35.29)

2. Adequate program implementation 13 (3.31) 13 (76.47)

3. Implementation of PRSP 2 (0.51) 2 (11.76)

VII. Satisfactory macr o framework 5 (1.27) 5 (29.41)

Source: CAS Paper, www.worldbank.org.
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Table 6
Distribution of IMF Structural Conditions (per cent, 1987-99)

1987-90 1991-93 1994-96 1997-99
Exchange System 114 10.8 34 24
Public Enterprises 11.9 5.7 6.8 5.7
Fiscal Sector 22.7 27.8 31.0 24.7
Privatisation 34 6.8 13.6 15.6
Financial Sector 13.0 13.6 14.7 23.6
Trade Sector 18.4 11.6 7.4 6.0
Pricing and Marketing 7.9 9.7 8.8 5.1
Systemic Reforms 2.8 4.3 4.8 6.3
Social Security 2.8 2.3 34 4.3

Source: IMF (2001a: 24).
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Table 7: Conditionsin IMF Standby Arrangements (36 programs, 1999-2001)

Prior Act. |Perf. Criteria|Struct. B.  |All conditions
number of conditions (average)* 113|(10.27)|296 |(8.22) 260 |(10.4) |669 |(18.58)
% % % %

|. Monetary and Financial Policies 5 |(4545)35 [(97.22))21 (84 (36 |(100)
1. Limit on credit expansion 32 ((88.89)|2 [(8) [32 (88.89)
a. Net Domestic assets or total bank credit 31 |(86.11)1 |(4) 31 [(86.11)
b. Bank credit to central government 11 |(30.56) 11 |(30.56)
¢. Bank credit to public sector 1 |(2.78) 1 (2.78)
2. Interest rate policy 1 |(9.09) 11 |(278) |2 [(8) |2 (5.56)
3. Reform of the financial system 4 [(36.36)|5 |(13.89)|20 |(80) (24 |(66.67)
a. Closing of insolvent banks 1 |(9.09) 3 [(8.33) 4 (11.11)
b. Restruct. / Recapitalisation of the banking system 1 |(278) 1 (2.78)
c. Introd. / Restruct. of deposit insurancescheme |1 |(9.09) 1 (2.78)
d. Promote competition and liberalisation 1 |(278) 1 (2.78)
e. Bade standards/ IAS 1 |(278) 2 |(8) 3 (8.33)
f. enhance surveillance and transparency 2 (8 2 (5.56)
g. Privatisation 2 /(1818)]12 ((5.56) |7 [(28) |9 (25)

4. Grant independence to central bank 1 |4 1 (2.78)
5. Target on foreign reserves 30 [(83.33) 30 [(83.33)
I1. Public Sector Palicies 7 1(63.64)34 [(9444)21 (84 34 [(94.49)
1. Restraint on central government expenditures 2 /(18186 ((1667)]1 |4 |9 (25)

a. Transfers and SQubsidies 1 |(9.09) 1 (2.78)
2. Freezing or reduction in expenditure arrears 1 |(9.09) 8 |(22.22)[1 |[(4) 10 |(27.78)
3. Tax Palicy 3 (27275 |(13.89)/12 |[(48) |17 [(47.22)
a. Improve or Reform (tax) administration 1 |(9.09) |1 |[(2.78) 2 (5.56)
b. Reform of the tax system or tax basis 1 |4 1 (2.78)
4. Non-financial public enterprises 3 [(27.27)|]3  |(8.33) |14 |(56) |16 [(44.44)
a. Privatisation 3 (27213 |(8.33) |13 [(52) |15 |(41.67)
5. Reduction of Deficit as Percent of GDP 1 |(9.09) 30 |(83.33)[1 [(4) 30 [(83.33)
I11. External Debt Policies 31 |(86.11)[2 [(8) 32 [(88.89)
1. Control of Public and Publicly guaranteed debt 31 ((86.11))1 |(4) |32 |(88.89)
2. Control of Maturity 27 |(75) 27  |(75)

3. Reduction in Arrears 9 (29 9 (25)
V. Exchange and Trade Poalicies 5 [(45.45))5 [(13.89))9 [(36) |16 |(44.49)
1. Liberalisation and reform of exchange rate 4 |(36.36) 1 |4 |5 (13.89)
a. Devaluation of the currency 1 |(9.09) 1 (2.78)
2. Liberalisation and reform of trade system 3 (27204 (11116 |(24) |11 |(30.56)
a. Liberalisation of imports 2 /(18.18)]12 [(5.56) 2 [(8) 5 (13.89)
V. Structural Adjustment M easures 8 [(72.73)|6 |(16.67)|12 |(48) |20 |(55.56)
1. Developing and restructuring of a subsector 3 |(27.27))]3 |(833) 5 [(20) |9 (25)

a. Infrastructure, telecommunication and energy 3 |[(27.27)|)2 |(5.56) 4 |(16) |7 (19.44)
b. Health and education 1 |(9.09) 1 (¥ 2 (5.56)
c. Agriculture 2 |(556) 13 (120 |5 (13.89)
2. Labour market reform and liberalisation 1 |(278) 11 |4 |2 (5.56)
3. Protection 2 /(18182 [(556) |10 [(40) |13 [(36.11)
a. of the poor 2 |(18.18))1 [(2.78) |10 |(40) |12 [(33.33)
b. of the environment 1 |(278) 11 |4 2 (5.56)
4. Wages and Prices 6 |(5455)2 |(556) 12 8 |9 (25)

a. Wage guidelines or wage reform policies 1 1(9.09 1 (¥ 2 (5.56)
b. Reduction in price distortions 5 |(4545))2 |(556) 2 |(8 |8 (22.22)
V1. Improve database/ statistics 1 [(9.09 6 [|(24) |6 (16.67)

*: The average refers only to programs reporting conditions

Source: Letters of Intent, www.imf.org.

in that category. Since programs not
reporting them may actually not include any, the number for prior actionsis probably overstated.
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Table 8: Conditionsin IMF PRGF Arrangements (31 programs, 1999-2001)

Prior Action |[Pert- Criteria giryct, B. Al conditions
number of conditions (average) 91 |(7.58) |320 |(10.32) |313 |(10.1) |724 |(23.9)
% % % %
|. Monetary and Financial Policies 7 [(58.33) |31 |(100) 119 |(61.29)| 31/(100)
1. Limit on credit expansion 31 [(100) |1 [(3.23) 31/(100)
a. Net Domestic assets or total bank credit 19 |(61.29) 19((61.29)
b. Bank credit to central government 30 [(96.77) 30/(96.77)
¢. Bank credit to public sector 3  [(9.68) 3/(9.68)
2. Reform of the financial system 6 |(50) 7 |(22.58) |19 |(61.29) 21/(67.74)
a. Closing of insolvent banks 1 |(323) |2 |[(6.45) 3/(9.68)
b. Restruct. / Recapitalisation of the banking system 2 (645 |3 [(9.68) 4/(12.9)
c. Introduc. / Restruct. of deposit insurance scheme 2 |(6.45) 2/(6.45)
d. Basle standards/ 1AS 1 1323 |1 (323 2/(6.45)
e. enhance surveillance and transparency 1 (323 1/(3.23)
f. Privatisation 4 (3333 |3 |(968) |8 [(25.81) 9/(29.03)
3. Target on foreign reserves 1 [(833) |21 |(67.74) 21/(67.74)
I1. Public Sector Palicies 11 [(91.67) |27 |(87.1) |29 |(93.55) 31/(100)
1. Restraint on central government expenditures 5 |(4167) |2 |(6.45) |13 |(41.94) 14((45.16)
a. Freezing, reduction or postp. of wage increases 1 |(323) |1 (323 2/(6.45)
b. Freezing or reduction of gov. employee numbers |4 |(33.33) |1 [(3.23) |10 |(32.26) 11{(35.48)
c. military expenditure 2 |(6.45) 2/(6.45)
2. Freezing or reduction in expenditure arrears 12 |(38.71) |2 |(6.45) 13/(41.94)
3. Tax Policy 5 |(4167) |2 |(645) |16 |(51.61) 20/(64.52)
a. Improve or Reform (tax) administration 1 [(8.33) 4  |(12.9 4/(12.9)
b. Reform of the tax system or tax basis 2 |(16.67) 2 |(6.45) 3/(9.68)
c. Freezing or reduction of taxes 1 (323 1/(3.23)
d. Increase in taxes 1 [(8.33) 1/(3.23)
4. Non-financial public enterprises 5 |(41.67) |11 |(35.48) |21 |((67.74) 22|(70.97)
a. Privatisation 5 |(41.67) |11 |(35.48) |21 |((67.74) 22|(70.97)
5. Reduction of Deficit as Percent of GDP 15 |(48.39) 15((48.39)
I11. External Debt Policies 1 |(833) |31 |(100) |3 [(9.68) 31/(100)
1. Control of Public and Publicly guaranteed debt 31 [(100) 31/(100)
2. Control of Maturity 29 |(93.55) 29/(93.55)
3. Reduction in Arrears 1 [(833) |22 |(70.97) 22/(70.97)
V. Exchange and Trade Policies 4 (3333 |1 [(323) |13 (4199 15((48.39)
2. Liberalisation and reform of trade system 4 (3333 |1 |(323) |5 [(16.13) 7/(22.58)
a. Liberalisation of imports 2 |(1667) 1 [(323) |4 (129 5/(16.13)
b. Export promotion measures 1 [(8.33) 1/(3.23)
c. Capital account liberalisation 1 [(8.33) 1/(3.23)
V. Structural Adjustment M easures 5 |(41.67) |11 |(3548) 26 [(83.87) 27/(87.1)
1. Developing and restructuring of a subsector 3 (25 7 |(2258) |17 |(54.84) 19((61.29)
a. Infrastructure, telecommunication and energy 3 (25 7 |(22.58) |16 |(51.61) 18|(58.06)
b. Health and education 1 1323 4 (129 5/(16.13)
c. Agriculture 1 (323 1/(3.23)
2. Labour market reform and liberalisation 2 |(6.45) 2/(6.45)
3. Judicial Reform 1 (833 3 ](9.68) 4/(12.9)
4. Fight corruption 1 [(8.33) 1 (323 2/(6.45)
5. Protection of the poor 2 (645 |7 |(22.58) 8/(25.81)
6. Wages and Prices 1 [(8.33) 2 |(6.45) 3/(9.68)
a. Reduction in price distortions 1 [(8.33) 2 |(6.45) 3/(9.68)
VII. Improve database/ statistics 8 [(25.81) 8/(25.81)

*. The average refers only to programs reporting conditions in that category. Since programs not

reporting them may actually not include any, the number for prior actionsis probably overstated.

Source: Letters of Intent, www.imf.org.
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Table9: Number of IMF Conditions
(panel data, 44 countries, 1987-99, poisson)

@] @] ®@]6 [ 6 |
constant 1.52 177 1.37 1.45 0.96 1.32 117
(2.42%) | (2.74°) | (2.02%) | (-1.60) | (1.18) |(1.91**)| (1.21)
economic freedom -0.13 -0.10 -0.08 -0.12 -0.09 -0.09 -0.14
(-4.62°) | (-3.46°) | (-2.72°) | (-2.72°) | (-2.50%) | (-2.77°) | (-2.75°)
domestic absorbtion 0.01 0.01 0.01 0.01 0.01 0.01 0.01
(2.98%) | (1.33) (2.47) (1.35) | (1.88**)| (1.51) (1.55)
PRGF dummy -0.60 -0.64 -0.55 -0.57 -0.66 -0.53 -0.52
(-4.60% | (-4.91° | (-4.05°) | (-3.39%) | (-4.02°) | (-3.79°) | (-2.81°)
time dummy 1.39 1.48 1.40 1.40 1.46 1.39 1.32
(16.37°) | (15.91°) | (15.03°% | (10.86°) | (12.44°) | (14.52°) | (9.27°)
IMF ligbilities (percent of quota) -0.0013 | -0.0017 | -0.0010 | -0.0019 | 0.00 0.00
(-2.30%) | (-2.78°) | (-0.88) | (-2.97°) | (-2.77°) | (-0.56)
world bank adjustment loans 0.26 0.23 0.23 0.26 0.24
(4.28% | (3.05% | (3.29% | (4.27° | (3.109
world bank other loans -0.004 | -0.013 | -0.011 0.00 -0.01
(-0.23) | (-0.53) | (-0.57) | (-0.06) | (-0.31)
world bank technical loans 0.21 0.26 0.20 0.21 0.24
(2.06*) | (2.19*%) | (1.83**) | (2.07*) | (2.00%)
US military grants 0.007 0.02
(0.22) (0.47)
USloans -0.004 0.005
(-0.09) (-0.09)
PPG bilateral -0.001 0.001
(-0.59) (-0.41)
PPG commercial 0.0001 0.0001
(0.35) (0.46)
Dummy for democracy 0.01 0.02
(0.44) (0.95)
Number of countries 44 44 43 32 37 43 32
Number of observations 59 59 56 39 48 56 39
log likelihood -161.37 | -158.61 | -136.08 | -95.84 | -114.80 | -135.98 | -95.07
Notes:
z-dtatistics in parentheses:
°: dsignificant at the 1 percent level *: dignificant at the 5 percent level **: gignificant at the 10
percent level
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Notes:

Table 10: Non-Compliance with World Bank Conditionality
(panel data, 23 countries, 1980-88, probit)

explanatory variables (D) 2 3 4
constant -0.12 -0.43 -0.88 -1.06
(-0.60) (-0.99) (-1.63) (-1.34)
election year dummy 0.68 0.81 0.72 1.00
(1.68**) (1.76**) (1.75**) (2.17%)
post-election year dummy 0.49 0.32 0.49 0.58
(1.40) (0.79) (2.37) (1.249)
pre-election year dummy 0.67 0.63 0.67 0.67
(1.85%*) (1.65**) (1.77%*) (1.66**)
overall budget deficit (t-1) 0.07 0.04
(2.25%) (1.12)
monetary growth (t-1) -0.00 0.00
(-0.34) (0.32)
change in net reserves (t-1) -0.06 -0.06
(-0.92) (-0.95)
current account balance (t-1) 0.02 -0.02
(0.65) (-0.46)
foreign direct investment (t-1) 0.29 0.29
(1.02) (1.04)
past compliance 111 0.40
(1.33) (0.38)
autonomous regions 8.28 8.33
(28.43% (11.27°
executive's party is nationalist 0.20 0.44
(0.59) (1.02)
log likelihood -56.17 -43.82 -53.12 -42.04
McFadden R? 0.05 0.14 0.10 0.17
number of observations 87 74 87 74

Z-statistics in parentheses:
°: significant at the 1 percent level
**: ggnificant at the 10 percent level

*: significant at the 5 percent level




Table 11: Proxy for Interruptionsof IMF Programs, 1969-98"

Number of Frequency of “Interruptions” in
Program years “Interruptions’ percent
All Programs in the Sample 956 574 60.04
1969-78 144 103 71.53
1979-88 319 202 63.32
1989-98 493 269 54.56
SAF 87 33 37.93
1969-78 0 0 0
1979-88 53 13 24.53
1989-98 34 20 58.82
ESAF/PRGF 231 92 39.83
1969-78 0 0 0
1979-88 6 1 16.67
1989-98 225 91 40.44
Standby Arrangements 525 351 66.86
1969-78 133 95 71.43
1979-88 222 144 64.86
1989-98 170 112 65.88
Extended Fund Facility 151 112 74.17
1969-78 11 8 72.73
1979-88 61 47 77.05
1989-98 79 57 72.15

Source: www.imf.org

L A program is classified as ‘interrupted’ if in a certain year at least 25 percent of the money that were
available under equal phasing remained undrawn.
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Table 12: Proxy for Interruptions of IMF Programs
(pandl data, 67 countries, 1971-97, probit)

explanatory variables (@D} 2 3 (@] (5)
constant 0.35 0.40 0.82 0.87 1.00
(5.38%) (3.679) (2.36%) (1.56) (1.70**)
election year dummy -0.21 -0.35 -0.52 -0.60 -0.64
(-2.07%) (-2.63%) (-2.44%) (-2.31*) (-2.45%)
post-election year dummy 0.20 0.003 0.03 0.01 -0.003
(1.89%*) (0.02) (0.13) (0.03) (-0.01)
pre-election year dummy 0.11 0.03 -0.07 -0.19 -0.20
(1.06) (0.23) (-0.35) (-0.77) (-0.80)
overall budget deficit (t-1) -0.01 -0.02 -0.02
(-0.54) (-0.65) (-0.63)
monetary growth (t-1) 0.0005 0.002 0.002
(1.32) (2.06*) (2.59%)
changein net reserves (t-1) 0.02 0.09 0.10
(0.93) (1.92**) (2.24*)
current account balance (t-1) -0.002 -0.01 0.01
(-0.52) (-0.46) (0.31)
foreign direct investment (t-1) 0.07 0.19 0.20
(1.74**) (2.08*) (2.25%)
past interruptions -0.53 -0.87 -1.60
(-1.05) (-1.09) (-1.74**)
currency crises (t-1) 0.28 0.57 0.55
(0.99) (1.53) (1.39)
government fractionalisation in -0.16 -0.23 -0.25
the legislature (-0.38) (-0.46) (-0.47)
strength of the president 0.0003 0.0003 0.001
(0.1) (-0.08) (0.28)
autonomous regions 0.40 0.40 0.64
(1.12) (1.09) (1.59)
executive's party is nationalist -0.16 -0.32 -0.46
(-0.52) (-0.79) (-1.20)
dummy for democracy -0.08 -0.16 -0.19
(-0.42) (-0.69) (-0.78)
guotareview (t+1) -0.11 0.11 0.15
(-0.47) (0.37) (0.50)
dummy for EFF Arrangements 0.65
(1.97%)
dummy for Standby Arrangements 0.54
(2.00%)
log likelihood -580.23 -343.86 -148.88 -105.34 -102.10
McFadden R? 0.01 0.02 0.04 0.10 0.13
number of observations 902 539 235 177 177
Notes:

Z-statistics in parentheses:
°: significant at the 1 percent level  *: significant at the 5 percent level **: significant at the 10 percent
level
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