CHAPTER

Structural Conditionality:
Structure and Effectiveness

9. This section describes the different types of
structural conditions and reviews their effectiveness
at bringing about structural reform. It begins with a
classification of structural conditions according to
their legal standing, their sectoral distribution, and
the degree of structural change that they would bring
about if implemented. This is followed by an analy-
sis of compliance with these conditions and of their
effectiveness. The section concludes by discussing
factors that may affect the design of SC and its im-
pact on reform.

A. Characteristics of
Structural Conditions in
IMF-Supported Programs

10. Of the 216 arrangements that were approved
between 1995 and 2004, 119 were financed through
the IMF’s General Resources Account (99 Stand-By-
Arrangements (SBAs) and 20 Extended Fund Facili-
ties (EFFs)) and 97 with concessional resources (35
Structural Adjustment Facilities/Enhanced Struc-
tural Adjustment Facilities (SAF/ESAFs) and 62
Poverty Reduction and Growth Facilities (PRGFs));
these two groups are henceforth referred to as SBAs
and PRGFs respectively.! Of the arrangements that
were financed with concessional resources, 70 took
place with countries that were eligible for debt re-
duction under the Heavily Indebted Poor Coun-
tries’ (HIPC) Initiative. Together, the 216 programs
included more than 7,000 structural conditions, of
which about 30 percent were prior actions (PAs), 20
percent structural performance criteria (PCs), and
50 percent structural benchmarks (SBs).

11. PAs, PCs, and SBs differ in their legal stand-
ing and their timing relative to program discussions

In five cases (Azerbaijan 1996, Pakistan 1997, Yemen 1997,
Macedonia 2000, and Sri Lanka 2003), two facilities—the PRGF
and the EFF—were used to support the country’s program. In
these cases, the program framework was given by the PRGF
while the EFF resources were used to “top up” those provided
under the PRGF. In this evaluation, these programs were counted
only once as PRGFs.

by the Executive Board. PAs are measures that a
member is expected to adopt prior to the approval
of an arrangement or the completion of a review
(a condition for credit tranche disbursement); they
are set by IMF management. Since 2000, program
documents sent to the Board have been required
to describe the status of PAs (this was not always
done before 2000). PCs are conditions approved by
the Board that need to be met before disbursements
are made under an arrangement. In case of non-
compliance with a PC, the Board needs to grant a
waiver before a disbursement can be released. The
decision to grant a waiver is usually based on as-
surances that the program is otherwise on track and/
or that remedial actions have been taken. PCs are
applied to clearly specified variables or measures,
for which timing is considered important and that
can be objectively monitored by IMF staff. SBs, on
the other hand, are applied to measures that cannot
be specified in terms that are objectively monitor-
able, or to measures where non-implementation of a
single component would not be judged sufficient to
derail the program. Like PCs, SBs are approved by
the Executive Board. Non-compliance with an SB
does not automatically lead to an interruption of the
program and, therefore, does not require a waiver
by the Executive Board. But in response to non-
compliance with one or more SBs, management can
delay or refuse to submit for the Board’s approval
an ongoing review of a program if it assesses that
the non-compliance would jeopardize the achieve-
ment of program objectives.?

12. For the purposes of this evaluation, the IEO
classified structural conditions into nine sectoral cat-
egories, broadly in line with classifications used by
IMF staff in internal reviews (see Background Docu-
ment Chapter III). Four of these sectors— Taxation,
Public Expenditure Management (PEM), Financial
Sector Reform, and Other Fund Core activities,

2[f the authorities disagree with management on the comple-
tion of a review, a Board meeting could still be convened on the
subject at the request of an Executive Director. However, in these
circumstances, management could withhold its recommendation
to the Board to complete the review.
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including issues related to trade, exchange rate, and
monetary policy —correspond closely to the defini-
tion of the Fund’s core areas provided by the 2002
CG, and are referred to as “Core” in the remainder
of this report.3

13. During the evaluation period (1995-2004)
about two-thirds of all structural conditions were
concentrated in a few core areas of Fund responsi-
bility, with some 20 percent in each of the following
areas: Taxation, PEM, and Financial Sector Reform,
and 6 percent in other core areas. About half of the
remainder focused on state-owned enterprise (SOE)
reform and privatization, and the rest were scattered
across a large number of sectors where the World
Bank has greater expertise than the IMF, including
social policies, civil service reform, and regulatory
reform (Figure 1).

14. The types of conditions used varied across
sectors. Although the general pattern was similar in
SBAs and PRGFs, there were some significant dif-
ferences; notably, financial sector conditionality was
more prominent in SBAs, while conditions on PEM
were more prominent in PRGFs. Within non-core
sectors, the conditions affecting SOE reform and
privatization tended to take the form of prior actions
and performance criteria, while the conditions affect-
ing the other non-core sectors tended to be SBs.

15. The effects of SC depend not only on the num-
ber of conditions but also on the degree of structural
change that they would bring about if implemented,
and on the durability of this change. This evaluation
refers to these characteristics as the structural con-
tent or structural depth (SD) of conditions. Table 1
presents examples of SC by type (SB, PC, and PA)
and classified and scored according to the following
three categories of SD:#

¢ Little or No (0). This category includes con-

ditions that would not, by themselves, bring
about any meaningful economic changes al-
though they may serve as stepping stones for
significant reforms. Examples include the prep-
aration or announcement of plans, strategies, or
legislation.

¢ Limited SD (1). This category includes condi-

tions calling for one-off measures that can be

3The CG define IMF core areas of responsibility as macroeco-
nomic stabilization, namely, fiscal, monetary and exchange rate
policies, including the underlying institutional arrangements and
related structural measures; and financial systems issues related
to the functioning of both domestic and international financial
markets.

4The definitions of the categories are intended to be compre-
hensive and exclusive, i.e., each condition falls into one and only
one category. The classification was done with a bias toward as-
cribing to each condition the highest possible SD category, as is
illustrated by the examples in Table 1. About a dozen conditions
that did not fit clearly into a single category were classified as
having Limited SD. See Background Document Chapter II1.

Figure |. Distribution of Structural
Conditionality by Economic Sector
(In percent of all conditions)
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Source: MONA and IEO staff estimates.

expected to have an immediate and possibly
significant effect, but that would need to be fol-
lowed by other measures in order for this effect
to be lasting. It encompasses conditions of two
main types: those requiring one-off fiduciary
measures, and quasi-macro quantitative con-
ditionality. Examples of the former include
the publication, by a given date, of the federal
budget or the accounts of public enterprises, or
the preparation of specific audits. Examples of
quasi-macro quantitative conditionality include
changes in controlled prices, limits on the
growth of the wage bill, or the reduction of ar-
rears of certain public enterprises.

High SD (2). This category includes conditions
that, by themselves, would bring about long-
lasting changes in the institutional environment.
Most of the conditions in this category entail
legislative changes (e.g., approval, adoption,
or enactment of legislation by a parliament).
This category also includes conditions requir-
ing that certain fiduciary measures be taken on
a regular and/or permanent basis, even when
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Table 2. Distribution of Structural Conditions by Depth, Program, and Type of Monitoring Instrument

in the 43 Case Studies!

Sector Description

Number of Conditions

Share of Total

Sector Al Low Limited High Average
Number Depth All Low Limited High (In percent) Depth?
| jaxPolicy/Tax 246 83 148 IS 9 34 60 6 0.72
ministration

2 PEM 273 97 169 7 21 36 62 3 0.67

3 Financial Sector 293 154 128 1l 22 53 44 4 0.51

4 SOE Reform 147 48 96 3 1l 33 65 2 0.69

5 Privatization 83 53 21 9 6 64 25 Il 0.47

6 Civil Service Reform 42 24 15 3 3 57 36 7 0.50

7 Social Policies 34 20 12 2 3 59 35 6 0.47

8 Other Fund Core 72 25 45 2 6 35 63 3 0.68

9 Other World Bank 6 54 56 6 9 47 48 5 0.59
Core

Total All Sectors 1306 558 690 58 100 43 53 4 0.62

GRA 335 167 143 25 26 50 43 7 0.58

By Program PRGF 97| 39| 547 33 74 40 56 3 0.63

SB 646 310 306 30 49 48 47 5 0.57

By Type PC 260 99 147 14 20 38 57 5 0.67

PA 400 149 237 14 31 37 59 4 0.66

Core vs. Core 884 359 490 35 68 41 55 4 0.63

Non-Core  Non-Core 422 199 200 23 32 47 47 5 0.58

lIncludes all 1306 fully assessed conditions in the 43 case studies from 1999-2003. Conditions not normalized to correct for program length.

2Calculated as follows: “Low”=0; “Limited”=1; and “High”=2.
Source: MONA, IMF staff reports and IEO staff calculations.

legislation is not needed (often these measures
are implemented through regulation). Exam-
ples of such measures are similar in substance
to conditions with limited SD, but are expected
to have more lasting effects. This category also
includes conditions with long-lasting structural
impact—e.g., implementing a civil service re-
form or privatization—that may be grounded in
pre-existing legislation but that probably could
not be undone without new legislation.

16. A review of the full list of structural condi-
tions in the 43 programs found that fewer than 5 per-
cent of the 1,306 conditions had high structural
content (Table 2). More than half of the conditions
had limited structural content, and the remaining
43 percent had little or none.> Conditions tended to

STwo clarifications about the classification. First, the approval
of a specific budget law was classified as having Limited SD.
While this usually requires legislative action, one year’s budget,
per se, would not necessarily have a lasting impact in that it needs
to occur each year. Second, the submission of legislation to par-
liament was classified as having low SD because by itself it does
not bring about any meaningful economic changes. In certain re-
gimes, most laws submitted to parliament are approved, but the
corresponding passage of legislation is captured in the analysis
of effectiveness or follow-up reforms. In any case, classifying the
submission of laws as having high SD increases the share of this
category to about 10 percent of the total, and does not change the
rest of the analysis in any significant way.

be quite detailed and about one third reached outside
the areas of core Fund competency and outside the
areas of direct responsibility of the Fund team’s main
counterparts. The analysis found no clear differences
between the types of conditions that were used in
PRGFs and in SBAs. It also found that with minor
changes, the same conditions were applied as PCs
in some cases and as SBs in others. Compared with
SBAs, PRGFs had a higher proportion of conditions
with limited structural depth (56 percent against
43 percent), partly reflecting the large number of
one-off fiduciary actions linked to HIPC and other
donor-led initiatives. The average SD of conditions
was greater in core than in non-core sectors—on a
scale from O to 2 they were 0.68 vs. 0.62 for PAs,
and 0.71 vs. 0.60 for PCs—indicating that the Fund
was supporting more ambitious sectoral reforms in
the sectors of its core competence.

17. A sectoral analysis conducted for the 43
countries supports this finding. For each program,
the study identified the conditions with the greatest
structural depth in each sector. This is a good indica-
tor of how ambitious was the overall sectoral reform
program, when sectoral strategies entailed a lead-
ing (high depth) condition that was complemented
by others with lower SD, probably targeted at less
critical aspects of the reform. In about 10 percent of
the sectoral reforms, the leading condition had high
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SD, and in only a quarter of cases all conditions had
little or no SD. The distribution of the leading con-
ditions according to their SD was similar in PRGFs
and SBAs. Again, this indicator points to more ambi-
tious reforms in the core sectors: the leading condi-
tion generally had greater SD in core sectors than in
non-core sectors. Among the core sectors, 83 percent
had at least one condition with high or limited SD,
against 61 percent among the non-core sectors.

18. In sum, programs contained a large number
of structural conditions dealing with many aspects
of policymaking. Often these conditions were quite
detailed, even when they covered areas over which
the Fund had little expertise and that were outside its
core areas of responsibility. While critics may per-
ceive these conditions as intrusive and detracting
from government ownership of the reform process,
fewer than 5 percent of the structural conditions in
fact called for lasting structural reforms and more
than 40 percent called only for preparing plans or
drafting legislation. Still, almost 60 percent of the
structural conditions would have had at least a lim-
ited or temporary impact, if complied with, and this
share was somewhat greater in the core sectors and
in particular in PRGFs. About half of the higher SD
conditions were PAs or PCs, and the rest were SBs.

B. Compliance with Structural
Conditions

19. More than half of the conditions (54 percent)
were complied with on time (Table 3).6 Compliance
rates were significantly higher for conditions in the
core sectors, particularly among PRGFs (60 percent
compliance in core sectors vs. 39 percent in non-core)
and among PCs across all types of programs (60 per-
cent compliance in core sectors vs. 37 percent in non-
core). Compliance rates were much lower (at less than
one-third) for conditions with high SD—probably be-
cause these conditions are in general more difficult to
implement— and they differed little between structural
conditions with limited SD and those with no SD.

6The compliance rates are similar for the 43 countries shown in
Table 3 and for the 7,139 conditions in MONA. These numbers do
not include PAs because they are met almost by definition, as the
database does not include conditions in programs that have gone
off track. Including PAs, the compliance rate would rise to about
two-thirds; on the other hand, the rate would be less than half
if programs that went off track were included (excluding PAs).
According to MONA, about half of the structural conditions that
were not met on time were eventually met with delay or met only
in part. MONA did not distinguish between these two categories
until 2001, and it still does not specify the extent of the delay nor
of the compliance. In any case, this information is not available
for most of the period of this study. These figures compare with
a compliance rate of more than 80 percent for quantitative macro
conditions (IMF, 2005a, p. 28).

20. The average compliance rate varied widely
across countries but it was not significantly corre-
lated with the overall success of the corresponding
program. While the overall average was about 50
percent, the compliance rate ranged from about 80
percent in some countries (e.g., Brazil, Guinea, and
Mozambique) to less than one-third in others (e.g.,
Croatia, Ecuador, and Tajikistan). A similar degree
of variability was observed in the sample of 13 in-
depth case studies. On average, PRGFs had higher
compliance rates than SBAs. Compliance varied sig-
nificantly across sectors within individual programs,
and in general it was higher in the core sectors.

21. The compliance rate was negatively correlated
with the number of sectors covered by a program, but
not with the number of conditions in a program. One
possible explanation is that the multi-sector cover-
age of SC taxed the coordination and implementa-
tion capacity of the Fund’s main counterparts, even
when conditions were not inherently very difficult
to implement. Also, monetary and fiscal authorities
were generally able to oversee and track compliance
with large numbers of conditions in areas under their
responsibility, but this was more difficult to manage
in non-core areas. This is consistent with the findings
of the in-depth case studies, which indicate that com-
pliance was higher in areas under the direct control
of the authorities managing the reform programs.

22. About one-quarter of all structural conditions
had significant or limited SD and were complied
with. This proportion was greater in core sectors, in
particular for PRGFs, where it reached one-third. The
proportion rises only a little (to about 40 percent)
when allowing for conditions that were only partially
met or met after a delay. By this criterion, the most
“successful” structural conditions were PCs in core
sectors in PRGFs, half of which were complied with,
though this is still a relatively low rate.

23. It is surprising that compliance rates were so
low, especially because almost half the conditions did
not require policy or institutional changes. It is also
surprising to find very little difference in the com-
pliance rates between PCs and SBs, and especially
among conditions with different degrees of structural
content, since one might expect compliance rates to be
linked to how difficult the conditions were to imple-
ment. Such low compliance rates pose a reputational
risk to the Fund’s role in furthering structural reforms.

C. How Effective Is Structural
Conditionality in Fostering Structural
Reform?

24. Fund arrangements are designed to support
members’ efforts to achieve medium-term external
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viability and to foster sustainable growth. SC plays
a role in providing assurances to members that re-
sources would be available to them upon compliance
with agreed policies, in monitoring the member’s
program, and as a mechanism to interrupt the Fund’s
support when it becomes apparent that the agreed
program goals are unlikely to be achieved.

25. This evaluation examined whether SC was ef-
fective in bringing about follow-up structural reforms
as well as whether reforms were sustained over time.
This is a particularly difficult question because there
was no agreed-upon framework to assess results and
accountability, and consequently data had not been
collected specifically for this purpose. The evalua-
tion used two approaches to address this issue. The
first, based on data from the 43 countries, focused
largely on reforms in sectors covered by SC; the sec-
ond, based on the 13 in-depth case studies, looked
at the impact of SC at the country level. To avoid
intractable causality problems, the analysis asked
whether SC had been a step within a broader sectoral
reform—i.e., whether compliance with a particular
condition was followed by additional reforms in the
corresponding sector—but it did not try to estab-
lish a direct link. Admittedly, this criterion is a very
low threshold for establishing effectiveness, since
it links specific conditions to sectoral reforms that
may be only marginally (if at all) connected to the
corresponding condition, and with reforms that may
have taken place without SC. In the 13 in-depth case
studies, the evaluation asked about the impact of SC
on the country’s overall policy framework, and also
attempted to identify the determinants of effective-
ness. Each of these approaches has limitations, but
together they provide useful insights.

26. The sectoral analysis showed only a weak link
between compliance with SC and effectiveness at
bringing about reform and ensuring its durability. The
analysis was conducted by assessing whether further
reforms took place to advance the explicit or implicit
objectives in sectors covered by SC. An individual
condition was deemed effective if reform continued
in the corresponding sector following compliance
with that condition. For conditions whose compliance
completed a reform, mostly conditions with high SD,
the effectiveness test was whether reversals had taken
place. Additional reforms took place beyond the pro-
gram in about 55 percent of the sectors covered by
SC. Reform stalled in almost 40 percent of the cov-
ered sectors and it backtracked in more than 5 percent.
Rates of follow-up were somewhat higher in PRGF
than in SBA countries, in core sectors than in non-core
sectors, and for PCs than for PAs and SBs.”

"The 55 percent follow-up figure has a significant upward bias
since in many cases the specific conditions were not connected
with the sectoral reforms that took place subsequently. This bias

27. The most surprising finding from the sectoral
analysis is that the effectiveness figures are almost
identical regardless of whether conditions were met,
met partially or after a delay, or not met at all. Nor
did the analysis find any significant correlation be-
tween sectoral average compliance and follow-up
reforms (this study’s indicator of the effectiveness of
SC), either in individual sectors or at the aggregate
level, across core and non-core sectors. The study
also examined whether SC with greater SD was more
effective in ensuring the continuity of reforms, but
again it did not find any significant correlation.® In
sum, this simple analysis suggests that compliance
with SC was not, by itself, a good predictor of lasting
sectoral reforms.

28. The 13 in-depth country studies examined
whether SC was an effective tool to support eco-
nomic reform and to strengthen a country’s overall
economic framework, even if conditionality was
only weakly correlated with reform at the sectoral
level. SC might be effective even in these circum-
stances because Fund arrangements, and SC in par-
ticular, are designed, negotiated, and implemented
mostly with the central bank and the economic
ministries —agencies that are generally in charge of
the country’s overall economic framework. This re-
lationship partly explains the higher compliance with
SC in the core sectors, which are under the direct
control of these authorities. Also, Fund arrangements
have often been put in place to support goals, such
as catalyzing public or private financing, that are not
directly connected with sectoral agendas. To address
these issues, the 13 studies examined whether the
presence of, and compliance with, SC affected the
overall policy framework and the success of the pro-
gram. Table 4 summarizes the assessment for each of
the 13 cases (for a more detailed analysis see Back-
ground Document Chapter IV). Box 1 reflects the
authorities’ views in these countries. The views of
academics and civil society organizations were also
sought; these were largely critical, although in some
cases these commentators welcomed the PRSP con-
sultation process (Box 2).

29. Overall, the in-depth analysis found mixed re-
sults at the country level in the areas covered by SC

is not present in regard to reversals, where the figure refers to
the specific measures that were taken. The analysis was based
on staff reports for the first Article IV consultation after expira-
tion of programs, ex post assessments, and requests for a new ar-
rangement, when relevant.

8In fact, sectors that were the object of SC with high SD had
a higher than average rate of policy reversals (more than 10 per-
cent, against 6 percent for the whole sample). This may be due to
a selectivity bias, i.e., the IMF may be more inclined to ask for
conditions with high SD when the authorities’ ownership of the
reforms is low or when the underlying situation is particularly
difficult.
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Table 4. Progress in Structural Reform in the Areas Supported by Structural Conditionality

Degree of
Progress

Stand-By Arrangements

PRGFs

Satisfactory

Colombia (2003): High access precautionary type to reduce
market uncertainties and address long-term fiscal rules and
quasi-fiscal issues. Good progress in spite of congressional
opposition to several key measures. (2-year SBA, new
administration, completed)

Romania (2001): Addressed successfully major quasi-fiscal

issues in SOE, particularly in energy, in the context of EU

accession. However, the program was not able to develop
more permanent rules for price adjustments. (2-year SBA,
new administration, high level of conditionality relative to

access, completed)

Armenia (2001): Continuation of a series of post-program
actions focusing on banking as well as fiscal and quasi-fiscal
structural reforms. Good progress in banking and energy
sector reforms. (Program completed)

Pakistan (2001): Program to help debt rescheduling and
support reforms in taxation, financial sector, and energy.
Good progress on banking, trade, and fiscal responsibility
laws. Less so in energy. (Early cancellation at the request of
government)

Moderate Croatia (2003): Short precautionary arrangements to avoid Mali (1999): Program subject to a terms of trade shock,
reversals in the run-up to elections, and in the context streamlined midway focusing on public expenditure system
of EU accession. Good progress in labor market reforms, in part due to HIPC. Central finances and PEM systems
mixed result on state guarantees and energy sector. improved markedly. However, little progress on enlarged
(14-month precautionary, very low access, program not public sector: e.g., cotton and pension systems. (Program
completed) completed)

Limited Ecuador (2003): Ambitious program aimed at BOP Ghana (1999); Cameroon (2000); and Madagascar (2001):

support and passage of significant legislation with
significant opposition by Congress. Very limited progress
on legislation. Most of the measures were fiduciary (e.g.,
arrears clearance) in public finances. (13-month SBA,
program not completed)

Program development heavily influenced by external and
political shocks that refocused priorities on fiduciary issues
of PEM, particularly as a response to HIPC objectives.
Limited progress on PEM, revenue collections and SOE
management and pricing, particularly in energy. (Only
Madagascar program completed)

Little Effect

Dominican Republic (2003): Program aimed at containing
banking and BOP crisis at the end of the administration.
No ownership to tackle structural reforms in taxation
and decaying electricity sector. (2-year SBA, program not

Kenya (2001): Rather artificial program “pushed from the
outside” to address major governance issues requiring
legislation. (Program not completed)

completed)

Lao P.D.R. (2001): Program where strong differences in
strategic directions emerged and became irreconcilable
between staff and authorities. Nam Theun project financing
was successful. (Program not completed)

and in the reform programs at large. Six programs
were judged to have been satisfactory or moderately
satisfactory (Armenia, Colombia, Croatia, Mali, Pak-
istan, and Romania), and the other seven (Cameroon,
Dominican Republic, Ecuador, Ghana, Kenya, Lao
P.D.R., and Madagascar) to have achieved limited or
no progress. Experiences also varied across sectors
in each country. SC was more successful in support-
ing reforms in PEM, taxation, and the financial sec-
tor than it was in supporting privatization, the reform
of the (extended) public sector, or social sector poli-
cies. In general, reducing quasi-fiscal transfers and
fiscal vulnerabilities in SOEs proved to be especially
challenging. These findings are consistent with those
of the sectoral analysis based on the 43 cases.

D. The Determinants of Effectiveness

30. What determines whether SC works? While
overall SC was not very effective in fostering and
sustaining structural reform, the significant variation

across cases enables us to draw lessons on design
features and country conditions that could enhance
effectiveness. This section discusses design features
(e.g., sectoral coverage) and country conditions (e.g.,
ownership of reforms) that may help SC to be more
effective.

31. Effectiveness, like compliance, seems to
have been higher in the core sectors. This seems to
be linked to two interrelated factors. First, these are
sectors where Fund staff has solid and widely recog-
nized technical expertise and a good understanding of
the implementation constraints faced by the authori-
ties. These factors are conducive to better-designed
conditionality that is more likely to be accepted by
the authorities and other domestic stakeholders. Sec-
ond, these sectors are usually under the direct control
of the Fund’s main counterparts, suggesting that the
authorities agreed to these conditions with a better
understanding of how they would be implemented.

32. More generally, the case studies point to own-
ership of the reform program by a strong economic
policymaking team as a critical precondition for
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Box |. Structural Conditionality: Views from National Authorities

The evaluation sought the views of the national au-
thorities involved with the IMF-supported program in
the countries covered by the 13 in-depth case studies.
These authorities included officials at different levels
and in different capacities in each country, mainly those
that had negotiated the programs.

Views on program design and the process of negoti-
ation differed, but in general, the authorities held more
positive views about Fund conditionality in countries
where programs had been more successful. Some, for
example in Armenia, Colombia, and Romania, viewed
structural conditions as deriving from relatively
flexible negotiations, in support of an agenda largely
developed domestically, although with varying de-
grees of support from outside of government. In other
countries (e.g., Ghana, Madagascar, and Pakistan),
however, the authorities took the view that IMF staff
had been unnecessarily inflexible on specific policy re-
quirements. In Ghana, for example, the authorities felt
that staff was not flexible enough in the face of shocks
that called for adjustments in policies. The Pakistani
authorities noted, however, that they had perceived

success. A country’s economic team can sometimes
use Fund SC as a lever to move a desired reform
along. For sustaining a reform, however, broader
government ownership—at least ownership of the
specific SC by the corresponding implementing bod-
ies—seems to have been a necessary condition.?
Among the case study countries, those that made the
most progress were those with the strongest govern-
ment ownership of the reforms that were supported
by conditionality (e.g., Armenia, Colombia, Paki-
stan, and Romania). Those that made least progress
were those where the authorities had little interest in
the corresponding reforms (e.g., Dominican Repub-
lic and Lao P.D.R.), or where the program largely re-
sponded to outside forces and lacked the broad sup-
port of the authorities (e.g., Kenya).

33. Programs with good results had stronger an-
alytical underpinnings in areas subject to SC. They
had relatively well specified objectives and medium-
term roadmaps that dealt with sequencing and that
linked specific conditions to the distortions they were
addressing (e.g., Armenia and Colombia). This was
not the case in most of the PRGFs studied —which
may be an important reason why these arrangements
had disappointing results. These PRGFs often lacked
appropriate medium-term policy roadmaps, and their

9This study did not test the role of the more generally accepted

concept of ownership, which includes support by different con-
stituencies in the population for the policies carried out by the
authorities.

a gradual move toward a more consensual approach
since the previous arrangement.

Although the authorities in some countries, notably
Madagascar, pointed out that conditionality may have
been excessive, this was not a matter of concern in
Armenia or Romania—two of the countries that had the
largest numbers of conditions. The Romanian authori-
ties noted that neither the very large number of struc-
tural conditions (46 conditions per program-year) nor
their very detailed nature posed a problem.

In many PRGF countries, the authorities saw SC as
being imposed by donors (Kenya) or by the Fund (Lao
P.D.R. and Madagascar), noting that the conditions were
not adapted to the country’s institutional circumstances,
implementation capacity, or political constraints. Their
comments focused on unrealistic deadlines and on the
need to have a meaningful consultation process. In
Colombia, Ecuador, Kenya, and Pakistan the authori-
ties explained that staff needed to understand better the
political ramifications of conditionality, and that cer-
tain conditions may strengthen the opposition’s hand,
particularly when requiring legislative changes.

outlook was surprisingly short run.! They rarely
identified priorities and trade-offs for policy changes
or specified the appropriate sequencing of reforms
beyond a year’s time span, and most of their SC in-
volved little long-lasting institutional change. Also,
their program documents often failed to explain why
a particular set of conditions was critical and why
it represented the best available way to achieve the
program objectives.

34. Outside the core sectors, close collaboration
with the World Bank is critical to provide the nec-
essary knowledge base for reform. Good collabora-
tion with the Bank took place in the financial sector
through participation in the Financial Sector Assess-
ment Programs (FSAPs), which yielded detailed di-
agnostics and technical recommendations, some of
which were incorporated in structural conditions.
Coordination in other areas was more problematic,
as the two institutions pursued different approaches
to reform and conditionality. A comparison of priva-
tization conditionality in the sample of PRGF ar-
rangements with parallel Bank operations illustrates
these difficulties (Table 5). The comparison found
that PRGFs often had precise conditions (with fixed
timetables and short horizons), while the Bank’s
parallel operations had no conditionality, or had
conditions that were very general in the context of

10The lack of a roadmap in PRGFs was also noted in the IEO
evaluation of the IMF’s role in PRSPs and the PRGF (IEO,
2004).
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Box 2. Structural Conditionality: Views from Civil Society

Civil society organizations have been at the forefront of
the criticism of SC. Briefly, their three main lines of criti-
cism are as follows:

* Conditions are typically imposed by donors and not
owned by countries, and hence a prerequisite for
successful development is missing. Eurodad argues
that this imposition overwhelms domestic capaci-
ties and undermines whatever local ownership exists
for those policies (Eurodad, 2006). Wood and Lock-
wood (1999), of the Bretton Woods Project, explain
that the proliferation of SC and its damaging effect
on national ownership has led countries to comply
with conditionality only for “tactical reasons” and
that after receiving aid, countries reverse the enacted
policies. Oxfam has raised concerns about the legiti-
macy of policies agreed with the IMF on grounds that
key sectors of society were not properly consulted or
were excluded from program negotiations (Oxfam
International, 2004).

a programmatic type of loan with flexible tranching
arrangements. More generally, the Bank was moving
toward ex post “supporting success” and emphasiz-
ing country ownership of programs rather than set-
ting conditions in advance. Despite these differences,
the case studies found productive collaboration at the
country level in Armenia, Colombia, Croatia, Paki-
stan, and Romania. Collaboration was weaker in the
Dominican Republic, Lao P.D.R., and Madagascar,
where insufficient prior knowledge on structural is-
sues hampered program design.

35. In parallel to their role in supporting stabi-
lization and structural reform, Fund arrangements
were used by donors and others as monitoring and
signaling mechanisms for other initiatives. For ex-
ample, they acted as a trigger for HIPC process mile-
stones, served to monitor reforms undertaken toward
EU accession and helped to mobilize financing from
multilateral development banks, the Paris Club, and
official donor agencies.!! This role was widely ac-

TAmong the 13 case study countries debt restructuring took
place in the Dominican Republic, Ecuador, Kenya, and Pakistan;
and Lao P.D.R. was able to mobilize financing for the Nam Theun
hydroelectric project. Fund arrangements provided a monitoring
framework for the EU accession process, explicitly (e.g., Roma-
nia) or implicitly (e.g., Croatia).

* Donors often advocate policies and conditions based
on dogma and ideology rather than on evidence. Critics
give trade and domestic price liberalization and priva-
tization as examples. Action Aid (2004) discusses the
pervasiveness of conditions aimed at privatization of
water and electricity services in lower-income coun-
tries, despite the absence of evidence that these policies
improve access for poor people, accountability to con-
sumers, or cost effectiveness.

» Tying aid to conditions causes unpredictability and vola-
tility in aid disbursements, which reduces the usefulness
of aid. To address deeply rooted issues, such as poverty
or limited access to health services, a country needs a pre-
dictable stream of aid on the basis of which it can plan the
necessary programs. Lack of compliance with condition-
ality disrupts these programs. A recent report by the Jubi-
lee Debt Campaign identifies IMF conditions in PRGFs
as the main reason for borrowing countries’ delays in se-
curing HIPC debt relief (Jubilee Debt Campaign, 2006).

knowledged, although not always explicitly stated in
Board documents. In most instances, the presence of
SC was important in allowing the Fund arrangement
to play these roles, and sometimes these monitoring
and signaling needs were what drove the SC agenda
and the timing of the arrangement. Some programs
were rushed to enable countries to reach the HIPC
decision point by an exogenously set deadline.
Sometimes conditions were included which, while
important for the monitoring role, were not critical
to the explicit program objectives. The proliferation
of conditions weakened the authorities’ attention to
those conditions that called for more critical reforms.
In general, Fund arrangements and SC were effective
in this role of providing monitoring and signaling.

36. Notwithstanding the successful use of SC as
a monitoring and signaling mechanism, their use for
this purpose raises important questions. Should this
be a legitimate role for Fund arrangements and SC?
Should Board documents state that this is a major
goal of the arrangement? It appears that there are
trade-offs between the role of SC as a signaling or
monitoring mechanism and its role in fostering re-
form. To the extent that such trade-offs are signifi-
cant, could these other roles be played by other in-
struments, either new ones or those that already are
part of the IMF’s toolkit?



